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Executive summary

This study presents detailed, state-by-state estimates of the state
and local taxes paid by businesses for fiscal year 2009, and is the
eighth annual report prepared by Ernst & Young LLP in conjunction
with the COST. In addition to presenting tax estimates for the most
recent fiscal year, the study also examines business taxes over the
past business cycle and describes the impact of the recession on
state and local business tax collections.

The level of tax collections in FY20009 reflects the impact of

the recession on businesses and individuals. Businesses paid
US$590 billion of state and local taxes in FY2009, a decline of
3.5% compared to FY2008 attributable to the recession that
started in December 2007 rather than legislated tax reductions.
Income-based taxes led the decline: corporate income taxes,

which decreased 4.7% in FY2008, fell by 13.0% in FY2009, and
individual income taxes on pass-through income declined by 14.1%
in FY2009. In many states, the decline in tax collections has left
gaping budget deficits and forced legislators to make tough choices
between raising taxes and reducing government spending.

This study estimates the current level of total taxes paid by
businesses to state and local governments. These include business
property taxes, sales and excise taxes paid by businesses on

their input purchases, gross receipts taxes, corporate income

and franchise taxes, business and corporate license taxes,
unemployment insurance taxes, individual income taxes paid by
owners of noncorporate (pass-through) businesses and other state
and local taxes that are the statutory liability of business taxpayers.

The state-by-state business tax estimates reveal significant
variation in the level of state and local taxes paid by business across
the states relative to economic activity and government services
benefiting businesses.

Key findings of the study include:

After growing by 3.4% in FY2008, state and local business taxes
decreased by 3.5% in FY2009. Total state and local taxes fell
by 4.2%.

Property taxes on business property increased 2.7% this year,
totaling US$215.3 billion in FY2009, which is equivalent to
36.5% of total state and local business taxes. Sales tax on
business inputs and capital equipment totaled US$126.9 billion,
or 21.5% of business taxes, which is a decrease of 4.7% from
FY2008. The property tax and a significant portion of sales taxes
paid by business are taxes on capital invested within a state.

Although the corporate income tax has been the focus of
significant debate in a number of state legislatures during
recent years, FY2009 collections were US$50.6 billion, only
8.6% of total state and local business taxes or 14.2% of state
taxes on business.

Due to the decline in income taxes, indirect taxes (taxes not
based on income) represent a larger share of the total state and
local tax burden than in recent years.

The estimated value of public services directly benefiting
businesses is, on average, 59% of the total state and local
business tax burden. In other words, businesses paid an
estimated 1.7 times more in taxes than they received in
government services.



Total state and local business taxes in FY2009

Businesses paid US$590 billion in total state and local taxes in FY2009, as presented in Table 1.}
This section describes the business taxes in more detail and highlights the results.

Table 1. Total state and local business taxes, FY2008-FY2009, (USS$billions)

Business tax 2008 2009 % Total Taxes One-Year Change
Property taxes on business property $209.6 $215.3 36.5% 2.7%
General sales taxes on business inputs 133.2 126.9 21.5 -4.7
Corporate income tax 58.1 50.6 8.6 -13.0
Unemployment insurance 32.5 30.7 5.2 -5.5
Business and corporate license 37.5 38.3 6.5 2.3
Individual income tax on business 37.6 32.3 5.5 -14.1
income

Public utility taxes 28.0 28.8 4.9 2.9
Excise taxes 29.2 26.3 4.5 <8
Insurance premiums taxes 16.4 15.6 2.6 -5.2
Other business taxes 29.1 25.2 4.3 -13.3
Total business taxes $611.1 $590.0 100.0% -3.5%

Figures may not appear to sum due to rounding.

Figure 1. Composition of total state and local business taxes, FY2009
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The following taxes are included in business tax estimates to
the extent each tax is determined to be the statutory liability of

businesses and their owners:

Property taxes on real, personal and utility property owned by
business account for the largest share of total state and local
business taxes, 36.5% or US$215.3 billion. Property taxes
increased 2.7% in FY2009, after growing 4.8% in FY2008 and
6.4% in FY2007. Property taxes as a share of total state and local
business taxes increased by 2.2% points in FY2009.

Sales and use taxes paid by businesses on purchases of inputs,
including capital equipment, totaled US$126.9 billion. The
business sales tax represents 21.5% of all state and local business
taxes. Sales and use taxes collected on sales to final consumers
are not included; only the taxes paid on businesses’ operating
inputs and capital equipment purchases are included in the total
business tax estimates.?

Corporate income taxes were US$50.6 billion in FY2009,
accounting for 8.6% of total state and local business taxes. The
13.0% decline in corporate income tax receipts in FY2009 follows
a decrease of 4.7% in FY2008, reflecting the cumulative impact
of the recession on business profits and corporate income taxes.
Corporate income taxes' share of total state and local business
taxes decreased by almost one percentage point in FY2009.

Employer contributions to unemployment insurance
(unemployment taxes) were US$30.7 billion in FY2009. As
described in more detail below, unemployment taxes typically
rise three to four years after a recession begins. In FY2009,
despite rising unemployment and dwindling state unemployment
insurance trust fund balances, state unemployment insurance
taxes actually declined from FY2008 levels.

Excise taxes imposed on business purchases accounted for
US$26.3 billion in FY2009. Although businesses are generally
responsible for collecting and remitting all excise taxes, the
estimates only include taxes paid on purchases by businesses.
Excise taxes attributed to business include a portion of motor
fuel taxes and other selected excise taxes, such as hotel and
rental car taxes. Motor fuel taxes increased 1.0% in FY2009, and
other selective sales taxes decreased 18.9%. Taxes on tobacco,
alcoholic beverages, amusements and pari-mutuels are allocated
to households.

Taxes on insurance premiums and public utility gross receipts
totaled US$44.4 billion in FY2009. These taxes are generally
based on business gross receipts, and because they are often
levied in lieu of property or corporate income taxes, they are
allocated solely to business.

Business and corporate license and other business taxes totaled
USS$63.5 billion in FY2009. Of this total, US$19.1 billion were
general business and occupation license taxes, and USS$6.5 billion
were motor vehicle taxes. License taxes and other business taxes
decreased by 4.5% in FY2009, but their share of total state and
local business taxes stayed relatively constant. State severance
taxes, which are included in this category, fell by 45% in Alaska
and 27% in Texas, contributing to the decline in license taxes and
other business taxes receipts in FY2009.

Individual income taxes paid by owners of pass-through entities
(e.g., partnerships, sole proprietorships and S-corporations)
totaled an estimated US$32.3 billion in FY2009. Individual
income taxes on pass-through business income were nearly two-
thirds as large as corporate income taxes and represent 5.5% of
total state and local business taxes.

Business entity taxes based on a “pure” or modified gross
receipts tax base have been adopted recently by three states,
Ohio, Michigan and Texas. Two other states, Washington and
New Hampshire, have levied gross receipts or value-added

taxes for many years and an increasing number of states levy
minimum taxes based on gross receipts. As shown in Table 2,
these taxes are classified as either corporate income or corporate
license taxes in this study consistent with the Census Bureau
classification. If each of these taxes were combined into a single
gross-receipts-based business tax category, the collections would
total US$10.1 billion, 20% as large as reported corporate income
taxes. Not shown in the table are minimum taxes based on gross
receipts levied in several states as part of their corporate income
tax system. For taxpayers subject to these taxes, the minimum
taxes function as gross receipts taxes but are generally included
in the corporate income tax statistics.
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Table 2. Gross receipts and value-added based business entity taxes® (USS$billions)

Business tax

Michigan business tax

New Hampshire business enterprise tax

Ohio commercial activity tax

Texas margin tax

Washington Business & Occupation Tax

Total gross receipts and value-added taxes

Census bureau tax classification FY2009
Corporate income tax S 1.9

Corporate income tax 0.2

Corporate income tax 1.2

Corporate license tax 4.3

Sales tax 2.7

$10.1

Figures may not appear to sum due to rounding.
Source: U.S. Census Bureau and Ernst & Young LLP calculations.

State vs. local business
taxes in FY2009

Negative growth rates in state business taxes and only slightly
positive growth rates in local business taxes provide insight into
differences in the recession’s impacts on state business taxes and
local business taxes. Tables 3-A and 3-B provide the dollar amounts,
percentage distributions and growth rates in FY2009 for total
business taxes at the state and local levels of government.

Total state and local business taxes decreased by US$21.2 billion in
FY2009 - the first time annual business tax collections have dropped
in this decade. As shown in Table 5-A, state business taxes decreased
by 8.2%, or US$27.7 billion, in FY2009, while local business taxes
increased by 2.4% (Table 5-B).

At the state level, declines in corporate income taxes, general sales
taxes on business inputs, unemployment insurance taxes, excise
taxes, and individual income taxes on business income were partially
offset by increases in public utility and state property taxes. State
business taxes grew by US$26.8 billion, or 1.9% annually, from

FY2005 to FY2009. General sales tax on business inputs accounted
for 28.2% of this growth, but, in FY2009, this tax fell 4.6%.

At the local level, the increase in the local business property tax
accounted for 85.4% of the overall growth in local business taxes

in FY2009. However, the 2.8% growth rate of the local business
property tax in FY2009 was lower than the 4.9% growth in business
property taxes during FY2008.

Table 3-A and 3-B illustrate the significant difference in the
composition of state and local business taxes. Table 3-A shows
the percentage distribution of state taxes by tax type; Table
3-B shows the distribution for local business taxes. While

sales taxes on business inputs compose a large share of total
business taxes at the state level (31.9%), they account for

a relatively small share of local taxes (10.7%). Property

taxes are the largest local business tax (74.1% of total local
business taxes), but a very minor share of state taxes (2.7%).

Total state and local business taxes State-by-state estimates for fiscal year 2009



Table 3A. State business taxes, FY2009 (USSbillions)

Business Tax State Business State Business % Total State One-year growth
Taxes 2008 Taxes 2009 Business Taxes State Business Taxes
General sales taxes on business inputs $104.1 $99.3 31.9% -4.6%
Corporate income tax 51.0 44.1 14.2 =135
Unemployment insurance 32.5 30.7 9.9 -5.5
Individual income tax on business 37.6 32.3 10.4 -14.1
income
Corporate and business license 26.2 25.9 8.3 -1.2
Excise taxes 23.9 20.2 6.5 -15.7
Insurance premiums taxes 15.8 14.9 4.8 -5.6
Public utility taxes 14.7 14.8 4.7 0.3
Property taxes on business property 8.2 8.3 2.7 1.4
Other business taxes 25.1 21.0 6.7 -16.4
Total business taxes $339.2 $311.5 100.0% -8.2%

Figures may not appear to sum due to rounding.
Source: Ernst & Young LLP calculations.

Table 3B. Local business taxes, FY2009 (USS$billions)

Business tax Local business Local business % total local One-year growth
taxes 2008 taxes 2009 business taxes  local business taxes
Property taxes on business property $201.4 $207.0 74.1% 2.8%
General sales taxes on business inputs 29.1 27.5 10.7 -5.3
Public utility taxes 13.2 14.0 4.9 5.9
Excise taxes 5.2 6.1 1.9 16.7
Other business taxes 23.0 23.8 8.5 3.6
Total business taxes $271.9 $278.4 100.0% 2.4%

Figures may not appear to sum due to rounding.
Source: Ernst & Young LLP calculations.
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An alternative measure of
business taxation

This study provides estimates of the taxes paid by businesses

in each state, an important first step in any evaluation of short-
run business tax changes or longer-run tax reform. To enable
comparisons across states, the study also expresses business taxes
as an effective tax rate on private sector economic activity (taxes
as a share of gross state product).

This comparative measure was developed to answer questions from
legislators asking, “Are businesses paying their fair share of taxes?”
Increasing economic competition among states and around the
globe has transformed the initial question into a more fundamental
query: “What is the basis or rationale for business taxation at

the state or local level?"” Another recent analysis by Ernst & Young
LLP professionals has shown that businesses do not ultimately
bear the burden of business taxes.* The analysis shows the way

in which taxes that are the legal liability of business are ultimately
passed forward to individuals through higher prices or backward to
labor (employees) and owners of capital through lower income.

By analyzing the economic incidence of taxes, the product of the
shifting of taxes to consumers, labor and capital, it becomes clear
that taxes levied on business are ultimately borne by consumers,
employees, and owners of capital. What, then, is the rationale for
taxing businesses?

The basic rationale for business taxes, recognizing that the
economic burden of business taxes are ultimately borne by
consumers or owners of factors of production (including workers),
is to pay for government services that directly benefit businesses.
This section provides a comparison of business taxes to these
benefits in each state.

If state and local business taxes were equal to the value of the
benefits business received from state and local public services, they
could be considered a payment for services and taxes would not
influence business location decisions or impact competitiveness.
However, if state and local business taxes exceed the value of

the benefits received from government services, the difference

represents an excess cost to business that will reduce profitability
in the absence of shifting the tax through higher prices or lower
payments to labor. When such excess costs exist, they can affect a
company's choice of locations.

To estimate these excess costs, the estimates begin with state-by-
state estimates of state and local spending that directly benefits
business, which were developed by economists at the Federal
Reserve Bank of Chicago with an adjustment to the education
spending component to reflect the uncertainty about who benefits
from education expenditures, business or households.® Due to

the large expenditures for education in every state, the ratio of
business taxes to government expenditures for services benefiting
business is sensitive to assumptions about who benefits from public
spending for education. The estimates presented in this study
present a range of estimates, assuming that 0%, 25% or 50% of
education expenditures directly benefit business.®

Table 4 summarizes the results of these three assumptions for
FY2007, the most recent year for which detailed state and local
expenditure data are available and indicates how greatly the benefit
ratios differ when education expenditures are partially included

or excluded from the benefits calculation. Figure 2 shows the
sensitivity of the ratio to varying assumptions about the extent to
which businesses benefit from education spending. For example,

if one assumes that education spending does not directly benefit
business, the ratio of business taxes paid to government services
received by business is 3.5, indicating that businesses are taxed
USS$3.5 for each dollar of government services they receive.

This ratio drops to 1.7 when one-quarter of education spending

is assumed to benefit business and 1.1 when half of education
spending is assumed to benefit business. In nearly every state, the
business tax burden exceeds the value of government services that
directly benefit business, regardless of the assumption made about
education spending.

Total state and local business taxes State-by-state estimates for fiscal year 2009



Table 4. Ratio of business taxes to government expenditures benefiting
businesses, FY2007 (USS$Billions)

0% of education spending 25% of education spending
benefiting business benefiting business 50% of spending benefiting business
S&L | Total S&L spending Total S&L spending

business benefiting | Tax-benefit benefiting Tax-benefit | Total S&L spending Tax-benefit

taxes business Ratio business Ratio benefiting business Ratio

Alabama $6.0 $1.7 3.6 $4.1 1.5 $6.5 0.9
Alaska 4.2 0.7 6.3 1.3 3.3 1.9 2.2
Arizona 11.1 3.7 3.1 6.4 1.7 9.2 1.2
Arkansas 3.5 0.9 3.7 2.4 1.5 3.8 0.9
California 68.4 25.6 2.7 48.2 1.4 70.8 1.0
Colorado 7.9 2.3 3.4 4.5 1.7 6.8 1.2
Connecticut 6.8 2.0 3.4 4.4 1.5 6.8 1.0
Delaware 1.9 0.7 2.8 1.0 1.8 1.4 1.3
Florida 35.4 13.4 2.6 22.3 1.6 31.2 1.1
Georgia 13.4 2.6 5.2 7.8 1.7 13.0 1.0
Hawaii 2.5 0.8 3.0 1.6 1.6 2.3 1.1
Idaho 1.8 0.6 2.8 1.3 1.4 1.9 0.9
lllinois 26.1 6.3 4.1 13.0 2.0 19.6 1.3
Indiana 8.2 2.3 3.6 5.4 1.5 8.4 1.0
lowa 4.8 1.5 3.3 3.1 1.6 4.7 1.0
Kansas 5.3 1.6 3.3 3.1 1.7 4.5 1.2
Kentucky 6.1 1.9 3.2 4.0 1.5 6.0 1.0
Louisiana 10.3 3.4 3.0 5.7 1.8 7.9 1.3
Maine 2.5 0.6 4.5 1.2 2.1 1.9 1.3
Maryland 8.0 3.5 2.3 6.8 1.2 10.1 0.8
Massachusetts 12.2 4.1 3.0 7.7 1.6 11.4 1.1
Michigan 16.2 4.3 3.8 10.0 1.6 15.8 1.0
Minnesota 9.4 2.4 3.8 5.3 1.8 8.2 1.1
Mississippi 4.1 1.2 3.6 2.6 1.6 4.0 1.0
Missouri 7.7 2.3 3.4 4.9 1.6 7.6 1.0
Montana 1.6 0.5 3.3 1.0 1.7 1.4 1.1
Nebraska 3.3 1.0 3.4 1.9 1.7 2.9 1.1
Nevada 5.3 2.4 2.3 3.6 1.5 4.9 1.1
New Hampshire 2.7 0.5 4.9 1.2 2.2 1.9 1.4
New Jersey 18.6 4.0 4.7 10.6 1.8 17.2 1.1
New Mexico 4.0 1.2 3.4 2.4 1.7 3.7 1.1
New York 54.3 13.5 4.0 27.7 2.0 41.8 1.3
North Carolina 11.6 3.7 3.2 8.3 1.4 13.0 0.9
North Dakota 1.6 0.4 4.0 0.7 2.2 1.1 1.5
Ohio 18.8 5.1 3.7 11.2 1.7 17.3 1.1
Oklahoma 5.8 1.3 4.5 3.0 1.9 4.8 1.2
Oregon 4.4 1.8 2.4 3.6 1.2 5.4 0.8
Pennsylvania 21.9 4.9 4.5 12.0 1.8 19.1 1.1
Rhode Island 2.2 0.7 3.4 1.3 1.8 1.8 1.2
South Carolina 5.9 1.4 4.1 3.8 1.5 6.1 1.0
South Dakota 1.5 0.4 3.7 0.7 2.0 1.1 1.4
Tennessee 9.6 2.2 4.3 4.6 2.1 7.1 1.4
Texas 50.7 10.0 5.1 22.8 2.2 35.6 1.4
Utah 3.3 1.2 2.8 2.5 1.4 3.7 0.9
Vermont 1.3 0.3 4.6 0.7 1.9 1.2 1.2
Virginia 11.1 4.2 2.7 8.6 1.3 13.1 0.8
Washington 14.9 3.7 4.1 7.2 2.1 10.7 1.4
West Virginia 3.2 0.7 4.4 1.7 1.9 2.6 1.2
Wisconsin 9.2 2.9 3.1 6.1 1.5 9.2 1.0
Wyoming 2.4 0.2 10.9 0.9 2.8 1.5 1.6
District of Columbia 2.4 0.7 3.7 1.0 2.3 1.4 1.7
United States $555.4 $158.6 3.5 $326.8 1.7 $495.1 1.1
Figures may not appear to sum due to rounding. March 2010 7
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Figure 2. Ratio of business taxes to government expenditures benefiting

businesses, FY2007
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State-by-state business
tax estimates

This section presents state and local business taxes by type of tax
for each of the 50 states plus the District of Columbia. Table 5
presents the different business taxes by state. Appendix Table A-3
presents the composition by tax type for each of the 50 states.
Origin-based taxes, such as the property tax and sales tax on
business input purchases, which are more important in businesses’
location decisions than destination-based taxes, vary significantly

as a share of total business tax. Arizona, Maine, Michigan, South
Dakota and Washington generate more than 70% of business taxes
from the sales and property taxes, resulting in significant taxes on
business capital located in the state.
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Table 5. State and local business taxes, by major tax type, FY2009 (USS$billions)

Individual
income
Excise and taxon Unemp.
Property gross Corporate business | insurance License Total
tax | Sales tax receipts income income tax and other = business tax
Alabama $1.5 $1.3 $1.5 $0.5 $0.3 $0.2 $1.1 $6.5
Alaska 0.6 0.1 0.6 = 0.1 3.9 5.4
Arizona 4.1 3.5 1.0 0.6 0.2 0.3 0.6 10.3
Arkansas 1.0 1.2 0.5 0.3 0.3 0.3 0.3 3.9
California 18.8 18.4 8.2 12.3 6.7 4.7 8.1 77.2
Colorado Bi5 2.4 0.6 0.3 0.7 0.4 0.7 8.6
Connecticut 3.1 1.5 0.7 0.4 0.6 0.6 0.2 7.2
Delaware 0.3 0.2 0.2 0.1 0.1 1.1 2.0
Florida 14.4 6.6 8.4 1.8 - 0.9 2.3 34.5
Georgia 5.6 4.0 1.4 0.7 1.0 0.5 0.8 13.9
Hawaii 0.8 0.8 0.5 0.1 0.1 0.1 0.2 2.6
Idaho 0.7 0.3 0.2 0.1 0.2 0.1 0.2 1.9
lllinois 10.7 3.7 4.4 2.8 1.1 1.7 2.1 26.4
Indiana 4.4 2.0 0.5 0.8 0.6 0.5 0.4 9.3
lowa 2.8 1.0 0.4 0.2 0.4 0.4 0.3 5.6
Kansas 2.5 1.3 0.5 0.4 0.4 0.2 0.3 5.6
Kentucky 1.6 1.3 1.3 0.5 0.5 0.4 0.7 6.3
Louisiana 2.4 4.2 0.8 0.6 0.5 0.2 1.4 10.1
Maine 1.6 0.4 0.2 0.1 0.2 0.1 0.2 2.8
Maryland 2.4 1.6 1.7 0.8 0.9 0.4 1.5 9.3
Massachusetts 5.9 1.5 0.8 1.9 1.2 1.5 0.5 13.3
Michigan 8.8 3.2 1.2 0.7 0.7 1.4 0.8 16.9
Minnesota 3.6 1.9 1.4 0.8 0.8 0.8 0.7 10.1
Mississippi 1.8 1.1 0.4 0.3 0.2 0.1 0.4 4.4
Missouri 2.8 2.1 1.2 0.3 0.6 0.6 0.8 8.4
Montana 0.8 0.2 0.2 0.1 0.1 0.5 1.9
Nebraska 1.6 0.9 0.3 0.2 0.3 0.1 0.3 3.7
Nevada 1.8 1.2 0.9 : = 0.3 1.5 5.8
New Hampshire 1.6 0.3 0.5 0.0 0.1 0.2 2.7
New Jersey 8.3 3.2 1.9 2.4 1.1 1.9 1.2 20.0
New Mexico 0.6 1.5 0.4 0.3 0.1 0.1 1.1 3.9
New York 21.9 11.6 4.2 10.5 4.8 2.4 1.6 56.9
North Carolina 3.7 2.6 1.8 0.9 1.0 0.9 1.1 12.0
North Dakota 0.5 0.3 0.2 0.1 0.1 0.1 0.9 2.2
Ohio 8.4 3.8 2.7 1.2 1.4 1.1 2.5 21.2
Oklahoma 1.2 2.0 0.6 0.3 0.4 0.1 1.5 6.2
Oregon 2.0 0.5 0.3 0.6 0.6 0.9 4.9
Pennsylvania 8.0 3.4 3.0 1.7 1.5 2.1 3.1 22.8
Rhode Island 1.2 0.4 0.3 0.1 0.1 0.2 0.1 2.3
South Carolina 3.0 0.9 0.6 0.2 0.3 0.3 0.7 6.0
South Dakota 0.7 0.5 0.1 0.0 - 0.0 0.1 1.6
Tennessee 3.1 2.8 1.1 0.8 0.0 0.4 1.2 9.5
Texas 23.1 14.0 6.4 1.1 9.2 53.7
Utah 1.2 0.8 0.5 0.3 0.2 0.1 0.3 35
Vermont 0.8 0.1 0.2 0.1 0.1 0.1 0.0 1.4
Virginia 4.8 1.6 2.0 0.6 0.8 0.3 1.5 11.7
Washington 3.2 7.1 2.5 1.0 0.9 14.7
West Virginia 1.0 0.3 0.7 0.4 0.2 0.1 0.7 Bi5
Wisconsin 4.5 1.6 0.8 0.7 0.5 0.7 1.0 9.7
Wyoming 1.0 0.5 0.1 0.1 1.3 3.0
District of 1.3 0.4 0.3 0.4 0.2 0.1 0.1 2.8
Columbia
United States $215.3 $126.9 $70.7 $50.6 $32.3 $30.7 $63.5 $590.0

Figures may not appear to sum due to rounding.
Source: Ernst & Young LLP calculations.
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A state's competitiveness depends upon many factors, including
the level of business taxes compared to the level of economic
activity that is being taxed and the final incidence of business taxes,
after they have been shifted to consumers or owners of factors of
production, including workers. Because state business tax bases
include a diverse mixture of receipts, net income, input purchases,
payroll, property and other tax bases, a broad measure of a state’s
overall economic activity should be used to determine the measure
of aggregate business tax burden that can be compared across
states.

The last column in Table 6 presents a state-by-state measure of
the total effective business tax rate “TEBTR"” imposed on business
activity by state and local governments, which is mapped in Figure
3. The TEBTR is measured as the ratio of state and local business
taxes to private-sector gross state product (GSP), the total value
of a state's annual production of goods and services by the private
sector. The average TEBTR across all states is 4.7%; TEBTRs
range from 3.5% in North Carolina to 13.8% in Alaska. Note that
the states with the highest TEBTRs tend to be the states with
significant severance taxes on natural resources.

While the business TEBTRs provide a starting point for comparing
burdens across states, they do not provide sufficient information
to fully evaluate a state's competitiveness. For example, Indiana
has a TEBTR slightly below the national average, but derives
nearly 70% of its business tax revenue from sales and property
taxes, which are origin-based taxes on business capital that may
negatively impact competitiveness. More generally, a state with

an average overall TEBTR may impose relatively high taxes on
capital-intensive manufacturers, while imposing relatively low
taxes on labor-intensive service industries. As a result, a state with
such a tax structure and composition may create disincentives for
locating new plant and equipment in the state. State legislators and
policymakers must look closely at the structure and composition
of business taxes and the composition of economic activities when
evaluating their state's business tax competitiveness.

Table 7 shows the state-by-state increase in total state and local
business taxes between FY2005 and FY2009 and the business
share of total state and local tax increases during that period.
Nationwide, businesses paid 46.7% of the increase in all state and
local taxes over this five-year period.

Figure 3. State and local business tax as a share of private sector GSP, FY2009
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Table 6. State vs. local business taxes and business taxes as a share of private sector GSP,
FY2009 (USSbillions)

State taxes Local taxes State and local taxes

Percent of

Business Total | Business Total Business Total GSP*

Alabama $3.9 $8.9 $2.7 $4.9 $6.5 $13.8 4.6%
Alaska 4.8 5.1 0.6 1.4 5.4 6.5 13.8
Arizona 5.1 11.1 5.2 8.8 10.3 19.9 4.8
Arkansas 2.9 7.7 1.0 1.8 3.9 9.6 4.6
California 48.3 110.5 28.9 62.5 77.2 173.0 4.7
Colorado 3.3 9.0 5.3 9.9 8.6 18.9 3.9
Connecticut 4.0 12.5 3.2 8.9 7.2 21.4 3.7
Delaware 1.7 2.9 0.3 0.8 2.0 3.7 3.5
Florida 15.2 32.8 19.3 36.6 34.5 69.4 5.3
Georgia 5.6 16.6 8.3 15.2 13.9 31.9 4.1
Hawaii 1.5 4.8 1.1 1.6 2.6 6.4 5.3
Idaho 1.1 3.3 0.8 1.3 1.9 4.6 4.2
lllinois 13.0 29.4 13.4 31.5 26.4 60.9 4.6
Indiana 4.7 15.2 4.6 7.6 9.3 22.8 4.1
lowa 2.4 6.9 3.2 4.9 5.6 11.7 4.6
Kansas 2.6 6.9 3.1 4.8 5.6 11.6 54
Kentucky 4.3 10.2 2.0 4.1 6.3 14.3 4.8
Louisiana 5.2 10.1 4.9 6.4 10.1 16.5 5.1
Maine 1.2 3.5 1.6 2.2 2.8 5.7 6.5
Maryland 5.6 16.3 3.7 12.7 9.3 29.0 4.2
Massachusetts 7.2 21.0 6.1 12.3 13.3 33.4 4.0
Michigan 9.1 25.7 7.7 14.2 16.9 39.9 5.0
Minnesota 6.5 18.0 35 6.4 10.1 24.3 4.3
Mississippi 2.5 6.4 1.9 2.5 4.4 9.0 5.8
Missouri 3.9 10.9 4.6 9.0 8.4 19.9 4.0
Montana 1.2 2.5 0.7 1.0 1.9 3.5 6.3
Nebraska 1.6 4.0 2.1 3.4 3.7 7.4 5.1
Nevada 3.1 6.2 2.7 4.5 5.8 10.7 4.9
New Hampshire 1.3 2.2 1.4 2.8 2.7 4.9 5.0
New Jersey 11.5 29.1 8.5 23.7 20.0 52.8 4.7
New Mexico 2.8 4.7 1.1 2.0 3.9 6.8 5.9
New York 21.0 59.5 35.9 72.9 56.9 132.4 5.5
North Carolina 7.2 21.4 4.8 10.4 12.0 31.8 3.5
North Dakota 1.6 2.5 0.6 0.9 2.2 3.4 8.2
Ohio 11.0 26.7 10.2 21.4 21.2 48.2 5.1
Oklahoma 3.8 8.2 2.3 4.1 6.2 12.2 5.0
Oregon 2.1 8.0 2.7 5.4 4.9 13.4 35
Pennsylvania 13.4 32.1 9.4 22.7 22.8 54.8 4.6
Rhode Island 1.1 2.8 1.2 2.2 2.3 5.0 5.7
South Carolina 2.5 7.7 3.6 5.5 6.0 13.2 4.7
South Dakota 0.7 1.4 0.8 1.2 1.6 2.6 4.9
Tennessee 5.2 11.0 4.3 7.5 9.5 18.4 4.2
Texas 25.8 43.4 27.8 45.0 53.7 88.4 4.9
Utah 1.9 5.6 1.7 3.2 3.5 8.7 3.7
Vermont 1.1 2.4 0.2 0.4 1.4 2.8 6.3
Virginia 4.5 16.8 7.2 14.7 11.7 31.5 3.6
Washington 9.6 17.8 5.2 11.0 14.7 28.7 5.3
West Virginia 2.1 4.9 1.4 1.7 3.5 6.6 6.9
Wisconsin 5.0 14.0 4.7 9.5 9.7 23.6 4.6
Wyoming 2.0 2.6 1.0 1.3 3.0 3.9 9.7
District of Columbia 2.8 5.3 0.0 0.0 2.8 5.3 4.2

United States $311.5 $748.4 $278.4 $550.7 $590.0 $1,299.1 4.7%

*Percent of calendar year 2008 private industry GSP equivalent to a total effective business tax rate on economic activity occurring within the state.

Figures may not appear to sum due to rounding.
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Table 7. Change in state and local business taxes, FY2005 to FY2009 (USSbillions)

Total S&L business taxes Total S&L taxes Business

share of tax

FY2005 | FY2009 @ $Change %Change $Change = %Change growth

Alabama $5.6 $6.5 $1.0 17.3% $1.8 15.1% 53.1%
Alaska 2.3 5.4 3.1 136.7 3.4 109.6 92.7
Arizona 9.1 10.3 1.2 13.3 1.4 7.4 88.1
Arkansas 3.3 3.9 0.6 17.2 1.3 15.1 45.6
California 66.3 77.2 10.9 16.5 21.1 13.9 51.8
Colorado 7.5 8.6 1.1 14.8 2.8 17.1 40.1
Connecticut 7.0 7.2 0.2 2.4 1.9 9.5 9.2
Delaware 1.8 2.0 0.2 13.1 0.3 10.1 67.4
Florida 28.4 34.5 6.0 21.2 8.4 13.8 71.9
Georgia 12.1 13.9 1.8 15.0 3.6 12.8 50.0
Hawaii 2.2 2.6 0.4 16.7 0.7 12.7 51.6
Idaho 1.8 1.9 0.1 4.9 0.3 7.1 29.3
lllinois 24.6 26.4 1.8 7.4 9.3 18.0 19.6
Indiana 8.2 9.3 1.2 14.2 2.8 14.2 41.0
lowa 4.7 55 0.9 19.1 1.8 17.8 505
Kansas 4.8 5.6 0.8 16.9 1.9 19.6 42.8
Kentucky 5.7 6.3 0.6 10.6 1.7 13.3 35.9
Louisiana 8.9 10.1 1.2 13.4 2.0 14.1 58.1
Maine 2.6 2.8 0.2 8.3 0.4 6.6 60.2
Maryland 8.5 9.3 0.8 9.4 4.6 18.8 17.5
Massachusetts 12.0 13.3 1.2 10.2 2.9 9.7 41.7
Michigan 15.9 16.9 1.0 6.2 3.1 8.5 315
Minnesota 9.1 10.1 0.9 10.0 2.5 11.6 36.0
Mississippi 3.8 4.4 0.6 17.0 1.3 17.5 47.8
Missouri 7.5 8.4 0.9 11.8 2.0 11.5 43.3
Montana 1.4 1.9 0.5 31.2 0.7 25.5 63.1
Nebraska 3.3 3.7 0.4 11.6 0.7 10.4 54.3
Nevada 4.5 5.8 1.2 26.9 1.4 14.7 89.2
New Hampshire 2.4 2.7 0.3 11.6 0.5 11.9 54.1
New Jersey 17.2 20.0 2.7 15.9 8.6 19.4 32.0
New Mexico 3.3 3.9 0.6 18.5 0.6 10.0 98.8
New York 49.1 56.9 7.8 16.0 18.6 16.4 42.1
North Carolina 11.3 12.0 0.7 6.6 3.4 11.8 22.3
North Dakota 1.3 2.2 0.9 66.8 1.2 55.1 73.5
Ohio 18.1 21.2 3.1 17.0 5.5 12.8 56.2
Oklahoma 5.2 6.2 0.9 17.9 1.9 18.1 50.2
Oregon 4.5 4.9 0.4 8.1 1.5 12.5 24.6
Pennsylvania 21.1 22.8 1.7 8.2 6.2 12.7 27.9
Rhode Island 2.1 2.3 0.2 10.2 0.3 5.9 79.1
South Carolina 5.4 6.0 0.7 12.5 1.1 9.5 58.3
South Dakota 1.3 1.6 0.3 20.7 0.4 20.9 61.6
Tennessee 8.4 9.5 1.1 12.6 2.0 12.0 53.5
Texas 43.4 53.7 10.2 23.6 17.6 24.8 58.3
Utah 3.0 3.5 0.6 19.5 1.2 16.5 46.4
Vermont 1.3 1.4 0.1 10.5 0.2 7.8 64.2
Virginia 10.6 11.7 1.1 10.3 3.3 11.7 329
Washington 12.8 14.7 1.9 15.2 4.3 17.6 45.1
West Virginia 3.1 3.5 0.4 14.3 0.9 16.7 46.1
Wisconsin 8.9 9.7 0.9 9.8 1.6 7.1 55.7
Wyoming 2.0 3.0 1.0 47.0 1.2 45.0 78.3
District of Columbia 2.2 2.8 0.6 25.0 0.8 19.2 65.2

United States $510.9  $590.0 $79.1 15.5% $169.2 15.0% 46.7%

Figures may not appear to sum due to rounding.
Source: Ernst & Young LLP calculations.
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State and local business taxes by industry

The results of this study highlight the importance of evaluating the
overall level of state and local business taxes in the tax policy debate.
Table 8 adds another dimension to the total business tax results,
presenting estimates of total state and local taxes paid by major
industries in FY2009. The results indicate that the composition

of total state and local business taxes varies significantly among
industries.

Table 9 presents a comparison of the composition of total state
and local business taxes by major industry group. The figures show
that corporate income tax as a percentage of total business taxes
has declined for many industries in FY2009 as the overall level

of corporate profits decreased during the recession. For example,
in FY2008 corporate income taxes accounted for the largest

share of taxes paid by firms in the “management of companies”
industry, which comprises three primary types of companies and
activities: bank holding companies; non financial holding companies;
and corporate, subsidiary and regional managing offices. These
activities, which include the profits of holding company entities
that have no employees, typically generate significant corporate
income tax liability relative to other state and local business taxes,

making the corporate income tax a primary tax consideration when
contemplating a corporate or regional headquarters relocation.
However, in FY2009, corporate income taxes declined significantly
for the “management of companies” industry.

As aresult of declining corporate income tax collections across many
industries, the level of indirect taxes, such as property taxes, has
risen in importance to state and local governments, which rely on tax
receipts to fund government programs. Property taxes in FY2009
accounted for more than 40% of the state and local taxes paid by

the utility, nondurable manufacturing, transportation and real estate
industries and for more than 20% in all other industries except
"management of companies.” Gross receipts taxes constituted more
than a quarter of taxes on regulated industries, including the utility,
communications and insurance industries, because they often pay
taxes based on gross receipts or premiums in many states instead of
corporate income taxes and other taxes. Particularly during periods
of economic recession, the composition of business taxes is essential
to determining levels of business capital, jobs and investment
possible in a state.

Table 8. Total state and local business taxes by industry, FY2009 (USSbillions)

General
sales
taxes

Corporate
income

Property

and gross
receipts

Individual
income
tax on
pass-thru
income

Total
business
tax

Business
Unemployment license and
isurance other taxes

Excise

Electric & gas $1.7 $20.6 $3.4 $20.1 $0.0 $0.2 $2.7 $48.8
Manufacturing 18.0 32.8 22.0 0.2 1.7 8.1 5.7 88.3
Non-durable 7.0 15.7 9.7 0.2 0.0 2.7 3.6 38.7
Durable mfg. 11.0 17.1 12.3 0.0 1.7 5.4 2.1 49.6
Wholesale trade 3.6 10.2 10.9 15.7 2.1 1.7 3.9 48.2
Retail trade 5.6 13.2 17.5 5.6 1.6 5.3 4.6 53.5
Transportation 1.4 10.2 6.9 1.4 0.8 1.1 1.5 23.4
Communications 4.5 6.5 5.8 7.4 0.4 0.4 1.2 26.3
Finance and insurance 5.1 17.7 12.2 15.6 1.9 1.4 7.0 61.0
Real estate 0.6 58.4 1.5 0.0 2.2 0.4 2.2 65.3
Services 6.5 22.4 23.8 4.6 10.9 9.6 14.6 92.3
Mgmt of companies 4.6 0.7 0.5 0.0 0.7 0.1 7.5 14.1
Business services 0.8 5.8 13.2 0.0 5.7 2.7 1.1 29.3
Other services 1.1 15.8 10.1 4.6 4.5 6.9 5.9 48.9
Other 3.5 23.4 22.9 0.0 10.8 2.5 20.1 83.1
Total business taxes $50.6 $215.3 $126.9 $70.7 $32.3 $30.9 $63.5 $590.0
Figures may not appear to sum due to rounding.
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Table 9. Distribution of total state and local business taxes by industry, FY2009

Individual
income

General Excise tax on Business Total

Corporate sales and gross pass-thru Unemployment license and business

income Property taxes receipts income isurance other taxes tax

Electric & gas 3.5% 42.3% 6.9% 41.2% 0.0% 0.5% 5.6% 100%
Manufacturing 20.3 37.1 24.9 0.2 1.9 9.2 6.4 100
Non-durable 18.0 40.5 25.0 0.5 0.0 6.9 9.2 100
Durable mfg. 22.2 34.4 24.8 0.0 3.4 10.9 4.2 100
Wholesale trade 7.5 21.2 22.7 32.6 4.3 3.6 8.2 100
Retail trade 10.5 24.7 32.7 10.6 2.9 10.0 8.6 100
Transportation 6.1 43.6 29.7 5.9 3.3 4.8 6.6 100
Communications 17.2 24.8 22.1 28.3 1.5 1.5 4.6 100
Finance and insurance 8.4 29.0 20.0 25.6 3.2 2.3 11.5 100
Real estate 1.0 89.4 2.2 0.0 3.4 0.7 3.3 100
Services 7.0 24.2 25.7 5.0 11.8 10.4 15.8 100
Mgmt of companies 32.5 5.1 3.7 0.0 4.9 0.4 53.3 100
Business services 2.8 19.9 44.9 0.0 19.6 9.1 3.8 100
Other services 2.2 32.3 20.6 9.4 9.1 14.2 12.2 100
Other 4.2 28.2 27.5 0.0 13.0 3.0 24.2 100

Total business taxes 8.6% 36.5% 21.5% 12.0% 5.5% 5.2% 10.8% 100%

Figures may not appear to sum due to rounding.
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Impact of the recession

The recession that began in December 2007 had a relatively small
effect on state and local business taxes in FY2008 since nearly
half of that fiscal year occurred before the recession. As shown in
this study, the effect of the recession was evident in FY2009, with
corporate income taxes and individual income taxes on business
income dropping by more than 10% each. While the corporate and
individual income taxes have already been significantly affected by
the recession, major changes in the property and unemployment
taxes may occur in FY2010 and 2011. This section looks at the
impact of recession in more detail.

State and local business taxes over the past
business cycle

As shown in Figure 4, state and local business taxes are more
volatile than state economic activity, as measured by business taxes
as a share of private sector economic activity (gross product).

As shown in the figure, business taxes have declined as a share of
total economic activity during the last two recessions, in 2001 and
in 2007 to 2009. In 2002, one year following the 2001 recession,
business taxes dropped to the lowest level relative to economic
activity (4.61%) in the last ten years. After several years of steadily
increasing business taxes relative to economic activity, the state
and local business tax ratio declined to 4.75% in FY2009 - nearly
the same ratio observed in the last recession. The implication for
business taxpayers is that, despite lower business taxes in FY2009,
business tax relative to economic activity may rise significantly over
the coming fiscal years as the economy recovers.

Figure 4. State and local business taxes as a percentage of gross state product,
FY1990 to FY2009
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Unemployment insurance taxes

Although unemployment taxes actually fell in FY2009, these taxes
are expected to increase significantly in the near future. During

the steep and prolonged recession, the US economy has lost a

total of 8.4 million jobs. The largest job declines were posted from
November 2008 to April 2009 with monthly losses averaging
645,000 jobs over this period. This surge in unemployment has
depleted state unemployment insurance (Ul) funds, increased

state borrowing from the federal government, and set the stage for
substantial increases in state Ul taxes over the next several years.

A recent report by Ernst & Young LLP's Quantitative Economics and
Statistics group and Employment Tax group shows that the timing
and magnitude of Ul tax increases after the last three recessions
can be used to project the likely change in Ul taxes expected as a
result of the recent recession. Figure 5 shows actual annual state Ul
tax collections and unemployment rates over the last three decades
(1978 through 2009) and projections for 2010 through 2012.7

As shown in the figure, state Ul taxes increased from USS$11 billion
in 1978 to USS$31 billion in 2009 and are projected to reach more
than US$50 billion by 2011.

The comparison shows that, while the national unemployment rate has
typically peaked two to three years following the onset of a recession,
Ul tax collections peak even later. For example, Ul taxes peaked in the
fourth year following the 2001 recession, increasing by 77% from the
beginning of the recession; Ul taxes also peaked in the fourth year
following the 1981 recession, increasing by 66%. Based on these
historical patterns, Ul tax collections are expected to begin rising
significantly in FY2010 and peak in FY2011. In many states, taxable
wage bases and tax rates have already begun to rise significantly as
states try to restore balances in depleted Ul trust funds. If Ul taxes rise
to more than USS50 billion in FY2011, these taxes would be roughly
equivalent in size to the state corporate income tax in FY2009.

Figure 5. State unemployment insurance taxes vs. unemployment rate
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Property tax challenges

As discussed earlier there is a divergence in the pattern of
business property tax and other state and local business taxes

in this recession: business property taxes continue to rise, while
other business taxes are falling significantly. This pattern was
also evident over the last economic cycle, as shown in Figure 6.
Figure 6 compares the growth rates for total state and local taxes
(based on four quarter sums) and for property (both business
and residential) taxes. In the period ending in the fourth quarter
of 2009, total state and local taxes fell 3.6%, while property taxes
increased by almost 6%. Note that this was in line with the general
pattern seen coming out of the 2001 recession.

Figure 6. Growth in total state and local tax collections vs. growth in property taxes
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