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True story: Miranda is a director of a 
large public company that is head-
quartered on the East Coast. She lives 

in Massachusetts, but occasionally travels 
to different cities in her capacity as a board 
member, primarily to attend meetings. The 
public company was audited by its home 
state. The auditor reviewed the company’s 
travel reimbursements for employees and 
directors. As a result of the review, the audi-
tor noticed that out-of-town directors were 
reimbursed for their travel to board meetings 
in the state. Within a few months, Miranda 
received a notice from the auditor demand-
ing payment of state taxes on her director’s 
fees related to the in-state board meetings. 
Of course, she had already paid tax on those 
fees to her home state of Massachusetts. 
Despite privacy laws, Miranda knew that this 
could get to the media and embarrass the 
company. She paid up. 

Many states are experiencing serious 
revenue shortfalls, emboldening state tax 
collection authorities in their search for tax 
dollars. Miranda’s story is one of a growing 
many. Some states have been known to go 
back more than 30 years to assess back taxes 
on lucrative targets. Directors are not the only 
targets. Company executives are firmly in the 
crosshairs as well.

How do you plan for this? What are the 
rules?

The baseline rule is that an individual is 
taxed by his home state on his worldwide 
income. He is also taxed by other states 
where his income is sourced. Remember 
that “income” includes not only wages, but 
stock options, RSUs and even some retire-
ment payments. The tax rules here are a 
jungle. Consider: you are granted an option 
when you are a resident of High Tax State. You 
move to Texas, a state that has no income tax, 
when the options are deeply in the money, but 
remain employed. While in Texas you exer-
cise your options, generating federal taxable 
income but no state tax. Do you owe income 

taxes to High Tax State? You could indeed. 
Ouch.

Now, it is not all bad all the time. For 
example, if you live in Rhode Island but work 
in Massachusetts (sometimes known as 
Taxachusetts), your Massachusetts earnings 
are taxed by Massachusetts and by Rhode 
Island. However, if your returns are prepared 
right, Rhode Island will give you a credit for 
some or all of the taxes paid to Massachusetts. 
That way, you pay an effective tax rate equal 
to the higher of the rates in the two states, but 
you don’t get taxed twice. 

Sounds fair, right? Well, here’s the rub: 
If you do not report correctly up front, you 
could end up having tax and penalties in other 
states with no ability to claim credit in your 
home state because the statute of limitations 
has expired.

 
What to do going forward
Unfortunately, each state has the authority to 
make up its own rules and not all of them use 
the same standards. You need to consult your 
tax advisor. However, here are some basics: 

• If you work in multiple states, get in the 
habit of keeping a log that tracks where you 
work each day.

• As a director, know that physical pres-
ence in a state while performing directors’ 
duties is probably an indisputable taxable 
event. Your log can help you prepare an 

appropriate allocation of that income to the 
non-resident states.

• Make sure your resident state tax return 
claims a tax credit for taxes paid to the other 
states.

• Don’t forget to pay estimated taxes to the 
states where you plan to file. Otherwise you 
will have penalties if there is no withholding.

What about past sins? Here are a few 
tips:

• In general, you are not obligated to amend 
an old return that was filed in good faith. You 
usually can amend, but the law generally only 

requires one, good faith effort.
• If you failed to file a 

required return, the good faith 
exception does not apply and 
there is generally no limit on 
the time the states can take to 
track you down.

• Many states have formal 
or informal programs that will 
work with your tax advisor to 
ring-fence back year liabilities 
with some good faith effort on 
your part to fess up. For mate-
rial states — in terms of dollars 
or potential media exposure — 
this could be the avenue to try.

The concepts discussed here are applica-
ble to any range of income earned. However, 
most concerned should be the C-level execu-
tives and board members whose compensa-
tion is either very high all the time, or those 
whose income spikes significantly in connec-
tion with equity compensation and deferred 
compensation payouts. For them, the states 
will be loaded for bear and a conscious 
approach to managing that risk is recom-
mended.
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