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The Price of Taxing the Rich 
The top 1% of earners fill the coffers of states like California and New York during a 
boom—and leave them starved for revenue in a bust. 

Nearly half of California's income taxes 
before the recession came from the top 1% of 
earners: households that took in more than 
$490,000 a year. 
 
In New York before the recession, the top 1% 
of earners, who made more than $580,000 a 
year, paid 41% of the state's income taxes in 
2007, up from 25% in 1994, according to state 
tax data. The top 1% of taxpayers paid 40% or 
more of state income taxes in New Jersey and 
Connecticut. 
 
The future of federal income taxes on the 
wealthy remains in flux. The top tax rate is 
35%, following the Congressional tax battle 
last year. But in 2013, the rate is scheduled 
to go back to 39.6% unless Congress takes 
further action.  
 
Yet a number of states have recently hiked 
taxes on the top earners to raise revenue 
during the recession. New York, for 
instance, imposed a "millionaire's tax" in 2009 
on those earning $500,000 or more, although 
the tax is expected to expire at the end of 
2011. Connecticut's top income-tax rate has 
crept up to 6.5% from 4.5% in 2002, while 
Oregon raised the top tax rate to 11% from 
9% for filers with income of more than 
$500,000. 

 

Comments March 26, 2011 
Between the temporarily low 35% top federal marginal income tax rate (TFMITR) and State income tax rates as high as 11%, 
retirees may have unexpected taxes in retirement.  The origin of these taxes may be Required Minimum Distributions (RMDs). 
 

If you maximize your traditional IRAs and/or employer-sponsored retirement plans (401(k), 403(b), 457(b), SEPs, SIMPLE 
IRAs, etc.) you will likely retire with a large nest egg. Unfortunately, in most circumstances you must withdrawal at least a 
minimum amount annually after your turn 70 ½. The amount your must withdrawal is called the Required Minimum 
Distribution (RMD) and is based on Life Expectancy tables published by the IRS. RMDs from pre-tax employer plans and 
traditional IRAs are generally subject to federal and State income taxes.  Hawaii’s 11% top income tax rate begins when your 
income reaches $200,001, while New Jersey’s 8.97% top income tax rate begins at $500,000. 
 

Importantly, there are estate and financial planning strategies to avoid RMDs entirely.  Implementing estate and 
financial planning strategies that allow you to avoid RMDs can mean avoiding federal and State income taxes.  
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