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Repealing Oregon’s Tax Haven Law
Is a $20 Million Gamble

The Oregon legislature should act prudently and refrain from hastily eliminating the state’s tax
haven law. Otherwise, the legislature could be making it easier for multinational corporations to
avoid paying Oregon corporate taxes, potentially costing the state millions.

In response to the federal tax law enacted by Congress in December, the Oregon Senate has
approved a bill that, among other things, eliminates Oregon’s tax haven law.! But much
uncertainty surrounds the federal tax law, particularly how it will affect Oregon’s taxation of
multinational corporations in the future.

Rather than act without adequate information, lawmakers should ask the Oregon Department of
Revenue to study the interaction of the new federal law and the Oregon tax haven law, and
report back in 2019.

Oregon’s tax haven law clamps down on corporate tax avoidance

One of the ways corporations avoid paying taxes in the U.S., including in states like Oregon that
levy a corporate income tax, is through the use of foreign tax havens. Corporations artificially
shift their profits from the place where they were earned to a foreign jurisdiction with a low or
zero tax rate. The U.S. loses $100 billion in tax revenue each year from tax havens, according to
one study.2 Another puts Oregon’s loss in 2011 at $225 million.3

Oregon’s tax haven law serves to reduce the loss of tax revenue to Oregon. It requires
multinational corporations to report on their corporate tax returns the income earned in a list of
more than 40 countries that have a history as tax havens.4 An official estimate shows the tax
haven law buoyed Oregon’s budget by about $20 million in the 2014 tax year.5

Impact of the federal tax law is unclear and unpredictable

In the closing weeks of 2017, Congress enacted a law that made significant changes to federal
taxes, including taxes on multinational corporations. Because of the speed with which Congress
moved the legislation and the lack of deliberation, the impact of many of the law’s provisions
remains unclear. The extent to which the new federal law will actually prevent the offshoring of
corporate profits to tax havens is uncertain.

Proponents of the new federal tax law claim that its international tax provisions will discourage
the shifting of corporate profits overseas more effectively than current law does. Critics, on the
other hand, argue that it is a patchwork system that leaves in place some significant loopholes,
perverse incentives, and escape hatches for profit shifting.¢

A number of factors conspire to create uncertainty as to the impact of the new federal law. For
one, the provisions in the tax law seeking to discourage the shifting of profits overseas makes the
system even more complicated, and complexity often gives rise to new forms of tax avoidance. 7
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Further, there has been no rulemaking, regulations, or clear Internal Revenue Service (IRS)
guidance explaining how to implement the new provisions. Beyond the uncertainty about the
effectiveness of the federal changes in preventing the offshoring of corporate profits,
corporations are likely to challenge in court any future effort by Oregon to piggyback on these
new federal provisions.8

Finally, the law itself does not eliminate the corporate incentive to shift profits to tax havens.o

The Oregon legislature should study the issue before acting

Given the uncertainty surrounding the impact of the federal tax law, it would be wise for the
Oregon legislature not to repeal the state’s tax haven law at this time. Lawmakers should direct
the Oregon Department of Revenue to study the issue and report back in 2019. Repealing the
law without more information could backfire on Oregon, possibly making it easier for
multinational corporations to avoid paying state taxes.
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