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Chicago’s social media amusement tax
faces legal challenge
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In brief
What happened?

The City of Chicago’s recently enacted Social Media Amusement Tax, which became effective on
January 1, 2026, is being challenged by a trade association representing members of the technology
industry. NetChoice filed suit at the Circuit Court of Cook County on March 13, 2026 requesting that the
tax be declared invalid and collection enjoined. The tax, imposed as a per-user fee, applies to certain
social media businesses.

Why is it relevant?
The City of Chicago is the first jurisdiction to impose a tax on this activity. Several states, including

lllinois, are currently considering similar measures. Legislatures will be monitoring to see whether the tax
holds up to this challenge.

Actions to consider
Taxpayers subject to this tax should consider paying under protest to attempt to protect their rights to a

refund should the tax be invalidated. Taxpayers who have paid the tax will want to monitor to determine
whether protective refund claims should be filed.
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In detalil

Effective January 1, 2026, the City of Chicago imposed a new Social Media Amusement Tax on the
activity of social media amusement. The tax is imposed on the collection and use of consumer data by
social media businesses that collect consumer data on more than 100,000 Chicago consumers in a
calendar year based on activity within a calendar month. The tax is a per-user fee of $0.50 for each
Chicago consumer per month in excess of 100,000 [consumers], due and payable to the Chicago
Department of Finance. Taxpayers must file an annual return due August 20, 2026. Payments are due
each month, beginning with January 2026.

The tax contains specific definitions for “social media businesses,” “consumer data,” and describes the
users (Chicago consumers) to count towards the tax base. It also provides numerous exclusions for
specific businesses. See PwC'’s Indirect Tax Digest for more information.

NetChoice is a not-for-profit trade association representing members who engage in electronic
commerce. NetChoice has filed a complaint for declaratory judgment and injunctive relief in the Circuit
Court of Cook County, lllinois. NetChoice requests that the tax be declared invalid and collection
enjoined.

This suit challenges Chicago’s Social Media Amusement Tax on several grounds:

e Tax is preempted by the federal Internet Tax Freedom Act (ITFA). The tax is imposed only on
online social media businesses (and not similar offline services) in violation of ITFA.

o Tax violates the lllinois Constitution because it is imposed upon an occupation but is not
authorized by the lllinois General Assembly.

e Tax violates the First Amendment of the US Constitution as it is a selective taxation of the media.
o Tax violates the Commerce Clause of the US Constitution because it is not fairly apportioned.

The case, Netchoice v City of Chicago, No. 2026CH02417 (Cir. Ct. Cook Cnty., lll. filed 3/13/26), has
been scheduled for a hearing on May 12, 2026.

Observation: In addition to the potential legal challenges, the new tax generates uncertainty about how
to determine which users are Chicago consumers and other administrative processes that are new to
taxpayers who are attempting to comply. Taxpayers should continue to monitor litigation progress and
compliance expectations from the City through 2026.
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