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Executive Summary

TAX BURDEN 
MEASURE: BUSINESS 
TAXES AS A SHARE 
OF PROFITS

This reports contains Anderson Economic Group’s third annual state business tax 
burden rankings. To understand the burden taxes place on businesses in each state, 
it is important to look beyond the amount of tax revenue governments collect. 
AEG’s tax burden measure compares the amount of taxes businesses actually pay to 
income available to pay the tax. We consider the ratio of taxes paid to profits earned 
to be the best indicator of the burden of state and local taxes on employers.
The rankings and other information in this report allow employers, policymakers, 
investors, and other stakeholders to compare the tax burdens imposed on employers 
in different states using a published and consistent methodology and fully disclosed 
data sources.

TAXES PAID BY 
BUSINESS

Businesses pay many state and local taxes. As shown in Exhibit I on page 7, 
businesses pay property taxes, sales taxes, “corporate income” taxes, license fees, 
unemployment compensation taxes, and individual income taxes on pass-thru 
business income. Our methodology distinguishes taxes paid by businesses from 
those paid by individuals, such as sales tax on consumer items, property taxes on 
residences, and income taxes on wages and salary earnings. In FY 2006, we 
estimate businesses paid $427 billion in state and local taxes, or 36% of total taxes. 

2008 STATE BUSINESS 
TAX BURDEN 
RANKINGS

We rank all 50 states and the District of Columbia. A rank of “1” indicates the state 
with the lowest tax burden. In the average state, businesses pay 16.69% of profits in 
state and local taxes. Taxes as a share of profits fell significantly between the 2007 
and 2008 rankings as profits rose faster than business taxes. Between FY 2005 and 
FY 2006, profits increased 58% compared to a 10% increase in business tax 
revenue. See Exhibit II on page 8 for a ranking of all states. 

Ten States With Lowest Tax Burdens. The ten states with the lowest tax burdens 
are: North Carolina, Delaware, Tennessee, Ohio, Missouri, Louisiana, Alabama, 
Minnesota, South Dakota, and Connecticut. Taxes as a share of profits among the 
ten lowest states range between 12% and 13%, with the exception of North Carolina 
(10.88%) and Delaware (11.03%), which are lower than the rest.

Ten States With Highest Tax Burdens.  The ten states with the highest tax burdens 
are: North Dakota, West Virginia, Florida, District of Columbia, New Hampshire, 
Hawaii, Alaska, Vermont, Maine, and Montana. Taxes as a share of profits among 
the ten highest states are between 20% and 30%.

OVERVIEW OF 
METHODOLOGY

This is the third annual study using the same methodology developed for the origi-
nal state business tax benchmarking study that was commissioned by the Michigan 
House of Representatives in 2006. The 2006 report, Benchmarking for Success: A 
Comparison of State Business Taxes by Patrick L. Anderson and Caroline M. Sallee, 
is available at AEG’s website: http://www.AndersonEconomicGroup.com.

The base data come from the U.S. Census of Governments State and Local Finance 
survey and the Internal Revenue Service’s Statistics of Income. See “Methodology” 
on page 9. The annual rankings are published in the State Economic Handbook, 
edited by Patrick Anderson and Scott Watkins, and published annually by Palgrave 
MacMillan.
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2008 State Business Tax Burden Rankings

STATE RANKINGS ON 
BUSINESS TAX 
BURDEN MEASURE

To understand the burden taxes place on businesses in each state, it is important to 
look beyond the amount of tax revenue governments collect. The actual taxes busi-
nesses pay should be compared to income available to pay the tax. The best mea-
sure of tax burden is taxes paid as a share of profits, as this measure directly 
compares taxes paid to business income available to pay the tax.

We constructed a measure that compares taxes businesses pay to business profits 
earned within each state. We rank all 50 states and the District of Columbia. A rank 
of “1” indicates the state with the lowest tax burden. Table 1 below shows the ten 
states with the lowest business tax burdens and the ten states with the highest bur-
dens. In the average state, businesses pay taxes equivalent to 16.69% of profits. See 
Exhibit II on page 8 for the ranking of all states.

States With Lowest Business Tax Burdens. The ten states with the lowest tax bur-
dens are: North Carolina, Delaware, Tennessee, Ohio, Missouri, Louisiana, Ala-
bama, Minnesota, South Dakota, and Connecticut. No single geographical region 
dominates in our ranking; states with low tax burdens can be found in the Northeast, 
Midwest, South, and West. The tax burdens among the ten lowest states range 
between 12% and 13%, with the exception of North Carolina and Delaware, whose 
tax burdens are lower than the rest. North Carolina, the state with the lowest tax 
burden, is about 2 percentage points lower than the 10th lowest state (Connecticut).

States With Highest Business Tax Burdens. As shown in Table 1 on page 2, the ten 
states with the highest tax burdens are: North Dakota, West Virginia, Florida, Dis-
trict of Columbia, New Hampshire, Hawaii, Alaska, Vermont, Maine, and Montana. 
Tax burdens among the ten highest states are between 20% and 30%.

TABLE 1. States with Lowest and Highest Business Tax Burdens, 2008

Ten States with Lowest Tax Burdens Ten States with Highest Tax Burdens

Business Taxes as 
a Share of Profits Rank

Business Taxes as 
a Share of Profits Rank

North Carolina 10.88% 1 North Dakota 20.32% 42

Delaware 11.03% 2 West Virginia 20.48% 43

Tennessee 12.01% 3 Florida 20.67% 44

Ohio 12.01% 4 District of Columbia 23.21% 45

Missouri 12.10% 5 New Hampshire 23.44% 46

Louisiana 12.22% 6 Hawaii 23.82% 47

Alabama 12.57% 7 Alaska 25.72% 48

Minnesota 12.58% 8 Vermont 26.45% 49

South Dakota 12.60% 9 Maine 27.40% 50

Connecticut 12.63% 10  Montana 30.61% 51

Memo: 
U.S. State Average 16.69%

Note: Data is from FY 2006
Source: Anderson Economic Group LLC
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STATE AND LOCAL 
BUSINESS TAXES

In FY 2006, state and local governments reported total tax revenue of $1.2 trillion. 
Businesses (as opposed to households) paid 36% of total state and local taxes. Most 
tax revenue from businesses came from property taxes. As shown in Figure 1, reve-
nue from property taxes made up 51% of all tax revenue from businesses. Revenue 
from “corporate income” taxes made up 12%, while the remaining share came from 
sales, unemployment compensation, license fees, and individual taxes on pass-thru 
business income.1 

FIGURE 1. Share of Revenue by Type of State and Local Business Taxes, FY 2006 

In FY 2006, businesses paid $427 billion in state and local taxes, as shown in 
Exhibit I on page 7. This is 10% more than they paid in FY 2005. Tax revenue in all 
categories increased between FY 2005 and FY 2006, as shown in Table 2 on page 4. 
The tax categories that experienced the largest increases include “corporate 
income” (22.7%), other selective sales tax (12.5%), and individual income taxes on 
pass-thru business income (25.2%).

 

1. The U.S. Census’s  category “corporate income” includes revenue from taxes on net income of 
corporations and unincorporated businesses. This category includes value-added taxes but 
excludes gross receipts taxes. Michigan’s Single Business Tax (a modified value-added tax) is 
included in this category.

Source: Anderson Economic Group, LLC
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COMPARISON TO 2007 
STATE RANKINGS

From 2005 to 2006 business tax revenue and profits increased. As shown in Table 2 
above, between FY 2005 and FY 2006 taxes paid by businesses increased 10%. 
However, profits increased significantly more than business tax revenue—by 58%. 
While business taxes directly related to profits increased significantly (22.7%), 
most other tax revenue rose less dramatically—between 4 and 12%. Therefore, 
business tax burdens measured as a ratio to profits fell from the 2007 to 2008 rank-
ings. The average state tax burden fell from 24.2% in 2007 to 16.69% in 2008.

States With Lowest Tax Burdens. Louisiana and Alabama are new to the list this 
year, replacing New Mexico and Georgia in the top ten. All states in the top 10 low-
est tax burden states in 2008 were in the top 15 in 2007. See Table 3 below.

TABLE 2. Change in Business Taxes Paid in U.S., FY 2005-FY 2006

Business Tax Category FY 2005 FY 2006 Change (%)

Property Tax  $202,419,895 $217,219,807 7.3%

Motor Fuel Sales Tax  $9,387,218  $10,044,958 7.0%

Public Utilities Sales Tax  $22,551,373  $23,669,004 5.0%

Other Selective Sales Tax  $21,753,054  $24,475,574 12.5%

Corporate Income  $43,137,967  $52,930,783 22.7%

License Fees  $25,776,500  $26,844,159 4.1%

Unemployment Compensation  $35,374,494  $36,988,942 4.6%

Individual Income Tax on Pass-thru 
Business Income

 $27,895,826  $34,916,417 25.2%

Total Taxes Paid by Businesses  $388,296,327  $427,089,644 10.0%

Base Data Source: U.S. Census of Governments State and Local Finance Survey, FY 2006
Source: Anderson Economic Group, LLC

TABLE 3. Comparison of Top Ten Lowest Tax Burden States, 2007 and 2008 Rankings

2008 Rankings (FY 2006 data) 2007 Rankings (FY 2005 data)

Business Taxes as 
a Share of Profits Rank

Business Taxes as a 
Share of Profits Rank

North Carolina 10.88% 1 18.15% 7

Delaware 11.03% 2 15.89% 1

Tennessee 12.01% 3 18.00% 3

Ohio 12.01% 4 18.58% 9

Missouri 12.10% 5 17.45% 2

Louisiana 12.22% 6 18.96% 11

Alabama 12.57% 7 19.33% 14

Minnesota 12.58% 8 18.07% 4

South Dakota 12.60% 9 18.42% 8

Connecticut 12.63% 10 18.08% 5

Memo: U.S. State Average 16.69% 24.2%

Source: Anderson Economic Group LLC
State Business Tax Burden Rankings 4
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States With Highest Tax Burdens. Florida replaced Mississippi in the top 10 states 
with the highest tax burdens, while the other states on the list remained the same 
from 2007 to 2008. Business taxes paid as a share of business profits declined 
between 2007 and 2008 for the group and the ordering of the states changed 
slightly, as shown in Table 4.

ROBUSTNESS OF 
MEASURE

The measure we selected is the best measure as it directly compares taxes paid to 
income available to pay the tax. In order to assess the robustness of our measure, we 
calculated tax burdens using two additional indicators of ability to pay. In addition 
to ranking states by business taxes paid as a share of profits, we ranked states by 
two additional measures:
1. Business Taxes as a Share of Personal Income
2. Business Taxes as a Share of Private Gross State Product (GSP)

After comparing business taxes paid as a share of profits to the other two measures, 
we found that a state’s performance on this measure is a good predictor of  its per-
formance on the other measures.Five of our top ten states—Alabama, Missouri, 
North Carolina, Ohio, and Tennessee—were in the top 15 on all three measures.

A handful of states scored very well on one measure, but performed poorly on one 
of the other measures. An example of this is Delaware, which ranked 2nd on the 
businesses taxes to profits measure, but ranked 47th on the business taxes to per-
sonal income measure. Since Delaware is the state of domicile for many publicly-
traded companies, its rankings on one or more measures may be distorted. As 

TABLE 4. Comparison of Top Ten Highest Tax Burden States, 2006-2007 Rankings

2008 Rankings (FY 2006 data) 2007 Rankings (FY 2005 data)

Business Taxes as 
a Share of Profits Rank

Business Taxes as a 
Share of Profits Rank

North Dakota 20.32% 42 29.28% 42

West Virginia 20.48% 43 31.50% 46

Florida 20.67% 44 28.37% 41

District of Columbia 23.21% 45 30.48% 44

New Hampshire 23.44% 46 34.92% 48

Hawaii 23.82% 47 30.56% 45

Alaska 25.72% 48 33.78% 47

Vermont 26.45% 49 39.37% 50

Maine 27.40% 50 37.72% 49

 Montana 30.61% 51 44.24% 51

Source: Anderson Economic Group LLC
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shown in Table 5, most states ranked similarly on the business taxes to profits and 
business taxes to private GSP measures.

TABLE 5. Comparison of Top Ten Lowest Tax Burden States on Two Measures

Business Taxes / 
State Profits Rank

Business Taxes / 
Private GSP Rank

North Carolina 10.88% 1 2.81% 4

Delaware 11.03% 2 3.30% 19

Tennessee 12.01% 3 2.80% 3

Ohio 12.01% 4 3.30% 18

Missouri 12.10% 5 3.08% 14

Louisiana 12.22% 6 2.80% 2

Alabama 12.57% 7 3.04% 10

Minnesota 12.58% 8 3.43% 22

South Dakota 12.60% 9 2.95% 5

Connecticut 12.63% 10 3.74% 28

Memo: U.S. State Average 16.69% 3.79%

Source: Anderson Economic Group LLC
State Business Tax Burden Rankings 6
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Exhibit II. AEG State Business Tax Burden Rankings, Business Taxes as a Share of Profits, 2008

No
So

Sta
(c)
Ranking State Total Taxes Paid by 
Businesses

Business Profits 
Earned Within State

Business Taxes / 
State Profits

1 North Carolina 9,344,505$                      85,880,551$                       10.88%
2 Delaware 1,802,280 16,335,144 11.03%
3 Tennessee 5,887,433 49,037,906 12.01%
4 Ohio 13,257,772 110,413,246 12.01%
5 Missouri 5,972,943 49,361,391 12.10%
6 Louisiana 5,106,201 41,785,017 12.22%
7 Alabama 4,075,924 32,435,573 12.57%
8 Minnesota 7,432,668 59,102,090 12.58%
9 South Dakota 823,824 6,538,757 12.60%

10 Connecticut 6,977,259 55,239,776 12.63%
11 Arkansas 2,402,519 18,559,424 12.95%
12 Oklahoma 3,308,188 25,410,560 13.02%
13 Georgia 9,830,749 74,343,718 13.22%
14 Utah 2,598,654 19,338,204 13.44%
15 New Mexico 1,577,055 11,686,892 13.49%
16 Wisconsin 7,336,821 54,169,006 13.54%
17 Colorado 5,943,398 43,725,453 13.59%
18 Washington 7,439,056 53,674,181 13.86%
19 Iowa 4,072,137 28,117,264 14.48%
20 Pennsylvania 16,674,579 113,971,708 14.63%
21 Massachusetts 11,800,840 79,542,050 14.84%
22 Michigan 13,333,958 89,257,088 14.94%
23 Maryland 6,715,892 44,001,280 15.26%
24 Texas 32,390,065 212,038,929 15.28%
25 Kentucky 4,833,269 31,577,824 15.31%
26 Nebraska 2,338,844 15,238,601 15.35%
27 Virginia 10,352,973 67,373,725 15.37%
28 Oregon 4,820,739 30,449,498 15.83%
29 South Carolina 4,734,322 29,545,636 16.02%
30 Indiana 9,368,956 58,281,640 16.08%
31 California 56,123,513 336,540,330 16.68%
32 New York 44,508,097 266,765,465 16.68%

U.S. State Average 16.69%
33 Kansas 3,885,675 23,099,635 16.82%
34 Illinois 22,979,531 135,856,281 16.91%
35 Arizona 6,357,630 36,916,496 17.22%
36 Mississippi 2,893,093 15,884,211 18.21%
37 Nevada 3,662,960 20,072,276 18.25%
38 Wyoming 1,060,567 5,761,723 18.41%
39 New Jersey 18,350,365 94,265,810 19.47%
40 Rhode Island 1,895,508 9,610,907 19.72%
41 Idaho 1,649,086 8,348,235 19.75%
42 North Dakota 925,547 4,555,720 20.32%
43 West Virginia 2,287,940 11,169,820 20.48%
44 Florida 24,530,360 118,696,197 20.67%
45 District of Columbia 1,930,008 8,313,735 23.21%
46 New Hampshire 2,786,895 11,891,576 23.44%
47 Hawaii 1,705,537 7,160,362 23.82%
48 Alaska 1,823,599 7,091,244 25.72%
49 Vermont 1,236,607 4,675,944 26.45%
50 Maine 2,441,614 8,911,563 27.40%
51 Montana 1,501,689 4,905,492 30.61%
te: Data is from FY 2006
urce: Anderson Economic Group, LLC
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Methodology

TAXES PAID BY 
BUSINESS

Base data for AEG’s estimate of taxes paid by businesses in each state come from 
the 2006 U.S. Census of Governments State and Local Finance survey and the 
Internal Revenue Service’s Statistics of Income.

Base Data: U.S. Census of Governments

In order to construct our “total taxes paid by businesses” figure, we used tax data 
from five main tax categories in the U.S. Census of Governments survey:
1. Property
2. Sales and excise
3. License
4. Corporate income
5. Unemployment contributions

For each of the above categories, we allocated some portion of tax revenue as paid 
by businesses using the following methodology.

(1) Property taxes. The U.S. Census State and Local Government Finances survey 
reports state and local property taxes collected by state for fiscal year 1999-2000. 
The business share of property taxes paid in 2000 was calculated as the residual of 
total property taxes collected in 2000 less property taxes paid on owner-occupied 
units. We then applied the same fraction from the 2000 business share to property 
taxes collected in 2006. The Census of Housing (2000) provides an aggregate figure 
of taxes paid on owner-occupied units for each state. We treat taxes paid on rental 
housing as business taxes.

(2) Sales and Excise taxes.  In addition to total sales and excise taxes, the U.S. Cen-
sus State and Local Government Finances Survey provides detailed data for several 
categories of sales and excise taxes. We apportioned some selective sales tax cate-
gories entirely to business and allocated others between businesses and individuals 
using the methodology described below. We allocated all general sales taxes to indi-
viduals.
• Motor Fuels Sales tax

We allocated a portion of this tax as paid by businesses based each state’s diesel 
fuel sales share of total diesel and gas sales. We assumed that companies, rather 
than households, purchase diesel and pay this tax. We obtained the diesel and 
motor gasoline fuel sales by state from the U.S. Energy Information 
Administration.

• Public Utilities tax
We allocated all of this category as paid by businesses.

• Other Selective Sales tax
We split remaining selective sales taxes 50-50 between households and businesses.

(3) License taxes. The U.S. Census State Government Finances survey provides 
license taxes by subcategory. We allocated amusement, corporation, public utility, 
and occupation and business license taxes to businesses. We allocated motor vehicle 
State Business Tax Burden Rankings 9
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license taxes based on the same ratio of diesel to total fuel sales used to apportion 
the motor fuel sales tax. We allocated to business the same portion of local license 
fees as used for state license fees.

(4) Corporate income tax. This category includes taxes on net income of corpora-
tions and unincorporated businesses. Gross receipts taxes are not included in this 
category. Michigan’s Single Business Tax revenue is included in this category. We 
allocated all revenue in this category as paid by business.

(5) Unemployment compensation. We allocated all of the unemployment compen-
sation revenue reported by the U.S. Census to businesses.

Base Data: Internal Revenue Service Statistics of Income

Individual Income Taxes on Pass-Through Business Income.  In order to estimate 
individual taxes paid on pass-through business income, we turned to data provided 
by the Internal Revenue Service’s Statistics of Income (SOI). We used returns data 
on net income less deficit reported in 2006 for partnerships, “S” Corporations, and 
sole proprietorships to determine the national profits for these types of firms. We 
allocated the national profits to states based on each state’s share of proprietorship 
income, as reported by the Bureau of Economic Analysis (BEA). Proprietorship 
data reported by the BEA includes partnerships and “S” Corporation income, in 
addition to income from sole proprietorships.

After allocating profits from these types of firms to each state, we calculated the 
appropriate tax rate for these profits. We calculated the average individual income 
tax rate by dividing each state’s individual income tax revenue in 2006 by the state’s 
adjusted gross income (AGI) from the SOI. We then created a weighted personal 
income tax rate that consisted of 1/3 the top individual tax rate and 2/3 the average 
tax rate. Individual income taxes on pass-through business income was thus profits 
from these firms times each state’s weighted tax rate.

BUSINESS PROFITS 
EARNED WITHIN EACH 
STATE

The denominator of our tax burden measure is state business profits. We appor-
tioned company profits reported within the United States as a whole to individual 
states using a methodology that relied on gross state product and industry employ-
ment by state. 

To estimate business profits in each state, we followed two steps. First, we obtained 
national profits by major industries using IRS tax return data in 2006 for “C” corpo-
rations, “S” Corporations, partnerships, and sole proprietorships. Second, we allo-
cated national profits to each state using two methods: (1) allocation based on each 
state’s share of total gross state product, and (2) allocation based on each state’s 
share of employment by industry. For the first method, we calculated each state’s 
share of employment by industry using the 2002 U.S. Economic Census. For the 
second method we allocated national profits to each state by each state industry’s 
share of total GSP in 2006 using Bureau of Economic Analysis data. After allocat-
ing profits by both methods, we averaged them to obtain each state’s total profits. 
See Exhibit II, “AEG State Business Tax Burden Rankings, 2008,” on page 8 for 
business profits by state.
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DETAILED 
METHODOLOGY IN 
2006 REPORT

Anderson Economic Group’s 2006 report, Benchmarking for Success: A Compari-
son of State Business Taxes, provides a detailed methodology, survey of other tax 
burden studies, and a review of how taxes affect economic growth. This report is 
available at: http://www.AndersonEconomicGroup.com.

COPYRIGHT NOTICE & 
DISCLAIMERS

This entire report, including tables, is copyright (c) 2009 by Anderson Economic 
Group LLC. All rights reserved, except permission to reproduce in its entirety, 
including this notice, for news media and research purposes. Resale without permis-
sion, and use in derivative works, is expressly prohibited. “Fair use” excerpts may 
be included in news or research reports provided a complete citation is given to the 
author, title, and publisher.
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ABOUT ANDERSON 
ECONOMIC GROUP

Anderson Economic Group LLC is a research and consulting firm with exper-
tise in tax analysis, economics, public policy, financial valuation, and market 
research. AEG’s past clients include:

• Governments, such as the states of Michigan, North Carolina, and Wisconsin; the 
cities of Detroit, MI, Cincinnati, OH, Norfolk, VA, and Fort Wayne, IN; counties 
such as Oakland County, Michigan, and Collier County, Florida; and authorities 
such as the Detroit-Wayne County Port Authority.

• Corporations such as GM, Ford, Delphi, Honda, Metaldyne, Taubman Centers, The 
Detroit Lions, PG&E Generating; SBC, Gambrinus, Labatt USA, and InBev USA; 
automobile dealers and dealership groups representing Toyota, Honda, Chrysler, 
Mercedes-Benz, and other brands.

• Nonprofit organizations, such as Michigan State University, Wayne State 
University, Van Andel Institute, the Michigan Manufacturers Association, 
International Mass Retailers Association, American Automobile Manufacturers 
Association, Automation Alley, and the Michigan Chamber of Commerce. 

Visit AEG’s website at: http://www.AndersonEconomicGroup.com.

ABOUT THE AUTHORS Caroline M. Sallee. Ms. Sallee is a Consultant and Director of the Chicago office at 
AEG, working in the Public Policy, Fiscal, and Economic Analysis practice area. 
Ms. Sallee’s background is in applied economics and public finance.

Ms. Sallee is the co-author of the 2006 report Benchmarking for Success: A Com-
parison of State Business Taxes. Ms. Sallee’s recent work includes an economic 
impact assessment for Michigan’s University Research Corridor (Michigan State 
University, University of Michigan, and Wayne State University), and an analysis 
of Michigan’s Earned Income Tax Credit. Ms. Sallee holds a Masters degree in Pub-
lic Policy from the Gerald R. Ford School of Public Policy at the University of 
Michigan and a Bachelor of Arts degree in economics and history from Augustana 
College.

Patrick L. Anderson. Mr. Anderson founded Anderson Economic Group in 1996, 
and serves as Principal and CEO of the company. In this role he has successfully 
directed projects for state governments, cities, counties, nonprofit organizations, 
and corporations in over half of the United States. 

Mr. Anderson has written over ninety articles published in periodicals such as The 
Wall Street Journal, The Detroit News, The Detroit Free Press, American Outlook, 
Crain's Detroit Business; and monographs published by the Mackinac Center for 
Public Policy, The Economic Enterprise Foundation of Detroit, the Ethan Allen 
Institute in Vermont, and the Heartland Institute of Chicago. His book Business 
Economics and Finance was published by CRC Press in August 2004. His paper 
“Pocketbook Issues and Presidency,” co-authored with Ilhan Geckil, was awarded 
the 2004 Mennis award for the best submitted paper to Business Economics by the 
National Association of Business Economics. 

Mr. Anderson is a graduate of the University of Michigan, where he earned a Mas-
ters degree in Public Policy and a Bachelors degree in Political Science. He has 
been a member of the National Association for Business Economics since 1983.
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