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Summary 

The Tax Cut and Jobs Act of 2017 made significant changes to federal income and estate taxes.  Most 

taxpayers will face a lower tax bill thanks to the provisions in the new law. 

But there is one provision that could significantly increase compliance costs and tax liabilities for 

nonprofit organizations.  Under the new law, a charity might need to pay taxes on transportation-

related fringe benefits they give their employees – including free parking. 

The IRS has now issued interim guidance (Notice 2018-99) on the treatment of employee parking 

expenses for tax-exempt organizations.  This report is intended to give community foundations 
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background on how to implement the provisions of the new law.  (And, by the way, every nonprofit 

organization in your community will be subject to this new law!) 

Under the new law, tax-exempt organizations that have employees are required to increase their UBTI 

by an amount which is equal to transportation and parking-related fringe benefits.  Tax-exempt 

organizations are required to file a return on form 990-T (Exempt Organization Business Income Tax 

Return) if they have UBTI of $1,000 or more. 

As this is being written, we are aware that legislation has been introduced which could repeal or 

amend these tax provisions as they pertain to tax-exempt organizations.  Please pay careful attention 

to new legislation which could affect the issues discussed in this memo. 

As with any tax or legal matter, you are strongly encouraged to consult with your accountant or 

attorney before implementing the provisions of this new law.  With that caution in mind, here’s our 

analysis of what you should do. 

The New Law 

The Tax Cuts and Jobs Act of 2017 included a provision which said that a charity’s Unrelated Business 

Taxable Income (UBTI) is increased by the amount of Qualified Transportation Fringe Benefit (QTF) that a 

charity provides its employees.  The law applies to all tax-exempt organizations, including churches. 

Section 512(a)(7) provides that the tax-exempt organization’s UBTI is increased by the amount of the 

QTF expense.  A QTF expense is defined as:   

1. Transportation in a commuter highway vehicle between the employee’s residence and place of 

employment;  

2. Any transit pass; and, 

3. Qualified parking – Defined as parking provided to an employee on or near the business 

premises of the employer or on or near a location from which the employees can commute to 

work. 

How do you calculate your total parking expenses?  The definition is as follows: 

Total parking expenses include, but are not limited to, repairs, maintenance, utility costs, 

insurance, property taxes, interest, snow and ice removal, leaf removal, trash removal, 

cleaning, landscape cost, parking lot attendant expenses, security, and rent or lease payments. 

You might not currently calculate the costs of your parking expenses, but the new law will require you to 

do so.  Some items (i.e., snow removal) might be easily computed; for other expenses you will need to 

use a reasonable method of allocating costs to the parking lot. 

 



The Problem with the New Law 

For most charities, the new law could increase their costs in at least three ways.  First, someone will 

need to calculate the QTF for the tax-exempt organization – which takes either staff time or, more likely, 

you will need to pay your CPA firm to do the calculation.   

Second, in some instances a charity will need to file a Form 990-T.  Most charities don’t normally file this 

form – they file a Form 990, but the Form 990-T is only filed if a charity has unrelated business income 

above $1,000.  Preparation and filing of a Form 990-T will be an added expense for the charity. 

Finally, a charity might have to pay taxes on the value of QTF provided.  Tax rates can range from 15% to 

35%, depending on the level of taxable income.  The taxes due on the incremental income from this 

provision could lead to additional expenses for the charity. 

 

Calculating QTF and your UBTI 

Calculate your QTF using the following steps: 

Step One:  Determine all your direct expenses for staff parking.  Do you pay a commercial parking 

provider for parking spaces for your staff?  This amount is considered to be QTF, and should be 

recognized as UBTI. 

Step Two: If your community foundation owns a parking lot used by staff, calculate the costs of 

maintaining that parking lot, and allocate a disallowance for reserved employee spots. You must identify 

the number of spots exclusively reserved for your employees, perhaps with specific signage or a 

separate facility.  Determine the percentage of reserved employee spots in relation to the total parking 

spots. 

Step Three:  Determine the primary use of the remaining spots. This is the known as the “primary use 

test”.  

Take a look at the remaining parking spots in your parking lot.  If the primary use of the remaining 

parking spots is to provide parking to the general public, the expenses for that portion of the parking lot 

are not added to UBTI.  This rule applies whether the spots are occupied or not during your normal 

business hours.  If they are made available for use by the general public, they are considered to be for 

public use. 

If the actual usage of the parking spots varies significantly between the days of the week or times of the 

year, you can use any reasonable method to determine the actual average or estimated usage. 

 



Some Examples 

Example 1:  A community foundation is located in a downtown office building.  The foundation 

purchases, on a monthly basis, parking spaces for each of their staff members.  The spaces are provided 

at no cost to the staff.  Each space costs $30 per month, or $360 annually per staff member.  The 

Foundation has ten staff, so total annual costs are $3,600.  This $3,600 should be included as income on 

the Form 990 T for the community foundation. 

Example 2: Suppose a community foundation has a parking lot with 50 parking spaces adjacent to its 

headquarters.  Ten of the spots are reserved for employees, and are marked with signs.  The remaining 

40 spots are available for visitors to the community foundation.  The community foundation calculates 

that total annual expenses of the parking lot are $15,000. 

Step 1:  There are no direct costs paid for free employee parking, so no amount for this element is 

added to UBTI. 

Step 2: Because the community foundation has reserved 10 spots for employees, 20% of the total 

expenses of the parking lot should be treated as UBTI under this new law.  The community foundation 

must include $3,000 ($15,000 x 20%) as income on the Form 990-T. 

Step 3:  The remaining spots in the parking lot are for use by the general public.  These expenses are not 

considered to be QTF expenses and thus do not increase UBTI. 

Example 3:  Take the same community foundation as noted in Example 2 – a parking lot with 50 spaces, 

and annual parking lot expenses of $15,000.  None of the spaces are reserved for employees.  In 

addition, because many meetings are held at the community foundation, on a typical day anywhere 

from 15 to 40 of the additional spaces are used by visitors to the community foundation’s offices.   

Step 1:  There are no direct costs paid for free employee parking, so no amount for this element is 

added to UBTI. 

Step 2:  Because none of the community foundation’s parking spots are exclusively reserved for 

employees, there is no amount to be specifically allocated to reserved employee spots. 

Step 3:  The primary use of the community foundation’s parking lot is to provide parking to the general 

public because 80% (40/50) of the spaces are either used by the general public or are available for use 

by the general public.  If you can show, using a reasonable calculation, that your entire parking lot is, 

at least 50% of the time, available for use by the general public, the costs of maintaining the parking 

lot is fully exempt and you do not need to add any UBTI to your Form 990-T. 

Because the primary use of the parking lot is to provide parking to the general public, none of the 

$15,000 in parking lot expenses is treated as UBTI. 

 



What Can You Do? Take Down Those Signs! 

The key element of the regulations that will save a lot of you from having to file a form 990-T is the 

primary use test.  As noted above, if you can show, using a reasonable calculation, that your entire 

parking lot is, at least 50% of the time, available for use by the general public, the costs of maintaining 

the parking lot is fully exempt and you do not need to add any UBTI to your Form 990-T. 

Do you currently allocate certain spots to your employees – perhaps with a sign that says something like 

“STAFF PARKING ONLY”?  If so, take the signs down.  The IRS makes it very clear that this is a way to 

avoid some of these expenses.  The interim guidance also states: 

Until March 31 2019 taxpayers that have reserved employee spots … may change their parking 

arrangements to decrease or eliminate their reserved employee spots for the purposes of this 

notice retroactive to January 1, 2018 

In other words, if you take down those signs soon – before March 31, 2019 – the IRS will consider that 

change to have been effective as of January 1, 2018 – and you won’t owe any taxes for 2018. 

 

What’s Next? 

First, it should be noted that the regulations just published are interim regulations.   More clarification is 

on the way, as the notice says that “the Department of the Treasury and the IRS intend to publish 

proposed regulations with regard to exempt organizations related filing requirement.”  So stay tuned. 

In addition, keep a close eye on potential changes to this legislation.  Legislation has been introduced by 

numerous lawmakers intended to mitigate, or even repeal, this provision of the new tax law.  There is 

a chance that some or all of these provisions will be repealed in the near future. 

In the meantime, discuss this issue with your tax advisor prior to submitting your 2018 tax returns. 

 

Questions and Answers 

What if we do the calculation and the amount of QTF is less than $1,000? 

You only need to file a Form 990-T if you have unrelated business taxable income in excess of $1,000.  If 

you are below that amount, you do not need to file the form. 

What if your QTF is more than $1,000? 

Then you will need to file a Form 990-T, and pay any tax due. 



What if you have UBTI from a difference source that already exceeds $1,000? 

You must add the value of QTF to your other UBTI and pay the additional tax due. 

 

What is the Community Foundation Research and Training Institute? 

The Community Foundation Research and Training Institute was created to help good community 

foundations become great community foundations.  We provide a wide range of services, including 

trainings for staff members, board members and volunteers, strategic planning facilitation, and 

organizational assessments. We also deliver continuing education programs for professional advisors, as 

well as leadership training for nonprofit executives. 

More information is available at www.cfrti.com. 
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