
Fund 
Managers 
Beware: 
Active ‘Limited Partners’ 
now subject to NY Metro 
Commuter Transportation Tax



There is a significant change to the New York State Metropolitan Commuter Transportation 
Mobility Tax (MCTMT)  under which limited partner members of fund management 
companies may now be subject to the tax. It is critical for fund managers to assess the 
impact of this change – the rule is effective immediately and action may be required.

The change, part of legislation included in New York State’s Fiscal 2023-2024 
Budget, prevents limited partners that are active in the operations of funds, or other 
businesses structured as limited partnerships, from claiming limited partner status for 
purposes of avoiding the MCTMT.

How Does the MCTMT Apply to 
Fund Managers?
The MCTMT is imposed on certain employers and 
self-employed individuals engaging in business 
within the Metropolitan Commuter Transportation 
District. The district includes the counties of New 
York, Bronx, Kings, Queens, Richmond, Rockland, 
Nassau, Suffolk, Orange, Putnam, Dutchess, and 
Westchester. The MCTMT applies to employers 
paying wages to employees in the district and to 
self-employed individuals (including partners) with 
more than $50,000 of net earnings from sources 
within the district. 

Many fund management companies employ 
a limited partnership structure, where the 
management company has a general partner that 
is formed as an LLC, which typically owns 1% of the 
management company.  Funds with this structure 
often take the position that only the 1% general 
partner is subject to Federal self-employment 
tax, as well as the MCTMT tax, on its share of 
the management company’s net earnings, and 
the limited partners are exempt under Internal 
Revenue Code Section 1402(a)(13).

Changes to the MCTMT
As previously reported, New York State’s Fiscal 
2023-2024 Budget included legislation that 
amends the definition of the term “net earnings 
from self-employment” for applying the MCTMT. 
The NYS Department of Taxation and Finance 
has asserted during audits that the formal title of 
“limited partner” does not shield individuals from 
the tax. The Budget codifies the Department’s 
position, providing that the Department will not 
consider an individual a limited partner for MCTMT 
purposes if the individual directly or indirectly 
takes part in the control of, or participates in, the 
management or operations of the partnership such 
that the individual is not a passive investor, despite 
the individual’s title or characterization in the 
partnership or operating agreement. This provision 
is effective immediately.

The legislation also increases the top MCTMT rate 
from 0.34% to 0.47% for self-employment income 
sourced to New York City, effective July 1, 2023. 
The top rate rises to .60% in 2024.

Implications for Fund Managers
This change is significant because, for purposes 
of the NYS MCTMT, the definition of self-
employment income is no longer tied to the 
Federal definition under IRC Section 1402(a)(13). 
Therefore, the tax could apply to limited partner 
members of fund management companies that 
are active in the trading or operations of the 
fund complex. Fund managers should assess 
their liability for the MCTMT under the new rule, 
especially since given the immediate effective date, 
estimated tax payments may be required.  

Note that this change is not expected to impact 
the treatment of carried interest allocations from 
a fund, whether earned by the management 
company or by a General Partner entity that is 
separate from the management company, which is 
common for partnerships that are subject to NYC’s 
Unincorporated Business Tax.
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