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GOVERNOR’S MESSAGE

To my fellow Oregonians,

Our tax code says as much about our values as the budget for which it pays. That’s why
this 2021-23 Tax Expenditure Report is such an important tool.

Using it, the public and policymakers can see how individual tax policies are working,
and, importantly, who pays or benefits from those tax policies.

For many years, we have included in this report data about how certain tax expenditures
benefit Oregonians with low or high incomes. That is important information, because
the national trend of growing income inequality has not stopped at Oregon’s borders.
We are watching a widening gap grow between the richest among us and the poorest.
Closing that gap offers the greatest opportunity for policymakers to make real the
promise of America: that each and every one of us has a fair shot at fulfilling our
dreams.

We no longer pass tax laws written with blatantly racial intent in statute. But by
providing special tax treatment to business income over income from wages, or
providing tax benefits to those who own their home over those who rent their home,
we are amplifying the racial inequities that sit at the foundation of our economy.

Because we do not collect racial data on tax forms, we have limited state-level data.
However, national researchers have been working to bridge demographic data from
various sources (e.g. the U.S. Census, etc.) and tax data to help policymakers draw
conclusions about the impact of the tax codes they write.

But the data that is missing is the data that will show us the impact of our tax policy on
racial equity.

The Tax Policy Center found in 2018 that, nationwide, 17 percent of Black households
had income in excess of $100,000, compared to 20 percent of Hispanic households, 34
percent of white households, and 45 percent of Asian households. These racial income
disparities mean that many of our tax expenditures leave behind many communities of
color.

For example, tax expenditure 1.502 Tax Rates for Certain Pass Through Income in this
report shows that 98 percent of the tax benefit ($109 million) went to 20,820 taxpayers
with income above $100,100.



Similarly, business and land ownership data show further racial disparities at a national
level. The 2019 Survey of Consumer Finances conducted by the Federal Reserve

Board found that 17 percent of white households own business equity, compared to

five percent of Black households and four percent of Hispanic households. Research

by Portland State University’s Megan Horst and Amy Marion in 2018 found that white
Americans owned a staggering 98 percent of U.S. farmland. And Census data show that
white and Asian households have higher income from rents, trusts and royalties than
Black and Hispanic households.

All of this data suggests policymakers should be cautious about the racial impact of
their tax policies and be mindful that providing tax relief to one group of taxpayers
could lead to a disproportionate negative impact on communities of color.

The data also show gaps in our understanding of the impact our tax policies are having
on racial justice. Tax expenditures that favor business income or rent collection over
wages are likely to have a disproportionate racial impact. And with a correlation
between race and income levels and types, progressive income tax policy is likely to
benefit Black, Indigenous and Hispanic households alongside lower income white and
Asian households.

But we should do more to better understand the direct impact on Oregonians. This year,
I convened Oregon’s first Racial Justice Council to make recommendations about the
specific policy steps Oregon must take to root out institutional racism. The council
convened a data team, with participation from diverse community leaders, researchers,
and Oregon state agencies, including the Department of Revenue.

I look forward to reviewing the Racial Justice Council’s recommendations about how
we should expand our data collection efforts to better understand who we are serving,
and who our tax policies are leaving behind.

Sincerely,

Kate Brown
Governor

K So—
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INTRODUCTION

Oregon’s 1995 Budget Accountability Act (the Act) requires the Governor, with the assistance of the
Department of Revenue (DOR) and the Department of Administrative Services, to produce a tax expenditure
report every biennium, along with the Governor’s Budget. The report was first prepared in 1996 for the 1997—
99 biennium. This report covers tax expenditures for the 2021-23 biennium.

Tax Expenditure Defined
The Act (see ORS 291.201) defines a tax expenditure as:

any law of the federal government or of this state that exempts, in whole or in part, certain
persons, income, goods, services, or property from the impact of established taxes, including,
but not limited to tax deductions, tax exclusions, tax subtractions, tax exemptions, tax
deferrals, preferential tax rates, and tax credits.

The term “tax expenditure” derives from the parallel between these tax provisions and direct government
expenditures. For example, a program to encourage businesses to purchase pollution abatement equipment
could be structured with an incentive in the form of a tax credit or a direct payment by the state to businesses.

It’s not always entirely clear which provisions meet Oregon’s definition of tax expenditure. For example, a
law could exempt certain persons, income, goods, services, or property from the impact of a tax, but it may
not be obvious whether that exemption was meant to be an exemption from the established tax, or if it was
intended to define the base of the established tax.

For this report, a number of factors were considered to determine if a provision of law was included in this
report. More information about the criteria used can be found on DOR’s website in the associated document
“Factors Used in Identifying Tax Expenditures Included in Oregon’s Tax Expenditure Report.” For some new
tax programs, it is ambiguous whether certain provisions meet the statutory definition. However, if provisions
appear to meet the criteria, they are included in the report.

This report describes 377 tax expenditures in 19 Oregon tax programs. Because tax expenditures impart
special treatment to groups of taxpayers, it is necessary to begin with a clear explanation of how the tax
generally works. Each of the 19 chapters in the report begins with a general description of the tax program,
including a forecast of revenues based on current law.

In some tax programs, an alternative tax or fee is imposed for recipients of a tax expenditure. In the interest of
being comprehensive, this report includes provisions involving tax relief from a specific tax, even if those
taxpayers are subject to an alternative tax. The alternative taxes or fees paid are reported as In Lieu payments
in the descriptive information for each tax expenditure.

This report provides general information about Oregon’s tax expenditures. It is not intended as legal advice
and is not a complete statement of Oregon laws and rules.



Purpose of the Tax Expenditure Report

The Act declares the necessity of:

a review of the fairness and efficiency of all tax deductions, tax exclusions, tax subtractions,
tax exemptions, tax deferrals, preferential tax rates, and tax credits. These types of tax
expenditures are similar to direct government expenditures because they provide special
benefits to favored individuals or businesses, and thus result in higher tax rates for all
individuals...It is in the best interest of this state to have prepared a biennial report of tax
expenditures that will allow the public and policy makers to identify and analyze tax
expenditures and to periodically make criteria-based decisions on whether the expenditures
should be continued. The tax expenditure report will allow tax expenditures to be debated in
conjunction with on-line budgets and will result in the elimination of inefficient and
inappropriate tax expenditures, resulting in greater accountability by state government and a
lowering of the tax burden on all taxpayers.

The Act specifies that the report include the following information: a list of the tax expenditures; the statutory
authority for each; the purpose for which each was enacted; estimates of the revenue loss for the coming
biennium; the revenue loss for the preceding biennium; and a determination of whether each tax expenditure
has achieved its purpose, including an analysis of the persons who benefit from the tax expenditure. Each tax
expenditure is to be categorized according to the programs or functions it supports. Finally, for those
expenditures that will sunset next biennium, the report is to include the Governor’s opinion on whether the
sunset should be allowed to take effect as scheduled or be revised to a different date.

How to Use This Report

Organization

This report has been designed to allow a quick overview of Oregon’s current tax expenditures as well as a
perusal of more extensive details. There are four main sections: the summary, the Governor’s
recommendations on tax expenditures scheduled to sunset in the 2021-23 biennium, an index of all tax
expenditures by tax program, and detailed descriptions of each tax expenditure (Chapters 1-19).

The index of tax expenditures sorted by tax program begins on page 9 and is a good starting point to identify
those expenditures for which more information is desired. The numbering system can be used as an index to
locate the full description of each tax expenditure in Chapters 1-19.

The main body of this report, Chapters 1-19, is organized by tax program. Each chapter begins with a
description of that chapter’s tax and contains detailed descriptions of the tax expenditures associated with that
tax program.

Appendices A and B include the full text of the Budget Accountability Act and a list of contributors to this
report, including the agencies that evaluated the tax expenditures. Appendix C lists the tax expenditures that
are new, modified, or that have been removed since this report was last published in 2018. Appendix D lists
the personal income tax expenditures and corporation income tax expenditures separately along with their
corresponding revenue impacts. The last section of the report is an index of all tax expenditures listed by
keywords. For example, finding “veterans” in the keyword index lists all of the tax expenditures with
“yeterans” in the name.

Program/Function Categories
In the index of tax expenditures on page 9, each tax expenditure has been assigned to one of 10
program/function categories. Wherever possible, an expenditure was categorized as one of the budget
program areas used in the Governor’s Budget: Education, Human Services, Economic and Community
Development, Natural Resources, Transportation, and Consumer and Business Services. Those that did not fit
one of these program areas were assigned to one of four function categories: Tax Administration,
Government, Social Policy, and Federal Law. Because some tax expenditures can fit neatly into more than
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one category, those who wish to sum the revenue impacts by program or function should be careful that they
agree with these assignments or change them accordingly.

Evaluations

Personnel in many state agencies contributed to this report, including evaluating whether these tax
expenditures achieve their purpose (see Appendix B). Agencies were asked to evaluate tax expenditures if the
expenditure related to their program responsibility or if they had appropriate knowledge of the subject matter.

Not all tax expenditures were evaluated. If the tax expenditure has already sunset, the revenue impact estimate
for any biennia is less than $100,000, no one qualifies for the tax expenditure, there is no specific agency with
program responsibility for the tax expenditure, or the tax expenditure exists for tax administration purposes
only, then it was generally not evaluated. In addition, income tax expenditures that result from Oregon’s
connection to federal law or because there is a federal law that prohibits the specific form of taxation are also
generally not evaluated.

Revenue Impacts

The revenue impact of a tax expenditure is intended to measure indirect “spending” through the tax system
with respect to that one provision, or alternatively the amount of relief or subsidy being provided through that
provision. The revenue impact is generally estimated as the amount of tax not collected due to the tax
expenditure, but the dollar impact is NOT the amount of revenue that could be gained by repealing the tax
expenditure. There are four main reasons for this:

e Many income tax credits are taken over a period of years or the taxpayer can carry forward some amount
of the credit if there is insufficient tax liability to offset. Similarly, some property tax exemptions and
special assessments are granted for a specified number of years which may extend beyond when the tax
expenditures expire. In these and other similar cases, even if the tax expenditure were eliminated, some
taxpayers would be able to continue to get a reduction in their taxes for some years after the law had
sunset.

e The revenue impact estimates do not incorporate behavioral changes that may occur if a tax expenditure
were eliminated.

o Each provision is estimated independently. A tax expenditure beneficiary may qualify for a tax reduction
under more than one law, thus eliminating one provision might increase the use of another one.

e Administratively, governments may not be able to collect the full liability for some tax expenditures.

For these reasons, and because tax expenditures interact with each other and the rest of the tax system,
caution should be used when summing the revenue impacts.

The tax expenditures reported here represent revenue loss to the state and local governments. For example,
income tax expenditures reduce state General Fund revenue while property tax expenditures reduce revenue
to local governments. The property tax is unigque in that exempting property from property taxation may result
in both a revenue loss to local governments and a shift of taxes to other taxpayers. A complete explanation of
revenue loss and shift can be found at the beginning of Chapter 2. For all property tax expenditures, the
detailed descriptions report the revenue loss and shift separately.

Revenue impact estimates are generally rounded to the nearest $100,000. For tax expenditures with an impact
greater than zero but less than $100,000, the revenue impact is listed as “Less than $100,000.”

Because tax expenditures reflect income or property that is not taxed, direct data often did not exist for
estimating revenue impacts. For income tax expenditures, the primary and secondary data sources were
Oregon and federal tax returns, respectively. Where appropriate, estimates of selected federal tax expenditures
made by the Joint Committee on Taxation of the U.S. Congress were used as the basis for Oregon estimates.
For property tax expenditures, information reported by county assessors was used whenever possible. For all
tax programs, data from various federal and state agencies were used where available.



Estimates provided within this book are based on current law at time the publication was finalized in early
November 2020. Current law anticipates expiration of federal tax provisions that are scheduled to expire.
Several provisions are routinely reauthorized for one- or two-year periods, often retroactively. These federal
tax expenditures are commonly referred to as “tax extenders” because of their routine reauthorization. Most
recently, the Taxpayer Certainty and Disaster Tax Relief Act of 2019 extended several federal provisions that
had expired at the end of 2017 retroactively from tax year 2018 through tax year 2020. Future extension of
expired or expiring federal provisions could directly affect the revenue impact of those provisions.

Because of the interactive effects between tax expenditures and the other reasons detailed above, revenue
estimates should be viewed as orders of magnitude.

Who Benefits

Where possible, this report provides information about the beneficiaries of tax expenditures using the most
recent tax return data available. For corporation returns, 2017 is the most recent complete tax year available;
for personal income tax returns, 2018 is the most recent complete tax year available; and, for property tax
information, tax year 2019-20 is the most recent year available. Note that these numbers are a snapshot at the
time this report was published and could change very slightly as returns are amended, filed late, or changed as
a result of an audit.

Where data is available for individual income tax provisions, we provide distributional tables by income for
claimants. The term filer used in these tables corresponds to a filed return (either single or joint). For example,
a return comprised of two people filing jointly would be reflected in the tables as one filer.

Acknowledgments

Although the Department of Revenue coordinated the construction of this report, numerous Oregon state
agencies provided important information and analysis regarding the objectives and effectiveness of individual
tax expenditures. These agencies are listed in Appendix B. The Congressional Research Service publication,
Tax Expenditures: Compendium of Background Material on Individual Provisions, is used extensively
throughout this report to describe and evaluate the tax expenditures that result from Oregon’s connection to
the federal income tax. Estimates of federal tax expenditures made by the Joint Committee on Taxation of the
U.S. Congress were used to estimate many tax expenditures that result from Oregon’s connection to the
federal income tax.



SUMMARY

This report describes 377 individual tax expenditures currently specified in Oregon and federal law. Of those,
185 are related to Oregon’s personal and corporation income taxes and 136 are related to local property taxes.
The remaining 56 are related to various other state tax programs. More than half of the 185 income tax
expenditures result from Oregon’s connection to the federal income tax code. Oregon is generally tied to the
federal definition of taxable income. By adopting the federal definition of income, Oregon also adopts most of
the exclusions and deductions from income that are part of federal personal and corporation income taxes.

It is also important to note that there are several extremely large single tax expenditures in both the property
and income tax programs that influence these totals. For example, for 2021-23, roughly $6.2 billion of the
$11.0 billion of tax expenditures in the property tax program is related to three property tax expenditures: the
exemption for state and local property ($2.9 billion), the exemption of federal property ($1.7 billion), and the
exemption of personal property for personal use ($1.6 billion). Similarly, the three largest income tax
expenditures (the exclusion of employer paid medical benefits, the personal exemption, and the exclusion of
pension contributions and earnings) account for about $5.5 billion of the total $15.2 billion for all income tax
expenditures.

In addition, some tax expenditures included in this report fit the statutory definition of tax expenditure but do
not fit as easily into the framework of “spending” through the tax system. For example, the federal
government prohibits state and local governments from taxing certain income (such as income earned in
“Indian country”) or property (such as federal property). These “tax expenditures” do not represent the same
explicit policy decisions as some of the more direct Oregon subtractions and credits.

SUMMARY OF OREGON TAX PROGRAMS
WITH TAX EXPENDITURES (Dollars in Millions)
Estimated Revenue Impact
Tax Program Number Revenues
2021-23 2019-21 2021-23

Income (Personal and Corporate) 185 $20,948.1 $13,737.6 $15,231.7

Federal Exclusions 62 $6,109.9 $7,148.7

Federal Adjustments/Deductions 38 $3,615.6 $3,809.6

Oregon Subtractions 27 $2,096.3 $2,382.3

Oregon Credits 50 $1,669.0 $1,657.1

Other Oregon Provisions 8 $246.8 $234.0
Property 136 $17,200.0 $10,400.3 $11,013.2

Full Exemption 94 $9,221.9 $9,740.9

Partial Exemption 28 $565.4 $628.6

Special Assessment 13 $611.3 $643.2

Other Assessment 1 $1.7 $0.5
All Other State Taxes with Tax 56 $7,513.3 $457.6 $451.7
Expenditures
All Taxes with Tax Expenditures 377 $45,661.4 $24,595.5 $26,696.6
For reasons explained in the Revenue Impacts section on page 3, there are difficulties with summing tax expenditures. This table
is intended only to provide rough orders of magnitudes for large groups of tax expenditures and caution should be exercised when
adding revenue impacts.




SUNSETTING TAX EXPENDITURES
AND GOVERNOR’S RECOMMENDATIONS

Many tax laws are explicitly written with a limited period of applicability; the last day the law is in effect is
referenced in this book as the sunset date. In addition to explicit sunsets written into statute, ORS 315.037
specifies sunsets for recently enacted tax expenditures:

(1) As used in this section, “tax expenditure” has the meaning given that term in ORS 291.201.

(2) Any tax credit enacted by the Legislative Assembly on or after January 1, 2010, shall apply for a
maximum of six tax years beginning with the initial tax year for which the credit is applicable, unless
the Legislative Assembly expressly provides for another period of applicability.

(3) Any tax expenditure enacted by the Legislative Assembly on or after January 1, 2014, shall apply
for a maximum of six tax years beginning with the initial tax year for which the tax expenditure is
applicable, unless the Legislative Assembly expressly provides for another period of applicability.

ORS 315.037 has added two sources of uncertainty to identification and reporting of sunset dates. The first
source of uncertainty is the statutory definition of tax expenditure in ORS 291.201. The definition is difficult
to apply because it relies on identifying exemptions from an “established tax,” which is undefined. The
second source of uncertainty is that “period of applicability” is not defined for purposes of ORS 315.037. For
provisions in this report that have an unclear sunset status, the source of uncertainty is noted in the description
of the provision.

Governor’s Recommendations
ORS 291.214 requires that the Governor’s Tax Expenditure Report:

Identify each tax expenditure that has a full or partial sunset that, if allowed to take effect, will have a
fiscal impact on the state or on school districts for the next biennium, and shall prepare a
recommendation as to each tax expenditure identified under this paragraph that indicates the
Governor’s opinion on whether the full or partial sunset of the tax expenditure should be allowed to
take effect as scheduled or should be revised to a different date.

According to Oregon statute “full sunset” means any provision that completely eliminates an existing tax
expenditure on a specified date, while “partial sunset” means any provision that reduces the amount of an
existing tax expenditure or that alters the eligibility requirements for the expenditure as of a specified date. On
the following pages are the 18 tax expenditures that are set to expire during the 2021-23 biennium, and the
Governor’s recommendation as to whether the specific tax provision should be allowed to sunset as
scheduled, or have the sunset date changed. The table includes the revenue impact the tax expenditure will
have under current law, and the additional cost if the tax expenditure were extended through the end of the
2021-23 biennium. For more details on these tax expenditures, see their entries in the full report.

! For example, many statutes have language such as “This Act applies to tax years beginning on or after January 1, 2021
and before January 1, 2027,” which suggests a clear period in which the tax expenditure is applicable. Other statutes
have language like this: “This Act applies to tax years beginning on or after January 1, 2021.” It is unclear if the absence
of the end date, as shown in the latter example, implies that the Legislature intended the six-year limit from ORS
315.037 to apply.
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TAX EXPENDITURES SCHEDULED FOR SUNSET IN 2021-23

As part of the 1995 Budget Accountability Act, the governor is required to identify each tax expenditure that has a full or partial sunset occurring in the coming biennium and prepare a
recommendation that indicates whether the full or partial sunset should be allowed to take effect. Below are those tax expenditures.

2021-23 REVENUE

2021-23 COSTTO

TAX EXPENDITURENAME TYPE SUNSET IMPACT ($000)* EXTEND ($000)* GOVERNOR'S RECOMMENDATION

1.404 Employee Training Income Tax Credit 12/31/2022 Less than 100 Less than 100 Extend Sunset
1.407  Child with a Disability Income Tax Credit 12/31/2021 4,600 4,900 Extend Sunset
1.408 Rural Medical Practice Income Tax Credit 12/31/2021 14,000 1,200 Extend Sunset
1.410 Severe Disability Income Tax Credit 12/31/2021 4,500 4,600 Extend Sunset
1.422  Public University Venture Development Fund Income Tax Credit 12/31/2021 500 800 Extend Sunset
1.425 Working Family Household and Dependent Income Tax Credit 12/31/2021 25,600 31,900 Extend Sunset

Care
1.426 Contributions to Office of Child Care Income Tax Credit 12/31/2021 Less than 100 Less than 100 Extend Sunset
1.427 Individual Development Account Donation Income Tax Credit 12/31/2021 4,900 4,300 Allow Sunset

(Credit)
1.430 Bovine Manure Income Tax Credit 12/31/2021 2,200 2,000 Extend Sunset
1.445 Oregon Life and Health IGA Assessments Income Tax Credit 12/31/2021 600 600 Extend Sunset
1.449 Oregon Veterans' Home Physicians Income Tax Credit 12/31/2021 Less than 100 Less than 100 Extend Sunset

* The revenue impact includes the effect of the currently scheduled sunset. The cost to extend is the additional revenue impact if the tax expenditure is extended.



TAX EXPENDITURES SCHEDULED FOR SUNSET IN 2021-23

As part of the 1995 Budget Accountability Act, the governor is required to identify each tax expenditure that has a full or partial sunset occurring in the coming biennium and prepare a
recommendation that indicates whether the full or partial sunset should be allowed to take effect. Below are those tax expenditures.

2021-23 REVENUE

2021-23 COSTTO

TAX EXPENDITURE NAME TYPE SUNSET IMPACT ($000)* EXTEND ($000)* GOVERNOR'S RECOMMENDATION
2.015 Certain Property Owned by a Port Property Tax Exemption 6/30/2023 0 0 Extend Sunset
2.047 Solar Projects Property Tax Exemption 1/1/2022 14,700 500 Extend Sunset
2.084 Charitable, Literary, and Scientific Property Tax Exemption Partial Sunset 06/30/2022 238,400 500 Extend Sunset
Organizations
2.113 Alternative Energy Systems Partial Property Tax Exemption 6/30/2023 4,400 0 Extend Sunset
2.127 Historic Property Property Tax Special Assessment 6/30/2022 10,300 0 Extend Sunset
4,004 Dealer Vehicle on Test Drive Weight-Mile Tax Exclusion 12/31/2021 Less than 100 Less than 100 Extend Sunset
16.001 Marijuana Purchased for Medical Use Marijuana Tax Exemption 12/31/2021 8,600 28,800 Extend Sunset

* The revenue impact includes the effect of the currently scheduled sunset. The cost to extend is the additional revenue impact if the tax expenditure is extended.



INDEX OF TAX EXPENDITURES BY TAX PROGRAM

Revenue Impact

Program Year Oregon ($ Thousands)
Tax Expenditure or Function Enacted Statute 2019-21 2021-23
INCOME TAX
Federal Exclusions
1.001 Scholarship and Fellowship Income Education 1954 316.048 27,600 28,700
1.002 Qualified Education Savings (Federal) Education 1996 316.048 13,700 17,600
1.003 Exclusion of Employer Provided Tuition Education 1984 316.048 2,300 2,300
Reduction
1.004  Certain Foster Care Payments Human Services 1982 316.048 3,900 4,600
1.005 Employee Adoption Benefits Human Services 1996 316.048 Less than 100 Less than 100
1.006 Compensatory Damages Human Services 1918 316.048 14,100 14,300
1.007 Employer Paid Medical and Cafeteria Plan Human Services 1918 316.048 1,461,900 1,681,600
Benefits
1.008 Special Benefits for Disabled Coal Miners Human Services 1969 316.048 Less than 100 Less than 100
1.009 ABLE Account Earnings Human Services 2014 316.048 100 100
1.010  Pension Contributions and Earnings Human Services 1921 316.048 1,848,100 2,469,500
1.011  Social Security Benefits (Federal) Human Services 1938 316.048 704,900 744,000
1.012  Regional Economic Development Incentives ~ Economic/Community 1993 316.048/317.013 Less than 100 Less than 100
1.013  Capital Gain Invested in Opportunity Zone Economic/Community 2017 316.048/317.013 31,700 22,800
1.014  Exclusion of Gain from Certain Small Economic/Community 1993 316.048 15,200 16,300
Business Stock
1.015 Imputed Interest Rules Economic/Community 1984 316.048/317.013 5,000 5,600
1.016  Employer Provided Dependent Care Economic/Community 1981 316.048 5,100 5,900
1.017 Capital Gains on Home Sales Economic/Community 1997 316.048 411,200 443,200
1.018  Income Earned Abroad by U.S. Citizens Economic/Community 1926 316.048 73,900 82,500
1.019 Cancellation of Mortgage Debt Economic/Community 2007 316.048 8,400 700
1.020 Employer Paid Group Life Insurance Economic/Community 1920 316.048 30,600 31,700
Premiums
1.021 Employer Paid Accident and Disability Economic/Community 1954 316.048 37,500 40,500
Insurance
1.022  Employer Provided On-Site Gyms Economic/Community 1984 316.048 13,500 14,200
1.023  Miscellaneous Fringe Benefits Economic/Community 1984 316.048 70,900 76,600
1.024 Employee Meals and Lodging (Nonmilitary) Economic/Community 1918 316.048 25,200 27,200
1.025 Employee Stock Ownership Plans Economic/Community 1974 316.048/317.013 27,300 30,300
1.026  Employee Awards Economic/Community 1986 316.048 3,300 3,600
1.027  Employer Provided Education Benefits Economic/Community 1997 316.048 10,700 11,400
1.028  Spread on Acquisition of Stock Economic/Community 1981 316.048 6,300 6,200
1.029 Meal and Entertainment Expenses Economic/Community 1984 316.048 27,700 30,000
1.030 Veterans' Benefits and Services Economic/Community 1917 316.048 109,500 108,200
1.031 Military and Dependents TRICARE Economic/Community 1925 316.048 46,200 54,500
Insurance
1.032 Magazine, Paperback, and Record Returns Economic/Community 1978 316.048/317.013 300 300
1.033  Cash Accounting, Other than Agriculture Economic/Community 1916 316.048/317.013 24,600 19,000
1.034 Inventory Methods of Valuation Economic/Community 1938 316.048/317.013 8,000 8,500
1.035 Agriculture Cost-Sharing Payments Natural Resources 1978 316.048/317.013 300 300
1.036  Cancellation of Debt for Farmers Natural Resources 1986 316.048 500 500
1.037  Energy Conservation Subsidies (Federal) Natural Resources 1992 316.048 800 800
1.038 Pass Through Status of Specified Publicly Natural Resources 1987 317.013 2,600 3,800
Traded Partnerships
1.039  Earnings of Certain Environmental Natural Resources 2005 317.013 200 200
Settlement Funds
1.040 Nonprofit’s Gain from Brownfield Natural Resources 2004 317.013 200 200
1.041 Employer Paid Transportation Benefits Transportation 1992 316.048 40,800 45,000
1.042  Certain Disaster Mitigation Payments Consumer and Business 2005 316.048/317.013 400 400
Services
1.043  Credit Union Income Consumer and Business 1951 317.080(1) 21,800 24,700
Services
1.044  Elimination of Tax Exempt Interest Consumer and Business 2009 317.013 3,200 3,200

Allocation for Banks

Services



Index of Tax Expenditures by Tax Program (cont.)

Revenue Impact

Program Year Oregon ($ Thousands)
Tax Expenditure or Function Enacted Statute 2019-21 2021-23
1.045 Workers' Compensation Benefits (Medical) Consumer and 1918 316.048 35,600 39,700
Business Services
1.046  Workers' Compensation Benefits Consumer and 1918 316.048 23,000 20,800
(Nonmedical) Business Services
1.047  Gain on Nondealer Installment Sales Tax Administration 1921 316.048/317.013 39,500 41,800
1.048  Gain on Like-Kind Exchanges Tax Administration 1921 316.048/317.013 109,000 103,800
1.049  Allowances for Federal Employees Abroad Government 1943 316.048 4,100 4,400
1.050 Interest on Oregon State and Local Debt Government 1913 316.048 50,500 50,300
1.051  Voluntary Employees' Beneficiary Social Policy 1928 316.048 10,100 10,800
Associations
1.052  Rental Allowances for Clergy Housing Social Policy 1921 316.048 5,800 6,500
1.053  Certain Payments to Controlling Exempt Social Policy 2006 317.013 200 200
Organizations
1.054  Discharge of Certain Student Loan Debt Social Policy 1984 316.048 1,500 1,500
1.055 Capital Gains on Inherited Property Social Policy 1921 316.048 474,500 529,000
1.056 Capital Gains on Gifts Social Policy 1921 316.048 25,000 53,800
1.057  Life Insurance Proceeds Social Policy 1954 316.048/317.013 118,500 126,100
1.058  Public Safety Officer Survivor Annuities Social Policy 1997 316.048 200 200
1.059 Disability Benefits of Military and Victims of ~ Social Policy 1942 316.048 2,900 2,900
Terrorism
1.060 Benefits and Allowances of Armed Forces Social Policy 1925 316.048 58,000 63,500
Personnel
1.061 Combat Pay Social Policy Pre-1955 316.048 6,200 7,000
1.062  Deferral of Interest on Savings Bonds Social Policy 1951 316.048 5,800 5,400
Federal Adjustments
1.101  Teacher Classroom Expenses Education 2002 316.048 1,500 1,400
1.102  Interest on Student Loans Education 1997 316.048 36,900 37,800
1.103  Qualified Higher Education Expenses Education 2001 316.048 6,500 0
1.104  Self-Employment Health Insurance Human Services 1986 316.048 93,100 95,500
1.105 Health Savings Accounts Human Services 1996 316.048 50,600 54,100
1.106 IRA Contributions and Earnings Human Services 1974 316.048 194,800 220,600
1.107 Moving Expenses Economic/Community 1964 316.048 100 100
1.108  Overnight Travel Expenses of National Social Policy 2003 316.048 700 700
Guard and Reserve Members
Federal Deductions
1.201  Medical and Dental Expenses Human Services 1942 316.695 274,600 310,400
1.202  Removal of Architectural Barriers Human Services 1976 316.048/317.013 Lessthan 100  Less than 100
1.203  Deduction of Certain Film and Television Economic/Community 2004 316.048/317.013 Lessthan 100  Less than 100
Production Costs
1.204  Accelerated Depreciation of Buildings Economic/Community 1954 316.048/317.013 3,800 3,600
1.205 Accelerated Depreciation of Equipment Economic/Community 1954 316.048/317.013 462,000 352,900
1.206  Research and Development Costs Economic/Community 1954 316.048/317.013 19,100 10,000
1.207  Section 179 Expensing Allowances Economic/Community 1959 316.048/317.013 82,100 59,900
1.208 Amortization of Business Start-Up Costs Economic/Community 1980 316.048/317.013 1,900 1,900
1.209  Foreign-Derived Intangible Income Economic/Community 2017 317.013 155,000 224,000
1.210  Accelerated Depreciation of Rental Housing Economic/Community 1954 316.048/317.013 24,200 20,500
1.211 Home Mortgage Interest Economic/Community 1913 316.695 986,000 1,128,700
1.212  Property Taxes Economic/Community 1913 316.695 559,400 616,000
1.213  Cash Accounting for Agriculture Natural Resources 1916 316.048/317.013 Lessthan 100  Less than 100
1.214  Soil and Water Conservation Expenditures Natural Resources 1954 316.048/317.013 700 700
1.215  Fertilizer and Soil Conditioner Costs Natural Resources 1960 316.048/317.013 1,100 1,100
1.216  Extended Carryback of Farming Loss Natural Resources 1999 316.048 100 300
1.217  Development Costs for Nonfuel Minerals Natural Resources 1951 316.048/317.013 Lessthan 100  Less than 100
1.218 Intangible Development Costs for Fuels Natural Resources 1978 316.695/317.013 2,400 2,100
1.219  Deferral of Capital Gains From FERC Natural Resources 2004 317.013 1,700 -500

Restructuring Requirements
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Index of Tax Expenditures by Tax Program (cont.)
Revenue Impact

Program Year Oregon ($ Thousands)
Tax Expenditure or Function Enacted Statute 2019-21 2021-23
1.220 Energy Efficient Commercial Property Natural Resources 2006 316.695/317.013 Less than 100 Less than 100
1.221  Special Depreciation for Recycling Natural Resources 2008 316.048/317.013 Less than 100 Less than 100
Equipment
1.222 Mqini[r)m and Solid Waste Reclamation Natural Resources 1984 316.048/317.013 Less than 100 Less than 100
Reserves
1.223  Amortization of Air Pollution Control Natural Resources 2005 317.013 400 300
Facilities
1.224  Expensing Timber Growing Costs Natural Resources 1986 316.048/317.013 2,700 2,400
1.225 Expensing and Amortization of Reforestation ~ Natural Resources 1980 316.048/317.013 1,100 1,000
Costs
1.226  Magazine Circulation Expenditures Tax Administration 1950 316.048/317.013 Less than 100 Less than 100
1.227 Completed Contract Rules Tax Administration 1986 316.048/317.013 7,200 6,500
1.228 Charitable Contributions Social Policy 1917 316.695/317.013 641,200 657,000
1.229 Casualty and Theft Losses Social Policy 1913 316.695 4,500 400
1.230 Local Income Taxes Social Policy 1913 316.695 200 200
Oregon Subtractions
1.301 Land Donated to Schools Education 1999 316.852/317.488 Less than 100 Less than 100
1.302  Oregon 529 College Savings Network Education 1999 316.699 12,900 800
1.303  Scholarship Awards Used for Housing Education 1999 316.846 1,100 1,100
Expenses
1.304  Medical Subtraction for Elderly Human Services 2013 316.693 61,900 64,100
1.305 Additional Deduction for Elderly or Blind Human Services 1989 316.695(7) 22,200 23,100
1.306 ABLE Account Contributions Human Services 2015 316.699 Less than 100 Less than 100
1.307  Social Security Benefits (Oregon) Human Services 1985 316.054 924,200 1,018,900
1.308  Film Production Labor Rebate Economic/Community 2005 316.698/317.394 800 800
1.309 Artist's Charitable Contribution Economic/Community 1979 316.838 Less than 100 Less than 100
1.310  Oregon Investment Advantage Economic/Community 2001 316.778/317.391 Not Available Not Available
1.311 Dividend Received from an IC-DISC Economic/Community 2013 316.749(1) 14,300 14,300
1.312  Individual Development Accounts Economic/Community 1999 316.848 Less than 100 Less than 100
(Exclusion and Subtraction)
1.313  Mobile Home Park Capital Gain Economic/Community 2005 Note: 316.792/Note: 200 200
317.401
1.314  First Time Home Buyer Savings Economic/Community 2018 316.798 900 900
1.315 Manufactured Dwelling Tenant Payment Economic/Community 2007 316.795/317.092 Less than 100 Less than 100
1.316 Interest from State and Local Government Economic/Community 1987 316.056 300 300
Bonds
1.317  Depletion Costs for Metal Mines Natural Resources Pre-1953 317.374 Less than 100 Less than 100
1.318 Energy Conservation Subsidies (Oregon) Natural Resources 1981 316.744/317.386 Less than 100 Less than 100
1.319  Wet Marine and Transportation Policies Consumer and 1995 317.080(8) 2,200 2,200
Business Services
1.320  Hydroelectric Dam and Waterway Workers Tax Administration 1997 316.127(8) and (10) Not Available Not Available
1.321  Income Earned in "Indian Country" Government 1977 316.777 6,500 6,800
1.322  Federal Pension Income Government 1998 316.680(1)(e) 130,900 129,000
1.323  Legislative Per Diem and Allowance Government 1967 171.072(7) 100 100
1.324  Oregon State Lottery Prizes Government 1985 461.560 200 200
1.325 Federal Income Tax Subtraction Social Policy 1929 316.680(1)(b)/316.685/3 850,200 1,050,800
16.695
1.326  Military Active Duty and Related Pay Social Policy 1969 316.792/316.127(7) 45,900 47,200
1.327 Interest and Dividends on U.S. Obligations Federal Law 1970 316.680(1)(a) 21,500 21,500
Oregon Credits
1.401  Employer Provided Scholarships Education 2001 315.237 Less than 100 Less than 100
1.402  Contributions of Computer Equipment Education 1985 317.151 Less than 100 Less than 100
1.403  Opportunity Grant Fund Contributions Education 2018 315.643 27,200 27,200
1.404  Employee Training Education 2017 315.523 Less than 100 Less than 100
1.405  Contributions to 529 Account Education 2019 315.650 22,400 36,700
1.406 Earned Income Credit Human Services 1997 315.266 107,300 125,900
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Index of Tax Expenditures by Tax Program (cont.)

Revenue Impact

Program Year Oregon ($ Thousands)
Tax Expenditure or Function Enacted Statute 2019-21 2021-23
1.407  Child with a Disability Human Services 1985 316.099(3) 8,600 4,600
1.408 Rural Medical Practice Human Services 1989 315.613/315.616/315.619 14,700 14,000
1.409  Volunteer Rural Emergency Medical Human Services 2005 315.622 200 200
Technicians
1410 Severe Disability Human Services 1985 316.758 8,500 4,500
1411 Contributions to ABLE Account Human Services 2019 315.650 200 300
1.412  Farmworker Housing Lender's Credit Economic/Community 1989 317.147 Lessthan 100  Less than 100
1.413  Agriculture Workforce Housing Construction ~ Economic/Community 1989 315.164 4,500 4,500
1.414  Film Production Development Contributions Economic/Community 2003 315.514/315.516 27,300 27,300
1.415 Renewable Resource Equipment Economic/Community 2011 315.341 Lessthan 100  Less than 100
Manufacturing Facilities
1416  Oregon Low Income Community Jobs Economic/Community 2011 315.533(2) 26,600 9,900
Initiative
1417 Qualified Research Activities Economic/Community 1989 317.152 20,900 12,100
1.418 Qualified Research Activities (Alternative) Economic/Community 1989 317.154 2,500 1,500
1.419 Long Term Rural Enterprise Zone Facilities Economic/Community 1997 317.124 Not Available  Not Available
(Income Tax)
1.420 Reservation Enterprise Zone (Income Tax) Economic/Community 2001 315.506 Lessthan 100  Less than 100
1.421  Electronic Commerce Enterprise Zone Economic/Community 2001 315.507 5,500 2,100
(Income Tax)
1.422  Public University Venture Development Economic/Community 2005 315.640 1,300 500
Fund
1.423  Employer Provided Dependent Care Economic/Community 1987 315.204 Less than 100 0
Assistance
1.424  Child and Dependent Care Economic/Community 1975 316.078 Less than 100 0
1.425 Working Family Household and Dependent Economic/Community 2015 315.264 48,000 25,600
Care
1.426  Contributions to Office of Child Care Economic/Community 2001 315.213 Lessthan 100  Less than 100
1.427  Individual Development Account Donation Economic/Community 1999 315.271 9,500 4,900
Credit
1.428 E)regon)Affordable Housing Lender's Credit Economic/Community 1989 317.097 15,100 15,100
1.429  Manufactured Dwelling Park Closure Economic/Community 2007 Note: 316.116 Lessthan 100  Less than 100
1430 Bovine Manure Natural Resources 2017 315.176(3)(a) 4,000 2,200
1.431  Crop Donation Natural Resources 1977 315.156 500 600
1.432  Energy Conservation Lender's Credit Natural Resources 1981 317.112 Lessthan 100  Less than 100
1.433  Transportation Projects Natural Resources 2011 315.336(1) 3,000 200
1.434  Alternative Energy Devices (Residential) Natural Resources 1977 316.116 6,400 1,200
1.435 Business Energy Facilities, Conservation and ~ Natural Resources 1979 315.354 16,400 1,500
Renewables
1.436 Renewable Energy Development Natural Resources 2011 315.326(1) Less than 100 0
Contributions
1.437  Energy Conservation Projects Natural Resources 2011 315.331(1) 2,800 1,100
1.438  Weatherization Lender's Credit Natural Resources 1977 317.111 Lessthan 100  Less than 100
1.439  Production or Collection of Biomass Natural Resources 2007 315.141 1,100 300
1.440 Fish Screening Devices Natural Resources 1989 315.138 Lessthan 100  Less than 100
1441  Alternatives to Field Burning Natural Resources 1975 315.304 Lessthan 100  Less than 100
1.442  Pollution Control Natural Resources 1967 315.304 100 100
1.443  Reforestation Natural Resources 1979 315.104 Lessthan 100  Less than 100
1.444  Short Line Railroad Rehabilitation Transportation 2019 315.593 1,100 2,800
1.445  Oregon Life and Health IGA Assessments Consumer and 1975 734.835 1,100 600
Business Services
1.446  Political Contributions Government 1969 316.102 10,300 10,800
1.447  Oregon Cultural Trust Social Policy 2001 315.675 8,100 8,400
1.448  Personal Exemption Social Policy 1985 316.085 1,262,400 1,308,900
1.449  Oregon Veterans' Home Physicians Social Policy 2007 315.624 Lessthan 100  Less than 100
1.450 Certain Retirement Income Social Policy 1991 316.157 1,400 1,500
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Index of Tax Expenditures by Tax Program (cont.)
Revenue Impact

Program Year Oregon ($ Thousands)
Tax Expenditure or Function Enacted Statute 2019-21 2021-23
Other
1.501 Public Warehouse Sales Throwback Economic/Community 2005 314.665 Lessthan 100  Less than 100
Exemption
1502 Tax RZtes for Certain Pass Through Income Economic/Community 2013 316.043(2) 231,200 217,200
1.503 Income Averaging for Farmers Natural Resources 2001 314.297 1,400 1,400
1.504 Capital Gains from Farm Property Natural Resources 2001 316.045/317.063/ 4,700 4,700
318.020
1.505  Nonresident Income from Disaster or Consumer and Business 2015 401.685/401.690 Lessthan 100  Less than 100
Emergency Related Work Services
1.506  Apportionment for Utility and Consumer and Business 2001 314.280 600 600
Telecommunication Companies Services
1.507  Nonresident Armed Forces Social Policy 2015 316.127(7), 316.027 8,900 10,100
1.508  Nonresident Spouse of Nonresident Social Policy 2009 Public Law 111-97 Not Available  Not Available
Servicemember Serving in Oregon
PROPERTY TAX
Full Exemption
2.001 Academies, Day Care, and Student Housing Education 1957 307.145 45,300 52,400
2.002  Student Housing Furnishings Education 1957 307.195 100 100
2.003 Leased Student Housing Publicly Owned Education 1947 307.110(3)(a) 27,200 28,800
2.004 Higher Education Parking Space Education 1989 307.110(3)(f) Incl. in 2.078 Incl. in 2.078
2.005 Private Libraries for Public Use Education 1854 307.160 Lessthan 100  Less than 100
2.006 Leased Rural Health Care Property Human Services 1999 307.110(3)(i) Lessthan 100  Less than 100
2.007  Land Owned by Nonprofit for Purpose of Human Services 2015 307.513 100 100
Building Low-Income Housing
2.008  Senior Services Centers Human Services 1993 307.147 300 400
2.009  Agricultural Housing and Day Care Facilities ~ Economic/Community 1973 307.485 600 700
2.010 Fairground Leased Storage Space Economic/Community 1987 307.110(3)(d) and (e) Lessthan 100  Less than 100
2.011 Commercial Buildings Under Construction Economic/Community 1959 307.330 26,800 29,200
2.012  Construction in Process in an Enterprise Economic/Community 2003 285C.170 Incl. in 2.011 Incl. in 2.011
Zone
2.013  Enterprise Zone Businesses Economic/Community 1985 285C.175 140,300 125,500
2.014  Long Term Rural Enterprise Zone (Property Economic/Community 1997 285C.409 189,800 215,700
Tax
2.015 Cert)ain Property Owned by a Port Economic/Community 2013 307.110(3)(j), Note: 0 0
307.110
2.016  Brownfield Development Economic/Community 2016 Note: 307.430 Lessthan 100  Less than 100
2.017  New Industrial Property in Rural Areas Economic/Community 2016 Note: 307.340 300 600
2.018 Industry Apprenticeship/Training Trust Economic/Community 1983 307.580 1,400 2,000
2.019 Rural Renewable Energy Development Zone  Economic/Community 2003 285C.362 5,400 8,500
2.020 Housing Authority Rental Properties Economic/Community 1937 307.092 27,600 34,800
2.021 Local Government Owned Low Income Economic/Community 2013 307.110(3)(h) 4,800 5,800
Housin
2.022 Transfe% of Cemetery Land for Low-Income Economic/Community 2018 307.158 Lessthan 100  Less than 100
Housin
2.023 FederaIgLand Under Summer Homes Economic/Community 1975 307.183/307.184 500 600
2.024  Federal Land Under Recreation Facility Economic/Community 1975 307.182 1,500 1,800
2.025 Nonprofit Elderly Housing State Funded Economic/Community 1977 307.242 * 3,400
2.026  Inventory Economic/Community 1969 307.400 666,700 700,400
2.027  Business Personal Property Economic/Community 1979 308.250(2)(a) 10,300 11,900
2.028 Cargo Containers Economic/Community 1979 307.835 Less than 100 200
2.029 Leased Docks and Airports Economic/Community 1947 307.120 16,400 19,300
2.030  Ship Repair Facility Materials Economic/Community 1957 308.256(7) Incl. in 2.026 Incl. in 2.026
2.031 Railroad Cars Being Repaired Economic/Community 1973 308.665 600 600
2.032  Food Processing Equipment Natural Resources 2005 307.455 10,500 13,000
2.033  Farm Machinery and Equipment Natural Resources 1973 307.394 90,500 96,800
2.034  Mobile Field Incinerators Natural Resources 1971 307.390 Incl. in 2.033 Incl. in 2.033
2.035 Crops, Plants, and Fruit Trees Natural Resources 1957 307.320 19,000 20,200
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Index of Tax Expenditures by Tax Program (cont.)

Revenue Impact

Program Year Oregon ($ Thousands)
Tax Expenditure or Function Enacted Statute 2019-21 2021-23
2.036  Agricultural Products Held by the Farmer Natural Resources 1965 307.325 Less than 100 Less than 100
2.037  Nursery Stock Natural Resources 1971 307.315 5,800 6,100
2.038 Leased State and Local Farming and Grazing ~ Natural Resources 1971 307.110(3)(b) Incl. in 2.078 Incl. in 2.078
Land
2.039 Leased Federal Grazing Land Natural Resources 1961 307.060 Incl. in 2.093 Incl. in 2.093
2.040  Shellfish Growing on State Land Natural Resources 1969 622.290 Less than 100 Less than 100
2.041  Center Pivot Irrigation Equipment Natural Resources 1973 307.398 Incl. in 2.033 Incl. in 2.033
2.042  Other Farm/Aquaculture/Egg Equipment Natural Resources 1973 307.397 Incl. in 2.033 Incl. in 2.033
2.043  Field Burning Smoke Management Natural Resources 1973 307.391 Incl. in 2.033 Incl. in 2.033
Equipment
2.044  Crab Pots Natural Resources 1969 508.270 300 300
2.045 Land Leased From State Land Board Natural Resources 1982 307.168 2,700 2,900
2.046  Natural Gas Pipeline Extension Natural Resources 2007 307.107 Less than 100 Less than 100
2.047  Solar Projects Natural Resources 2015 Note 3: 307.175 6,800 14,700
2.048  Cooperative Providing Heat by Combustion Natural Resources 2019 308.521 Incl. in 2.078 Incl. in 2.078
of Biomass
2.049  Nonprofit Sewage Treatment Facilities Natural Resources 1997 307.118 Less than 100 Less than 100
2.050 Property Used for Golf Course and Effluent Natural Resources 2001 Note: 307.118 0 0
2.051 Riparian Habitat Land Natural Resources 1981 308A.362 400 400
2.052  Environmentally Sensitive Logging Natural Resources 1999 307.827 6,600 7,300
Equipment
2.053  Skyline and Swing Yarders Natural Resources 1999 307.831 Incl. in 2.052 Incl. in 2.052
2.054  Forest Fire Protection Association Natural Resources 1957 307.125 200 300
2.055 Federal Standing Timber Under Contract Natural Resources 1965 307.050 2,000 2,000
2.056  State and Local Standing Timber Under Natural Resources 1965 307.100 2,000 2,100
Contract
2.057  Western Private Standing Timber Natural Resources 1977 321.272 451,500 493,700
2.058 Eastern Private Standing Timber Natural Resources 1961 321.829 21,100 23,100
2.059 Private Farm and Logging Roads Natural Resources 1963 308.236 43,600 47,700
2.060  Nonprofit Public Park Use Land Natural Resources 1971 307.115 300 400
2.061 Inactive Mineral Interests Natural Resources 1997 308.115 Less than 100 Less than 100
2.062 Mining Claims on Federal Land Natural Resources 1889 307.080 400 400
2.063  Small Watercraft Natural Resources 1959 830.790(3) 26,900 27,200
2.064  Motor Vehicles and Trailers Transportation 1919 803.585 1,003,000 1,044,000
2.065 ODOT Land Under Use Permit Transportation 1981 307.110(3)(c) Less than 100 Less than 100
2.066 Tollways and Related Facilities Transportation 1995 383.017(7) 0 0
2.067 Foreign Owned Aircraft and Aircraft Not Transportation 1987 308.558(4) and (5) 19,300 19,700
Owned by Air Transportation Companies
2.068  Nonprofit Water Associations Consumer and 1937 307.210 200 300
Business Services
2.069  Nonprofit Electrical Distribution Consumer and 1943 308.805 27,200 29,000
Associations Business Services
2.070  Beverage Containers Requiring Deposit Tax Administration 1983 307.402 Less than 100 Less than 100
2.071 Low-Value Manufactured Structure in High- ~ Tax Administration 2010 308.250(2)(b) 4,800 5,800
Population County
2.072  Personal Property for Personal Use Tax Administration 1854 307.190 1,549,000 1,618,000
2.073  Heavy Equipment Rental Tax Administration 2018 307.872 9,800 10,000
2.074 Beach Lands Government 1969 307.450 Not Available Not Available
2.075  Property of Indians and on Tribal Trust Land ~ Government 1854 307.180/307.181(1)/307.18 Not Available Not Available
1(2
2.076  Equipment for Maritime Emergency Government 2010 307(.1)97 Less than 100 Less than 100
Response
2.077 InteFr)state Bridges of Local Governments Government 2017 381.310(10)(a) 0 0
2.078  State and Local Property Government 1854 307.090 2,747,000 2,876,000
2.079  Corporations for Irrigation, Drainage, Water Government 1963 554.320 Incl. in 2.078 Incl. in 2.078
Supply or Flood Control
2.080 Local Government Public Ways Government 1895 307.200 Not Available Not Available
2.081 Interstate Bridges of Other States or Government 2014 381.824 0 0
Subdivisions
2.082 Indian Property Used Exclusively for Government 2012 307.181(3) 500 500

Government Services
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Index of Tax Expenditures by Tax Program (cont.)

Revenue Impact

Program Year Oregon ($ Thousands)
Tax Expenditure or Function Enacted Statute 2019-21 2021-23
2.083 Federally Leased High-Voltage Electricity Government 2013 307.040(3) Less than 100 Less than 100
Transmission Property
2.084  Charitable, Literary, and Scientific Social Policy 1854 307.130 217,400 238,400
Organizations
2.085 Fraternal Organizations Social Policy 1961 307.136 11,200 11,600
2.086 Religious Organizations Social Policy 1854 307.140 137,300 153,000
2.087  Transfer of Land from Cemetery to School Social Policy 2001 307.157 Less than 100 0
2.088  Cemeteries, Burial Grounds, and Social Policy 1854 307.150 7,600 8,300
Mausoleums
2.089  City Owned Sports Facility Social Policy 2001 307.171 2,800 3,300
2.090 Exempt Lease from Taxable Owner Social Policy 1977 307.112 Incl. in others Incl. in others
2.091 Exempt Lease from Exempt Owner Social Policy 1973 307.166 Incl. in others Incl. in others
2.092  Property of LLC Owned by Nonprofit Social Policy 2005 307.022 Incl. in others Incl. in others
Corporation
2.093  Federal Property Federal Law 1848 307.040 1,624,500 1,717,600
2.094  Amtrak Passenger Railroad Federal Law 1983 308.515(3)(d) 3,700 4,000
Partial Exemption
2.095 Fraternities, Sororities, and Cooperatives Education 1973 307.471 500 600
2.096  New Rural Health Care Facilities Human Services 2001 307.804(2) Less than 100 Less than 100
2.097 Long Term Care Facilities Human Services 1999 307.811 Less than 100 Less than 100
2.098 Gigabit Internet Economic/Community 2015 Note: 308.677 Not Available 0
2.099 Certain Communication Related Property Economic/Community 2001 308.671 57,800 61,300
2.100  Strategic Investment Program Economic/Community 1993 307.123 414,700 457,200
2.101 Cap on Central Assessment for Certain Economic/Community 2015 308.674 2,500 3,600
Companies
2.102  Vertical Housing Development Zone Economic/Community 2001 307.864 3,500 4,000
2.103  Certain Single-Unit Housing Economic/Community 1989 307.664 3,900 4,500
2.104  Rehabilitated Housing Economic/Community 1975 308.459 Less than 100 Less than 100
2.105  Multi-Unit Rental Housing in Designated Economic/Community 1975 307.612 11,900 15,600
Areas
2.106  Low Income Multi-Unit Rental Housing Economic/Community 1999 307.612 Incl. in 2.105 Incl in 2.105
2.107  Property for Low Income Rental Economic/Community 1989 307.517/307.518 2,800 3,400
2.108  Nonprofit Low Income Rental Housing Economic/Community 1985 307.541 28,200 33,900
2.109  New or Rehabilitated Multi-Unit Rental Economic/Community 2017 Note: ORS 307.867 Less than 100 Less than 100
Housin
2110 Home Sghare Program Low-Income Housing Economic/Community 2019 Note following 307.548 Not Available Not Available
2.111 Disabled Veterans or Surviving Spouses of Economic/Community 1921 307.250 27,100 30,800
Veterans
2.112  Veterans in Nonprofit Elderly Housing Economic/Community 1969 307.370 100 100
2.113  Alternative Energy Systems Natural Resources 1975 307.175 3,300 4,400
2.114  Pollution Control Facilities Natural Resources 1967 307.405 Less than 100 Less than 100
2.115  Watercraft Centrally Assessed Natural Resources 1925 308.515 Not Available Not Available
2.116  Aircraft Under 75,000 Pounds Owned by Air  Transportation 1987 308.558(2),(3)/ 5,900 5,800
Transportation Companies 308.565(5)
2.117 Homestead Exemption for Active Duty Social Policy 2005 307.286 100 100
Milita
2.118 Survivri);g Spouse of Public Safety Officer Social Policy 2016 307.295 Less than 100 Less than 100
2.119  Seismic Upgrades Social Policy 2017 Note: ORS 307.175 Less than 100 Less than 100
2.120 Railroad Right of Way in Water District Social Policy 1943 264.110 Less than 100 Less than 100
2.121 Railroad Right of Way in Highway Lighting Social Policy 1947 372.190 Less than 100 Less than 100
District
2.122  Railroad Right of Way in Rural Fire District Social Policy 1969 478.010(2)(d) 3,100 3,300
Special Assessment
2.123  Use-Restricted Multi-Unit Rental Housing Economic/Community 2001 308.704 4,700 5,800
2.124  Nonprofit Housing for the Elderly Economic/Community 1969 308.490 Less than 100 Less than 100
2.125 Farmland Natural Resources 1967 308A.062/308A.068/ 395,000 419,100
308A.128
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Index of Tax Expenditures by Tax Program (cont.)

Revenue Impact

Program Year Oregon ($ Thousands)
Tax Expenditure or Function Enacted Statute 2019-21 2021-23
2.126  Farm Homesites Natural Resources 1987 308A.253 37,200 42,200
2.127  Historic Property Natural Resources 1975 358.505 17,000 10,300
2.128  Wildlife Habitat Natural Resources 1993 308A.415 1,500 1,700
2.129  Conservation Easements Natural Resources 2007 308A.456 900 1,100
2.130  Open Space Land Natural Resources 1971 308A.300 1,400 1,500
2.131  Forest Homesites Natural Resources 1989 308A.253 9,000 9,800
2.132  Western Private Forestland Natural Resources 1977 321.354 101,800 106,600
2.133  Eastern Private Forestland Natural Resources 1971 321.833 12,200 13,300
2.134  Small Tract Forestland Option Natural Resources 2003 321.722 25,300 26,500
2.135 Watercraft Locally Assessed Natural Resources 1925 308.256 5,300 5,300
Other Assessment
2.136 Destroyed or Damaged Property Social Policy 1971 308.146 and 308.425 1,700 500
GAS, USE, AND JET FUEL TAXES
3.001 Forest Products: Gasoline Natural Resources 1945 319.320(1)(b) and (d) 0 0
3.002 Forest Products: Other than Gasoline Natural Resources 1965 319.831(1)(c) and (g) 0 0
3.003  Vehicle Used for Testing Emissions (Gas and ~ Transportation 2015 825.475 0 0
Use Fuel Taxes)
3.004 Diesel Fuel Blended with Biodiesel Transportation 2013 Formerly 319.530(5)(a) 3,600 0
3.005 Natural Gas and Propane Vehicles Transportation 2014 319.535 Less than 100 Less than 100
3.006 Fuel for Aircraft Departing U.S. Transportation 1959 319.330(2) Less than 100 Less than 100
3.007  Public Services Government 1961 319.831(1)(d-f, h-k) 10,900 11,400
3.008  Public Transportation Government 1969 267.200/267.570(2) 600 600
WEIGHT-MILE TAX
4.001 Farming Operations Natural Resources 1983 825.017(4) and 825.024 16,800 16,900
4.002  Forest Products on County Roads Natural Resources 1977 825.017(8) Less than 100 Less than 100
4.003  Vehicle Used for Testing Emissions (Weight- ~ Transportation 2015 825.475 300 400
Mile Tax)
4.004  Dealer Vehicle on Test Drive Transportation 2015 822.040(1)(e) Less than 100 Less than 100
4,005 Elementary and Secondary School Vehicles Government Pre-1953 825.017(1) 4,500 4,500
4.006  Fire Protection Government 1977 825.017(16) Less than 100 Less than 100
4.007  Government Owned or Operated Vehicles Government Pre-1953 825.017(10) 9,600 9,700
4.008  Public Mass Transit Vehicles Government 1977 825.017(11) 5,500 5,500
4.009 Charitable Organizations Social Policy 1977 825.017(13) 400 400
CIGARETTE TAX
5.001  Small Quantity by Consumers Tax Administration 1965 323.060 Less than 100 Less than 100
5.002 Federal and Veterans Institutions (Cigarette) Federal Law 1965 323.055 300 300
OTHER TOBACCO PRODUCTS TAX
6.001 Federal and Veterans Institutions (Other Federal Law 1985 323.515 Less than 100 Less than 100
Tobacco Products)
BEER AND WINE TAXES
7.001  Small Wineries Economic/Community 1977 473.050(5) 6,400 7,000
7.002  Wine Marketing Activities Economic/Community 2001 473.047 0 0
7.003  Oregon Grapes for Wine Without Oregon Natural Resources 2019 473.046 0 Incl. in 7.001

Designation or AVA
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Index of Tax Expenditures by Tax Program (cont.)
Revenue Impact
Program Year Oregon ($ Thousands)
Tax Expenditure or Function Enacted Statute 2019-21 2021-23

911 EMERGENCY COMMUNICATIONS TAX

8.001  State and Local Subscribers Government 1981 403.205(1) 6,700 8,300
8.002  Federal Subscribers Federal Law 1981 403.205(1) 700 900
8.003  Indian Reservation Subscribers Federal Law 1981 403.205(1) 700 900

FOREST PRODUCTS HARVEST TAX

9.001 First 25,000 Board Feet Natural Resources 1953 321.015(6) 400 200

ELECTRIC COOPERATIVE TAX

10.001  Revenue from Government Leased Lines Natural Resources 1969 308.805, 308.807(1) 200 200

OIL AND GAS PRIVILEGE TAX

11.001  First $3,000 in Gross Sales Value Natural Resources 1981 324.080 Less than 100 Less than 100
11.002 State and Local Interests Government 1981 324.090(1) Less than 100 Less than 100
11.003  Credit for Property Taxes Paid Natural Resources 1981 324.090(2) Not Available Not Available

MEDICAL PROVIDER TAXES

12.001  Excluded Hospitals Human Services 2003 414.853(b) ol faad
12.002 Type A and B Hospitals Human Services 2017 414.855(3)(c) ol faad
12.003 Oregon Veterans' Home Human Services 2003 409.803 ** il

LODGING TAX
13.001  Exempt Dwelling Units Social Policy 2005 320.308 Not Available Not Available

13.002 Lodging Paid for by the Federal Government  Federal Law 2003 U.S. Constitution, Less than 100 Less than 100
Article VI, Clause 2

LOCAL CONSTRUCTION TAX

14.001  Exempt Construction Social Policy 2007 320.173 Not Available Not Available
ESTATE TRANSFER TAX

15.001  Natural Resource and Fishing Property Natural Resources 2007 118.140 16,000 13,500
MARIJUANA TAX

16.001  Marijuana Purchased for Medical Use Human Services 2016 475B.707 32,900 8,600

VEHICLE USE TAX

17.001 Certain Vehicle Modifications (Vehicle Use Economic/Community 2018 320.400(2)(b) Not Available Not Available
Tax)

17.002 Tax Paid to Another Jurisdiction Tax Administration 2017 320.410(4) 100 200

17.003  Vehicles Purchased by the Federal Federal Law 2017 U.S. Constitution, 100 100
Government or Tribes Article VI, Clause 2
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Index of Tax Expenditures by Tax Program (cont.)

Revenue Impact

Program Year Oregon ($ Thousands)
Tax Expenditure or Function Enacted Statute 2019-21 2021-23
VEHICLE PRIVILEGE TAX

18.001  Certain Vehicle Modifications (Vehicle Economic/Community 2018 320.400(2)(b) Not Available Not Available
Privilege Tax)

18.002  Vehicles Sold at Auction Economic/Community 2017 320.425(2) Less than 100 Less than 100

18.003  Vehicles Sold for Out of State Use Economic/Community 2017 320.425(1) 8,000 7,400

CORPORATE ACTIVITY TAX

19.001  Services to Medicare or Medical Assistance Human Services 2019 317A.100(1)(b)(AA) Not Yet Avail. ~ Not Yet Avail.
Patients

19.002 Entities Subject to Medical Provider Taxes Human Services 2019 317A.100(4)(k) Not Yet Avail. ~ Not Yet Avail.

19.003  Underwriting Profit from Wet Marine and Economic/Community 2019 317A.100(4)(h) Not Yet Avail. ~ Not Yet Avail.
Transportation Insurance

19.004  Manufactured Dwelling Cooperatives Economic/Community 2020 Or. Laws 2020 1% S.S,, Not Yet Avail. ~ Not Yet Avail.

Chapter 2, Section 1

19.005 Farmer Sales to an Agricultural Cooperative Natural Resources 2019 317A.100(1)(b)(TT) Not Yet Avail. ~ Not Yet Avail.
in Oregon

19.006 Milk Natural Resources 2020 Or. Laws 2020 1* S.S,, Not Yet Avail.  Not Yet Avail.

Chapter 2, Section 1

19.007  Motor Vehicle Fuel Transportation 2019 317A.100(1)(b)(Q) Not Yet Avail. ~ Not Yet Avail.

19.008  Sales Between Vehicle Dealers to Meet Transportation 2019 317A.100(1)(b)(W) Not Yet Avail. ~ Not Yet Avail.
Customer Preference

19.009  Certain Exempt Entities Social Policy 2019 317A.100(5), Not Yet Avail. ~ Not Yet Avail.

317A.100(4)(a,b,c,d,e,f,g,i)
19.010  Groceries Social Policy 2019 317A.100(1)(b)(EE) Not Yet Avail. ~ Not Yet Avail.
19.011  Subcontracting Payments for Labor Costs for ~ Economic/Community 2019 317A.122 Not Yet Avail.  Not Yet Avail.

Residential Construction

*No revenue loss, taxes paid by State
**No revenue loss, tax expenditure results in a shift in tax liability from exempt to non-exempt taxpayers
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Chapter 1 — Income Tax

CHAPTER 1. INCOME TAX (PERSONAL AND CORPORATION)

This chapter describes tax expenditures in Oregon’s personal and corporation income tax programs. The
chapter is divided into sections based on the legal source and form of the tax expenditures. A more complete
discussion of how Oregon tax expenditures are identified is available at www.oregon.gov/DOR/Stats. The
following is a very brief summary of how tax expenditures are identified for the income tax programs.

Oregon law defines a tax expenditure as a reduction in tax resulting from a deviation from the “established
tax.” For tax expenditures resulting from Oregon’s connection to the federal definition of taxable income, we
adopt the definition of the tax expenditures used by the U.S. Congressional Research Service (CRS) and the
federal Joint Committee on Taxation (JCT). Under that definition, the tax base is income from all sources,
including both monetary and nonmonetary income, less any expenses incurred in earning investment and
business income. Monetary income includes wages, salaries, interest, dividends, public assistance payments,
and all other monetary income. Examples of nonmonetary income include the value of health benefits
provided by employers, the value of gifts received by the individual, and discounts that employees may
receive when they buy products from their employer. For business income, the expenses necessary to produce
the income are not considered income, so deductions that result from economic expenses like wages and rents
are not considered tax expenditures.

For tax expenditures that are specific to Oregon, we report provisions that create specific reductions in taxable
income, differential tax rates, tax credits, and other provisions that reduce tax and are explicit in Oregon law.

The starting point for calculating Oregon’s personal and corporate income taxes is income taxable at the
federal level, and this connection to the federal tax code has important implications for Oregon’s tax. Using
the same definition of income helps simplify the Oregon tax return, reducing the number of calculations
taxpayers need to make. The connection to the federal definition of taxable income also makes the tax easier
for the state of Oregon to administer.

In 2017, significant changes were made to the federal income tax system. The law that made the changes is
generally known as the Tax Cuts and Jobs Act of 2017 (TCJA). For individuals, TCJA temporarily increased
the standard deduction, eliminated the personal exemption, lowered tax rates, and made changes to itemized
deductions. Most of those changes do not directly affect Oregon’s definition of taxable income, but a new
federal cap of $10,000 in deductible state and local income taxes will impact Oregon tax paid by taxpayers
who itemize Oregon deductions and have property taxes in excess of $10,000. For corporations, TCJA made
several permanent changes, including a reduction in the tax rate and significant changes in the way
international corporations’ income is taxed. Oregon is not connected to federal tax rates, but does have a
connection to many federal provisions, including changes in treatment of depreciation and expensing, as well
as the changes in international taxation.

The Coronavirus Aid, Relief, and Economic Security (CARES) Act of 2020 made several temporary changes
that either directly or indirectly affected Oregon taxable income. These changes included: an increased limit
to the deduction allowed for charitable contributions and a limited charitable contributions deduction for those
taxpayers who do not itemize, both for tax year 2020 only; net operating losses generated in tax years 2018
through 2020 may be carried back up to five years, when previously carrying back these losses was not
allowed except for farming losses; a temporary waiver of the minimum distribution requirement of certain
employer-provided qualified retirement plans and IRAs for calendar year 2020; and a refundable tax credit for
tax year 2020 available to most United States citizens who are not dependents and have income below a
certain threshold. In most cases, these refundable tax credits were sent out as pre-payments in calendar year
2020. These payments did not affect federal taxable income, but they did affect Oregon taxable income
through a reduced federal tax subtraction.
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Chapter 1 — Income Tax

Oregon has some deviations from federal taxable income. Income taxed federally but not by Oregon is
subtracted from federal adjusted gross income (AGI) when computing Oregon tax (called subtractions). There
are also additions to federal income: income Oregon taxes that is not taxed federally. After those calculations
are complete, Oregon also has tax expenditures expressed as tax credits or preferential tax rates.

Personal Income Tax

The personal income tax, sometimes called the individual income tax, is the state of Oregon’s largest source
of revenue. For the 2019-21 biennium, this revenue is estimated to be $18.2 billion, or 86 percent of General
Fund revenues, and $19.7 billion for 2021-23. The Department of Revenue publishes an annual report that
provides detailed information and statistics on the personal income tax. The most recent edition of Oregon
Personal Income Tax Statistics is at www.oregon.gov/DOR/Stats.

Corporation Excise and Income Taxes

Oregon’s corporation excise and income taxes are the taxes on corporate profits where net income is the
measure of profitability. Virtually all corporate tax filers pay the excise tax, and very few pay the income tax.
Because the taxes are nearly identical and the tax base is net income, we refer here to both taxes as the
corporation income tax.

The corporation income tax is the second largest source of revenue for the state General Fund. For the 2019—
21 biennium, this revenue is estimated to be $1.33 billion, or 6 percent of General Fund revenues, and $1.26
billion for 2021-23. The Department of Revenue publishes an annual report that provides detailed
information and statistics on the corporation income tax. The most recent version of Oregon Corporate Excise
and Income Tax is at www.oregon.gov/DOR/Stats.

Changes to Tax on Corporations’ International Earnings

The Tax Cuts and Jobs Act of 2017 made significant changes to how taxes are applied to corporations. While
many provisions are described in detail in the descriptions of individual tax expenditure provisions, four
major features of the new federal system for taxing corporations with international operations are particularly
relevant to reported state tax expenditures. Each of those features is discussed below in reference to whether it
is included in the Tax Expenditure Report. It’s helpful to keep in mind that, in Oregon, a tax expenditure is a
provision that exempts income from “the impact of established taxes.” With that frame of reference, the
established tax on corporations with international operations is taken to be income earned within the U.S.
These concepts are too complex to cover in detail here, so the following is a brief summary only.

e Participation Exemption: Corporations are taxed on their profits within the U.S. and not taxed on the
profits of their foreign subsidiaries. This is accomplished by allowing a 100 percent deduction for
dividends paid by foreign corporations to U.S. based corporations with at least 10 percent ownership in
the payer. The exemption of foreign profits from domestic tax is considered the established tax base for a
territorial tax system and is not reported as an Oregon tax expenditure.

o Global Intangible Low Taxed Income (GILTI): Corporations are required to add earnings in foreign
countries that exceed 10 percent of their investment to the otherwise territorial base as taxable income.
They are then allowed a deduction and a limited credit for foreign taxes paid on that income. Because
those earnings would not be included in a purely territorial tax base, this acts as a minimum tax on foreign
profits. The deduction that corresponds to the additional income included by GILTI is not reported as a
tax expenditure in Oregon.

o Foreign Derived Intangible Income (FDII): Corporations with earnings in the U.S. that are attributable to
exports can deduct a portion of those earnings that exceed 10 percent of their investment. This income is
part of a territorial tax base, and therefore, the deduction is intended to selectively benefit exporters. This
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benefit is reported as an Oregon tax expenditure because it provides favorable treatment of some income
that would otherwise be included in the territorial tax base.

Base Erosion and Anti-Abuse Tax (BEAT): This federal provision acts as a minimum tax to very large
corporations making significant payments to foreign affiliates. Oregon is not connected to the BEAT.
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TAX EXPENDITURES IN FEDERAL TAXABLE INCOME

Like many states, Oregon’s income tax calculations begin with the definition of taxable income in federal
law, with some specific exceptions. Tying to the federal definition of taxable income implicitly adopts many
of the tax expenditures that exist in the federal tax code. Special provisions allowed by the federal
government that reduce taxable income will flow through to Oregon’s tax and result in lower Oregon tax
collections.

The listing of federal tax expenditures is based on the December 2019 estimates prepared by the federal Joint
Committee on Taxation?. That publication is our primary source of information used to estimate the Oregon
revenue reduction associated with federal tax expenditures. An additional source of information is from the
revenue estimates prepared by JCT for the Taxpayer Certainty and Disaster Tax Relief Act of 2019, which
extended several federal provisions that had expired at the end of 2017.

For several of the tax expenditures, revenue impacts were estimated from Oregon personal income tax return
information. Beginning with tax year 2018, a new schedule was created to complement the Oregon personal
income tax return, where taxpayers who itemize deductions for Oregon are required to list their itemized
deductions. This allowed for a more direct measure of the revenue impact for several of the tax expenditures
related to itemized deductions.

The tax expenditures in this report differ from those reported by JCT in the following ways:

o Oregon does not have an automatic connection to federal tax credits, federal rates, or taxable income for
insurance companies, so related federal tax expenditures are not presented,

e deviations from a “normal tax structure” that generally result in higher taxes are not listed in this report
(JCT refers to these as negative tax expenditures),

e earnings of businesses outside the U.S. are no longer part of Oregon’s established tax base after the
changes made by the Tax Cuts and Jobs Act of 2017,

e some related provisions were combined, though an attempt was made to specify which ones have been
combined in the descriptions of the tax expenditures, and

o employment-related moving expenses is listed as a tax expenditure.

For federal tax expenditures that reduce Oregon receipts and have an associated revenue impact estimated by
JCT, this report provides full descriptions. The descriptions rely heavily on the Congressional Research
Service Compendium of Tax Expenditures®, which is a good resource to peruse for more detailed descriptions
and analysis. Tax expenditures resulting from the connection to federal taxable income are categorized into
exclusions, adjustments (above-the-line deductions), and deductions.

The first part of the income tax chapter of this report provides estimates and descriptions for 100 federal
provisions (exclusions, deductions, and adjustments). Of those, 58 flow through to Oregon’s personal income
tax, 9 flow through to corporations, and 33 flow through to both the personal and corporation income taxes.

We do not provide full descriptions of federal tax expenditures that are listed by JCT as de minimis, or not
guantifiable. Nor do we give full descriptions of provisions that Oregon specifically does not connect to.
These provisions are listed after the descriptions of itemized deductions.

2 Joint Committee on Taxation, Estimates of Federal Tax Expenditures for Fiscal Years 2019-2023 (JCX-55-19),
December 18, 2019.
3 Congressional Research Service, Tax Expenditures: Compendium of Background Material on Individual Provisions,
Senate Committee Print 34-119, December 2018, U.S. Government Printing Office.
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Section 1.0 — Federal Exclusions

1.001  SCHOLARSHIP AND FELLOWSHIP INCOME

Internal Revenue Code Section: 117

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1954

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $27,600,000 $27,600,000
2021-23 Revenue Impact: Not Applicable $28,700,000 $28,700,000
DESCRIPTION: Scholarships and fellowships are excluded from personal taxable income to the extent

that they cover tuition and course related expenses (e.g. books, supplies, fees and
equipment) of individuals who are candidates for undergraduate or graduate degrees
at colleges, universities, or other educational institutions.

PURPOSE: This provision, ““...was justified on the grounds that the awards were analogous to
gifts. With the development of grant programs based on financial need, which today
account for most awards, justification now rests upon the hardship taxation would
impose.” (Congressional Research Service, Tax Expenditures: Compendium of
Background Material on Individual Provisions: 2014)

WHO BENEFITS: Individuals receiving scholarship or fellowship income or reduced tuition. Students
attending schools with higher tuition costs will generally benefit more because tuition
and course-related fees are greater.

EVALUATION: Not evaluated.

1.002 QUALIFIED EDUCATION SAVINGS (FEDERAL)

Internal Revenue Code Section: 529 & 530

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted: 1996

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $13,700,000 $13,700,000
2021-23 Revenue Impact: Not Applicable $17,600,000 $17,600,000
DESCRIPTION: Individuals may establish tax-deferred and tax-exempt college savings plans through

state-sponsored savings plans, trust or custodial accounts, or prepaid tuition accounts
through qualifying educational institutions. These accounts are set up for the purpose
of paying education-related expenses or tuition on behalf of a designated beneficiary.

Qualifying distributions from savings or prepaid tuition plans are excluded from
taxable income. Nonqualifying distributions are subject to a federal penalty, and the
earnings of the nonqualifying distribution are subject to income taxation.

Under federal law, contributions to these accounts are not tax deductible, but the
earnings on the account balances are excluded from income. The revenue impact for
this expenditure is based on earnings on the accounts. It does not include the value of
the subtraction from taxable income allowed for deposits in accounts established
through the Oregon 529 College Savings Networks. The impact of the subtraction
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PURPOSE:

WHO BENEFITS:

EVALUATION:

from taxable income is included in tax expenditure 1.302, Oregon 529 College
Savings Network; however, the subtraction has been replaced with a refundable tax
credit beginning tax year 2020, see 1.405, Contributions to 529 Account.

The estimated revenue loss for this tax expenditure considers the following
components listed separately by the U.S. Joint Committee on Taxation:

e Prepaid Tuition Programs.
e Savings Account Programs.

e Exclusion of earnings of trust accounts for higher education (“Coverdell
ESA’s”).

13

...529 plans were intended to encourage families to save for college...
(Congresswnal Research Service, Tax Expenditures: Compendium of Background
Material on Individual Provisions: 2016)

Students and families of students are able to defer and eventually avoid tax on
earnings of these accounts and therefore may accumulate savings more quickly for
future higher education expenses. Tax benefits are more likely to accrue to higher
income families reflecting higher tax rates and means to save for college.

Participants in the Oregon administered plan are described in tax expenditures 1.302,
Oregon 529 College Savings Network and 1.405, Contributions to 529 Account.

Not evaluated.

1.003 EXCLUSION OF EMPLOYER PROVIDED TUITION REDUCTION

Internal Revenue Code Section: 117(d)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1984

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable $2,300,000 $2,300,000

2021-23 Revenue Impact: Not Applicable $2,300,000 $2,300,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

EVALUATION:

Tuition reductions for employees of educational institutions may be excluded from
federal income taxes provided they do not represent payment for services. The
exclusion also applies to tuition reductions for an employee’s spouse and dependent
children. Tuition reductions can occur at schools other than where the employee
works, provided they are granted by the school attended, and not paid by the
employing school. Tuition reductions cannot discriminate in favor of highly
compensated employees.

“Tuition reductions are provided by education institutions to employees as a fringe
benefit, which may reduce costs of labor and job turnover.” (Congressional Research
Service, Tax Expenditures: Compendium of Background Material on Individual
Provisions: 2016).

Employees of education institutions who receive untaxed tuition reductions.

Not evaluated.
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1.004 CERTAIN FOSTER CARE PAYMENTS

Internal Revenue Code Section: 131

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1982

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $3,900,000 $3,900,000
2021-23 Revenue Impact: Not Applicable $4,600,000 $4,600,000
DESCRIPTION: Payments made by a state, local, or qualified foster care placement agency to a foster

care provider for caring for a qualified foster individual in the provider’s home are
excluded from personal taxable income of the foster care provider. Payments
received in excess of actual expenses incurred represent the monies that would be
taxable were it not for the exclusion. A qualified foster individual is an individual
placed by a qualified foster care placement agency, regardless of age at the time of
placement.

PURPOSE: “The provisions are thought to reduce complexity with the hope that simpler rules
may encourage more families to provide foster care services.” (Congressional
Research Service, Tax Expenditures: Compendium of Background Material on
Individual Provisions: 2016)

WHO BENEFITS: Foster care providers for qualified individuals.
EVALUATION: Not evaluated.

1.005 EMPLOYEE ADOPTION BENEFITS

Internal Revenue Code Section: 137

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1996

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Not Applicable Less than $100,000 Less than $100,000
DESCRIPTION: Benefits that employees who adopt children receive under employer sponsored

adoption assistance programs are excluded from personal taxable income. The
maximum exclusion in 2019 was $14,080 per child, including special needs children.
Expenses may be incurred over several years. Employees who receive employer
provided adoption assistance must do so under an established employer sponsored
adoption assistance program (see IRS publication 15-B for description of employee
program parameters). In 2019, the exclusion was phased out for modified adjusted
gross incomes between $211,160 and $251,160, at which point no exclusion was
allowed. The exclusion limit and the beginning of the income phase-out range are
permanently indexed to inflation. The $40,000 range over which the exclusion is
phased-out is not indexed to inflation.
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PURPOSE: “According to the Joint Committee on Taxation, Congress enacted the ... exclusion
because of the belief that the financial costs associated with the adoption process
should not be a barrier to adoption.” (Congressional Research Service, Tax
Expenditures: Compendium of Background Material on Individual Provisions: 2016)

WHO BENEFITS: Adoptive parents who received benefits from employer sponsored adoption
assistance programs.

EVALUATION: Not evaluated.

1.006 COMPENSATORY DAMAGES

Internal Revenue Code Section: 104(a)(2)-104(a)(5)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1918

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $14,100,000 $14,100,000
2021-23 Revenue Impact: Not Applicable $14,300,000 $14,300,000
DESCRIPTION: Payments that a person receives as compensatory damages for physical injury or

physical sickness, whether paid in a lump sum or in periodic payments, are excluded
from taxable income.

PURPOSE: To avoid reducing the value of these payments.
WHO BENEFITS: People who have been injured and received compensatory damages.
EVALUATION: Not evaluated.

1.007 EMPLOYER PAID MEDICAL AND CAFETERIA PLAN BENEFITS

Internal Revenue Code Sections: 105, 106 and 125

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1918 and 1974 (Cafeteria plan benefits)

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $1,461,900,000 $1,461,900,000
2021-23 Revenue Impact: Not Applicable $1,681,600,000 $1,681,600,000
DESCRIPTION: Employer payments for health insurance, other employee medical expenses, and

long-term care insurance are not included in the employee’s personal taxable income.
Federal law does require that the imputed value of health and other fringe benefits of
a domestic partner be included in adjusted gross income when cohabitating couples
are not married.

Also included in this tax expenditure are employer-paid benefits under cafeteria
plans, which offer employees a choice between taking monetary compensation or
qualified benefits such as health insurance, dependent care assistance, and adoption
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assistance. The employee pays no tax when choosing the benefits but does pay tax
when choosing the cash. This provision was enacted in federal law in 1974.

PURPOSE: To encourage employers to include health insurance coverage in compensation
packages, to encourage employers to provide cafeteria plan benefits as part of a
compensation package, and to encourage employees to use the qualified benefit
options.

WHO BENEFITS: Employees, their spouses, and dependents receiving employer-paid health benefits
and employees receiving employer-paid cafeteria plan benefits.

EVALUATION: Not evaluated.

1.008 SPECIAL BENEFITS FOR DISABLED COAL MINERS

Internal Revenue Service Ruling 72-400, 1972-2 Cumulative Bulletin 75
Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1969

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Not Applicable Less than $100,000 Less than $100,000
DESCRIPTION: Benefits to coal mine workers or their survivors for total disability or death resulting

from coal workers’ pneumoconiosis (black lung disease) paid under the Black Lung
Benefits Act are not considered taxable. These benefits may be either monthly cash
payments or coverage of black lung related medical costs.

PURPOSE: To ensure consistent treatment with workers’ compensation.

WHO BENEFITS: Oregon taxpayers receiving black lung benefits. The most recent data from the
federal Social Security Administration reports very few Oregon recipients receiving a
total of less than $100,000 in 2017.

EVALUATION: Not evaluated.

1.009 ABLE ACCOUNT EARNINGS

Internal Revenue Code Section: 529A

Oregon Statute: 316.048 (Connection to federal personal taxable income)

Federal Law Sunset Date: None (TCJA provisions are temporary, see description)
Year Enacted in Federal Law: 2014

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $100,000 $100,000
2021-23 Revenue Impact: Not Applicable $100,000 $100,000
DESCRIPTION: Under federal law, contributions to ABLE (Achieving a Better Life Experience)

accounts are not tax deductible, but the earnings on the account balances are
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PURPOSE:

WHO BENEFITS:

EVALUATION:

excluded from income. Qualifying distributions from ABLE plans are excluded from
taxable income.

Federal legislation in 2014 created the ability for individuals to establish tax-exempt
savings plans through state-sponsored savings plans. Oregon passed enabling
legislation in 2015 (SB 777) and launched the Oregon ABLE Savings Plan in
December 2016.

The proceeds of these accounts are meant to be used to pay qualified disability
expenses—including education, housing, employment training and support, health
care, and financial management—of the designated beneficiary. Individuals
diagnosed with a disability before the age of 26 are eligible for an Oregon ABLE
Savings Plan account. Up to $100,000 can be saved within an ABLE account without
the assets affecting federal and state benefits, and $15,000 can be contributed in
2020.

The 2017 Tax Cuts and Jobs Act (TCJA) temporarily expands this provision. TCJA
allows contributions made by the designated beneficiary, if the beneficiary works,
beyond the ordinary limit up to the lower of the prior year’s poverty level for a
household of one, or the beneficiary’s compensation in that year. The TCJA also
allows a beneficiary to claim the federal saver’s credit for their contributions and
allows rollovers from 529 plans owned by the beneficiary or a family member into
the ABLE account (subject to contribution limits). The changes made by the TCJA
apply to tax years 2018 through 2025, and will revert to prior law beginning in tax
year 2026.

Nonqualifying distributions are subject to a federal penalty, and the earnings of the
nonqualifying distribution are subject to income tax.

The revenue impact for this expenditure is based on earnings on the accounts. It does
not include the value of the subtraction from taxable income allowed for deposits into
an Oregon ABLE account. The impact of the subtraction was included in tax
expenditure 1.306, ABLE Account Contributions; however, the subtraction has been
replaced with a refundable tax credit beginning tax year 2020, see 1.411,
Contributions to ABLE Account.

Section 101 of the federal ABLE Act (P.L. 113-295) states the purpose is:

“(1) To encourage and assist individuals and families in saving private funds for the
purpose of supporting individuals with disabilities to maintain health, independence,
and quality of life.

(2) To provide secure funding for disability-related expenses on behalf of designated
beneficiaries with disabilities that will supplement, but not supplant, benefits
provided through private insurance, the Medicaid program under title X1X of the
Social Security Act, the supplemental security income program under title XV1I of
such Act, the beneficiary’s employment, and other sources.”

Disabled individuals using ABLE accounts are able to defer and eventually avoid tax
on earnings of these accounts and therefore may accumulate savings more quickly for
future disability-related expenses. Tax benefits are more likely to accrue to higher
income families reflecting higher tax rates and means to save.

Not evaluated.
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1.010 PENSION CONTRIBUTIONS AND EARNINGS

Internal Revenue Code Sections: 401407, 410-418E, and 457

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1921

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $1,848,100,000 $1,848,100,000

2021-23 Revenue Impact: Not Applicable $2,469,500,000 $2,469,500,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

EVALUATION:

In general, all compensation (wages and benefits) of an employee is taxable income
for the employee. This provision exempts employer contributions to pension plans
from inclusion in the employee’s personal taxable income in the year of contribution.
In addition, self-employed individuals are allowed to reduce taxable income for
qualified contributions to qualified retirement accounts. Earnings on balances in
those accounts are also not taxed.

Tax on contributions and earnings is deferred until distribution when withdrawals are
included in taxable income. The estimated revenue impact is a net figure; the revenue
foregone in a given year offset by the amount of tax paid on withdrawals in that year.
The bulk of the revenue impact in most years is from the exclusion on earnings.

This tax expenditure includes the following components listed separately by the
federal Joint Committee on Taxation:

e Defined Benefit Plans.
e Defined Contribution Plans.

e Plans covering partners and sole proprietors (sometimes referred to as “Keogh
Plans™).

More than 90 percent of the estimated revenue loss of this provision is attributable to
employer plans.

The Coronavirus Aid, Relief, and Economic Security (CARES) Act of 2020 made a
temporary waiver of the minimum distribution requirement of certain employer-
provided qualified retirement plans and IRAs for calendar year 2020. This waiver
could change the timing of when taxpayers make withdrawals, hence affecting the
earnings. The exact effect on the revenue impact is uncertain, however it is thought to
be relatively small.

“The major economic justification for the favorable tax treatment of pension plans is
that they arguably increase savings and increase retirement income security.”
(Congressional Research Service, Tax Expenditures: Compendium of Background
Material on Individual Provisions: 2016)

Employees and self-employed individuals with qualified retirement savings or
pension benefits.

Not evaluated.
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1.011  SOCIAL SECURITY BENEFITS (FEDERAL)

Internal Revenue Code Section: 86 (and multiple Revenue Rulings)
Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted: 1938

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $704,900,000 $704,900,000
2021-23 Revenue Impact: Not Applicable $744,000,000 $744,000,000
DESCRIPTION: A portion of Social Security and Railroad Retirement Board benefits are considered

nontaxable at the federal level. Oregon extends the tax exemption to the full amount
of benefits. As a result, there are two tax expenditures pertaining to these benefits.
This tax expenditure pertains to those benefits that are exempt at the federal level.
The tax expenditure pertaining to the portion of benefits that are taxed at the federal
level but are exempt in Oregon is 1.307, Social Security Benefits (Oregon).

The amount of benefits subject to federal taxation depends on the amount of
“provisional income” above certain thresholds. Provisional income is adjusted gross
income plus one-half of Social Security benefits and otherwise tax-exempt interest
income (i.e., interest from tax-exempt bonds). Taxpayers with provisional income
under $25,000 (single) or $32,000 (married filing jointly) pay no tax.

If provisional income is above these thresholds but below $34,000 (single) or
$44,000 (joint) then the amount of benefits subject to tax is the lesser of: (1) 50
percent of benefits, or (2) 50 percent of income above the first threshold. If income is
above the second threshold, the amount of benefits subject to tax is the lesser of: (1)
85 percent of benefits, or (2) 85 percent of income above the second threshold, plus
the smaller of $4,500 (single) or $6,000 (joint), or 50 percent of benefits. For couples
filing separately, taxable benefits are the lesser of 85 percent of benefits or 85 percent
of provisional income.

PURPOSE: The Congressional Research Service cited three reasons for the original exclusion:
(1) Congress did not intend for these benefits to be taxed, (2) the benefits were
intended to be in the form of “gifts,” and (3) taxing these benefits would defeat their
intended purposes.

WHO BENEFITS: Oregon taxpayers who receive federally taxable Social Security or Railroad
Retirement Board benefits. For 2018, about 410,000 full-year Oregon filers used this
exclusion or the related Oregon subtraction.

For more detail, see the distributional table presented with the Oregon subtraction,
1.307, Social Security Benefits (Oregon).

EVALUATION: Not evaluated.
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1.012 REGIONAL ECONOMIC DEVELOPMENT INCENTIVES

Internal Revenue Code Sections: 38(b), 39(d), 45A, 168(j), 280C(a), and 1391-1397D

Oregon Statutes: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: 12-31-2020

Year Enacted in Federal Law: 1993

Corporation Personal Total
2019-21 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
DESCRIPTION: Federal law allowed for the designation of up to 40 empowerment zones, 95

enterprise communities, and 40 renewal communities in the United States to receive
special tax benefits. These tax benefits include a wage tax credit (Oregon is not
connected to the federal tax credit), the nonrecognition of gains on rollovers of
empowerment zone investments, and expanded tax-exempt financing for certain
empowerment zone facilities.

Designated areas must have satisfied eligibility criteria including poverty rates,
population, and geographic size limits. These provisions were enacted as temporary
but have been extended several times. After the most recent extension (in the
Taxpayer Certainty and Disaster Tax Relief Act of 2019), designated areas are
eligible for benefits through December 31, 2020.

Oregon currently has no areas that qualify for this tax expenditure. The 10-year
designation of two Oregon federal Enterprise Communities in Josephine County and
Portland ended on December 31, 2004. To date, there has been no Oregon area
designated as a federal Empowerment Zone or Renewal Community.

Oregon taxpayers may have lower taxable income due to investments in these zones
despite their location outside Oregon.

PURPOSE: To revitalize economically distressed areas through expanded business and
employment opportunities.

WHO BENEFITS: Both businesses and employees within the designated areas may benefit.
EVALUATION: Not evaluated.

1.013 CAPITAL GAIN INVESTED IN OPPORTUNITY ZONE

Internal Revenue Code Section: 1400Z-2

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: 12-31-2026

Year Enacted in Federal Law: 2017

Corporation Personal Total
2019-21 Revenue Impact: $9,600,000 $22,100,000 $31,700,000
2021-23 Revenue Impact: $6,800,000 $16,000,000 $22,800,000
DESCRIPTION: Capital gains invested in or derived from investments in designated Opportunity

Zones are eligible for deferral or exclusion from income.

Three tax incentives are associated with qualified Opportunity Zones:
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PURPOSE:

WHO BENEFITS:
EVALUATION:

e Federal income tax on capital gains may be temporarily deferred if the gains are
reinvested in a qualified opportunity fund (QOF) within 180 days after the sale or
disposition of the related asset.

o If the investment in the QOF is held for at least five years, 10 percent of the gain
may be excluded from taxable income. If the asset or investment is held for at
least seven years, 15 percent of the gain may be excluded from taxable income.

o QOF investments held for at least 10 years and until at least December 31, 2026,
are to be eligible for permanent exclusion of capital gains tax on any gains from
the qualified portion of their investment earned within the Opportunity Zone
when the QOF investment is sold or disposed.

A qualified opportunity fund is a corporation or partnership that invests at least 90
percent of its assets in property in a designated qualified opportunity zone.

Designated opportunity zones are certain low-income census tracts designated by
state governors and approved by the U.S. Treasury. In May of 2018, all 86 of
Oregon’s nominated opportunity zones were approved.

Oregon taxpayers may have lower taxable income due to investments in these zones
whether their location inside or outside Oregon.

Opportunity Zone tax incentives are in effect from December 22, 2017, through
December 31, 2026. There is no gain or deferral available with respect to any sale or
exchange made after December 31, 2026, and there is no exclusion available for
investments in qualified Opportunity Zones made after December 31, 2026.

“Opportunity Zones are an economic development tool — that is, they are designed to
spur economic development and job creation in distressed communities” (Internal
Revenue Service Opportunity Zones Frequently Asked Questions, accessed July
2018)

Taxpayers who invest in qualified opportunity funds.

Not evaluated.

1.014 EXCLUSION OF GAIN FROM CERTAIN SMALL BUSINESS

STOCK

Internal Revenue Code Section: 1202

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1993

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $15,200,000 $15,200,000
2021-23 Revenue Impact: Not Applicable $16,300,000 $16,300,000

DESCRIPTION:

Individual and non-corporate business taxpayers (including pass-through entities like
partnerships and S corporations) are allowed to exclude from gross income 50
percent or more of gain from the sale or exchange of qualified small business stock.
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PURPOSE:

WHO BENEFITS:

EVALUATION:

The exclusion is 100 percent for stock acquired after September 27, 2010 if it meets
all of the following:

e The stock must be acquired by a noncorporate taxpayer at the time of issue in
exchange for money, property, or services; and then held for at least five years.

e The stock must be issued by a C corporation with no more than $50 million in
gross assets, and at least 80 percent of its assets must be employed during the
five-year holding period.

e The corporation must be a “specialized small business investment company” or
in any line of business excluding: healthcare, law, engineering, architecture, food
service, lodging, farming, insurance, finance, and mining.

The exclusion is limited to the greater of $10 million or ten times the taxpayer’s basis
in the stock.

“The partial exclusion for gains on the sale of qualified small business stock seems
intended to increase the flow of equity capital to new ventures, small firms, and
specialized small business investment companies that are having difficulty raising
capital from traditional sources.” (Congressional Research Service, Tax
Expenditures: Compendium of Background Material on Individual Provisions: 2012)

Individuals who invest in qualified small business stock at the initial offering and
later realize gains on that investment. According to the Congressional Research
Service, most of the benefits are captured by small business owners and high income
individuals.

Not evaluated.

1.015 IMPUTED INTEREST RULES

Internal Revenue Code Sections: 163(e), 483, 1274 and 1274A

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1984

Corporation Personal Total
2019-21 Revenue Impact: Less than $100,000 $5,000,000 $5,000,000
2021-23 Revenue Impact: Less than $100,000 $5,600,000 $5,600,000

DESCRIPTION:

For debt instruments that pay less than the market rate of interest, a higher market
rate (imputed interest rate) generally must be used to calculate income and expenses
for tax purposes. The imputed interest must be included as income to the recipient
and is deducted by the payer.

There are several exceptions to the general imputed interest rule. Debt associated
with the sale of property when the total sales price is no more than $250,000, the sale
of farms or small businesses by individuals when the sales price is no more than $1
million, and the sale of a personal residence are not subject to the imputation rules.
The reported impact of this provision is the revenue loss caused by the exceptions.

A common example of this exemption is a low interest, no interest, or “gift” loan
involved in the sale of property between family members.
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PURPOSE: According to the Congressional Research Service, the purpose of these exemptions is
“to allow more flexibility in structuring sales of personal residences, small
businesses, and farms by the owners, and to avoid the administrative problems that
might arise in applying the rules to other smaller sales.” (Congressional Research
Service, Tax Expenditures: Compendium of Background Material on Individual
Provisions: 2012)

WHO BENEFITS: Sellers of residences, small businesses, and farms who would otherwise pay tax on
interest they do not charge and will not receive.
EVALUATION: Not evaluated.

1.016 EMPLOYER PROVIDED DEPENDENT CARE

Internal Revenue Code Section: 129

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1981

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $5,100,000 $5,100,000
2021-23 Revenue Impact: Not Applicable $5,900,000 $5,900,000
DESCRIPTION: Employer payments for dependent care through a dependent care assistance program

are not included in the employee’s personal taxable income. The maximum exclusion
is $5,000 and may not exceed the employee’s (or employee’s spouse if married)
earned income. To qualify, the employer assistance must be provided under a plan
that meets certain conditions, such as eligibility requirements that do not discriminate
in favor of certain employees.

PURPOSE: To promote the provision of dependent care benefits by employers and to reduce the
costs of dependent care for employees.

WHO BENEFITS: Employees receiving employer paid dependent care benefits.
EVALUATION: Not evaluated.

1.017 CAPITAL GAINS ON HOME SALES

Internal Revenue Code Section: 121

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1997

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $411,200,000 $411,200,000
2021-23 Revenue Impact: Not Applicable $443,200,000 $443,200,000
DESCRIPTION: Homeowners may exclude from personal taxable income up to $250,000 (single

taxpayers) or $500,000 (married taxpayers filing joint returns) of capital gain realized
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on the sale of their principal residence. To qualify, the taxpayer must have owned and
occupied the home for at least two of the previous five years. The exclusion applies
only to the portion of the property associated with the residence, not portions of the
property used in business activity. The exclusion is allowed each time a taxpayer
meets the eligibility requirements, but generally not more than once every two years.

PURPOSE: To promote home ownership by increasing the after-tax proceeds available when
homeowners sell their home at a gain. The provision also simplifies income tax
administration and record keeping.

WHO BENEFITS: Homeowners who sell their principal residences for a gain.
EVALUATION: Not evaluated.

1.018 INCOME EARNED ABROAD BY U.S. CITIZENS

Internal Revenue Code Section: 911

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1926

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $73,900,000 $73,900,000
2021-23 Revenue Impact: Not Applicable $82,500,000 $82,500,000
DESCRIPTION: U.S. citizens (except U.S. federal employees) who live abroad may exclude from

personal taxable income earned from employment overseas. In 2019, the maximum
exclusion is up to $105,900. The income limit of the foreign earned income exclusion
is indexed to inflation. A taxpayer must meet foreign residence tests to receive the
exclusion. Taxpayers may also exclude the value of employer provided foreign
housing expenses if certain conditions are met.

Oregon law (ORS 316.027) clarifies that individuals qualifying for this federal
exemption also generally qualify for exemption in Oregon.

This tax expenditure includes the following components listed separately by the
federal Joint Committee on Taxation:

e Exclusion of Foreign Earned Income: Housing.
e Exclusion of Foreign Earned Income: Salary.

PURPOSE: “Historically, the foreign-earned income and housing cost exclusions have been
defended on the grounds that they help increase U.S. exports, because Americans
working abroad play an important role in promoting the sale of U.S. goods abroad.”

(Congressional Research Service, Tax Expenditures: Compendium of Background
Material on Individual Provisions: 2016)

WHO BENEFITS: U.S. citizens who live and work abroad.
EVALUATION: Not evaluated.
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1.019 CANCELLATION OF MORTGAGE DEBT

Internal Revenue Code Sections: 108(E)

Oregon Statute: 316.048 (Connection to federal personal)
Federal Law Sunset Date: 12-31-2020

Year Enacted in Federal Law: 2007

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $8,400,000 $8,400,000
2021-23 Revenue Impact: Not Applicable $700,000 $700,000

NOTE: The revenue impact estimate includes the effect of the sunset.

DESCRIPTION: In general, when a “discharge of indebtedness” occurs, the forgiven debt is
considered income to the taxpayer. An exception is allowed for debt discharged
through 2020 up to $2 million ($1 million if married filing separately) if the debt was
incurred to acquire, construct, or substantially improve the taxpayer’s principal
residence. The Taxpayer Certainty and Disaster Tax Relief Act of 2019 extended this
provision through tax year 2020.

PURPOSE: “A rationale for excluding canceled mortgage debt income has focused on

WHO BENEFITS:
EVALUATION:

minimizing hardship for households in distress.” (Congressional Research Service,
Tax Expenditures: Compendium of Background Material on Individual Provisions:
2016)

Taxpayers who have had debt discharged.
Not evaluated.

1.020 EMPLOYER PAID GROUP LIFE INSURANCE PREMIUMS

Internal Revenue Code Section: 79

Legal Opinion 1014 and 1920-2 Cumulative Bulletin, page 8

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1920

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $30,600,000 $30,600,000
2021-23 Revenue Impact: Not Applicable $31,700,000 $31,700,000
DESCRIPTION: The cost of employer provided group term life insurance plans that satisfy “anti-
discrimination” provisions, net of employee contributions, above a $50,000 (not
indexed to inflation) coverage threshold is excluded from the employees’ gross
income.
PURPOSE: To encourage employers and employees to incorporate life insurance benefits into

WHO BENEFITS:
EVALUATION:

compensation packages without discriminating between type of employee. An
example of discriminating between employees would be offering insurance benefits
to officers, owners, and/or highly compensated employees only.

Employees who have some life insurance premiums paid by their employer.

Not evaluated.
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1.021 EMPLOYER PAID ACCIDENT AND DISABILITY INSURANCE

Internal Revenue Code Sections: 105 and 106

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1954

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $37,500,000 $37,500,000
2021-23 Revenue Impact: Not Applicable $40,500,000 $40,500,000
DESCRIPTION: Employer payments for employee accident and disability insurance premiums are not

included in the employee’s personal taxable income. Benefits paid to employees are
generally taxable, however payments that relate to permanent injuries are excluded
from taxable income so long as those payments are computed without regard to the
amount of time an employee is absent from work.

PURPOSE: To encourage employers and employees to incorporate accident and disability
insurance into compensation packages.

WHO BENEFITS: Employees who have some accident and disability insurance premiums paid by their
employer.

EVALUATION: Not evaluated.

1.022 EMPLOYER PROVIDED ON-SITE GYMS

Internal Revenue Code Section: 132(j)(4)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1984

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $13,500,000 $13,500,000
2021-23 Revenue Impact: Not Applicable $14,200,000 $14,200,000
DESCRIPTION: The value that employees gain from having access to an on-site athletic facility

provided and operated by their employer is exempt from personal income tax. The
exemption applies if substantially all of the users of the facilities are employees, their
spouses, and their children.

PURPOSE: To codify the traditional treatment of these benefits as not contributing to taxable
income and to avoid the difficulty of monitoring and assigning values to them.

WHO BENEFITS: Employees with access to employer-provided on-site gyms at their workplace.
EVALUATION: Not evaluated.
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1.023 MISCELLANEOUS FRINGE BENEFITS

Internal Revenue Code Sections: 132 and 117(d)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1984

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $70,900,000 $70,900,000
2021-23 Revenue Impact: Not Applicable $76,600,000 $76,600,000
DESCRIPTION: Certain fringe benefits are exempt from personal income tax. These benefits include

no-additional-cost services (such as free standby flights for airline employees),
qualified employee discounts, working condition fringe benefits, and low value
fringe benefits (such as providing coffee to employees or allowing them occasional
personal use of an office copy machine). Also included are subsidized parking and
eating facilities. The provision of these fringe benefits must meet certain
nondiscrimination rules to qualify. The benefits must be provided solely to
employees, their spouses, and dependent children; retired employees; or the widows
or widowers of former employees.

PURPOSE: To codify the traditional treatment of these benefits as not contributing to taxable
income and to avoid the difficulty of monitoring and assigning values to them.

WHO BENEFITS: Employees receiving fringe benefits.
EVALUATION: Not evaluated.

1.024 EMPLOYEE MEALS AND LODGING (NONMILITARY)

Internal Revenue Code Sections: 119 and 132(e)(2)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1918

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $25,200,000 $25,200,000
2021-23 Revenue Impact: Not Applicable $27,200,000 $27,200,000
DESCRIPTION: Employees do not include in personal taxable income the fair market value of meals

furnished by employers if the meals are furnished on the employer’s business
premises and for the convenience of the employer. In certain situations, this includes
the value of meals provided to an employee at a subsidized eating facility operated by
the employer.

Fair market value of lodging provided by the employer can also be excluded from
income, if the lodging is furnished on business premises for the convenience of the
employer, and if the employee is required to accept the lodging as a condition of
employment.

The Tax Cuts and Jobs Act of 2017 included a provision denying businesses a tax
deduction for 50 percent of expenses for meals provided to employees for the
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convenience of the employer. The federal Joint Committee on Taxation lists the
increased tax paid by employers under these provisions as a “negative tax

expenditure.” Oregon’s law defining tax expenditures does not contemplate this type
of negative tax expenditure, so only the reduction in taxes paid by employees is
reflected in the estimated revenue loss above.

PURPOSE: To eliminate record keeping difficulties and to acknowledge that the fair market
value of employer provided meals and lodging may be difficult to measure.

WHO BENEFITS: Employees who are furnished exempt meals or lodging by their employers.

EVALUATION: Not evaluated.

1.025 EMPLOYEE STOCK OWNERSHIP PLANS

Internal Revenue Code Sections: 401(a)(28), 404(a)(9), 404(k), 415(c)(6), 1042, 4975(e)(7), 4978 and
4979A
Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)

Federal Law Sunset Date: None
Year Enacted in Federal Law: 1974

Corporation Personal Total
2019-21 Revenue Impact: $12,900,000 $14,400,000 $27,300,000
2021-23 Revenue Impact: $14,500,000 $15,800,000 $30,300,000
DESCRIPTION: An Employee Stock Ownership Plan (ESOP) is a defined contribution plan (similar

to a 401(K) plan) that is required to invest primarily in the stock of the sponsoring
employer. Generally, sponsoring employers provide the funds for the ESOP to
purchase the stock for the benefit of their employees—no contribution from the

employee is required, but the employees are the owners of the stock.

Employees are not taxed on the employer contributions or the earnings on invested
funds until they are distributed. An employer may deduct dividends paid on stock

held by an ESOP if the dividends are paid to plan participants, if the dividends are
used to repay a loan that was used to buy the stock, or for dividends paid on stock in

a retirement plan.

Under certain circumstances, a stockholder may defer the recognition of the gain
from the sale of stock to an ESOP. The estimated tax benefit is a net figure; the
revenue foregone in a given year is offset by the amount of tax paid on distributions

in that year.

PURPOSE: According to the Congressional Research Service, the purpose of the tax incentive is

to broaden employee stock ownership, provide employees with a source of retirement
income, and grant employers a tax favored means of financing.

WHO BENEFITS: Employers and employees of participating companies.

EVALUATION: Not evaluated.
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1.026 EMPLOYEE AWARDS

Internal Revenue Code Sections: 74(c) and 274(j)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1986

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $3,300,000 $3,300,000
2021-23 Revenue Impact: Not Applicable $3,600,000 $3,600,000
DESCRIPTION: Tangible personal property given as awards to employees for length of service or for

safety are excluded from personal taxable income. The amount of the exclusion is
usually limited to $400 but may be as much as $1,600 for individual awards given as
part of qualified employee achievement rewards plan. There are certain qualification
requirements to ensure that the awards do not constitute disguised compensation.

PURPOSE: To encourage longevity in employment and safety practices on the job.

WHO BENEFITS: Employees who receive length of service or safety awards and employers who save
costs related to training and time loss injuries as a result of incentives created by the
awards.

EVALUATION: Not evaluated.

1.027 EMPLOYER PROVIDED EDUCATION BENEFITS

Internal Revenue Code Section: 127

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1997

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $10,700,000 $10,700,000
2021-23 Revenue Impact: Not Applicable $11,400,000 $11,400,000
DESCRIPTION: Employer provided graduate and undergraduate assistance benefits are excluded from

the personal taxable income of the recipient if they are part of an educational
assistance program. The limit on the annual exclusion is $5,250, which is not indexed
for inflation. Characteristics of the program must include the following:

e The program must not discriminate in favor of highly compensated employees.

e Assistance provided to employees owning more than 5 percent of the business
may not exceed more than 5 percent of the benefits.

o Employees must have reasonable notification of the program’s availability and
terms.

Educational assistance includes the payment of tuition, fees, books, supplies, and
equipment; it excludes items such as meals, lodging, and transportation. The
exclusion does not apply to education pertaining to sports, games, or hobbies unless
they involve the employer’s business.
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PURPOSE:

WHO BENEFITS:
EVALUATION:

According to the Congressional Research Service, the purpose of the exclusion is to
encourage employers to offer educational assistance to employees.

Employees receiving employer provided educational assistance.
Not evaluated.

1.028 SPREAD ON ACQUISITION OF STOCK

Internal Revenue Code Sections: 422 and 423

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1981

Corporation ' Personal ' Total

2019-21 Revenue Impact: Not Applicable $6,300,000 $6,300,000

2021-23 Revenue Impact: Not Applicable $6,200,000 $6,200,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:
EVALUATION:

Employees who have been granted stock options under a qualified plan are allowed
to exercise, or buy, those options within a specified time frame. Generally, these
provisions provide options to employees allowing them to buy stock for less than the
current market price. At the time the employee exercises his or her options, the stock
is transferred from the company to the employee, but the difference in value between
the market value and the option price is not immediately included in taxable income.
The value of this exemption is that the tax is deferred until the employee sells the
stock.

Contrary to normal treatment of compensation paid to employees, the employers that
grants qualified options are not allowed to deduct the options as an expense. As a
result, employers pay higher taxes than they would without these provisions. The
Joint Committee on Taxation lists the increased tax paid by employers under these
provisions as a “negative tax expenditure.” Oregon’s law defining tax expenditures
doesn’t contemplate this type of negative tax expenditure, SO an estimate of the
impact of the associated tax increase for Oregon corporate tax is not included.

Two related tax expenditures listed separately by the federal Joint Committee on
Taxation are included here for qualified plans. They are called “incentive stock
options” or “employee stock purchase plans.”

“The Economic Recovery Tax Act of 1981 (P.L. 97-34) reinstituted special rules for
qualified stock options with the justification that encouraging the management of a
business to have a proprietary interest in its successful operation would provide an
important incentive to expand and improve the profit position of the companies
involved.” (Congressional Research Service, Tax Expenditures: Compendium of
Background Material on Individual Provisions: 2012)

Taxpayers who receive stock options as a form of compensation.
Not evaluated.
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1.029 MEAL AND ENTERTAINMENT EXPENSES

Internal Revenue Code Sections: 119

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1984

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $27,700,000 $27,700,000
2021-23 Revenue Impact: Not Applicable $30,000,000 $30,000,000
DESCRIPTION: Employees do not include in personal taxable income the fair market value of

entertainment provided by their employers. Employee Christmas parties or annual
picnics might be examples of employer-provided entertainment excluded by this
provision.

The Tax Cuts and Jobs Act of 2017 included a provision denying businesses a tax
deduction for most entertainment expenses. The federal Joint Committee on Taxation
lists the increased tax paid by employers under these provisions as a “negative tax
expenditure.” Oregon’s law defining tax expenditures does not contemplate this type
of negative tax expenditure, so only the reduction in taxes paid by employees is
reflected in the estimated revenue loss above.

PURPOSE: To eliminate record keeping difficulties and to acknowledge that the fair market
value of employer provided entertainment may be difficult to measure.

WHO BENEFITS: Employees who are furnished exempt entertainment by their employers.

EVALUATION: Not evaluated.

1.030 VETERANS’ BENEFITS AND SERVICES

Federal Law: U.S. Code Title 38, Section 5301

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1917

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $109,500,000 $109,500,000
2021-23 Revenue Impact: Not Applicable $108,200,000 $108,200,000
DESCRIPTION: All benefits provided by the U.S. Department of Veterans Affairs (VA) are excluded

from the personal taxable income of recipients, including disability compensation,
pensions, and Gl bill benefits.

The revenue estimate is based on three provisions listed separately by the federal
Joint Committee on Taxation: death and disability benefits, pensions, and
readjustment benefits.

PURPOSE: “Many have concluded that the exclusion is in recognition of the extraordinary
sacrifices made by armed forces personnel, especially during periods of war.”
(Congressional Research Service, Tax Expenditures: Compendium of Background
Material on Individual Provisions: 2012)
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WHO BENEFITS: Veterans, their survivors, and dependents and their families receiving benefits from
the VA.
EVALUATION: Not evaluated.

1.031  MILITARY AND DEPENDENTS TRICARE INSURANCE

Internal Revenue Code Section: 112 and 134

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1925

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $46,200,000 $46,200,000
2021-23 Revenue Impact: Not Applicable $54,500,000 $54,500,000
DESCRIPTION: Benefits provided to dependents of active duty military personnel, retired military,

and their dependents, such as medical and dental benefits, are not taxed. Some
medical care for such dependents is provided in military facilities and by military
doctors on a space available basis. The tax expenditure for benefits not taxed for
active duty military personnel is described in 1.060, Benefits and Allowances of
Armed Forces Personnel.

The Department of Defense (DOD) has implemented TRICARE, in an effort to
coordinate the efforts of armed services’ medical facilities and civilian providers.
Beneficiaries can receive care under one of three options:

o TRICARE Prime, a DOD-managed HMO
¢ TRICARE Extra, a preferred-provider organization

¢ TRICARE Standard, a fee-for-service option that provides access to any
authorized provider but at a higher copayment.

Under the latter two options, beneficiaries are reimbursed for portions of the costs of
health care received from civilian providers. Retirees and their dependents who are
eligible for Medicare and participate in Medicare Part B are allowed to retain their
TRICARE coverage, which includes pharmaceutical benefits.

The revenue estimate is based on two provisions listed separately by the federal Joint
Committee on Taxation. The two provisions arise by differentiating between
recipients based on their eligibility for Medicare.

PURPOSE: A 1925 court case, Jones v. United States [60 CT. CL. 552 (1925)] drew a distinction
between the pay and allowances provided for military personnel. The court found that
housing and other housing allowances were reimbursements similar to other
nontaxable expenses authorized by the executive branch. This exclusion is consistent
with the court’s reasoning and extends it to military health benefits.

WHO BENEFITS: Retired military personnel receiving medical benefits for themselves or their
dependents, and active duty military members receiving medical care benefits for
their dependents.

EVALUATION: Not evaluated.
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1.032 MAGAZINE, PAPERBACK, AND RECORD RETURNS

Internal Revenue Code Section: 458

Oregon Statutes: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1978

Corporation Personal Total
2019-21 Revenue Impact: $200,000 $100,000 $300,000
2021-23 Revenue Impact: $200,000 $100,000 $300,000
DESCRIPTION: Generally, if a buyer returns goods to the seller, the seller’s income is reduced in the

year in which the items are returned. This tax expenditure grants an exemption to
publishers and distributors of magazines, paperbacks, and records. (Records include
discs, tapes, and similar objects that contain prerecorded sounds.) These publishers
and distributors may elect to exclude from corporate or personal taxable income any
goods sold during a tax year that are returned shortly after the close of the tax year.
Specifically, magazines must be returned within two months and 15 days after the
end of the tax year. Paperbacks and records must be returned within four months and
15 days. This allows publishers and distributors to sell more copies to wholesalers
and retailers than they expect will be sold to consumers.

PURPOSE: According to the Congressional Research Service, the purpose of this special election
for publishers and distributors of magazines, paperbacks, and records is to avoid
imposing a tax on accrued income when goods that are sold in one tax year are
returned after the close of the year.

WHO BENEFITS: Publishers and distributors of magazines, paperbacks, and records.
EVALUATION: Not evaluated.

1.033 CASH ACCOUNTING, OTHER THAN AGRICULTURE

Internal Revenue Code Sections: 446 and 448

Oregon Statutes: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1916

Corporation Personal Total
2019-21 Revenue Impact: $7,200,000 $17,400,000 $24,600,000
2021-23 Revenue Impact: $4,600,000 $14,400,000 $19,000,000
DESCRIPTION: For tax years beginning 2018, employee-owned service businesses and small

businesses with average annual gross receipts of less than $25 million for the prior
three years are allowed to choose the cash method of accounting instead of the
accrual method.

The Tax Cuts and Jobs Act of 2017 increased the threshold and added indexing for
inflation. The prior threshold was $5 million in gross receipts.

This expenditure changes the timing of reporting earnings and expense, but is
classified here as an exclusion of income. Using the cash method of accounting for
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PURPOSE:

WHO BENEFITS:

EVALUATION:

tax purposes effectively defers corporation and personal income tax by allowing
qualified businesses to record income when it is received rather than when it is
earned.

See also: 1.213, Cash Accounting for Agriculture.

“Individuals and many businesses are allowed to use the cash method of accounting
because it typically requires keeping fewer records than do other methods of
accounting.” (Congressional Research Service, Tax Expenditures: Compendium of
Background Material on Individual Provisions: 2012)

Primarily, owners of eligible small businesses and professional service corporations
of all sizes.

Not evaluated.

1.034 INVENTORY METHODS OF VALUATION

Internal Revenue Code Section: 475, 491-492

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1938

Corporation Personal Total

2019-21 Revenue Impact: $6,500,000 $1,500,000 $8,000,000

2021-23 Revenue Impact: $7,000,000 $1,500,000 $8,500,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:
EVALUATION:

A taxpayer who sells goods must generally maintain inventory records to determine
the cost of goods sold. Inventory can be kept by tracking individual items, or may use
several other methods.

The method that is considered normal for purposes of this tax expenditure is FIFO
(first-in, first-out, assuming the most recent good sold is the earliest one purchased).
The method with the largest difference versus FIFO is known as LIFO (last-in, first-
out, assuming the most recent good sold is the last one purchased). If using FIFO, a
taxpayer with inventory that is valued below cost may choose the lower of cost or
market (LCM) method which allows the taxpayer a further tax reduction. Taxpayers
may also use a method known as specific-identification to specify which lots are sold
and which are valued in inventory.

The federal Joint Committee on Taxation lists estimates of the impact of the three
alternate methods separately, but the bulk of the impact of this provision is from the
LIFO method.

When LIFO was adopted for tax purposes in 1939, “The reason for adopting it was to
allow a standard accounting practice.” In 1981, LIFO reporting was simplified, “...to
make the method that most effectively mitigates the effects of inflation more
accessible to all businesses.” (Congressional Research Service, Tax Expenditures:
Compendium of Background Material on Individual Provisions: 2012)

Business taxpayers who use alternate methods of valuing their inventory.
Not evaluated.
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1.035 AGRICULTURE COST-SHARING PAYMENTS

Internal Revenue Code Section: 126

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1978

Corporation Personal Total
2019-21 Revenue Impact: $200,000 $100,000 $300,000

2021-23 Revenue Impact: $200,000 $100,000 $300,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

EVALUATION:

Under certain federal and state programs, governments make payments to taxpayers
that represent a share of the costs of certain improvements to the land made by the
taxpayer. These programs generally are designed to promote conservation, protect the
environment, improve forests, or provide habitats for wildlife. Payments made under
these programs are not included in the corporation or personal taxable income of the
recipient. To qualify for the exclusion, the payment must not produce a substantial
increase in the annual income from the property.

To promote the conservation of soil and water resources and the protection of the
environment.

Recipients of federal or state cost-sharing payments for environmental improvements
to land.

Not evaluated.

1.036 CANCELLATION OF DEBT FOR FARMERS

Internal Revenue Code Sections: 108 and 1017(b)(4)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1986

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $500,000 $500,000
2021-23 Revenue Impact: Not Applicable $500,000 $500,000

DESCRIPTION:

In general, when a “discharge of indebtedness” occurs the forgiven debt is considered
taxable income to the taxpayer. An exception is allowed for the discharge of farm
debt that is a direct result of farm operations if at least half of the taxpayer’s gross
receipts from the previous three years were from farming. The lender canceling the
debt must also meet several qualifications. For instance, the lender cannot be related
to the farmer. The amount of canceled debt that can be excluded from tax cannot
exceed the sum of adjusted tax attributes and adjusted basis of qualified property.

This exclusion allows solvent farmers to defer the tax on the income resulting from
the cancellation of a debt. By electing to offset the canceled debt through reductions
in the basis of property, the taxpayer postpones the tax that would have been owed on
the canceled debt until the basis reductions in the property are recaptured when the
property is sold or through reduced future depreciation of the property.
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PURPOSE: To reduce the tax burden on farmers who have a debt discharged and to avoid forcing
farmers to sell their farmland in order to pay large tax liabilities on income arising
from canceled debt.

WHO BENEFITS: Solvent farmers who have debt canceled by lenders. Debt cancellations are not often
granted, but may be of substantial value when they do occur.
EVALUATION: Not evaluated.

1.037 ENERGY CONSERVATION SUBSIDIES (FEDERAL)

Internal Revenue Code Section: 136

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1992

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $800,000 $800,000

2021-23 Revenue Impact: Not Applicable $800,000 $800,000

DESCRIPTION: Residential energy customers can exclude from personal taxable income subsidies
provided by public utilities for the purchase or installation of an energy conservation
improvement.

Subsidies paid to corporations are not exempt under this federal provision, but can be
subtracted from gross income under 1.318, Energy Conservation Subsidies (Oregon).

PURPOSE: According to the Congressional Research Service, the purpose of the exclusion is to
encourage residential customers of public utilities to participate in conservation
programs sponsored by the utility. This would enhance energy efficiency of dwelling
units and encourage energy conservation in residential buildings.

WHO BENEFITS: Homeowners who participate in conservation programs and receive rebates to install
energy saving devices.
EVALUATION: Not evaluated.

1.038 PASS-THROUGH STATUS OF SPECIFIED PUBLICLY TRADED
PARTNERSHIPS

Internal Revenue Code Section: 7704

Oregon Statute: 317.013 (Connection to federal corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1987

Corporation Personal Total
2019-21 Revenue Impact: $2,600,000 Not Applicable $2,600,000
2021-23 Revenue Impact: $3,800,000 Not Applicable $3,800,000
DESCRIPTION: With a few exceptions, publicly traded partnerships that receive at least 90 percent of

their gross income from qualifying sources are treated as pass-through entities for tax
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PURPOSE:

WHO BENEFITS:
EVALUATION:

purposes, and are exempt from corporate taxes that would otherwise apply. This
exemption is an exception to general rules that subject partnerships traded on
established securities markets to corporate taxes.

Qualifying income sources include interest, dividends, property rental income and
gain from disposition of real property. In addition, income derived from certain
activities related to energy or mining of natural resources also qualifies. The federal
Joint Committee on Taxation classifies this as a tax expenditure affecting personal
income taxpayers, and lists one provision for energy and another for mining.

The Congressional Research Service notes that proponents of these policies may
argue, “...that the industries targeted through the definition of qualified income have
reason to be subsidized, and government policy should help spur investment and
growth” in the energy sector and the exploration of natural resources. (Congressional
Research Service, Tax Expenditures: Compendium of Background Material on
Individual Provisions: 2014)

Owners of publicly traded partnerships that are exempt from corporate-level taxation.
Not evaluated.

1.039 EARNINGS OF CERTAIN ENVIRONMENTAL SETTLEMENT

FUNDS

Internal Revenue Code Section: 468B(g)

Oregon Statute: 317.013 (Connection to federal corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 2005

Corporation Personal Total

2019-21 Revenue Impact: $200,000 Not Applicable $200,000

2021-23 Revenue Impact: $200,000 Not Applicable $200,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:
EVALUATION:

Hazardous waste site cleanup is sometimes funded by environmental settlement
funds. These accounts are established in consent decrees between the Environmental
Protection Agency and the settling parties under the jurisdiction of a federal district
court. This provision allows businesses that contribute to certain environmental
settlement funds to exclude the earnings on those contributions from taxable income.
Contributions to funds are treated as government owned, so that earnings are not
taxable.

According to the Congressional Research Service, this provision is intended to
facilitate quick action in cleaning up hazardous waste sites by the owners at their own
expense.

Businesses that establish environmental settlement funds during the eligible period.
Not evaluated.
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1.040 NONPROFITS GAIN FROM BROWNFIELD

Internal Revenue Code Sections: 512 & 514

Oregon Statute: 317.013 (Connection to federal corporation taxable income)
Federal Law Sunset Date: 12-31-2010 (property acquisition)

Year Enacted in Federal Law: 2004

Corporation Personal Total
2019-21 Revenue Impact: $200,000 Not Applicable $200,000
2021-23 Revenue Impact: $200,000 Not Applicable $200,000
DESCRIPTION: This exclusion applies to nonprofit organizations that have gains from a qualifying

sale, exchange, or other disposition of a qualifying brownfield property unrelated to
the organization’s tax-exempt purpose. Without the exclusion, these gains would be
taxable as unrelated business income.

The gain on qualified brownfield property acquired from an unrelated party subject to
remediation and sold to another unrelated party is exempt if the property was
acquired between January 1, 2006 and before January 1, 2011. The federal
Environmental Protection Agency defines a brownfield site as, “real property, the
expansion, redevelopment, or reuse of which may be complicated by the presence or
potential presence of a hazardous substance, pollutant, or contaminant,” with certain
legal exclusions and additions.

PURPOSE: The Congressional Research Service reports that the sponsor of a similar bill had
indicated that tax on unrelated business income interfered with nonprofit
corporations’ ability to invest in and redevelop contaminated properties.

WHO BENEFITS: The exclusion from the tax reduces the cost of remediating and reselling brownfields
by tax-exempt organizations using debt finance.
EVALUATION: Not evaluated.

1.041 EMPLOYER PAID TRANSPORTATION BENEFITS

Internal Revenue Code Section: 132(f)

Oregon Statute: 316.048 (Connection to federal personal taxable income)

Federal Law Sunset Date: None (TCJA suspension of bike benefits is temporary, see description)
Year Enacted in Federal Law: 1984

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $40,800,000 $40,800,000
2021-23 Revenue Impact: Not Applicable $45,000,000 $45,000,000
DESCRIPTION: In general, all compensation (wages and benefits) of an employee is taxable income

of the employee. This provision exempts employer payments for employee parking,
transportation in a commuter highway vehicle, and transit passes from inclusion in
employees’ personal taxable income. Employees can use pretax dollars, if their
employer allows, to pay for transit passes, vanpool fares, and parking. Parking
facilities provided free of charge by the employer are also excludable from income.
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PURPOSE:

WHO BENEFITS:

EVALUATION:

Employees are allowed to elect taxable cash compensation in lieu of qualified
transportation fringe benefits.

For 2019, the maximum exclusion for parking, transit, and commuter transportation
is $265 per month, which is adjusted each year for inflation.

The Tax Cuts and Jobs Act of 2017 (TCJA) made these benefits non-deductible for
employers that provide them. The federal Joint Committee on Taxation lists the
increased tax paid by employers under these provisions as a “negative tax
expenditure.” Oregon’s law defining tax expenditures does not contemplate this type
of negative tax expenditure, so only the reduction in taxes paid by employees is
reflected in the estimated revenue loss above.

TCJA also suspended the bicycle commuting exclusion for 2018 through 2025. The
maximum exclusion for qualified bicycle commuting expenses was $20 per month
for employees who regularly used a bicycle for commuting and did not receive other
commuting benefits. The maximum exclusion for bicycle commuting is not adjusted
for inflation.

According to the Congressional Research Service, the exclusions for mass transit and
commuter transportation were introduced, “in order to encourage mass commuting,
which would in turn reduce traffic congestion and pollution.” The parking benefit
was given a statutory exclusion in 1984 because some employers had been providing
free parking as a fringe benefit, “for many years, and employers, employees, and the
Internal Revenue Service had not considered [it] taxable.” (Congressional Research
Service, Tax Expenditures: Compendium of Background Material on Individual
Provisions: 2014)

The exclusion benefits both employers and employees. Employees benefit through
higher compensation while their employers may benefit through lower wage costs.
To the extent this exemption induces employees to use mass transportation, and
assuming mass transportation reduces congestion, this exemption may lower
commuting costs to all workers in urban areas.

Not evaluated.

1.042 CERTAIN DISASTER MITIGATION PAYMENTS

Internal Revenue Code Section: 139(g)

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 2005

Corporation Personal Total
2019-21 Revenue Impact: $200,000 $200,000 $400,000
2021-23 Revenue Impact: $200,000 $200,000 $400,000

DESCRIPTION:

Disaster mitigation payments made to the owner of a property to mitigate hazards to
that property, as paid through the Robert T. Stafford Disaster Relief and Emergency
Assistance Act or the National Flood Insurance Act, are excluded from taxable
income.
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PURPOSE: To retain the value of disaster mitigation payments by not imposing tax on those
payments.

WHO BENEFITS: Recipients of specified disaster mitigation payments.
EVALUATION: Not evaluated.

1.043 CREDIT UNION INCOME

Internal Revenue Code Section: 501(c)(14), Section 122 Fed. Credit Act (RVSC Sec. 1768)
Oregon Statute: 317.080(1)

Federal Law Sunset Date: None

Year Enacted in Federal Law: 1951

Corporation ' Personal ' Total
2019-21 Revenue Impact: $21,800,000 Not Applicable $21,800,000
2021-23 Revenue Impact: $24,700,000 Not Applicable $24,700,000
DESCRIPTION: Credit unions without capital stock, organized and operated for mutual purposes and

without profit are exempt from corporate income taxation. Credit unions are
nonprofit cooperatives organized by people with a common bond that distinguishes
them from the general public. Members pool their funds to make loans to one
another. Credit unions may be more likely to provide services to low income
individuals at rates lower than other financial institutions.

Credit union members with deposits pay federal income tax on interest earned on
those deposits, independent of this federal provision.

Before 1951, the income of mutual banks, savings and loans, and credit unions was
not taxed. In 1951, the exemption from mutual banks and savings and loans was
removed, but credit unions retained the exemption.

PURPOSE: In 1951, at the time that the exemption for mutual banks and savings and loan
institutions was removed, no specific reason was given for continuing the exemption
of credit unions. “Supporters of the credit union exemption emphasize the uniqueness
of credit unions compared to other depository institutions.” (Congressional Research
Service, Tax Expenditures: Compendium of Background Material on Individual
Provisions: 2012)

WHO BENEFITS: Credit unions meeting the eligibility requirements.
EVALUATION: Not evaluated.
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1.044 ELIMINATION OF TAX EXEMPT INTEREST ALLOCATION FOR
BANKS

Internal Revenue Code Section: 265(a), 265(b), 291(e) and 141

Oregon Statute: 317.013 (Connection to federal corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 2009

Corporation Personal Total
2019-21 Revenue Impact: $3,200,000 Not Applicable $3,200,000
2021-23 Revenue Impact: $3,200,000 Not Applicable $3,200,000
DESCRIPTION: This tax expenditure is a departure from complex rules intended to keep financial

institutions from benefiting from two tax exemptions on interest on tax exempt
bonds. Financial institutions normally deduct the interest they pay depositors from
their income as a business expense. The interest deduction is required to be reduced
by the percentage of a financial institution’s investments that are in tax-free bonds.

For bonds issued in 2009 and 2010, the reduced interest deduction does not apply if
the financial institution has less than 2 percent of its investments in tax-free bonds, or
its tax-free bonds meet certain qualifying criteria.

PURPOSE: According to the Congressional Research Service, “The American Recovery and
Reinvestment Act (ARRA, P.L. 111-5) modified these rules for small issuers to
encourage public infrastructure investment generally and to assist state and local
governments issue debt.”

WHO BENEFITS: Banks that have qualified investments in tax-free bonds.
EVALUATION: Not evaluated.

1.045 WORKERS’ COMPENSATION BENEFITS (MEDICAL)

Internal Revenue Code Section: 104(a)(1)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1918

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $35,600,000 $35,600,000
2021-23 Revenue Impact: Not Applicable $39,700,000 $39,700,000
DESCRIPTION: Workers’ compensation medical benefits are not included in personal taxable income.

These benefits include payments for medical treatment of work-related illness or
injury. The revenue impact estimates shown are for workers’ compensation medical
benefits only; workers’ compensation nonmedical benefits are covered in tax
expenditure 1.046, Workers’ Compensation Benefits (Nonmedical).

PURPOSE: To compensate for the economic hardship imposed by work-related injury, sickness,
or death and to be consistent with the tax treatment of court-awarded compensatory
damages. See tax expenditure 1.006, Compensatory Damages, for more information.
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WHO BENEFITS: Any worker covered by the workers’ compensation program including injured or ill
workers who receive workers’ compensation medical benefits.
EVALUATION: Not evaluated.

1.046 WORKERS’ COMPENSATION BENEFITS (NONMEDICAL)

Internal Revenue Code Section: 104(a)(1)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1918

Corporation ' Personal ' Total
2019-21 Revenue Impact: Not Applicable $23,000,000 $23,000,000
2021-23 Revenue Impact: Not Applicable $20,800,000 $20,800,000
DESCRIPTION: Workers” compensation nonmedical benefits are not included in personal taxable

income. Nonmedical workers” compensation benefits are paid to disabled workers in
the case of work-related injury or to their families in cases of work-related death. The
revenue impact estimates shown above are for workers’ compensation nonmedical
benefits only. These benefits may include cash earnings replacement payments,
special payments for physical impairment, and coverage for certain injury or death-
related expenses (e.g., burial costs). The effect of workers” compensation medical
benefits is covered in tax expenditure 1.045, Workers” Compensation Benefits
(Medical).

PURPOSE: To compensate for the economic hardship imposed by work-related injury, sickness,
or death, and to be consistent with the tax treatment of court-awarded compensatory
damages. See tax expenditure 1.006, Compensatory Damages, for more information.

WHO BENEFITS: Any worker covered by the workers’ compensation program including workers or
their families (in cases of work-related death) receiving workers’ compensation
benefits.

EVALUATION: Not evaluated.

1.047 GAIN ON NONDEALER INSTALLMENT SALES

Internal Revenue Code Sections: 453 and 453A(b)

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1921

Corporation Personal Total
2019-21 Revenue Impact: $32,400,000 $7,100,000 $39,500,000
2021-23 Revenue Impact: $34,200,000 $7,600,000 $41,800,000
DESCRIPTION: Persons who do not deal regularly in selling property (nondealers) are allowed to

defer the tax on gains from sales of property that are not readily tradable by using the
installment method of accounting. Under the installment method, gross profit from
the sale is prorated over the years during which the payments are received. The
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deferral of taxes conveys a tax advantage compared to being taxed in full in the year
of sale.

Interest must be paid to the federal government on the deferred taxes attributable to
the portion of the installment sales that exceed $5 million. Oregon law (ORS
314.302) requires that interest also be paid to Oregon for these deferred taxes.

PURPOSE: To match the timing of tax payments to the timing of the cash flow generated by the
sale of the property. Requiring an up-front payment of taxes by a seller who won’t
receive the bulk of payments for the property until the future can place a heavy
burden on infrequent sellers of property.

WHO BENEFITS: Infrequent sellers of property who sell on an installment basis. “...the primary benefit
probably flows to sellers of farms, small businesses, and small real estate
investments.” (Congressional Research Service, Tax Expenditures: Compendium of
Background Material on Individual Provisions: 2012)

EVALUATION: Not evaluated.

1.048 GAIN ON LIKE-KIND EXCHANGES

Internal Revenue Code Section: 1031

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1921

Corporation ' Personal ' Total
2019-21 Revenue Impact: $24,500,000 $84,500,000 $109,000,000
2021-23 Revenue Impact: $24,900,000 $78,900,000 $103,800,000
DESCRIPTION: Like-kind exchanges are exchanges of properties that are of the same general type but

may be of very different quality and use, such as real estate. The Tax Cuts and Jobs
Act of 2017 limits the deferral of gain to real property (generally land and buildings)
for exchanges in 2018 or later.

Gain at the time of exchange is deferred until the property is ultimately disposed of.
In the case of properties being exchanged in a series of transactions, the accumulated
gains from each transaction are claimed for tax purposes only in the year the final
property in the series is disposed of.

Before 2001, non-Oregon residents were required to claim the accumulated gains on
property within Oregon at the time the property was disposed of in exchange for
property outside Oregon. Following the passage of HB 2206 in 2001, non-Oregon
resident taxpayers are allowed the same benefits as Oregon resident taxpayers in
regard to continuing to defer the gains from the Oregon property until the series of
like-kind exchanges is ended by the disposal of the final property.

PURPOSE: To recognize that the investment in the new property is much like a continuation of
the investment in the old and therefore, is not a taxable event.

WHO BENEFITS: Taxpayers who engage in exchanges of like properties. This type of activity is
concentrated in the real estate sector.

EVALUATION: Not evaluated.
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1.049 ALLOWANCES FOR FEDERAL EMPLOYEES ABROAD

Internal Revenue Code Section: 912

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1943

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $4,100,000 $4,100,000
2021-23 Revenue Impact: Not Applicable $4,400,000 $4,400,000
DESCRIPTION: U.S. federal civilian employees working abroad are allowed to exclude from personal

taxable income certain special allowances that are primarily for the costs of living
abroad, such as the costs of housing, education, and travel.

PURPOSE: “Congress determined that federal personnel overseas were engaged in ‘highly
important” duties and that the allowances merely offset the extra costs of working and
living abroad. Congress determined that the government should bear the full burden
of the excess living costs, including any income taxes that would otherwise be
imposed on cost-of-living allowance.” (Congressional Research Service, Tax
Expenditures: Compendium of Background Material on Individual Provisions: 2016)

WHO BENEFITS: Federal civilian employees working abroad.
EVALUATION: Not evaluated.

1.050 INTEREST ON OREGON STATE AND LOCAL DEBT

Internal Revenue Code Sections: 103, 141, 142, 143, 144, 145, 146 and 501(c)(3)
Oregon Statutes: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1913

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $50,500,000 $50,500,000
2021-23 Revenue Impact: Not Applicable $50,300,000 $50,300,000
DESCRIPTION: Oregon excludes interest income from Oregon state or local government obligations

in personal taxable income (it is included in corporation taxable income). These
obligations are primarily bonds issued by the state of Oregon and local government
taxing districts such as cities, counties, and school districts. Interest and dividends on
bonds and notes of other states or political subdivisions are taxable in Oregon.

These bonds fall into two categories. First, there are governmental bonds in which the
bond proceeds generally are used to build capital facilities that are owned and
operated by governmental entities and serve the general public interest, such as
highways, schools, and government buildings. The majority of the tax benefit falls in
this category.

Second, there are qualified private activity bonds where a portion of the bond
benefits accrue to individuals or businesses rather than to the general public. These
include the following state and local government bonds: industrial development
bonds for energy production facilities, sewage, water, and hazardous waste facilities
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bonds, bonds for owner-occupied housing, bonds for rental housing, small issue
industrial development bonds, bonds for high-speed rail, bonds for private airports,
docks, and mass-commuting facilities, student loan bonds, bonds for private
nonprofit hospital facilities, and bonds for veterans’ housing. Many of these bonds
are subject to the state private activity bond annual volume cap set by the federal
government.

Interest income on qualified private activity bonds is exempt from federal income tax
as well as Oregon income tax. There are other nonqualified private activity bonds.
The interest earned on these bonds is taxable at the federal level but not at the state
level. See tax expenditure 1.316, Interest from State and Local Government Bonds,
for more information.

The tax benefit estimates above are based on the excluded interest income on both
the governmental bonds and the qualified private activity bonds as reflected on
Oregon tax returns. The federal Joint Committee on Taxation lists many related
provisions, but those estimates are not used directly to derive the estimated impact of
this provision.

PURPOSE: To lower the cost of borrowing for Oregon state and local governments.

WHO BENEFITS: In 2018, about 60,600 Oregon taxpayers reported nontaxable interest income from
Oregon state or local government debt obligations, saving a total of about $25.5
million in tax.

EVALUATION: Not evaluated.

1.051 VOLUNTARY EMPLOYEES’ BENEFICIARY ASSOCIATIONS

Internal Revenue Code Sections: 419, 419A, 501(a), 501(c)(9) and 4976
Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1928

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $10,100,000 $10,100,000
2021-23 Revenue Impact: Not Applicable $10,800,000 $10,800,000
DESCRIPTION: Voluntary Employees’ Beneficiary Associations (VEBAs) generally fund the

expenses of life insurance, medical, accident, and other benefits to associations of
employees, their dependents, and their beneficiaries. If certain requirements are met,
contributions to and income earned by VEBAS can be exempt from income taxes.
Depending on the circumstances, benefit distributions to recipients from VEBAs may
or may not be taxable.

PURPOSE: To promote the provision of life, sickness, accident, and other insurance and fringe
benefits and the structuring of benefits in an irrevocable trust fund associated with a
VEBA.

WHO BENEFITS: Recipients of the program benefits and employers who contribute.
EVALUATION: Not evaluated.
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1.052 RENTAL ALLOWANCES FOR CLERGY HOUSING

Internal Revenue Code Sections: 107 & 265

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1921

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $5,800,000 $5,800,000
2021-23 Revenue Impact: Not Applicable $6,500,000 $6,500,000
DESCRIPTION: Clergy members can exclude from personal taxable income the fair rental value of a

home owned or rented by a religious organization or a cash housing allowance paid
as part of the clergy member’s compensation. While the terms “minister” and
“church” are referenced in the Internal Revenue Code, these exclusions apply to
clergy in all religions.

PURPOSE: “The provision of tax-free housing allowances for ministers was first included in the
Internal Revenue Code by passage of the Revenue Act of 1921...With this
legislation, Congress may have intended to recognize clergy as an economically
deprived group due to their relatively low incomes.” (Congressional Research
Service, Tax Expenditures: Compendium of Background Material on Individual
Provisions: 2012)

WHO BENEFITS: Clergy members who receive a housing allowance or who live in a home provided by
the religious organization.
EVALUATION: Not evaluated.

1.053 CERTAIN PAYMENTS TO CONTROLLING EXEMPT
ORGANIZATIONS

Internal Revenue Code Section: 512(b)(13)(E)

Oregon Statute: 317.013 (Connection to federal corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 2006

Corporation Personal Total
2019-21 Revenue Impact: $200,000 Not Applicable $200,000
2021-23 Revenue Impact: $200,000 Not Applicable $200,000
DESCRIPTION: In general, tax-exempt organizations are required to pay tax on income from taxable

activities of their subsidiaries. This provision provides an exception to the
requirement to include payments in unrelated business taxable income (UBTI).
Untaxed payments to the parent organization for goods and services are limited to the
respective fair market value. The Pension Protection Act of 2006 exempted income
paid to the parent organization based on a contract in place on August 17, 2006 or
renewed with similar terms.

This provision was enacted temporarily in 2006 and has been extended several times.
The 2015 PATH Act (P.L. 114-113) made this provision permanent, though it still
applies only to contracts originally in effect on August 17, 2006.
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PURPOSE:

WHO BENEFITS:

EVALUATION:

Presumably, the purpose is to exempt from tax the specified payments by controlled
organizations in a manner similar to identical payments by non-controlled
organizations.

Tax-exempt organizations that receive payments excluded from UBTI under this
provision.

Not evaluated.

1.054 DISCHARGE OF CERTAIN STUDENT LOAN DEBT

Internal Revenue Code Sections: 108(f), 20 U.S.C. 1087ee(a)(5) and 42 U.S.C. 2541-1(g)(3)
Oregon Statute: 316.048 (Connection to federal personal taxable income)

Federal Law Sunset Date: None (TCJA provisions are temporary, see description)

Year Enacted in Federal Law: 1984

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable $1,500,000 $1,500,000

2021-23 Revenue Impact: Not Applicable $1,500,000 $1,500,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:
EVALUATION:

Income for tax purposes generally includes cancelled, forgiven, or debt repaid on the
borrower’s behalf. Discharged student loan debt may be excluded if the relevant loan
was made by specified types of lenders, borrowed to assist an individual in attending
an educational organization, and contained terms providing that some or all of the
loan would be cancelled for work performed for a specified period of time, in a
certain profession, and for a specified broad class of employers. Specified lenders
include the federal government, state and local governments, public benefit
corporations, tax-exempt public benefit corporations, and qualified educational
institutions.

The major federal loans qualifying for exempt discharge of indebtedness are the
William D. Ford Federal Direct Loan (DL), Federal Perkins Loan, and the Federal
Family Education Loan (FFEL — no longer available). This provision also excludes
repayment of loans on behalf of graduates made under the National Health Service
Corps repayment program.

The Tax Cuts and Jobs Act of 2017 temporarily expands this provision, allowing
discharge due to death or permanent disability to qualify in tax years 2018 through
2025.

To encourage individuals to work for federal, state, or local government agencies and
school districts where discharge of a student loan is offered as an incentive.

Individuals with student loans discharged under the program.

Not evaluated.
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1.055 CAPITAL GAINS ON INHERITED PROPERTY

Internal Revenue Code Sections: 303, 1001, 1002, 1014, 1023, 1040, 1221 and 1222
Oregon Statute: 316.048 (Connection to federal personal taxable income)

Federal Law Sunset Date: None

Year Enacted in Federal Law: 1921

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $474,500,000 $474,500,000
2021-23 Revenue Impact: Not Applicable $529,000,000 $529,000,000
DESCRIPTION: In general, capital gains are taxed based on the increased value of property when it is

sold or exchanged. However, when property is transferred at death, unrealized capital
gains on the property are excluded from personal taxable income. The new basis for
the heir is set to the market value on the date of the decedent’s death. The revenue
loss estimates do not reflect any potential tax liability associated with Oregon’s estate
tax.

In addition, income from redemption of stock (selling stock back to the corporation)
after the decedent’s death receives the new basis and is treated as a capital gain if the
stock is more than 35 percent of the estate and the redemption value does not exceed
the expenses or taxes associated with the estate. This redemption of stock is listed as
a separate expenditure by the federal Joint Committee on Taxation, but income from
redemption of stock represents a very small part of this tax expenditure.

PURPOSE: At the federal level, this treatment is intertwined with the treatment of gifts given
while a person is alive (“inter vivos gifts”). “The original rationale for nonrecognition
of capital gains on inter vivos gifts or transfers at death is not indicated in the
legislative history of any of the several interrelated applicable provisions. One
current justification given for the treatment, however, is that death and inter vivos
gifts are considered as inappropriate events to result in the recognition of income.”
(Congressional Research Service, Tax Expenditures: Compendium of Background
Material on Individual Provisions: 2016)

WHO BENEFITS: Recipients of inherited assets with accumulated capital gains.
EVALUATION: Not evaluated.

1.056 CAPITAL GAINS ON GIFTS

Internal Revenue Code Sections: 1001, 1002, 1015, 1221 and 1222
Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1921

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $25,000,000 $25,000,000
2021-23 Revenue Impact: Not Applicable $53,800,000 $53,800,000
DESCRIPTION: When a gift is made, any capital gain accrued on the property while held by the donor

is excluded from personal taxable income until the recipient disposes of the property.
The recipient is taxed on the capital gains at the time of sale of the property. The tax
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expenditure is the net value of deferred taxes in a given year, minus the taxes on
realized gains deferred in prior years. Over some periods of time the tax expenditure
can result in increased taxes (due to lower taxes in prior periods), which is displayed
as a negative revenue impact.

PURPOSE: At the federal level, gifts given while a person is alive are often called “inter vivos
gifts” to distinguish them from inherited property given at the time of death. “The
original rationale for nonrecognition of capital gains on inter vivos gifts or transfers
at death is not indicated in the legislative history of any of the several interrelated
applicable provisions. One current justification given for the treatment, however, is
that death and inter vivos gifts are considered as inappropriate events to result in the
recognition of income.” (Congressional Research Service, Tax Expenditures:
Compendium of Background Material on Individual Provisions: 2016)

WHO BENEFITS: Donors and recipients of gifts.
EVALUATION: Not evaluated.

1.057 LIFE INSURANCE PROCEEDS

Internal Revenue Code Section: 101

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1954

Corporation ' Personal ' Total
2019-21 Revenue Impact: $7,500,000 $111,000,000 $118,500,000
2021-23 Revenue Impact: $8,000,000 $118,100,000 $126,100,000
DESCRIPTION: Life insurance proceeds paid to a beneficiary because of the death of the insured

person are generally excluded from taxable income. A few cases exist where
proceeds may be included in taxable income, including interest on a delayed payment
or certain profits from selling a policy during the lifetime of the insured person.

PURPOSE: Presumably, the purpose is to support family members who receive a payment from a
life insurance policy.

WHO BENEFITS: Beneficiaries of untaxed life insurance proceeds.
EVALUATION: Not evaluated.
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1.058 PUBLIC SAFETY OFFICER SURVIVOR ANNUITIES

Internal Revenue Code Sections: 101(h)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1997

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $200,000 $200,000
2021-23 Revenue Impact: Not Applicable $200,000 $200,000
DESCRIPTION: Income received as a survivor annuity due to the death of a public safety officer

killed in the line of duty is not considered taxable income. The annuity must be
attributable to the officer’s service as a public safety officer and must be paid to the
spouse or child of the officer to qualify for this exclusion.

PURPOSE: “Congress believed that surviving spouses of public safety officers killed in the line
of duty should be subject to the same rules as survivors of military service personnel
killed in combat. This provision was part of the Taxpayer Relief Act of 1997 (P.L.
105-34).” (Congressional Research Service, Tax Expenditures: Compendium of
Background Material on Individual Provisions: 2012)

WHO BENEFITS: Surviving family members of officers killed in the line of duty.
EVALUATION: Not evaluated.

1.059 DISABILITY BENEFITS OF MILITARY AND VICTIMS OF
TERRORISM

Internal Revenue Code Section: 104(a)(4) or (5) and 104(b)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1942

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $2,900,000 $2,900,000
2021-23 Revenue Impact: Not Applicable $2,900,000 $2,900,000
DESCRIPTION: Individuals who were members of the armed forces on or before September 24, 1975,

may be eligible for the exclusion of disability pay from personal taxable income. In
addition, under the Victims of Terrorism Tax Relief Act of 2001, any civilian or
member of the military whose disability is attributable to terrorism or military action
anywhere in the world may exclude disability income from gross income.

For members of the armed forces, the amount of disability pay is calculated as the
greater of:

e The percentage of disability multiplied by the terminal monthly basic pay

e The terminal monthly basic pay multiplied by the number of service years times
2.5.
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If the percentage-of-disability method is used, the entire amount is excludable from
taxable income. If the years-of-service method is used, only the portion that would
have been paid under the percentage-of-disability method is excludable.

Members of the armed forces who joined after September 24, 1975, may exclude
Department of Defense disability payments equivalent to disability payments they
could have received from the Veterans’ Administration. Otherwise, disability
pensions may be excluded only if the disability is combat related.

PURPOSE: To compensate for the economic hardship imposed by injury or sickness and to be
consistent with the tax treatment of workers’ compensation payments and court-
awarded damages, which also are not taxed.

WHO BENEFITS: Veterans or victims of terrorism receiving excluded disability payments.
EVALUATION: Not evaluated.

1.060 BENEFITS AND ALLOWANCES OF ARMED FORCES
PERSONNEL

Internal Revenue Code Sections: 112 and 134

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1925

Corporation ' Personal ' Total
2019-21 Revenue Impact: Not Applicable $58,000,000 $58,000,000
2021-23 Revenue Impact: Not Applicable $63,500,000 $63,500,000
DESCRIPTION: Various in-kind benefits received by military personnel are not taxed. These benefits

include medical and dental benefits, group term life insurance, professional education
and dependent education, moving and storage, premiums for survivor and retirement
protection plans, subsistence allowances, uniform allowances, housing allowances,
overseas cost of living allowances, evacuation allowances, family separation
allowances, travel for consecutive overseas tours, emergency assistance, family
counseling and defense counsel, burial and death services, and travel of dependents
to a burial site. In addition, payments made to families as death gratuities when
members of the armed forces die are tax exempt.

PURPOSE: “For some benefits, the rationale was a specific desire to reduce tax burdens of
military personnel during wartime (as in the use of combat pay provisions); other
allowances were apparently based on the belief that certain types of benefits were not
strictly compensatory, but rather intrinsic elements in the military
structure.”...“Compensation paid to active military personnel in a combat zone is
increased to reflect the hazards inherent to duty in a combat zone.” (Congressional
Research Service, Tax Expenditures: Compendium of Background Material on
Individual Provisions: 2012)

WHO BENEFITS: People serving in the U.S. military.
EVALUATION: Not evaluated.
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1.061 COMBAT PAY

Internal Revenue Code Sections: 112

Oregon Statute: 316.048 (Connection to federal personal taxable income)

Federal Law Sunset Date: None (TCJA provisions are temporary, see description)
Year Enacted in Federal Law: pre 1955

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $6,200,000 $6,200,000
2021-23 Revenue Impact: Not Applicable $7,000,000 $7,000,000
DESCRIPTION: Compensation paid to members of the U.S. armed forces is generally taxable. This

provision excludes income earned by active armed forces members in combat zones.
It also applies to members hospitalized for injury received or a disease contracted in a
combat zone for up to two years after termination of combatant activities in the
combat zone.

The Tax Cuts and Jobs Act of 2017 includes a temporary provision expanding the
definition of combat zones to include a “qualified hazardous duty area.” Currently,
the definition adds the Sinai Peninsula of Egypt. This provision applies to tax years
2016 to 2025.

PURPOSE: “Generally, compensation paid to active military personnel in a combat zone is
increased to reflect the hazards inherent to duty in a combat zone. Excluding combat
pay from taxation may reflect general public recognition of such military service.”
(Congressional Research Service, Tax Expenditures: Compendium of Background
Material on Individual Provisions: 2014)

WHO BENEFITS: Active military personnel serving in a combat zone.
EVALUATION: Not evaluated.

1.062 DEFERRAL OF INTEREST ON SAVINGS BONDS

Internal Revenue Code Section: 454(c)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1951

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $5,800,000 $5,800,000
2021-23 Revenue Impact: Not Applicable $5,400,000 $5,400,000
DESCRIPTION: Owners of U.S. Treasury Series E, Series EE, and Series | savings bonds have the

option of either including interest in taxable income as it accrues or excluding interest
from taxable income until the bond is redeemed. The revenue loss shown above is the
tax that would be due on the deferred interest if it were reported and taxed as it
accrued.

The deferral of tax on interest income on savings bonds provides two advantages.
The first advantage is the deferral of any tax payment on the accrued interest, which
is equivalent to receiving an interest-free loan. The second advantage results from the
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taxpayer often being in a lower income tax bracket when the bond is redeemed, such
as after the taxpayer has retired.

PURPOSE: The Congressional Research Service reports that the purpose is to encourage holding
U.S. savings bonds.

WHO BENEFITS: Holders of savings bonds that defer the inclusion of earned interest in their taxable
income. According to the Congressional Research Service, the primary beneficiaries
are middle-income taxpayers.

EVALUATION: Not evaluated.
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1101 TEACHER CLASSROOM EXPENSES

Internal Revenue Code Section: 62(a)(2)(D)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 2002

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable $1,500,000 $1,500,000

2021-23 Revenue Impact: Not Applicable $1,400,000 $1,400,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

EVALUATION:

Eligible elementary or secondary school employees are allowed to deduct
unreimbursed eligible expenses. The deduction was limited to $250 in 2019. This
amount is adjusted each year for inflation (rounded to the nearest $50) and can be
taken without itemizing (known as an adjustment or above the line deduction).

Eligible expenses are books, supplies, computer equipment, supplementary materials
used in the classroom and professional development. Eligible employees include
kindergarten through grade 12 teachers, instructors, counselors, or principals working
in a school for at least 900 hours during a school year.

This provision was enacted as a temporary provision in 2002 and was temporarily
extended several times. The PATH Act of 2015 (P.L. 114-113) made this provision
permanent, added the inflation adjustment, and added professional development as an
eligible expense.

To mitigate the expenses incurred by teachers who buy school supplies for students
who cannot afford them or to supplement those provided by the school.

In 2018, about 36,300 taxpayers claimed on average, an adjustment of $230, which
resulted in a savings of $20 in Oregon tax due to this provision. The table below
shows use of this adjustment for tax year 2018.

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking Average  Adjusted Impact Revenue Impact
of Full-Year Filers* Adjustment Adjustment ($ millions) ($ millions) by Income Group
Below $16,100 730 $200 $0.1 <$0.1 1% |
$16,100 - $32,900 2,020 $210 $0.4 <$0.1 5% |
$32,900 - $57,100 4,890 $230 $1.1 $0.1 14% §
$57,100 - $100,100 10,060 $240 $2.5 $0.2 32%
Above $100,100 13,850 $270 $3.7 $0.3 48% -
All Full-Year Filers 31,550 $250 $7.9 $0.7 100%
Part-vear and 4,720 $90 $0.4  <$0.1

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 364,000)

Not evaluated.
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1.102 INTEREST ON STUDENT LOANS

Internal Revenue Code Section: 221

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1997

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $36,900,000 $36,900,000

2021-23 Revenue Impact: Not Applicable $37,800,000 $37,800,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

EVALUATION:

A taxpayer may deduct interest on qualified higher education loans. The maximum
deduction is $2,500 and is not indexed to inflation. The deduction can be taken
without itemizing (known as an adjustment or above-the-line deduction). The
deduction is not allowed for individuals who may be claimed as a dependent on
another taxpayer’s return.

A qualified education loan is indebtedness incurred solely to pay for qualified higher
education expenses, such as tuition, fees, and room and board. Interest on loans from
relatives or qualified employer plans may not be deducted. The qualifying expenses
must be reduced by amounts received from other tax-free education benefits.

For 2019, the deduction was phased out for income between $70,000 and $85,000
(single) or $140,000 and $170,000 (married). For income above those upper amounts,
no deduction is allowed. The phase-out range is adjusted for inflation each year.

The deduction is, “...intended to make postsecondary education more affordable for
middle-income families who are unlikely to qualify for much need-based federal
student aid. The interest deduction is seen as a way to help taxpayers repay education
loan debt, which had risen substantially in recent years.” (Congressional Research
Service, Tax Expenditures: Compendium of Background Material on Individual
Provisions: 2014)

Taxpayers who incurred indebtedness to pay qualified higher education expenses for
themselves, their spouse, or their dependents. In 2018, approximately 212,300
Oregon taxpayers claimed on average, an adjustment of $980, which resulted in a
savings of $84 in Oregon tax due to this provision. The table below shows usage of
this adjustment for tax year 2018.

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking Average  Adjusted Impact Revenue Impact
of Full-Year Filers* Adjustment Adjustment ($ millions) ($ millions) by Income Group
Below $16,100 11,530 $840 $9.7 $0.4 3% |
$16,100 - $32,900 29,080 $840 $24.5 $2.1 13% J
$32,900 - $57,100 49,300 $1,100 $54.1 $4.8 29%
$57,100 - $100,100 51,550 $1,140 $58.7 $5.3 32% M
Above $100,100 36,740 $1,170 $43.1 $3.9 24% B
All Full-Year Filers 178,180 $1,070 $190.1 $16.5 100%
Part-vear and 34,080 $530 $18.0 $1.3

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 364,000)
Not evaluated.
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1.103 QUALIFIED HIGHER EDUCATION EXPENSES

Internal Revenue Code Sections: 222

Oregon Statutes: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: 12-31-2020

Year Enacted in Federal Law: 2001

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $6,500,000 $6,500,000
2021-23 Revenue Impact: Not Applicable $0 $0

NOTE: The revenue impact estimate includes the effect of the federal sunset.

DESCRIPTION: A deduction is allowed for qualified higher education expenses paid by the taxpayer
through 2020. Qualified expenses included tuition and fees paid as a condition of
enrollment or attendance at a postsecondary educational institution.

The deduction can be taken without itemizing (known as an adjustment or above-the-
line deduction). The maximum deduction is $4,000 per taxpayer with income not
more than $65,000 ($130,000 on a joint return) or $2,000 if the taxpayer’s income
was above $65,000 ($130,000 on a joint return) but not more than $80,000 ($160,000
for joint returns). If adjusted gross income exceeded the limits, then no deduction is
allowed. These income limits are not adjusted for inflation and there is no phase-out
of the deduction based on income.

The deduction may not be allowed if distributions from certain tax exempt or tax
deferred accounts were used to pay the expenses.

This provision was enacted as a temporary measure in 2001 and has been temporarily
extended several times. Most recently, the Taxpayer Certainty and Disaster Tax
Relief Act of 2019 extended this federal provision retroactively from tax year 2018
through tax year 2020.

PURPOSE: To reduce the cost of higher education.

WHO BENEFITS: College students or their parents who paid qualified education expenses. The most
recent tax year showing typical levels of usage of this deduction was 2016, due to
Congress retroactively extending this exemption for tax years 2017 (partial) and
2018. In 2016, approximately 26,700 Oregon taxpayers claimed on average, an
adjustment of $2,080, which resulted in a savings of $126 in Oregon tax due to this
provision. The table below shows usage of this adjustment for tax year 2016.
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EVALUATION:

2016 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking Average  Adjusted Impact Revenue Impact
of Full-Year Filers* Adjustment Adjustment ($ millions) ($ millions) by Income Group
Below $14,400 7,700 $3,070 $23.6 $0.8 28%
$14,400 - $29,800 2,430 $2,270 $5.5 $0.4 13% J
$29,800 - $52,400 2,160 $1,880 $4.1 $0.3 11% §i
$52,400 - $92,700 3,320 $1,700 $5.6 $0.5 16% N
Above $92,700 6,240 $1,720 $10.7 $1.0 2%
All Full-Year Filers 21,850 $2,270 $49.5 $3.0 100%
Part-vear and 4820  $1,240 $6.0 $0.3

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 350,000)

In 2017, less than 17,300 Oregon taxpayers claimed this adjustment, which resulted
in an average savings of $128 in Oregon tax.

Not evaluated.

1.104 SELF-EMPLOYMENT HEALTH INSURANCE

Internal Revenue Code Section: 162(L)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1986

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable $93,100,000 $93,100,000

2021-23 Revenue Impact: Not Applicable $95,500,000 $95,500,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

Self-employed individuals may deduct amounts paid for health insurance. The
insurance must be for themselves, their spouses, or their dependents. The deduction
can be taken without itemizing (known as an adjustment or an above-the-line
deduction) and is limited to the taxpayer’s earned income. This adjustment is also
available to working partners in a partnership and employees of an S corporation who
own more than 2 percent of the corporation’s stock.

Self-employed individuals may also adjust personal income by amounts paid for
qualified long-term care insurance.

To promote the purchase of health insurance by the self-employed and provide some
degree of equity between the self-employed and employees covered by employer-
sponsored health care insurance.

Self-employed individuals who paid for health and/or long term care insurance, and
their immediate family. In 2018, approximately 86,200 Oregon taxpayers claimed on
average, an adjustment of $5,960, which resulted in a savings of $517 in Oregon tax
due to this provision. The table below shows usage of this adjustment for tax year
2018.
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EVALUATION:

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking Average  Adjusted Impact Revenue Impact
of Full-Year Filers* Adjustment Adjustment ($ millions) ($ millions) by Income Group
Below $16,100 7,130 $3,360 $24.0 $0.4 1% |
$16,100 - $32,900 7,390 $3,130 $23.1 $1.6 4% |
$32,900 - $57,100 10,160 $4,360 $44.3 $3.8 9% ||
$57,100 - $100,100 14,020 $6,090 $85.3 $7.6 18% B
Above $100,100 30,960  $10,020 $310.4 $29.0 63% N
All Full-Year Filers 69,660 $6,990 $487.1 $42.4 100%
Part-year and 16,530  $1,630 $27.0 $2.1

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 364,000)

Not evaluated.

1.105 HEALTH SAVINGS ACCOUNTS

Internal Revenue Code Section: 223

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1996

Corporation ' Personal ' Total

2019-21 Revenue Impact: Not Applicable $50,600,000 $50,600,000

2021-23 Revenue Impact: Not Applicable $54,100,000 $54,100,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:
EVALUATION:

Contributions to health savings accounts (HSAs) by qualified individuals, or by a
qualified individual’s employer on behalf of the employee, are deductible from
federal gross income. The deduction can be taken without itemizing (known as an
adjustment or above-the-line deduction). Withdrawals from HSAs are exempt from
income taxes if used for qualified medical expenses. HSA account earnings are tax-
exempt and unused balances may accumulate without limit. The revenue loss
numbers provided above include the losses related to both the adjustment and
exclusion connected to HSAs.

The accounts are used to pay medical costs incurred until an insurance deductible
amount is met. To qualify for 2019, individuals must have high deductible (at least
$1,350 for individual coverage and $2,700 for families) health insurance and
generally have no other health care coverage. Contributions are limited to $3,500 for
individual coverage and $7,000 for a family. The deductible amounts and
contribution limits are adjusted annually for inflation. Individuals who are 55 or older
and not yet covered by Medicare may contribute an additional $1,000 each year.

“...HSAs were advanced as a way to slow the growth of health care costs by
reducing reliance on insurance, to encourage more cost consciousness in obtaining
health care services, and to help individuals and families finance future health care
costs.” (Congressional Research Service, Tax Expenditures: Compendium of
Background Material on Individual Provisions:2012)

Taxpayers who use health savings plans.

Not evaluated.
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1.106 IRA CONTRIBUTIONS AND EARNINGS

Internal Revenue Code Sections: 219 and 408

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1974

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $194,800,000 $194,800,000
2021-23 Revenue Impact: Not Applicable $220,600,000 $220,600,000
DESCRIPTION: There are two types of Individual Retirement Accounts (IRAs) from which taxpayers

may receive a tax benefit: Traditional and Roth. The Traditional IRA allows for tax
deductible contributions, while the Roth IRA allows for tax-free withdrawals. The
revenue impact consists of the tax benefits from the deductibility of traditional IRAS,
the tax-deferred earnings of traditional IRAs, and the tax-free earnings of Roth IRAs.
This deduction can be taken without itemizing (known as an adjustment or above-
the-line deduction).

The federal Joint Committee on Taxation lists the two account types as separate tax
expenditures, but their estimated impact is combined here.

The Coronavirus Aid, Relief, and Economic Security (CARES) Act of 2020 made a
temporary waiver of the minimum distribution requirement of certain employer-
provided qualified retirement plans and IRAs for calendar year 2020. This waiver
could change the timing of when taxpayers make withdrawals, hence affecting the
earnings. The exact effect on the revenue impact is uncertain, however it is thought to
be relatively small.

PURPOSE: To provide an incentive for taxpayers to save for retirement, education, and
homeownership, and to provide a savings incentive for workers who do not have
employer provided pension plans.

WHO BENEFITS: Taxpayers who contribute to eligible IRAs or have earnings within an eligible IRA.
EVALUATION: Not evaluated.

1.107 MOVING EXPENSES

Internal Revenue Code Section: 217

Oregon Statute: 316.048 (Connection to federal personal taxable income)

Federal Law Sunset Date: None (TCJA provisions are temporary, see description)
Year Enacted in Federal Law: 1964

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $100,000 $100,000
2021-23 Revenue Impact: Not Applicable $100,000 $100,000
DESCRIPTION: Through tax year 2017, all taxpayers could have taken qualified moving expenses as

an adjustment to personal taxable income. The Tax Cuts and Jobs Act of 2017
suspended this provision for tax years 2018 through 2025, with the exception of
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moves by active-duty members of the armed forces moving based on a permanent
change of station.

This deduction is taken without itemizing (known as an adjustment or an above-the-
line deduction). The expenses include costs of moving household goods and traveling

expenses while moving. For non-military taxpayers, the move must have been in
conjunction with a new job or business at least 50 miles farther from one’s former

home than one’s old job location was from their former home. For example, if the old
job location was 3 miles from the former home, the new job location must be at least
53 miles from that former home.

The federal Joint Committee on Taxation does not consider this adjustment to be a

tax expenditure, presumably because the costs associated with seeking income (e.g. a
job) would be deductible under their “normal tax structure.”

PURPOSE: To reduce employment-related moving costs.

WHO BENEFITS: Active-duty members of the military incurring moving expenses related to being
stationed in a new location. The number of taxpayers claiming this adjustment in

2018 was about 700. The average savings in Oregon tax from this provision was $52.

EVALUATION: Not evaluated.

1.108 OVERNIGHT TRAVEL EXPENSES OF NATIONAL GUARD AND
RESERVE MEMBERS

Internal Revenue Code Section: 162(p)

Oregon Statute: 316.048 (Connection to federal personal taxable income)

Sunset Date: None
Year Enacted in Federal Law: 2003

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $700,000 $700,000
2021-23 Revenue Impact: Not Applicable $700,000 $700,000
DESCRIPTION: A deduction is allowed for all unreimbursed overnight travel, meals, and lodging

expenses of National Guard and Reserve members. This deduction can be taken

without itemizing (known as an adjustment or above-the-line deduction). To qualify,

recipients must have traveled more than 100 miles away from home and stayed
overnight as part of an activity while on official duty. No deduction is permitted for

commuting expenses to and from drill meetings, and the amount of expenses may not

exceed the general federal government per diem rate applicable to that locale.

PURPOSE: To offer a partial reimbursement to National Guard and Reserve members for

unreimbursed overnight travel expenses incurred in the line of duty.
WHO BENEFITS: Members of the National Guard and Reserve.

EVALUATION: Not evaluated.
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1.201 MEDICAL AND DENTAL EXPENSES

Internal Revenue Code Section: 213

Oregon Statute: 316.695 (Connection to federal personal deductions)

Federal Law Sunset Date: None (TCJA provisions are temporary, see description)
Year Enacted in Federal Law: 1942

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable $274,600,000 $274,600,000

2021-23 Revenue Impact: Not Applicable $310,400,000 $310,400,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

For 2017 through 2020, most medical expenses paid for by an individual but not
reimbursed by an employer or insurance company are deductible from taxable
income to the extent they exceed 7.5 percent of adjusted gross income (AGI) for the
taxpayer.

The Tax Cuts and Jobs Act of 2017 (TCJA) changed the AGI floor from 10 percent
to 7.5 percent for 2017 and 2018. The Taxpayer Certainty and Disaster Tax Relief
Act of 2019 extended the 7.5 percent limit to 2020. For tax years 2021 or later,
medical and dental expenses are deductible to the extent they exceed 10 percent of
AGI.

The deduction includes amounts paid for such things as:

e Health insurance premiums

¢ Diagnosis, treatment, mitigation, or prevention of disease

e Prescription drugs and insulin (not over-the-counter medication)
e Transportation for and/or essential to medical care

e Long-term care insurance premiums up to an age-based annual limit. For 2019
the limit ranges from $420 for taxpayers 40 or younger, up to $5,270 for
taxpayers over 70.

See also 1.304, Medical Subtraction for Elderly, which provides a description of
Oregon’s provision allowing certain qualified taxpayers to subtract medical and
dental expenses.

To compensate for large medical expenses that are viewed as involuntary expenses
that reduce the ability of the person to pay taxes.

In 2018, approximately 265,500 Oregon taxpayers claimed on average, a deduction
for medical expenses of $7,960, which resulted in a savings of $481 in Oregon tax.
The table below shows the use of this deduction for 2018.
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2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking Average Deducted Impact Revenue Impact
of Full-Year Filers* Deduction Deduction ($ millions) ($ millions) by Income Group
Below $16,100 49,700 $7,070 $351.5 $4.0 3% |
$16,100 - $32,900 46,200 $7,160 $330.6 $14.9 12% l
$32,900 - $57,100 49,300 $7,700 $379.5 $24.4 20% W
$57,100 - $100,100 60,500 $8,650 $523.4 $40.7 33% I
Above $100,100 40,300 $11,360 $458.0 $39.8 2% M
All Full-Year Filers 246,000 $8,310 $2,043.1 $123.9 100%
Part-Year and 19500  $3,640 $71.0 $4.0

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 364,000)

EVALUATION: Not evaluated.

1.202 REMOVAL OF ARCHITECTURAL BARRIERS

Internal Revenue Code Section: 190

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1976

Corporation Personal Total
2019-21 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
DESCRIPTION: A deduction from corporation or personal taxable income of up to $15,000 is allowed

for the removal of architectural and transportation barriers. Eligible expenses include
those necessary to make facilities or transportation vehicles, for use in trade or
business, more accessible to the disabled and people 65 and over.

PURPOSE: To reduce physical barriers for both employees and customers who are disabled or
age 65 and over.

WHO BENEFITS: The taxpayers incurring the costs of making the structural changes and the elderly
and disabled who have access to areas they may not have had without the deduction.

EVALUATION: Not evaluated.
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1.203 DEDUCTION OF CERTAIN FILM AND TELEVISION PRODUCTION
COSTS

Internal Revenue Code Section: 181

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable incomes)
Federal Law Sunset Date: 12-31-2020

Year Enacted in Federal Law: 2004

Corporation Personal Total
2019-21 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000

NOTE: The revenue impact estimate includes the effect of the federal sunset.

DESCRIPTION: The cost of producing films and television programs is usually depreciated over a
period of time using the income forecast method (which allows deductions based on
the pattern of expected earnings). This federal tax provision allows production costs
to be deducted when incurred. Eligible productions are restricted to those with a cost
of $15 million or less ($20 million if produced in certain designated low income
areas) and in which at least 75 percent of the compensation is for services performed
in the United States. Only the first 44 episodes of a television series qualify, and
sexually explicit productions are not eligible.

This provision was enacted temporarily in 2004 and has been extended several times.
The Taxpayer Certainty and Disaster Tax Relief Act of 2019 extended it through tax
year 2020.

PURPOSE: To encourage film production in the United States.
WHO BENEFITS: Taxpayers with eligible film and television production costs.
EVALUATION: Not evaluated.

1.204 ACCELERATED DEPRECIATION OF BUILDINGS

Internal Revenue Code Sections: 167 and 168

Oregon Statutes: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None (TCJA and other provisions are temporary, see description).

Year Enacted in Federal Law: 1954

Corporation Personal Total
2019-21 Revenue Impact: $2,000,000 $1,800,000 $3,800,000
2021-23 Revenue Impact: $1,800,000 $1,800,000 $3,600,000
DESCRIPTION: In general, taxpayers may deduct from corporation and personal taxable income the

depreciation of buildings based on a straight-line method where equal amounts are
deducted in each period. This tax expenditure permits the use of accelerated
depreciation methods for most buildings, which allow for faster write-offs than the
straight-line method. The revenue impact of this tax expenditure represents the
additional tax that would have been paid if straight-line depreciation had been used.
Note: The tax expenditure associated with rental housing is covered separately in
1.210, Accelerated Depreciation of Rental Housing.
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PURPOSE:
WHO BENEFITS:
EVALUATION:

The Tax Cuts and Jobs Act of 2017 (TCJA) made several changes to depreciation
allowances. In terms of the estimated revenue impact, the extension of “bonus
depreciation” was the most substantive. Bonus depreciation generally allows
additional depreciation of an asset’s cost in the first year it is in service. If an asset is
acquired and placed in service between September 27, 2017 and December 31, 2022,
the changes allow 100 percent expensing. For assets placed in service at later dates,
the percentage declines by 20 points per year. Consequently, the bonus depreciation
rate is 80 percent in 2023, and completely phased out beginning in 2026. The
referenced end dates are increased by one year for longer production-period property
with longer lives. TCJA also expanded the applicability of bonus depreciation to used
buildings.

Accelerated depreciation of any type of capital does not change the cumulative
amount of depreciation over all years. Therefore, this provision allows a taxpayer to
deduct more in the first year of the investment and subsequently less in the later years
of the capital life cycle resulting in a potential net increase in tax revenue from this
provision in the years following accelerated depreciation of the building(s) (reported
as a negative revenue impact).

Two additional provisions listed separately by the federal Joint Committee on
Taxation are included here. First is a seven-year recovery period for motorsports
entertainment complexes. Second is special depreciation for second-generation
biofuel plants. Both were enacted on a temporary basis and subsequently renewed
several times, the latest being an extension through tax year 2018 by the Taxpayer
Certainty and Disaster Tax Relief Act of 2019

To promote investment in buildings.
This expenditure benefits owners of buildings used in a trade or business.
Not evaluated.

1.205 ACCELERATED DEPRECIATION OF EQUIPMENT

Internal Revenue Code Sections: 167 and 168

Oregon Statutes: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None (TCJA and other provisions are temporary, see description)

Year Enacted in Federal Law: 1954

Corporation Personal Total
2019-21 Revenue Impact: $365,400,000 $96,600,000 $462,000,000
2021-23 Revenue Impact: $278,000,000 $74,900,000 $352,900,000

DESCRIPTION:

In general, taxpayers may deduct from corporation and personal taxable income the
depreciation of equipment based on a straight-line method where equal amounts are
deducted in each period. This tax expenditure permits the use of accelerated
depreciation methods, which allow for faster write-offs than the straight-line method.
The tax expenditure is the additional tax that would have been paid if straight-line
depreciation had been used.

The Tax Cuts and Jobs Act of 2017 (TCJA) made several changes to depreciation
allowances. In terms of the estimated revenue impact, the extension and expansion of
“bonus depreciation” was the most substantive. Bonus depreciation generally allows

75




Chapter 1 — Income Tax
Section 1.2 — Federal Deductions

additional depreciation of an asset’s cost in the first year it is in service. If an asset is
acquired and placed in service September 27, 2017 through December 31, 2022, the
changes allow 100 percent expensing. For assets placed in service at later dates, the
percent declines by 20 points per year. Consequently, the bonus depreciation rate is
80 percent in 2023, and completely phased out after 2026. The referenced end dates
are increased by one year for some production property with longer lives. TCJA also
expanded applicability of bonus depreciation provisions to used equipment.

Accelerated depreciation of any type of capital does not change the cumulative
amount of depreciation over all years. Therefore, this provision allows a taxpayer to
deduct more in the first year of the investment and subsequently less in the latter
years of the capital life cycle resulting in a potential net increase in tax revenue from
this provision in the years following accelerated depreciation of the equipment
(reported as a negative revenue impact).

This tax expenditure includes the following components listed separately by the
federal Joint Committee on Taxation:

o Depreciation of equipment in excess of the alternative depreciation system.
e Five-year MACRS for certain energy property (solar, wind, etc.)

o 10-year MACRS for smart electric distribution property.

o 10-year MACRS for certain electric transmission property.

e 15-year MACRS for natural gas distribution line.

e Accelerated depreciation for business property on an Indian reservation. (sunset
12/31/20)

o 15-year straight-line cost recovery for qualified leasehold improvements,
qualified restaurant improvements, and qualified retail improvements. (TCJA
included language that leaves the status of this property uncertain)

PURPOSE: To promote investment in business equipment.
WHO BENEFITS: Owners of equipment used in a trade or business.
EVALUATION: Not evaluated.

1.206 RESEARCH AND DEVELOPMENT COSTS

Internal Revenue Code Section: 174 and 59(e)

Oregon Statutes: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None (TCJA requires amortization starting in 2022, see description)

Year Enacted in Federal Law: 1954

Corporation Personal Total
2019-21 Revenue Impact: $19,100,000 Less than $100,000 $19,100,000
2021-23 Revenue Impact: $10,000,000 Less than $100,000 $10,000,000
DESCRIPTION: To be consistent with the treatment of other investments with multi-year benefits,

research and development expenditures would be depreciated over their useful life.
Instead, this provision allows several alternative ways in which research and
development costs may be deducted. Internal Revenue Code Section 174 allows
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PURPOSE:

WHO BENEFITS:
EVALUATION:

research and development expenditures to be fully expensed in the first year for
purposes of computing corporation and personal taxable income, or optionally
amortized over 60 or more months. Finally, section 59(e) allows a company to
amortize eligible research expenses over ten years beginning with the tax year in
which research and development costs are incurred.

The Tax Cuts and Jobs Act of 2017 (TCJA) makes substantial changes to section
174. Starting in tax year 2022, subject research and experimental expenditures are
treated as capital expenses and must be amortized over five years (fifteen years for
research conducted outside the United States). TCJA also specifies that software
development expenses are treated as costs covered by Section 174.

“The legislative history...indicates that Congress was pursuing two related objectives
in adding section 174 to the federal tax code. One was to encourage firms (especially
smaller ones) to invest more in R&D than they otherwise would. The second
objective was to eliminate or lessen the difficulties, delays, uncertainties, and
litigation experienced by businesses seeking to write off their research expenditures
under previous tax laws and regulations.” (Congressional Research Service, Tax
Expenditures: Compendium of Background Material on Individual Provisions: 2016)

Firms with certain research and development expenditures.

Not evaluated.

1.207 SECTION 179 EXPENSING ALLOWANCES

Internal Revenue Code Section: 179

Oregon Statutes: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1959

Corporation Personal Total
2019-21 Revenue Impact: $15,500,000 $66,600,000 $82,100,000
2021-23 Revenue Impact: $11,200,000 $48,700,000 $59,900,000

DESCRIPTION:

In general, the cost of business property must be deducted from personal and
corporation income as it depreciates over its useful life. Subject to specific limits,
Section 179 allows a taxpayer to elect to take an immediate deduction for qualifying

property.
The Tax Cuts and Jobs Act of 2017 increased the maximum for immediate deduction
to $1 million for property placed in service in 2018 or later. The deduction is phased

out for total expenditures exceeding $2.5 million. These limits will be adjusted for
inflation.

For 2015, an immediate deduction was allowed up to $500,000 and is phased out for
total expenditures exceeding $2 million. The limits had been subject to expirations
and reauthorizations for many years, but the 2015 PATH Act (P.L. 114-113) removed
the expiration and added indexing for inflation after tax year 2015.

Immediate expensing of any type of property for tax purposes is in lieu of
depreciating the property over a number of years, and does not change the cumulative
amount of depreciation over all years. Therefore, this provision allows a taxpayer to

77




Chapter 1 — Income Tax
Section 1.2 — Federal Deductions

PURPOSE:

WHO BENEFITS:
EVALUATION:

deduct more in the first year of the investment and subsequently less in the later years
of the capital life cycle resulting in a potential net increase in tax from this provision
(reported as a negative revenue impact).

When initially enacted, Section 179 expensing “...was intended to reduce the tax
burden on small firms, give them an incentive to invest more, and simplify their tax
accounting.” (Congressional Research Service, Tax Expenditures: Compendium of
Background Material on Individual Provisions: 2016)

Businesses with qualified property purchases.
Not evaluated.

1.208 AMORTIZATION OF BUSINESS START-UP COSTS

Internal Revenue Code Section: 195

Oregon Statutes: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1980

Corporation Personal Total

2019-21 Revenue Impact: $1,100,000 $800,000 $1,900,000

2021-23 Revenue Impact: $1,100,000 $800,000 $1,900,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:
EVALUATION:

This provision allows a taxpayer to deduct from personal or corporation taxable
income eligible start-up expenditures incurred prior to the day the business starts. A
deduction is available up to $10,000 and any remaining amount is amortized over 15
years. The limit is reduced dollar for dollar when start-up expenses exceed $60,000.
Start-up expenditures must satisfy two requirements to qualify for this treatment.
First, they must be paid in connection with creating or investigating a trade or
business before the taxpayer begins an active business. Second, they must be an
expenditure that would have been deductible for an active business.

To encourage the formation of new businesses and to clarify the tax treatment of
start-up expenditures.

New businesses that incur start-up costs.

Not evaluated.
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1.209 FOREIGN-DERIVED INTANGIBLE INCOME

Internal Revenue Code Sections: 250

Oregon Statute: 317.013 (Connection to federal corporation taxable income)

Federal Law Sunset Date: None (deduction reduced after 12-31-2025, see description)
Year Enacted in Federal Law: 2017

Corporation Personal Total
2019-21 Revenue Impact: $155,000,000 Not Applicable $155,000,000
2021-23 Revenue Impact: $224,000,000 Not Applicable $224,000,000
DESCRIPTION: Corporations deduct 37.5 percent of “foreign-derived intangible income” from their

federal taxable income for tax years 2018 through 2025. The deduction is reduced to
21.875 percent starting in tax year 2026.

The concept of “foreign-derived intangible income” (FDII) is complex and defined in
the Tax Cuts and Jobs Act of 2017 (TCJA). In brief summary, FDII is U.S. profits on
sales of exported property or services that exceed 10 percent of the corporation’s
investment.

The deduction for FDII works in conjunction with provisions for Global Intangible
Low Taxed Income (GILTI). The subsidy provided by FDII is supplemented by
GILTI, which taxes certain international income that would otherwise be excluded
from tax. The GILTI inclusion is based on profits exceeding 10 percent of the
corporation’s investment in countries outside the U.S.

For a brief discussion on the changes to tax on corporations’ international earnings
due to TCJA see the introduction to Chapter 1, Income Tax (Personal and
Corporation).

PURPOSE: Presumably, to encourage locating intangible assets in the United States.
WHO BENEFITS: Domestic corporations that export goods or services are potential beneficiaries.
EVALUATION: Not evaluated.

1.210 ACCELERATED DEPRECIATION OF RENTAL HOUSING

Internal Revenue Code Sections: 168(c)

Oregon Statutes: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1954

Corporation Personal Total
2019-21 Revenue Impact: $4,500,000 $19,700,000 $24,200,000
2021-23 Revenue Impact: $3,700,000 $16,800,000 $20,500,000
DESCRIPTION: In general, taxpayers may deduct from corporation and personal taxable income the

depreciation of rental housing based on a straight-line method where equal amounts
are deducted in each period over 27.5 years.

This tax expenditure measures the revenue loss due to deductions in excess of those
allowed under a 40-year straight-line depreciation allowed under the Alternative
Minimum Tax. Rental housing properties placed in service before 1986 continue
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depreciation according to the method they started with, which may allow the property
to depreciate faster than under a straight-line method.

PURPOSE: To promote investment in rental housing by effectively deferring taxes paid on those
investments.

WHO BENEFITS: Owners of rental housing.

EVALUATION: Not evaluated.

1.211 HOME MORTGAGE INTEREST

Internal Revenue Code Section: 163(h)

Oregon Statute: 316.695 (Connection to federal personal deductions)

Federal Law Sunset Date: None (PMI Sunsets 2020, TCJA provisions are temporary, see description)
Year Enacted in Federal Law: 1913

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $986,000,000 $986,000,000
2021-23 Revenue Impact: Not Applicable $1,128,700,000 $1,128,700,000

NOTE: The revenue impact estimate includes the effect of the federal sunset on the deductibility of mortgage
insurance premiums.

DESCRIPTION: Mortgage interest paid by owner-occupants on their primary and secondary
residences is deductible from personal taxable income for taxpayers who itemize
deductions. The Tax Cuts and Jobs Act of 2017 temporarily restricts the use of this
deduction for debt incurred after December 15, 2017 and prior to tax year 2026. The
new law allows interest on loans up to $750,000 for a home purchase, and repeals the
deduction of interest on home equity loans unless the proceeds are used for
constructing or significantly improving the taxpayer’s residence.

For debt incurred on or before December 15, 2017 or after December 31, 2025, the
interest on loans up to $1 million ($500,000 if married filing separately) was
deductible for the purchase of the residence. Deductions were also allowed and on
home equity loans up to $100,000 ($50,000 if married filing separately).

For 2007 through 2017, private mortgage insurance (PMI) premiums were also
deductible for insurance contracts issued after 2006. Taxpayers with adjusted gross
income under $100,000 ($50,000 if married filing separately) could deduct the full
amount of their premiums, with the deduction phased out at 10 percent for every
$1,000 ($500 if married filing separately) in income above $100,000. Deductible
mortgage insurance premiums are listed as a separate tax expenditure by the federal
Joint Committee on Taxation, but are included here as small part of this expenditure.
The PMI provision was most recently extended through 2020 by the Taxpayer
Certainty and Disaster Tax Relief Act of 2019.

PURPOSE: To promote home ownership by lowering the cost of mortgages.

WHO BENEFITS: In 2018, approximately 675,200 Oregon taxpayers claimed on average, a deduction
for home mortgage interest paid of $7,700, which resulted in a savings of $652 in
Oregon tax. The table below shows the use of this deduction for 2018.
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EVALUATION:

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking Average Deducted Impact  Revenue Impact
of Full-Year Filers* Deduction Deduction ($ millions) ($ millions) by Income Group
Below $16,100 28,100 $6,190 $174.0 $1.6 <1%
$16,100 - $32,900 39,100 $5,700 $222.8 $12.8 3% |
$32,900 - $57,100 84,600 $6,270 $530.5 $43.8 11% §
$57,100 - $100,100 174,100 $7,360 $1,282.1 $113.1 27% B
Above $100,100 252,900  $10,450 $2,643.3  $242.5 59% [
All Full-Year Filers 578,800 $8,380 $4,852.6 $413.8 100%
Part-year and 96,400  $3,600 $346.6  $26.2

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 364,000)

Not evaluated.

1.212 PROPERTY TAXES

Internal Revenue Code Section: 164

Oregon Statute: 316.695 (Connection to federal personal deductions)

Federal Law Sunset Date: None (TCJA provisions are temporary, see description)
Year Enacted in Federal Law: 1913

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable $559,400,000 $559,400,000

2021-23 Revenue Impact: Not Applicable $616,000,000 $616,000,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

Property taxes on nonbusiness property paid to state or local governments for
services or benefits for the general public welfare are deductible from personal
taxable income for taxpayers who itemize deductions. The taxes must be based on the
value of the property and be charged uniformly across all property in the jurisdiction
of the governing entity.

The Tax Cuts and Jobs Act of 2017 (TCJA) temporarily limits this deduction. For
federal tax purposes, there is a limit of $10,000 total for the deduction for property
tax combined with the deduction for state and local income tax. Because Oregon does
not allow a deduction for state income tax, and the local income tax deduction is very
small, most taxpayers who itemize Oregon deductions will have the $10,000 limit
apply to their Oregon itemized deduction for property tax alone. This limit is in place
for tax years 2018 through 2025.

“A major rationale [for enacting this provision] was that tax payments reduce
disposable income in a mandatory way and thus should be deducted when
determining a taxpayer’s ability to pay the federal income tax.” (Congressional
Research Service, Tax Expenditures: Compendium of Background Material on
Individual Provisions: 2016).

In 2018, approximately 834,900 Oregon taxpayers claimed on average, a deduction
for medical expenses of $3,730, which resulted in a savings of $309 in Oregon tax.
The table below shows the use of this deduction for 2018.
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EVALUATION:

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking Average Deducted Impact Revenue Impact
of Full-Year Filers* Deduction Deduction ($ millions) ($ millions) by Income Group
Below $16,100 48,100 $3,160 $151.8 $1.8 <1%
$16,100 - $32,900 59,300 $3,040 $180.4 $9.9 4% |
$32,900 - $57,100 107,100 $3,140 $336.1 $26.9 11% |
$57,100 - $100,100 207,100 $3,560 $738.1 $64.4 26% M
Above $100,100 299,700 $5,200 $1,559.5 $143.0 58% [
All Full-Year Filers 721,300 $4,110 $2,965.9 $246.0 100%
Part-vear and 113,600  $1,340 $151.9  $11.9

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 364,000)

Not evaluated.

1.213 CASH ACCOUNTING FOR AGRICULTURE

Internal Revenue Code Sections: 162, 175, 180, 446— 448, 461, 464 and 465

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1916

Corporation Personal Total

2019-21 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000

2021-23 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000

DESCRIPTION:

PURPOSE:

For income tax purposes, cash accounting in agricultural businesses typically results
in a deferral of taxes relative to the accrual method, which is considered the standard.
Most farmers, with the exception of some large corporations, may use the cash
method of accounting to deduct costs attributable to goods held for sale and in
inventory at the end of the year. These farmers also can expense some costs of
developing assets that will produce income in future years. Both of these rules allow
deductions to be claimed in the calendar year the expense occurred, while income
associated with the deductions may be realized in later years. This expenditure is
classified here as a deduction because the primary impact is believed to be the
acceleration of expense reporting.

The Tax Cuts and Jobs Act of 2017 (TCJA) expanded the availability of cash
accounting for most businesses. Beginning in 2018, cash accounting is available to
businesses with gross receipts of $25 million or less in the last three years. The limit
is indexed for inflation.

See also: 1.033, Cash Accounting, Other than Agriculture.

“The Revenue Act of 1916 established that a taxpayer may compute personal income
for tax purposes using the same accounting methods used to compute income for
business purposes. At the time, because accounting methods were less sophisticated
and the typical farming operation was small, the regulations were apparently adopted
to simplify record keeping for farmers.” (Congressional Research Service, Tax
Expenditures: Compendium of Background Material on Individual Provisions: 2012)
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WHO BENEFITS:

EVALUATION:

Farmers who use cash accounting and are able to accelerate deductions relative to
accrual accounting.

Not evaluated.

1.214  SOIL AND WATER CONSERVATION EXPENDITURES

Internal Revenue Code Section: 175

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1954

Corporation Personal Total
2019-21 Revenue Impact: $300,000 $400,000 $700,000
2021-23 Revenue Impact: $300,000 $400,000 $700,000
DESCRIPTION: For corporation and personal income tax purposes, certain investments in soil and
water conservation projects that produce benefits over a number of years can be
expensed rather than depreciated. The expensing of these costs represents a departure
from the typical practice of depreciating improvements and represents a tax
expenditure because deductions can be claimed before the income associated with the
deductions is realized.
PURPOSE: To promote soil and water conservation and to reduce the tax burden on farmers.
WHO BENEFITS: Farmers who engage in projects that conserve soil and water. In many cases these
improvements are made to land or water areas that may not provide any return on
investment to the farmer.
EVALUATION: Not evaluated.

1.215 FERTILIZER AND SOIL CONDITIONER COSTS

Internal Revenue Code Section: 180 (Reg. S1.180-1 and S1.180-2)

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1960

Corporation Personal Total

2019-21 Revenue Impact: $300,000 $800,000 $1,100,000

2021-23 Revenue Impact: $300,000 $800,000 $1,100,000

DESCRIPTION:

PURPOSE:

For corporation and personal income tax purposes, certain investments in soil
fertilization and conditioning projects that produce benefits over a number of years
can be expensed rather than depreciated. The expensing of these costs represents a
departure from typical practice and represents a tax expenditure because deductions
can be claimed before the income associated with the deductions is realized.

To promote activities that maintain and improve the fertility of the soil.
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WHO BENEFITS:
EVALUATION:

Farmers who invest in projects to fertilize and condition their soil.

Not evaluated.

1.216 EXTENDED CARRYBACK OF FARMING LOSS

Internal Revenue Code Sections: 172(G)

Oregon Statute: 316.048 (Connection to federal personal taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1999

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable $100,000 $100,000

2021-23 Revenue Impact: Not Applicable $300,000 $300,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:
EVALUATION:

This tax expenditure is an exception to a general limit imposed on loss carrybacks.
When an individual taxpayer has a net operating loss (business deductions such as
operating expenses exceed gross income), the taxpayer generally may not elect to
subtract the loss amount from income that was taxed in previous years. This
provision allows farming losses to be carried back up to two years.

The Tax Cuts and Jobs Act of 2017 modified this provision for losses incurred for tax
years ending after 2017. Net operating loss was previously allowed up to two years
for most individual taxpayers, and up to five years for farming.

The Coronavirus Aid, Relief, and Economic Security (CARES) Act of 2020 made a
temporary change to the general limit imposed on loss carrybacks. For all individual
taxpayers, net operating losses generated in tax years 2018 through 2020 may be
carried back up to five years. For these tax years, there is no exception to the general
limit for farming losses, hence there is no impact for these tax years from this tax
expenditure.

Oregon does not any allow net operating loss carrybacks for Oregon corporate
taxpayers.

According to the Congressional Research Service, congressional committee reports
indicated that an extension of time to carry back losses was considered appropriate
for the farm industry because of the volatility of farm income.

Farmers with losses to carry back.

Not evaluated.
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1.217 DEVELOPMENT COSTS FOR NONFUEL MINERALS

Internal Revenue Code Sections: 263, 291, 616617, 56 and 1254
Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1951

Corporation Personal Total
2019-21 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
DESCRIPTION: Entities engaged in mining are allowed to expense, rather than capitalize, certain

exploration and development costs when computing corporation and personal taxable
income. Expensing allows full deduction in the year the expenses are incurred, while
capitalization requires the deduction to be taken over a number of years.

PURPOSE: To encourage mining and reduce ambiguity in its tax treatment.

WHO BENEFITS: Mining companies that expense, rather than capitalize, certain costs.

EVALUATION: Not

1.218 INTANGIBLE DEVELOPMENT COSTS FOR FUELS

evaluated.

Internal Revenue Code Section: 263(c), 291, 616-617, 57(a)(2), 59(e) and 1254
Oregon Statutes: 316.695 and 317.013 (Connections to federal personal and corporation deductions)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1978

Corporation Personal Total
2019-21 Revenue Impact: $2,000,000 $400,000 $2,400,000
2021-23 Revenue Impact: $1,700,000 $400,000 $2,100,000
DESCRIPTION: Intangible drilling and development costs incurred in oil, gas, and geothermal wells

may be expensed. Intangible drilling and development costs include amounts paid for
fuel, labor, materials, hauling, or repair to drilling equipment. Costs associated with
determining the precise location and potential size of a mineral deposit are amortized
over two years by independent businesses, and over five years by major oil
companies.

Though relatively few oil, gas and geothermal wells exist in Oregon, corporations’

income is apportioned to Oregon after these costs are expensed.

This tax expenditure includes the following components listed separately by the

federal Joint Committee on Taxation:

Expensing of Exploration and Development Costs for Oil and Gas.

Expensing of Exploration and Development Costs for Other Fuels.

Amortization of geological/geophysical expenditures associated with oil/gas

exploration.

PURPOSE: To encourage development of petroleum, natural gas, and geothermal wells.
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WHO BENEFITS: The owners incurring the specified expenses for qualified activities.
EVALUATION: Not evaluated.

1.219 DEFERRAL OF CAPITAL GAINS FROM FERC RESTRUCTURING
REQUIREMENTS

Internal Revenue Code Section: 451(i)

Oregon Statute: 317.013 (Connection to federal corporate taxable income)
Federal Sunset Date: 12-31-2020

Year Enacted in Federal Law: 2004

Corporation Personal Total
2019-21 Revenue Impact: $1,700,000 Not Applicable $1,700,000
2021-23 Revenue Impact: -$500,000 Not Applicable -$500,000

NOTE: The revenue impact estimate includes the effect of the federal sunset.

DESCRIPTION: In general, the sale of a depreciable asset for more than the depreciated value creates
a taxable capital gain in the year of the sale. This provision allows the gain from sale
of qualified electric transmission property to an independent transmission company to
be taken in equal amounts over eight years. This deferral of taxes is available if the
sale results from a Federal Energy Regulatory Commission (FERC) restructuring
policy. Sale proceeds must be reinvested in other electricity assets within four years.

Deferral of capital gains does not change the cumulative amount of capital gains to
be recognized over all years. Therefore, this provision allows a taxpayer to realize a
smaller gain in the year of the sale and subsequently larger gains in later years
resulting in potentially increased net taxes from this provision (reported as a negative
revenue impact).

This was enacted in 2004 as a temporary provision and has been extended several
times since. Most recently, the Taxpayer Certainty and Disaster Tax Relief Act of
2019 extended the provision through 2020.

PURPOSE: “The deferral of gain on the sale of transmission assets was enacted in order to
encourage energy transmission infrastructure reinvestment and assist those in the
industry who are restructuring. It is intended to foster a more competitive industry by
facilitating the unbundling of transmission assets held by vertically integrated
utilities.” (Congressional Research Service, Tax Expenditures: Compendium of
Background Material on Individual Provisions: 2012)

WHO BENEFITS: Corporations that sold electricity property to comply with FERC requirements.
EVALUATION: Not evaluated.
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1.220 ENERGY EFFICIENT COMMERCIAL PROPERTY

Internal Revenue Code Section: 179D

Oregon Statute: 316.695 and 317.013 (Connections to federal personal and corporation deductions)
Federal Law Sunset Date: 12-31-2020

Year Enacted in Federal Law: 2006

Corporation Personal Total
2019-21 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000

NOTE: The revenue impact estimate includes the effect of the federal sunset.

DESCRIPTION: For commercial building owners or leaseholders, a deduction is available for
expenditures made on energy efficient commercial property after December 31, 2005
and before January 1, 2020. This provision was enacted as a temporary measure in
2006 and has been temporarily extended several times. Most recently the Taxpayer
Certainty and Disaster Tax Relief Act of 2019 extended it through 2020.

The deduction is based on a formula with a maximum of $1.80 per square foot of
commercial building space. The owner may allocate the deduction to the primary
building designer if the building is government owned.

PURPOSE: To promote energy efficiency by encouraging businesses to retrofit their buildings
with energy conserving equipment.

WHO BENEFITS: Businesses that make investments in energy efficient property benefit from this
provision.

EVALUATION: Not evaluated.

1.221 SPECIAL DEPRECIATION FOR RECYCLING EQUIPMENT

Internal Revenue Code Section: 168(m)

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 2008

Corporation Personal Total
2019-21 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
DESCRIPTION: Certain reuse and recycling property is eligible for a special depreciation allowance

that allows 50 percent of the cost to be expensed when incurred. The remainder is
depreciated based on the standard useful life for the class of the particular property.
Qualifying property includes machinery, equipment, and software necessary to
operate the equipment, used exclusively to collect, distribute, or recycle qualified
reuse and recyclable materials. Buildings and equipment used to transfer recycled
materials do not qualify.

Qualifying materials for reuse or recycle include scrap plastic, scrap glass, scrap
textiles, scrap rubber, scrap packaging, recovered fiber, scrap ferrous and nonferrous
metals, or electronic scrap generated by an individual or business. Electronic scrap
includes cathode ray tubes, flat panel screens, or similar video display devices with a

87



Chapter 1 — Income Tax
Section 1.2 — Federal Deductions

PURPOSE:

WHO BENEFITS:
EVALUATION:

screen size greater than 4 inches measured diagonally, or central processing units.
Property must have a useful life of at least five years. The special depreciation

provisions apply to property placed into service (or with construction begun in the
case of self-constructed property) after August 31, 2008.

“The recycling provision was adopted by the Emergency Economic Stabilization Act
of 2008 (P.L. 110-343) which included a number of provisions relating to energy
conservation. Although no specific rationale was provided, stand-alone bills
introduced to provide this benefit referred to the energy savings from recycling.”
(Congressional Research Service, Tax Expenditures: Compendium of Background
Material on Individual Provisions: 2018)

Owners of reuse or recycling property who use the special depreciation rules.

Not evaluated.

1.222 MINING AND SOLID WASTE RECLAMATION RESERVES

Internal Revenue Code Section: 468
Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1984

Corporation Personal Total
2019-21 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:
EVALUATION:

Current value equivalents of reclamation and closing costs for mining and solid waste
disposal sites are deductible from corporation and personal taxable income at the
beginning of the project, even though these costs are typically incurred at the end of a
project. This provision allows for the deduction of these expenses before they are

paid.

To encourage mine and solid waste disposal site reclamation activities and to
compensate companies for the cost of reclamation.

Mining and solid waste disposal companies with reclamation costs.

Not evaluated.
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1.223 AMORTIZATION OF AIR POLLUTION CONTROL FACILITIES

Internal Revenue Code Sections: 169(d)(5)

Oregon Statute: 317.013 (Connection to federal corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 2005

Corporation Personal Total
2019-21 Revenue Impact: $400,000 Not Applicable $400,000
2021-23 Revenue Impact: $300,000 Not Applicable $300,000
DESCRIPTION: Coal-fired electric generation plants may amortize investments in certified pollution

control equipment over shorter periods than the life of the equipment. A pollution
control facility placed in service after April 11, 2005 qualifies for a 5-year (for plants
placed in service prior to 1976) or 7-year amortization (newer plants) if the useful life
of the facility is 15 years or less. The amount available for this amortization is
reduced for facilities with useful lives in excess of 15 years.

PURPOSE: For installations in coal-fired electric generation plants that were in operation prior to
1976, the provision was added in 1969 to compensate for loss of the investment tax
credit. (Congressional Research Service, Tax Expenditures: Compendium of
Background Material on Individual Provisions: 2014)

WHO BENEFITS: Owners of coal-fired electric generation plants who install certified pollution control
equipment.
EVALUATION: Not evaluated.

1.224 EXPENSING TIMBER GROWING COSTS

Internal Revenue Code Sections: 162 and 263(d)(1)

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1986

Corporation Personal Total
2019-21 Revenue Impact: $2,700,000 Less than $100,000 $2,700,000
2021-23 Revenue Impact: $2,400,000 Less than $100,000 $2,400,000
DESCRIPTION: Most of the production costs (e.g. disease and pest control, clearing brush etc.) of

growing timber may be expensed rather than capitalized when computing corporation
and personal taxable income. Expensing allows full deduction in the year the
expenses are incurred, while capitalization requires the deduction to be taken over a
number of years. In most other industries, these expenses must be capitalized.

PURPOSE: To provide tax relief to the timber growers in recognition of the long growing periods
for timber during which no revenue is produced.

WHO BENEFITS: Taxpayers who have timber growing expenses that are not connected with a timber
harvest or reforestation activity.

EVALUATION: Not evaluated.
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1.225 EXPENSING AND AMORTIZATION OF REFORESTATION COSTS

Internal Revenue Code Section: 194 and 263A(c)(5)
Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1980

Corporation Personal Total
2019-21 Revenue Impact: $400,000 $700,000 $1,100,000
2021-23 Revenue Impact: $300,000 $700,000 $1,000,000

DESCRIPTION:

PURPOSE:
WHO BENEFITS:
EVALUATION:

Qualified reforestation costs can be expensed up to $10,000 annually with the
remainder amortized (deducted) over seven years. Costs that qualify for amortization
are those for site preparation, seed or seedlings, labor, and tools. The limitation on
expensing is for each qualifying property.

Without this provision, reforestation costs would be capitalized into the property’s

cost basis and deducted when sold.

Reforestation costs do not include any costs for which the taxpayer has been
reimbursed under any governmental reforestation cost-sharing program unless the
amounts reimbursed have been included in the gross income of the taxpayer.

To lower the annual after-tax cost of reforestation.

Business taxpayers who are reforesting forest lands.

Not evaluated.

1.226 MAGAZINE CIRCULATION EXPENDITURES

Internal Revenue Code Section: 173
Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1950

Corporation Personal Total
2019-21 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000

DESCRIPTION:

PURPOSE:
WHO BENEFITS:
EVALUATION:

This provision allows publishers of periodicals to deduct expenditures to establish,
maintain, or increase circulation in the year that the expenditures are made. The
revenue impact of this tax expenditure is the difference between the current
deduction of costs and the recovery that would have been allowed if these expenses

were capitalized and deducted over time.

To reduce the cost of tax compliance.

Publishers of periodicals.

Not evaluated.
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1.227 COMPLETED CONTRACT RULES

Internal Revenue Code Section: 460

Oregon Statute: 316.048 and 317.013 (Connections to federal personal and corporation taxable income)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1986

Corporation Personal Total
2019-21 Revenue Impact: $5,700,000 $1,500,000 $7,200,000
2021-23 Revenue Impact: $5,900,000 $600,000 $6,500,000
DESCRIPTION: Some taxpayers with construction or manufacturing contracts extending for more

than one tax year are allowed to use the completed contract method of accounting.
Under this method, income and costs pertaining to the contract are reported when the
contract is completed; however, some indirect costs may be deducted from
corporation and personal taxable income in the year paid or incurred. This
mismatching of income and expenses results in a deferral of tax payments.

This provision is restricted to apply mostly to long-term home construction contracts.
Other real estate construction contracts may qualify if the average annual gross
receipts of the contractor do not exceed $10 million (averaged over the three previous
years), and the contract is estimated to be completed within two years.

PURPOSE: According to the Congressional Research Service, this tax reporting method was
allowed because these contracts may involve “so many uncertainties that profit or
loss was undeterminable until the contract was completed.” (Congressional Research
Service, Tax Expenditures: Compendium of Background Material on Individual
Provisions: 2012)

WHO BENEFITS: Residential construction contractors are the main beneficiaries.
EVALUATION: Not evaluated.

1.228 CHARITABLE CONTRIBUTIONS

Internal Revenue Code Sections: 170 and 642(c)

Oregon Statutes: 316.695 and 317.013 (Connections to federal personal and corporation deductions)
Federal Law Sunset Date: None (TCJA and CARES Act expansions are temporary, see description)
Year Enacted in Federal Law: 1917 (personal) and 1935 (corporation)

Corporation Personal Total
2019-21 Revenue Impact: $29,100,000 $612,100,000 $641,200,000
2021-23 Revenue Impact: $30,600,000 $626,400,000 $657,000,000
DESCRIPTION: Contributions to charitable, educational, health, religious, and certain other nonprofit

organizations are allowed as itemized deductions from personal taxable income of
amounts up to 60 percent of adjusted gross income. Corporations can deduct from
corporate taxable income contributions up to 10 percent of adjusted taxable income.
Taxpayers who donate property may deduct the current market value of the property
up to 30 percent of adjusted gross income and do not need to pay tax on any capital
gains realized on the property. Contributions in excess of the limits may be applied
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PURPOSE:
WHO BENEFITS:

EVALUATION:

up to five future tax years until the contributions are completely deducted. See tax
expenditure 1.301, Land Donated to Schools, for the related Oregon subtraction.

Due to the passage of HB 2060 in 2013, an Oregon deduction is not allowed for
contributions to a charitable organization that does not spend at least 30 percent of its
total annual functional expenses on program services. Affected organizations are
required to notify donors in writing that donations are not deductible for Oregon tax
purposes.

The Tax Cuts and Jobs Act of 2017 (TCJA) temporarily increased the previous 50
percent of adjusted taxable income limit for charitable cash donations to the current
60 percent limit. That limit is in effect from tax years 2018 through 2025. In addition,
TCJA repealed the portion of the deduction that had been allowed to taxpayers who
made donations to colleges in exchange for the right to purchase tickets to athletic
events. That portion of the deduction is disallowed for tax years after 2017.

The Coronavirus Aid, Relief, and Economic Security (CARES) Act of 2020 made
two modifications for individual taxpayers with respect to charitable contributions
that apply to tax year 2020 only. The first modification is an increase of the 60
percent limit to 100 percent of adjusted taxable income. The second is the creation of
a deduction of up to $300 for certain charitable contributions for those taxpayers who
do not itemize.

To encourage donations to designated charitable organizations.

In 2018, approximately 665,000 Oregon personal income tax taxpayers claimed an
itemized deduction for donations to charitable organizations on their Oregon
Schedule OR-A. The average deduction of about $4,800 by those taxpayers resulted
in an average tax savings $422. See the table below for details on the use of the
deduction by income level.

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking Average Deducted Impact  Revenue Impact
of Full-Year Filers* Deduction Deduction ($ millions) ($ millions) by Income Group
Below $16,100 30,600 $1,940 $59.3 $0.7 <1%
$16,100 - $32,900 45,800 $2,290 $105.1 $4.6 2% |
$32,900 - $57,100 78,300 $2,350 $184.3 $13.6 5% |
$57,100 - $100,100 158,300 $2,820 $446.2 $37.5 14% I
Above $100,100 259,400 $8,400 $2,179.0  $204.5 78% N
All Full-Year Filers 572,400 $5,200 $2,974.0 $261.0 100%
Part-year and 92,600  $2,520 $233.8  $19.8

Nonresident Filers
*Each income group contains 20 percent of the full-year filers (approximately 364,000)

According to the federal Joint Committee on Taxation, of the total amount deducted
for personal income taxpayers, 15 percent was for donations to educational
organizations, 8 percent for donations to health organizations, and 76 percent for
donations to other charitable organizations. Of the total amount deducted for
corporate income taxpayers, 30 percent was for donations to educational
organizations, 26 percent for donations to health organizations, and 44 percent for
donations to other charitable organizations.

Not evaluated.
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1.229 CASUALTY AND THEFT LOSSES

Internal Revenue Code Section: 165(c)(3), 165(e) and 165(h)-165(k)

Oregon Statute: 316.695 (Connection to federal personal deductions)

Federal Law Sunset Date: None (TCJA provisions are temporary, see description)
Year Enacted in Federal Law: 1913

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $4,500,000 $4,500,000
2021-23 Revenue Impact: Not Applicable $400,000 $400,000
DESCRIPTION: Taxpayers who itemize deductions may deduct from personal taxable income

nonbusiness casualty and theft losses that are not reimbursed through insurance.
Taxpayers may deduct only losses of more than $100 each, but only to the extent that
the total of such losses exceed 10 percent of adjusted gross income (AGI).

The Tax Cuts and Jobs Act of 2017 (TCJA) temporarily limits the use of this
deduction to losses incurred in federally declared disasters. This limitation is in effect
for tax years 2018 through 2025.

PURPOSE: According to the Congressional Research Service, no rationale was provided when
this provision was originally enacted in 1913. Presumably, the purpose is to reduce
the tax burden for taxpayers who experience large casualty or theft losses.

WHO BENEFITS: Less than 50 taxpayers claimed a deduction for losses incurred in federally declared
disasters in 2018.

EVALUATION: Not evaluated.

1.230 LOCAL INCOME TAXES

Internal Revenue Code Section: 164

Oregon Statute: 316.695 (Connection to federal personal deductions)
Federal Law Sunset Date: None

Year Enacted in Federal Law: 1913

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $200,000 $200,000
2021-23 Revenue Impact: Not Applicable $200,000 $200,000
DESCRIPTION: Income taxes paid to cities and other local governments are deductible from personal

taxable income for taxpayers who itemize deductions for state income tax.

For individual taxpayers, the Arts Tax imposed by the City of Portland qualifies for
this deduction.

For business taxpayers, while local taxes are deductible, it is considered a normal
business cost and is not reported as an Oregon tax expenditure.

The Tax Cuts and Jobs Act of 2017 temporarily limits this deduction for individuals
but not businesses. For federal tax purposes, there is a limit of $10,000 total for the
deduction for property tax combined with the deduction for state and local income
tax. The limit may reduce the impact of this Oregon itemized deduction for
individuals. This limit is in place for tax years 2018 through 2025.
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PURPOSE: To avoid taxing income that is obligated to another government.

WHO BENEFITS: Taxpayers who pay income taxes to local governments. In tax year 2018, Portland
residents who itemized, deducted over $700,000 for payments made to the Arts Tax.

EVALUATION: Not evaluated.
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OTHER FEDERAL PROVISIONS
(UNQUANTIFIED OR DISCONNECTED)

Tax Expenditures listed by federal Joint Committee on Taxation as “Quantitatively de minimis”

These are tax expenditures that flow through to Oregon through the connection to federal taxable income, but
JCT has estimated that their impact is lower than $50 million in federal tax for federal fiscal years 2019
through 2023.

Miscellaneous nonresident individual income tax exclusions (certain gambling winnings, ship or aircraft
operation income, certain exchange or training programs compensation, bond income of residents of the
Ryukyu Islands, certain wagering income) (IRC 871(j), 872(b))

Miscellaneous foreign corporate income tax exclusions (ship or aircraft operation income, foreign
railroad rolling stock earnings, certain communication satellite earnings (IRC 883)

Exclusion of interest on State and local qualified private activity bonds for green buildings and
sustainable design projects (IRC 142(a)(14))

Expensing of Tertiary Injectants (IRC 193)

Exclusion of income in Structured Settlement Accounts (IRC 72(u)(3)(C), 130)

Inclusion of income arising from business indebtedness discharged by the reacquisition of a debt
instrument (IRC 108(i))

Additions to Bad Debt Reserves of Small Financial Institutions (IRC 585)

Electing Alaska Native Settlement Trusts (IRC 139G, 247, 646)

Deferral of gain on sales of property to comply with conflict-of-interest requirements (IRC 1043)
Exclusion of interest on State and local qualified private activity bonds for high-speed intercity rail
facilities (IRC 142(a)(11))

Exclusion of Indian general welfare benefits (IRC 139E)

Exclusion of interest on savings bonds redeemed to finance educational expenses (IRC 135)

Exclusion of payments received by victims of the Nazi regime and the victims' heirs and estates (Section
803 of Public Law 107-16)

Archer Medical savings account (IRC 220)

Burial expenses for veterans (IRC Section 134 and 38 USC 5301)

50-percent expensing of cellulosic biofuel plant property (IRC 168(1))

Seven-year MACRS for Alaska natural gas pipeline (IRC 168(e)(3)(C))

Exclusion of Olympic and Paralympic medals and prizes (IRC 74(d))

Exclusion of certain amounts received by wrongfully incarcerated individual (IRC 139)

Classification of certain racehorses as 3-year property (IRC 168(e)(3)(A)(i)

Tax Expenditures listed by federal Joint Committee on Taxation as “Not Quantifiable”

These are tax expenditures that flow through to Oregon through the connection to federal taxable income, but
JCT has noted that projected revenue changes due to these provisions are not available.

Deduction for US employment tax paid under section 3121(l) agreements for employees of foreign
affiliates

Accelerated deductions for nuclear decommissioning costs (IRC 468A)

Fossil fuel capital gains treatment (IRC 631(C))

Exception to partial interest rule for qualified conservation (IRC 170(h))

Ten-year MACRS for single purpose agricultural or horticultural structures (IRC 168(e)(3),(i)(13))
Exceptions from dealer disposition definition (IRC 453(1)(2)(A))

Exceptions from interest calculation on instaliment sales for small dispositions (IRC 453A(b)(3))
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Amortization of organizational expenditures (IRC 248)

Deferral of prepaid subscription income (IRC 455)

Deferral of prepaid dues of certain membership organizations (IRC 456)

Amortization of partnership organization and syndication fees (IRC 709)

Unrecaptured section 1250 gain rate (section 1(h)), which applies to depreciation taken on real property
Nonrecognition of in-kind distributions by regulated investment companies in redemption of their stock
(IRC 852(b)(6))

Special discount rate rule for certain debt instruments where stated principal amount is $2.8 million or
less (IRC 1274A)

Tax treatment of convertible bonds (Treasury Reg. sect. 1.1275-4; Revenue Ruling 2002-31)
Treatment of loans under life insurance and annuity contracts and 401(k) plans (IRC 72(e), 72(p), and
7702)

Exemption for cemetery companies (IRC 501(c)(13))

Certain exceptions to the UBTI rules - Passive income gains, Income from certain research, Trade shows
and fairs, Bingo games, Pole rentals, Sponsorship payments, Real estate exception to the debt-financed
income rules (IRC 512-514)

Specific identification of sold equities (IRC 1012 (and Treasury Reg. sect. 1012-1))

Losses on small business stock (IRC 1242-1244)

Two-year carryback of small businesses' and farmers' casualty losses attributable to Presidentially
declared disaster (IRC 172(b)(1)(F))

Oregon law is not connected to Federal law

These are federal tax expenditures but not Oregon tax expenditures because of specific modifications to
federal taxable income in Oregon law.

Interest expense allocation: Separate grouping of affiliated financial companies (IRC 864). ORS 317.625
disconnects from federal treatment in sections 861 to 864 of IRC.

Inventory property sales source rules exception (IRC 861, 862, 863, and 865). ORS 317.625 disconnects
from federal treatment in sections 861 to 864 of IRC.

Excess of percentage over cost depletion for Qil and Gas (IRC 611, 612, 613, 613A, and 291). ORS
317.374 disconnects from federal treatment in IRC 611 and requires a "reasonable" Oregon depletion
allowance in calculating Oregon taxable income.

Excess of percentage over cost depletion for Other Fuels (IRC 611, 612, 613, 613A, and 291). ORS
317.374 disconnects from federal treatment in IRC 611 and requires a "reasonable” Oregon depletion
allowance in calculating Oregon taxable income.

Excess of percentage over cost depletion for nonfuel minerals (IRC 611, 612, 613, and 291). ORS
317.374 disconnects from federal treatment in IRC 611 and requires a "reasonable” Oregon depletion
allowance in calculating Oregon taxable income.

Deduction for income attributable to domestic production (QPAI) (IRC 199). ORS 316.836 and 317.398
require that taxpayers add the amount deducted from federal taxable income based on IRC 199 to
calculate Oregon taxable income. The Tax Cuts and Jobs Act repealed this provision beginning with tax
year 2018.

Deferral of tax on capital construction funds of shipping companies (IRC 7518). ORS 317.319 requires
that taxpayers add the amount deferred to Oregon taxable income.

Special rules for interest-charge domestic international sales corporations (IRC 991-997). ORS 317.283
does not recognize transactions related to IC-DISCs formed after January 1, 2014. It does impose special
treatment for IC-DISCs formed on or before January 1, 2014 (as described in TE 1.311 in this report).
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TAX EXPENDITURES FROM OREGON INCOME TAX PROVISIONS

Oregon has many provisions in its income tax law that reduce tax. Some provisions, known as subtractions,
reduce federal taxable income, the starting point for calculating Oregon’s personal and corporate income
taxes. Other provisions, known as tax credits, directly reduce the tax. Finally, there are a small number of
provisions that reduce tax through other mechanisms, such as reduced tax rates. Not all of these provisions are
tax expenditures, as some exist, for example, to prevent double taxation.

Some tax expenditures only affect the personal income tax or corporate income tax, but many apply to both.
Some tax expenditures specifically apply to businesses. The structure of a business determines how the
income and hence the tax expenditure is reported. For C corporations, tax expenditures are reported on their
corporate income tax returns. For sole proprietorships, partnerships, and S corporations, tax expenditures are
reported on the business owners’ personal income tax returns.

This report lists 27 Oregon specific subtractions (26 apply to the personal income tax and eight apply to the
corporate income tax), 50 Oregon specific credits (48 apply to the personal income tax and 35 apply to the
corporate income tax), and eight other provisions that reduce Oregon tax. See Appendix D.

Subtractions

Subtractions represent income included in federal taxable income that is not taxed by Oregon and deductions
allowed by Oregon that are not included in federal taxable income. An example of the former is a subtraction
for certain military related income. An example of the latter is a subtraction for medical expenses for elderly
taxpayers beyond the deduction allowed at the federal level.

Credits

Tax credits reduce taxpayers’ tax liability on a dollar-for-dollar basis. For a typical tax credit, the tax credit
can only reduce the tax liability to zero. For some credits, if there is an excess portion more than the tax
liability, that portion is lost and cannot be used. For other credits that additional portion can be carried
forward to future tax years. Oregon has a small number of special credits called “refundable” credits where
the taxpayer receives a payment for any portion of the credit that is more than the tax liability. Some credits
have the feature that the credit may be transferred from one taxpayer to another qualified taxpayer at a
specified rate. Typically, a taxpayer will transfer a credit when they do not have the tax liability to use it. To
help the reader of this report, additional information has been included in the header of each Oregon tax credit
to indicate if the credit has a carryforward, is refundable, and is transferable.

Other Provisions

A small number of other provisions in Oregon tax law also reduce income tax. These provisions include
reduced tax rates for certain types of income, rules that determine how income is apportioned to Oregon for
certain companies, and averaging a certain type of income over several years.
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1.301 LAND DONATED TO SCHOOLS

Oregon Statute: 316.852 and 317.488
Sunset Date: 12-31-2007

Year Enacted: 1999

Corporation Personal Total

2019-21 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000

2021-23 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

EVALUATION:

The Land Donated to Schools subtraction expired as of December 31, 2007.
Nevertheless, there are revenue impacts for the 2019-21 and 2021-23 biennia due to
unused subtraction amounts carried forward to succeeding years. Carryforward of
unused amounts in excess of the limitations may be subtracted from taxable income
for up to 15 succeeding years after the donation. A taxpayer who donated in the year
of the sunset, 2007, may carry forward unused amounts through 2022.

A subtraction was allowed from corporate and personal taxable income for land
donated or sold at below-market price on or after January 1, 2000, and before January
1, 2008, to a public school district, a nonprofit private school, or a public or nonprofit
private community college, college, or university. For a donation, the subtraction was
the fair market value of the land. For a sale, the subtraction was the difference
between the fair market value and the sale price of the land. The subtraction was
limited depending on whether the transfer was a donation or sale. In the case of a
donation, the maximum subtraction in a given tax year was 50 percent of the
taxpayer’s taxable income in that year. When the land was sold, the maximum
subtraction was 25 percent of the taxpayer’s taxable income.

Oregon law was more generous than federal law in that federal law specifies that the
unadjusted fair market value of the donation may be deducted only up to 30 percent
of income, but Oregon allowed the subtraction up to 50 percent of income. Any
amount taken as a charitable contribution deduction is to be added to income on the
Oregon return so that the taxpayer does not receive a double deduction. The federal
deduction is described in tax expenditure 1.228, Charitable Contributions.

The statutes that allowed this expenditure did not explicitly state a purpose.
Presumably, the purpose was, by encouraging developers to donate land, to help
schools meet the challenge of providing facilities when faced with rapid student
enrollment growth.

Taxpayers who donated land to educational institutions receive the main benefit. For
tax year 2018, very few taxpayers claimed this subtraction.

Not evaluated.
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1.302 OREGON 529 COLLEGE SAVINGS NETWORK

Oregon Statute: 316.699
Sunset Date: 12-31-2019
Year Enacted: 1999

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $12,900,000 $12,900,000
2021-23 Revenue Impact: Not Applicable $800,000 $800,000

NOTE: The revenue impact estimate includes the effect of the sunset.

DESCRIPTION: The Oregon 529 College Savings Network subtraction expired as of December 31,
2019. Nevertheless, there are revenue impacts for the 2019-21 and 2021-23 biennia
due to unused subtraction amounts carried forward to succeeding years. Carryforward
of unused amounts in excess of the limitations may be subtracted from taxable
income for up to four succeeding years after the donation. A taxpayer who donated in
the year of the sunset, 2019, may carry forward unused amounts through 2023.

A subtraction was allowed from individual taxable income for contributions made to
Oregon 529 College Savings Network accounts for higher education. The maximum
allowable carryforward subtraction amount for 2020 is $4,960 on a joint return or
$2,480 on all other returns and is annually adjusted for inflation through 2023. This
maximum applies to the combined total of ABLE account (see 1.306) and Oregon
529 College Savings Network contributions carried forward.

The proceeds of these accounts are meant to be used to pay higher education related
expenses for a designated beneficiary. Total contributions to these accounts were
allowed up to the amount necessary to cover the qualified higher education expenses
of the beneficiary or limits specified by the Oregon 529 Savings Board. Contributions
over the annual limit could be carried forward for up to four years. Beginning with
tax year 2012, taxpayers could make direct deposit contributions of personal income
tax refunds into accounts.

The revenue impact above includes only the impact of the state allowed subtraction
for contributions. Under federal law, contributions to these accounts are not tax
deductible. However, earnings on contributions and qualifying distributions from the
accounts are excluded from federal tax. The revenue impact and complete description
of federal tax benefits applicable to Oregon 529 College Savings Network accounts
are detailed in tax expenditure 1.002, Qualified Education Savings (Federal).

Federal tax reform passed by Congress in December 2017 (Public Law 115-97,
commonly known as the Tax Cuts and Jobs Act) extended the tax exemption for
earnings to distributions used to pay elementary and secondary school tuition. HB
4080 (2018) amended ORS 316.680 to specify that funds in Oregon 529 savings
plans could be used for higher education expenses only, and that earnings and
previously subtracted contributions that were withdrawn and used to pay K-12 costs
must be added to taxable income.

Legislation in 2019 (HB 2164) set a sunset date of December 31, 2019 for this
subtraction—with amounts over the annual limit allowed to be carried forward
through December 31, 2023—and replaced it with a refundable credit for
contributions to an Oregon 529 College Savings Network account. For details on the
new credit, see 1.405 Contributions to 529 Account.
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PURPOSE:

WHO BENEFITS:

EVALUATION:

The statute that allowed this expenditure did not explicitly state a purpose.
Presumably, the purpose was to increase the ability of families and individuals to
save for higher education.

Oregon personal income taxpayers who contribute to Oregon 529 College Savings
Network accounts. The table below shows usage of this subtraction for tax year 2018.

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking  Average Subtracted Impact Revenue Impact
of Full-Year Filers* Subtraction Subtraction ($ millions) ($ millions) by Income Group
Below $16,100 670 $2,000 $1.3 <$0.1 <1% |
$16,100 - $32,900 800 $1,650 $1.3 <$0.1 1% |
$32,900 - $57,100 2,020 $1,750 $3.5 $0.3 2% |
$57,100 - $100,100 7,490 $2,030 $15.2 $1.3 10% §
Above $100,100 36,660 $3,320 $121.8 $11.3 87%
All Full-Year Filers 47,640 $3,010 $143.2 $13.0 100%
Part-year and 1,460 $3,060 $4.5 $0.3

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 364,000)

Not evaluated.

1.303 SCHOLARSHIP AWARDS USED FOR HOUSING EXPENSES
Oregon Statute: 316.846

Sunset Date: None
Year Enacted: 1999

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable $1,100,000 $1,100,000

2021-23 Revenue Impact: Not Applicable $1,100,000 $1,100,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

A subtraction from taxable income is allowed for scholarship and fellowship income
used to pay for housing expenses. This provision extends the federal exclusion
described in tax expenditure 1.001, Scholarship and Fellowship Income, for income
received from scholarships and fellowships that is used for tuition and course-related
expenses only. The scholarship recipient must be either the taxpayer or a dependent
of the taxpayer and must be attending an accredited community college, college,
university, or other institution of higher education. A subtraction may not be allowed
under this section if the amounts are not included in the taxpayer's federal gross
income for the tax year or are taken as a deduction on the taxpayer's federal income
tax return for the tax year.

The statute that allows this expenditure does not explicitly state a purpose.
Presumably, the purpose is to help students meet the financial challenges of attending
college.

Individuals receiving scholarship or fellowship income to pay for housing expenses.
The table below shows usage of this subtraction for tax year 2018.
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2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking  Average Subtracted Impact Revenue Impact
of Full-Year Filers* Subtraction Subtraction ($ millions) ($ millions) by Income Group
Below $16,100 850 $3,780 $3.2 $0.2 23% B
$16,100 - $32,900 730 $4,630 $3.4 $0.3 41%
$32,900 - $57,100 320 $5,100 $1.7 $0.1 22% W
$57,100 - $100,100 160 $4,760 $0.7 <$0.1 10% |l
Above $100,100 70 $4,970 $0.3 <$0.1 4% |
All Full-Year Filers 2,120 $4,380 $9.3 $0.7 100%
Part-year and 200 $4,540 $0.9  <$0.1

Nonresident Filers
*Each income group contains 20 percent of the full-year filers (approximately 364,000)

EVALUATION: provided by the Higher Education Coordinating Commission

This tax expenditure is a fiscally effective method of achieving its purpose, which is
to reduce the cost of higher education. It makes more funding available to these
students, allowing them to complete their education with less debt. The
preponderance of the expenditure is claimed by individuals that typically require the
greatest assistance managing the cost of attendance.

1.304 MEDICAL SUBTRACTION FOR ELDERLY

Oregon Statute: 316.693
Sunset Date: None
Year Enacted: 2013

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $61,900,000 $61,900,000
2021-23 Revenue Impact: Not Applicable $64,100,000 $64,100,000
DESCRIPTION: The amount an individual pays for medical care that is not compensated for by

insurance or otherwise may be subtracted from their federal taxable income for
purposes of calculating Oregon personal income tax liability. Medical care for
dependents is not allowed to be subtracted under this provision.

This subtraction is only available if the individual taxpayer has attained the age of:
e 62 before the end of the tax year for 2013

e 63 before the end of the tax year for 2014 and 2015

o 64 before the end of the tax year for 2016 and 2017

e 65 before the end of the tax year for 2018 and 2019

e 66 before the end of the tax year for 2020 and later.
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PURPOSE:

WHO BENEFITS:

EVALUATION:

The maximum allowable subtraction of medical expenses attributable to each
individual taxpayer meeting the age requirement depends on filing status and income:

Maximum Allowable

Federal Adjusted Subtraction per
Filing Status Gross Income Qualifying Individual
Single or Married Filing Below $25,000 $1,800
Separately $25,000 - $49,999 $1,400
$50,000 - $99,999 $1,000
Above $100,000 $0
Married Filing Jointly, Below $50,000 $1,800
Head of Household, or $50,000 - $99,999 $1,400
Qualifying Widow(er) ~ $100,000 - $199,999 $1,000
Above $200,000 $0

Legislation in 2013 (HB 3601) created this subtraction to replace the former Oregon
Additional Medical Deduction for Elderly, which, when combined with the federal
deduction, allowed taxpayers age 65 and older to deduct the full amount of, and
taxpayers age 62 through 65 to deduct most of, their medical and dental expenses
from Oregon taxable income.

The statute that allows this expenditure does not explicitly state a purpose.
Presumably, the purpose is to offset the costs of medical and dental expenses for
older taxpayers. The itemized deduction of the former expenditure was converted to a
subtraction so that it would be available to all eligible taxpayers, whether they use the
standard deduction or itemize their deductions.

Older taxpayers with medical and dental expenses. Approximately 284,500 returns
used the subtraction for tax year 2018. The average subtracted amount per tax return
was approximately $1,600.

The table below shows usage of this subtraction for tax year 2018.

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking  Average Subtracted Impact Revenue Impact
of Full-Year Filers* Subtraction Subtraction ($ millions) ($ millions) by Income Group
Below $16,100 47,320 $1,100 $52.2 $1.2 4% |
$16,100 - $32,900 48,930 $1,610 $78.9 $4.2 14% J
$32,900 - $57,100 51,370 $1,800 $92.5 $6.4 22% W
$57,100 - $100,100 75,460 $1,720 $130.1 $10.6 36% I
Above $100,100 47,490 $1,650 $78.6 $6.9 24% B
All Full-Year Filers 270,560 $1,600 $432.3 $29.4 100%
Part-year and 13,990 $1,550 $21.6 $0.9

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 364,000)

provided by the Department of Human Services

This tax measure seems to meet its purpose in allowing older individuals to deduct
expenses for their medical and dental care from their Oregon taxable income. This
allows individuals to keep or have more income available to them to support them
remaining independent and less likely to use other state and federal programs.
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1.305 ADDITIONAL DEDUCTION FOR ELDERLY OR BLIND
Oregon Statute: 316.695(7)

Sunset Date: None
Year Enacted: 1989

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable $22,200,000 $22,200,000

2021-23 Revenue Impact: Not Applicable $23,100,000 $23,100,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

EVALUATION:

Taxpayers who are age 65 or over and those who are blind receive a larger Oregon
standard deduction from personal taxable income based on their filing status. For
taxpayers who are single or head of household, the additional amount is $1,200 per
qualifying condition. For all other filers, the additional amount is $1,000 per
qualifying condition. For example, the additional deduction amount is $2,400 if a
single taxpayer is age 65 or over and blind. This tax expenditure does not benefit
taxpayers who itemize deductions for Oregon because they do not use the standard
deduction. Taxpayers can take advantage of both this expenditure and 1.304, Medical
Subtraction for Elderly.

The statute that allows this expenditure does not explicitly state a purpose.
Presumably, the purpose is to provide tax relief to Oregon taxpayers who are elderly
or blind.

The table below shows usage of this subtraction for tax year 2018.

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking  Average Subtracted Impact Revenue Impact
of Full-Year Filers* Subtraction Subtraction ($ millions) ($ millions) by Income Group
Below $16,100 37,470 $1,110 $50.9 $1.2 1% i
$16,100 - $32,900 22,520 $1,090 $31.3 $2.2 21% W
$32,900 - $57,100 20,440 $1,080 $28.4 $2.3 22% B
$57,100 - $100,100 22,230 $1,050 $32.6 $2.8 2%
Above $100,100 13,310 $1,030 $21.5 $1.9 19% B
All Full-Year Filers 115,980 $1,080 $164.7 $10.3 100%
Part-Year and 11,120 $390 $5.7 $0.4

Nonresident Filers
*Each income group contains 20 percent of the full-year filers (approximately 364,000)

Since both taxpayers can claim this deduction on a joint return, the 127,100 filed tax

returns that took the subtraction presented in the above table represent approximately
167,100 individuals claiming the additional deduction. The majority, about 164,700,

are elderly individuals.

provided by the Department of Human Services

This tax expenditure achieves its purpose and is effective in promoting independence
among its recipients. The deduction allows for greater disposable income for eligible
individuals and helps build individual self-sufficiency. This money enables
individuals to avoid needing other services offered by the state Department of Human
Services. It is most beneficial to those people who are on the margin between self-
reliance and reliance on the state.
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1.306 ABLE ACCOUNT CONTRIBUTIONS

Oregon Statute: 316.699
Sunset Date: 12-31-2019

Year Enacted: 2015

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Not Applicable Less than $100,000 Less than $100,000

NOTE: The revenue impact estimate includes the effect of the sunset.

DESCRIPTION:

The ABLE (Achieving a Better Life Experience) Account Contributions subtraction
expired as of December 31, 2019. Nevertheless, there are revenue impacts for the
2019-21 and 2021-23 biennia due to unused subtraction amounts carried forward to
succeeding years. Carryforward of unused amounts in excess of the limitations may
be subtracted from taxable income for up to four succeeding years after the donation.
A taxpayer who donated in the year of the sunset, 2019, may carry forward unused
amounts through 2023.

A subtraction was allowed from individual taxable income for contributions made to
an Oregon ABLE account when the contributions were made before the designated
beneficiary of the account was 21 years old. The maximum allowable carryforward
subtraction amount for 2020 is $4,960 on a joint return or $2,480 on all other returns
and is annually adjusted for inflation through 2023. This maximum applies to the
combined total of ABLE account and Oregon 529 College Savings Network (see
1.302) contributions carried forward.

The proceeds of these accounts are meant to be used to pay qualified disability
expenses, including education, housing, employment training and support, health
care, and financial management, of the designated beneficiary. Individuals diagnosed
with a disability before the age of 26 are eligible for an Oregon ABLE Savings Plan
account. Up to $100,000 can be saved within an ABLE account without the assets
affecting federal and state benefits, and $15,000 can be contributed annually. The
2017 Tax Cuts and Jobs Act (TCJA) temporarily expanded this provision for tax
years 2018 through 2025. Beyond the standard annual contribution limit, an
employed designated beneficiary is allowed to contribute an additional amount up to
the lower of the prior year’s poverty level for a household of one or the beneficiary’s
compensation in the tax year. The TCJA also allows rollovers from 529 plans owned
by the beneficiary or a family member into an ABLE account (subject to contribution
limits).

Oregon legislation in 2017 (SB 1027) amended the law so that, in the event of the
death of the designated beneficiary, the money in the ABLE account can be
transferred to the estate of the beneficiary or to another eligible individual’s ABLE
account.

The revenue impact above includes only the impact of the state allowed subtraction
for contributions. Under federal law, contributions to these accounts are not tax
deductible. However, earnings on the contributions and qualifying distributions from
the accounts are excluded from federal tax. The revenue impact and complete
description of federal tax benefits applicable to ABLE accounts are detailed in tax
expenditure 1.009, ABLE Account Earnings.

Legislation in 2019 (HB 2164) set a sunset date of December 31, 2019 for this
subtraction—with amounts over the annual limit allowed to be carried forward
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PURPOSE:

WHO BENEFITS:

EVALUATION:

through December 31, 2023—and replaced it with a refundable credit for
contributions to an ABLE account. For details on the new credit, see 1.411
Contributions to ABLE Account.

The statute that allowed this expenditure did not explicitly state a purpose. According
to the legislative staff revenue impact statement for the bill that created the Oregon
subtraction, SB 777 (2015), the purpose was “...to help people with disabilities to
save money for necessary expenses to meet the challenges of life.”

In tax year 2018, about 430 personal income taxpayers saved approximately $150, on
average, using this subtraction.

Not evaluated.

1.307 SOCIAL SECURITY BENEFITS (OREGON)
Oregon Statute: 316.054

Sunset Date: None
Year Enacted: 1985

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable $924,200,000 $924,200,000

2021-23 Revenue Impact: Not Applicable $1,018,900,000 $1,018,900,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

Social Security and Railroad Retirement Board benefits are exempt from Oregon
personal income tax. A portion of Social Security and Railroad Retirement Board
benefits are considered nontaxable at the federal level. Oregon extends the tax
exemption to the full amount of benefits. As a result, there are two tax expenditures
pertaining to these benefits. This tax expenditure pertains to those benefits that are
exempt only in Oregon (i.e., they are taxable at the federal level). The tax
expenditure pertaining to those benefits that are exempt at both the federal level and
in Oregon is 1.011, Social Security Benefits (Federal).

The statute that allows this expenditure does not explicitly state a purpose. According
to the Official 1986 Primary Voters’ Pamphlet, “Social Security benefits are the basic
retirement income for many Oregonians. These benefits do not provide an adequate
standard of living. The erosion of these benefits through taxations would place an
undue hardship on many Oregonians least able to pay. The taxation of Social
Security benefits would also be unfair. Social Security recipients paid income taxes
on their contribution to Social Security during their many years of work. It would be
unfair to tax these benefits after retirement.”

Oregon taxpayers who receive federally taxable Social Security or Railroad
Retirement Board benefits.

For tax year 2018, the table below shows the combined usage of this subtraction and
the federal exclusion, 1.011, Social Security Benefits (Federal).
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EVALUATION:

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers with Average SS Benefits Impact Revenue Impact
of Full-Year Filers* SS Benefits SS Benefit ($ millions) ($ millions) by Income Group
Below $16,100 93,460 $1,010 $1,800.2 $94.7 13% fi
$16,100 - $32,900 66,660 $1,620 $1,411.3 $107.8 14% B
$32,900 - $57,100 65,430 $1,790 $1,421.5 $117.1 16% N
$57,100 - $100,100 93,890 $2,030 $2,199.0 $190.4 25% M
Above $100,100 89,980 $2,680 $2,659.6 $241.2 32%
All Full-Year Filers 409,410 $1,840 $9,491.5 $751.3 100%
Part-year and 39,610 $530 $2002  $21.1

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 364,000)

provided by the Department of Human Services

This tax expenditure achieves its purpose; however, the issue continues to be the
focus of significant national discussion and debate. While this tax subtraction
provides the recipients with more disposable income, some are concerned over the
viability of the Social Security benefits system in the long term. Retirement index
data forecasts that retirement programs and savings patterns of persons aged 30-48
years are not adequate to maintain these individuals at a living standard
commensurate with their current living standards. Projections suggest that the rate of
retirement savings must increase threefold from present standards in order to
accomplish this future parity. The inability to achieve this parity will cause greater
numbers of people to look to government service programs to assist them. The
present population of those ages 3048 years is substantial, and this program could
have a dramatic impact when they reach the retirement age.

1.308 FILM PRODUCTION LABOR REBATE

Oregon Statute: 316.698 and 317.394
Sunset Date: Taxpayers must receive certification by 12-31-2023

Year Enacted: 2005

Corporation Personal Total
2019-21 Revenue Impact: Less than $100,000 $800,000 $800,000
2021-23 Revenue Impact: Less than $100,000 $800,000 $800,000

DESCRIPTION:

Labor rebate payments are excluded from taxation for individuals or corporations that
incur $1 million or more in actual expenses for film, commercial, or television show
production in Oregon. For S-corporations and other pass-through entities that have
qualifying income for the subtraction, the subtraction is shared by the shareholders
and subtracted from their Oregon personal income tax. The Oregon Film and Video
Office (OFVO) certifies persons or businesses engaging in qualifying film production
as eligible for the labor rebate, commonly known as the Greenlight Oregon Labor
Rebate, if it is reasonably likely that the person or business will incur actual expenses
of at least $1 million. Upon completion of the film production, OFVO verifies actual
expenses and disallows the rebate if actual expenses are less than $1 million.
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PURPOSE:

WHO BENEFITS:

EVALUATION:

The labor rebate is equal to 6.2 percent of the payroll, for which Oregon personal
income tax withholding applies, paid during qualifying film production. The amounts
withheld are paid to the Department of Revenue and then transferred to the
Greenlight Oregon Labor Rebate Fund (GOLRF).

Legislation in 2017 extended the scheduled sunset of the provision from December
31, 2017 to December 31, 2023 (HB 2244).

The statutes that allow this expenditure do not explicitly state a purpose. According
to the legislative staff revenue impact statement for HB 2244 (2017), the purpose of
this provision is “...to maximize the value of the Greenlight Oregon Labor Rebate
Fund.”

Individuals and businesses engaging in film production with expenses over $1
million who receive labor rebate payments from the GOLRF. The Department
transferred $3.6 million to the GOLRF in fiscal year 2019 and $4.3 million in fiscal
year 2020.

provided by the Oregon Film and Video Office

This tax expenditure achieves its purpose of retaining and recruiting film production
in the state and generating associated spending and employment. Without this
program, there would undoubtedly be a drop in activity for Oregon's film, television,
and commercial industry.

The GOLREF, in tandem with the Oregon Production Investment Fund (OPIF), is
integral in Oregon's ability to compete with the more than 30 other US states that
offer production incentives and is directly responsible for the $280 million of direct
film, television, and commercial production spending that was recorded in the 2017-
2019 biennium. This number includes more than $30 million of local commercial
production spending directly attributed to the GOLRF program.

In addition to helping recruit out-of-state productions into Oregon, this program also
supports Oregon's local production industry. Oregon-based commercial production
companies utilize GOLRF to increase their competitive edge to both create work here
in the state for export and to attract work into the state, creating a more sustained
workforce and a stronger company foundation. Combined, GOLRF and OPIF have
accounted for a more than $1.5 billion in direct production spending in Oregon since
the program’s inception in 2005, currently affecting more than 3000 jobs on an
annual basis on more than 100 Oregon-based projects.

GOLRF has been integral to creating a balanced system that imports work into the
state as much as creates and retains work from established companies and individuals
already located here in the state. In fact, GOLRF was an instrumental tool in
recruiting three animated feature films to Oregon, creating job opportunities for more
than 500 people on those projects over a 3-year production period. Oregon’s media
incentive programs are instrumental in making media work more competitive here in
Oregon in a national landscape that includes many states offering better Film &
Media incentive programs.
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1.309 ARTIST'S CHARITABLE CONTRIBUTION

Oregon Statute: 316.838
Sunset Date: None
Year Enacted: 1979

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Not Applicable Less than $100,000 Less than $100,000
DESCRIPTION: Under section 170 of the federal Internal Revenue Code, artists can deduct the costs

of materials used to produce artworks donated as charitable contributions. Oregon
law is more generous than the federal provision for charitable contributions, in that it
allows artists liable for Oregon personal income taxes to subtract from taxable
income the fair market value of the art, not just the costs of materials.

Due to the passage of HB 2060 in 2013, artists cannot use this subtraction if the
donation was to a charitable organization disqualified from receiving tax deductible
contributions due to not spending at least 30 percent of its total annual functional
expenses on program services.

PURPOSE: The statute that allows this expenditure does not explicitly state a purpose.
Presumably, the purpose is to encourage the donation of artists’ works to charitable

organizations.

WHO BENEFITS: Acrtists who donate their art to charitable organizations benefit from this expenditure.
For tax year 2018, approximately 390 personal income taxpayers claimed an average
subtraction of $1,120, resulting in a tax savings of $90 per taxpayer.

EVALUATION: Not evaluated.

1.310 OREGON INVESTMENT ADVANTAGE

Oregon Statutes: 316.778 and 317.391

Sunset Date: None
Year Enacted: 2001

2019-21 Revenue Impact:

Corporation
Not Available*

Personal
Not Available*

Total
Not Available*

2021-23 Revenue Impact:

Not Available*

Not Available*

Not Available*

* |n certain cases, to conform with taxpayer privacy disclosure laws, revenue impact numbers are not
provided for tax expenditures that may affect at most a few taxpayers.

DESCRIPTION: Income from business operations at a certified facility may be subtracted for up to 10
consecutive years from Oregon taxable income on personal or corporate tax returns.
For S corporations and other pass-through entities that have qualifying income, the
subtraction is distributed among the shareholders or owners of the business to
potentially reduce their Oregon personal income taxes. To be eligible for the
subtraction, the business must apply for preliminary certification from the Oregon
Business Development Department (OBDD) before hiring employees, starting
construction, making improvements, or beginning operations at the facility. To
qualify for preliminary certification, all of the following must be true:
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e The proposed facility site is in an eligible county (see below), and
(i) inside the urban growth boundary of a city of 15,000 or fewer residents, or
(i) on industrially zoned land in a larger city or unincorporated area.

e The proposed facility is intended to operate for at least 10 years.

e The proposed operations at the facility constitute new business operations, unlike
what the business does anywhere else in Oregon.

e These operations do not compete with existing employers in the city, port, or
county where the facility is located.

e The city, port, or county does not formally object within 60 days.

e The business intends to hire five or more full-time, year-round employees, who
for preliminary certification applications submitted to OBDD:

o between July 1, 2011, and October 5, 2017, receive compensation (wages
and benefits) at least 50 percent higher than the per capita personal income
(PCPI) for the county at the time of the application, or at least equal to
county PCPI while providing health insurance benefits, or,

o since October 6, 2017 (HB 2066, 2017):
(i) receive compensation meeting the above minimums or that is at least 30
percent more than county PCPI for locations outside any metropolitan
statistical area, and
(ii) (in all cases) receive an average annual wage at least equal to the then
current average wage for the county.

Since July 1, 2016, a narrowed statutory definition for eligible counties has been in
effect: those recently ranked economically among the worst half of all Oregon
counties in terms of both PCPI and annual unemployment rates. In 2020, this meant
that businesses may apply to receive preliminary certification for locations only in
14 counties: Baker, Crook, Curry, Douglas, Grant, Harney, Jefferson, Josephine,
Klamath, Lake, Linn, Umatilla, Union, and Wheeler.

In order to claim the subtraction, a preliminarily certified business needs to apply
annually to OBDD for certification and confirm compliance with hiring and
compensation requirements. The Legislature in 2011 permanently delayed the first
certification application until not less than 24 months after facility operations had
commenced, in the case of any business applying for preliminary certification on or
after July 1, 2011, which was done to offset the then estimated revenue impact of
reinstating somewhat broader county eligibility criteria from 2011 to 2016. If the
business does not comply in a particular year when seeking certification, it is
disqualified from the program for that year and any subsequent year.

For a corporation, the amount of subtracted income is determined by multiplying the
corporation’s taxable income by the sum of:

e Fifty percent of the ratio of the payroll of the business from employment at the
certified facility to total statewide payroll of the business, and

o Fifty percent of the ratio of the value of the property of the business at the
certified facility to the value of the property of the business statewide.

For a personal income taxpayer who qualifies for a subtraction as a shareholder or
owner of an S corporation or other pass-through entity that operates a certified
facility, the amount of subtracted income is determined by multiplying the taxpayer’s
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PURPOSE:

WHO BENEFITS:

EVALUATION:

federal taxable income (limited for non-residents or part year residents to Oregon-
sourced federal taxable income) by the product of:

e The ratio of the taxpayer’s portion of federal adjusted gross income from the
business to the taxpayer’s total federally adjusted gross income, and

e The ratio of business income derived from sales at the certified facility to sales
from all the business’s activities.

The statutes that allow this expenditure do not explicitly state a purpose. Presumably,
the purpose is to encourage business development in low income areas with high
unemployment rates, especially those areas with low population.

Businesses investing in new facilities in areas with relatively high unemployment and
low income.

During the 2020 fiscal year, OBDD issued annual certifications for seven businesses.
The number of certifications can fluctuate because business may opt not to seek
certification for a given year.

provided by the Oregon Business Development Department

Depending on a business firm’s state income tax situation and the nature of the
facility, this exemption of taxable income—as a type of state tax holiday—may seem
quite enticing for developments ranging from those by small business owners to very
large corporate projects in certain parts of rural Oregon, where it is otherwise
challenging to spur economic activity and diversity. It is, however, a complex
incentive, requiring sophisticated tax knowledge to even estimate the probable,
medium-term savings in any given case.

After 2011, new preliminary certification applications dropped off, probably due in
part to further statutory complexities that hindered communication and marketing of
this tax exemption, despite the five-year reinstatement of slightly broader eligibility
criteria. More recently, interest and understanding for the program at the local level
has improved somewhat; from 2016 to 2019, 11 business firms received preliminary
certification, several of which will begin claiming subtractions within a couple of
years, involving as much as 400 direct, additional jobs. Currently certified business
firms employ just over 300 persons full-time with excellent levels of compensation
for rural Oregon.

As Oregon’s only significant incentive for business development based on state
income taxes, this expenditure is valuable in fostering private investments to help
counterbalance conditions in parts of Oregon that lag behind urban centers. Not only
is it unique, but the tax benefit does not depend on the sheer size of new capital
outlays like a property tax abatement, for example, expenditure 2.013, Enterprise
Zone Business. Even though its geographic focus is still quite narrow within rural
Oregon, and despite other restrictions on its being used, it has served as a critical
driver in advancing certain projects.

Further analysis would need to take these geographic objectives into account, as well
as incremental tax effects among a relatively small number of situations. Business
Oregon presently lacks access to data and resources to address such issues fully.

It may be noted, however, that while an analogous income tax credit would be
simpler to communicate to businesses, this expenditure is less comparable to a direct
government expenditure than a credit would be, in that the taxes abated by this
expenditure might relate more directly to otherwise additional state tax revenues,
such that there is not necessarily as much of a net fiscal loss. Other advantages over a
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direct expenditure include individual business people’s determining where and what
investments are economically cost-effective under the current tax structure, market
conditions and so forth, as well as avoiding bureaucratic administrative costs,
complications and resource allocation inefficiencies. Nevertheless, it is not as finely
controllable as a direct expenditure might be for policy purposes.

Other than its policy bias toward rural locations and against straightforward
expansions by existing business operations, this tax expenditure does not favor one
group of industries in Oregon over another. Finally, like a tax credit, its effectiveness
as an incentive still depends on the taxpayer’s having an Oregon tax liability, but the
10-year exemption period and potential of the tax savings’ relating to new,
incremental taxable income would mitigate that problem.

1.311 DIVIDEND RECEIVED FROM AN IC-DISC
Oregon Statute: 316.749(1)

Sunset Date: None
Year Enacted: 2013

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $14,300,000 $14,300,000
2021-23 Revenue Impact: Not Applicable $14,300,000 $14,300,000

DESCRIPTION:

Personal income taxpayers may subtract from Oregon taxable income any dividend
received since 2013 from an Interest Charge — Domestic International Sales
Corporation (IC-DISC) that was formed on or before January 1, 2014 if the IC-DISC
is subject to tax under ORS 317.283(2)(a). An IC-DISC is defined in section 992 of
the Internal Revenue Code.

As a simple overview, an export-oriented business creates an IC-DISC. The business
then makes commission payments to the IC-DISC as a percentage of export sales.
This income to the IC-DISC is then returned to the owners or shareholders of the
business as dividends. In most cases, aside from other functions or services
performed through the 1C-DISC, the amount of commission payments will equal the
amount of dividend payments. The diagram below shows this simplified flow of
funds.

Commision Payments |
Export v
Business

IC-DISC

Dividend Payments

At the federal level, regardless of when the IC-DISC was formed, an IC-DISC is not
subject to federal income taxes and the dividends are taxed at the lower capital gains
tax rate rather than the standard federal personal income tax rate.

At the state level, taxation of an IC-DISC depends on when the IC-DISC was formed.
First, the commission payments to an IC-DISC are deductible if the IC-DISC was
formed on or before January 1, 2014. Second, the IC-DISC formed before 2014 is
taxed at a rate of 2.5 percent on its commissions received (see In Lieu below). Third,
the owners or shareholders of the IC-DISC subtract the IC-DISC dividends on their

112




Chapter 1 — Income Tax
Section 1.3 — Oregon Subtractions

PURPOSE:

WHO BENEFITS:

IN LIEU:

EVALUATION:

personal income tax returns. In general, the net effect of the flow of payments is that
the 1C-DISC income distributed to the IC-DISC’s owners or shareholders is taxed at
a rate of 2.5 percent rather than at the prevailing marginal income tax rate of typically
9 or 9.9 percent.

For Oregon export businesses that created an IC-DISC after January 1, 2014, the
IC-DISC is disregarded and dividends paid by it to the export business are treated as
regular taxable income.

The statute that allows this expenditure does not explicitly state a purpose. According
to the legislative staff revenue impact statement for HB 3601 (2013 Special Session),
the purpose of this provision “...is to encourage export activity of Oregon based
businesses.”

Taxpayers with taxable personal income who receive a dividend from an IC-DISC
that was formed on or before January 1, 2014. In tax year 2018, about 270 personal
income taxpayers saved approximately $33,900 in tax, on average, using this
subtraction. The table below shows usage of this subtraction for tax year 2018.

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking  Average Subtracted Impact Revenue Impact
of Full-Year Filers* Subtraction Subtraction ($ millions) ($ millions) by Income Group
Below $16,100 <10 NA $0.2 $0.0 <1%
$16,100 - $32,900 <10 NA <$0.1 <$0.1 <1% |
$32,900 - $57,100 <10 NA <$0.1 <$0.1 <1% |
$57,100 - $100,100 <10 $29,750 $0.3 <$0.1 <1% |
Above $100,100 230  $265,720 $59.8 $5.6 >99% [N
All Full-Year Filers 240 $250,050 $60.3 $5.7 100%
Part-year and 30  $1,166,130 $36.1 $3.6

Nonresident Filers
*Each income group contains 20 percent of the full-year filers (approximately 364,000)

An IC-DISC is taxed on income at a rate of 2.5 percent. For tax year 2017,
approximately 260 IC-DISCs paid a total of $2.8 million in income tax.

provided by the Oregon Business Development Department

This tax expenditure may bolster foreign sales activity for certain Oregon exporters
that work with IC-DISCs formed before 2014 especially during the brief period
immediately following passage of HB 3601 by the 2013 special session of the
Legislature, which could have an ongoing benefit to the Oregon economy.
Nationally, this is the intent of the federal law that provides for IC-DISCs in the first
place; for any IC-DISC formed after 2013, Oregon provisions for affected taxpayers
operate more restrictively with respect to state taxable income compared to federal
tax returns. The department lacks data or direct experience to address this
expenditure further.
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1.312 INDIVIDUAL DEVELOPMENT ACCOUNTS (EXCLUSION AND
SUBTRACTION)

Oregon Statute: 316.848

Sunset Date: None
Year Enacted: 1999

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable Less than $100,000 Less than $100,000

2021-23 Revenue Impact: Not Applicable Less than $100,000 Less than $100,000

DESCRIPTION:

PURPOSE:

Contributions, matching deposits (from fiduciary organizations), and account
earnings of individual development accounts (IDASs) for low income households are
exempt from state income tax if funds are withdrawn for approved purposes.
Contributions to the accounts by the account holder are subtracted from federal
taxable income of the account holder as they are made, and the matching deposits and
account earnings are exempt from taxation until withdrawn. If withdrawals from the
account are for a qualified purpose, the entire withdrawal is exempt from taxation.
For this subtraction, low income households are defined as those having a net worth
less than $20,000 and income no greater than 80 percent of the area median
household income as determined by the U.S. Department of Housing and Urban
Development.

The Oregon Housing and Community Services Department (OHCS) administers the
Oregon IDA Initiative through Neighborhood Partnerships, which selects fiduciary
organizations to manage the IDAs. These fiduciary organizations may establish lower
thresholds for income and net worth of account holders than prescribed by statute.
Approved purposes for which withdrawals may be made include: acquiring
postsecondary education, the first time purchase of a primary residence, certain
improvements and repairs to a primary residence, purchase of equipment or training
needed to obtain or maintain employment, saving for retirement, and capitalization of
a small business. Account holders may not accrue more than $3,000 of matching
funds in any 12-month period. OHCS establishes a maximum total amount of state
directed resources that may be used as matching funds for asset purchase for each
individual development account.

Amounts remaining in accounts after asset purchase may be rolled over into qualified
tuition savings program accounts. Legislation in 2015 (HB 2171) provided that,
beginning with tax year 2016, accounts established for retirement savings may be
rolled over into an individual retirement account, a retirement plan, or a similar
account or plan established under the Internal Revenue Code.

There is one other tax expenditure closely related to this program: 1.427, Individual
Development Account Donation (Credit), provides a credit for individuals or
businesses that make contributions to the Oregon IDA Initiative through
Neighborhood Partnerships to support IDA programs.

The statute that allows this expenditure does not explicitly state a purpose.
Presumably, the purpose is to help lower income Oregonians obtain the assets needed
to become economically more resilient by instituting an asset-based prosperity
strategy that promotes improved personal financial management and savings and the
accumulation of key assets.
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WHO BENEFITS: In tax year 2018, about 100 personal income taxpayers saved approximately $215, on
average, using this subtraction.
EVALUATION: Not evaluated.

1.313 MOBILE HOME PARK CAPITAL GAIN

Oregon Statute: Note following 316.792 and note following 317.401
Sunset Date: 12-31-2025
Year Enacted: 2005

Corporation Personal Total
2019-21 Revenue Impact: Less than $100,000 $200,000 $200,000
2021-23 Revenue Impact: Less than $100,000 $200,000 $200,000
DESCRIPTION: For tax years beginning January 1, 2006 through December 31, 2025, individuals or

corporations that sell a manufactured dwelling park may subtract the taxable gain
from Oregon taxable income if the sale was made to a corporate entity formed by
tenants of the park, or a nonprofit corporation or housing authority as described in
ORS 90.844. In 2019, the Legislature extended the sunset to December 31, 2025 (HB
2164).

PURPOSE: The statute that allows this expenditure does not explicitly state a purpose. According
to the legislative staff revenue impact statement for HB 2164 (2019), the purpose of
this subtraction is “to encourage sales of manufactured dwelling parks to a corporate
entity formed by the tenants of the park, or by a nonprofit corporation or housing
authority.”

WHO BENEFITS: Owners of manufactured dwelling parks who sell to one of the listed organizations
and have a gain as a result of the sale. Few taxpayers have used this expenditure.

EVALUATION: provided by the Housing and Community Services Department

Through General Housing Account Program (GHAP) and/or Housing Development
Grant Program (HDGP) funding, a number of manufactured home parks were
preserved and sold either to a nonprofit or to a resident nonprofit cooperative, where
the tenants form an organization to purchase the park. Preservation of parks is a
critical tool for retaining housing stock affordable to low-income Oregonians,
particularly for lower income rural communities. Nonprofits and resident nonprofit
cooperatives compete with private investors when manufactured dwelling parks are
for sale and this incentive provides a useful tool for encouraging park owners to
consider selling to nonprofits. Despite low usage, any incentive that promotes
retention on manufactured parks is absolutely meeting its objectives and is achieving
the purpose of the tax expenditure.
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1.314 FIRST-TIME HOME BUYER SAVINGS

Oregon Statute: 316.798
Sunset Date: 12-31-2026

Year Enacted: 2018

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable $900,000 $900,000

2021-23 Revenue Impact: Not Applicable $900,000 $900,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

EVALUATION:

A subtraction from Oregon taxable income is allowed for cash contributed by an
eligible account holder to an eligible first-time home buyer savings account. In
addition, earnings on the account, including interest and other income, are exempt
from state taxation until withdrawn by the taxpayer. A savings account is eligible if it
is established for the purpose of paying or reimbursing the down payment and
allowable closing costs for the purchase of a single-family residence in this state by
the account holder. An account holder is eligible if they are an Oregon resident and
haven’t owned or purchased a single-family residence within three years of
purchasing the single-family residence.

The subtraction may be claimed each year for up to ten years and can’t exceed
$5,000 for an account holder who files an individual return, or $10,000 for joint
account holders who file a joint return. Over the ten years the combined principal and
earnings per account holder that may be subtracted is limited to $50,000.

The subtraction is phased out for taxpayers with federal adjusted gross income of
$104,000 or more if filing individually, or income of $149,000 or more if filing a
joint return. The home must be purchased within ten years of opening the account.
Any amount that remains in the account at the end of the tenth year, and any amount
withdrawn and used for an unqualified purpose before the end of the ten-year period,
must be added back to income if previously subtracted, and is subject to a penalty.

People other than the account holder may contribute to an account established for this
program. However, only the account holder is eligible to claim this subtraction on
their Oregon return.

The law that allows this subtraction, Oregon Laws 2018, Chapter 109, states “The
Legislative Assembly finds that saving for a down payment and closing costs for the
purchase of a first home is challenging in the present economy. The first-time home
buyer savings account program will provide opportunities for Oregon residents to
save funds for first-time home ownership and will provide Oregonians with
meaningful incentives to save for the purchase of a first home.”

For tax year 2019, about 950 taxpayers claimed this subtraction, claiming on average
$427.

provided by the Housing and Community Services Department

Homeownership is a key tool for lifting families out of poverty and creating
generational wealth, which disproportionately impacts communities of color who
have been excluded from ownership through direct actions of governments, financial
institutions, and individual actors. OHCS doesn’t administer this program and
therefore cannot speak to the utilization rate or ultimate success.

116




Chapter 1 — Income Tax
Section 1.3 — Oregon Subtractions

1.315 MANUFACTURED DWELLING TENANT PAYMENT

Oregon Statute: 316.795 and 317.092
Sunset Date: None
Year Enacted: 2007

Corporation Personal Total
2019-21 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
DESCRIPTION: Under state law (ORS 90.645), an owner of a manufactured dwelling park is required

to pay each manufactured dwelling tenant if the tenant is forced to relocate because
the owner of the park is closing the park. The tenant receiving this money can
subtract this amount from their Oregon taxable income.

The payment amount depends on the size of the dwelling. Legislation in 2017 (HB
2008) increased the amounts for the payments and provided for the Office of
Manufactured Dwelling Park Community Relations to update the amounts annually
for inflation. As of 2020, the tenant of a single-wide manufactured dwelling will
receive $6,544; the tenant of a double-wide manufactured dwelling will receive
$8,725; and the tenant of a triple-wide manufactured dwelling will receive $10,906.

PURPOSE: The statutes that allow this expenditure do not explicitly state a purpose. Presumably,
the purpose is to provide financial assistance to manufactured dwelling owners who
are forced to relocate because of the closure of the manufactured dwelling park.

WHO BENEFITS: Residents of closed manufactured dwelling parks who receive payments from the
park owners. For tax year 2018, about 40 personal income taxpayers claimed this
subtraction.

EVALUATION: Not evaluated.

1.316 INTEREST FROM STATE AND LOCAL GOVERNMENT BONDS

Oregon Statute: 316.056
Sunset Date: None
Year Enacted: 1987

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $300,000 $300,000
2021-23 Revenue Impact: Not Applicable $300,000 $300,000
DESCRIPTION: Interest or dividends from all federally taxable bonds issued by Oregon state and

local governments may be subtracted from Oregon taxable income. This includes
interest or dividends received from obligations of counties, cities, local service
districts, special government bodies, the Oregon Health and Science University, or
other political subdivisions of Oregon that are authorized by the Legislative
Assembly to issue certain bonds. Bonds issued by the State Treasurer can be
subtracted from income for tax purposes only to the extent that the structure financed
is located within Oregon.

This provision also applies to nonqualified private activity bonds, which are bonds
primarily issued by local governments to help finance private developments.
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PURPOSE:

WHO BENEFITS:

EVALUATION:

This subtraction applies only to interest or dividends that are taxed at the federal level
but not by Oregon. See tax expenditure 1.050, Interest on Oregon State and Local
Debt, for information related to interest or dividends not taxed federally or by
Oregon.

The statute that allows this expenditure does not explicitly state a purpose.
Presumably, the purpose is to encourage the purchase of federally taxable bonds
issued by the State of Oregon and local governments in order to promote projects that
have public benefits.

Taxpayers holding these bonds benefit from the tax-free interest income. For tax year
2018, approximately 820 personal income taxpayers claimed an average subtraction
of about $2,220 using this provision. The State of Oregon and local governments also
benefit because this provision reduces the costs of borrowing.

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking  Average Subtracted Impact Revenue Impact
of Full-Year Filers* Subtraction Subtraction ($ millions) ($ millions) by Income Group
Below $16,100 60 $460 <$0.1 <$0.1 1% |
$16,100 - $32,900 80 $1,100 <$0.1 <$0.1 3% |
$32,900 - $57,100 130 $1,220 $0.2 <$0.1 9% |
$57,100 - $100,100 190 $1,600 $0.3 <$0.1 19% B
Above $100,100 340 $2,910 $1.0 $0.1 69% [N
All Full-Year Filers 800 $1,960 $1.6 $0.1 100%
Part-year and 20 $15130 <$0.1  <$0.1

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 364,000)
provided by the Oregon Business Development Department

Nearly every state provides an interest income exemption for bonds of in-state
municipal issuers. This allows municipal issuers to benefit from lower than market
interest rates. In addition, the subtraction encourages state residents to purchase
bonds of in-state issuers, which helps to create a market for the bonds and enhance
liquidity.

Very few nonqualified private activity bonds are issued in Oregon. Without the
federal tax exemption, most projects do not find this source of funding attractive
relative to conventional funding sources. In addition, private activity bonds are more
likely to be privately placed with institutional investors rather than sold to individual
investors, who would benefit from a personal tax subtraction.
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1.317 DEPLETION COSTS FOR METAL MINES

Oregon Statute: 317.374
Sunset Date: None
Year Enacted: Pre-1953

Corporation Personal Total
2019-21 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000

DESCRIPTION:

Oregon operators of timber, mines, fossil fuel wells and other natural deposits are

allowed a depletion allowance based on the cost of the property used to produce the
natural resources (known as cost depletion). A partial exception exists for Oregon
operators of metal mines which are allowed the option of calculating depletion using
the percentage depletion method as opposed to cost depletion which is considered the
standard method of accounting.

The percentage depletion method allows Oregon operators of metal mines to elect to
deduct a depletion allowance equal to 15 percent of the gross income from the metal
mine. Up to 50 percent of the net income from the metal mine may be deducted using
the depletion allowance based on gross income from the metal mine.

A tax expenditure exists if the percentage depletion method used by the metal mine
operator yields a greater tax benefit than the cost depletion method otherwise would.

PURPOSE:

The statute that allows this expenditure does not explicitly state a purpose.

Presumably, the purpose is to encourage discovery and development of metal
deposits by potentially reducing the taxes on mining operations.

WHO BENEFITS:
EVALUATION:

Not evaluated.

Metal mining companies using the percentage depletion method.

1.318 ENERGY CONSERVATION SUBSIDIES (OREGON)
Oregon Statutes: 316.744 and 317.386

Sunset Date: None
Year Enacted: 1981

Corporation Personal Total
2019-21 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000
2021-23 Revenue Impact: Less than $100,000 Less than $100,000 Less than $100,000

DESCRIPTION:

Cash payments provided by publicly and investor-owned utilities for the purchase or

installation of an energy conservation device under the Residential Energy
Conservation Act (ORS 469.631-469.687) can be subtracted from corporate and
personal taxable income. Cash payments received from the Oregon Housing and
Community Services Department for energy conservation in oil-heated dwellings are

also eligible.

For personal income taxpayers who receive cash payments from utilities as part of
energy conservation programs, federal law already exempts these payments for
residential energy customers from personal taxable income; see 1.037, Energy
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Conservation Subsidies (Federal). However, federal law does not exempt payments
received from entities other than utilities.

PURPOSE: The statutes that allow this expenditure do not explicitly state a purpose. Presumably,
the purpose is to promote energy conservation by encouraging owners of housing to
participate in conservation programs sponsored by utilities or the Oregon Housing
and Community Services Department.

WHO BENEFITS: Homeowners and contractors who receive payments from the Oregon Housing and
Community Services Department for completing weatherization or energy
conservation projects on oil-heated dwellings. The Oregon Housing and Community
Services Department expects to provide payments of approximately $75,000 per
year. Additionally, corporate owners of rental housing who receive cash payments
from utilities as part of energy conservation programs may benefit. Very few
corporations claim this subtraction.

EVALUATION: Not evaluated.

1.319 WET MARINE AND TRANSPORTATION POLICIES

Oregon Statute: 317.080(8)
Sunset Date: None
Year Enacted: 1995

Corporation Personal Total
2019-21 Revenue Impact: $2,200,000 Not Applicable $2,200,000
2021-23 Revenue Impact: $2,200,000 Not Applicable $2,200,000
DESCRIPTION: Foreign or alien insurers (those formed under the laws of a state other than Oregon or

a country other than the United States, respectively) that write wet marine and
transportation (often referred to as ocean marine) insurance are exempt from the
corporate excise tax and the retaliatory tax related to this line of business.
Specifically, they are allowed to subtract from taxable income the underwriting profit
derived from wet marine and transportation insurance. However, insurers that write
wet marine and transportation insurance pay a tax based upon underwriting profit
(net wet marine and transportation premiums less losses incurred and related
expenses) from these policies pursuant to ORS 731.824. This tax revenue goes to the
General Fund. As described in ORS 731.194, wet marine and transportation
insurance covers:

e The insurance of ships and freight

e The insurance of personal property in transport between countries or transported
by coast or inland waterways

e The insurance of railroads and aircraft along with their freight while engaged in
interstate transport or commerce.

HB 2787 (2019) created a premium tax on non-admitted insurers. This tax is
equivalent to 0.75 percent of premiums written for Oregon. Now, only admitted
insurers are exempt from corporate excise and retaliatory taxes for this line of
insurance.
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PURPOSE:

WHO BENEFITS:

IN LIEU:

EVALUATION:

The statute that allows this expenditure does not explicitly state a purpose.
Presumably, the purpose is to conform to other states’ tax treatment of wet marine
and transportation insurers.

Foreign or alien insurers who sell wet marine and transportation policies and
potentially their policyholders who include ports and interstate transportation
carriers, including marine, railroad, and aircraft, benefit by reducing the cost of
providing these transportation services.

A5 percent tax is imposed on the average wet marine insurance underwriting profit
during the previous three years. For calendar year 2017, 63 wet marine insurers had
premiums; 30 of these insurers paid about $60,000 in tax based on underwriting
profits from writing wet marine and transportation insurance.

provided by the Department of Consumer and Business Services

Wet marine and transportation insurers have been taxed only on their underwriting
profit since at least 1928. Wet marine and transportation is subject to federal law and
treaty. Taxing wet marine and transportation insurers based on underwriting profit
rather than gross premium helps to achieve uniformity among states. This method of
taxation ultimately benefits parties that purchase this type of insurance, such as ports
and interstate transportation carriers, including marine, railroad, and aircraft, by
reducing the cost of insurance (if the insurer passes the savings on to the insured).

If this tax expenditure were eliminated, Oregon would have a unique tax structure
compared to other states. If the tax subtraction were repealed, it could potentially put
the policy holders at a competitive disadvantage with other states.

1.320 HYDROELECTRIC DAM AND WATERWAY WORKERS
Oregon Statute: 316.127(8) and (10)

Sunset Date: None
Year Enacted: 1997

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable Not Available Not Available

2021-23 Revenue Impact: Not Applicable Not Available Not Available

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

Under federal law enacted in 1998 (P.L. 105-261), Oregon cannot tax nonresident
federal employees who provide services at federally owned hydroelectric facilities on
the Columbia River. In 2001, the Oregon Legislature (SB 426) made compensation
nontaxable when earned by any nonresident dam workers on the Columbia River, not
just nonresident federal employees working at the dams.

Under federal law approved in 2000 (P.L. 106-489), Oregon cannot tax nonresidents
working on vessels or ships that operate in navigable waters of more than one state.

The statute that allows this expenditure does not explicitly state a purpose.
Presumably, the purpose is to comply with federal law and simplify tax compliance
for nonresidents with regularly assigned duties in more than one state.

Nonresident workers at federal dams on the Columbia River and nonresident pilots,
captains, and crews of vessels operating in navigable waters of more than one state.
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EVALUATION:

provided by the Department of Revenue

This expenditure complies with federal law and also relieves the specified taxpayers
of the difficulty of determining the portion of income earned in Oregon while
working on dams or ships in border river areas.

1.321 INCOME EARNED IN “INDIAN COUNTRY”
Oregon Statute: 316.777

Sunset Date: None
Year Enacted: 1977

Corporation ' Personal ' Total

2019-21 Revenue Impact: Not Applicable $6,500,000 $6,500,000

2021-23 Revenue Impact: Not Applicable $6,800,000 $6,800,000

DESCRIPTION:

PURPOSE:
WHO BENEFITS:

EVALUATION:

Income earned within the boundaries of federally recognized “Indian country” (as
defined in 18 USC 1151) in Oregon by members of federally recognized American
Indian tribes is exempt from taxation under Oregon’s personal income tax. The
taxpayer must reside in Indian country in Oregon and the income must be earned in
Indian country to qualify for the exemption.

As defined in 18 USC 1151, “Indian country” means “(a) all land within the limits of
any Indian reservation under the jurisdiction of the United States Government,
notwithstanding the issuance of any patent, and, including rights-of-way running
through the reservation, (b) all dependent Indian communities within the borders of
the United States whether within the original or subsequently acquired territory
thereof, and whether within or without the limits of a state, and (c) all Indian
allotments, the Indian titles to which have not been extinguished, including rights-of-
way running through the same.”

To comply with federal law.

Tribal members who earn income in “Indian country.” The table below shows usage
of this subtraction for tax year 2018.

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking  Average Subtracted Impact Revenue Impact
of Full-Year Filers* Subtraction Subtraction ($ millions) ($ millions) by Income Group
Below $16,100 360 $8,490 $3.1 <$0.1 2% |
$16,100 - $32,900 480 $26,150 $12.6 $0.5 15% J
$32,900 - $57,100 460 $46,150 $21.0 $0.9 29% M
$57,100 - $100,100 260 $55,210 $14.2 $1.0 32%
Above $100,100 100 $90,570 $8.8 $0.7 22% B
All Full-Year Filers 1,650 $36,090 $59.7 $3.1 100%
Part-year and 30 $19,500 $0.6 $0.0

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 364,000)
provided by the Department of Revenue

This expenditure achieves its purpose of compliance with federal law.
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1.322 FEDERAL PENSION INCOME
Oregon Statute: 316.680(1)(e)

Sunset Date: None
Year Enacted: 1998

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable $130,900,000 $130,900,000

2021-23 Revenue Impact: Not Applicable $129,000,000 $129,000,000

DESCRIPTION:

PURPOSE:
WHO BENEFITS:

EVALUATION:

Pension income attributable to federal employment prior to October 1, 1991, is
exempt from the Oregon personal income tax. The subtraction is prorated based on
the number of months of federal employment prior to October 1991 versus the
months after October 1991.

This tax expenditure is the result of a series of legislative actions and court cases
through the 1990s which attempted to define a consistent tax policy toward
government pension income. This followed the 1989 U.S. Supreme Court ruling that
state pensions could not receive better tax treatment than federal pensions (Davis v.
Michigan, 489 U.S. 803).

To comply with federal law.
The table below shows usage of this subtraction for tax year 2018.

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking Average  Subtracted Impact Revenue Impact
of Full-Year Filers* Subtraction Subtraction ($ millions) ($ millions) by Income Group
Below $16,100 2,010 $9,050 $18.2 $0.3 <1% |
$16,100 - $32,900 5,770 $15,160 $87.5 $3.5 5% |
$32,900 - $57,100 8,180 $21,000 $171.7 $10.2 15% N
$57,100 - $100,100 12,010 $29,700 $356.6 $27.7 40% N
Above $100,100 10,610 $30,290 $321.3 $28.1 40% I
All Full-Year Filers 38,570 $24,770 $955.3 $69.7 100%
Part-vear and 830  $16,600 $13.7 $0.6

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 364,000)
provided by the Department of Revenue

This expenditure achieves its purpose of compliance with federal law.
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1.323 LEGISLATIVE PER DIEM AND ALLOWANCE

Oregon Statute: 171.072(7)
Sunset Date: None
Year Enacted: 1967

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $100,000 $100,000
2021-23 Revenue Impact: Not Applicable $100,000 $100,000
DESCRIPTION: Members of the Oregon Legislature are allowed to subtract from their Oregon taxable

income a legislative per diem or allowance received. Members receive a per diem for
each day that the Legislature is in session. In addition, members are entitled to a
monthly allowance for expenses incurred in the performance of official duties during
periods when the Legislature is not in session. Members may also receive mileage
reimbursement and a per diem for each interim day spent serving on a nonlegislative
committee or entity such as an interstate body or advisory committee. Further, when
the Legislature is not in session, members may receive mileage reimbursement for
periods spent working on a Legislative committee or task force.

Reimbursements of actual expenses related to legislative work, as well as ordinary
and necessary business expenses in excess of the reimbursements may also be
subtracted from income for state income tax purposes. Reimbursements by the state
for actual expenses for meals and lodging associated with state travel for the same
period during which a legislator receives per diem are subject to state income tax.

PURPOSE: The statute that allows this expenditure does not explicitly state a purpose.
Presumably, the purpose is to maintain the benefits available to members serving in
Oregon’s Legislature.

WHO BENEFITS: Members of the Oregon Legislative Assembly. For tax year 2018, 50 taxpayers
claimed an average subtraction of about $12,300, for an average tax savings of about
$1,050.

EVALUATION: Not evaluated.

1.324 OREGON STATE LOTTERY PRIZES

Oregon Statute: 461.560
Sunset Date: None
Year Enacted: 1985

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $200,000 $200,000
2021-23 Revenue Impact: Not Applicable $200,000 $200,000
DESCRIPTION: Oregon State Lottery (Lottery) prize winners may subtract from Oregon taxable

income winnings of up to $600 from Oregon taxable income. The $600 limit applies
to a single play of a single game.

Originally, all prizes awarded by the Lottery were exempt from tax. In 1997, the
Oregon Legislature changed the law so that only prizes up to and including $600
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PURPOSE:

WHO BENEFITS:

EVALUATION:

were exempt. However, individuals who purchased a winning ticket prior to January
1, 1998, may continue to subtract those winnings.

The statute that allows this expenditure does not explicitly state a purpose.
Presumably, the purpose is to enable ease of play and prize redemption for Lottery
game participants and to support ease of selling and prize payment for Lottery game
retailers.

For tax year 2018, approximately 470 personal income taxpayers claimed an average
subtraction of about $2,100 using this provision. The majority of the benefit is
derived from individuals subtracting winnings where the winning ticket was
purchased prior to January 1, 1998. The table below shows usage of this subtraction
for tax year 2018.

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking  Average Subtracted Impact Revenue Impact
of Full-Year Filers* Subtraction Subtraction ($ millions) ($ millions) by Income Group
Below $16,100 70 $1,630 $0.1 <$0.1 4% |
$16,100 - $32,900 70 $2,170 $0.2 <$0.1 13% Ji
$32,900 - $57,100 110 $1,700 $0.2 <$0.1 22% M
$57,100 - $100,100 130 $2,070 $0.3 <$0.1 30% M
Above $100,100 80 $2,940 $0.2 <$0.1 32% M
All Full-Year Filers 460 $2,090 $1.0 $0.1 100%
Part-year and 10 $2,090 <01 <8$0.1

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 364,000)

provided by the Oregon Lottery

This tax expenditure achieves its purpose and helps support the statutory purpose of
the Lottery: to generate profits for the public purpose without imposing additional or
increased taxes. Eliminating this tax expenditure would be a disincentive to players.
Generally, approximately 88 percent of all Traditional Lottery prizes won are less
than $600 and are paid to winners by a Statewide retailer network based on
contractual terms. The remaining prizes above $600 are subject to reporting and
taxation and/or withholding. Since 2009, the Lottery has changed the prize mix on
Video Lottery games offered to the public. In 2009 all Video Lottery prizes were
under $600 and therefore not subject to taxation. These prizes were paid by 3,200
retailers throughout the State. In 2010 Lottery began awarding prizes above $600
which were subject to reporting and tax withholding for State purposes. In 2009, no
W2G tax reporting documents were sent and reported to Oregon Department of
Revenue (DOR) for Video Lottery, however, in 2015 (based on the number of prizes
awarded above $600) 21,670 W2G’s were sent to DOR resulting in the remittance of
$475,297 in tax withholding. As with Traditional prizes, most video prizes (which are
also under $600) are paid directly by Lottery retailers. Changing the taxation and
reporting requirements for Video and Traditional prizes would require that winners
travel to claim centers for payment of smaller prizes and would be a burden for both
winners from an inconvenience perspective and the Lottery. Specifically, there would
be significant costs to program Lottery gaming systems and change processes to
accommaodate the tax change to send out reporting and withholding documents to all
players for prizes paid by Lottery. These costs would result in reduced funds
available as transfers to beneficiaries.
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Lottery continues to face declining sales related to the pandemic and competitive
pressures from other entertainment options and gambling opportunities (such as
illegal offshore gambling) for which players do not pay taxes. As an example, a loss
of even 1% of video sales over the last two fiscal years to competition would have
reduced transfers to the state by roughly $1.2 million.

1.325 FEDERAL INCOME TAX SUBTRACTION
Oregon Statutes: 316.680(1)(b), 316.685, and 316.695

Sunset Date: None
Year Enacted: 1929

Corporation Personal Total

2019-21 Revenue Impact: Not Applicable $850,200,000 $850,200,000

2021-23 Revenue Impact: Not Applicable $1,050,800,000 $1,050,800,000

DESCRIPTION:

PURPOSE:

WHO BENEFITS:

EVALUATION:

Taxpayers are allowed a limited subtraction for their current year’s federal income
tax liability after credits. The subtraction limit is up to $6,950 for 2020 (indexed to
inflation), except that those taxpayers who use a filing status of married filing
separately have a subtraction limit up to 50 percent of that amount or $3,475 for
2020.

The maximum subtraction limit is phased down for high income filers. Filers with a
filing status of single or married filing separately with an adjusted gross income of
$125,000 to $145,000 have a reduced limit, as do filers with a filing status married
filing jointly, head of household, or qualifying widow(er) with an adjusted gross
income of $250,000 to $290,000. For filers with an adjusted gross income above their
respective upper limit, no subtraction of their federal income tax is allowed.

The statutes that allow this expenditure do not explicitly state a purpose. Presumably,
the purpose is to help offset payments toward a federal income tax liability for
taxpayers whose income is below a certain threshold.

The table below shows usage of this subtraction for tax year 2018.

2018 Personal Income Tax Filers

Number of Total Revenue Percent of
Income Group Filers Taking  Average Subtracted Impact Revenue Impact
of Full-Year Filers* Subtraction Subtraction ($ millions) ($ millions) by Income Group
Below $16,100 51,640 $210 $10.7 $0.9 <1% |
$16,100 - $32,900 219,540 $1,150 $251.5 $21.8 5% |
$32,900 - $57,100 283,440 $2,830 $802.7 $70.2 17% N
$57,100 - $100,100 336,590 $5,130 $1,727.6 $153.0 37% N
Above $100,100 299,570 $6,230 $1,867.4 $167.6 41% N
All Full-Year Filers 1,190,770 $3,910 $4,660.0 $413.5 100%
Part-Year and 175,970 $1,960 $3452  $27.2

Nonresident Filers

*Each income group contains 20 percent of the full-year filers (approximately 364,000)
provided by the Department of Revenue

This provision achieves its purpose to help offset payments towards a federal income
tax liability for taxpayers whose income is below a certain threshold.
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1.326 MILITARY ACTIVE DUTY AND RELATED PAY

Oregon Statutes: 316.792
Sunset Date: None
Year Enacted: 1969

Corporation Personal Total
2019-21 Revenue Impact: Not Applicable $45,900,000 $45,900,000
2021-23 Revenue Impact: Not Applicable $47,200,000 $47,200,000
DESCRIPTION: Typically, taxpayers who are military members who are Oregon residents or

domiciled in Oregon may subtract up to $6,000 of military pay from Oregon taxable
inc