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Taxing The Rich: A Resource for AFT State Affiliates

This review of recent state tax policy ideas and trends is designed to help AFT affiliate leaders and staff navigate
a complicated but crucial policy space. The perspective offered here is guided by a number of AFT policy
resolutions including but not limited to:

e  AFT Supports Cutting Taxes on Working Class and Raising Taxes on Millionaires'
e Addressing the Harms Exacerbated by State-Level Tax Cuts®

e Attack Economic Inequality®
e Mobilizing to Defend Democracy, Expand Opportunity, and Build Power*

Building from these resolutions, our focus is on state tax policies that would increase revenue, ask more of
those who can most afford to pay, and address imbalances of power in the economy or tax code. We can
summarize the rationale outlined in these resolutions thusly:

¢ Worsening Fiscal and Economic Situations Require Revenue To Maintain Services that Improve All
Our Lives and Create Good Paying Jobs. We have growing concern that federal austerity coupled with
(and in part causing) a weaker economy will exert increasing fiscal pressure on state and local
government next year. Revenues will be needed to maintain services which will be even more needed.

¢ The Trump Administration is Weaponizing State and Local Government’s Financial Weaknesses. The
administration is attempting to use fiscal power to impose its will on our communities. For state and
local government, revenue is a currency of freedom from this bullying.

¢ Societal Problems Caused or Accelerated By The Rich Demand Societal Responses. We face
challenges, from climate change to health care costs to disinformation that are accelerated by decisions
made by the richest among us yet will require societal wide efforts to fix. Asking the richest to pay to
help address these problems is fair.

¢ Rising Inequality. We know that rising inequality leads to a host of societal ills. Recent federal tax cuts
for the rich make this worse. Tax policy needs to be part of the solution.

¢ State and Local Tax Codes Are Tilted To The Rich at the Expense of Rest of Us. Our state and local tax
codes are upside down, generally taxing those of us who are less well off at a higher rate than we tax the
richest.

o States’ Previous Tax Cuts For the Rich Weaken Their Ability To Respond To This Moment. States have
engaged in a consistent and deep agenda of tax cutting, particularly, but not exclusively in red states,
that have limited their ability to fund services. That needs to be undone.

! www.aft.org/resolution/aft-supports-cutting-taxes-working-class-and-raising-taxes-millionaires
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e Our Tax Code, Like Our Society Has Been Gamed To Benefit the Richest at the Expense of the Rest of
Us. Through the use of political advocacy and fancy lawyering, the richest among us have shaped the
tax code to their benefit. But even so, their refusal to follow those already weakened rules costs $150
billion annually in unpaid federal taxes and more at the state and local level.®

This review will examine the following policies that are designed to fairly tax the rich:

e Millionaire’s Taxes (Including income taxes and capital gains taxes)

¢ Wealth Taxes (including “mansion taxes” and estate taxes)

¢ Closing Corporate Tax Loopholes (including combined reporting and GILTI)

e Taxing Causes of 215 Century Societal Harms (including climate change “superfunds” and digital ad
taxes)

e Improving Tax Enforcement

The review will look at issues particular to rural communities and how taxing the rich is sound economic policy.
The goal is to provide staff and leaders with enough information to engage in policy discussions and make
judgements about what options might best suit the moment or the long term goals of their union and its
community. Criteria to examine policies include their complexity, whether there are examples of success,
impediments, fairness, justice and revenues generated.

Millionaire’s Taxes.

Individual Income Taxes. The individual income tax is levied by 42 states. Out of all state and local taxes, it is
the most progressive — meaning rich people pay a greater share of their income than the rest of us. Because
states use policies like earned income tax credits and the standard deduction to help lower-wage taxpayers pay
less, this applies even in the 14 states with “flat” taxes. The tax becomes even more progressive when states are
able to charge higher incomes at a greater rate.

The benefits of this tax are that it is easily explainable, it makes the state tax code fairer and it raises substantial
revenue. It has the virtue of being the simplest of the reforms discussed here, both to explain and implement
and has the greatest record of policy success.

While a classic “millionaire’s tax” is a new tax rate on the million and first dollar a taxpayer makes, there have
been policy proposals that raise taxes at a lower level, but still hit people who by any definition are rich and
whose net worth is likely over $1 million even if their annual income falls short of that. This broadens the base
of the tax, generates more revenue and, again, makes the state tax code fairer. But it requires more unpacking to

5 www.cnbe.com/2024/02/22/tax-evasion-by-wealthiest-americans-tops-150-billion-a-year-irs.html



explain. To the extent that opponents will try to argue that the tax affects people it doesn’t affect, this can be a
slight challenge.

The table below shows, for 2024, the states with income taxes that charged the rich (here meaning those making
more than $200,000 a year) a higher rate. The table shows for example, that the highest starting point for a
bracket is in New York, which charges 10.9 percent on incomes over $25,000,000. California has the highest rate,
charging 14.4 percent on all income over $1,000,000.

States Charging Higher Taxes on Income of the Rich (2024)*
State Starting Rate State Starting Rate (%)
Point ($) (%) Point ($)

California 1,000,000 14.4 | Minnesota 193,240 9.85
Connecticut $500,000 6.99 | New Jersey 1,000,000 10.75
Hawaii 200,000 11 | New York 25,000,000 10.9
Maryland 250,000 5.75 | North Dakota 289,975 2.5
Massachusetts 1,053,750 9 | Wisconsin 304,170 7.65

(*Source: Federation of Tax Administrators and ITEP)

There have been several successful efforts to create or expand millionaire’s taxes in recent years. It is, politically,
the most successful proposal we will examine here. In particular,

California. This is one of the older millionaire’s taxes. Passed by voters in 2012 and renewed in 2016, it
created new tax rates charging one percent more for income over $263,000 for single filers, two percent
more for income over $316,000 and three percent more for income over $526,000. It was estimated to
raise as much as $9 billion a year.® The measure guaranteed that the new money would go to k-12
education, community colleges and public safety.”

Massachusetts. In 2022, voters approved the “Fair Share Amendment” which applied a 4 percent surtax
on income over $1,000,000.8 It is being used to help k-12 schools, provide for free school meals, free
community college for all, free 4 year college for lower income students and expanded childcare. It also
funds transit improvements including a fare-free regional transit program.®

New York. In 2021, the state added new top temporary tax rates, including 10.9 percent on incomes
over $25 million. This has generated $3.6 billion in new general revenues annually.°

6 www.lao.ca.gov/BallotAnalysis/Proposition?number=55&year=2016

7 https:/ /vig.cdn.sos.ca.gov/2012/general/ pdf/text-proposed-laws-v2.pdf#nameddest=prop30

8 Full text here: www.sec.state.ma.us/divisions/elections/publications/information-for-voters-22/2022-info-for-voters.htm#1
9 https://massbudget.org/2024/10/07/two-years-fsa/

19 https:/ /fiscalpolicy.org/new-tax-data-confirm-that-tax-flight-is-a-myth



e Maryland. Most recently (so much so that it doesn’t show up in the 2024 table presented above),
Maryland created a new top tax rate of 6.5 percent on incomes over $1,000,000.

That doesn’t mean passing such a tax is easy. For example, it took years of campaigning in New Jersey before
the legislature passed its 2020 tax increase. Proponents have found, in some cases, making the tax temporary
was important to make it viable. That has created a politics around extension. This is an upcoming issue in New
York and California. And in some cases, our efforts have yet to bear fruit. For example, in Illinois, in 2020, voters
statewide opposed the creation of a millionaire’s tax. But failure in any one year shouldn’t be seen as dispositive
to the overall effort. In Illinois, voters in 2024 approved an advisory referendum calling for a similar tax,
meaning the issue may be ripe again.

The question of whether new revenue should be “dedicated” to a particular public service is one of the more
important ones for revenue campaigns, particularly if they are considering a ballot initiative. There’s a policy
argument that general revenue is better for a state’s fiscal health. But there are times when elected officials can’t
be trusted to do the right thing and a ballot can establish guardrails. In most instances specifics do help give
voters assurance that the revenue will be used for good purpose. There are also times, less frequent, when
dedicated funding has increased public opposition to a revenue proposal. In those instances, a majority of the
public is united on wanting to tax the rich and the issue of how to spend the money ends up complicating the
issue.

We don’t have a recommendation on the right way to structure a millionaire’s tax. That will vary based on the
state’s tax base, fiscal structure, needs and political traditions. Similarly, messaging will be based on different
factors including how a campaign defines “rich,” whether its dedicating funding, and how it sees the power
structure in the state. These are very local issues.

There are, however, several arguments commonly made against this reform in every state. None hold water.

e It’s Unfair and Inequitable To Tax The Rich. The rich argue that this is inequitable, punishing
successful people for that success. But a millionaire’s tax applies equally to the million and first dollar
that each of us earns. The unfairness is that some of us have been able to amass riches while others
struggle. Moreover, everyone who succeeds does so with luck and help, for example, from the public,
from generational wealth or circumstance.

¢ The Tax Is Unstable and Produces Less Revenue During Tough Times When States Need Revenue
Most. This is completely true, but it’s not a good argument. First, it still produces revenue in tough
times, just not as much as in good times. Second, states can address this issue in good times by
lowering debt and building rainy day funds. We enter a cycle of what appear to be tough times with



state rainy day funds at record highs and our largest pension funds being healthier than they were five
years ago, indicating states can manage this challenge ably.!!

o Millionaires Will Flee. There are two components to the argument that the rich will move to
jurisdictions with lower or no income taxes. First is that moving to a lower tax state is a straightforward
financial proposition, so of course they will move. Second is that increasing the tax rate will hurt their
feelings. But research shows that this isn’t really what happens. There are a small number of departures,
but states end up with both more millionaires than they started, and more revenue.'?

Capital Gains Taxes

One stream of income which states often treat differently from other personal income is realized capital gains.
As the Institute on Taxation and Economic Policy describes, these are “the net profits from the sale of assets
such as stocks, bonds, and real estate.”' In general, when an asset appreciates, we don’t treat that gain as
income until it is sold. If you buy a stock and it doubles in value, that only becomes taxable income when the
increase becomes “real,” i.e. when you sell the stock. Almost every state with a personal income tax (excepting
Missouri) extends it to capital gains, and Washington state taxes capital gains even though it does not tax other
personal income.

Taxation of realized capital gains gives investors an advantage, in that they defer taxes until they choose to sell.
That means the value of the taxed gain, in real dollars, is less than it would be when it was accrued.!* In
addition, eight states (AZ, AK, HI, MT, ND, NM, SC, WI) tax capital gains at a lower rate than ordinary income. >
This is a statement that these states favor earnings from investment over earning from wages. The vast majority
of capital gains flow to people who are already rich, with those with incomes higher than $200,000 a year
making almost 84 percent of capital gains.'®

Some states have recently begun to reform their capital gains tax. That includes:

e New Mexico. In 2024, the legislature pared back preferential treatment of capital gains.!” The state had
excluded the greater of the first $1,000 or 40 percent of capital gains from the tax. For 2025, they capped

I www.pew.org/en/research-and-analysis/articles/2025/03/27/state-rainy-day-fund-growth-slowed-in-fiscal-2024 and
www.milliman.com/en/insight/public-pension-funding-index-october-2025

12 See, for example: https://economicprogressri.org/publications/epi-policy-brief-moving-beyond-the-mass-exodus-tax-flight-myth;
https://www.sup.org/books/sociology/myth-millionaire-tax-flight

13 https://itep.org/how-do-personal-income-taxes-work/

4 Imagine owning a stock that gained $1,000 in value in 2021 and held that value. If you sold the stock in 2025, then you’d pay taxes on that
$1,000. But because of inflation the actual value of a dollar gained in 2021 is over $1,200 in 2025, meaning that you are sheltering gains
worth $200 from taxation as a result of the deferral.

15 https://taxfoundation.org/data/all/state/ state-capital-gains-tax-rates-2024/

16 https:/ /itep.org/state-taxation-of-capital-gains-the-folly-of-tax-cuts-case-for-proactive-reforms/

17 See www.nmlegis.gov/Legislation/Legislation?Chamber=H&LegType=B&LegNo=252&year=24
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the 40 percent option so that it only applies to the first $1,000,000 of capital gains, substantially
reducing the break for those with more than a million dollars in capital gains.'®

e Maryland. In 2025, the Maryland legislature created a 2 percent surcharge on capital gains for
individuals making over $350,000.'°

¢ Washington. Washington previously applied a 7 percent tax to realized capital gains. In 2025, the
legislature created a new bracket, charging 9.9 percent on gains over $1 million.?°

These examples work within the traditional framework of capitals gains taxation to increase taxes on the rich.
That includes eliminating or narrowing exemptions, like New Mexico’s, that gave capital gains advantages over
ordinary income. It also includes the creation of new tax brackets for high levels of realized capital gains as
Maryland and Washington did. These approaches have the benefit of some momentum, they generate revenue,
they are relatively simple to explain, and they make the tax code fairer.

But there is also growing foment in the policy community to move outside of the traditional framework. This
would be done by switching the tax to unrealized capital gains. For example, if an investor’s stock increased in
value by $1,000 in a given year, they would be responsible for paying in that year. This would make the tax code
fairer by taking away the inflation advantage from deferral. There are two commonly discussed versions of this.
The first, “mark to market,” would simply require an investor to pay taxes on the value of capital gains when
they occur. The second, a “look back” provision, would still require taxes to be paid when capital gains are
realized. But it would apply an extra tax to account for the value of the deferral. These approaches have been
characterized as “wealth taxes” but they sit within the existing legal structure of income taxes.?!

To date, no state has adopted either of these approaches, although they have been introduced in some states.??
To the extent that being the first state to adopt a policy makes it harder to convince legislators of its benefits,
this may speak to making this change a longer term goal.

Net Investment Taxes A new proposal, from ITEP, would base a state tax on the federal government’s Net
Investment Income Tax (NIIT). 22 While states could “piggyback” on NIIT, the way they do GILTI taxation (see
below) they could also create a tax that borrows from federal definitions to broaden the tax base. That tax base
consists of “passive income” including capital gains, dividends, interest, some rent, royalty, business, and
annuity income. It would only apply if the income of the taxpayer exceeds $250,000. This offers a pathway to
efficiently administer something that more closely resembles a wealth tax—because it would apply to

18 They also increased the initial dollar exemption to the first $2,500, a break which helps those with small capital gains. Cf.
https://taxfoundation.org/data/all/state/state-capital-gains-tax-rates-2024/

19 https:/ /mgaleg.maryland.gov/mgawebsite/Legislation/Details/hb0352

20 https://dor.wa.gov/forms-publications/publications-subject/special-notices/new-tiered-rates-washingtons-capital-gains-tax
21 https://stateinnovation.org/wp-content/uploads/2024/05/Final_Tax-the-Rich_050624.pdf

22 https:/ /itep.org/several-states-make-new-moves-to-tax-wealth/. CF www.nysenate.gov/legislation/bills/2023/S1570

2 https:/ /itep.org/wealth-proceeds-tax-net-investment-income-tax/
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categories of income that can only be generated by wealth. The chief argument against it is its newness, but
Minnesota already does use a small version of this tax.?*

The Wealth Tax.

One backbone of state and local finance is the property tax. It accounts for 15 percent of all state and local
revenue, and is a primary generator of local revenue in particular.?® This is typically a very small tax — valued in
pennies per thousand dollars of value — applied to the value of real estate. A wealth tax is simply the extension of
this principle to other forms of property, particularly financial assets. Federally, this tax has long been
associated with Sen. Elizabeth Warren, but there are proposals to create state level wealth taxes as well,
although none has yet passed.

The best state example comes from California. The first bill, AB 310 of 2020, would have imposed a one percent
tax on assets in excess of $50 million and 1.5 percent on assets over $1 billion. It would have raised $22.3
billion.?® Because California is home to a disproportionate share of American billionaires, this is a larger
revenue impact than other states would see. Even so, it would generate substantial revenue in any state.

The AFT has a record of supporting federal wealth tax proposals, and the benefits of this tax are obvious. It
generates substantial revenue, it does so from those who can most afford to pay and it would help restore
balance between the richest of us and the rest. The one concern is the lack of legislative momentum that such
proposals have generated, even in relatively progressive California.

Mansion Taxes. States don’t rely on property taxes to the same extent that local governments do. But that
doesn’t mean they aren’t used, and they should be expanded. There has been growing momentum to broaden
state tax bases and make them more fair by applying state taxes to the value of the most expensive properties.

One vehicle for this is the real estate transfer tax. Most states (33) apply a small tax on each sale of property.
Seven of these states apply a higher rate when the transfer involves a high value property. For example, New
York and New Jersey both charge an additional one percent to the value of homes sold for $1 million or more.?’

The other vehicle is a simple surtax on the value of the home. Some states apply this to second residencies or
homes being used for investment purposes. These are sometime referred to as “pied a terre” taxes. This year,
Rhode Island enacted a tax of five thousandths of a penny for every dollar of value over $1 million for such

24 www.revisor.mn.gov/statutes/ cite/290.033.

% https:/ /taxpolicycenter.org/briefing-book/how-do-state-and-local-property-taxes-work

% https://eml.berkeley.edu/ ~saez/galle-gamage-saez-shanskeCAwealthtaxMarch21.pdf

27 https:/ /itep.org/states-should-enact-expand-mansion-taxes-to-advance-fairness-and-shared-prosperity/



properties.?8 It is called the “Taylor Swift tax” because the singer owns a reportedly $28 million property in the
state that should generate $135,000 in revenues from the tax.?® In 2025, Montana also increased its taxes on
second homes and more valuable properties, indicating that this is a tax that might gain traction in red states.3°

The logic for applying the tax to second homes is two fold. First, it’s a sign that the taxpayer really is rich.
Second, the accumulation of residential property — particularly in cities — is a contributor to housing shortages
and slower economic growth. However, states need not limit these taxes to second homes. They should apply
such taxes to all high value homes.

The Estate Tax. No tax has been the source of more right wing backlash than the estate tax. That includes a
persistent effort to brand it as the “death tax,” get Americans to believe it is widely applied, and to advance a
narrative that it is responsible for breaking up the family farm.3! But the estate tax is both an important source
of revenue and one of the best tools for restoring fairness to a tax code that tilts to the rich. It is the one existing
public check on the accumulation of intergenerational wealth that is driving inequality.3? These are the truest
wealth tax that states currently use and should be defended.

Because of this long right wing campaign, only 13 states still tax estates. While the right wing’s efforts may have
given it a stigma, estate taxes should be restored in states that have eliminated them. The chief argument
against this is that the right wing’s efforts to brand the tax makes this a political non starter. The second is that
aggressive, but technically legal tax planning has shrunk the tax base. State legislators that believe its
appropriate to use the tax code to limit extreme transfers of generational wealth might be best to focus on the
inheritance as the proper tax base. Six states (IA, KY, MD, NE, NJ, PA) currently tax inheritances, albeit in a
limited form.33

Closing Corporate Tax Loopholes
We don’t have a section of this report on the corporate tax rate because the legal industry devoted to corporate

tax avoidance makes the actual rate somewhat unimportant. What matters first, before rates can become an
issue, is making sure that the largest corporations are unable to unfairly (but legally) shelter their income from

28 See Section 18: https://webserver.rilegislature.gov/BillText25/HouseText25/H5076Aaa.pdf

2 www.taxnotes.com/tax-notes-state/real-estate-taxation/story-behind-rhode-islands-taylor-swift-tax/2025/09/29/ 7t0x4

30 https:/ /parsonsbehle.com/insights/new-montana-state-income-and-property-taxes-for-2025-and-2026

31 There are a narrow set of circumstances where an estate tax could apply to a family farm. Less than one percent of farms are covered by
the federal estate tax (per www.ers.usda.gov/amber-waves/2021/april/less-than-1-percent-of-farm-estates-owed-federal-estate-taxes-in-
2020) and there are policies that can be taken to protect against this. It should not be a point that’s dispositive about the broader tax.

32 https:// cepr.org/voxeu/columns/intergenerational-transfers-and-wealth-inequality

33 www.cbpp.org/research/state-budget-and-tax/state-taxes-on-inherited-wealth. These states all exempt inheritances of children from
parents, narrowing the tax base.
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taxation. Raising the rate while failing to address this issue unfairly puts more of the responsibility for paying
taxes on the companies that don’t engage in such evasion.

ITEP, for example, found that 240 of the Fortune 500 companies reported how much state income tax they
actually pay in their annual reports. Between 2008 and 2015, 92 of these companies did not pay any state
income taxes in at least one year despite telling shareholders they made $348 million in that time. Across the
eight years studies, the effective corporate tax rate on these 240 companies was half the average state corporate
tax aggregate rate.3* Front and center in this tax avoidance are efforts to use subsidiaries to shelter income.

For example, a company might create a subsidiary to hold its patents or trademarks. It would locate the
subsidiary in one of the six states that don’t tax corporate income.3® The parent company would then purchase
the use of those patents and property from its subsidiary. That would be a deductible business expense for the
main company, and taxable income for the subsidiary. But because the subsidiary was in a state without a
corporate tax, no tax would be paid in any state on that income.

Water’s Edge Combined Reporting. Most states with a corporate income tax have rules, called “water’s edge
combined reporting,” requiring that corporations include all their American subsidiaries (i.e those subsidiaries
based within our borders, or within the “water’s edge.”) in a combined statement of taxable income. This
prevents the corporation from using subsidiaries located in states without corporate taxes to shelter income.

Combined reporting is an important enough step to end corporate tax avoidance that all states should adopt it.
States that have yet to do so include AL, AR, FL, GA, IA, IN, LA, MO, MS, NC, SC, OK, PA, TN and VA.3% There
have been strong efforts to pass the law in both Pennsylvania and Virginia in recent years.3’

For the states with mandatory water’s edge combined reporting there are still two separate structural
weaknesses that might be addressed as part of a revenue effort. The first concerns how to treat a subsidiary
company’ sales when it doesn’t have its own physical presence. The two approaches to this are named
“Finnegan” and “Joyce” for California court cases that upheld them. To the extent we support using combined
reporting to see that the use of subsidiaries doesn’t exclude profits from taxation, the “Finnegan” approach is
preferable. Illinois passed legislation to move to a “Finnegan” approach in 2025.38 Other states that could adopt
Finnegan are AK, HI, ID, KY, ND, NE, OR, TX, VT, and WV.39

34 https:/ /itep.org/3-percent-and-dropping-state-corporate-tax-avoidance-in-the-fortune-500-2008-to-2015/

3 https://taxfoundation.org/data/all/ state/state-corporate-income-tax-rates-brackets-2024/

36 See www.cbpp.org/research/state-budget-and-tax/state-revenue-options-for-advancing-equity-and-prosperity#/policies/17

37 Pennsylvania’s most recent effort HB1610, as introduced is here: www.palegis.us/legislation/bills/text/ PDF/2025/0/HB1610/PN1914
38 See Article 30 www.ilga.gov/Documents/Legislation/PublicActs/104/PDF/104-0006.pdf

39 www.cbpp.org/research/state-budget-and-tax/state-revenue-options-for-advancing-equity-and-prosperity#/policies/21



The other loophole is a requirement that a subsidiary needs to have 20 percent or more of its property and
employees in the US in order to be counted in the combined reporting. The Center on Budget and Policy
Priorities, describes this as having led to “massive” shifts of profits out of state tax bases. States that should take
action to close this loophole include AZ, AK, CO, IL, KY, MA, MI, MT, NJ, NH, TX, and WI.4°

Beyond the “Water’s Edge.” While many states have taken action to limit the domestic subsidiary game, every
state faces additional challenges from the work of multinational corporations to recreate this tax avoidance
game using offshore tax havens. Doing so allows them to avoid both federal and state taxes. There are two main
efforts by states to address this. The first, and most recent, is to build on federal efforts to tax those sheltered
profits. The other is built out of state’s own efforts to extend combined reporting beyond the water’s edge. In a
perfect world, we would recommend states pass mandatory global combined reporting, but either way, they
should take steps to expand their corporate tax base by taxing these profits.

GILTI/NCTI. GILTI, or the Global Intangible Low Taxed Income tax, was a federal effort to tax money being
sheltered in offshore tax havens. In OBBBA, GILTI was replaced by the Net Controlled Foreign Corporation
Tested Income tax (NCTI).

Some states are deriving substantial revenue by incorporating GILTI in their tax codes.*! They do this by setting
a percentage of GILTI that they will tax. Most of these states will automatically convert to NCTI taxation. But
some will need to reform their code. These states should not abandon this revenue and should act to conform
to NCTI. A subset of states (In 2024: AK, CT, ID, MA, MT, NJ, NY, OR and TN) only collect on GILTI at a de
minimis level. If nothing else, they should explore increasing that to the level of other states.*?

While we support efforts to curtail the use of offshore tax havens by rich multinational corporations, there are
concerns about the NCTI approach that would, in an ideal world, make it a less worthwhile option than
combined reporting. Businesses have raised the idea of challenging the states’ power to adopt this taxation,
though careful drafting could neutralize this threat. And the existence of the tax is entirely dependent on the
federal tax code, which might make it vulnerable. But if there is not a simple path to worldwide combined
reporting, NCTI is a usable tool to make the tax code fairer.

Mandatory Worldwide Combined Reporting. AFT affiliates have long supported efforts to have states take
action to close this global tax avoidance practice. That included an effort to require combined reporting focused
on international subsidiaries located in known tax havens. While worldwide combined reporting used to be the
law of the land in several states, corporations campaigned to repeal it.

40 www.cbpp.org/research/state-budget-and-tax/state-revenue-options-for-advancing-equity-and-prosperity#/ policies/20

41 (States that do not include GILTI are AL, AR, CA, FL, GA, HJ, IN, IA, KS, KY, LA, MI, MS, MO, NM, NC, OK, PA, SC, VA and WI)
42 An example of Massachusetts legislation that would increase the share of GILTI tax from percent to 50 percent is here:
https://legiscan.com/MA/text/S2033/id/3162290/Massachusetts-2025-S2033-Introduced.pdf



But states should still apply the same principle used in their existing “water’s edge” combined reporting
requirements for American based subsidiaries to all subsidiaries.*® According to ITEP, this would - if adopted by
all states — lead to a net increase of $18.7 billion or 14 percent of current corporate tax revenues.**

While mandatory WWCR is thoroughly practical and administrable, it is difficult for states to be the first to
adopt a reform like this because corporate lobbyists use its novelty to argue that it creates new compliance
requirements and undue burdens. State lawmakers would be wise to ignore this self-serving fearmongering, but
one possible path is to adopt a compact where a state will make its implementation of mandatory global
combined reporting contingent on some number of other states taking the action. No state would be the first,
and there could be a process for states to use identical rules for implementation and any GILTI/NCTI taxation
would remain in place until such implementation.

Taxing Causes of 21st Century Societal Harms

It has long been a principle of taxation that it should be targeted to generate revenue from sources that are
linked to the creation of societal harm and cost. This doesn’t need to imply poor behavior on the part of the
taxpayer. For example, gas taxes are often dedicated to highway maintenance because, traditionally, this is a
way to tax highway users for the wear and tear they create. (Some may now consider highway use a “societal
harm” but that wasn’t the case when those taxes were first created). Similarly, gambling, cigarette and alcohol
taxation is justified in large part because we know these are linked to the creation of higher health and other
costs for society. While these taxes are sometimes called “sin taxes” the underlying principle of linking taxation
to societal cost is really what is important. In the legal world there are a number of related examples of states
being able to hold corporations accountable for cost of harms caused, including the tobacco settlement and the
fentanyl settlement. There are important tax proposals being considered in states that apply this concept to the
215 century.

Digital Ad Taxes. One of the truisms of the Internet age is that if you aren’t paying for a product, you are the
product. Tech companies generate revenue either by showing you digital ads or by selling your personal
information on the market. It is estimated that these practices generate $600 billion in revenues, with more
than two thirds of that going to Meta, Amazon and Alphabet (i.e. Google).*® The impact of this business model

3 Before choosing to adopt GILTI taxation, the Minnesota legislature advanced a global combined reporting bill:
www.house.mn.gov/comm/docs/cBGYhK2IXEKn_NJbLQ2alA.pdf#page=62

4 See https://itep.org/worldwide-combined-reporting-state-corporate-taxes/

5 https://shapingwork.mit.edu/wp-content/uploads/2024/04/Digital-Ad-Tax_Policy-Brief.pdf



can be argued to be perniciously harmful, with social media prevalence being associated with the rise of
disinformation, depression, and harms to our children.6

There is growing foment to tax revenue from digital advertisements directly as a way for society to help offset
the costs that are created by social media. The tax would be configured to apply to the revenues of the largest
tech corporations. This can be seen as part of a broader set of policies like limits on cell phone use in schools
that are designed to help ameliorate the harms from social media. It also would be a good and useful tax policy.
First, these companies are leaders in moving profits to offshore subsidiaries to avoid taxation.*” Taxing the
revenue stream directly, rather than taxing the profits would limit their ability to escape taxation. Second, such
a tax would generate copious amounts of revenue.

Some state policy makers have begun to examine this option. Maryland passed such a tax in 2022. It would have
applied to digital ad revenue from corporations with global revenues over $100 million and was estimated to
generate $250 million in taxes. There have been bills or proposals in other states, including Rhode Island,
California and Massachusetts.*

The Maryland tax has been overturned by the federal courts, and this is being used as an argument against
other proposals. It is important to understand that the court’s ruling focused on a provision of the law that
prohibited tech companies from directly billing their customers for the tax. This speaks to a broader issue in
corporate taxation that always exists: the power of the corporation to pass the cost of taxation to customers.
Under the Maryland law, the tech companies could still subsume the cost in their general billing, but they
couldn’t characterize it specifically as a result of state action. The courts ruled that this was a violation of free
speech, which means that tax provisions without this provision would survive.

There are other concerns with the tax have to be considered. First, business advocates make an additional
federal legal claim that hasn’t been tested: that such taxes specifically violate the federal Internet Tax Freedom
Act.*® Second, they infer that global tax agreements about national digital taxation preclude such taxation.
Finally they argue that this in effect is double taxation, because corporations pay taxes on their profits and that
a principle of good taxation is that business inputs shouldn’t be subject to taxation.

The prospect of federal preemption is the argument that proponents of a bill seeking to increase state revenue
in hard times should give most weight to when considering policy. There is risk that a successful campaign

16 See, for example, the AFT’s 2022 resolution “End Surveillance Capitalism And Regulate Social Media To Protect Our Children, Protect
Privacy, And Save Our Democracy” (www.aft.org/resolution/end-surveillance-capitalism-and-regulate-social-media-protect-our-children)
47 www.theguardian.com/us-news/2025/apr/15/silicon-six-accused-of-avoiding-almost-278bn-in-us-corporation-taxes-over-10-years.

8 For example, one of the Massachusetts bills that does not contain a Maryland style provision is:
https://legiscan.com/MA/text/H3126/id/3167837

9 www.taxnotes.com/tax-notes-today-state/ corporate-taxation/ cost-opposes-proposed-massachusetts-digital-ad-tax-
legislation/2025/10/30/7t77h?highlight=maryland%20digital



won’t generate the revenue that is hoped because of federal action. But the idea of specifically taxing this
revenue stream, which is at the heart of a growing number of societal discontents, is entirely proper.

Climate Change Superfunds. States face a growing number of challenges as a result of climate change. At this
writing, those challenges are compounded by the prospect of the federal government becoming an unreliable
partner in areas as basic and traditional as response to hurricanes, which are storms whose impact appears to
have been magnified as a result of climate change.? It’s a truism that all of us play a role in causing climate
change, but some of us — notably the fossil fuel industry — have played a disproportionate role. It is logical to ask
them to also play a disproportionate role in covering the societal costs of coping with climate change.

In 2024, New York and Vermont passed legislation to require just this.>! The policy has its roots in the federal
Comprehensive Environmental Response, Compensation, and Liability Act (CERCLA), also known as
“Superfund.”®? New York’s law requires corporations already subject to New York taxation and whose
greenhouse gas emissions meet a standard to pay into a fund for climate change amelioration. The total
funding required of the companies is $75 billion over 25 years. Emissions from companies subject to the tax will
be summed, and companies will be charged based on their proportion of the sum that they contribute.

The legislation that has been introduced in states dedicates these funds to ameliorating the impacts of climate
change. They don’t accrue to the general fund and can’t be used to avoid layoffs of public workers when times
are tough or to shore up Medicaid in response to federal cuts. But the policy addresses real problems that would
otherwise require the diversion of the very general funds that could be used to address tough times or Medicaid
cuts. So having these resources will help states address the broader range of problems they face.

The real issue here is political and legal viability. It’s good that some states have already taken action, setting an
example of success. Every new storm of a magnitude that led us to previously refer to them as “once in a
century” type events sadly makes the case for action. And fossil fuel companies are still quite profitable.> The
only reasons not to proceed with support for this taxation are the strength of the fossil fuel industry’s direct
opposition, and the related chance that those companies’ federal and judicial advocacy will lead to the
legislation being preempted or overturned.

Making The Law Count

The “tax gap” is the gap between what taxpayers should pay under law and what they actually do pay. A state’s
tax laws only matter up to the point that taxpayers follow them, and one of the most important findings in

50 www.edf.org/ climate/how-climate-change-makes-hurricanes-more-destructive

5! The NY legislation is at: www.nysenate.gov/legislation/bills/2023/52129/amendment/B

52 www.taxnotes.com/tax-notes-state/politics-taxation/ climate-change-superfunds-make-polluters-pay/2025/05/19/7s664

58 https:/ /blog.ucs.org/shaina-sadai/fossil-fuel-companies-make-billions-in-profit-as-we-suffer-billions-in-losses-2024-edition/



research into federal tax avoidance is that the rich are less likely to follow the laws than the rest of us.>* A recent
analysis estimated that the richest one percent of us were responsible for 30 percent of nonpayment of taxes due
to the federal government.>®

At the state level, noncompliance with tax laws costs billions of dollars every year. That leads to diminished
services and higher taxes on those who are law abiding.

For example,

e A 2025 re-analysis of Maryland’s tax gap study estimated that the gap there was more than $5 billion.%

e A 2017 Montana analysis estimates an income tax gap of $270 million.5”

e A 2016 New Mexico analysis estimates a state tax gap there of at least $635 million annually.5®

e A 2014 analysis by economists estimated noncompliance with the income tax cost the state of Georgia
between $1.4 and 2.9 billion in 2014.5

e A 2002 New York analysis calculated noncompliance with the income tax at $2.8 billion, with non- wage
income being disproportionately subject to avoidance.5°

States can take steps to lower their tax gaps. These start with conducting their own regular tax gap analyses.
Additional steps include modernizing technology and hiring additional staff. The Budget Lab at Yale University
estimates that the $80 billion investment in the IRS envisioned by the Inflation Reduction Act (but since curtailed)
would have resulted in almost $640 billion dollars in additional collections.! They find that a dollar spent on
technology yvields two dollars and that a dollar spent on auditing yields more than $7. More importantly,
increased enforcement leads to increased compliance, and that more than doubles the impact of increased
enforcement. At the state level, there are examples from Minnesota and Wisconsin that a dollar spent on auditing
will generate a similar 8 to 1 return.®?

51 See Johns, Andrew and Joseph Slemrod. 2010. “The Distribution of Tax Non Compliance.” National Tax Journal.
https://tinyurl.com/2sbt3he3

% https://budgetlab.yale.edu/research/revenue-and-distributional-effects-irs-funding

5 www.taxnotes.com/featured-analysis/marylands-tax-gap-calculation-doesnt-compute/2025/09/03/7syvz

57 https://archive.legmt.gov/content/ Committees/Interim/2017-2018/Revenue-and-Transportation/Meetings/Feb-2018/ dor-tax-gap-
memo.pdf

58
www.nmlegis.gov/Entity/LFC/Documents/Program_Evaluation_Reports/Tax%20Gap,%20Audit%20and%20Compliance,%20and%20Frau

d.pdf
59 www.researchgate.net/profile/James-

Alm/publication/269287051_Estimating the Tax_Gap_at_the_State_Level_The_Case_of Georgia's_Personal_Income_Tax/links/5c49ca929
2851c22a38d5152/Estimating-the-Tax-Gap-at-the-State-Level-The-Case-of-Georgias-Personal-Income-Tax.pdf

0 https://taxadmin.org/wp-content/uploads/resources/05rev_est/bolognino.pdf

51 https://budgetlab.yale.edu/research/revenue-and-distributional-effects-irs-funding

62 See www.aft.org/sites/default/files/media/2014/staterevenuesurvey1109.pdf
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Taxing The Rich Helps Everyone, But It Helps Rural Communities Disproportionately. There are a
constellation of policy and advocacy groups, funded by plutocrats and corporations including the Koch family,
that argue that low taxes and weak unions produce strong economies. They produce reports like “Rich States,
Poor States” to argue this case.5® The states they claim are strongest are more likely to have larger rural
populations. And states with larger rural populations tend to be “red” states whose legislatures systematically
oppose taxing the rich.®* But the evidence indicates that states highlighted by “Rich States, Poor States” as the
“best” actually have higher poverty, lower family median income and lower median wages than the “worst”
states.%

The now well known example of the 2012 Kansas tax cuts underscores how lower taxes on the rich have failed
rural communities. The state eliminated the top rate on its income tax and slashed business taxes, driving a
more than 13 percent reduction in the state budget.®® Kansas, before the tax cuts, had higher than average
economic growth; in the four years after the cuts, the economy grew at half the rate of the rest of the US
economy. State aid to schools declined by more than four percent, real aid to colleges was cut by 2 percent and
the state workforce was reduced by 4 percent. It would have been worse if the state hadn’t deferred paying into
pension funds or transferred almost a billion dollars from the highway fund to other purposes, partially paying
for tax cuts by borrowing from the future. 6

These cuts hurt every Kansan, but they particularly hurt rural communities. State aid to local government was
reduced by 14 percent and over 50 rural and frontier counties increased local taxes.®® The revenue from those
tax increases could only partially make up for state cuts, but to the extent they did, it represented a tax shift
from relatively rich Kansans to those with less.

Two dynamics explain why pro-rich tax policy harm rural communities even more than they do the rest of us.
First, the cost of providing public services is generally higher in rural communities because of lower population
densities, greater distances needed to be traversed and rougher terrain. Second, because rural communities, on
average, have lower than average incomes and unique needs, they require more intensive service on a per
capita basis than average. For example, the rural population has more intense health needs than the national
average and is more likely to use Medicaid to meet those needs.®® To the extent that state and local tax systems
fall disproportionately on lower income tax payers it leads to a situation where taxpayers are called on to pay
more, but have to do with fewer services than if the rich were taxed fairly.

8 www.richstatespoorstates.org/all-states/

64 Vermont and Maine are the states with the highest proportion of residents in rural areas, but the next 13 most rural states all have
Republican legislatures. www.americashealthrankings.org/explore/measures/pct_rural_b

% https://gradingstates.wpengine.com/alecs-rich-states-poor-states/alec-gets-it-backwards-in-rich-states-poor-states/

% https://gradingstates.org/the-problem-with-tax-cutting-as-economic-policy/ the-lessons-of-kansas/

57 www.cbpp.org/research/state-budget-and-tax/kansas-provides-compelling-evidence-of-failure-of-supply-side-tax

68 Kansas Center for Economic Growth. https://tinyurl.com/cdwr7h3t

9 www.kff.org/medicaid/5-key-facts-about-medicaid-coverage-for-people-living-in-rural-areas/



This problem is exacerbated by state limits on the ability of local governments to create their own taxes. That
can include limiting what taxes a locality can charge. For example, only 15 states allow a locality to levy an
income tax.”” Where a tax is allowed, states also limit on how much revenue can be collected. For example,
almost every state places some limits on local property taxes, including capping assessment and capping or
placing procedural roadblocks for rate increases.’! Because a healthy rural sector is important for a vibrant state
economy and society, it shouldn’t fall entirely on the shoulders of rural taxpayers to pay for services provided in
rural areas. But if the state isn’t going to properly fund those services, it should give rural communities some
ability to tax themselves in ways that are fairer and more helpful. That particularly includes allowing local
income taxes and so-called mansion taxes.

A Note On The Economics Of Taxing the Rich. Any tax represents a decision to take money from the private
sector economy and divert it to a public purpose. Such decisions are consequential and shouldn’t be taken
lightly. But much of the debate about the economics of these choices rests on a fallacy: That increasing taxes
will necessarily lead to a net slowing of economic growth. That’s actually an empirical question that can be
answered only by looking at the economic impact lost from the removal from circulation of those dollars being
taxed compared to the economic benefit gained from the spending. And it is possible that the spending will
serve a broader public purpose in terms of education, health, public safety or other benefit beyond the
immediate economic impact.

That immediate economic impact depends primarily on how likely the dollars taxed and spent are to circulate
in the broader economy. As a rule of thumb, a poorer person is more likely to spend every dollar they have than
aricher person. As such, its more harmful to the economy to take a dollar from the poorer person. So tax
policies that focus on the rich generate a smaller economic cost, giving them an economic as well as a human
logic. Subsequent spending by government can provide an economic stimulus greater than that cost, meaning
that taxation and spending can be an economic engine rather than a drag.

For example:

e A paper for the Federal Reserve finds that, historically, federal spending on services has a positive
economic when financed by taxes on the rich.”?

e Analysis prepared to inform the federal response to the Great Recession found that spending on state
and local government services provide more stimulus to the economy than tax cuts.”

" https:/ /itep.org/the-mostly-untapped-power-of-local-income-taxes/

I www.lincolninst.edu/app/uploads/legacy-files/sources/events/iaao_handout_sep_13_2017.pdf
72 www.federalreserve.gov/econres/ifdp/files/ifdp1237.pdf

7 www.federalreserve.gov/econres/ifdp/files/ifdp1237.pdf



¢ The Committee for a Responsible Federal Budget, a group whose focus is lowering federal debt,
examined multiple generations of Congressional Budget Office estimates of economic impact of
different policies. CBO consistently found that targeting funds directly to the poor and unemployed was
the only measure with an economic benefit comparable to spending on state and local government
services.

e Arecent estimate is that every dollar spent on state and local government services generates $1.70 in
economic activity.”

™ www.epi.org/blog/state-and-local-aid-bipartisan-economists-video/



