Politicians Debate
a Plan to Shift

over nor K t zhaber s
influence on the leg sl a-
tue wil be tested next

session as legslaars in bah
houses consider whether to attenpt to
override the governor s veto of Senate
BIl 1275 The bill is inteded to atract
busi nesses to Gegon by of fering tax cuts
to corporations that have of fices or nan-
uacturing fecilities inthe stae ad prod-
ucts that are exported ot of stae B
1275, which passed in both the House
and the Senate by overwhel mng naj ori -
tieslast year, was vetoed by the governor
in Septenber. Ktzhaber naintains that

the loss of revenue that would result from §

the bill woud put Gegon s pubic schod
finance systemin jeopardy. Supported by
every republican nenber and the
ngj ority of denocratic nenbers of both
houses, the bill apparently has enough
votes to override the governor s veto, hut
loyalty to the governor nay push sone
denocrats to reconsi der the issue.

THE BILL

Senate B Il 1275 does not change the
rate by which corporations are taxed in
Gegon. Instead, it changes the formia

used in determning the incone taxes

pad by corporations. Mst states,
including Qegon, use a formila
invd ving three factors to

" s i

cacuate coporate incone tax: sales,
property and payrdl. The saes factor
gpiestodl coporaios tha sdl prod-
ucts wthin the state. The property and
payra | factors gy only to corporati ons

History of Legislation 1999

SB 1275 was sponsored by the Senate Gormittee on Rules and Hections. The
nenbers of the conmittee are Gharles Sarr (RHIlsboro), Randy Mller (R Lake
Gwego), Lee Beyer (D Soringfield), Senate mnority | eader Kate Brown (D A en),
Neil Byant (RBend). The bill was carried on the Senate floor by Lee Beyer and on
the House floor by Thonas Butler (RQtario).

The bill passed the Hbuse the 21st of My in a 4812 vote. The dissenters incl uded
Jo Ann Bowran (D Portland), Mke Lehnan (D Gos Bay), Jeff Mrkley (D
Rortland), BIl Mrrisette (DSringfied), Huse mnority leader Kate Rercy (D
BEugene), Hoyd Prozanski (D Eugene), Anitra Rasmussen (D Portland), Dane
Rosentbaum (D Portl and), Barbara Ross (D Qrvallis), Jackie Taylar (DAstaria),
Judy Uherbel au (D Ashland), and Vicki VMl ker (D Eugene).

The bill passed the Senate the 15th of Juy in a 26-4 vote. The dissenters incl uded
Gnny Budick (DPortland), Tony Qrcoran (D Mttage Gove), Frank Shields (D
Rortland), and Giff Throw (D A en).

Qvernor Kitzhaber vetoed SB 1275 on the 3rd of Septentoer .

that have production, property, o
enpl oyees in Qegon. The trend for the
vast najority of states has been to raise
the sdes factor and lover the property

Fell i
ad payrd| fectars of their fomla Ths
gves a tax break to corporations wth
factaies a ahe fadlities in the state
and a substatial percentage of saes
ousice the state.

Qegon currently apportions corporate
taxable incone using a formil a called a
doubl e-wei ghted sal es factor. It ves one
of eigt staestochangetothefamiain
1991 in an ef fort to encourage econonic
devel opnent.  The  doubl e-wei ght ed
sdes factor formla assigns a sales
factor of .5 and property and payrd | fac-
tors of .25 each. (See sidebar on corpo-
rate taxation)

Senate Bl 1275 proposes changi ng
the corporate incone tax foomla from
the doubl e-wei ghted sal es factor formil a
to a super-vei ghted sal es factor forml a
The new formul a woul d change the sal es
factor to .8 the property factar to .1, ad
the payrd | factor to.1 Thiswoud further
reduce the taxes paid by corporations
that nmanufacture products here in
Oegon and export products outside of
the state
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The bill would phase in the change
over athree year period Inthefirst year
o inplenentation, the sades factor
voul d be raised to .6, wth property and
payrd| dropping to .2 each. In the
second year, the sdes factar wvoud
becore .7, wth property and payrd |
each becoming .15. The third year
voul d see the full inplenentation of the
new foomla The sales factor then
vwudbe.8 property .1 adpardl .1
This phasing in process is neat to
soften the bowin loss of revenue that

the Gnerd Fund Wil receive if the hill
i's passed.

Inthe long run, B 1275 nay carry a
farly heawy price tag The Legslaive
Revenue (Ffice predicts a loss in rev-
ee o 5 million in the first tw
yeas o the bill s enactnent. This |oss
of revenue goes up to $61.9 nmillion in
the fdlowng two years. Inthe two years
after ful inplenentation, the estinated
loss of reverue is $102.5 mllion.

Grrently, tventy-tw states incl ud ng
Qegon use the doubl e-wei ghted sal es
factor fornula. Mnnesota, hio and
Mchigan have super-weighted sales
factor fomias. lovg, Illinds, Nebraska
and Texas dl have singe sdes factor
formil as, which neans that corporate
property ad payrd | are nat taxed a dl.

THE ARGUMENTS | N FAVOR
The basic purpose of SBI275 is to

dtrat corporatios to the stae If oo -
porations choose to open factories or
dfices in Oegon, enploynent will be
created for Qegonians. These corpora-
tions would aso bring in revenue.
Proponents hope to attract high-tech
indstry, bu dl indstries thet export
goods out of state would benefit from
the bill. This includes autonobile nanu-
facturers, textile nanufactures, chem
ica producers, tinwer and wood-prod-
ucts businesses, etc. Bt no oe is
certan hownoch the bill wll o fet the

deci sions of corporations.

Wi | e opporents of the bill, includng
the governor, point ot that Qegon s
econony is already growng a a heal thy
rate, supporters argue that the eco-
nomc devel opnent has been l|argely

confined to one section of the
Willamette Vdley. Senator Randy Ml ler,
vice chairnan of the onmittee on
Riles and Hections, which sponsored
the bill, notes tht Qe doesnt have to
stray very far fromthe -5 corridor befare
seeing the other Gegon where unem
ploynent can reach into the double
dgts. B/ bringng coporaios to the
state, B 1275 coul d hel p reduce unem
ployrent in sone of the depressed
aress.

Poporents of the bill aso note thet
the loss of revenue estinates are
based on the current economc situa-
tion in Qegon, and do not take into

account the econonic devel oprent
that nmight occur due to the proposed
changes. Fotentia sources of revenue
include taxes paid by corporations that
nove into the state or expand their
operations here, as well as the i ncone
taxes pad by their enployess. It is
inpossible to know ahead of tine
exact|y hownuch i npact the legisl aion
woul d have on Qregon s econony.

Miny of the Republican supporters of
BI275 are not too concerned about
loss of revenue, because they believe
thet the curent levd of state govern-
nent spending i s excessive. As Senator
Miler poirnted o, the state budget in
recent years has increased an average
of 15 percent each biemnium Wat is
needed in Gegon governnent is not
nore revenue, but nore discipline, the
senator renarked. In his gpnion, the
costs of nany governnent-funded pro-
jects, suwch as the ligt ral line now
being bult to provide transportation to
the Rortland airport, fa ouve gh their
berefits.

In addtion to atracting new busi -
nesses, the bill migt aso hep retan
the corporate assets and production
that are dready establishedinthe stae.
Qrporations can easily nove sone of
their assets (ad wth a little nore dfif-
cuty sone of their enpl oynent) to other
states, and night decide to do this in
order to pay lover taxes. This woud
nean the loss of jobs and revenue in
Q egon.

If corporations set up operations in
Qegon, the state econony could fur-
ther reduce its dependence on | oggi ng
and wood- products busi nesses. The
tiner industry woud berefit fromthe
bill, dog wth aher egot indstries
based in the state. But proponents
argue that industries noving into the
state would help diversify the Oegon
econony and of fer jaos to dspaced
vor ker s.

(oncern about the |aggi ng econonic
gowth in sone areas of Qegon
ensures a large | egi sl ati ve support base
for B 1275, Large export corporati ons
already established in Gegon, such as
Nke, Intel and WIllamatte Industries
vou d be the first torece ve the financid
berefits of the hill. Sverd of these cor -
porations have been active in | obbying
fa the bIl s passage. Oh the other
hand, the najority of corporations that
vould lose noney as aresut of the bill
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are besed ot of state and have little
influence on the Qegon leg slature.

THE OPPOCSI Tl ON

Four out of thirty senators and tvel ve
ot of sixty representatives voted
against Serate HII 1275 Al of  them
are denocrats. The governor joi ned the
gposition wth his veo o the bill in
Septenber. These legslators ad the
governor have both ideological and
practicd concerns about the hill. Ther
biggest concernis the loss of state rev-
enue.

Athough supporters of the bill nain-
tantha anincressed level of business
vill dfsa the intid loss o revene
nost estinates suggest that it would
take a least three years before any sig-
nificant grovth in taxabl e i ncone woul d
result from conpanies noving into the
state. Meanvhile, Oegon would have
to fund the new infrastructure thet the
economc growth woul d require.

As Qvernor Kitzhaber observed in
his veto nessage, Qegon s curet

econonmic prosperity nasks our state s
dependency on an unstabl e revenue
source. Mch of thisinstablity vas cre-
ated in the early 1990s after Masure 5
took anay a large anount of school
funding by cutting property taxes. The
loss of revenue created a tough budget

Opponents

bill irresposibe legslaion, becase
the job of deding wth the negative
dfedts o the leggdaion wil be It to
the new crew. Mrkley argues that
wthout a soid plan to conpensate for
the loss of revenue, egon s dtizas
wil evetudly ed p paying the bill. H

guestion

what type of busi-
nesses, If any, would
be attracted by this

bal anci ng act.

RB1275 woul d phase in the new for -
nil a over severa years in an ef fat to
buf fer its negative inpact on the
Greral Fund  SQupporters of the bill
believe the phasing in process wou d
alowenough tine for the state to cope
wth the loss of revenue. But opponents
see the phasing in of the fomla as a
vay of puting of f fadng the inavitdde
loss. Represertative Mrkley calls the

also believes that given Qegon s au -
rent hi gh-producti on econony, the state
has nore to [ ose in revenue than to gain
by increased producti on.

The governor al so nentioned that an
estinated 6,000 businesses would be
hurt by changes the bill wil bring These
are busi nesses that have | arge narkets
in Qegon. Mst have production in
Qegon, but they a so have a large per -
cetage of their sdesinthe stae

Corporate taxation in Oregon

The n@jority of states includng
Qegon use a formula uwtilizing three
factors to deternine the percentage
of corporate incone taxable by the
state. The factors are sal es, property
and payro|. Qegon current fornul a
has a doubl e-wei ghted sales factor.
Uhder this formala the sales factor is
.5, property and payrd | are .25 each.
B 1275 proposes changing to the
super-weighted sales factor by
changing the sales factor to .8 ad
the property and payrd| to .1 each

The percentage of incone a cor po-
ration is taxed by the state is foud
nol ti plying the percentages of sal es,
property and payrdl a corporation
hes wthin the state to their care-
sponding factars. The resulting per -
centages are then added together.
The sum of the percentages is the
tata percetage of a coporation s
pretax prdfits that is taxade by the
dae

For exanpl e, hypot hetical corpora-
tion QZ has $1 nmllion in saes
wthin the stae bt a tad o $100
milion dadly, which neans it has
1%of its sales in Oegon. QZ has
production in Gegon. It has $1 nil -
lionin property in @egon and $2 nil -
liondddly. It hes L mllionin pay-
ral in @egonand & nllion g dudly.
Therefore, Q/Z has 50%of its prop-
erty and 50%0f its payrd| in Qegon.

These percentages are then nul ti -
pied by the factars of the equation
Uhder the existing fornul a, the 1%of
sales QZ had in OQegon woul d be
mitipgied by the sdes factar o .5
naking .5% The 50% of property
Q/Z had in Oegon would by nulti -
pdied by the property factar of .25
resuting in 125% Payrdl, beng
50% would also resut in 125%
These percentages are then added
together. The sumof .5%+ 12. 5%+
12.5% = 25.5% Uhder the current

formulla, Q/Z would pay Qegon
taxes on 25.5%cf its net pre-taxed
profit. Lhder SB 1275, Q/Z would
ony have to pay 10.8%of its pre
taxed prcfit.

If QZnade a prafit of $30 mllion,
under the current fornula the corpo-
ration would pay egon taxes on
25.5% o $30 nillion, or $7.65 nil -
lion. Qegon taxes corporation a a
flat 6.6% so QZ woul d pay Qegon
$504,900 in taxes. Lhder the super-
weighted sales factor fornula pro-
posed by SB 1275, Q/Z would be
taxed on 10.8% of $30 mllion, or
B2 milion Taxed at 6.6% Q/Z
would pay Qegon $213,840 in
taxes. Q/Z would save $291,060 in
taxes under the proposed | egi sl ation.
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Qegon aready has a fairly low cor -
porate tax rate conpared to other
Western states. Qrporations are
taxed & afla rate of 6.6 percet. Bi
after credits and deducti ons, the ef fec-
tive rae o coporate taxation aver -
ages 3.2 percent. This figre is low
conpared to the incone tax rates that
individuals and private businesses
nust pay.

Qoponents question what type of

busi nesses, if any, woud be attracted
by this legslation They suggest that

the bill mght appeal to corporations
dfering lowpaying jobs and wth
dubious environnental practices,
rather than the high-tech corporati ons
that supporters are hoping for. They
point o that corporations that are
attracted by low tax rates nay be
nore concerned wth the bottomline
than they are wth the human and
environnental needs of a community.
Senat or Gorcoran, who recomended
that the governor veto the bill, gave
the exanpl e of warehouses packed
ful of telenarketers naking relatively
| ow wages.

Qoponents argue that B 1275 is
ganbling on attracting business to
Qegon. There is no certainty tha
busi nesses wll respond to the tax
change. Qorporations look at nany
factors besides taxation when consid-
ering were to expand. These factors
include the cost of property and utili -

ties, presence of a wel-trained |abor
narket, and quality of life. A decrease
instate revenue cold lead to aloss of
funding for education, which coud
adversely af fect the que ity of schods
and cause the well-educated |abor
force to nove el sewhere.

Senator (orcoran suggests that
O@egon woul d benefit by followng the
exanple of North Gurolina, which
nade a decision fiOfteen years ago to

invest in higher education in an ef fot
to datract highrtech industry to the
state. The decision paid of f, and Nrth
Croina is now enjoying a growng
nunber of high-tech businesses as
vell as sone of the finest schods in
the country. The senator proposes that
Qegon adopt a simlar pdicy, which
vwoul d encourage a narriage between
higher education and high-tech
indstry. Bit wth the Grera Fud
curetly stranng to fud the stae s
present educati onal needs, and several
tax cut proposas in legslative conmt -
tees, the pditicd dinate vou d heve to
change before Gegon would be likely
to enfrark on such a path.
Representative Mrkley agrees wth
Senator Qxcoran. He believes that
any corporate incentive shoud target
certain cuttingedge industries, such
as hightechand bio-tech. Inparticdar,
he favors state support for GHJin an
dfat toatrat hotechindstry. Fom
his pon o vieyw SB 1275 has no

strategic pan for encouraging husi -
nesses.

Shadow ng the B 1275 debate is a
genera trend anong states to |ower
corporate taxes to attract business.
Proponents of the bill claimthat Gegon
coud gan an edge in the conpetition
by passing the legislation. Cpponents
argue that the legislation wou d sinply
cause other states to fdlowsut, adin
the end, this conpetition vaud shift the
tax burden to the citizens, wile eco-
nonmc benefits would go nainly to the
corporations. As Senator (orcoran
renarked, Wat is needed is federa
legslaiontostopthe states fromg ving
o dl these tax incertives to corpora-
tions. This nay be the only way to end

Current Formulas
and Loss of Revenue
in
Super-weighted
Sales Factor States

Mnnesota has al | owed corporations
the option of a super-vei ghted sal es
factor formila since 1951. The for -
mia the state uses has a saes
factor of .7, property ad payrd| a
.15 each. In 1987, the super-
wei ghted formula becane nanda-
tay. Because it was dready in prac-
tice as an option, there was no
signficant |oss of revenue due tothe
change.

Qni 0 passed legislation for a super-
veighted sales factor formila in
1997. The newfornul a took ef fett in
1999. lhder the new formila, the
sdes factor is .6, property and pay-
rol ae .2 each The o
Departnent of Taxation estinated
the loss of revenue a $12 mllion

Mchigan passed legslaion for a
super-vel ghted sal es factor formi a

in 1995. The formil a was phased in
1997 and 1998 wth the sal es factor
a .8 property ad payrd| a .1each
The formula was fully inpl enent ed
in 199 wth the sdes factar a .9
property and payrd| at .05 each.
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