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IRS Raises Standard Mileage Rate for Final Half of
2022

Business mileage rate increases to 62.5 cents per mile, up from 58.5 cents

By Stephen Miller, CEBS
June 9, 2022

C iting soaring gas prices, the Internal Revenue Service (IRS) on June 9 announced an increase in the optional standard mileage rate (https://www.irs.gov/newsroom/irs-increases-

mileage-rate-for-remainder-of-2022) for the final six months of 2022.

Effective July 1 through Dec. 31, 2022, the standard mileage rate for the business use of employees' vehicles will be 62.5 cents per mile—the highest rate the IRS has ever published—up 4

cents from the 58.5 cents per mile rate effective for the first six months of the year, according to IRS Announcement 2022-13 (https://www.irs.gov/pub/irs-drop/a-22-13.pdf).
Midyear increases in the optional mileage rates are rare. The last time the IRS made such an adjustment was in 2011.

The rate is used to compute the deductible costs of operating an automobile for business use, as an alternative to tracking actual costs. Beyond the individual tax deduction, employers ofter.
use the standard mileage rate—also called the safe harbor rate—to pay tax-free reimbursements to employees who use their own cars, vans or trucks to conduct business for their

employers.

Organizations are typically required to reimburse their workforce for the business use of their mixed-use assets, or personally owned assets such as vehicles that are required for their jobs,

excluding routine commuting costs.
Employers have the option of calculating the actual costs of employees using their vehicles rather than using the standard mileage rates.

The IRS normally updates standard mileage rates once a year in the fall for the next calendar year. For vehicle use from Jan. 1 through June 30, 2022, employers and employees should use

the rates set forth in IRS Notice 2022-03 (https://www.irs.gov/pub/irs-drop/n-22-03.pdf).

While fuel costs are a significant factor in the mileage figure, other items enter into the calculation of mileage rates, such as depreciation and insurance and other fixed and variable costs,

the IRS noted. For cars employees use for business, the IRS set the portion of the standard mileage rate treated as depreciation at 26 cents per mile for 2022.

[SHRM members-only HR Q&A: Do we have to reimburse personal auto mileage for business-related trips?] (www.shrm.org/resourcesandtools/tools-and-samples/hr-

ga/pages/reimbursepersonalautomileage.aspx)

Mileage Rate Changes Through 2022
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For the final six months of 2022, standard mileage rates for the use of cars, vans, pickups or panel trucks will be:

Purpose Jan. 1to June 30 July 1to Dec. 31
For business use 58.5 cents per mile 62.5 cents per mile
For medical care and for moving active-duty members of 18 cents per mile 22 cents per mile

the Armed Forces

In service of charitable organizations* 14 cents per mile 14 cents per mile

*The 14 cents per mile rate for charitable organizations remains unchanged as it is set by statute. Source: IRS (June 2022).

Fuel and Other Costs
"The IRS is adjusting the standard mileage rates to better reflect the recent increase in fuel prices," said IRS Commissioner Chuck Rettig. "We are aware a number of unusual factors have
come into play involving fuel costs, and we are taking this special step to help taxpayers, businesses and others who use this rate."

On June 9, the national average price of gas in the U.S. surpassed $5 per gallon (https://www.gasbuddy.com/newsroom/pressrelease/2022/06/09/1114) for the first time, reported GasBuddy,
a consumer fuel-savings platform. Consumer demand "doesn't seem to be responding to the surge in gas prices, meaning there is a high probability that prices could go even higher in the

weeks ahead," said Patrick De Haan, GasBuddy's head of petroleum analysis.
July and August are traditionally the peak driving months in the U.S.

Gasoline prices in May were up 48.7 percent year over year (www.shrm.org/ResourcesAndTools/hr-topics/compensation/Pages/annual-inflation-hit-40-year-high-in-May.aspx), the Department

of Labor reported on June 10 in its monthly consumer price index report.

According to Boston-based Motus, a mobile workforce management software firm, "the increase to the business mileage standard rate comes at a time when driving costs such as fuel have

reached record highs, inflation is affecting repair and maintenance costs, and supply chain challenges continue to drive up the cost of new and used vehicles."

Using FAVR Plans

The IRS rate is optimal for low-mileage drivers, such as those who travel fewer than 5,000 business miles per year, according to benefits advisors.

Alternatively, Notice 2022-03 provided maximum vehicle expenses when using a Fixed and Variable Rate (FAVR) allowance plan (https://www.investopedia.com/terms/f/fixed-and-variable-
rate-allowance.asp), in which employees who drive their own vehicles can receive tax-free reimbursements from their employers for fixed vehicle costs (such as insurance, taxes and

registration fees) and variable vehicle expenses (such as fuel, tires, and routine maintenance and repairs), instead of the standard mileage rate.
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Under a FAVR plan, the cost of the vehicle may not exceed a maximum amount set by the IRS each year. For 2022, vehicle costs may not exceed $56,100 for automobiles, trucks and vans,

up from $51,100 in 2021. These rates remain unchanged through 2022,

Revenue Procedure 2019-46 (https://www.irs.gov/pub/irs-drop/rp-19-46.pdf), which updated the rules for using standard mileage rates in computing the deductible costs of operating a car for
business, stated that an employer may provide a FAVR allowance only to an employee who can provide adequate records showing at least 5,000 miles driven during the calendar year in

performing services as an employee or, if greater, 80 percent of the annual business mileage of that FAVR allowance.
If the employee is covered by the FAVR allowance for less than the entire calendar year, the employer may prorate these limits on a monthly basis.

"Relying on any sort of flat reimbursement approach, like the IRS business mileage standard rate, can lead to wasted spend and potential corporate liability, especially in times of uncertainty

and volatility," said Karen O'Byrne, president and interim CEO of Motus.

She added, "Organizations that have adopted methodologies like FAVR, that factor in the many components of vehicle costs, have realized significant cost savings in a way that is compliant

with federal and state tax and labor laws, while ensuring that their mobile workforces are fairly and accurately reimbursed no matter how volatile the market gets."

Motus calculates that organizations saved more than $1.4 billion using FAVR reimbursement compared to the IRS business mileage standard from 2011 through 2021. In part that's because
the standard mileage rate doesn't account for driving costs that fluctuate based on geography and time of year, so businesses that rely on the rate to reimburse mid- and high-mileage

workers may be giving reimbursements that exceed actual driving costs.

However, according to payroll, benefits and compliance firm Justworks in New York City, "in locations with higher automobile operating costs, the FAVR allowance may be more than the
standard mileage rate (https:/justworks.com/blog/expenses-101-safe-harbor-employee-business-expense-allowances)." Also, "the employer must recalculate the FAVR allowance at least

once every three months," as payments to employees must be made at least quarterly.

Flat Car Allowances

Another way for employers to reimburse employees for their business-driving expenses is a flat car allowance, which is a set amount provided to employees over a given period to cover the
costs of using their own car for business purposes—such as $500 per month for the cost of fuel, wear and tear, tires, and more. Employers can also pay expenses using a variable rate for

different locations.

While a car allowance is relatively easy to administer, payments are taxable to employees unless handled within an "accountable plan
(https://www.journalofaccountancy.com/issues/2020/feb/employee-expenses-accountable-plan.html)" that requires substantiation through adequate records and the return of excess

amounts in a reasonable time.

Related SHRM Articles/Resources:

Surging Gas Prices Take a Bigger Bite out of Workers' Wages (www.shrm.org/ResourcesAndTools/hr-topics/compensation/pages/surging-gas-prices-take-bigger-bite-of-workers-

wages.aspx), SHRM Online, March 2022
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SHRM Express Request: Gasoline Prices (www.shrm.org/ResourcesAndTools/tools-and-samples/exreq/Pages/Details.aspx?Erid=29)
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