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Reg. Section 1.61-21(d)(2)(iii) 
Taxation of fringe benefits. 
  

 

. . . 

 

(d) Automobile lease valuation rule--(1) In general--(i) Annual Lease Value. Under the 

special valuation rule of this paragraph (d), if an employer provides an employee with an 

automobile that is available to the employee for an entire calendar year, the value of the benefit 

provided is the Annual Lease Value (determined under paragraph (d)(2) of this section) of that 

automobile. Except as otherwise provided, for an automobile that is available to an employee for 

less than an entire calendar year, the value of the benefit provided is either a pro-rated Annual 

Lease Value or the Daily Lease Value (both as defined in paragraph (d)(4) of this section), 

whichever is applicable. Absent any statutory exclusion relating to the employer-provided 

automobile (see, for example, section 132(a)(3) and § 1.132-5(b)), the amount of the Annual 

Lease Value (or a pro-rated Annual Lease Value or the Daily Lease Value, as applicable) is 

included in the gross income of the employee. 

 (ii) Definition of automobile. For purposes of this paragraph (d), the term "automobile" 

means any four-wheeled vehicle manufactured primarily for use on public streets, roads, and 

highways. 

 (2) Calculation of Annual Lease Value--(i) In general. The Annual Lease Value of a 

particular automobile is calculated as follows: 

 (A) Determine the fair market value of the automobile as of the first date onwhich the 

automobile is made available to any employee of the employer for personal use. For an 

automobile first made available to any employee for personal use prior to January 1, 1985, 

determine the fair market value as of January l of the first year the special valuation rule of this 

paragraph (d) is used with respect to the automobile. For rules relating to determination of the 

fair market value of an automobile for purposes of this paragraph (d), see paragraph (d)(5) of this 

section. 

 (B) Select the dollar range in column 1 of the Annual Lease Value Table, set forth in 

paragraph (d)(2)(iii) of this section corresponding to the fair market value of the automobile. 

Except as otherwise provided in paragraphs (d)(2) (iv) and (v) of this section, the Annual Lease 

Value for each year of availability of the automobile is the corresponding amount in column 2 of 

the Table. 

 (ii) Calculation of Annual Lease Value of automobile owned or leased by both an employer 

and an employee--(A) Purchased automobiles. Notwithstanding anything in this section to the 

contrary, if an employee contributes an amount toward the purchase price of an automobile in 

return for a percentage ownership interest in the automobile, the Annual Lease Value or the 

Daily Lease Value, whichever is applicable, is determined by reducing the fair market value of 

the employer-provided automobile by the lesser of-- 
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 (1) The amount contributed, or 

 (2) An amount equal to the employee's percentage ownership interest multiplied by the 

unreduced fair market value of the automobile. 

 If the automobile is subsequently revalued, the revalued amount (determined without regard 

to this paragraph (d)(2)(ii)(A)) is reduced by an amount which is equal to the employee's 

percentage ownership interest in the vehicle). If the employee does not receive an ownership 

interest in the employer-provided automobile, then the Annual Lease Value or the Daily Lease 

Value, whichever is applicable, is determined without regard to any amount contributed. For 

purposes of this paragraph (d)(2)(ii)(A), an employee's ownership interest in an automobile will 

not be recognized unless it is reflected in the title of the automobile. An ownership interest 

reflected in the title of an automobile will not be recognized if under the facts and circumstances 

the title does not reflect the benefits and burdens of ownership. 

 (B) Leased automobiles. Notwithstanding anything in this section to the contrary, if an 

employee contributes an amount toward the cost to lease an automobile in return for a percentage 

interest in the automobile lease, the Annual Lease Value or the Daily Lease Value, whichever is 

applicable, is determined by reducing the fair market value of the employer-provided automobile 

by the amount specified in the following sentence. The amount specified in this sentence is the 

unreduced fair market value of a vehicle multiplied by the lesser of-- 

 (1) The employee's percentage interest in the lease, or 

 (2) A fraction, the numerator of which is the amount contributed and the denominator of 

which is the entire lease cost. 

 If the automobile is subsequently revalued, the revalued amount (determined without regard 

to this paragraph (d)(2)(ii)(B)) is reduced by an amount which is equal to the employee's 

percentage interest in the lease) multiplied by the revalued amount. If the employee does not 

receive an interest in the automobile lease, then the Annual Lease Value or the Daily Lease 

Value, whichever is applicable, is determined without regard to any amount contributed. For 

purposes of this paragraph (d)(2)(ii)(B), an employee's interest in an automobile lease will not be 

recognized unless the employee is a named co-lessee on the lease. An interest in a lease will not 

be recognized if under the facts and circumstances the lease does not reflect the true obligations 

of the lessees. 

 (C) Example. The rules of paragraph (d)(2)(ii) (A) and (B) of this section are illustrated by 

the following example: 

 Example. Assume that an employer pays $ 15,000 and an employee pays $ 5,000 toward the 

purchase of an automobile. Assume further that the employee receives a 25 percent interest in the 

automobile and is named as a co-owner on the title to the automobile. Under the rule of 

paragraph (d)(2)(ii)(A) of this section, the Annual Lease Value of the automobile is determined 

by reducing the fair market value of the automobile ($ 20,000) by the $ 5,000 employee 

contribution. Thus, the Annual Lease Value of the automobile under the table in paragraph 

(d)(2)(iii) of this section is $ 4,350. If the employee in this example does not receive an 

ownership interest in the automobile and is provided the use of the automobile for two years, the 

Annual Lease Value would be determined without regard to the $ 5,000 employee contribution. 

Thus, the Annual Lease Value would be $ 5,600. The $ 5,000 employee contribution would 

reduce the amount includible in the employee's income after taking into account the amount, if 

any, excluded from income under another provision of subtitle A of the Internal Revenue Code, 

such as the working condition fringe exclusion. Thus, if the employee places 50 percent of the 

mileage on the automobile for the employer's business each year, then the amount includible in 



the employee's income in the first year would be ($ 5,600-2,800-2,800), or $ 0, the amount 

includible in the employee's income in the second year would be ($ 5,600-2,800-2,200 ($ 5,000-

2,800)) or $ 600 and the amount includible in the third year would be ($ 5,600-2,800) or $ 2,800 

since the employee's contribution has been completely used in the first two years. 

 (iii ) Annual Lease Value Table. 

 

Automobile fair market value Annual lease value 

(1) (2) 

$0 to 999 $600 

1,000 to 1,999 850 

2,000 to 2,999 1,100 

3,000 to 3,999 1,350 

4,000 to 4,999 1,600 

5,000 to 5,999 1,850 

6,000 to 6,999 2,100 

7,000 to 7,999 2,350 

8,000 to 8,999 2,600 

9,000 to 9,999 2,850 

10,000 to 10,999 3,100 

11,000 to 11,999 3,350 

12,000 to 12,999 3,600 

13,000 to 13,999 3,850 

14,000 to 14,999 4,100 

15,000 to 15,999 4,350 

16,000 to 16,999 4,600 

17,000 to 17,999 4,850 

18,000 to 18,999 5,100 

19,000 to 19,999 5,350 

20,000 to 20,999 5,600 

21,000 to 21,999 5,850 

22,000 to 22,999 6,100 

23,000 to 23,999 6,350 

24,000 to 24,999 6,600 

25,000 to 25,999 6,850 

26,000 to 27,999 7,250 

28,000 to 29,999 7,750 

30,000 to 31,999 8,250 

32,000 to 33,999 8,750 

34,000 to 35,999 9,250 

36,000 to 37,999 9,750 

38,000 to 39,999 10,250 

40,000 to 41,999 10,750 

42,000 to 43,999 11,250 

44,000 to 45,999 11,750 

46,000 to 47,999 12,250 

48,000 to 49,999 12,750 

50,000 to 51,999 13,250 

52,000 to 53,999 13,750 

54,000 to 55,999 14,250 



 

Automobile fair market value Annual lease value 

(1) (2) 

56,000 to 57,999 14,750 

58,000 to 59,999 15,250 

 For vehicles having a fair market value in excess of $ 59,999, the Annual Lease Value is 

equal to: (.25 the fair market value of the automobile) + $ 500. 

 (iv) Recalculation of Annual Lease Value. The Annual Lease Values determined under the 

rules of this paragraph (d) are based on four-year lease terms. Therefore, except as otherwise 

provided in paragraph (d)(2)(v) of this section, the Annual Lease Value calculated by applying 

paragraph (d)(2) (i) or (ii) of this section shall remain in effect for the period that begins with the 

first date the special valuation rule of paragraph (d) of this section is applied by the employer to 

the automobile and ends on December 31 of the fourth full calendar year following that date. The 

Annual Lease Value for each subsequent four-year period is calculated by determining the fair 

market value of the automobile as of the first January 1 following the period described in the 

previous sentence and selecting the amount in column 2 of the Annual Lease Value Table 

corresponding to the appropriate dollar range in column 1 of the Table. If, however, the 

employer is using the special accounting rule provided in Announcement 85-113 (1985-31 I.R.B. 

31, August 5, 1985) (relating to the reporting of and withholding on the value of noncash fringe 

benefits), the employer may calculate the Annual Lease Value for each subsequent four-year 

period as of the beginning of the special accounting period that begins immediately prior to the 

January 1 described in the previous sentence. For example, assume that pursuant to 

Announcement 85-113, an employer uses the special accounting rule. Assume further that 

beginning on November 1, 1988, the special accounting period is November 1 to October 31 and 

that the employer elects to use the special valuation rule of this paragraph (d) as of January 1, 

1989. The employer may recalculate the Annual Lease Value as of November 1, 1992, rather 

than as of January 1, 1993. 

 (v) Transfer of the automobile to another employee. Unless the primary purpose of the 

transfer is to reduce Federal taxes, if an employer transfers the use of an automobile from one 

employee to another employee, the employer may recalculate the Annual Lease Value based on 

the fair market value of the automobile as of January 1 of the calendar year of transfer. If, 

however, the employer is using the special accounting rule provided in Announcement 85-113 

(1985-31 I.R.B. 31, August 5, 1985) (relating to the reporting of and withholding on the value of 

noncash fringe benefits), the employer may recalculate the Annual Lease Value based on the fair 

market value of the automobile as of the beginning of the special accounting period in which the 

transfer occurs. If the employer does not recalculate the Annual Lease Value, and the employee 

to whom the automobile is transferred uses the special valuation rule, the employee may not 

recalculate the Annual Lease Value. 

 (3) Services included in, or excluded from, the Annual Lease Value Table--(i) Maintenance 

and insurance included. The Annual Lease Values contained in the Annual Lease Value Table 

include the fair market value of maintenance of, and insurance for, the automobile. Neither an 

employer nor an employee may reduce the Annual Lease Value by the fair market value of any 

service included in the Annual Lease Value that is not provided by the employer, such as 

reducing the Annual Lease Value by the fair market value of a maintenance service contract or 

insurance. An employer or employee who wishes to take into account only the services actually 

provided with respect to an automobile may value the availability of the automobile under the 

general valuation rules of paragraph (b) of this section. 



 (ii) Fuel excluded--(A) In general. The Annual Lease Values do not include the fair market 

value of fuel provided by the employer, whether fuel is provided in kind or its cost is reimbursed 

by or charged to the employer. Thus, if an employer provides fuel, the fuel must be valued 

separately for inclusion in income. 

 (B) Valuation of fuel provided in kind. The provision of fuel in kind may be valued at fair 

market value based on all the facts and circumstances or, in the alternative, it may be valued at 

5.5 cents per mile for all miles driven by the employee. However, the provision of fuel in kind 

may not be valued at 5.5 cents per mile for miles driven outside the United States, Canada or 

Mexico. For purposes of this section, the United States includes the United States, its possessions 

and its territories. 

 (C) Valuation of fuel where cost reimbursed by or charged to an employer. The fair market 

value of fuel, the cost of which is reimbursed by or charged to an employer, is generally the 

amount of the actual reimbursement or the amount charged, provided the purchase of the fuel is 

at arm's-length. 

 (D) Fleet-average cents-per-mile fuel cost. If an employer with a fleet of at least 20 

automobiles that meets the requirements of paragraph (d)(5)(v)(D) of this section reimburses 

employees for the cost of fuel or allows employees to charge the employer for the cost of fuel, 

the fair market value of fuel provided to those automobiles may be determined by reference to 

the employer's fleet-average cents-per-mile fuel cost. The fleet-average cents-per-mile fuel cost 

is equal to the fleet-average per-gallon fuel cost divided by the fleet-average miles-per-gallon 

rate. The averages described in the preceding sentence must be determined by averaging the per-

gallon fuel costs and miles-per-gallon rates of a representative sample of the automobiles in the 

fleet equal to the greater of ten percent of the automobiles in the fleet or 20 automobiles for a 

representative period, such as a two-month period. In lieu of determining the fleet-average cents-

per-mile fuel cost, if an employer is using the fleet-average valuation rule of paragraph (d)(5)(v) 

of this section and if determining the amount of the actual reimbursement or the amount charged 

for the purchase of fuel would impose unreasonable administrative burdens on the employer, the 

provision of fuel may be valued under the rule provided in paragraph (d)(3)(ii)(B) of this section. 

 (iii) Treatment of other services. The fair market value of any service not specifically 

identified in paragraph (d)(3)(i) of this section that is provided by the employer with respect to 

an automobile (other than the services of a chauffeur) must be added to the Annual Lease Value 

of the automobile in determining the fair market value of the benefit provided. See paragraph (b) 

(5) of this section for rules relating to the valuation of chauffeur services. 

 (4) Availability of an automobile for less than an entire calendar year--(i) Pro-rated Annual 

Lease Value used for continuous availability of at least 30 days.--(A) In general. Except as 

otherwise provided in paragraph (d)(4)(iv) of this section, for periods of continuous availability 

of at least 30 days, but less than an entire calendar year, the value of the availability of an 

automobile provided by an employer electing to use the automobile lease valuation rule of this 

paragraph (d) is the pro-rated Annual Lease Value. The pro-rated Annual Lease Value is 

calculated by multiplying the applicable Annual Lease Value by a fraction, the numerator of 

which is the number of days of availability and the denominator of which is 365. 

 (B) Special rule for continuous availability of at least 30 days that straddles two reporting 

years. If an employee is provided with the continuous availability of an automobile for at least 30 

days, but the continuous period straddles two calendar years (or two special accounting periods if 

the special accounting rule of Announcement 85-113 (1985-31 I.R.B. 31, August 5, 1985) 

(relating to the reporting of and withholding on noncash fringe benefits) is used), the pro-rated 



Annual Lease Value, rather than the Daily Lease Value, may be applied with respect to such 

period of continuous availability. 

 (ii) Daily Lease Value used for continuous availability of less than 30 days. Except as 

otherwise provided in paragraph (d)(4)(iii) of this section, for periods of continuous availability 

of one or more but less than 30 days, the value of the availability of the employer-provided 

automobile is the Daily Lease Value. The Daily Lease Value is calculated by multiplying the 

applicable Annual Lease Value by a fraction, the numerator of which is four times the number of 

days of availability and the denominator of which is 365. 

 (iii) Election to treat all periods as periods of at least 30 days. The value of the availability of 

an employer-provided automobile for a period of continuous availability of less than 30 days 

may be determined by applying the pro-rated Annual Lease Value by treating the automobile as 

if it had been available for 30 days, if doing so would result in a lower valuation than applying 

the Daily Lease Value to the shorter period of actual availability. 

 (iv) Periods of unavailability--(A) General rule. In general, a pro-rated Annual Lease Value 

(as provided in paragraph (d)(4)(i) of this section) is used to value the availability of an 

employer-provided automobile when the automobile is available to an employee for a continuous 

period of at least 30 days but less than the entire calendar year. Neither an employer nor an 

employee, however, may use a pro-rated Annual Lease Value when the reduction of Federal 

taxes is the primary reason the automobile is unavailable to an employee at certain times during 

the calendar year. 

 (B) Unavailability for personal reasons of the employee. If an automobile is unavailable to 

an employee because of personal reasons of the employee, such as while the employee is on 

vacation, a pro-rated Annual Lease Value, if used, must not take into account such periods of 

unavailability. For example, assume that an automobile is available to an employee during the 

first five months of the year and during the last five months of the year. Assume further that the 

period of unavailability occurs because the employee is on vacation. The Annual Lease Value, if 

it is applied, must be applied with respect to the entire 12-month period. The Annual Lease 

Value may not be pro-rated to take into account the two-month period of unavailability. 

 (5) Fair market value--(i) In general. For purposes of determining the Annual Lease Value of 

an automobile under the Annual Lease Value Table, the fair market value of an automobile is the 

amount that an individual would have to pay in an arm's-length transaction to purchase the 

particular automobile in the jurisdiction in which the vehicle is purchased or leased. That amount 

includes all amounts attributable to the purchase of an automobile such as sales tax and title fees 

as well as the purchase price of the automobile. Any special relationship that may exist between 

the employee and the employer must be disregarded. Also, the employee's subjective perception 

of the value of the automobile is not relevant to the determination of the automobile's fair market 

value, and, except as provided in paragraph (d)(5)(ii) of this section, the cost incurred by the 

employer in connection with the purchase or lease of the automobile is not determinative of the 

fair market value of the automobile. 

 (ii) Safe-harbor valuation rule--(A) General rule. For purposes of calculating the Annual 

Lease Value of an automobile under this paragraph (d), the safe-harbor value of the automobile 

may be used as the fair market value of the automobile. 

 (B) Automobiles owned by the employer. For an automobile owned by the employer, the 

safe-harbor value of the automobile is the employer's cost of purchasing the automobile 

(including sales tax, title, and other expenses attributable to such purchase), provided the 

purchase is made at arm's-length. Notwithstanding the preceding sentence, the safe-harbor value 



of this paragraph (d)(5)(ii)(B) is not available with respect to an automobile manufactured by the 

employer. Thus, for example, if one entity manufactures an automobile and sells it to an entity 

with which it is aggregated pursuant to paragraph (c)(4) of this section, this paragraph 

(d)(5)(ii)(B) does not apply to value the automobile by the aggregated employer. In this case, 

value must be determined under paragraph (d)(5)(i) of this section. 

 (C) Automobiles leased by the employer. For an automobile leased but not manufactured by 

the employer, the safe-harbor value of the automobile is either the manufacturer's suggested 

retail price of the automobile less eight percent (including sales tax, title, and other expenses 

attributable to such purchase), or the value determined under paragraph (d)(5)(iii) of this section. 

 (iii) Use of nationally recognized pricing sources. The fair market value of an automobile 

that is-- 

 (A) Provided to an employee prior to January 1, 1985, 

 (B) Being revalued pursuant to paragraph (d)(2) (iv) or (v) of this section, or 

 (C) A leased automobile being valued pursuant to paragraph (d)(5)(ii) of this section, may be 

determined by reference to the retail value of such automobile as reported by a nationally 

recognized pricing source that regularly reports new or used automobile retail values, whichever 

is applicable. That retail value must be reasonable with respect to the automobile being valued. 

Pricing sources consist of publications and electronic data bases. 

 (iv) Fair market value of special equipment. When determining the fair market value of an 

automobile, the employer may exclude the fair market value of any specialized equipment or 

telephone that is added to or carried in the automobile provided that the presence of that 

equipment or telephone is necessitated by, and attributable to, the business needs of the 

employer. The value of the specialized equipment must be included if the employee to whom the 

automobile is available uses the specialized equipment in a trade or business of the employee 

other than the employee's trade or business of being an employee of the employer. 

 (v) Fleet-average valuation rule--(A) In general. An employer with a fleet of 20 or more 

automobiles meeting the requirements of this paragraph (d)(5)(v) (including the business-use and 

fair market value conditions of paragraph (d)(5)(v)(D) of this section) may use a fleet-average 

value for purposes of calculating the Annual Lease Values of the automobiles in the fleet. The 

fleet-average value is the average of the fair market values of all automobiles in the fleet. The 

fair market value of each automobile in the fleet shall be determined, pursuant to therules of 

paragraphs (d)(5) (i) through (iv) of this section, as of the date described in paragraph 

(d)(2)(i)(A) of this section. 

 (B) Period for use of rule. The fleet-average valuation rule of this paragraph (d)(5)(v) may 

be used by an employer as of January 1 of any calendar year following the calendar year in 

which the employer acquires a sufficient number of automobiles to total a fleet of 20 or more 

automobiles. The Annual Lease Value calculated for the automobiles in the fleet, based on the 

fleet-average value, shall remain in effect for the period that begins with the first January 1 the 

fleet-average valuation ru1e of this paragraph (d)(5)(v) is applied by the employer to the 

automobiles in the fleet and ends on December 31 of the subsequent calendar year. The Annual 

Lease Value for each subsequent two-year period is calculated by determining the fleet-average 

value of the automobiles in the fleet as of the first January 1 of such period. An employer may 

cease using the fleet-average valuation rule as of any January 1. If, however, the employer is 

using the special accounting rule provided in Announcement 85-113 (1985-31 I.R.B. 31, August 

5, 1985) (relating to the reporting of and withholding on noncash fringe benefits), the employer 

may apply the rules of this paragraph (d)(5)(v)(B) on the basis of the special accounting period 



rather than the calendar year. (This is accomplished by substituting (1) the beginning of the 

special accounting period that begins immediately prior to the January 1 described in this 

paragraph (d)(5)(v)(B) for January 1 wherever it appears in this paragraph (d)(5)(v) (B) and (2) 

the end of such accounting period for December 31.) If the number of qualifying automobiles in 

the employer's fleet declines to fewer than 20 for more than 50 percent of the days in a year, then 

the fleet-average valuation rule does not apply as of January 1 of such year. In this case, the 

Annual Lease Value must be determined separately for each remaining automobile. The 

revaluation rules of paragraphs (d)(2) (iv) and (v) of this section do not apply to automobiles 

valued under this paragraph (d)(5)(v). 

 (C) Automobiles included in the fleet. An employer may include in a fleet any automobile 

that meets the requirements of this paragraph (d)(5)(v) and is available to any employee of the 

employer for personal use. An employer may include in the fleet only automobiles the 

availability of which is valued under the automobile lease valuation rule of this paragraph (d). 

An employer need not include in the fleet all automobiles valued under the automobile lease 

valuation rule. An employer may have more than one fleet for purposes of the fleet-average rule 

of this paragraph (d)(5)(v). For example, an employer may group automobiles in a fleet 

according to their physical type or use. 

 (D) Limitations on use of fleet-average rule. The rule provided in this paragraph (d)(5)(v) 

may not be used for any automobile the fair market value of which (determined pursuant to 

paragraphs (d)(5) (i) through (iv) of this section as of either the first date on which the 

automobile is made available to any employee of the employer for personal use or, if later, 

January 1, 1985) exceeds $ 16,500. The fair market value limitation of $ 16,500 shall be adjusted 

pursuant to section 280F(d)(7) of the Internal Revenue Code of 1986 [26 USCS § 280F(d)(7)]. 

The first such adjustment shall be for calendar year 1989 (substitute October 1986 for October 

1987 in applying the formula). In addition, the rule provided in this paragraph (d)(5)(v) may only 

be used for automobiles that the employer reasonably expects will regularly be used in the 

employer's trade or business. For rules concerning when an automobile is regularly used in the 

employer's business, see paragraph (e)(1)(iv) of this section. 

 (E) Additional automobiles added to the fleet. The fleet-average value in effect at the time 

an automobile is added to a fleet is treated as the fair market value of the additional automobile 

for purposes of determining the Annual Lease Value of the automobile until the fleet-average 

value changes pursuant to paragraph (d)(5)(v)(B) of this section. 

 (F) Use of the fleet-average rule by employees. An employee may only use the fleet-average 

rule if it is used by the employer. If an employer uses the fleet-average rule, and the employee 

uses the special valuation rule of paragraph (d) of this section, the employee must use the fleet-

average value determined by the employer. 

 (6) Special rules for continuous availability of certain automobiles--(i) Fleet automobiles. If 

an employer is using the fleet-average valuation ru1e of paragraph (d)(5)(v) of this section and 

the employer provides an employee with the continuous availability of an automobile from the 

same fleet during a period (though not necessarily the same fleet automobile for the entire 

period), the employee is treated as having the use of a single fleet automobile for the entire 

period, e.g., an entire calendar year. Thus, when applying the automobile lease valuation rule of 

this paragraph (d), the employer may treat the fleet-average value as the fair market value of the 

automobile deemed available to the employee for the period for purposes of calculating the 

Annual Lease Value, (or pro-rated Annual Lease Value or Daily Lease Value whichever is 

applicable) of the automobile. If an employer provides an employee with the continuous 

availability of more than one fleet automobile during a period, the employer may treat the fleet-



average value as the fair market value of each automobile provided to the employee provided 

that the rules of paragraph (d)(5)(v)(D) of this section are satisfied. 

 (ii) Demonstration automobiles--(A) In general. If an automobile dealership provides an 

employee with the continuous availability of a demonstration automobile (as defined in § 1.132-

5(o)(3)) during a period (though not necessarily the same demonstration automobile for the 

entire period), the employee is treated as having the use of a single demonstration automobile for 

the entire period, e.g., an entire calendar year. If an employer provides an employee with the 

continuous availability of more than one demonstration automobile during a period, the 

employer may treat the value determined under paragraph (d)(6)(ii)(B) of this section as the fair 

market value of each automobile provided to the employee. For rules relating to the treatment as 

a working condition fringe of the qualified automobile demonstration use of a demonstration 

automobile by a full-time automobile salesman, see § 1.132-5(o). 

 (B) Determining the fair market value of a demonstration automobile. When applying the 

automobile lease valuation rule of this paragraph (d), the employer may treat the average of the 

fair market values of the demonstration automobiles which are available to an employee and held 

in the dealership's inventory during the calendar year as the fair market value of the 

demonstration automobile deemed available to the employee for the period for purposes of 

calculating the Annual Lease Value of the automobile. If under the facts and circumstances it is 

inappropriate to take into account, with respect to an employee, certain models of demonstration 

automobiles, the value of the benefit is determined without reference to the fair market values of 

such models. For example, assume that an employee has the continuous availability for an entire 

calendar year of one demonstration automobile, although not the same one for the entire year. 

Assume further that the fair market values of the automobiles in the dealership inventory during 

the year range from $ 8,000 to $ 20,000. If there is not a substantial period (such as three 

months) during the year when the employee uses demonstration automobiles valued at less than 

$ 16,000, then those automobiles are not considered in determining the value of the benefit 

provided to the employee. In this case, the average of the fair market values of the demonstration 

automobiles in the dealership's inventory valued at $ 16,000 or more is treated as the fair market 

value of the automobile deemed available to the employee for the calendar year for purposes of 

calculating the Annual Lease Value of the automobile. 

 (7) Consistency rules--(i) Use of the automobile lease valuation rule by an employer. Except 

as provided in paragraph (d)(5)(v)(B) of this section, an employer may adopt the automobile 

lease valuation rule of this paragraph (d) for an automobile only if the rule is adopted to take 

effect by the later of-- 

 (A) January 1, 1989, or 

 (B) The first day on which the automobile is made available to an employee of the employer 

for personal use (or, if the commuting valuation rule of paragraph (f) of this section is used when 

the automobile is first made available to an employee of the employer for personal use, the first 

day on which the commuting valuation rule is not used). 

 (ii) An employer must use the automobile lease valuation rule for all subsequent years. Once 

the automobile lease valuation rule has been adopted for an automobile by an employer, the rule 

must be used by the employer for all subsequent years in which the employer makes the 

automobile available to any employee except that the employer may, for any year during which 

(or for any employee for whom) use of the automobile qualifies for the commuting valuation rule 

of paragraph (f) of this section, use the commuting valuation rule with respect to the automobile. 



 (iii) Use of the automobile lease valuation rule by an employee. An employee may adopt the 

automobile lease valuation rule for an automobile only if the rule is adopted-- 

 (A) By the employer, and 

 (B) Beginning with the first day on which the automobile for which the employer (consistent 

with paragraph (d)(7)(i) of this section) adopted the rule is made available to that employee for 

personal use (or, if the commuting valuation rule of paragraph (f) of this section is used when the 

automobile is first made available to that employee for personal use, the first day on which the 

commuting valuation rule is not used). 

 (iv) An employee must use the automobile lease valuation rule for all subsequent years. 

Once the automobile lease valuation rule has been adopted for an automobile by an employee, 

the rule must be used by the employee for all subsequent years in which the automobile for 

which the rule is used is available to the employee. However, the employee may, for any year 

during which use of the automobile qualifies for use of the commuting valuation rule of 

paragraph (f) of this section and for which the employer uses such rule, use the commuting 

valuation rule with respect to the automobile. 

 (v) Replacement automobiles. Notwithstanding anything in this paragraph (d)(7) to the 

contrary, if the automobile lease valuation rule is used by an employer, or by an employer and an 

employee, with respect to a particular automobile, and a replacement automobile is provided to 

the employee for the primary purpose of reducing Federal taxes, then the employer, or the 

employer and the employee, using the rule must continue to use the rule with respect to the 

replacement automobile. 

 (e) Vehicle cents-per-mile valuation rule--(1) In general--(i) General rule. Under the vehicle 

cents-per-mile valuation rule of this paragraph (e), if an employer provides an employee with the 

use of a vehicle that-- 

 (A) The employer reasonably expects will be regularly used in the employer's trade or 

business throughout the calendar year (or such shorter period as the vehicle may be owned or 

leased by the employer), or 

 (B) Satisfies the requirements of paragraph (e)(1)(ii) of this section, the value of the benefit 

provided in the calendar year is the standard mileage rate provided in the applicable Revenue 

Ruling or Revenue Procedure ("cents-per-mile rate") multiplied by the total number of miles the 

vehicle is driven by the employee for personal purposes. The cents-per-mile rate is to be applied 

prospectively from the first day of the taxable year following the date of publication of the 

applicable Revenue Ruling or Revenue Procedure. An employee who uses an employer-provided 

vehicle, in whole or in part, for a trade or business other than the employer's trade or business, 

may take a deduction for such business use based upon the vehicle cents-per-mile rule as long as 

such deduction is at the same standard mileage rate as that used in calculating the employee's 

income inclusion. The standard mileage rate must be applied to personal miles independent of 

business miles. Thus, for example, if the standard mileage rate were 24 cents per mile for the 

first 15,000 miles and 11 cents per mile for all miles over 15,000 and an employee drives 20,000 

personal miles and 45,000 business miles in a year, the value of the personal use of the vehicle is 

$ 4,150 ((15,000 X $ .24)+(5,000 X $ .11)). For purposes of this section, the use of a vehicle for 

personal purposes is any use of the vehicle other than use in the employee's trade or business of 

being an employee of the employer. 

 (ii) Mileage rule. A vehicle satisfies the requirements of this paragraph (e)(1)(ii) for a 

calendar year if-- 



 (A) It is actually driven at least 10,000 miles in that year; and 

 (B) Use of the vehicle during the year is primarily by employees. For example, if a vehicle is 

used by only one employee during the calendar year and that employee drives the vehicle at least 

10,000 miles during the year, the vehicle satisfies the requirements of this paragraph (e)(1)(ii) 

even if all miles driven by the employee are personal. A vehicle is considered used during the 

year primarily by employees in accordance with the requirement of paragraph (e)(1)(ii)(B) of 

this section if employees use the vehicle on a consistent basis for commuting. If the employer 

does not own or lease the vehicle during a portion of the year, the 10,000 mile threshold is to be 

reduced proportionately to reflect the periods when the employer did not own or lease the 

vehicle. For purposes of this paragraph (e)(1)(ii), use of the vehicle by an individual (other than 

the employee) whose use would be taxed to the employee is not considered use by the employee. 

 (iii) Limitation on use of the vehicle cents-per-mile valuation rule--(A) In general. Except as 

otherwise provided in the last sentence of this paragraph (e)(1)(iii)(A), the value of the use of an 

automobile (as defined in paragraph (d)(1)(ii) of this section) may not be determined under the 

vehicle cents-per-mile valuation rule of this paragraph (e) for a calendar year if the fair market 

value of the automobile (determined pursuant to paragraphs (d)(5) (i) through (iv) of this section 

as of the later of January 1, 1985, or the first date on which the automobile is made available to 

any employee of the employer for personal use) exceeds the sum of the maximum recovery 

deductions allowable under section 280F(a)(2) [26 USCS § 280F(a)(2)] for a five-year period for 

an automobile first placed in service during that calendar year (whether or not the automobile is 

actually placed in service during that year) as adjusted by section 280F(d)(7) [26 USCS § 

280F(d)(7)]. With respect to a vehicle placed in service prior to January 1, 1989, the limitation 

on value will be not less than $ 12,800. With respect to a vehicle placed in service in or after 

1989, the limitation on value is $ 12,800 as adjusted by section 280F(d)(7) [26 USCS § 

280F(d)(7)]. 

 (B) Application of limitation with respect to a vehicle owned by both an employer and an 

employee. If an employee contributes an amount towards the purchase price of a vehicle in 

return for a percentage ownership interest in the vehicle, for purposes of determining whether the 

limitation of this paragraph (e)(1)(iii) applies, the fair market value of the vehicle is reduced by 

the lesser of-- 

 (1) The amount contributed, or 

 (2) An amount equal to the employee's percentage ownership interest multiplied by the 

unreduced fair market value of the vehicle. If the employee does not receive an ownership 

interest in the employer-provided vehicle, then the fair market value of the vehicle is determined 

without regard to any amount contributed. For purposes of this paragraph (e)(1)(iii)(B), an 

employee's ownership interest in a vehicle will not be recognized unless it is reflected in the title 

of the vehicle. An ownership interest reflected in the title of a vehicle will not be recognized if 

under the facts and circumstances the title does not reflect the benefits and burdens of ownership. 

 (C) Application of limitation with respect to a vehicle leased by both an employer and 

employee. If an employee contributes an amount toward the cost to lease a vehicle in return for a 

percentage interest in the vehicle lease, for purposes of determining whether the limitation of this 

paragraph (e)(1)(iii) applies, the fair market value of the vehicle is reduced by the amount 

specified in the following sentence. The amount specified in this sentence is the unreduced fair 

market value of a vehicle multiplied by the lesser of-- 

 (1) The employee's percentage interest in the lease, or 



 (2) A fraction, the numerator of which is the amount contributed and the denominator of 

which is the entire lease cost. If the employee does not receive an interest in the vehicle lease, 

then the fair market value is determined without regard to any amount contributed. For purposes 

of this paragraph (e)(1)(iii)(C), an employee's interest in a vehicle lease will not be recognized 

unless the employee is a named co-lessee on the lease. An interest in a lease will not be 

recognized if under the facts and circumstances, the lease does not reflect the true obligations of 

the lessees. 

 (iv) Regular use in an employer's trade or business. Whether a vehicle is regularly used in an 

employer's trade or business is determined on the basis of all facts and circumstances. A vehicle 

is considered regularly used in an employer's trade or business for purposes of paragraph 

(e)(1)(i)(A) of this section if one of the following safe harbor conditions is satisfied: 

 (A) At least 50 percent of the vehicle's total annual mileage is for the employer's business; or 

 (B) The vehicle is generally used each workday to transport at least three employees of the 

employer to and from work in an employer-sponsored commuting vehicle pool. Infrequent 

business use of the vehicle, such as for occasional trips to the airport or between the employer's 

multiple business premises, does not constitute regular use of the vehicle in the employer's trade 

or business. 

 (v) Application of rule to shared usage. If an employer regularly provides a vehicle to 

employees for use by more than one employee at the same time, such as with an employer-

sponsored vehicle commuting pool, the employer may use the vehicle cents-per-mile valuation 

rule to value the use of the vehicle by each employee who shares such use. See § 1.61-

21(c)(2)(ii)(B) for provisions relating to the allocation of the value of an automobile to more than 

one employee. 

 (2) Definition of vehicle. For purposes of this paragraph (e), the term "vehicle" means any 

motorized wheeled vehicle manufactured primarily for use on public streets, roads, and 

highways. The term "vehicle" includes an automobile as defined in paragraph (d)(1)(ii) of this 

section. 

 (3) Services included in, or excluded from, the cents-per-mile rate--(i) Maintenance and 

insurance included. The cents-per-mile rate includes the fair market value of maintenance of, and 

insurance for, the vehicle. The cents-per-mile rate may not be reduced by the fair market value of 

any service included in the cents-per-mile rate but not provided by the employer. An employer or 

employee who wishes to take into account only the particular services provided with respect to a 

vehicle may value the availability of the vehicle under the general valuation rules of paragraph 

(b) of this section. 

 (ii) Fuel provided by the employer--(A) Miles driven in the United States, Canada, or 

Mexico. With respect to miles driven in the United States, Canada, or Mexico, the cents-per-mile 

rate includes the fair market value of fuel provided by the employer. If fuel is not provided by 

the employer, the cents-per-mile rate may be reduced by no more than 5.5 cents or the amount 

specified in any applicable Revenue Ruling or Revenue Procedure. For purposes of this section, 

the United States includes the United States, its possessions and its territories. 

 (B) Miles driven outside the United States, Canada, or Mexico. With respect to miles driven 

outside the United States, Canada, or Mexico, the fair market value of fuel provided by the 

employer is not reflected in the cents-per-mile rate. Accordingly, the cents-per-mile rate may be 

reduced but by no more than 5.5 cents or the amount specified in any applicable Revenue Ruling 

or Revenue Procedure. If the employer provides the fuel in kind, it must be valued based on all 

the facts and circumstances If the employer reimburses the employee for the cost of fuel or 



allows the employee to charge the employer for the cost of fuel, the fair market value of the fuel 

is generally the amount of the actual reimbursement or the amount charged, provided the 

purchase of fuel is at arm's length. 

 (iii) Treatment of other services. The fair market value of any service not specifically 

identified in paragraph (e)(3)(i) of this section that is provided by the employer with respect to a 

vehicle is not reflected in the cents-per-mile rate. See paragraph (b)(5) of this section for rules 

relating to valuation of chauffeur services. 

 (4) Valuation of personal use only. The vehicle cents-per-mile valuation rule of this 

paragraph (e) may only be used to value the miles driven for personal purposes. Thus, the 

employer must include an amount in an employee's income with respect to the use of a vehicle 

that is equal to the product of the number of personal miles driven by the employee and the 

appropriate cents-per-mile rate. The term "personal miles" means all miles for which the 

employee used the automobile except miles driven in the employee's trade or business of being 

an employee of the employer. Unless additional services are provided with respect to the vehicle 

(see paragraph (e)(3)(iii) of this section), the employer may not include in income a greater 

amount; for example, the employer may not include in income 100 percent (all business and 

personal miles) of the value of the use of the vehicle. 

 (5) Consistency rules--(i) Use of the vehicle cents-per-mile valuation rule by an employer. 

An employer must adopt the vehicle cents-per-mile valuation rule of this paragraph (e) for a 

vehicle to take effect by the later of-- 

 (A) January 1, 1989, or 

 (B) The first day on which the vehicle is used by an employee of the employer for personal 

use (or, if the commuting valuation rule of paragraph (f) of this section is used when the vehicle 

is first used by an employee of the employer for personal use, the first day on which the 

commuting valuation rule is not used). 

 (ii) An employer must use the vehicle cents-per-mile valuation rule for all subsequent years. 

Once the vehicle cents-per-mile valuation rule has been adopted for a vehicle by an employer, 

the rule must be used by the employer for all subsequent years in which the vehicle qualifies for 

use of the rule, except that the employer may, for any year during which use of the vehicle 

qualifies for the commuting valuation rule of paragraph (f) of this section, use the commuting 

valuation rule with respect to the vehicle. If the vehicle fails to qualify for use of the vehicle 

cents-per-mile valuation rule during a subsequent year, the employer may adopt for such 

subsequent year and thereafter any other special valuation rule for which the vehicle then 

qualifies. If the employer elects to use the automobile lease valuation rule of paragraph (d) of 

this section for a period in which the automobile does not qualify for use of the vehicle cents-

per-mile valuation rule, then the employer must comply with the requirements of paragraph 

(d)(7) of this section. For purposes of paragraph (d)(7) of this section, the first day on which the 

automobile with respect to which the vehicle cents-per-mile rule had been used fails to qualify 

for use of the vehicle cents-per-mile valuation rule may be deemed to be the first day on which 

the automobile is available to an employee of the employer for personal use. 

 (iii) Use of the vehicle cents-per-mile valuation rule by an employee. An employee may 

adopt the vehicle cents-per-mile valuation rule for a vehicle only if the rule is adopted-- 

 (A) By the employer, and 

 (B) Beginning with respect to the first day on which the vehicle for which the employer 

(consistent with paragraph (e)(5)(i) of this section) adopted the rule is available to that employee 



for personal use (or, if the commuting valuation rule of paragraph (f) of this section is used when 

the vehicle is first used by an employee for personal use, the first day on which the commuting 

valuation rule is not used). 

 (iv) An employee must use the vehicle cents-per-mile valuation rule for all subsequent years. 

Once the vehicle cents-per-mile valuation rule has been adopted for a vehicle by an employee, 

the rule must be used by the employee for all subsequent years of personal use of the vehicle by 

the employee for which the rule is used by the employer. However, see paragraph (f) of this 

section for rules relating to the use of the commuting valuation rule for a subsequent year. 

 (v) Replacement vehicles. Notwithstanding anything in this paragraph (e)(5) to the contrary, 

if the vehicle cents-per-mile valuation rule is used by an employer, or by an employer and an 

employee, with respect to a particular vehicle. and a replacement vehicle is provided to the 

employee for the primary purpose of reducing Federal taxes, then the employer, or the employer 

and the employee, using the rule must continue to use the rule with respect to the replacement 

vehicle if the replacement vehicle qualifies for use of the rule. 

 

. . . 


