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Alabama’s graduated-rate income tax is very nearly flat since its top rate kicks in at only $3,000 in taxable
income for single filers and $6,000 for married couples, without an inflation adjustment. The standard
deduction, which is similarly unadjusted for inflation, has also eroded in value over time. Notably, Alabama
is among the states that permit local income taxes, which Alabama terms the Occupational Tax.

On the corporate tax front, Alabama levies a 6.5 percent corporate income tax with 15 years of net oper-
ating loss (NOL) carryforwards, which is less generous than the federal allowance. A longer carryforward
period would allow the state to tax long-run profits without penalizing cyclical businesses. Alabama does
benefit, however, by conforming to the federal bonus depreciation allowance under Section 168(k).

Alabama has a low 4 percent state sales tax rate, but its combined state and average local rate is among
the nation’s highest, at 9.44 percent. It is one of only three states, with Colorado and Louisiana, that allows
local governments to administer their own local sales taxes, creating significant additional complexity and
imposing high compliance costs for businesses, particularly out-of-state retailers. Alabama has created
an alternative system for remote sellers, but it remains far inferior to the centralized collection and admin-
istration of local sales taxes found in 35 of the 38 states with such taxes.

Alabama has among the lowest effective property tax rates in the country on owner-occupied housing
value, but it does impose a nonneutral split roll system, with commercial property treated less favorably
than residential property. While the state does not have an estate or inheritance tax, it does impose a real
estate transfer tax. The state also features a capital stock tax, which falls on business net worth without
regard for profitability.

In 2025, Alabama enacted a safe harbor threshold for non-resident taxation and eliminated its inefficient
overtime pay exemption, increasing its competitiveness.



