A Simple Fix for a $17 Billion Loophole
How States Can Reclaim Revenue Lost to Tax Havens

EXECUTIVE SUMMARY:

Every year, corporations use complicated schemes to shift U.S.
earnings to subsidiaries in offshore tax havens—countries with minimal
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or no taxes—in order to reduce their state and federal income tax e
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liability by billions of dollars.

Meanwhile, smaller, wholly-domestic U.S. businesses cannot game the
system in the same way. The result is that large multinational
businesses compete on an uneven playing field, avoiding taxes that
their small competitors must pay. Innovation in the marketplace is
replaced by innovation in the tax code.
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The companies that abuse tax havens benefit from America’s markets, public infrastructure,
educated workforce, security and rule of law—all supported in one way or another by tax
dollars. When it comes to supporting the services we all depend on for a stable, secure and
thriving community, ordinary taxpayers and domestic competitors end up picking up the tab for
tax dodgers, either in the form of higher taxes, more debt or cuts to public spending.

While much attention is paid to the impact of tax haven abuse on federal revenue, offshore tax
havens also reduce state revenue because state tax codes are often tethered to federally
defined taxable income. Instead of reducing the problems of offshore tax dodging, recent
changes to federal law increase the incentive for companies to stash their profits abroad. But
even as Congress has missed opportunities to address tax haven abuse, there are changes
states can make to reduce the impact of offshore tax dodging on state budgets.

Our report explores several options for states to address profit shifting. The main mechanism
which states have created to address multi-jurisdictional profit shifting is known as “Combined
Reporting.” In a Combined Reporting system, companies report their total domestic profits,
including all their subsidiaries, to which the state applies a formula to calculate how much of that
profit is attributable to business activities in a given state to determine taxable profits in that
state. Twenty-seven states and the District of Columbia have enacted Combined Reporting
systems, most recently Kentucky and New Jersey in 2018 (effective Jan. 1, 2019).

While combined reporting is a vital strategy for preventing domestic corporate tax avoidance,
there are two ways the Combined Reporting system can be expanded to address offshore tax
haven abuse.

* Require Worldwide Combined Reporting, Also Known as “Complete Reporting.”
Already an option for many states operating with a Combined Reporting system, this is
the simplest and most comprehensive way to eliminate profit shifting to dodge taxes. A
worldwide report requires a company to report their total, global profits, and the portion
of that overall business done in a given jurisdiction. If a state makes up 2 percent of a



company’s global business, then 2 percent of their taxable profit would be subject to the
state’s tax rate. Worldwide Combined Reporting is the most comprehensive and
effective tool to address tax haven abuse that states have.

* Extend Domestic Formulato Include Known Tax Havens. Also known as the Tax
Haven List approach, this reform mandates that companies include their U.S. profits held
in offshore tax havens when calculating taxes. In many states, companies calculate their
tax liability based on their income held in subsidiaries incorporated within the water’s
edge (within the United States). By declaring a statutory list of tax havens, states can tax
corporate profits held in offshore tax havens.

Montana and Oregon passed laws that curb offshore tax haven abuse and collected some
millions of dollars in tax revenue that otherwise would be lost, though Oregon has since
repealed this rule. Montana continues to treat a proportionate share of the income that
corporations book to known tax havens as domestic income for state tax purposes.

Using the Tax Haven List approach allows Montana to collect more than $8 million per year in
corporate taxes that would have otherwise gone uncollected.

After Oregon passed similar reforms in 2013, which raised $28.4 million in additional revenue in
2014, legislators repealed the rule in 2018 under pressure from corporate lobbying.4 5 Now,
Oregon is considering the more comprehensive approach with new legislation to require
Worldwide Reporting to improve their ability to apply taxes fairly to all types of businesses.6

Enacting Worldwide Combined Reporting or Complete Reporting in all states, this report
calculates, would increase state tax revenue by $17.04 billion dollars. Of that total, $2.85 billion
would be raised through domestic Combined Reporting improvements, and $14.19 billion would
be raised by addressing offshore tax dodging (see Table 1). Enacting Combined Reporting and
including known tax havens would result in $7.75 billion in annual tax revenue, $4.9 billion from
income booked offshore.

Local businesses tend not to hide their profits with complex international tax schemes, but they
do compete against other businesses who exploit those loopholes. Enacting Worldwide
Combined Reporting would level the playing field in addition to generating critical revenue.



Revenue Gain from Domestic Revenue Gain From Offshore Tax

Total Revenue Gain from

States Combined Reporting Dodging Worl dwide Combined Reporting
Alabama £104,000,000 £174,000,000 $278,000,000
Alaska $84, 000,000 £84,000, 000
Arizona £144, 000,000 $144,000,000
Arkansas £79,000,000 £131,000,000 $210,000,000
Califomia £2 798, 000,000 £2 798 000,000
Colorado £197, 000,000 $197,000, 000
Connecicut £158, 000,000 $158,000,000
Celawar $49 000,000 $96,000,000 $145,000,000
District of Columbia £105, 000,000 $106,000,000
Forida £477,000,000 £679, 000,000 £1,155,000,000
Geomia £194 000,000 £200, 000,000 £484,000 000
Hawaii $38,000, 000 £38,000, 000
ldaho $63,000,000 £63,000, 000
linois §1,328,000,000 §1,328, 000,000
Indiana £205,000,000 £246, 000,000 $451,000,000
lowa £86,000, 000 £178, 000,000 $264,000, 000
Kansas £120,000,000 $120,000,000
Kentucky £194, 000,004 £194,000, 000
Louisiana £58 000,000 £109 000,000 $167,000, 000
Maine $52 000,000 £52.000, 000
Maryland 200,000,000 £313,000,000 $513,000,000
Massachusels $669 000,000 $660 000,000
Michigan £321, 000,004 $334,000,000
Minnesofa £418, 000,000 $418,000 000
Miszissippi $82 00O 000 £145 000,000 $227 000,000
Missoun $61,000,000 £120,000,000 $181,000,000
Montana 36,000,000 £36,000, 000
Mebraska $92 000,000 £02 000,000
MNe'w Hampshire £177,000,000 $177,000,000
MNew Jemey £714,000,000 £714,000,000
MNew Maxico $18,000,000 £47,000,000 £65,000, 000
Mew York £1,346, 000,000 £1,346 000,000
Morth Camlina £151,000,000 £222 000,000 $373,000,000
Morth Dakota $47,000,000 £47 000,000
Cklahoma $32 000,000 £115,000,000 $147,000,000
Oregon £175,000,000 $175,000,000
Penngyivania £469 000,000 €729 000,000 £1,198 000,000
Fhode kland $35,000,000 £35,000, 000
South Camlina $75,000,000 £118,000,000 $193,000,000
Tennesses 345,000,000 $438,000 000 583,000,000
Lkah £103, 000,000 $103,000,000
Vemonr $31,000,000 £31,000,000
Vimginia £165,000,000 £241,000,000 £406,000, 000
West Vimginia £49 000,000 £49 000, 00D
Wisconsin £303, 000,000 $303,000,000
Tofal &2 850,000,000 £14,188 000,000 $17 038,000,000




