
 
 

 
 

Dec. 23, 2015 

Legislation Increases Tax-Free Benefit 
for Employee Mass Transit Expenses –  

This Time It’s Permanent 

Earlier this week President Obama signed the Protecting Americans From Tax Hikes Act of 
2015 (PATH Act), which, among other things, retroactively increases the maximum monthly 
tax-free benefit employees can receive for mass transit expenses. This change might need 
to be reflected on some W-2s for 2015. 

Lockton comment: Last January we issued an Alert describing how tax-free transit 
benefits work and explained a law, similar to the PATH Act, that retroactively increased 
the maximum monthly benefit for mass transit expenses in 2014. The PATH Act 
creates a similar retroactive increase for 2015, but goes one step further by 
permanently increasing the maximum benefit. 

Absent the fix provided in the PATH Act, the maximum monthly tax-free benefit for 2015 for 
qualified parking expenses would have been $250 but only $130 for mass transit expenses. 
The PATH Act permanently eliminates this disparity, effective retroactively to January 2015, by 
increasing the maximum mass transit benefit to equal the benefit for qualified parking 
expenses. 

The following chart summarizes the maximum monthly tax-free parking and mass transit 
benefits for 2015 and 2016. 

Expense Months in 2015 Months in 2016 

  Parking $250 $255 

  Mass Transit $250 $255 
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What this Means to You for 2015 

The legislation itself does not provide any clues on how employers (and employees) can take 
advantage of the retroactive increased monthly benefit for 2015. We suspect, however, that 
the IRS will soon outline the appropriate course of action in guidance similar to that discussed 
in our earlier Alert. 

Lockton comment: Changes to the tax rules can have complex ramifications, 
especially where, like here, those changes are retroactive. Below we outline some 
possible responses to the PATH Act, but we strongly recommend that transit benefit 
program sponsors speak with their tax advisors and other relevant service providers 
before taking any action. 

Some employers designed their transit expense reimbursement programs to allow employees 
to receive a benefit in excess of $130 per month where up to $130 was treated as non-taxable 
based on the pre-PATH Act guidance, and the remainder was treated as taxable. Employers 
that maintained these types of programs may need to review their records and determine 
whether any employees elected to receive transit benefits in excess of $130 per month for 
2015 and, if so, exclude from Box 1 wages on the affected employees’ Forms W-2 the 
qualified transit expense reimbursements in excess of $130 but less than $250 for each month 
in 2015. We will alert you to IRS guidance discussing employment tax adjustments in the 
wake of the PATH Act. 

Many other transit benefit programs specifically limited the reimbursement amount to the pre-
PATH Act maximum of $130. We suspect future guidance will make clear that sponsors of 
these types of programs will not be able to take advantage of the retroactive benefit increase, 
and will not need to make any adjustments to Forms W-2 or payroll tax returns. 

What this Means to You for 2016 and Beyond 

Employers increasing their maximum monthly transit benefit in light of the PATH Act will want 
to work with their relevant service providers to ensure that the increase is appropriately 
administered and will further want to communicate the increased benefit to employees. 

Lockton comment: As discussed in the January Alert, beginning Jan. 1, 2016, the 
IRS has established greater restrictions on when and how employers are able to 
provide cash reimbursements. Now is also a good time to review those rules and 
confirm with service providers that those procedures are compliant. 
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Not Legal Advice: Nothing in this Alert should be construed as legal advice. Lockton may not be considered your 
legal counsel and communications with Lockton's Compliance Services group are not privileged under the attorney-
client privilege. 
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