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California considers one-time
tax on billionaires

California voters may face a 2026 ballot initiative imposing a one-time 5% wealth tax on
billionaires. Despite significant attention, the proposal faces substantial legal and
constitutional obstacles. Even if implemented, Nuveen believes impact on California’s credit

profile would be minimal.

KEY TAKEAWAYS

¢ Legal and procedural hurdles make
implementation highly uncertain despite media
attention surrounding the proposal.

¢ Even if enacted and all those affected leave the
state, the impact represents less than 1% of
California's total personal income tax revenue.

¢ Strong reserves and economic diversification help
protect California’s creditworthiness regardless of
outcome.

WHAT DOES THE INITIATIVE PROPOSE?

The billionaire tax initiative, filed in November 2025
by SEIU United Healthcare Workers West, responds
directly to federal cuts in Medicaid and food
assistance programs. The proposal would impose a
one-time 5% tax on the net worth (excluding real
estate, pensions and retirement accounts) of
approximately 200 California taxpayers with net
worth exceeding $1 billion as of 01 January 2026. If
enacted, tax payments would be due in 2027, with
an option to spread payments over five years at
additional cost. The measure allocates 90% of

revenue to public health care services, with the
remaining 10% split among tax administration,
education and food assistance programs.

CAN THIS MEASURE REACH THE BALLOT?

The initiative faces a challenging path forward.
Proponents must collect 870,000 valid signatures
by 25 June 2026 — a significant organizational
undertaking. More critically, five competing ballot
initiatives were filed on 08 December 2025, all
designed to hinder or conflict with the wealth tax.
This competition reflects California’s complex ballot
initiative landscape, where competing measures can
invalidate one another.

WOULD VOTER APPROVAL GUARANTEE
IMPLEMENTATION?

Even with ballot qualification and voter approval,
substantial legal obstacles remain. California’s
constitution contains provisions that could render
this initiative invalid. The measure may conflict with
Article 13, Section 2, which addresses taxation of
financial assets like stocks and bonds. Additionally,
it appears to circumvent Proposition 98’s education
funding process, which mandates that
approximately 40% of general fund revenue be
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allocated to K-14 education before any other use. By
diverting billionaire tax revenue to offset Medicaid
reduction impacts, the initiative likely violates
Article 16, Section 8, which requires that “money for
education shall be set apart first.”

Beyond state constitutional issues, the initiative
faces potential federal legal challenges including
interstate commerce restrictions. California’s ballot
initiative history demonstrates that legal challenges
frequently prevent even voter-approved measures
from taking effect — most recently when the
California Supreme Court struck down a 2024 tax
initiative.

WHAT ARE THE FISCAL CONSEQUENCES?

According to the nonpartisan Legislative Analyst’s
Office (LAO), if implemented, California would
essentially trade future income tax revenue for a
lump-sum payment today, assuming the tax
incentivizes billionaires to leave the state. The
measure could generate approximately $100 billion
over five years, or $20 billion annually.

However, this one-time gain comes with ongoing
costs. The LAO estimates California would
experience ongoing revenue losses of hundreds of
millions annually from reduced income tax
collections if wealthy individuals relocate to avoid
the tax. The worst-case scenario projects $900
million in lost annual income tax collections if all
200 billionaires moved out of state.

While this sounds substantial, context is critical:
based on fiscal year 2024 personal income tax
collections of $116.3 billion, this potential loss
represents a minimal 0.8% of total personal income
tax revenue. Additionally, the state would incur tens
of millions of dollars per year in implementation
costs to administer this complex wealth tax on
difficult-to-value assets including private
businesses, stocks, bonds, art, collectibles and
intellectual property.

HOW WOULD THIS AFFECT CALIFORNIA’S
CREDIT PROFILE?

California currently maintains strong credit ratings
of Aa2/AA-/AA from Moody’s, S&P and Fitch,
respectively, reflecting a solid credit profile built on
the nation’s largest state economy, diverse revenue
base and improved fiscal management.

Our analysis suggests the billionaire tax — whether
enacted or not — poses minimal risk to the state’s
credit quality and municipal bond portfolios.

Historically, tax changes have rarely
triggered significant population shifts among
high-net-worth individuals. Massachusetts provides
a recent example. When Massachusetts imposed a
4% surtax on income over $1 million, critics
predicted an exodus of wealthy residents. Instead,
the tax has raised $5.7 billion since enactment in
2023 — more than twice the budgeted amount —
with no meaningful out-migration. The deep roots,
business connections, family ties and quality of life
factors that keep billionaires in California are
unlikely to be overcome by a one-time tax,
particularly when weighed against the substantial
costs and disruptions of relocation.

California maintains robust budget reserves
and cash flow management tools. Combined
reserves are projected to reach $23 billion by fiscal
year 2026-27, representing 9.3% of general fund
expenditures. This substantial cushion provides
flexibility to address revenue volatility without
impacting debt service or core obligations. The
state’s improved fiscal discipline following the
lessons of the Great Recession has resulted in
multiple tools for managing budget pressures,
including the Budget Stabilization Account (rainy
day fund), the Safety Net Reserve and other special
funds.

Constitutional requirements mandate
balanced budgets. Unlike the federal
government, California cannot engage in deficit
financing. This legal constraint means that even if
the worst-case revenue loss scenario materializes,
the state must address any gaps through
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expenditure reductions or revenue enhancements.
While this might create difficult political choices, it
ensures fiscal sustainability and protects
bondholders’ interests.

California’s economic scale provides
inherent diversification. The state’s $3.4 trillion
GDP - the fourth largest economy in the world —
does not depend on 200 individuals. The state’s
revenue base draws from diverse sectors including
technology, entertainment, agriculture, trade,
tourism and professional services. This economic
breadth provides resilience against sector-specific
shocks or the departure of high-net-worth
individuals.

CALIFORNIA’S CREDIT STRENGTH REMAINS
INTACT

While the billionaire tax initiative has generated
media attention and political debate, Nuveen
foresees limited implications for California
municipal bond portfolios. The measure faces
formidable procedural, legal and constitutional
hurdles that make implementation uncertain. Even
if obstacles are overcome, we think the impact on
the state's credit quality would be minimal, and
historical evidence suggests feared taxpayer flight is
unlikely to materialize on a meaningful scale.

California’s strong credit ratings reflect fundamental
economic strengths, improved fiscal management,
substantial reserves, and legal requirements for
balanced budgets. These factors provide significant
protection for municipal bondholders regardless of
outcome.

OPINION PIECE. PLEASE SEE IMPORTANT DISCLOSURES IN THE ENDNOTES.



For more information, please visit us at nuveen.com.

Endnotes

Sources

Legislative Analyst Office, Initiative Analysis on AG 25-0024, Amendment #1, 11 Dec 2025

“California’s Amended Wealth Tax Initiative Meets Five New Foes” Pillsbury Law by Carley Roberts, Robert P. Merten lll, Jeff Phang, and Annie Rothschild, 15 Dec 2025 Califoria’s Amended
Wealth Tax Initiative Meets Five New Foes — SeeSALT Blog — 15 Dec 2025

State of California Comprehensive Financial Report, For the Fiscal Year Ended 30 Jun 2024

Morgan Stanley Podcast, Municipal Strategies: California’s Billionaires’ Tax, Mark T. Schmidt, CFA, 12 Jan 2026
Governor’s Budget Summary 2026-27, Gavin Newsom, Governor State of California, 09 Jan 2026

Bureau of Economic Analysis, State Quarterly Gross Domestic Product Summary, Q3 2025

BEA Interactive Data Application

Moody'’s Investors Service, Standard & Poor’s, Fitch Ratings

Massachusetts FY24 and FY25 budgets, FY24 audit and Massachusetts Department of Revenue

Any reference to credit ratings refers to the highest rating given by one of the following national rating agencies: S&P, Moody’s or Fitch. Credit ratings are subject to change. AAA,
AA, A and BBB are investment grade ratings; BB, B, CCC, CC, C and D are below-investment grade ratings.

This material is not intended to be a recommendation or investment advice, does not constitute a solicitation to buy, sell or hold a security or an investment strategy, and is not provided in a
fiduciary capacity. The information provided does not take into account the specific objectives or circumstances of any particular investor, or suggest any specific course of action. Investment
decisions should be made based on an investor's objectives and circumstances and in consultation with his or her financial professionals.

The views and opinions expressed are for informational and educational purposes only as of the date of production/writing and may change without notice at any time based on numerous factors,
such as market or other conditions, legal and regulatory developments, additional risks and uncertainties and may not come to pass. This material may contain “forward-looking” information that is
not purely historical in nature. Such information may include, among other things, projections, forecasts, estimates of market returns, and proposed or expected portfolio composition. Any changes
to assumptions that may have been made in preparing this material could have a material impact on the information presented herein by way of example. Performance data shown represents
past performance and does not predict or guarantee future results. Investing involves risk; principal loss is possible.

All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the current accuracy, reliability or
completeness of, nor liability for, decisions based on such information and it should not be relied on as such. For term definitions and index descriptions, please access the glossary on
nuveen.com. Please note, it is not possible to invest directly in an index.

Important information on risk

Investing involves risk; principal loss is possible. All investments carry a certain degree of risk and there is no assurance that an investment will provide positive performance over any period of
time. Investing in municipal bonds involves risks such as interest rate risk, credit risk and market risk. The value of the portfolio will fluctuate based on the value of the underlying securities. There
are special risks associated with investments in high yield bonds, hedging activities and the potential use of leverage. Portfolios that include lower rated municipal bonds, commonly referred to as
“high yield” or “junk” bonds, which are considered to be speculative, the credit and investment risk is heightened for the portfolio. Bond insurance guarantees only the payment of principal and
interest on the bond when due, and not the value of the bonds themselves, which will fluctuate with the bond market and the financial success of the issuer and the insurer. No representation is
made as to an insurer’s ability to meet their commitments. This information should not replace an investor's consultation with a financial professional regarding their tax situation. Nuveen is not a tax
advisor. Investors should contact a tax professional regarding the appropriateness of tax-exempt investments in their portfolio. If sold prior to maturity, municipal securities are subject to gain/losses
based on the level of interest rates, market conditions and the credit quality of the issuer. Income may be subject to the alternative minimum tax (AMT) and/or state and local taxes, based on the
state of residence. Income from municipal bonds held by a portfolio could be declared taxable because of unfavorable changes in tax laws, adverse interpretations by the Internal Revenue Service
or state tax authorities, or noncompliant conduct of a bond issuer. It is important to review your investment objectives, risk tolerance and liquidity needs before choosing an investment style or
manager.

Nuveen, LLC provides investment solutions through its investment specialists.

This information does not constitute investment research as defined under MiFID.
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