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Meeting Agenda

Finance Committee

Room 2075:00 PMWednesday, July 12, 2017

1. CALL TO ORDER

2. ROLL CALL

3. APPROVAL OF AGENDA

4. APPROVAL OF MINUTES

4.A 17-0721 Approval of June 22, 2017 Finance Committee Meeting Minutes

MinutesAttachments:

5. COMMITTEE BUSINESS

5.A 17-0709 Discussion on the Preliminary 2018 Capital Facilities Plan

5.B 17-0707 Comparison of Municipal Taxes, Rates, and Fees in Thurston County

5.C 17-0741 Direction on How to Proceed with an Analysis of Local Government Tax 

Regressivity

July 12, 2016 Referral

ITEP Analysis of Who Pays State and Local Taxes

Attachments:

6. REPORTS AND UPDATES

7. ADJOURNMENT

The City of Olympia is committed to the non-discriminatory treatment of all persons in employment and 

the delivery of services and resources.  If you require accommodation for your attendance at the City 

Council Committee meeting, please contact the Council's Secretary at 360.753-8244 at least 48 hours 

in advance of the meeting.  For hearing impaired, please contact us by dialing the Washington State 

Relay Service at 7-1-1 or 1.800.833.6384.
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Approval of June 22, 2017 Finance Committee
Meeting Minutes

Agenda Date: 7/12/2017
Agenda Item Number: 4.A

File Number:17-0721
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Type: minutes Version: 1 Status: In Committee

Title
Approval of June 22, 2017 Finance Committee Meeting Minutes
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City Hall

601 4th Avenue E

Olympia, WA  98501

Information: 360.753.8244

Meeting Minutes - Draft

Finance Committee

5:00 PM Room 112Thursday, June 22, 2017

Special Meeting

CALL TO ORDER1.

Chair Cooper called the meeting to order at 5:00 p.m.

ROLL CALL2.

Present: 3 - Chair Jim Cooper, Committee member Jessica Bateman and 

Committee member Jeannine Roe

APPROVAL OF AGENDA3.

Item 5.C was placed before item 5.B. The agenda was approved as amended.

APPROVAL OF MINUTES4.

4.A 17-0673 Approval of June 7, 2017 Finance Committee Meeting Minutes

The minutes were approved.

COMMITTEE BUSINESS5.

5.A 17-0532 Maintenance Center Feasibility Study Update

Public Works Director Rich Hoey provided a presentation on the status of the 

Maintenance Center Feasibility Study. Due to the large amount of land needed to 

co-locate all Parks and Public Works functions, staff has explored using three 

City-owned properties in combination. These properties include the existing 

Maintenance Center and the former Fire Training Pad near Eastside Street along with 

the Police Firing Range site located on Carpenter Road. Since the location on 

Carpenter Road is in close proximity to the Thurston County Waste and Recovery 

Center it would be the ideal site for Wast ReSources development. He provided cost 

estimates and financing options for development of the Carpenter Road site with a 

50-year design. The Maintenance Center needs environmental work before any cost 

estimates can be put forward for that location. The Committee recommends 

collaborating with the Olympia Police Department regarding the existing Carpenter 

Road firing range and obtaining additional information to establish a more concrete 

timeline and cost estimate for the project as a whole, then bringing that information 

back in front of the Committee to consider. Staff said that once environmental work is 
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June 22, 2017Finance Committee Meeting Minutes - Draft

completed at the Maintenance Center site this information will be obtainable.

The report was completed.

5.B 17-0641 Discussion on Contract for Banking Services

Fiscal Services Director Dean Walz gave background information on the City of 

Olympia’s banking activity. U.S. Bank is the City’s current provider. This contract runs 

from 2012 to 2024, with a 2-year cycle. In a bidding process, staff recommends 

having bidders disclose information related to certain activities rather than having a 

strict selection criterion that may automatically disqualify a bidder; the Committee 

supports this process. No direction was given regarding the selection criteria.

The discussion was completed.

5.C 17-0669 Discussion of Business and Occupation (B&O) Tax Threshold

Accounting Supervisor Thomas Donnelly presented Business and Occupation (B&O) 

tax information and threshold options. The current threshold for the City of Olympia is 

$20,000. Committee members would like to have further discussions wiht staff to 

obtain more information before providing direction. 

The discussion was completed.

5.D 17-0670 Discussion on Socially Responsible Purchasing

Administrative Services Director Mary Verner presented information on socially 

responsible purchasing. She gave an overview of the types of factors, criteria, 

materiality, scope and scale that would need to be determined as the basis for a 

socially responsible purchasing policy. Staff recommends approving funding for an 

intern to conduct further research on socially responsible purchasing before moving 

forward with discussing criteria for a socially responsible purchasing program. The 

Committee lacked consensus on whether or not funding an intern to gather this 

information is a priority. Without an intern, staff will be able to: 1) identify the City’s 

largest spending areas; and, 2) develop a simple environmental purchasing policy as 

an example, to bring back before the Committee. No direction was provided.

The discussion was completed.

REPORTS AND UPDATES6.

Chair Cooper will not be present at the August 9, 2017 meeting but will be available to 

appear telephonically. 

ADJOURNMENT7.

Chair Cooper adjourned the meeting at 7:10 p.m.
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Finance Committee

Discussion on the Preliminary 2018 Capital
Facilities Plan

Agenda Date: 7/12/2017
Agenda Item Number: 5.A

File Number:17-0709

City Hall
601 4th Avenue E.

Olympia, WA 98501
360-753-8244

Type: information Version: 1 Status: In Committee

Title
Discussion on the Preliminary 2018 Capital Facilities Plan

Recommended Action
Committee Recommendation:
Not referred to a committee.

City Manager Recommendation:
Receive the information.  Briefing only. No action requested.

Report
Issue:
Whether to receive a briefing on the content of the Preliminary 2018 Capital Facilities Plan, including
key projects, revenues, and expenses, as staff members compile the preliminary plan. Staff will
receive comments and provide responses to Committee members’ questions.

Staff Contact:
Mary Verner, Administrative Services Director, 360.753.8499

Presenter(s):
Dean Walz, Administrative Services, Director of Fiscal Services, 360.753.8465
Department Directors (as available)

Background and Analysis:
In preparation for the adoption of the 2018 Capital Facilities Plan (CFP) later in the year, staff have
compiled the preliminary CFP, which is still circulating in draft for edits. To keep the Committee
informed, staff will present the key components of the preliminary CFP for Committee Members
discussion, questions, and feedback.

Neighborhood/Community Interests (if known):
None known at this time. The preliminary CFP will be reviewed by other Committees and Advisory
Councils as it evolves into the final Capital Facilities Plan for adoption.

Options:
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Type: information Version: 1 Status: In Committee

1. Accept information without further action.
2. Request additional information for staff to bring back to the Committee in the future.

Financial Impact:
N/A

Attachments:

None
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Finance Committee

Comparison of Municipal Taxes, Rates, and
Fees in Thurston County

Agenda Date: 7/12/2017
Agenda Item Number: 5.B

File Number:17-0707

City Hall
601 4th Avenue E.

Olympia, WA 98501
360-753-8244

Type: information Version: 1 Status: In Committee

Title
Comparison of Municipal Taxes, Rates, and Fees in Thurston County

Recommended Action
Committee Recommendation:
Not referred to a committee.

City Manager Recommendation:
Receive the Information.  Briefing only; No action requested.

Report
Issue:
Whether to receive information on Olympia municipal services costs compared to those of Lacey and
Tumwater, as useful contextual information. A city’s property, sales, and B&O tax rates, utility rates,
and costs for building construction are factors in homeowner decision-making about where to live.

Staff Contact:
Dean Walz, Administrative Services, Director of Fiscal Services, 360.753.8465

Presenter(s):
Olivia Oudman, Accountant, 360.753.8435

Background and Analysis:
To provide City Council a regional context for decision-making about changes to Olympia’s taxes,
utility rates, and permit fees, Fiscal Services staff conducted research and compiled information
comparing Olympia’s costs of services with those of Lacey and Tumwater. This information will be
presented to the Committee for discussion about implications and consideration of any additional
information that would be helpful.

Neighborhood/Community Interests (if known):
None known.

Options:
1. Accept information without further action.
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Type: information Version: 1 Status: In Committee

2. Request additional information for staff to bring back to the Committee in the future.

Financial Impact:
N/A

Attachments:

None
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Finance Committee

Direction on How to Proceed with an Analysis
of Local Government Tax Regressivity

Agenda Date: 7/12/2017
Agenda Item Number: 5.C

File Number:17-0741

City Hall
601 4th Avenue E.

Olympia, WA 98501
360-753-8244

Type: discussion Version: 1 Status: In Committee

Title
Direction on How to Proceed with an Analysis of Local Government Tax Regressivity

Recommended Action
Committee Recommendation:
First review by Finance Committee is set for July 12, 2017

City Manager Recommendation:
Provide direction on how to proceed with an analysis of local government tax regressivity.

Report
Issue:
Whether to proceed with a study of the regressive nature of local government taxation and direction
on how to proceed.

Staff Contact:
Steve Hall, City Manager, 360.753.8370
Mary Verner, Administrative Services Director, 360.753.8499

Presenter(s):
Steve Hall, City Manager
Mary Verner, Administrative Services Director

Background and Analysis:
The taxes and fees available to local governments to support public services are limited by State law
and case law.  As an optional code city, Olympia has tools prescribed to it by State law but lacks
some of the flexibility of a charter city such as Seattle.

In any case, the taxes available to local governments, including Seattle and Olympia, are often
regressive in nature.  By that, individuals with lower income generally pay a larger percentage of their
income for these taxes than individuals with higher income.  More progressive taxes such as income
tax, taxes on capital gains and other wealth historically have not been imposed by cities.
Furthermore, the legal basis for these taxes is at best questionable if not outright prohibited.
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Type: discussion Version: 1 Status: In Committee

In 2016, some Olympia petitioners asked the City Council to consider a city imposed income tax.  In
addition to legal hurdles, the proposal raised a number of administrative and financial concerns.

The City Council decided not to place the item on the 2016 ballot.  However, petitioners did get
sufficient signatures to bring the measure to a vote in Olympia in November 2016.  The measure was
defeated by Olympia voters.

During the discussion of tax options and impacts, the City Council agreed to a referral to look at the
issues of regressivity and report back to the City Council.

To date staff has reached out to prospective, independent researchers to do an analysis, but has not
located a research partner.

Neighborhood/Community Interests (if known):
The issue of who is taxed, and how much they are taxed, is important to all Olympians.

Options:
1. Identify research groups or individuals to do this work
2. Defer further analysis at this time

Financial Impact:
Because the numerical analysis of tax impact on various income groups has been done by others,
the actual calculations should not be expensive.  Best estimate for the work is in the $10,000 range.

Attachments:

July 12, 2016 Referral
ITEP Analysis of Who Pays State and Local Taxes
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 Olympia City Council Referral Request 
 
 
 

 

Referral 
Number 

2016-0004NJ 

Date of Referral 7/12/16 

Originator Nathaniel Jones, Mayor Pro Tem 

Referral To General Government Committee 

Request Our community is engaged in a discussion regarding our state and local tax 
system which places a larger burden on those with less wealth and income. 
 
Members of the community have expressed significant concern with how 
this public policy is affecting local residents. 
 
It is clear that lower income citizens in Olympia pay a disproportionate 
share of taxes and fees to fund public services.   
 
Our community is debating the appropriate local response, including 
whether a response is warranted.  This referral seeks to define the impact 
of regressive taxation on local residents and on the local economy. 
 
Because consideration of these consequences is a new for the City, the 
committee is advised to draw upon expert analysis. 
 
The committee is asked to develop a project plan, to provide progress 
reporting and to deliver a final report within one year.  
 
The findings of this work will inform the Council’s engagement with the 
community and the use of its authority to respond.      

Options 1. Support the referral 
2. Modify the referral 
3. Decline the referral 

Timing Report completed within one year. 

Attachments None 

*Numbering consist of  current year-3digitnumber- requesting Councilmember’s initials.  
(e.g., 2016-003CS = third referral in 2016, requested by Mayor Cheryl Selby)  
 



Fairness Matters
A Chart Book on Who Pays State and Local Taxes

Institute on Taxation and Economic Policy

January 2017



About the Institute on Taxation and Economic Policy (ITEP)
The Institute on Taxation and Economic Policy (ITEP) is a non-profit, non-partisan research organization that works on federal, 
state, and local tax policy issues. ITEP’s mission is to ensure that elected officials, the media, and the general public have access to 
accurate, timely, and straightforward information that allows them to understand the effects of current and proposed tax policies. 

ITEP’s work focuses particularly on issues of tax fairness and sustainability. 

About the data in this chart book
Most effective tax rates include both state and local taxes, minus the federal deduction for state and local taxes, as reported in ITEP’s 

report: Who Pays?, A Distributional Analysis of the Tax Systems in All Fifty States, 5th Edition. The report was produced using ITEP’s 
microsimulation tax model and is available online at www.whopays.org

Unless otherwise noted, any averages reported for groups of states are unweighted. Income group definitions vary by state in 
accordance with the distribution of income in each state. The District of Columbia is treated as a state in groupings of states.



Overview
There is significant room for improvement in state and local tax codes. Income tax laws are filled with top-heavy exemptions and deductions. Sales tax bases 
are too narrow and need updating. And overall tax collections are often inadequate in the short-run and unsustainable in the long-run. In this light, the 
growing interest in tax reform among state lawmakers across the country is welcome news.

Too often, however, would-be tax reformers have proposed policy changes that would worsen one of the most undesirable features of state and local tax 
systems: their lopsided impact on taxpayers at varying income levels. Nationwide, the bottom 20 percent of earners pay 10.9 percent of their income in state 
and local taxes each year. Middle-income families pay a slightly lower 9.4 percent average rate. But the top 1 percent of earners pay just 5.4 percent of their 
income in such taxes. This is the definition of regressive, upside-down tax policy.

State and local tax systems add to the nation’s growing income inequality problem when they capture a greater share of income from low- or moderate-
income taxpayers. Further, state tax systems that ask the most of families with the least are not well-suited to generate the revenues needed to fund schools, 
health care, infrastructure, and other public services that are crucial to building thriving communities. This problem is particularly acute in the long run since 
regressive tax systems depend more heavily on low-income families that face stagnating incomes while taxing the superrich, whose wealth and incomes 
continue to grow, at lower rates. 

As the information in this chart book helps illustrate, it does not have to be this way. States vary considerably in the fairness of their tax codes, and pursuing 
policies adopted by states with the least regressive tax systems is a proven strategy for reducing tax inequity.

States levying robust personal income taxes with graduated tax rates, for example, tend to have overall tax systems that are more reflective of taxpayers’ ability 
to pay. By contrast, states with flat-rate personal income taxes or no personal income tax at all have among the most regressive tax systems in the nation.

And contrary to claims that everybody pays a “fair share” under sales and excise taxes, states relying heavily on these taxes to fund government tend to fare 
poorly in terms of the distribution of their tax systems. As this chart book shows, middle- and low-income taxpayers typically pay more tax on what they buy 
(sales and excise taxes) than on what they earn (income taxes), though many families may fail to notice this fact since the sales taxes they pay are spread out 
over countless purchases made throughout the year.

When states shy away from personal income taxes in favor of higher sales and excise taxes, high-income taxpayers benefit at the expense of low- and 
moderate-income families who often face above-average tax rates to pick up the slack. This chart book demonstrates this basic reality by examining the 
distribution of taxes in states that have pursued these types of policies. Given the detrimental impact that regressive tax policies have on economic 
opportunity, income inequality, revenue adequacy, and long-run revenue sustainability, tax reform proponents should look to the least regressive, rather than 
most regressive, states in crafting their proposals.

Fairness Matters: A Chart Book on Who Pays State and Local Taxes 
Institute on Taxation and Economic Policy (ITEP)



Index of Charts

Overall State & Local Tax Distribution

Chart 1: Distribution of State & Local Taxes, National Average

Chart 2: Shares of State & Local Taxes Paid Compared to Shares of Income

Chart 3: Comparing the Distribution of Two Tax Systems

Income Taxes

Chart 4: States without Personal Income Taxes Tend to Levy Higher Taxes on Low-Income People

Chart 5: Low- and Moderate-Income Families Usually Face Above-Average Tax Rates in States without Personal Income Taxes

Chart 6: The Top 1 Percent of Earners Pay Low Effective Tax Rates in States without Personal Income Taxes

Chart 7: States that Rely More on Personal Income Taxes See More Parity in Effective Tax Rates Paid By Low- and High-Income Families

Chart 8: Flat-Rate State Income Taxes Are Less Progressive than Graduated-Rate Taxes and Require Larger Payments from Most Taxpayers

Chart 9: States with Flat-Rate Income Taxes Tend to Have More Regressive Overall Tax Systems

Fairness Matters: A Chart Book on Who Pays State and Local Taxes 
Institute on Taxation and Economic Policy (ITEP)



Index of Charts, continued

Sales & Excise Taxes
Chart 10: States Relying Heavily on Sales Taxes Levy Higher Taxes on Low- and Moderate-Income Families

Chart 11: States Most Reliant on Sales Taxes Are “High Tax” for Low- and Moderate-Income Families

Chart 12: Heavier Reliance on Sales & Excise Taxes is Associated with Higher Taxes on Low- and Moderate-Income Families

Comparing Income and Sales Taxes
Chart 13: Most Taxpayers Pay More in State and Local Consumption Taxes than in Income Taxes

Chart 14: Sales and Excise Taxes Exceed Income Taxes for Most Taxpayers in Most States

Tax Fairness and Income Inequality
Chart 15: State & Local Tax Distribution by State (Chart)

Chart 16: State & Local Tax Distribution by State (Map)

Chart 17: Heavier Reliance on Sales & Excise Taxes is Associated with More Regressive Tax Systems

Chart 18: Effective Tax Rate on Bottom 20 Percent of Earners Relative to Rate on Top 1 Percent

Chart 19: Percentage Change in Each Income Group’s Share of Personal Income Due to State & Local Taxes 

Fairness Matters: A Chart Book on Who Pays State and Local Taxes 
Institute on Taxation and Economic Policy (ITEP)



State and local tax systems 
are upside-down, levying the 
highest effective tax rates on 
the lowest-income taxpayers
Virtually every state tax system is fundamentally unfair, 

taking a much greater share of income from low- and 
middle-income families than from high-income 

families. On average, the poorest 20 percent of 
taxpayers spend 10.9 percent of their income on state 

and local taxes, which is double the 5.4 percent average 
effective rate for the top 1 percent.

While the reasons for this disparity vary by state, an 
overreliance on regressive consumption taxes and the 

lack of a sufficiently robust personal income tax           
are two of the most common features of                                        

state and local tax codes. 

Note: These figures are a national average of total state and local tax 
payments over total income, grouped according to the nationwide 

distribution of income. They include the impact of the federal 
deduction for state and local taxes paid.
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Unlike every other income 
group, the top 5 percent of 

earners pay a smaller share 
of state and local taxes than 

their share of income
The nation’s income is concentrated at the top.          

For example, the top 1 percent alone have a    
combined income that exceeds the bottom half of            

individuals and families.

Despite this imbalance, state and local tax systems 
typically ask less of high-income families than of 

families of more modest means. The top 5 percent of 
earners pay a smaller share of state and local taxes than 

their share of income. The remaining 95 percent of 
families, by contrast, pay a larger share of state and local 

taxes than the share of income they earn.

Note: These figures are based on a national average of total state and 
local tax payments over total income, grouped according to the 

nationwide distribution of income. They do not include the impact of 
the federal deduction for state and local taxes paid.
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The mix of taxes levied has 
major implications for the 

fairness of state tax systems
A comparison of tax systems in South Dakota and Oregon 

illustrates how the presence, or absence, of different types of 
taxes affects the fairness of state and local tax codes. 

South Dakota lawmakers’ decision not to levy a personal 
income tax is a major factor in the state having the fourth most 

regressive tax system in the nation, as determined by ITEP. 
The bottom 20 percent of South Dakotans face an effective tax 
rate (11.3 percent) more than six times as high as the rate paid 

by the top 1 percent of earners (1.8 percent).

In Oregon, by contrast, heavier reliance on personal income 
taxes and the lack of a sales tax contributes to the state having 

one of the least regressive tax codes in the nation.

While middle-income families in both states devote a similar 
share of their incomes to state and local taxes, South Dakota’s 

tax system asks far more of the poor while allowing high-
income taxpayers to pay very low effective tax rates.

Notably, Oregon’s less regressive tax code also raises 
significantly more revenue per person than South Dakota’s, in 

part because taxes levied on families with large incomes tend to 
generate more revenue than taxes levied on families without 

much income to tax.
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Not levying a personal 
income tax requires 

tradeoffs that are often 
detrimental to tax fairness
It is a common misconception that states without 

personal income taxes are “low tax.” In reality, to 
compensate for lack of income tax revenues these state 

governments often rely more heavily on sales and 
excise taxes that disproportionately impact lower-

income families. As a result, while the nine states 
without broad-based personal income taxes are 

universally “low tax” for households earning large 
incomes, these states tend to be higher tax for the poor.

Note: The nine states without broad-based personal income taxes are 
Alaska, Florida, Nevada, New Hampshire, South Dakota, 

Tennessee, Texas, Washington, and Wyoming.
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States without personal 
income taxes are not 

necessarily “low tax” for 
everyone

Five of the nine states without broad-based personal 
income taxes require their low- and moderate-income 

taxpayers (those in the bottom 40 percent of the 
income distribution) to pay more than 10 percent of 

their income in state and local taxes each year. Among 
states that levy personal income taxes, the average 

effective tax rate for this group is 9.7 percent.

Of the four non-income-tax states with lower tax rates 
on low- and moderate-income families, three (Alaska, 

Nevada, and Wyoming) have sizeable mining and 
tourism sectors that allow them to collect significant 

tax revenues from non-residents. Additionally, two of 
these four states (Alaska and New Hampshire) lack a 
statewide general sales tax. States that compensate for 

the lack of a personal income tax by levying higher 
taxes on consumption tend to be “high tax” states for 

low- and moderate-income families.
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Personal Income Taxes
Effective State & Local Tax Rate on Bottom 40 Percent of Residents

Source: Institute on Taxation and Economic Policy (ITEP)

5

Fairness Matters: A Chart Book on Who Pays State and Local Taxes 
Institute on Taxation and Economic Policy (ITEP)

Income Taxes



The nine states with the 
lowest overall tax rates on 

the wealthy all lack a broad-
based personal income tax

Without exception, the lowest state and local tax rates in 
the nation are confined to nine states that do not levy 

personal income taxes.

Among the 41 states that levy personal income taxes, the 
overall state and local tax rate (including income, sales, 

excise, and property taxes) applied to the top 1 percent of 
earners averages 5.6 percent. In states without personal 

income taxes, this rate is 3 percent or less.

Wyoming, which lacks both a personal and corporate 
income tax, is the lowest-tax state in the nation for high-

income taxpayers. 

States in this group with somewhat higher taxes on high-
income earners often levy limited taxes on investment 

income (New Hampshire and Tennessee), significantly 
higher-than-average property taxes (New Hampshire and 

Texas), or notable corporate income taxes (Alaska, New 
Hampshire, and Tennessee).
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The Top 1 Percent of Earners Pay Low Effective Tax 
Rates in States without Personal Income Taxes

Effective State & Local Tax Rate on Top 1 Percent of Residents

Source: Institute on Taxation and Economic Policy (ITEP)
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While the poor almost 
always face higher tax rates 
than the wealthy, the gap is 

narrowest in states with 
robust personal income taxes

Progressive personal income taxes provide an important 
counterbalance to other state and local taxes that often fall 
more heavily on low- and moderate-income families. The 

10 states relying most on personal income taxes to fund 
government come closest to parity in tax rates across the 
income scale. States with little or no personal income tax, 

by contrast, charge the poorest 20 percent of taxpayers an 
average effective tax rate more than twice as high as the rate 

they charge their top 20 percent of taxpayers.

Note: Reliance on personal income taxes is measured relative to state and 
local own-source revenue in Fiscal Year 2013, as reported by the U.S. 

Census Bureau. The ten most reliant states are Maryland, Massachusetts, 
Connecticut, Oregon, New York, California, Kentucky, Minnesota, the 

District of Columbia, and Virginia. The ten least reliant states are Alaska, 
Florida, Nevada, South Dakota, Texas, Washington, Wyoming, 

Tennessee, New Hampshire, and North Dakota.
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To compensate for less 
revenue from the wealthy, 

flat taxes often require 
higher payments by low- and 

middle-income families
States taxing personal income take one of two general 

approaches: a flat rate applied to all taxable income or a 
graduated system in which tax rates rise on larger incomes. 

Graduated-rate income taxes tend to be more progressive 
than flat-rate taxes. Because they allow states to collect 

more revenues from high-income taxpayers, graduated-
rate taxes also typically allow for lower tax bills for low- and 

middle-income families. The middle 20 percent of 
individuals and families in states with flat-rate taxes, for 

example, tend to pay 3.0 percent of what they earn in 
income taxes. In states with graduated-rate taxes, by 

contrast, that figure is just 2.4 percent. 

Note: These figures do not include the impact of the federal 
deduction for state income taxes paid. Of the 41 states with 

broad-based state personal income taxes, eight levy flat-rate taxes 
and thirty-three (plus the District of Columbia) levy taxes with a 

graduated rate structure. The states with flat-rate taxes are 
Colorado, Illinois, Indiana, Massachusetts, Michigan, North 

Carolina, Pennsylvania, and Utah.
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Flat-Rate State Income Taxes Are Less Progressive 
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Income Taxes



Flat-rate income taxes are 
less effective at mitigating 

the regressive nature of 
other state and local taxes

Flat-rate income taxes apply one consistent rate to 
most taxpayers. But when other, often regressive, taxes 

are taken into account states with flat taxes tend to 
have significantly more lopsided tax codes than states 

with graduated-rate taxes. Low- and middle-income 
families generally pay more in flat tax states while high-

income taxpayers pay substantially less in those      
states on average.

Note: Of the 41 states with broad-based state personal income taxes, 
eight levy flat-rate taxes and thirty-three (plus the District of 

Columbia) levy taxes with a graduated rate structure. The states 
with flat-rate taxes are Colorado, Illinois, Indiana, Massachusetts, 

Michigan, North Carolina, Pennsylvania, and Utah.
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Sales taxes require low- and 
moderate-income families 

to pay far more of their 
income in tax

For individuals and families in the bottom 40 percent 
of the income distribution, lawmakers’ decisions to 

fund government primarily through sales and excise 
taxes, or through some other means, are particularly 
consequential. Among the 10 states most reliant on 

sales and excise tax revenues, the bottom 40 percent of 
earners face an overall effective state and local tax rate 

of 11.1 percent. This is 1.4 percentage points higher 
than the average rate faced by this group across all 

states and 2.8 percentage points higher than in the 
states least reliant on sales and excise taxes.

Note: Reliance on general sales taxes is measured relative to state and 
local own-source revenue in Fiscal Year 2013, as reported by the U.S. 

Census Bureau. . The ten most reliant states are Washington, 
Hawaii, Arizona, South Dakota, Tennessee, Nevada, Arkansas, 

Louisiana, New Mexico, and Texas. The ten least reliant states are 
New Hampshire, Delaware, Oregon, Montana, Alaska, Vermont, 

Virginia, Maryland, Massachusetts, and Illinois.
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States Relying Heavily on Sales Taxes Levy Higher 
Taxes on Low- and Moderate-Income Families

Effective Tax Rate on Bottom 40 Percent of Residents

Source: Institute on Taxation and Economic Policy (ITEP)
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Sales taxes often determine 
if a state is “low tax” or “high 

tax” for low- and moderate-
income families

Nine of the 10 states most reliant on general sales tax 
revenue to fund government require the bottom 40 
percent of earners to devote 10 percent, or more, of 

their income to paying state and local taxes each year. 
Among the other 40 states, state and local taxes average 
9.3 percent of income for this group. Choosing to fund 
government largely through sales taxes affects low- and 

moderate-income families most since they tend to 
spend a larger share of their earnings on items      

subject to sales tax. 

Note: Reliance on general sales taxes is measured relative to state and 
local own-source revenue in Fiscal Year 2013, as reported by the U.S. 

Census Bureau. Note that Louisiana increased its sales tax after the 
publication of ITEP’s Who Pays? report and that the state’s effective 

tax rate on the bottom 40 percent of earners would be higher if this 
increase were included in the data. 
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States Most Reliant on Sales Taxes Are “High Tax” 
for Low- and Moderate-Income Families

Effective State & Local Tax Rate on Bottom 40 Percent of Residents

Ten States Most Reliant on General Sales Taxes

Source: Institute on Taxation and Economic Policy (ITEP)
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Sales taxes often determine 
if a state is “low tax” or “high 

tax” for low- and moderate-
income families

While there is no single determinant of whether a state 
is “low tax” or “high tax” for the bottom 40 percent of 
earners, the level of reliance on sales and excise taxes 

has a major impact.

In states where sales and excise taxes account for          
30 percent or more of state and local revenue, effective 

tax rates on lower-income people almost always         
exceed 10 percent.

In states deriving 15 percent or less of their revenue 
from these sources, effective tax rates on this group    

are 8 percent or less. 

Note: Reliance on state and local sales and excise taxes is measured 
relative to state and local own-source revenue in Fiscal Year 2013, as 

reported by the U.S. Census Bureau.
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Most middle-income and 
low-income taxpayers pay 

more in sales and excise 
taxes than in income taxes  

Personal income tax returns reveal how much individuals 
and families pay in income taxes. But most taxpayers 

cannot measure how much sales and excise tax they pay  
on the purchases made in a given year. As it turns out, 
middle- and low-income taxpayers typically pay more      

taxes to their state and local governments based on 
what they buy (sales and excise taxes) than on 

what they earn (income taxes).

Proponents of state income tax cuts often overlook this 
fact, and sometimes even propose policies that would 
intensify it by swapping lower income taxes for higher  

sales and excise taxes. Proposals to decrease income     
taxes that largely impact the wealthy while increasing       

the less visible sales and excise taxes that impact         
families of more modest means would exacerbate              

the upside-down nature of state tax codes.

Note: These figures are a national average of total state and local tax 
payments over total income, grouped according to the nationwide 

distribution of income. They do not include the impact of the federal 
deduction for state and local taxes paid—a deduction which primarily 

reduces the final impact of state income taxes on upper-income taxpayers.
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Most Taxpayers Pay More in State and Local 
Consumption Taxes than in Income Taxes

Sales and Excise Taxes (State and Local)
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Source: Institute on Taxation and Economic Policy (ITEP)

Sales and excise taxes exceed income
taxes for the average taxpayer in 
each of these groups
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In most states, sales and 
excise taxes have a larger 

effect on ordinary taxpayers 
than income taxes

The outsized impact that sales and excise taxes have 
relative to income taxes for most taxpayers is remarkably 

consistent across states.

The bottom 40 percent of individuals and families in every 
state except Oregon, which lacks a general sales tax, pay 
more in sales and/or excise taxes than in income taxes. 

Even Delaware and Montana, which levy personal income 
taxes but not general sales taxes, ultimately collect more in 

excise taxes than in income taxes from their low- and 
moderate-income residents. 

In most states, the bottom 80 percent of earners pay higher 
taxes on what they buy (sales and excise taxes) than on 

what they earn (income taxes).

Note: “Income taxes” refers to personal and corporate income taxes levied 
by each state and the localities within that state. The District of Columbia 
(DC) is excluded from this analysis. In DC, income tax payments exceed 

consumption tax payments for the bottom two income groups.
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The most lopsided state 
and local tax codes include 

a flat income tax or no 
income tax at all

The ITEP Tax Inequality Index measures the effects of 
each state’s tax system on income inequality. 

Essentially, it examines whether the gap in families’ 
shares of income is wider or narrower after state and 

local taxes are applied.  States with regressive tax 
structures have negative inequality index scores, 

meaning that incomes are less equal in those states 
after state and local taxes than before. The farther the 

score falls below zero, the more regressive the tax code.

Of the 15 most regressive state and local tax systems in 
the nation, 10 exist in states levying either a flat income 
tax or no personal income tax at all. By contrast, the 15 

least regressive states all utilize a graduated-rate 
personal income tax.

Note: An explanation of how the ITEP Tax Inequality Index is 
calculated is available in Addendum 2 of ITEP’s Who Pays? report.
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Lopsided tax codes can be 
found in every region of 

the country
While every state’s tax system is regressive, states in the 

South and Midwest tend to have more lopsided 
systems than average, asking far more of lower-and 

middle-income families relative to what is asked of the 
wealthy. But the relationship between tax fairness and 

geography is not ironclad. Every major region of the 
country has states that rank among the most regressive, 

and least regressive, in the nation.

Note: An explanation of how the ITEP Tax Inequality 
Index is calculated is available in Addendum 2 of ITEP’s 

Who Pays? report.
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States raising more of their 
revenue with sales and 

excise taxes tend to have 
more regressive tax systems

Many features of state and local tax systems contribute 
to the fairness, or lack thereof, in those systems. One of 

the most important of such features is how heavily 
sales and excise taxes are relied upon in funding 

government. Those states where a significant share of 
revenue is derived from these taxes on consumption 

tend to receive lower scores in ITEP’s Tax Inequality 
Index, meaning that they fall disproportionately on 

low- and middle-income families rather than on 
families with large incomes. 

Note: Reliance on state and local sales and excise taxes is measured 
relative to state and local own-source revenue in Fiscal Year 2013, as 

reported by the U.S. Census Bureau. An explanation of how the 
ITEP Tax Inequality Index is calculated is available in Addendum 2 

of ITEP’s Who Pays? report.
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Low-income taxpayers often 
pay state and local taxes at 

rates many times higher 
than high-income taxpayers

The gap in tax rates faced by low- and high-income 
residents varies considerably by state. At one end of the 

spectrum, states such as Wyoming and Washington 
tax their low-income residents at rates almost seven-

fold higher than the rates charged to their high-income 
residents. At the other end of the spectrum, California, 

Delaware, Minnesota, Oregon, Vermont, and the 
District of Columbia each come close to taxing their 

highest and lowest-income residents at the same rate.

Without exception, the largest disparities exist in states 
that fail to levy personal income taxes but that do levy 

general sales taxes. States with smallest gaps, by 
contrast, levy graduated-rate personal income taxes.
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Regressive state and 
local tax systems widen 

income inequality
While state and local tax laws are not the primary cause of 

income inequality, they do play a role in exacerbating 
existing gaps in income.

Because low- and middle-income individuals and families 
face above-average state and local tax rates, their share of 
total income falls after state and local taxes are collected. 

Low-income families, for example, see their share of 
income fall by 2.5 percent (from 3.0 to 2.9 percent). High-
income families, by contrast, experience a 1.8 percent gain 

in their share of income after these taxes are collected 
(from 20.5 to 20.8 percent of personal income).

In other words, incomes are less equal after state and local 
taxes are applied than before. 

Note: These figures are based on a national average of total state and local 
tax payments over total income, grouped according to the nationwide 

distribution of income. They do not include the impact of the federal 
deduction for state and local taxes paid. Note that figures are expressed as 

percentages rather than percentage point changes.
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Conclusion
This chart book illustrates that states lacking robust personal income taxes and relying heavily on consumption taxes have some of the most 
lopsided tax systems in the nation. These states require far higher payments, relative to income, from low- and moderate-income families than from 
the wealthy. They often levy above-average tax rates on families facing economic hardship and below-average rates on their most affluent residents. 
In other words, these states are effectively worsening income inequality through their tax policies. 

Progressive taxes simply make better economic sense in the short and long term. Higher-income taxpayers are better equipped financially to pay 
higher rates and, furthermore, income is growing fastest among the wealthiest Americans. If states rely more on progressive taxes they are more 
likely to experience the revenue growth necessary to adequately fund their schools, infrastructure, and other public services that are essential to 
building thriving communities.

While there is room for improvement in every state’s tax code, the example set by states that have embraced robust, graduated-rate personal 
income taxes is a useful one for proponents of tax reform to keep in mind.
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