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“The Season for Action” on Health Care 

On September 9, 2009, President Barack Obama told Congress that this “is the season for action” on health
care reform. He laid out his plan and then said, 

“Add it all up, and the plan I’m proposing will cost around $900 billion over ten years — less than we have spent on the Iraq
and Afghanistan wars, and less than the tax cuts for the wealthiest few Americans that Congress passed at the beginning of
the previous administration.”

A day earlier, Citizens for Tax Justice had released a report making this very point. The Bush tax cuts for just the
richest five percent of taxpayers over the 2001-2010 period will total $979 billion. 

All of the Bush tax cuts over this period will total $2.11 trillion. Now, add to that the $379 billion in
additional interest payments on the national debt that we must make, since the tax cuts were deficit-
financed. The result is an eye-popping price tag of $2.48 trillion over a decade. That’s about two and a half
times the cost of the most expensive health care proposal being discussed by anyone in Congress right now. 

Oddly, many of the lawmakers who claim to be concerned about the cost of Obama’s health care plan are the
same lawmakers who supported the Bush tax cuts, despite their much greater costs. This is true even of
some of the ostensibly “moderate” Senators who have been involved in attempts to reach some sort of
bipartisan agreement. 

Take Charles Grassley of Iowa, the highest ranking Republican on the Finance Committee, the Senate panel
that writes tax bills (and certain health care bills). Grassley ran the Finance Committee during the years of
Republican control of Congress, and he often worked closely with his Democratic counterpart and current
chairman, Max Baucus of Montana. If anyone could find a bipartisan consensus, surely it was these two. But,
during the summer, Grassley began to complain increasingly of the costs of reform. (Tellingly, Grassley voted
for all of the Bush tax cuts.) 

In early August he held up a chart on the Senate floor with a children’s book drawing of a dragon to illustrate
the “Debt and Deficit Dragon,” and then attacked a House proposed surcharge on the wealthy by holding up
a chart illustrating a character he called “Sur Taxalot.” He then rambled on about how “the surtax is a large,

heavy, painful weapon, and lethal to America’s job
engine, the goose that laid the golden egg,” and
said that “Sur Taxalot” “does nothing to slow the
dragon’s exponential growth.” It’s hard to decide
what’s more objectionable: conflating numerous 
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From the Director’s Desk:

Dear Friends,

Ted Kennedy, in my opinion, was the greatest U.S. Senator in history. Over his almost half century in
office, he did so much to improve the lives of so many people. Among his notable achievements, he carried on
President John F. Kennedy’s cause as a leading and effective advocate for fair and responsible tax policy.

Here are a few of my own personal stories about Ted.

My first conversation with Ted Kennedy was brief and inauspicious. It was 1962, and Ted was running for
the Democratic nomination to fill the Massachusetts Senate seat vacated by his brother, John. I was 13 years
old, living with my parents, brothers and sisters in Attleboro, Mass.

Our phone rang and I answered it. “Hello, this is Ted Kennedy,” said the robust voice on the phone. “Can I
speak to John McIntyre?” That was my father, former mayor of Attleboro during World War II and still
somewhat of a political force in our area at the time.

I was excited. “Pap,” I said, holding my hand over the phone, “it’s Ted Kennedy! He wants to speak to you.”
I knew that my father was not yet a Ted Kennedy admirer, and was actually supporting Ted’s opponent in the
primary. But I still was surprised when Pap said, “Tell him I don’t want to talk to him.” So the first thing I ever
had to say to Ted Kennedy wasn’t very friendly.

Ted, of course, won the primary and the ensuing election to the Senate. (I’m sure my parents voted for him
in the general election.)

My next encounter with Ted came 14 years later, in 1976, when I was newly employed at the Tax Reform
Research Group. The bill that became the progressive Tax Reform Act of 1976 was up in the Senate and Ted
was helping lead the fight for its passage. As Ted headed to the Senate floor to join the debate, my director
and I walked with him, briefing him on the key issues. He was moving very stiffly, with a noticeable limp,
apparently a flare up of the back problems he’d endured since his near-fatal airplane crash a dozen years
earlier. Despite his obviously severe pain, Ted gave a detailed, hard-hitting and persuasive speech in support
of the tax reform bill. I was hugely inspired by his courage.

Some years later, Ted invited me to dinner in his private Senate office. Also attending were two of his top
advisors. One of them, from the political side, had a tax idea he hoped the Senator would support. He made
his pitch, and Ted turned to me. “What do you think, Bob?” Nervous but never shy, I allowed that I thought the
idea was terrible, and elaborated. After some more discussion between Ted’s advisors and me, Ted took back
the floor. He smiled at his political aide (and close friend) and told him, “Well, this is quite an interesting idea
you have. But doesn’t it go against everything we’ve ever stood for when it comes to tax reform?”

I walked out of that meeting delighted. It wasn’t so much that I’d won the argument. It was mostly to be
reassured that Ted Kennedy, when it came to tax policy, had a lot more knowledge and a much truer compass
than his usually on-the-ball long-time political advisor.

All of America will sorely miss Ted Kennedy’s wisdom, energy and ability to make good things happen —
not least, those of us who continue the fight for tax justice. 

Bob McIntyre
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bedtime stories, fables and metaphors into a couple of sentences, or regurgitating myths about the surcharge
(often erroneously called a “surtax”) that is included in the major health care proposal working its way
through the House or Representatives.

Earlier in the summer, CTJ produced a study finding that the surcharge provision would only affect the richest
1.3 percent of taxpayers, but anti-tax lawmakers and activists convinced each other that it would somehow
hurt small businesses. Their argument seems to be that because rich people own businesses, any tax on rich
people is bad for America. 

CTJ also published a fact sheet dispelling these myths about how the surcharge would impact small
businesses and met with the staff of members of Congress to discuss the matter. We found that only around
4 or 5 percent of small business owners would be rich enough to pay the surcharge. And even for those few
who would pay, it’s difficult to imagine how that would impact their ability to invest and create jobs.
Taxpayers are allowed a deduction for wages they pay to employees, and if they have a true “small” business,
they even get to deduct purchases of equipment.

And so went much of the debate during the summer. While anti-tax and anti-reform activists outside the Capitol
shouted down lawmakers at town hall meetings, their representatives in Congress pursued the same
obstructionists goals, even if their methods were somewhat subtler. No wonder President Obama told Congress
on September 9, “The time for games has passed.”

As of this writing, the efforts of Citizens for Tax
Justice and a coalition of organizations promoting
progressive tax options are starting to bear fruit.
During the spring and summer, CTJ issued numerous
reports on tax measures that can be used to finance
health care reform, and lawmakers appear to be
paying attention. 

These reports analyzed the surcharge included in the House bill, an earlier proposal by President Obama to
limit itemized deductions for very wealthy taxpayers, and a proposal to reform the Medicare tax so that it no
longer exempts investment income. 

Also as of this writing, the Senate Finance Committee is considering various amendments to its health care
plan. One amendment, filed by Senator Debbie Stabenow of Michigan, would enact a version of the Medicare
tax reform. Other amendments filed by Senator Jay Rockefeller of West Virginia include a scaled back version
of the President’s initial proposal to limit itemized deductions for the very wealthy. 

These proposals would improve our tax system and would be warranted even if Congress was not scrambling
to fund a major health initiative. The surcharge would merely recoup a portion (but not all) of the benefits
that the richest one percent will have received from the Bush tax cuts over the 2001-2010 period. CTJ found
that the richest one percent of taxpayers will have received $674 billion from the Bush tax cuts by the end of
2010. The surcharge (which would be paid almost exclusively by the richest one percent) would amount to
$544 billion over the 2010-2019 period — about a fifth less than the Bush tax cuts for the top one percent. 

“The Season for Action” on Health Care
 Cover story continued

Oddly, many of the lawmakers who claim to be
concerned about the cost of Obama’s health care
plan are the same lawmakers who supported the
Bush tax cuts, despite their much greater costs.
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The President’s proposed limitation on itemized deductions would reduce, but not eliminate, the unfairness
that occurs when Congress subsidizes certain activities like charitable giving or home ownership through the
tax code. After the Bush tax cuts expire in 2011 and the top income tax rate goes back up to 39.6 percent,
any taxpayer in the top bracket will save almost 40 cents for every dollar spent on mortgage interest or
charitable giving. A middle-income family might be in the 15 percent income tax bracket, and will therefore
save only 15 cents for every dollar spent on these things. President Obama’s initial proposal would reduce
this unfairness by capping the value of itemized deductions at 28 percent. Senator Rockefeller’s version of
this proposal would cap their value at 35 percent. 

Finally, CTJ’s proposed reform of the Medicare tax would simply close a gaping hole in the one major tax we
already have that is dedicated to health care. The Medicare tax currently applies only to salaries and wages. A
wealthy investor who lives off of capital gains, stock dividends, interest and others types of investment
income pays no Medicare tax at all. 

It’s unclear which of these proposals will end up in the final health care law. The Senate is currently
considering a controversial proposal to fund health care reform with an excise tax on health insurance
companies that offer the most expensive plans. (There is some controversy over whether these plans are
expensive because they’re too generous or because they are offered to groups with higher health care risks.)

Whatever happens over the next few months, the fact that members of Congress are even discussing
progressive tax proposals is a major step forward. Even if none of them are adopted as part of health care
reform legislation, they will very likely be discussed sometime over the next two years, as Congress tries to
enact comprehensive tax reform, balance the federal budget, and shore up programs like Medicare. —

Two Candidates Discuss Income Tax Elimination Rather Than Real Solutions
The 2010 gubernatorial races are already featuring some ridiculous tax policy proposals. In Georgia, GOP
gubernatorial candidate John Oxendine supports complete elimination of state and federal income taxes. He
recently said, “I think it’s very hypocritical for state officials to be running around bad mouthing the federal
government for having an income tax when the state of Georgia does the same [thing]. As governor, I want to
get rid of the state income tax.” 

Now is certainly not the time to eliminate the state’s largest source of revenue. Just three months into the
state’s fiscal year, already underfunded state agencies are being asked to cut another 5 percent from their
2010 budget. In Georgia, inadequate tax revenue is literally a threat to justice. As the Wall Street Journal
recently reported, “the wheels of justice in Georgia are grinding more slowly each day” because “[c]uts in
spending for the state court system have led to fewer court dates available for hearings and trials, creating a
growing backlog of cases.” 

In Ohio, former Congressman John Kasich (R-Ohio), who is running for Governor, is also promising to repeal
the state’s income tax. However, the severity of Ohio’s budget situation has apparently made him more

“The Season for Action” on Health Care
 Continued from page 3

Gubernatorial Candidates Are Talking Taxes
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cautious than he would like to be. The Columbus Dispatch recently reported, “Kasich also said that the state’s
dire budget situation would make it difficult to begin phasing out the state income tax in his first term.” He
apparently assumes that the current budget crisis is the last the state will face, freeing it to abolish a major
revenue source in the future.

Of course, abolishing a state’s income tax is a terrible idea at any time, because income taxes are fairer than
any other type of revenue source. ITEP’s recent report, Assessing the “Fair Tax” Plan, makes this point in
analyzing a recent proposal in Missouri to eliminate corporate and individual income taxes and replace the
revenue with an enormously expanded sales tax. The Missouri proposal (which was not enacted) would have
effectively slashed state taxes for wealthy residents while sharply increasing taxes on working families, who
spend most of their income purchasing necessities. 

New Jersey Candidate Promises Unaffordable Tax Cuts
New Jersey is one of just two states (Virginia being the other) who will elect a governor this November. New
Jersey GOP candidate Chris Christie has been making promises that are almost as absurd as those being made
in Georgia and Ohio. While Christie hasn’t proposed the outright elimination of the state’s income tax, he has
promised to slash income tax rates across the board, despite the fact that the state’s budget shortfalls aren’t
likely to end any time soon. At the same time, Christie would also cut taxes for corporations and other
businesses, and he claims that he would somehow still find the money to boost property tax rebates.

Christie has — for political reasons — chosen to avoid discussing the immense cuts to the state budget that
would be required to finance his tax-cutting spree. If he were to be honest with New Jerseyans about the
magnitude of cuts to state services that would be required as a result of such a plan, his chances of winning
the election would probably be slim.

Virginia Candidates at Odds on Transportation Taxes
Discussion of taxes in the Virginia gubernatorial election race has been limited to claims by both candidates
that tax credits are needed to encourage job creation, investment, and telecommuting. This is hardly the kind
of big picture discussion that’s needed if Virginians want to continue to fund key public investments.

Nonetheless, an important difference between the candidates has emerged in their plans for the state’s
transportation infrastructure. With traffic congestion and the condition of Virginia’s roads worsening,
Democratic candidate Creigh Deeds has promised to keep transportation tax increases — including increases
in the gas tax — on the table. 

Republican Bob McDonnell, on the other hand, has pledged to funnel money away from the state’s general
fund budget (used to pay for education, public safety, health care, and other vital services) to address the
state’s obvious transportation needs. Virginia’s 17.5 cent per gallon gas tax has been unchanged since the
1980s. That means the state has for too long been attempting to fund road maintenance and construction
with a tax that has been sharply diminished by inflation. Candidate Deeds’ willingness to consider raising that
tax is far more responsible than McDonnell’s knee-jerk anti-tax promises.—

Gubernatorial Candidates Are Talking Taxes 
 Continued from page 4
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In late 2007, in response to a looming $1.7 billion budget shortfall, Maryland Governor Martin O’Malley put
forward an ambitious plan to reform the state’s tax structure. Among the principal elements of the plan

were proposals to impose higher personal income tax rates on wealthier Marylanders, to expand the state’s
sales tax base to include services such as tanning salons, to reduce property tax rates, and to revitalize the
state’s corporate income tax. 

On the whole, the plan would have helped address Maryland’s structural budget deficit by generating
substantial amounts of new revenue. It also would have made the state’s tax system fairer by requiring the
most affluent state residents to contribute more to the support of public services than those individuals and
families struggling to make ends meet.

Over the course of the legislative debates on the Governor’s plan, many of these key elements were either
modified significantly or dropped altogether, including the Governor’s recommendation that Maryland adopt
combined reporting of corporate income for state tax purposes. 

“Combined reporting,” as it is called by tax experts, essentially makes it more difficult for corporations to use
accounting tricks to shift profits away from the state where they were truly generated and into another state
with lower taxes or no taxes at all on corporate income. Combined reporting is the single most
comprehensive response to corporate tax avoidance, since it provides state tax officials with a full accounting
of a company’s profits. 

 As an alternative to enacting this vital reform, members of the General Assembly suggested, and ultimately
approved, a commission to evaluate Maryland’s business tax structure.

That commission (officially called the Maryland Business Tax Reform Commission) began meeting in May of
this year and has been charged with evaluating not just combined reporting, but several other approaches to
taxing businesses, such as gross receipts taxes or a value-added tax.

ITEP’s State Policy Director, Jeff McLynch, was invited to testify before the Commission in July. His testimony
highlighted the growing trend among states to adopt combined reporting. Indeed, since 2004, seven states
have recognized the superiority of combined reporting as a means of measuring the income businesses
realize from conducting their operations within state boundaries and have incorporated combined reporting
into their corporate income taxes. These changes have brought the total number of states using combined
reporting to twenty-three, more than half of the states that levy some kind of corporate income tax.

ITEP’s testimony explored some of the reasons state policymakers have turned to combined reporting. First,
there is mounting evidence that corporate tax avoidance schemes are taking a major bite out of the revenues
available to states to fund public services. A lot of this evidence has been produced recently by national, non-
partisan entities such as the Congressional Research Service and the Multi-State Tax Commission.

Second, state legislators are starting to understand that local small businesses are put at a disadvantage by
the sort of tax avoidance schemes that multi-state corporations use to shift their profits from one state to
another. As the Speaker of the Wisconsin State Assembly, Michael Sheridan, observed this past spring,
enacting combined reporting “[closes] corporate loopholes that shift tax burdens to families and small

ITEP Testifies in Favor of Real Tax Reform in Maryland
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businesses [and gives] Wisconsin businesses a level playing field with out-of-state competition.” A 2006 study
on state tax policy and entrepreneurship found that “States with more aggressive corporate income taxes,
specifically including combined reporting … tend to have higher entrepreneurship rates,” reflecting the
contributions that small businesses can make to economic growth and innovation.

ITEP’s testimony concluded by rebutting some of the chief claims that opponents of combined reporting
typically make. Critics of combined reporting routinely contend that states will not experience any short-run
(and possibly long-run) revenue gains from adopting combined reporting; that combined reporting will
impose new and onerous administrative burdens on businesses; and that combined reporting will impair
economic growth, deterring companies from entering any state that adopts it and encouraging existing
companies to leave. 

Yet, as ITEP argued before the Commission, such claims ignore evidence available from state agencies around
the country, the recent trend towards combined reporting, and a well-established body of economic
literature. State revenue agencies that have completed rigorous analyses of combined reporting typically find
that enactment will boost corporate income tax collections by 5 to 20 percent. Press accounts over the
summer suggested that Maryland’s Office of the Comptroller could estimate the potential revenue gain in
that state to be as high as $100 million. 

ITEP further noted that, since the majority
of states now use combined reporting in
some fashion, any multi-state business
operating in Maryland is already likely
complying with combined reporting in
another state and should encounter little
difficulty in meeting similar requirements in
Maryland.

Finally, ITEP observed that economic
analyses of the relationship between
corporate income taxes and economic
development generally find little or no
relationship between tax levels and
economic outcomes. 

Unfortunately, the Commission is not scheduled to issue its initial recommendations until December 2010
and has until December 2011 to produce a final report. Still, there are some signs that elected officials will
take up the lessons other states have already learned, rather than wait for the Commission to deliberate
further. Recent news reports suggest that in light of Maryland’s projected $2 billion revenue shortfall for
fiscal year 2011, some legislators may push for further changes in tax law, including the enactment of
combined reporting.—

ITEP Testifies in Favor of Real Tax Reform in Maryland
 Continued from page 6

States that adopted combined reporting prior to 2004 are in blue; states adopting it since then are in grey

States Using Combined Reporting
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