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Small Business Tax Index 2016:
Best to Worst State Tax Systems for Entrepreneurship and Small Business

As the old saying goes: the more you tax something, the less of it you get. Make no mistake,
taxes affect a wide array of decisions made by entrepreneurs, investors, managers and workers,
and therefore, have a real and substantive impact on the economy.

Tax increases at the federal level in recent years have raised costs and hurt the international
competitiveness of U.S. small businesses and entrepreneurs. But the issues of tax costs and
competitiveness do not stop at the federal level. State and local taxes affect decisions made by
entrepreneurs and businesses. And that’s the focus of SBE Council’s “Small Business Tax
Index 2016.”

Among the states, some are situated well from a competitive tax standpoint, with others moving
in the right direction. Consider that compared to last year’s report, 11 states have improved their
tax climates by reducing their personal or corporate income tax rates, or eliminating their death
tax:

* Arizona reduced its corporate income and capital gains tax rate.

» Hawaii reduced its personal income tax rate by allowing a temporary tax increase to expire.

* Indiana reduced its corporate income and capital gains tax rates.

» Maine reduced its individual income, capital gains and dividends tax rates.

» New Mexico reduced its corporate income and capital gains tax rates.

» New York reduced its corporate income and capital gains tax rates.

* North Carolina reduced its corporate income and capital gains tax rates.

* North Dakota reduced its personal and corporate income and capital gains tax rates.

* Ohio reduced its individual income, capital gains and dividends tax rates.

» Oklahoma reduced its individual income, capital gains and dividends tax rates.

* Tennessee Killed off the state’s death tax, and has reduced its income tax on interest and
dividends.

Assorted states have scheduled changes that will improve their tax climates for entrepreneurship,
business and investment in coming years. For example:



* Arizona. The state’s corporate income and capital gains tax rate will be phased down to 4.9 by
2017.

» Kansas. The state personal income, capital gains and dividend/interest tax rates will eventually
decline to 3.9 percent in 2018.

* North Carolina. If revenue targets are hit, the corporate income and capital gains tax rate will
decline to 3 percent in 2017.

* New Mexico. The state’s corporate income and capital gains tax rates are scheduled to be
phased down to 5.9 percent in 2018.

* New York. The state will begin a reduction in individual income tax rates in 2018. The top rate
will be cut to 6.85 percent in 2018, and remain at the level.

» Tennessee. The state began a phase out of its income tax on interest and dividends. It will be
eliminated in 2022.

When it comes to state and local taxes — as well as levies at the federal level — the direction that
policy should be pointed in is clear. Keep the overall tax burden low. Preferably, do no tax
income at all. If a state ranks poorly on the “Small Business Tax Index,” then tiny changes will
make little difference. While small steps are better than doing nothing and can stoke momentum
for additional reform, substantial reforms and reductions will help poor-ranking states make huge
leaps in their competitive standing. In the end, if the tax burden is light on economic risk taking,
then that will be good news for entrepreneurship, businesses, investment, economic and income
growth and job creation in each state.

The Small Business & Entrepreneurship Council’s “Small Business Tax Index 2016 ranks the
states from best to worst in terms of the costs of their tax systems on entrepreneurship and small
business. This year’s edition of the Index pulls together 25 different tax measures, and combines
those into one tax score that allows the 50 states to be compared and ranked.

The 25 measures are: 1) state’s top personal income tax rate, 2) state’s top individual capital
gains tax rate, 3) state’s top tax rate on dividends and interest, 4) state’s top corporate income tax
rate, 5) state’s top corporate capital gains tax rate, 6) any added income tax on S-Corporations, 7)
any added income tax on LLCs, 8) Section 179 expensing conformity, 9) average local personal
income tax rate, 10) whether or not the state imposes an alternative minimum tax on individuals,
11) whether or not the state imposes an alternative minimum tax on corporations, 12) whether or
not the state’s personal income tax brackets are indexed for inflation, 13) whether or not the
state’s corporate income tax brackets are indexed for inflation, 14) the progressivity of the state’s
personal income tax brackets, 15), the progressivity of the state’s corporate income tax brackets,
16) property taxes, 17) consumption-based taxes (i.e., sales, gross receipts and excise taxes), 18)
whether or not the state imposes a death tax, 19) unemployment taxes, 20) whether or not the
state has a tax limitation mechanism, 21) whether or not the state imposes an Internet access tax,
22) remote seller taxes, 23) gas tax, 24) diesel tax, and 25) wireless taxes.



The 15 best state tax systems are: 1) South Dakota, 2) Nevada, 3) Texas, 4) Wyoming, 5)
Washington, 6) Florida, 7) Alabama, 8) Ohio, 9) Colorado, 10) Alaska, 11) North Carolina, 12)
Indiana, 13) Arizona, 14) Michigan, and 15) Utah.

The 15 worst state tax systems are: 36) Wisconsin, 37) Arkansas, 38) Kentucky, 39) Maryland,
40) Nebraska, 41) Connecticut, 42) Maine, 43) Oregon, 44) Vermont, 45) New York, 46)
Hawaii, 47) lowa, 48) Minnesota, 49) New Jersey, and 50) California.

Following are the full “Small Business Tax Index 2016” rankings, followed by brief
descriptions of why each factor is included in the Index, and how it is measured.

Small Business Tax Index 2016: State Rankings

BTI BTI
Rank State Score Rank state Score
1 South Dakota 12.114 26 Georgia 45.614
2 Nevada 12.197 27 West Virginia 46.907
3 Texas 12.395 28 Pennsylvania 47.346
4 Wyoming 14.444 29 Illinois 47.419
5 Washington 18.846 30 Montana 48.762
6 Florida 23.581 31 Massachusetts 49.210
7 Alabama 30.279 32 New Hampshire 51.363
8 Ohio 32.159 33 Rhode Island 54.442
9 Colorado 32.607 34 Idaho 54.548
10 Alaska 34.622 35 Delaware 54,583
11 North Carolina 36.099 36 Wisconsin 54.746
12 Indiana 36.384 37 Arkansas 55.903
13 Arizona 36.417 38 Kentucky 57.251
14 Michigan 36.704 39 Maryland 57.344
15 Utah 37.717 40 Nebraska 57.933
16 North Dakota 38.877 41 Connecticut 65.467
17 Oklahoma 39.943 42 Maine 65.492
18 Mississippi 40.492 43 Oregon 66.979
19 Tennessee 40.867 44 Vermont 67.359
20 South Carolina 41.233 45 New York 67.613
21 Virginia 41.461 46 Hawaii 69.335
22 Louisiana 42.413 47 Iowa 70.423
23 Missouri 43.038 48 Minnesota 77.614
24 Kansas 45.128 49  New Jersey 79.359
25 New Mexico 45.190 50 California 84.547



» PERSONAL INCOME TAX. State personal income tax rates affect individual economic
decision-making in important ways. A high personal income tax rate raises the costs of working,
saving, investing, and risk taking. Personal income tax rates vary among states, therefore
affecting relative costs, and crucial economic decisions and activities. In fact, the personal
income tax influences business far more than generally assumed because some 94 percent of
businesses file taxes as individuals (e.g., sole proprietorship, partnerships and S-Corps.), and
therefore pay personal income taxes rather than corporate income taxes. Measurement in the
Small Business Tax Index: state’s top personal income tax rate.*

State Rankings of Top Personal Income Tax Rates

Rank state Top PIT Rank state Top PIT
1t Alaska 0.000 26 Iowa 5.424
1t Florida 0.000 27t Maryland 5.750
1t Nevada 0.000 27t North Carolina 5.750
1t New Hampshire 0.000 27t Virginia 5.750
1t South Dakota 0.000 30 Rhode Island 5.990
1t Tennessee 0.000 31t  Georgia 6.000
1t Texas 0.000 31t Kentucky 6.000
1t Washington 0.000 31t Missouri 6.000
1t Wyoming 0.000 34 West Virginia 6.500
10 North Dakota 2.900 35 Delaware 6.600
11 Alabama 3.020 36 Nebraska 6.840
12 Pennsylvania 3.070 37t  Arkansas 6.900
13 Indiana 3.300 37t  Montana 6.900
14 Louisiana 3.624 39 Connecticut 6.990
15 Illinois 3.750 40 South Carolina 7.000
16 Michigan 4.250 41 Maine 7.150
17 Arizona 4.540 42 Idaho 7.400
18 Kansas 4.600 43 Wisconsin 7.650
19 Colorado 4.630 44 Hawaii 8.250
20 New Mexico 4.900 45 New York 8.820
21 Ohio 4.997 46 Vermont 8.950
22t Mississippi 5.000 47 New Jersey 8.970
22t  Oklahoma 5.000 48 Minnesota 9.850
22t Utah 5.000 49 Oregon 9.900
25 Massachusetts 5.100 50 California 13.300

! Data Source: CCH Incorporated, 2016 State Tax Handbook, Federal of Tax Administrators at www.taxadmin.org,
Tax Foundation, and state specific sources. Note: Personal income tax rates reflect deductibility of federal income
taxes in certain states.
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 INDIVIDUAL CAPITAL GAINS TAX. One of the biggest obstacles that start-ups or
expanding businesses face is access to capital. State capital gains taxes, therefore, impact the
economy by directly affecting the rate of return on investment and entrepreneurship. Capital
gains taxes are direct levies on risk taking, or the sources of growth in the economy. High
capital gains taxes restrict access to capital, and help to restrain or redirect risk taking.
Measurement in the Small Business Tax Index: state’s top capital gains tax rate on individuals.?

State Rankings of Top Capital Gains Tax Rates

Rank state ICG Rate Rank state ICG Rate
1t Alaska 0.000 25t  Oklahoma 5.000
1t Florida 0.000 25t Utah 5.000
1t Nevada 0.000 28 Massachusetts 5.100
1t New Hampshire 0.000 29 Wisconsin 5.355
1t South Dakota 0.000 30 Vermont 5.370
1t Tennessee 0.000 31t Maryland 5.750
1t Texas 0.000 31t North Carolina 5.750
1t Washington 0.000 31t Virginia 5.750
1t Wyoming 0.000 34 Rhode Island 5.990
10 North Dakota 1.740 35t Georgia 6.000
11 New Mexico 2.450 35t Kentucky 6.000
12 Pennsylvania 3.070 35t Missouri 6.000
13 Indiana 3.300 38 West Virginia 6.500
14 Arizona 3.632 39 Delaware 6.600
15 Illinois 3.750 40 Nebraska 6.840
16 South Carolina 3.920 41 Connecticut 6.990
17 Alabama 4.000 42 Maine 7.150
18 Arkansas 4.140 43 Iowa 7.184
19 Michigan 4.250 44 Hawaii 7.250
20 Kansas 4.600 45 Idaho 7.400
21 Colorado 4.630 46 New York 8.820
22 Louisiana 4.800 47 New Jersey 8.970
23 Montana 4.900 48 Minnesota 9.850
24 Ohio 4.997 49 Oregon 9.900
25t Mississippi 5.000 50 California 13.300

2 Data Source: CCH Incorporated, 2016 State Tax Handbook, Federal of Tax Administrators at www.taxadmin.org,
Tax Foundation, and state specific sources. Note: Capital gains tax rates reflect deductibility of federal income taxes
in certain states.
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* INDIVIDUAL DIVIDENDS AND INTEREST TAX. Diminishing the returns on saving and
investment is counterproductive to economic growth. Quite simply, higher tax rates on dividends
and interest mean reduced resources and incentives for saving and investment, which in turn,
works against entrepreneurship, economic growth and job creation. Measurement in the Small
Business Tax Index: state’s top tax rate on dividends and interest earned.>

State Rankings of Top Dividends and Interest Tax Rates

Rank state PIDivInt Rank state PIDivInt
1t Alaska 0.000 26t Maryland 5.750
1t Florida 0.000 26t  North Carolina 5.750
1t Nevada 0.000 26t Virginia 5.750
1t South Dakota 0.000 29 Rhode Island 5.990
1t Texas 0.000 30t  Georgia 6.000
1t Washington 0.000 30t  Kentucky 6.000
1t Wyoming 0.000 30t  Missouri 6.000
8 North Dakota 2.900 33 West Virginia 6.500
9 Pennsylvania 3.070 34 Delaware 6.600
10 Indiana 3.300 35 Nebraska 6.840
11 Illinois 3.750 36t  Arkansas 6.900
12 Alabama 4.000 36t  Montana 6.900
13 Michigan 4.250 38 Connecticut 6.990
14 Arizona 4.540 39 South Carolina 7.000
15 Kansas 4.600 40 Maine 7.150
16 Colorado 4.630 41 Iowa 7.184
17 Louisiana 4.800 42 Idaho 7.400
18 New Mexico 4.900 43 Wisconsin 7.650
19 Ohio 4,997 44 Hawaii 8.250
20t Mississippi 5.000 45 New York 8.820
20t  New Hampshire 5.000 46 Vermont 8.950
20t  Oklahoma 5.000 47 New Jersey 8.970
20t Utah 5.000 48 Minnesota 9.850
20t  Tennessee 5.000 49 Oregon 9.900
25 Massachusetts 5.100 50 California 13.300

3 Data Source: CCH Incorporated, 2016 State Tax Handbook, Federal of Tax Administrators at www.taxadmin.org,
Tax Foundation, and state specific sources. Note: Personal income tax rates reflect deductibility of federal income
taxes in certain states.
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« CORPORATE INCOME TAX. State corporate income tax rates affect a broad range of
business decisions — most clearly decisions relating to investment and location — and obviously
make a difference in the bottom line returns of corporations. Measurement in the Small Business
Tax Index: state’s top corporate income tax rate.*

State Rankings of Top Corporate Income Tax Rates

Rank sState CIT Rate Rank sState CIT Rate
1t Nevada 0.000 25t Tennessee 6.500
1t Ohio 0.000 25t West Virginia 6.500
1t South Dakota 0.000 28 New Mexico 6.600
1t Texas 0.000 29 Montana 6.750
1t Washington 0.000 30t  Kansas 7.000
1t Wyoming 0.000 30t  Rhode Island 7.000
7 North Carolina 4.000 32 Idaho 7.400
8 Alabama 4.225 33 Oregon 7.600
9 North Dakota 4.310 34 Illinois 7.750
10 Colorado 4.630 35 Nebraska 7.810
11t Mississippi 5.000 36 Wisconsin 7.900
11t  South Carolina 5.000 37 Massachusetts 8.000
11t Utah 5.000 38 New York 8.164
14 Missouri 5.156 39 Maryland 8.250
15 Louisiana 5.200 40t  New Hampshire 8.500
16t  Arizona 5.500 40t  Vermont 8.500
16t Florida 5.500 42 Delaware 8.700
18t  Georgia 6.000 43 California 8.840
18t  Kentucky 6.000 44 Maine 8.930
18t  Michigan 6.000 45t  Connecticut 9.000
18t  Oklahoma 6.000 45t New Jersey 9.000
18t  Virginia 6.000 47 Alaska 9.400
23 Indiana 6.250 48 Minnesota 9.800
24 Hawaii 6.400 49 Iowa 9.900
25t Arkansas 6.500 50 Pennsylvania 9.990

4 Data Source: CCH Incorporated, 2016 State Tax Handbook, the Federation of Tax Administrators, Tax Foundation
and state specific sources. Note: Corporate income tax rates reflect deductibility of federal income taxes in certain
states.



* CORPORATE CAPITAL GAINS TAX. Again, access to capital is an enormous obstacle for
businesses, and state capital gains taxes affect the economy by directly reducing the rate of return
on investment and entrepreneurship. High capital gains taxes — including on corporate capital
gains — restrict access to capital, and help to restrain or redirect risk taking. Measurement in the
Small Business Tax Index: state’s top capital gains tax rate on corporations.5

State Rankings of Top Corporate Capital Gains Tax Rates

Rank sState CCG Rate Rank sState CCG Rate
1t Nevada 0.000 26 Arkansas 6.500
1t Ohio 0.000 27t Tennessee 6.500
1t South Dakota 0.000 27t West Virginia 6.500
1t Texas 0.000 29 New Mexico 6.600
1t Washington 0.000 30 Montana 6.750
1t Wyoming 0.000 31t  Kansas 7.000
7t Hawaii 4.000 31t  Rhode Island 7.000
7t North Carolina 4.000 33 Idaho 7.400
9 Alabama 4.225 34 Oregon 7.600
10 North Dakota 4.310 35 Illinois 7.750
11 Alaska 4.500 36 Nebraska 7.810
12 Colorado 4.630 37 Wisconsin 7.900
13t Mississippi 5.000 38 Massachusetts 8.000
13t South Carolina 5.000 39 New York 8.164
13t Utah 5.000 40 Maryland 8.250
16 Missouri 5.156 41t  New Hampshire 8.500
17 Louisiana 5.200 41t Vermont 8.500
18t  Arizona 5.500 43 Delaware 8.700
18t  Florida 5.500 44 California 8.840
20t  Georgia 6.000 45 Maine 8.930
20t Kentucky 6.000 46t Connecticut 9.000
20t Michigan 6.000 46t  New Jersey 9.000
20t Oklahoma 6.000 48 Minnesota 9.800
20t Virginia 6.000 49 Iowa 9.900
25 Indiana 6.250 50 Pennsylvania 9.990

5 Data Source: CCH Incorporated, 2016 State Tax Handbook, Federal of Tax Administrators at www.taxadmin.org,
Tax Foundation, and state specific sources. Note: Capital gains tax rates reflect deductibility of federal income taxes
in certain states.
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» Additional Income Tax on S-Corporations. Subchapter S-Corporations allow income to pass
through to be taxed at the individual level. Most states recognize S Corporations, but a few
either tax such businesses like other corporations or impose an added tax. Such a tax raises
costs, restrains investment, and hurts state competitiveness. Measurement in the Small Business
Tax Index: additional income tax imposed on S-Corps beyond the top personal income tax rate.®

* Additional Income Tax on LLCs. LLCs allow certain businesses to adopt the benefits of a
corporation, while allowing income to pass through to be taxed at the individual level. Most
states recognize LLCs, but a few either tax such businesses like other corporations or impose
some added tax. Such an additional income tax raises costs, restrains investment, and hurts the
state’s competitiveness. Measurement in the Small Business Tax Index: additional income tax
imposed on LLCs beyond the top personal income tax rate.’

* Section 179 Expensing Conformity. Expensing allows businesses to write off the full cost of
capital expenditures in the year in which such investments are made. Expensing is an economic
principle that provides an accurate reflection of a firm’s expenses, while the alternative of
depreciation is a part accounting, part political process that effectively accelerates an enterprise’s
tax liability. At the federal level, under Section 179 of the tax code, small businesses can expense
capital expenditures up to $500,000 in a year, with the expensing option phased out between $2
million and $2.5 million in total capital expenditures. The expensing and phase-out levels are
indexed for inflation starting in 2016. As for the states, the question is: Do the states conform to
the federal small business expensing rules? Measurement in the Small Business Tax Index: score
ranges from “0” for states in full compliance with the federal $500,000 expensing level to “3”
for states that offer no expensing level.®

* Average Local Personal Income Tax Rate. As is the case with state and federal levies, local
income taxes affect individual economic decision-making in important ways. A high personal
income tax rate raises the costs of working, saving, investing, and risk taking. Such an additional
income tax raises costs, restrains investment, and hurts competitiveness. Measurement in the
Small Business Tax Index: average additional income tax rate imposed in the largest city and
capital city in each state.®

* Individual Alternative Minimum Tax. The individual alternative minimum tax (AMT)
imposes a minimum tax rate that must be paid by individuals, regardless the tax credits or
deductions taken. The AMT diminishes the effectiveness of potentially positive, pro-growth tax
relief measures, while also raising the costs of tax compliance. Measurement in the Small
Business Tax Index: state individual alternative minimum tax (states imposing an individual
AMT receive a score of “1” and states that do not receive a score of “0”).*°

¢ Data Source: CCH Incorporated, 2016 State Tax Handbook, and state specific sources.

7 Data Source: CCH Incorporated, 2016 State Tax Handbook, and “State Tax Treatment of Limited Liability
Companies and Limited Liability Partnerships,” Journal of Multistate Taxation and Incentives, May 2014.

8 Data Source: Jared Walczak, “Consistent and Predictable Business Deductions: State Conformity with Section 179
Deductions,” Fiscal Fact No. 448, Tax Foundation, January 2015.

° Data Source: Tax Foundation, “2016 State Business Tax Climate Index.”

10 Data Source: CCH Incorporated, 2016 State Tax Handbook, and state specific sources.
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e Corporate Alternative Minimum Tax. The corporate alternative minimum tax (AMT)
imposes a minimum tax rate that must be paid by corporations, regardless of the available tax
credits or deductions taken. Again, the AMT diminishes the effectiveness of potentially positive,
pro-growth tax relief measures, and hikes compliance costs, in particular by forcing firms to
effectively calculate their taxes under two tax codes. Measurement in the Small Business Tax
Index: state corporate alternative minimum tax (states imposing an individual AMT receive a
score of “1” and states that do not receive a score of “0”). 11

* Indexing Personal Income Tax Brackets. Indexing income tax brackets ensures that inflation
does not push individuals into higher tax brackets. Without such indexation, one can be pushed
into a higher tax bracket without any increases in real income. Measurement in the Small
Business Tax Index: state indexing of personal income tax rates (states indexing their personal
income tax rates receive a score of “0” and states that do not receive a score of “1”).*?

* Indexing Corporate Income Tax Brackets. As noted above, indexing income tax brackets for
inflation is a positive measure ensuring that inflation does not push corporations into higher tax
brackets. Without such indexation, a firm can be pushed into a higher tax bracket without any
increases in real income. Measurement in the Small Business Policy Index: state indexing of
corporate income tax rates (states indexing their corporate income tax rates receive a score of
“0” and states that do not receive a score of “1”)."?

* Personal Income Tax Progressivity. Progressive taxation means that as one’s income rises,
so does the marginal tax rate paid on additional earnings. Progressivity effectively punishes
economic success, and therefore, also punishes and discourages the important and risky
endeavors that create economic growth and jobs. Measurement in the Small Business Tax Index:
progressivity of personal income tax rates measured by the difference between the top tax rate
and the bottom tax rate.**

* Corporate Income Tax Progressivity. As noted previously, progressive taxation means that
as income rises, so does the marginal tax rate paid on additional earnings. Progressivity
effectively punishes economic success, and therefore, also punishes and discourages the
important and risky endeavors that create economic growth and jobs. Measurement in the Small
Business Tax Index: progressivity of corporate income tax rates measured by the difference
between the top tax rate and the bottom tax rate.’®

' Data Source: CCH Incorporated, 2016 State Tax Handbook, and state specific sources.
12 Data Source: CCH Incorporated, 2016 State Tax Handbook, and state specific sources.
13 Data Source: CCH Incorporated, 2016 State Tax Handbook, and state specific sources.
14 Data Source: CCH Incorporated, 2016 State Tax Handbook, and state specific sources.
15 Data Source: CCH Incorporated, 2016 State Tax Handbook, and state specific sources.
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* PROPERTY TAXES. Property taxes influence decisions as to where businesses,
entrepreneurs and employees choose to locate, as well as decisions relating to investments in
business facilities and homes. Measurement in the Small Business Tax Index: state and local
property taxes (2012-13 property taxes as a share of personal income).*®

State Rankings of State and Local Property Taxes

(Property Taxes as a Share of Personal Income)

Rank State PropTax Rank State PropTax
1 Oklahoma 1.418 26 Virginia 2.921
2 Alabama 1.513 27 Florida 2.942
3 Arkansas 1.804 28 Ohio 2.982
4 Delaware 1.841 29 Pennsylvania 2.990
5 New Mexico 1.942 30 South Carolina 3.035
6 Kentucky 2.034 31 Kansas 3.215
7 Louisiana 2.080 32 Oregon 3.259
8 North Dakota 2.097 33 Minnesota 3.263
9 Hawaii 2.128 34 Michigan 3.369
10 Tennessee 2.132 35 Iowa 3.463
11 West Virginia 2.269 36 Texas 3.560
12 North Carolina 2.390 37 Nebraska 3.565
13 Missouri 2.423 38 Montana 3.616
14 Nevada 2.478 39 Massachusetts 3.660
15 Idaho 2.490 40 Alaska 3.734
16 Indiana 2.527 41 Wyoming 4.194
17 Utah 2.605 42 Illinois 4.263
18 Mississippi 2.673 43 Wisconsin 4.312
19 Georgia 2.688 44 Connecticut 4.387
20 Arizona 2.745 45 New York 4,651
21 South Dakota 2.748 46 Maine 4.820
22 California 2.835 47 Rhode Island 4.943
23 Washington 2.844 48 Vermont 5.202
24 Colorado 2.852 49 New Hampshire 5.324
25  Maryland 2.861 50  New Jersey 5.413

16 2012-13 latest state and local numbers available from the U.S. Bureau of the Census, U.S. Department of
Commerce.
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* SALES, GROSS RECEIPTS AND EXCISE TAXES. State and local sales, gross receipts
and excise taxes impact the economic decisions of individuals, families, and businesses. High
consumption-based taxes can re-direct consumer purchases, and, especially if combined with
other levies like income and property taxes, can serve as real disincentives to productive
economic activity. In addition, gross receipts taxes present problems because, unlike other
consumption-based levies, they are largely hidden from the view of consumers, and therefore,
are easier to increase. Measurement in the Small Business Tax Index: state and local sales, gross
receipts and excise taxes (2012-13 sales, gross receipts and excise taxes [less revenues from
motor fuel taxes, since gas and diesel tax rates are singled out in the Index] as a share of

personal income).t’

State Rankings of State and Local Sales, Gross Receipts and Excise Taxes
(Sales, Gross Receipts and Excise Taxes as a Share of Personal Income)

Rank sState SGRETax
1 Oregon 0.817
2 Montana 0.892
3 Delaware 0.939
4 New Hampshire 1.200
5 Alaska 1.342
6 Massachusetts 1.881
7 Virginia 1.960
8 Maryland 2.367
9 New Jersey 2.407
10 Wisconsin 2.679
11 Nebraska 2.705
12 Idaho 2.706
13 South Carolina 2.707
14 Iowa 2.746
15 North Carolina 2.778
16 Pennsylvania 2.782
17 Connecticut 2.815
18 Missouri 2.849
19 Illinois 2.934
20 Maine 2.946
21 Rhode Island 2.982
22 Michigan 2.994
23 Georgia 3.027
24 Ohio 3.030
25 Kentucky 3.052

Rank sState
26 Colorado
27 Utah

28 California
29 Vermont
30 Wyoming

31 Minnesota
32 Oklahoma
33 Kansas

34 West Virginia
35 New York

36 Alabama

37 South Dakota

38 Texas
39 Indiana
40 Florida

41 Tennessee
42 Arizona

43 Mississippi
44 Arkansas

45 North Dakota

46 Louisiana
47 New Mexico
48 Washington
49 Nevada

50 Hawaii

SGRETax
3.143
3.146
3.163
3.188
3.190
3.384
3.465
3.468
3.529
3.551
3.661
3.815
3.829
3.866
3.889
4.008
4.210
4.236
4.420
4.508
4.589
4.718
5.245
5.525
6.685

172012-13 latest state and local numbers available from the U.S. Bureau of the Census, U.S. Department of

Commerce.
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» Death Taxes. The federal government levies a death tax, but so do various states. Death taxes
have several problems. In terms of fairness, individuals pay a staggering array of taxes,
including on business earnings, over a lifetime, but then are socked with another tax on the total
assets at death. High state death taxes offer incentives to move investment and business ventures
to less taxing climates; foster wasteful expenditures on tax avoidance, estate planning and
insurance; and force many businesses to be sold, borrowed against or closed down.
Measurement in the Small Business Tax Index: state death taxes (states levying estate or
inheritance taxes receive a score of “5” and states that do not receive a score of “0”).*

18 Data Source: “McGuireWoods LLP State Death Tax Chart,” McGuireWoods LLP, February 28, 2016.
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* UNEMPLOYMENT RATE TAXES. The unemployment tax on wages is another burden on
entrepreneurs and business. High state unemployment tax rates increase the relative cost of labor
versus capital, and provide incentives for labor-intensive businesses to flee from high-tax states
to low-tax states. Measurement in the Small Business Tax Index: unemployment tax rate is
adjusted as follows: maximum state tax rate applied to state unemployment tax wage base, with
that amount as a share of the state average wage.'®

State Rankings of Adjusted Unemployment Taxes
(Maximum State Tax Rate Applied to State Wage Base and Then Taken as a Share of State Average Pay)

Rank State UnempTax Rank State UnempTax
1 California 0.81 26 West Virginia 2.38
2 Florida 0.90 27 Kentucky 2.47
3 Virginia 1.03 28 Illinois 2.66
4 Georgia 1.15 29 North Carolina 2.89
5 Nebraska 1.18 30 Massachusetts 2.90
6 Louisiana 1.19 31 Missouri 2.96
7 Arizona 1.22 32 Delaware 3.06
8 Alabama 1.39 33 Vermont 3.09
9 Maryland 1.43 34t  Nevada 3.55
10 Texas 1.49 34t New Mexico 3.55
11 New York 1.68 36 South Dakota 3.82
12 Indiana 1.73 37 Alaska 3.87
13 Ohio 1.76 38 Wisconsin 3.92
14 New Hampshire 1.78 39 Oregon 4.11
15 Connecticut 1.85 40 New Jersey 4.15
16 Colorado 1.93 41 Rhode Island 4.48
17 Maine 1.95 42 Montana 4.53
18 Kansas 2.11 43 Washington 4.68
19 Mississippi 2.12 44 Idaho 4.89
20 South Carolina 2.13 45 Iowa 4.98
21 Pennsylvania 2.14 46 Hawaii 5.13
22 Arkansas 2.15 47 Utah 5.25
23 Michigan 2.17 48 Wyoming 5.50
24 Tennessee 2.21 49 Minnesota 5.65
25 Oklahoma 2.29 50 North Dakota 7.83

1 Data Source: Latest data from the U.S. Bureau of Labor Statistics, including “Significant Provisions of State
Unemployment Insurance Laws.”
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* Tax Limitation States. Requiring supermajority votes from elected officials and/or approval
from voters in order to increase or impose taxes, serve as checks on the growth of taxes and
government in general. Those are positives for entrepreneurship, small business and the state’s
overall economic climate. Measurement in the Small Business Tax Index: tax limitation status
(states without some form of tax limitation check receive a score of “l,” and states with some
kind of substantive tax limitation check receive a score of “0”).%"

* Internet Taxes. The Internet serves as a tremendous boost to economic growth and a great
expansion of economic opportunity. For small businesses, the Internet allows for greater access
to information and markets. Indeed, the Internet gives smaller enterprises access to global
markets that they might not have had in the past. Unfortunately, some states have chosen to
impose sales taxes on Internet access. Measurement in the Small Business Tax Index: Internet

access tax (states without such a sales access tax score “0,” and states with such taxes score
ul »» '2]

* Remote Seller Taxes. A remote seller tax (called “Amazon taxes” in previous reports)
requires that out-of-state businesses collect sales taxes imposed by in-state governmental entities.
This is an added cost and tax on a host of entrepreneurs and small businesses operating online.
Measurement in the Small Business Tax Index: Remote seller tax (states without such a sales tax
score “0,” and states with such a tax score “1”).%

20 Source: National Conference of State Legislatures at www.ncsl.org.

2l Jeffrey Stupak, “The Internet Tax Freedom Act: In Brief,” Congressional Research Service, April 13, 2016.

22 Data Sources: Joseph Henchman, “The Marketplace Fairness Act,” Tax Foundation, July 2014, and state-based
sources.

16



* GAS TAX. Every business is affected by the costs of operating motor vehicles — from trucking
firms to the home-based business paying for delivery services. State government directly
impacts these costs through taxes on motor fuels. Measurement in the Small Business Tax Index:
state gas tax (dollars per gallon).”

State Rankings of State Gas Taxes

(Dollars Per Gallon of Gasoline)

Rank State GasTax Rank State GasTax
1 Alaska 0.123 26 Minnesota 0.286
2 New Jersey 0.145 27 Utah 0.294
3 South Carolina 0.168 28t  South Dakota 0.300
4 Oklahoma 0.170 28t  Maine 0.300
5 Missouri 0.173 30 Vermont 0.305
6 Mississippi 0.188 31 Indiana 0.307
7 New Mexico 0.189 32 Georgia 0.310
8 Arizona 0.190 33t Illinois 0.311
ot Texas 0.200 33t Oregon 0.311
ot Louisiana 0.200 35 Michigan 0.315
11 Alabama 0.209 36t  Idaho 0.320
12 Tennessee 0.214 36t  Iowa 0.320
13 Arkansas 0.218 38 Maryland 0.326
14 Colorado 0.220 39 Wisconsin 0.329
15 Virginia 0.223 40 West Virginia 0.332
16t  Delaware 0.230 41 Nevada 0.339
16t  North Dakota 0.230 42 Rhode Island 0.340
18 New Hampshire 0.238 43 North Carolina 0.353
19t  wyoming 0.240 44 Florida 0.366
19t  Kansas 0.240 45 Connecticut 0.379
21 Kentucky 0.260 46 California 0.404
22 Massachusetts 0.265 47 Hawaii 0.420
23 Nebraska 0.277 48 New York 0.423
24 Montana 0.278 49 Washington 0.445
25 Ohio 0.280 50 Pennsylvania 0.503

23 Data Source: “State Motor Fuel Taxes: Notes Summary,” April 1, 2016, American Petroleum Institute.
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* DIESEL TAX. Again, every business is affected by the costs of operating motor vehicles, and
state government directly impacts these costs through taxes on motor fuels. Measurement in the
Small Business Tax Index: state diesel tax (dollars per gallon).**

State Rankings of State Diesel Taxes
(Dollars Per Gallon of Diesel Fuel)

Rank sState DieselTax Rank sState DieselTax
1 Alaska 0.128 26 Montana 0.285
2 Oklahoma 0.140 27t Nevada 0.286
3 South Carolina 0.168 27t Minnesota 0.286
4 Missouri 0.173 29 Utah 0.294
5 New Jersey 0.175 30 South Dakota 0.300
bt Mississippi 0.184 31 Oregon 0.304
bt Tennessee 0.184 32 Maine 0.312
8t Texas 0.200 33t Idaho 0.320
8t Louisiana 0.200 33t Vermont 0.320
10 Colorado 0.205 35 Illinois 0.326
11 Alabama 0.219 36 Wisconsin 0.329
12 Delaware 0.220 37 West Virginia 0.332
13 Arkansas 0.228 38 Maryland 0.334
14 New Mexico 0.229 39 Iowa 0.335
15t Kentucky 0.230 40t Florida 0.338
15t  North Dakota 0.230 40t  California 0.338
17 New Hampshire 0.238 42 Rhode Island 0.340
18 Wyoming 0.240 43 Georgia 0.347
19t  Kansas 0.260 44 North Carolina 0.353
19t Virginia 0.260 45 Indiana 0.384
21 Massachusetts 0.265 46 Hawaii 0.396
22 Arizona 0.270 47 New York 0.411
23 Nebraska 0.271 48 Washington 0.445
24 Michigan 0.274 49 Connecticut 0.503
25 Ohio 0.280 50 Pennsylvania 0.640

24 Data Source: “State Motor Fuel Taxes: Notes Summary,” April 1, 2016, American Petroleum Institute.
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* Wireless Tax. Wireless users — entrepreneurs, small businesses, families and individuals — face
high and discriminatory taxes across much of the nation. Such taxes impede investment in
wireless infrastructure, hit low and middle-income earners hard, discourage deployment and
adoption of broadband services, and are an additional cost on entrepreneurs. Measurement in the
Small Business Tax Index: wireless state and local sale tax rate.”

25 Source: Scott Mackey and Joseph Henchman, “Record High Taxes and Fees on Wireless Consumers in 2015,”
Tax Foundation, November 2015.
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Small Business Tax Index 2016: Details

Top Ind Top Corp Added S-
Top PIT CapGains Top CIT CapGains Corp.
State Rate Rate PIDivInt Rate Rate Rate
Alabama 3.020 4.000 4.000 4.225 4.225 0.000
Alaska 0.000 0.000 0.000 9.400 4.500 0.000
Arizona 4.540 3.632 4.540 5.500 5.500 0.000
Arkansas 6.900 4.140 6.900 6.500 6.500 0.000
California 13.300 13.300 13.300 8.840 8.840 1.500
Colorado 4.630 4.630 4.630 4.630 4.630 0.000
Connecticut 6.990 6.990 6.990 9.000 9.000 0.000
Delaware 6.600 6.600 6.600 8.700 8.700 0.000
Florida 0.000 0.000 0.000 5.500 5.500 0.000
Georgia 6.000 6.000 6.000 6.000 6.000 0.000
Hawaii 8.250 7.250 8.250 6.400 4.000 0.000
Idaho 7.400 7.400 7.400 7.400 7.400 0.000
Illinois 3.750 3.750 3.750 7.750 7.750 1.500
Indiana 3.300 3.300 3.300 6.250 6.250 0.000
Iowa 5.424 7.184 7.184 9.900 9.900 0.000
Kansas 4.600 4.600 4.600 7.000 7.000 0.000
Kentucky 6.000 6.000 6.000 6.000 6.000 0.750
Louisiana 3.624 4.800 4.800 5.200 5.200 4.832
Maine 7.150 7.150 7.150 8.930 8.930 0.000
Maryland 5.750 5.750 5.750 8.250 8.250 0.000
Massachusetts 5.100 5.100 5.100 8.000 8.000 2.850
Michigan 4.250 4.250 4.250 6.000 6.000 0.000
Minnesota 9.850 9.850 9.850 9.800 9.800 0.000
Mississippi 5.000 5.000 5.000 5.000 5.000 0.000
Missouri 6.000 6.000 6.000 5.156 5.156 0.000
Montana 6.900 4.900 6.900 6.750 6.750 0.000
Nebraska 6.840 6.840 6.840 7.810 7.810 0.000
Nevada 0.000 0.000 0.000 0.000 0.000 0.000
New
Hampshire 0.000 0.000 5.000 8.500 8.500 8.500
New Jersey 8.970 8.970 8.970 9.000 9.000 0.000
New Mexico 4.900 2.450 4.900 6.600 6.600 0.000
New York 8.820 8.820 8.820 8.164 8.164 0.000
North Carolina 5.750 5.750 5.750 4.000 4.000 0.000
North Dakota 2.900 1.740 2.900 4.310 4.310 0.000
Ohio 4,997 4.997 4.997 0.000 0.000 0.000
Oklahoma 5.000 5.000 5.000 6.000 6.000 0.000
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Oregon
Pennsylvania

Rhode Island
South
Carolina

South Dakota
Tennessee
Texas

Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

9.900
3.070
5.990

7.000
0.000
0.000
0.000
5.000
8.950
5.750
0.000
6.500
7.650
0.000

9.900
3.070
5.990

3.920
0.000
0.000
0.000
5.000
5.370
5.750
0.000
6.500
5.355
0.000
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9.900
3.070
5.990

7.000
0.000
5.000
0.000
5.000
8.950
5.750
0.000
6.500
7.650
0.000

7.600
9.990
7.000

5.000
0.000
6.500
0.000
5.000
8.500
6.000
0.000
6.500
7.900
0.000

7.600
9.990
7.000

5.000
0.000
6.500
0.000
5.000
8.500
6.000
0.000
6.500
7.900
0.000

0.000
0.000
0.000

0.000
0.000
6.500
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000



Small Business Tax Index 2016: Details (continued)

State
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska

Nevada
New
Hampshire

New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma

Added
LLC Rate

0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
1.500
0.000
0.000
0.000
0.750
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000

8.500
0.000
0.000
0.000
0.000
0.000
0.000
0.000

Sect 179
0.000
0.000
2.000
2.500
2.500
0.000
0.000
0.000
2.000
0.000
2.500
0.000
0.000
2.500
0.000
0.000
2.500
0.000
0.000
2.500
0.000
0.000
2.000
0.000
0.000
0.000
0.000
0.000

2.500
2.500
0.000
0.000
0.000
0.000
0.000
0.000

Avg

Local PIT
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Rate
0.500
0.000
0.000
0.000
0.000
0.000
0.000
0.630
0.000
0.000
0.000
0.000
0.000
1.560
0.450
0.000
2.100
0.000
0.000
2.900
0.000
1.750
0.000
0.000
0.500
0.000
0.000
0.000

0.000
0.500
0.000
2.110
0.000
0.000
2.250
0.000

Indiv.
AMT
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Oregon
Pennsylvania

Rhode Island
South
Carolina

South Dakota
Tennessee
Texas

Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

0.000
0.000
0.000

0.000
0.000
6.500
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000

0.000
0.000
0.000

0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
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Small Business Tax Index 2016: Details (continued)

State
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Towa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska

Nevada
New
Hampshire

New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio

CIT Rate
Index

0

oOoHr OO H OO0 O0OH+HMEFMHEMBHHOOOHOOOHOORK O H

O r OO+~ +» O

PIT
Progressivity

1.220
0.000
1.950
6.000
12.300
0.000
3.990
4.400
0.000
5.000
6.850
5.800
0.000
0.000
5.100
1.900
4.000
1.824
1.350
3.750
0.000
0.000
4.500
2.000
4.500
5.900
4.380
0.000

0.000
7.570
3.200
4.820
0.000
1.800
4.502
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CIT
Progressivity

0.000
8.400
0.000
5.500
0.000
0.000
2.500
0.000
0.000
0.000
2.000
0.000
0.000
0.000
4.350
3.000
2.000
1.800
5.430
0.000
0.000
0.000
0.000
2.000
0.000
0.000
2.230
0.000

0.000
2.500
1.800
0.000
0.000
2.900
0.000

Property
Taxes

1.513
3.734
2.745
1.804
2.835
2.852
4.387
1.841
2.942
2.688
2.128
2.490
4.263
2.527
3.463
3.215
2.034
2.080
4.820
2.861
3.660
3.369
3.263
2.673
2.423
3.616
3.565
2.478

5.324

5.413
1.942
4.651
2.390
2.097
2.982

Sales,
Gross
Rec &
Excise

3.661
1.342
4.210
4.420
3.163
3.143
2.815
0.939
3.889
3.027
6.685
2.706
2.934
3.866
2.746
3.468
3.052
4.589
2.946
2.367
1.881
2.994
3.384
4.236
2.849
0.892
2.705
5.525

1.200

2.407
4.718
3.551
2.778
4.508
3.030



Oklahoma
Oregon
Pennsylvania

Rhode Island
South
Carolina

South Dakota
Tennessee
Texas

Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
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4.350
4.900
0.000
2.240

4.000
0.000
0.000
0.000
0.000
5.400
3.750
0.000
3.500
3.650
0.000

25

0.000
1.000
0.000
0.000

0.000
0.000
0.000
0.000
0.000
2.500
0.000
0.000
0.000
0.000
0.000

1.418
3.259
2.990
4.943

3.035

2.748
2.132
3.560
2.605
5.202
2.921
2.844
2.269
4.312
4.194

3.465
0.817
2.782
2.982

2.707

3.815
4.008
3.829
3.146
3.188
1.960
5.245
3.529
2.679
3.190



Small Business Tax Index 2016: Details (continued)

State
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska

Nevada
New
Hampshire

New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma

Death/Inheritance
Taxes
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Unemp.
Tax

1.39
3.87
1.22
2.15
0.81
1.93
1.85
3.06
0.90
1.15
5.13
4.89
2.66
1.73
4.98
2.11
2.47
1.19
1.95
1.43
2.90
2.17
5.65
2.12
2.96
4.53
1.18
3.55

1.78

4.15
3.55
1.68
2.89
7.83
1.76
2.29
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Oregon
Pennsylvania

Rhode Island
South
Carolina

South Dakota
Tennessee
Texas

Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
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4.11
2.14
4.48

2.13

3.82
2.21
1.49
5.25
3.09
1.03
4.68
2.38
3.92
5.50
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Small Business Tax Index 2016: Details (continued)
Wireless

State
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska

Nevada
New
Hampshire

New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon

Gas Tax
0.209
0.123
0.190
0.218
0.404
0.220
0.379
0.230
0.366
0.310
0.420
0.320
0.311
0.307
0.320
0.240
0.260
0.200
0.300
0.326
0.265
0.315
0.286
0.188
0.173
0.278
0.277
0.339

0.238
0.145
0.189
0.423
0.353
0.230
0.280
0.170
0.311

Diesel
Tax

0.219
0.128
0.270
0.228
0.338
0.205
0.503
0.220
0.338
0.347
0.396
0.320
0.326
0.384
0.335
0.260
0.230
0.200
0.312
0.334
0.265
0.274
0.286
0.184
0.173
0.285
0.271
0.286

0.238
0.175
0.229
0.411
0.353
0.230
0.280
0.140
0.304
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Tax
0.098
0.127
0.120
0.143
0.116
0.108
0.074
0.063
0.147
0.092
0.076
0.022
0.175
0.111
0.087
0.135
0.106
0.073
0.074
0.127
0.089
0.083
0.095
0.091
0.148
0.061
0.185
0.020

0.082
0.089
0.112
0.179
0.086
0.123
0.084
0.109
0.018

BTI
Score

30.279
34.622
36.417
55.903
84.547
32.607
65.467
54.583
23.581
45.614
69.335
54.548
47.419
36.384
70.423
45.128
57.251
42.413
65.492
57.344
49.210
36.704
77.614
40.492
43.038
48.762
57.933
12.197

51.363

79.359
45.190
67.613
36.099
38.877
32.159
39.943
66.979



Pennsylvania 0.503 0.640 0.141 47.346

Rhode Island 0.340 0.340 0.147 54.442
ggféﬂna 0.168 0.168 0.106 41.233
South Dakota 0.300 0.300 0.131 12.114
Tennessee 0.214 0.184 0.120 40.867
Texas 0.200 0.200 0.115 12.395
Utah 0.294 0.294 0.128 37.717
Vermont 0.305 0.320 0.085 67.359
Virginia 0.223 0.260 0.066 41.461
Washington 0.445 0.445 0.187 18.846
West Virginia 0.332 0.332 0.064 46.907
Wisconsin 0.329 0.329 0.072 54.746
Wyoming 0.240 0.240 0.080 14.444
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