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Explanation or reason for introduction of bill/resolution:

A bill relating to an individual income tax deduction for a portion of income from
passthrough entities; relating to corporate and individual income tax rates; and to provide
an effective date.

Minutes: Please refer to attached testimony #1, #2

Representative Ruby: Sponsor. Support. We talk a lot about helping business and
helping individuals whether it's income tax, property tax, or sales tax. You understand the
benefits of keeping people’s money in their own pockets as much as possible. One of the
things that can be a burden not only for people but for businesses is income tax. This bill is
an across the board 60% cut. That's somewhat of an arbitrary number and {'m not stuck on
that number but | wanted to have a bill to bring up the issues with the taxes. We have
personal and individual income tax and corporate income tax. What we talk a lot about in
North Dakota is to ask the question what we are going to do for the small businesses and
for business in general. Most North Dakota businesses are small businesses. If you talk
about cutting a corporate income tax this does really nothing for small businesses because
most small businesses are structured as a Sub S, LL.C, and an LLP. Those types of
structures don't pay the corporate income tax. So you'll see the language on page 5 where
it talks about the passthrough income that is also the 60% reduction. When you are in a
business a lot of times you will see what that profit was, whether you have it in the bank or
not, and is generally put into equipment. A lot of times you can’t deduct more than a
certain amount of equipment and building costs.

Dustin Gawrylow, North Dakota Taxpayers Association: Support. See attached
testimony #1.

Representative Lonny B. Winrich: The 67% growth in individual income tax and then
growth in corporate income tax that you referenced, do those reflect higher tax rates?

Dustin Gawrylow: No, that's revenue. Revenue has increased 67%.
Representative Lonny B. Winrich: So that's due to the expansion in the economy?

Dustin Gawrylow: Right.
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Representative Lonny B. Winrich: That’s a good thing, right?
Dustin Gawrylow: Absolutely.

Representative Steven L. Zaiser: Based on Representative Winrich’s question and your
responses if we've had that kind of increase in business revenue why do you see such a
need for a dramatic reduction in business taxes?

Dustin Gawrylow: | think we need to look at how we can constantly be reducing the
burden of the state on businesses and individuals regardless of what the economy is doing.
Right now there are a lot of states that would love to be in the position we're in with
increasing revenues. Because of that fact we should take that as an opportunity to jump
over all these other states who are still ranked ahead of us. We’re the only state in the
upward motion as far as revenue is concerned. We should take that and parlay that into
higher rankings and making our state more competitive as far as businesses are
concerned.

Representative Steven L. Zaiser: | would guess that you would not be a big supporter of
government any more than most minimalist government but potentially if you reduced taxes
that substantially are you starting to run the risk of providing some basic services and
providing some of the infrastructure improvements that this state is badly in need of; roads,
buildings, public buildings?

Dustin Gawrylow: | think that we need to look at the overall revenue package and come
up with a more balanced approach. We've got a situation where the state is benefiting from
the growth and oil industry and the best way to approach that is to let everybody in on the
deal.

Sandy Clark, ND Farm Bureau: Support. This individual income tax reduction is good for
state tax policy. We also support the provision for passthrough entities. You'll hear several
bills this morning calling for reductions in corporate and individual income tax and Farm
Bureau has supported a senate bill as well for income tax reduction. We don’t have a
position today on a specific amount. There are a lot of things you are going to have to
consider as you weigh through these bills and other appropriation bills as well. So we don’t
have a position on the actual rates. When we have a surge of surplus funds now is the
time to return money to the taxpayers. It's the taxpayer's money and if the state has
collected more than they need the surplus should be returned to the taxpayers who paid it.
When the money is returned to taxpayers they'll spend it and that generates additional
sales tax and raises the standard of living for our families and for our folks here in this
state. As a result, the economy grows. We also believe that a cut in income taxes should
be coupled with corresponding cuts in government spending. So with the establishment of
the legacy fund the state has established a good course for saving for the future. In
conclusion, we believe that when we have a huge budget surplus tax policy should include
saving some rainy day funds, returning money to the taxpayers, and corresponding cuts in
government spending.
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Mary Loftsgard, Associate Director of ND Tax Commission: Neutral testimony. See
testimony #2. This bill would reduce by 60% the amount received by a taxpayer from a
passthrough entity. Passthrough entities would be limited liability companies, limited
liability partnerships, regular partnerships, and sub s corporations. We have a little bit of
concern about the wordage because it talks about the amount received by the taxpayer as
taxable income. When a passthrough entity divides up the income amongst its members or
partners the entity itself doesn’t really know how much of that is taxable, it just knows how
much to attribute to a member or a partner. The word “taxable” is a bit problematic in that
regards so you may want to consider taking “taxable” out and we could certainly help with
some of the language that would be more reflective. The other concern we have is what
the intent is. A passthrough entity has several different kinds of income that it will
passthrough to its members. We're not sure if that is meant to only address ordinary
income that comes through on a K1 or if it's also meant to be an exclusion of things like
capital gains. For instance on a passthrough entity ordinary income would just come
through as a lump sum to the individual. A capital gain would come through in their
proportion but could be offset by capital losses of other types. It would help
administratively if we had some answers to those kinds of concerns. | also wanted to offer
a little clarification of what that 60% exclusion will do in terms of a ripple effect. Very few
passthrough entities pay tax on the entity level. We have roughly 25,000 partnership and s
corporations that file in the state. Partnerships do not pay tax on the entity level. Some
Sub S corporations do. They can pay tax on what'’s called a built in gain. In 2009 of the
12,000 Sub S corporations that filed a return only 70 actually paid any tax on the return
itself. If they pay tax on the return on that gain that gain does not then flow through to the
members of the Sub S. So they're not being taxed twice. However, with the 60% exclusion
that’s in here what is going to happen then is that 60% of a partner’'s income is not going to
be taxed at all under the bill. The remaining 40% would go through to the individual and
then they would pay the reduced 60% rate. One of the things you may want to consider is
that then that opens the door to whether people who operate under other forms of business
activity might want to give some serious thought to passthrough entity. We have a lot of
people who are sole proprietors. We have farmers who file schedule F. We did some
quick numbers, unfortunatley I'm having a little trouble matching years because we had
some people out of the office. In 2008 we had just about 77,000 individuals who either
have a schedule C or a schedule F. Those people will not get the 60% exclusion. They
would get the 60% reduction in the rate. | think those people might want to consider
whether they want to change their business to a different form. Referred to testimony #2.

Representative Glen Froseth: Presently we have a program that buys 75 mills of school
property taxes and they return that money to the taxpayers. Do you think this program
would return money to more of the taxpayers in a broader scope than the present plan of
the mill buy down? The argument with the present plan of the mill buy down is that a iot of
people don’t pay property taxes they rent property and they feel they're not getting the
return of the extra surpius state dollars. Do you think this would affect a broader range of
the taxpayers in a more fair and equitable manner?

Mary Loftsgard: | really don’t know. | can say that there are also a lot of people that don't
pay income tax. For 2009 we had about 372,000 individual income tax returns. Some of
those are married and filed joint so how much of the population it represents | don't know. |
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don’t know if your question can be answered. | can ask the people who do more of the
statistical analysis than | do.

Vice Chairman Craig Headland: Representative Ruby referred to a K1 form and | think
he referred to assets. Are there assets and appreciation taken on the S core level? He
talked about the ability not to pass that through and receive those deductions individually
as a passthrough. Can you explain where the deduction is at?

Mary Loftsgard: Deductions are going to get passthrough to the owners. Representative
Ruby talked about seeing a disconnect between what is taxable income and what is true
cash income from his business operations. When you buy an asset such as a vehicle, you
have to pay for it pretty much up front. Whether you have a loan or not but you're paying
for it over a period of say five years. But because of federal depreciation rules you may not
be able to take that expense all at once in a lot of cases. You have to divide up that
expense over five years or his comment was almost 40 years. What he is saying that on
taxable income I'm only getting a partial offset for what | had to pay for the vehicle in terms
of what | had to pay for in cash out of my business | had to pay all of it. | believe that's
what he was saying.

Vice Chairman Craig Headland: So it's just the nature of the entity he’s chosen to set up
his business in. As an individual the federal government has provisions that | believe allow
you to deduct 100% of an asset. | believe that's part of the stimulus package.
Corporations have been able to do that for some time isn't that correct?

Mary Loftsgard: Yes, you are correct. There are some categories of assets that are
limited by how much they cost. Yes, there are more liberal expensing rules. The present
administration passed that last year so that a number of things can be deducted at 100%.

Representative Dwight Wrangham: Where would a full corporation fit in to this?

Mary Loftsgard: The corporation does not get the 60% exclusion. It simply gets the
reduced rate. So it would be similar to the example of the sole proprietorship.

Chairman Wesley R. Belter: No further testimony. Closed hearing on HB 1247,
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A bill relating to an individual income tax deduction for a portion of income from
passthrough entities; relating to corporate and individual income tax rates; and to
provide an effective date.

Minutes: No attachments.

Representative Glen Froseth: Made a motion for a DO NOT PASS.
Representative Steven L. Zaiser: Seconded.
Vice Chairman Craig Headland: Though | do agree with providing tax relief this biil

gives double relief to passthrough entities and | don't think that is appropriate.
We've got other bills out there that seem to work so I'm going to support the do not

 pass.

A roll call vote was taken: YES13 NO1 ABSENTO0
MOTION CARRIED—DO NOT PASS.

Representative Lonny B. Winrich will carry HB 1247.



. FISCAL NOTE
Requested by Legislative Council
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Bill/Resolution No.: HB 1247

1A. State fiscal effect: /dentify the state fiscal effect and the fiscal effect on agency appropriations compared 1o
funding levels and appropriations anticipated under current law.

2009-2011 Biennium 2011-2013 Biennium 2013-2015 Biennium
General Fund| Other Funds |General Fund| Cther Funds [General Fund| Other Funds
Revenues {$634,700,000)
Expenditures
Appropriations
1B. County, city, and schoo! district fiscal effect. /dentify the fiscal effect on the appropriate political subdivision.
2009-2011 Biennium 2011-2013 Biennium 2013-2015 Biennium
School School School
Counties Cities Districts Counties Cities Districts Counties Cities Districts

2A. Bill and fiscal impact summary: Frovide a brief summary of the measure, including description of the
provisions having fiscal impact (limited to 300 characters).

HB 1247 provides corporation and individual income tax rate reductions and an individual income tax deduction for a
portion of income from pass-through entities.

B. Fiscal impact sections: /dentify and provide a brief description of the sections of the measure which have
fiscal impact. Include any assumptions and comments relevant to the analysis.

Section 1 of HB 1247 reduces the corporate income tax rates by sixty percent. This section is expected to result in a
reduction in state general fund revenues of an estimated $109.6 million for the 2011-13 biennium.

Section 2 of HB 1247 reduces the individual income tax rates by sixty percent. This section is expected to result in a
reduction in state general fund revenues of an estimated $388.1 million for the 2011-13 biennium.

Section 3 of HB 1247 creates an individual income tax deduction equal to sixty percent of the income a taxpayer
receives from a pass-through entity such as a partnership or a limited liability company. This income would be
subject to the rate relief provided in Section 2 of this bill. Calculating this impact based on the fower rates in Section
2, this section (Section 3) is expected to reduce state general fund revenues by an additional $137.0 million for the
2011-13 biennium.

3. State fiscal effect detail: For information shown under state fiscal effect in 1A, please:
A. Revenues: Explain the revenue amounts. Provide detail, when appropriate, for each revenue type and
fund affected and any amounts included in the executive budget.

B. Expenditures: Explain the expenditure amounts. Provide delail, when appropriate, for each agency, line
item, and fund affected and the number of FTE positions affected.

. C. Appropriations: Explain the appropriation amounts. Provide detail, when appropriate, for each agency




and fund affected. Explain the relationship between the amounts shown for expenditures and
appropriations. indicate whether the appropriation is also included in the executive budget or relates to a
continuing appropriation.

[Name: Kathryn L. Strombeck lAgency: Office of Tax Commissioner

Phone Number: 328-3402 Date Prepared:  01/19/2011
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Com Standing Committee Report Module ID: h_stcomrep_24_016
February 7, 2011 12:56pm Carrier: Winrich

REPORT OF STANDING COMMITTEE
HB 1247: Finance and Taxation Committee (Rep. Belter, Chairman) recommends DO
NOT PASS (13 YEAS, 1 NAYS, 0 ABSENT AND NOT VOTING). HB 1247 was
placed on the Eleventh order on the calendar.

(1) DESK (3) COMMITTEE Page 1 h_stcomrep_24_016
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NORTH DAKDTA

TAXFPAYERS ASSOUCIATION

Subject: General Tax Reform Bill: HB 1247, 1289, 1409, 1189
Testimony Provided By: Dustin Gawrylow Lobbyist #160
Presented To: House Finance and Tax Committee January 24", 2011

Our state is in a prime position to make a major move when it come to tax policy. Currently the
non-partisan Tax Foundation ranks us 20" for “Business Friendly Tax Policy”. This is a huge
improvement over the 33™ place ranking we held in 2006.

But we should not rest on this fact.

While nearly every other state in the country is in trouble, we have an opportunity to leapfrog
over rest of the country.

Today, you will be hearing several income tax bills, and while we have taken the position of
supporting all approaches to tax reform and reductions, 1 would like to ask you to be bold this
SesSion.

Instead of filtering these bills based on your own personal biases over what taxes are best and
worse, ] would challenge you to support a tax reform and relief package that puts North Dakota
in the Top 10 nationally when it comes to Business Friendly Tax Policy.

With both South Dakota and Wyoming tied for 1¥ place in this category, let’s make 2011 the
year that we finally ensure that North Dakota is regionally competitive on tax policy.

Sure, 20" place may be a great improvement from where we were, but do we want to settle for
slightly above average, or slightly above mediocre?

Let’s make the leap.

Let’s make North Dakota the first and only place a business looking to expand needs to look.

Thank you.

The North Dakota Taxpayers' Association is a membership-funded advocacy group designed to get taxpayers a
voice in legistative matters. NDTA is 100% in-state funded, and counts over 500 North Dakotans as current
members. NDTA is the only organization with a full time lobbyist dedicated to advocating on behalf of the taxpayer.

North Dakota Taxpayers’ Association
NDTaxpayers.com 1720 Burnt Boat Drive Suite 102 » Bismarck, ND 58503 (701) 751-2530
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corporate income tax system. Earlier this year,
Northrup Grumman chose to move its headquar-
ters to Virginia over Maryland, citing the better
business tax climate. Anecdotes such as these
reinforce what we know from econemic theory:
taxes matter to businesses, and those places with
the most comperitive tax systems will reap the
benefits of business-friendly tax climates.

State lawmakers are always mindful of their
states’ business tax climates but they are often
tempted 1o lure business with lucrative tax
incentives and subsidies instead of broad-based tax
reform. This can be a dangerous proposition, as a
case in Dell Computers and North Carolina
illuserates. North Carolina agreed to $240 million
worth of incentives to lure Dell to North Caro-
lina. Many of the incentives came in form of tax
credits from the state and local governments.
Unfortunately Dell announced in 2009 that it
would be closing the plant after only four years of

operations.? A recent US4 Today article chrenicled
similar problems other states are having with
compantes who receive generous tax incentives.’

Lawmakers creare these deals under the
banner of job creation and economic develop-
ment, bur the truth is that if a state needs 10 offer
such packages, it is most likely covering for a
woeful business tax climarte. A far more effective
approach is to systemarically improve the business
tax climate for the long term so 2s to improve the
state’s competitiveness. When assessing which
changes to make, lawmakers need to remember
these two rules:

1. "Taxes matter to business. Business taxes affect
business decisions, job creation and retention,
plant location, compertitiveness, the transpar-
ency of the rax system, and the long-term
health of a state’s economy. Most importancly,
taxes diminish profits. If taxes take a larger
portion of profits, that cost is passed along 1o

Figure I

State Business Tax Climate Index, Fiscal Year 2011

H 10 worst business tax climates

D 10 best business tax climates

2 Mondine, Austin, “Dell cuts North Carolina plant despite $280m sweetener,” The Register, October 8, 2009
3 Dennis Cauchen, “Business Incentives Lose Luster for States,” USA Today, Auguse 22, 2007

2



either consumers {through higher prices), more likely to experience economic growth.

workers (through lower wages or fewer jobs), or 3 States do not enact tax changes (increases or

shareholders {through lower dividends or share cuts) in a vacuum. Fvery tax law will in some

value). Thus a state with lower tax costs will be way change a state’s competitive position

meore attractive o business investment, and refative to its immediate neighbors, its geo-
Table 1 :

State Business Tax Climate Index, 2006 — 2011

Change from

FY 2011 FY 2010 2010 to 2011 FY 2009 FY 2008 FY 2007 FY 2006

State Score Rank Score Rank Score Rank Score Rank Score Rank Score Rank  Score Rank
us. 5.00 - 5.00 - 0 - 5.00 - 5.00 - 5.00 - 5.00 -
Alabama 499 28 519 1% -020 -9 530 20 508 23 516 22 560 16
Alaska 7.39 2 7.38 3 0.02 1 7.32 4 7.13 3 6.99 4 729 3
Arizona 481 34 501 28 -020 -6 525 24 501 25 495 29 513 29
Arkansas 455 39 461 40 -0.07 1 487 35 465 37 472 36 487 35
California 3.78 48 3.89 48 -011 -1 4,00 49 393 49 392 48 484 42
Colgrado 557 15 563 13 -006 -2 589 13 589 10 590 M 570 13
Connecticut 4.01 47 472 38 -070 -9 481 37 460 38 4869 39 466 41
Delaware 6.03 8 5.98 8 0.05 0 6.01 10 6.09 9 6.11 8 6.10 9
Florida B.53 5 6.62 5 -0.08 0 6.92 5 6.67 5 6.79 5 6.85 5
Georgia 502 25 501 29 0.01 4 516 27 495 28 518 21 55 20
Hawaii 5.06 22 5.05 24 0.01 2 527 22 5.27 18 5.34 16 528 24
Idaho 527 18 521 18 0.06 0 510 29 508 2 5058 286 508 30
Hlinois 506 23 50t 30 0.04 7 526 23 504 24 492 I 522 26
Indiana 5.79 10 5.67 12 0.1 2 588 14 5.65 13 572 12 586 12
lowa 420 45 4.23 456 —-Gc.02 1 4.35 44 4,16 46 4.36 45 462 44
Kansas 476 35 493 32 -017 -3 507 31 487 3 477 35 259 33
Kentucky 522 19 518 20 0.04 1 495 34 4.98 27 496 28 475 38
uisiana 471 36 474 35 -003 -1 498 33 475 34 479 33 505 32
ing 498 3 4.83 34 0.15 3 469 40 4.72 35 4.72 37 464 43
aryland 425 44 426 45 - 0.01 1 431 45 414 47 508 24 523 25
Massachusetts 4.8% 32 473 36 0.18 4 499 32 480 33 479 34 487 36
Michigan 540 17 535 17 0.05 0 530 21 532 17 514 23 520 28
Minnesota 440 43 4.44 43 -0.04 0 4.61 41 4.40 42 4.39 43 471 39
Mississippi 5080 21 516 21 -0.07 0 532 19 508 22 5.21 19 557 19
Missouri 5.48 16 5.37 16 0.11 0 5.57 16 5.35 16 5.37 15 5.68 14
Montana 6.39 6 6.32 6 0.07 0 6.27 g 6.35 6 6.42 6 6.16 8
Nebraska 498 29 488 33 0.1 4 455 42 4.55 40 4.55 414 458 45
Nevada 6.74 4 7.05 4 -0.3 0 7.37 3 7.07 4 7.07 3 7.07 4
New Hampshire 6.18 7 6.25 7 -0.07 0 6.21 7 6.29 7 6.32 7 6.45 4]
New Jersey 3.96 48 360 50 0.36 2 3.90 50 371 50 368 50 363 48
New Mexico 489 33 506 23 -017 =10 517 26 493 29 5.05 25 530 23
New York 3.73 50 3.66 49 0.07 -1 413 47 4.19 45 4,28 46 3.60 49
North Carolina 447 41 4668 29 -019 -2 474 39 452 41 452 42 470 40
MNorth Dakocta 514 20 504 25 0.10 ] 508 30 4.86 32 4.87 32 5.06 31
Ohio 416 48 4.04 47 0.12 1 412 48 3.95 48 395 47 382 47
Oklahoma 498 a0 497 31 0.01 1 540 18 518 19 520 20 541 21
Oregon 5.61 14 559 14 0.02 0 6.04 8 612 8 B.06 9 6.02 10
. Pennsylvania 501 26 503 27 -0.03 1 514 28 492 30 495 30 531 22
Rhoda Island 4.46 42 4,33 44 0.13 2 418 48 420 44 380 48 347 50
South Carolina 504 24 503 26 0.00 2 5.21 25 5.01 26 4.98 27 521 27
South Dakota 7.43 1 7.42 1 0.00 0 7.50 2 7.21 2 7.18 2 756 2
Tennessee 500 27 510 22 -011 =5 5.42 17 516 20 5.27 17 558 18
Texas 563 13 570 M -007 -2 6.02 9 579 M 599 1C 6.41 7
Utah 5.80 9 5.80 10 .00 1 5.94 hh 571 12 5.23 18 567 15
Varmont 466 38 4.56 41 g1 3 452 43 434 43 4.37 44 457 486
Virginia 5.67 12 5.53 15 .14 3 5.70 15 5.51 15 5.51 14 558 17
Washington 5.78 11 5.81 9 -003 -2 5.94 12 5.65 14 5.67 13 583 11
West Virginia 467 37 473 37 -0.06 o 486 36 466 36 471 38 4493 34
isconsin 455 40 454 42 0.0 2 476 38 456 39 4.57 40 477 37
yoming 7.30 3 7.38 2 -0.08 -1 7.50 1 7.24 1 7.46 1 7.64 1
istrict of Columbia 457 - 4.72 - -0.15 - - 4,53 - 4.53 - 449 - 406 -

Note: The higher the score, the mare favorable a state's tax syslem is for business. All scores are for fiscal years.
Source: Tax Foundation
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Within each component index are two sub- Each sub-index is composed of one or more
indexes devoted to measuring the impact of the variables, There are two types of variables: scalar
tax rates and the tax base. These are weighted variables and dummy variables. A scalar variable is
equally, 50 percent each. one that can have any value between 0 and 10. Ifa

sub-index is composed only of scalar variables,
then they are weighted equally.

;“;b,[e 2C . ) A dummy variable is one that has only a value
ajor Components of the State Business Tax Climate Index, FY 2011 of 0 or 1. For example, a state cither indexes its
Individual Unemployment brackets for inflation or does not. Mixing scalar
Corporate  Income Sales  Insurance Property and dummy variables wichin a sub-index is
Overall Tax Index TaxIndex TaxIndex TaxIndex Tax Index problematic because the extreme valuation of a
State Rank Rank Rank Rank Rank Rank .
dummy can overly influence the results of the sub-
Alabama 28 24 18 40 10 9 . . .
Alzska 2 o8 1 p a1 10 index. To counter this effect, the Index weights
Arizona 34 5 23 48 5 6 scalar variables 80 percent and dummy variables
Arkansas 39 40 33 41 18 21 20 percent.
Califernia 49 33 48 49 14 16
Colorado 15 12 18 29 17 15 . .
Connecticut 47 18 a7 26 30 49 Relative versus Absolute Indexing
Elela_!;vare g :g 34 2 S ' 22 The 2011 State Business Tax Climate Index is
orida ! 30 designed as a relative index rather than an absolure
Georgia 25 8 30 23 22 38 . . N K
Hawaii D 0 Y] B 23 3 ot ideal index. In other words, each variable is
Idaho 18 17 29 12 28 2 ranked relative to the variable’s range in other
ilingis 23 27 9 39 41 39 states. The relative scoring scale is from 0 10 10,
Indiana 10 21 1 20 12 4 with zero meaning not “worst possible” but rather
lowa 45 47 42 31 33 34 worst among the 50 states.
Kansas 35 35 21 32 7 41 ,
Kentucky 19 43 a9 2 24 20 Many states’ tax rates are so close to each
uisiana 36 19 26 46 5 22 other that an absolute index would not provide

ing 31 43 37 6 44 25 enough informarion about the differences between
ryland 44 4 49 " 47 40 the states’ rax systems, especially to pragmatic
Massachusetts 32 36 15 24 49 43 business owners who want to know what states

Michigan 17 48 12 9 45 32 . .
Minnasota 43 44 a8 18 ag 18 have the best tax system in each region.
Migsissippi 21 13 19 33 4 31 . i .
MissouTi 16 5 25 15 9 0 Comparing States without a Tax
Montana 6 16 22 3 19 10 One problem associated with a relative scale,
Mebraska 29 34 31 17 13 24 however, is that it is mathematically impossible to
Nevada 4 3 & 43 40 17 compare states with a given tax to states that do
New Hampshire 7 50 10 ! 38 35 not have the tax. Clearly a zero rare is the lowese
New Jersey 48 41 45 36 27 48 ; . .
. possible rate and the most neutral base, since it

New Mexico 33 31 20 45 16 1 .
New York 50 20 50 2z 46 &2 creates the most favorable tax climate for eco-
North Carolina 41 25 .36 44 8 as nomic growth. The states that have a zero rate on
North Dakota 20 30 28 18 20 7 individual income, corporate income or sales gain
Ohio 48 39 44 35 11 45 an immense competitive advantage. Therefore,

' gklahoma 32 4; ig 42 3; 2; states withour a given tax receive a 10, and the

regon ,
Pennsylvania 26 ag 14 o8 42 44 Ingex measures all the other states against each
Rhode Island 42 37 a5 14 50 47 other.
South Carolina 24 9 27 22 43 23 . ,
South Dakota 1 1 i 25 36 13 Normalizing Final Scores
Tennessee 27 11 8 47 35 50 Another problem with using a relative scale within
Texas 13 46 7 37 15 29 the component indexes is char the average scores
Utah 9 & 13 27 2‘1‘ 3 across the five component indexes vary. This alcers
Vt'err?‘lc.)nt 38 28 40 18 2 36 the valuc of not having a given tax across major
Virginia 12 4 17 8 29 25 ind E le. th di d i
Washington 1 32 y 50 os 19 indexcs. For example, the unadjusted average score
West Virginia 37 23 39 21 32 37 of the Corporate Tax Index is 7.21 while the
isconsin 40 29 43 19 26 30 average score of the Sales Tax Index is 6.04.

oming 3 1 1 13 28 46 [n order to solve this problem, scores on the
ote: Rankings do not average across to total. States without a given tax rank equally as five major component indexes are “normalized,”

number 1. . .
Source: Tax Foundation which brings the average score for ali of them to
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generally applicable tax. The latter variable was States that do impose a corporate tax gener-
included so the states that levy a gross receipts tax ally will score well if they have a low rate. States
as an alternative to the corporate income tax are with a high rate or a complex, muliple-race

not unduly penalized. system score poorly.

Table 3
Corporate Tax Index, 2006 - 2011

Change from

FY 2011 FY 2010 2010 to 2011 FY 2009 FY 2008 FY 2007 FY 2006

State Score  Rank Score Rank Score Rank Score Rank Score Rank Score Rank  Score Rank
us. 5.00 - 5.00 - 0 - 5.00 - 5.00 - 5.00 - 5.00 -
Alabama 505 24 505 23 0.0¢c -1 524 2N 524 21 519 21 520 22
Alaska 502 286 502 26 0.00 D 502 27 502 27 438 27 498 28
Arizona 511 22 5.11 22 0.00 0 511 24 5.11 24 5.06 24 507 25
Arkansas 4,59 40 459 39 000 -1 459 34 4,59 34 454 36 455 37
- California 4.67 33 4.67 34 0.00 1 4,27 45 4.27 45 4.43 40 4.44 41
Coloradc 577 12 577 12 0.00 0 5.57 15 557 15 5.61 15 562 15
Connecticut 5.26 18 526 18 0.00 0 5.26 18 526 18 497 28 531 18
Delaware 366 49 3.66 48 0.0C 0 3.76 49 3.76 49 4.02 48 403 48
Florida 5.54 15 554 15 0.00 0 5.74 13 574 13 5.68 14 569 14
Georgia 5.92 8 5.92 8 0.00 0 592 8 5.92 8 5.96 & 5987 6
Hawaii 579 10 579 10 0.00 4] 5.79 1 5.79 11 584 9 5.85 9
Idaho 5.28 17 5.28 17 0.00 0 5.28 17 5.28 17 5.24 19 5.25 20
lllingis 4.97 27 4,97 27 0.00 0 497 28 4.97 28 4.93 30 483 30
Indiana 5.18 21 518 21 £.00 o] 5.18 23 5.18 23 5.14 22 515 23
lowa 4.07 47 4.27 45 -020 -2 4,27 45 4.27 45 4.24 46 4.25 44
Kansas 4.62 35 455 40 0.07 5 4.55 37 4,55 37 4.51 as 452 40
Kentucky 450 42 450 42 0.00 o] 450 38 450 38 4.37 43 487 33
visiana 5.25 19 5.25 19 0.00 8] 525 19 5.25 19 5.30 18 531 19
ne 4.39 43 4.39 43 0.00 4] 435 43 4.39 43 4.35 44 436 43
ryland 5.58 14 5.68 14 C.00 [ 5.58 14 5.58 14 591 7 5.92 7

Massachusetts 4.62 36 4.16 47 .48 11 416 47 4.16 47 413 a7 £14 46
Michigan 3.83 48 403 48 -0.20 o 403 48 4.03 48 345 50 346 49
Minnesota 432 44 432 44 0.00 0 432 44 432 44 4.29 45 421 45
Mississippi 5.62 13 5.62 13 0.00 0 582 10 5.82 10 5.85 g 5.86 8
Missouri 6.06 5 5.06 5 0.00 0 6.26 5 6.26 5 5.81 10 5.82 10
Montana 5.42 16 5.42 16 0.00 Q 5.42 16 5.42 16 5.57 16 558 16
Nebraska 4.67 34 4.67 35 0.00 1 4.67 32 a4.67 32 4.64 34 465 35
Nevada 10.00 1 10.00 1 0.00 0 10.00 1 10.00 1 10.00 1 10.00 1
New Hampshire 3.29 80 3.2 50 0.00 o 3.25 50 3.29 5¢ 3.86 49 454 39
New Jersey 4.55 41 4,55 41 0.00 4] 4.47 a9 4.47 39 4.43 41 3.00 50
New Mexico 4.78 31 4.78 a3z 0.00 1 4.58 35 4.58 a5 4.53 37 454 38
New York 521 20 5.21 20 0.00 4] 5.21 22 5.21 22 507 23 508 24
Nerth Carolina 5.04 25 5.04 25 0.00 0 5.04 26 5.04 26 498 25 500 26
North Dakota 4.92 30 492 30 0.00 0 4.92 30 4.92 30 496 29 4,97 29
Ohio 4,60 39 4.60 38 0.00 -1 4.63 33 4.63 33 4.48 39 412 47
Oklahoma 5.95 7 5.85 7 0.00 0 5.95 7 5.95 7 58.70 13 570 13
Orsgon . 4,27 45 4.8 3 -0.58 -14 525 20 525 20 520 20 527 21
Pennsylvania 462 38 462 37 0.00 -1 4.42 4 442 41 4.38 42 439 42
Rhode Island 4,62 37 462 38 Qo0 -1 445 40 445 40 458 35 458 36
South Carglina 5.85 9 5.85 9 0.00 4] 5.85 9 5.85 9 579 1M 580 11
South Dakota 10.00 1 10.00 1 0.00 0 10.00 1 10.00 1 10.00 1 10.00 i
Tennessee 578 1% 578 11 0.00 0 578 12 578 12 5.72 12 573 12
Texas 4,19 46 4,19 48 0.00 0 4.41 42 4.41 42 5.33 17 534 17
Utah 6.03 6 6.03 6 0.00 0 6.03 & 6.03 B 6.21 4 6.22 4
Vermont 4.96 28 4,86 28 0.00 o] 77 a1 477 31 493 3 4.93 31
Virginia 6.32 4 £.32 4 0.00 0 6.32 4 6.32 4 6.16 5 617 5
Washington 4.75 32 475 33 0.00 ¥ 456 36 456 36 4.82 33 483 34
West Virginia 510 23 5.04 24 0.06 1 5.04 25 5.04 25 4.99 26 5.00 27
isconsin 492 29 492 29 0.00 0 4,92 29 492 29 488 32 489 32
oming 10.00 1 10.00 1 0.0c 0 10,00 1 10.00 1 10.00 1 10.00 1
strict of Columbia 4.58 - 4.58 - 0.00 - 4.58 - 4.58 - 2.18 - 2.19 —

Note: The higher the score, the more favorable a state's tax syslem is for business. All scores are for fiscal years,
Source: Tax Foundation
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bolorado, Ilinois, Indiana, Massachusetts, worst in this variable by having 13 tax brackets.
ichigan, New Hampshire and Tennessee. On the Other states with many brackets include Iowa and
other end of the speccrum, Hawaii scores the Missouri {with eleven brackets), Ohio {ten
Table 4

Individual Income Tax Index, 2006 — 2011

Change from

FY 2011 FY 2010 2010 to 2011 FY 2009 FY 2008 FY 2007 FY 2006
State Score Rank Score Rank Score Rark Score Rank Score Rank Score Rank  Score Rank
u.s. 5.00 - 5.00 - 0 - 5.00 - 5.00 - 5.00 - 5.00 -
Alabama 541 18 538 17 001 -1 527 17 5.27 17 538 20 538 19
Alaska 10.00 1 10.00 1 0.00 0 10.00 1 10.00 1 9.76 [§1 8.76 6
Arizona 521 23 517 23 0.04 4 505 23 5056 23 501 29 496 28
Arkansas 485 33 483 34 0.02 1 47¢ 31 479 3% 489 30 491 30
California 275 48 268 48 0.07 0 2.47 49 2.47 49 3.43 46 343 45
v Colorade 641 16 640 16 0.01 0 631 14 631 14 647 14 647 14
Connecticut 2.83 47 510 24 -2.27 -23 4989 25 4.99 25 5.40 19 540 18
Delaware 483 34 480 35 0.03 1 486 28 486 28 479 33 481 33
Flgrida 10.00 1 10.00 1 0.00 ¢ 10.00 1 10.00 1 10.00 1 10.00 1
Georgia 50t 30 499 30 0.03 4} 4.83 30 483 30 519 22 518 23
Hawaii 3.94 a1 3.67 44 0.28 3 4.31 38 4.31 38 4.39 40 439 41
ldaho 502 29 499 29 0.03 0 478 32 478 32 483 3 484 31
Illinois 5.96 9 6.91 10 0.05 1 6.85 10 6.85 10 6.55 13 655 13
Indiana 675 11 670 11 0.05 0 6.61 11 6.61 11 682 1 6.83 10
lowa 3.87 42 3.89 42 - 0.0 0 3.63 46 3.63 46 3.84 45 4,11 44
Kansas 5.30 21 5.87 21 0.03 0 512 21 5.12 21 5.19 23 518 22
Kentucky 491 32 4.87 32 0.03 0 470 36 470 36 438 39 457 38
Louisiana 5.10 26 508 25 002 -1 5.01 24 5.01 24 5.09 27 509 26
Maine 449 37 4,38 40 0.10 3 426 40 426 40 4.66 3B 466 36
aryland 2.64 49 252 49 0.1 0 202 50 2.02 50 4.75 35 475 35
ssachuselts 647 15 642 14 005 -1 631 16 6.31 16 832 15 632 15
ichigan 6.71 12 6.41 15 .30 3 6.31 15 6.31 15 6.66 12 666 12
Minnesota 4.46 38 445 37 001 -t 426 39 4.26 39 462 37 464 37
Mississippi 53% 19 538 18 002 -1 526 18 526 18 567 16 567 16
Missouri 5.10 25 5.05 27 0.05 2 487 27 4.87 27 5.1 24 512 24
Montana 528 22 525 22 0.03 0 506 22 506 22 537 21 538 20
Nebraska . 4.95 31 4.93 31 0.02 [} 476 33 4,78 33 4.81 32 482 32
Nevada 9.38 8 10.00 1 -063 -5 10.0C 1 10.00 1 10.00 1 10.00 1
New Hampshire 681 10 7.43 9 -062 -1t 7.43 g 7.43 9 7.19 9 7.82 9
New Jarsey 360 45 2.70 47 0.90 2 312 48 a2 43 2.49 50 261 49
New Mexico 534 20 5.32 19 002 -1 5.21 19 5.21 19 5.46 18 527 21
New York 2.26 50 2.18 50 0.08 0 415 43 4.15 43 4.51 38 270 48
North Carolina 4.59 36 4.57 36 .02 [0} 4,39 37 4.39 37 4.17 43 419 43
MNorth Dakota 5.04 28 4.84 a3 0.20 5 470 35 4.70 35 417 44 4.31 42
Ohio 3.63 44 3.39 46 0.24 2 16 47 3.18 a7 2.52 49 257 &0
QOklahoma 5.10 24 507 26 0.03 2 492 26 4.92 26 5.1¢ 25 493 29
Oregon 351 46 343 45 0.08 -1 476 34 476 34 4.77 34 477 34
Pennsylvania 658 14 658 13 0.00 -1 650 12 650 12 6.83 10 6.83 11
Rhoda Island 481 35 443 38 0.38 3 425 42 425 42 2.76 48 287 47
South Carglina 504 27 502 28 0.02 1 485 29 485 29 509 28 510 25
South Dakota 10.00 1 10.00 1 0.00 0 10.00 1 10.00 1 10.00 1 10.00 1
Tennessee 7.52 8 7.62 8 0.00 4} 7.5t 8 7.51 8 1.7% 8 8,11 8
Texas 8.59 7 8.59 7 0.00 0 8.59 7 8.29 7 9.52 7 952 7
Utah 659 13 658 12 0.01 -1 648 13 6.48 13 503 28 503 27
Varmont 4.05 40 3.98 41 0.07 1 375 45 375 45 322 47 339 46
Virginia 544 17 528 20 0.15 3 515 20 515 20 552 17 552 17
Washington 10.00 1 10.00 1 0.00 0 10.00 1 10.00 1 10.00 1 10.00 1
Waest Virginia 4.45 39 4,42 39 0.03 o] 426 41 4.26 41 439 41 441 39
Wisconsin 3.8z 43 3.70 43 0.12 0 414 44 4.14 44 4.35 42 441 40
Wyoming 10.00 1 10.00 1 0.00 o 10.00 1 10.00 1 10.00 1 10.00 1
istrict of Columbia 4.56 - 4.53 - 0.03 - 4.33 - 4.33 - 4.57 - 4.51 -

lote: The higher the score, the mare favorable a state's tax syslem is for business. All scores are for fiscal years.
ource: Tax Foundation

18 States receive a perfect score if their top rate kicks in at a level of income that is more than one srandard deviation higher than the average kick-in of all the
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option sales taxes at the county and/or municipal example, add an average of 4.07 percent in local
level, and in some states, the local option sales tax sales taxes to the state’s 2.9 percent state-level race,
significantly increases the tax rate faced by bringing the rotal average sales tax rate to 6.97
consumers.® Local jurisdictions in Colorado, for percent. This may be an understatement in some

Table 5
Sales Tax Index, 2006 - 2011

Change from

FY 2011 FY 2010 2010 10 2011 FY 2009 FY 2008 FY 2007 FY 20086
State Score Rank Score Rank Score Rank Score Rank Score Rank Score Rank  Score Rank
u.s. 5.00 - 5.00 - 0 - 5.00 - 5.00 - 5.00 - 500 -
. Alabama 346 40 457 25 -111 =15 401 34 401 34 42y 27 528 21
Alaska B8.13 5 B.12 5 0.0C 0 829 5 8.29 5 7.93 g5 963 1
Arizona 253 48 321 46 -068 -2 330 4B 3.30 456 3.32 47 449 42
. Arkansas 339 41 353 43 -0.14 2 383 38 3.83 38 67 39 4867 39
) California 235 49 281 48 -045 -1 345 44 3.45 44 347 44 468 38
Colorado 4.38 29 427 31 0.11 2 5.67 10 5.67 10 6.00 7 512 24
Connacticut 448 26 451 27 -0.03 3 420 26 429 29 404 34 483 34
Delaware 9.25 2 9.30 1 -005 -1 .49 2 9.49 2 Q.56 2 9.53 3
Florida 4.25 30 4.22 32 0.03 2 440 24 4.40 24 4.62 21 541 18
Georgia 4.59 23 4.61 23 -0.02 0 4,59 19 4.59 19 4,70 19 633 6
Hawaii 529 10 527 1 0.03 1 528 11 528 11 552 12 511 25
Idatio 521 12 522 12 -0.01 0 497 15 497 15 482 17 476 35
llinois 354 39 360 41 -0.06 2 394 36 3984 36 400 36 508 26
Indiana 468 20 466 20 2.02 0 451 22 451 22 507 15 581 13
lowa 416 3 4.16 33 0.00 2 4.24 30 4.24 30 4.52 22 538 19
Kansas 407 32 458 24 -050 -8 454 20 454 20 430 26 497 32
Kentucky 6.31 7 B.25 7 0.06 0 6.14 6 614 5] 6.01 6 5.88 10
uisiana 298 46 313 47 -0.14 1 323 47 323 47 324 48 401 45
ine 6.34 6 6.43 6 -0.10 0 6.10 7 6.10 7 5.89 8 572 14
ryland 5.28 11 5.27 10 0.01 -1 5.06 13 5.06 13 5.58 " 6.08 8
Massachusetts 455 24 453 26 0.02 2 513 12 513 12 532 13 586 12
Michigan 5.97 9 6.13 g -{.186 0 5.90 9 5.90 9 570 10 568 15
Minnesola 356 38 3.62 40 - 0.06 2 3.70 42 3.70 42 3.61 42 460 40
Mississippi 406 33 4.05 35 0.01 2 3.94 35 364 35 sy 37 468 37
Missouri ' 5.03 15 4.93 16 0.11 1 4.36 26 4.36 26 4.4 24 587 11
Montana 9.1 3 9,10 3 0.01 ] 9.30 3 9.30 3 9.28 3 9.21 5
Nebraska 490 17 4.87 17 0.02 0 439 25 439 25 415 3 436 44
Nevada 318 43 343 44 -0.24 1 3.32 45 3.32 45 3.36 45 336 49
New Hampshire 9.30 1 5.30 2 0.0 1 9.58 1 9.58 1 9.57 1 9.61 2
New Jersey 3.81 36 3.79 a8 0.01 2 3.62 43 382 43 3.35 48 504 29
New Mexico am 45 3.56 42 -055 -3 3.21 48 3.21 48 3.49 43 396 46
New York 4.07% 34 4.02 36 —-0.01 2 3.86 37 3.85 37 4.09 32 348 48
North Carolina 3.08 44 4.14 34 -1.06 -10 3.75 41 375 41 3.63 41 451 41
North Dakota 471 18 464 21 0.07 3 422 31 422 AN 4.07 33 528 22
QOhio 398 35 394 37 0.04 2 378 38 379 39 376 38 445 43
QOklahoma 3.34 42 3.27 45 0.08 3 4,14 33 4.14 a3 4.03 35 501 30
Oregon 9.05 4 6.04 4 0.01 0 9.28 4 5.28 4 9.27 4 9.24 4
. Pennsylvania 443 28 4.42 29 0.01 1 430 28 430 28 4.27 28 5.09 27
Rhode Island 513 14 514 13 -0.01 -1 503 14 503 14 486 16 474 36
South Carolina 462 22 476 18 -0.14 -4 473 16 473 16 . 463 20 5.91 9
South Dakota 451 25 433 30 0.17 5 3.77 40 377 40 364 40 497 3
Tennessee 270 47 260 49 0.09 2 2.687 4§ 267 49 2.59 49 349 47
Texas 3.73 37 3.74 39 —-0.01 2 4.17 32 417 32 4.17 30 492 33
Utah 4.48 27 4.47 28 0.01 1 4.32 27 4.32 27 418 29 520 23
Vermont 4.99 16 503 14 -003 -2 4.66 18 4.56 18 4.8 18 554 18
Virginia B.15 8 6.14 2] 0.01 o} 5.95 8 5.96 8 576 9 6.30 7
Washington 217 50 211 50 0.06 0 202 50 202 50 2,05 50 325 50
Waest Virginia 464 21 463 22 0.02 1 445 23 445 23 450 23 531 20
isgensin 4.71 19 469 19 0.03 0 453 21 4.53 21 4.35 25 508 28
Oming 5.14 13 4,99 15 0.14 2 4.73 17 4.73 17 5.32 14 543 17
strict of Colurmbia 4.53 - 4.76 -~ -0.23 - 4.83 - 4.63 - 4.45 - 4.22 -

Note: The higher the score the better, the more favorable a state’s tax system is for business. All scores are for fiscal years.
Sourge: Tax Foundation
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addition to corporate income taxes, adding a

plicate layer of taxation and compliance for
many corporations. Corporations that find
themselves in financial trouble musr use precious

cash flow to pay their capital stock tax. In assess-
ing capital stock taxes, the sub-index accounts for
three variables: the capital stock tax rate, maxi-
mum payment and capital stock rax versus

Table 6

Property Tax Index, 2006 - 2011

Change from

FY 2011 FY 2010 2010 to 2011 FY 2009 FY 2008 FY 2007 FY 2006
State Score Rank Score Rank Score Rank Score Rank Score Rank Score Rank  Score Rank
Uu.s. 5.00 - 5.00 - a - 5.00 - 5.00 - 5.00 - 5.00 -
Alabama 6.13 9 572 17 0.41 8 583 13 583 13 577 12 6.34 7
Alaska 6.00 12 584 15 0.16 3 512 27 512 27 519 22 548 19
Arizona 6.39 6 645 4 ~006 -2 6.41 4 6.41 4 590 10 568 15
Arkansas 534 21 538 20 -004 -1 545 18 545 18 562 16 609 10
California 5.79 16 5.86 13 -007 -3 5.83 15 5.83 15 6.23 5 6.24 8
Colorado 5.85 15 6.34 B -049 -85 6.29 3] 6.29 3] 5.65 15 557 16
Connecticut 3.35 49 3.61 48 -026 -1 3.06 49 3.06 49 301 50 212 50
Delaware 617 8 6.26 7 -0.098 -1 6.17 8 8.17 8 6.13 7 6.48 5
Florida 5.01 28 5.31 22 -030 -6 5.44 19 5.44 19 5.52 18 476 29
Georgia 450 38 4.38 36 011 -2 432 36 4.32 36 4.88 33 526 22
Hawaii 5982 14 6.13 B -0.22 -6 6.14 9 6.14 9 6.47 4 6.42 6
Idaho 6.97 2 6.50 3 0.47 1 6.51 3 6.51 3 6.74 2 6.90 3
lllingis 439 39 410 39 0.29 0 4.02 41 402 4% 3.87 40 413 38
Indiana 8.71 4 5.87 12 0.84 8 6.28 7 .28 7 5.60 17 490 28
lowa 4.71 34 459 N g12 -3 4,48 33 4.48 33 4.90 3% 470 31
Kansas 422 41 456 32 -034 -9 455 32 455 32 428 38 460 33
Kentucky 534 20 539 19 -005 -1 544 20 544 20 532 20 4685 32
ouisiana 527 22 521 24 0.06 2 521 22 521 22 521 21 522 23
ine 504 26 3.97 41 1.07 15 407 40 407 40 3.81 41 4.07 40
ryland 423 40 422 38 002 -2 438 34 438 34 407 39 387 M
assachusetts 4,02 43 365 45 0.36 2 359 44 359 44 354 45 3687 43
Michigan 4.81 az 454 33 0.27 1 517 25 517 25 509 25 494 726
Minnesota 577 18 582 16 -0.05 -2 579 17 579 17 537 19 570 14
Mississippi 4.88 kY 5.3 23 -043 -8 4.90 29 490 29 490 32 538 21
Missouri 6.02 11 547 18 0.56 7 603 M 6.03 11 5.95 g 585 12
Montana 6.12 10 5.95 10 0.18 4] 6.04 10 6.04 10 5.95 8 512 24
Nehbraska 516 24 453 34 0.63 10 3.39 48 338 48 379 42 345 48
Nevada 5.78 17 5.86 14 -007 -3 580 16 5.80 18 5.97 13 571 13
New Hampshire 462 35 408 40 0.53 5 410 39 410 39 443 36 433 37
New Jersey 3.40 48 286 50 0.54 2 291 50 291 50 314 49 3.16 47
New Mexico 7.04 1 7.12 1 -0.08 0 717 1 7.17 1 7.08 1 7.69 1
New York 414 42 386 43 0.29 1 357 48 357 48 372 43 360 45
North Carolina 4.77 33 423 37 0.54 4 4,16 37 4,16 37 462 34 427 38
North Dakota 6.33 7 65.43 5 -010 -2 6.29 5 6.29 5 6.21 & 6.67 4
Ohio 3.84 45 357 449 0.28 4 358 45 358 45 358 44 3.12 48
Oklahoma 502 27 508 27 -0.08 0 520 23 520 23 511 24 556 18
Oregon 6.49 5 5.97 g 0.52 4 5.83 14 5.83 14 566 14 6.07 11
Pennsylvania 282 44 3.88 42 o0y -2 3.42 47 47 3.41 47 386 a4
Rhode Island 3.60 47 3.61 47 - 0.01 0 3.72 43 3.72 43 331 48 254 49
South Carolina 526 23 510 26 .16 3 513 26 513 26 504 29 493 27
South Dakota 585 13 584 11 o1 -2 585 12 585 12 5768 11 618 9
Tennessee 3.06 50 3.62 45 -056 -4 416 38 418 a8 462 35 450 34
Texas 496 29 4.90 30 0.06 1 472 30 472 30 5.08 27 443 3B
Utah B.73 3 6.76 2 -$03 -t 6.65 2 £.65 2 6.59 3 7.10 2
Varmont 453 36 378 44 0.75 8 373 42 373 42 345 46 376 42
Virginia 510 25 504 29 0.06 4 493 28 499 28 513 23 443 35
Washingion 5.38 19 532 21 0.06 2 525 21 525 21 507 28 486 25
West Virginia 451 37 5.06 28 -056 -§ 518 24 519 24 508 26 556 17
isgonsin 490 3¢ 514 25 -023 -5 458 31 458 31 442 37 473 30
oming 3.82 46 445 35 -063 -1 436 35 436 35 4.84 30 537 20
trict of Columbia 457 - 4.95 - -0.38 - 4.30 - 4.30 - 4.05 - 453 -

Note: The higher the score, the more favorable a slate's tax system is for business. All scores are for fisca! years.
Source: Tax Foundation
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the Ul tax. Not atl were triggered during 2008,
but states are penalized in this sub-index if they
are on the books.

Other Significant Issues

Five of the eight variables in this catch-all cazegory
of the sub-tndex deal with taxes levied on 1op of

Iable 7
Unemiployment Insurance Tax Index, 2006 - 201!

Change from

FY 2011 FY 2010 2010 to 2011 FY 2009 FY 2008 FY 2007 FY 2006

State Score Rank Score Rank Scere Rank Scere Rank Score Rank Score Rank  Score Rank
u.s. 5.00 - 5.00 - 0 - 5.00 - 5.00 - 5.00 - 5.00 —
_ Alabarna 572 10 551 16 0.21 6 556 14 556 14 562 12 6.23 4
. " Alaska 480 AN 479 29 000 -2 377 47 377 47 354 47 391 43
Arizona 6.34 2 6.41 2 -0.07 4] 6.41 2 6.41 2 6.50 3 591 12
Arkansas 525 18 541 17 -Q.168 -1 508 24 508 24 527 18 405 41
s California 5.52 14 5.55 14 —-0.03 0 5.47 16 5.47 16 5.51 15 550 20
Coiorado 528 17 532 20 -0.04 3 532 19 532 19 522 20 527 21
Connecticut 482 30 486 34 0.15 4 516 21 519 21 527 19 501 26
Delawara 5.86 8 563 13 Q.22 5 592 7 5.92 7 6.04 7 595 11
Florida 6.19 3 6.20 3 -0.01 v} 6.20 3 6.20 3 5.68 2 662 1
Georgia 5.16 22 5.21 22 -0.04 0 520 20 5.20 20 5.21 22 464 32
Hawaii 5.13 23 5.66 12 -053 -1 565 11 5.65 11 5.18 23 5.24 2
Idaho 3.83 48 3.98 48 -0.15 0 4.01 45 4.01 45 3.94 44 368 48
{llincis 4.34 41 4.14 46 0.20 5 4.26 43 4.26 43 4.21 42 434 37
indiana 5.58 12 5.67 11 -008 -1 5.62 13 5.62 13 5.66 10 6.05 7
lowa 4,74 a3 4.74 33 0.00 0 4.65 36 4.66 36 4.66 37 496 28
Kansas 5.86 7 5.91 5} -0.05 -1 5.84 8 5.84 8 5.77 9 572 15
Kentucky 469 34 463 36 0.06 2 352 48 3.52 48 347 48 335 48
5.89 5 579 8 (.09 3 5.77 10 577 10 5.82 2} 6.01 9

4.15 44 4.44 40 -029 -4 443 40 4.43 40 4.40 40 3.98 42

3.80 47 4.56 37 - 066 —10 4.79 3¢ 4.79 30 4.80 30 563 17

310 49 3.02 49 007 O 304 49 3.04 49 301 49 276 49

Michigan 412 45 415 45 - 0.04 0 400 48 400 46 392 45 418 40
Minnesota 4,49 39 4.56 38 -007 -1 452 34 4.52 39 4.52 39 455 35
Mississippi 5.98 4 5.99 4 -0.01 0 .07 5 6.07 5 6.15 5 6.58 2
Misscuri 5.75 9 587 7 -012 -2 6.15 4 6.15 4 6.1¢ 4 6.02 8
Montana 523 1% 529 21 - Q.06 2 536 18 536 18 521 21 516 24
Nebraska 5.56 13 5.54 15 0.02 2 5.63 12 5.63 12 5.42 17 573 14
Nevada 4.36 40 4.38 42 - .02 2 4.37 42 4.37 42 4.38 41 426 38
New Hampshire 458 38 4.47 3G 0.11 1 452 38 452 38 460 38 391 44
New Jersey 498 27 495 25 003 -2 507 25 507 25 513 24 489 27
New Meaxico 531 18 536 19 -0.05 3 546 17 5.46 17 562 13 560 18
Naw York 392 46 398 47 -0.06 1 4.03 44 403 44 374 48 362 47
North Carolina 5.89 6 5.92 5 -003 -1 6.00 6 6.00 6 6.0% [ 613 5
North Dakota 520 20 480 28 0.40 8 466 35 466 35 506 26 446 36
QOhio 566 11 5.69 10 -003 -1 556 15 556 15 566 11 588 13
: QOklahoma 6.58 1 6.52 1 0.06 Q 6.61 1 6.61 1 6.69 1 643 3
Qregon 465 37 479 30 -015 -7 482 28 482 29 473 32 477 30
Pennsylvania 427 42 441 41 -0.18 -1 508 23 508 23 511 25 571 16
’ Rhode Istand 286 50 280 80 0.06 a 258 50 258 50 241 50 233 5C
South Carolina 4,25 43 4.18 43 0.07 0 440 41 4.49 41 4.05 43 3.87 45
South Dakota 4.66 36 4.68 35 000 -1 4.58 37 4.58 37 4.73 33 470 31
Tennessee 467 35 477 32 -010 -3 477 3 477 3 479 31 460 33
Texas 5.44 15 5.77 9 -032 -6 5.80 9 5.80 <] 5585 14 606 6
Utah 507 24 495 24 012 0 4,95 27 496 27 490 28 521 23
Vermont 518 21 540 18 -021 -3 518 22 518 22 549 16 599 10
Virginia 483 29 4.17 44 066 15 4.84 28 484 28 488 29 51 25
Washington 500 25 490 26 0.10 1 469 34 469 34 470 36 424 39
Woest Virginia 4.77 32 4.79 31 -002 -1 4.75 33 4.75 33 4.72 35 457 34
Wisconsin 498 26 502 23 -004 -3 506 26 506 26 505 27 495 29
oming 493 28 486 27 007 -1 476 32 476 32 472 34 553 18
trict of Columbia 5.11 - 5.1 - 0.00 - 5.02 - 5.02 - 5.02 - 496 ~

ote: The highar the score, the more favorable a state's tax system is for business. All scores are for fiscal years.
Source: Tax Foundation
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HB 1247 - lllustration for Section 3

Assumptions:
Filing status - single, North Dakota taxpayer.
Income is all derived from taxpayer's business - no wage income, or income from other sources.

Sole Proprietorship Sub Chapter S Corporation - Single member ownership dj
Tax under existing statute: Tax under existing statute:
Federal Taxable Income S 100,000 Federal Taxable Income S 100,000
ND Taxable Income S 100,000 ND Taxable Income $ 100,000
55 g P AT
Tax at existing rates (2010} S 960 Tax at existing rates (2010) 5740 2,960
Tax under HB 1247: Tax under HB 1247;
Federal taxable income $ 100,000 Federal taxable income $ 100,000
60% exclusion {not applicable) 0 60% exclusion for passthrough income (60,000)
ND taxable income under HB 1247 ND taxable income under HB 1247 S 40,000
Tax under HB 1247 Tax under HB 1247 ‘ 55*“"‘%‘%30‘

)

Prepared by:

Mary Loftsgard, Associate Director, Tax Adminiatration
North Dakota Office of State Tax Commissioner
1/24/2011



