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Oregon Schools Would Pay the Price of
Suspending the Corporate Activity Tax
By Daniel Hauser and Juan Carlos Ordóñez
Suspending the Oregon Corporate Activity Tax (CAT), as some in the business community have
urged, would undermine school funding at a time when resources for education will already be
in short supply. The severe economic downturn triggered by the coronavirus (COVID-19)
pandemic will cause a sharp decline in revenue collections that support schools. Suspending the
Corporate Activity Tax — a revenue source dedicated to education — would deprive Oregon’s K12 schools and early education programs of vital funding in favor of a tax cut for businesses. The
main beneficiaries of the tax cut would be the largest businesses best able to ride out the
economic crash, not small businesses struggling to survive the crisis. Based on past experience,
cutting education funding would deepen the recession and undermine educational achievement
in Oregon.
For the well-being of Oregon’s children and the state economy, Oregon policymakers should
hold firm and reject calls to suspend the Corporate Activity Tax.

Delaying the Corporate Activity Tax means fewer resources for schools
In the absence of new revenue, Oregon’s budget operates as a zero-sum game. Resources spent
for one purpose means less money available for other public purposes. This flows from a
constitutional requirement that Oregon have a balanced budget. 1 Unlike the federal government,
the state cannot deficit spend. It cannot, generally speaking, spend more than it raises.2
This zero-sum dynamic also exists when it comes to new tax cuts or tax subsidies, which shrink
the total available revenue. A business tax cut leaves less revenue available for other public
purposes, requiring budget cuts or tax increases on someone else to offset the loss of revenue.
Delaying the implementation of the Corporate Activity Tax for one year, as some in the business
community have called for, means fewer resources to support education at a time when those
funds will be in great need.3 Revenue from the Corporate Activity Tax is dedicated to K-12
education and early childhood education.4 The CAT aims to fund a historic investment in
Oregon’s childcare system and education system, which had suffered from decades of
underfunding. The revenue will allow Oregon to address inequities in early learning, fund
student mental and behavioral health, keep teachers teaching, and more.5 A significant portion
of the revenue from the CAT will go to support the operation of Oregon’s schools.6 Thus,
postponing this tax is tantamount to a billion-dollar tax cut and a billion-dollar cut to services
for Oregon’s children.
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What is the Corporate Activity Tax?
The Corporate Activity Tax (CAT) is the vehicle for funding the historic 2019
Student Success Act. The tax, which took effect in 2020, applies to business receipts
exceeding $1 million after certain deductions.7 Specifically, a business deducts 35
percent of their labor costs or costs of goods sold, whichever is higher. Any receipts
exceeding $1 million after the deduction are taxed at a rate of 0.57 percent.8 The
CAT applies to all business forms, including C-corporations, S-corporations,
partnerships, limited liability corporations, and sole proprietorships. The law,
however, contains numerous exemptions, including exemptions for receipts from
the sale of groceries and fuel.9

Such a tax cut would hit Oregon schools during a severe fiscal crisis when the traditional sources
of funding for education will have weakened. The coronavirus crisis is poised to inflict more
damage on state budgets than did the Great Recession.10 Personal income tax collections, the
principal source of funding for Oregon schools, will almost certainly experience a sharp
contraction, given the sudden and massive layoffs.11 The other pillar of education funding,
property taxes, may prove more stable, but how it will fare during this crisis is unclear.
The Corporate Activity Tax was designed to provide stability to education funding during a
recession. Profits-based taxes, such as Oregon’s corporate income tax, tend to be volatile,
quickly drying up during recessions. The Corporate Activity Tax, however, is based not on
profits but overall receipts. This may make it a less volatile source of revenue for schools.
Delaying implementation of the Corporate Activity Tax will remove what was intended to serve
as the crucial “third-leg” of the education funding stool.
Separate from the loss of funding for schools directly stemming from the coronavirus crisis,
delaying the Corporate Activity Tax would transform the Student Success Act — intended to
bolster education — into a net drain of state resources. The Student Success Act included not
just a tax increase in the form of the CAT, but also a tax cut for individuals. Specifically, the act
reduced all but the highest personal income tax brackets by 0.25 percentage points.12 This
personal income tax cut, already in effect for the current tax year, was projected to cost about
$250 million per year.13 A portion of revenue from the CAT, however, is meant to replace the
loss of revenue to the Oregon General Fund due to the personal income tax cut. Thus, keeping
the personal income tax cuts in the Student Success Act, but suspending the Corporate Activity
Tax, turns the act into a net loss for schools.
In the zero-sum game that is state budgeting, there is no escaping the fact that delaying the
Corporate Activity Tax means fewer resources for children in Oregon.

Protecting education funding helps avoid a deeper recession and long-term harm
Past recessions have made clear that budget cuts exacerbate economic downturns. State and
local governments employ a significant share of the state’s residents.14 Cuts to budgets result in
more people on the unemployment lines, reducing their income and purchasing power. The
damage from budget cuts ripples out into the private sector, not only from the loss of purchasing
power from laid-off state workers, but also from the fact that a large share of state dollars flows
out in the form of contracts to non-profit and for-profit firms for the provision of goods and
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services.15 By one estimate, the private sector incurs more than half of the jobs and economic
activity lost due to state budget cuts.16
Budget cuts, of course, harm those who benefit most directly from state services — Oregon’s
children, in the case of cuts to education. A study of the impact of school funding cuts during the
Great Recession found that reductions in per-student spending resulted in worse student
achievement and fewer students attending college.17 Budget cuts are especially harmful for
children in poorer school districts. The same study found that, in the states that cut budgets the
most, the performance between high- and low-poverty school districts widened. 18
But it’s not only children who pay the price from education cuts: the state as a whole suffers.
One study summed it up well in stating,
In the long term, the budgetary savings from recent K-12 funding cuts may cost states
much more in diminished economic growth. To prosper, businesses require a welleducated workforce. Deep education funding cuts weaken that future workforce by
diminishing the quality of elementary and high schools. At a time when the nation is
trying to produce workers with the skills to master new technologies and adapt to the
complexities of a global economy, large cuts in funding for basic education undermine a
crucial building block for future prosperity.19

Delaying the CAT mainly benefits companies able to ride out the crisis
Although proponents of delaying the Corporate Activity Tax argue it will help struggling
businesses, it is the businesses doing well — even thriving — during the crisis that would benefit
the most.
Even before the coronavirus crisis arose, relatively few businesses were expected to pay the tax.
Last year, the Legislative Revenue Office estimated that less than 10 percent of businesses have
more than $1 million in commercial activity, the level needed to trigger the CAT.20 So at the
outset, the tax skips over more than 90 percent of businesses. But even fewer businesses would
actually be subject to the tax. The tax allows businesses to deduct up to 35 percent of labor costs
or costs of goods sold. This deduction would push some businesses with more than $1 million in
actual commercial activity below the $1 million threshold triggering the tax.
Even fewer businesses will pay the Corporate Activity Tax as a result of the many exemptions the
law provides. Besides the 35 percent subtraction of labor costs or costs of goods sold, the law
provides an additional 15 percent tax break for residential construction subcontractors.21 The
CAT omits dozens of business transactions from the definition of “commercial activity,” such as
the sale of groceries, fuel, and various financial transactions.22 It excludes whole categories of
businesses, such as those that only sell goods outside of the state, non-profits, many hospitals
and long term care facilities, and more.23
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Corporate Activity Tax impacts few
businesses
Share of businesses in Oregon paying the Corporate Activity Tax
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Source: Oregon Legislative Revenue Office.
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The economic crash triggered by the pandemic will further reduce the group of businesses
subject to the Corporate Activity Tax. It is tragic that the crisis has forced many businesses to
close shop or drastically reduced operations. As a result, some businesses that were expected to
have over $1 million in receipts prior to the crisis — again, a group consisting of less than one in
10 businesses —will no longer have enough receipts to trigger the tax. Many of the businesses
most impacted by the crisis will not be subject to the tax.
The benefits of delaying the CAT would mainly accrue to the largest corporations able to thrive
during the crisis. Some of the largest corporations in the world, including businesses like
Amazon and Walmart, are doing quite well and even hiring thousands of new positions.24 In the
zero-sum equation that is state budgeting, these corporations would be getting a tax cut while
Oregon’s schools lay off teachers.

Delay in quarterly payments of CAT is unnecessary
The call by some in the business community for a delay in quarterly payments due in April is
unnecessary. Some companies that had posted strong sales before the onset of the crisis may
have since seen business activity dwindle or dry up entirely. According to the Oregon Legislative
Revenue Office, businesses that expect to owe less than $5,000 a year in the Corporate Activity
Tax need not make an estimated quarterly payment — a figure that corresponds roughly with
about $2.5 million in yearly commercial activity.25
Thus, an even smaller fraction of businesses need to make a quarterly payment. Estimates
before the crisis indicated that less than 5 percent of businesses had commercial activity above
$2.5 million per year. Following the crash, even fewer businesses are likely to need to make an
estimated quarterly payment.
4
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Further undermining the need for a delay in quarterly payments, the Oregon Department of
Revenue has stated that it will not fine or penalize good faith efforts to make estimated
payments.26 Therefore, a business on the edge of the $2.5 million threshold that has closed due
to the crisis could credibly argue it does not expect to end up owing the CAT, and would not
need to make a quarterly payment.

The best hope for struggling, small businesses rests with Congress
Congress has already enacted several coronavirus relief measures which include assistance for
small businesses. The federal aid includes debt relief, forgivable loans, payroll tax deferrals and
credits, and more.27 Businesses with fewer than 500 employees were eligible to apply for part of
$349 billion in loans that are forgiven if a business retains their workers.28 Although the
program ran out of money mid-April, Congress is negotiating a package that would add $300
billion to the fund.29 Further, businesses that have been closed or significantly impacted by the
pandemic can receive a 50 percent payroll tax credit, or postpone this year’s payments.
More federal action, however, is necessary. Congress is currently considering a fourth package to
address the economic crisis. While this package must focus on boosting support for public
services and individuals struggling to survive, Congress should take additional steps to keep the
small businesses most heavily impacted by this crisis afloat.30
Mindful of its limited resources, Oregon policymakers should explore targeted ways to assist
struggling businesses. Governor Brown has already taken an important step in that direction by
issuing an executive order halting the eviction of businesses from their storefronts during the
crisis.31 Oregon should consider additional steps targeted at businesses most at risk of
permanent closure.

Conclusion
Suspending the Corporate Activity Tax would deprive schools of vital funding at a time of crisis
while failing to achieve the purported reason for the delay — assisting struggling small
businesses. Instead, the main beneficiaries of the tax cut would be those businesses able to ride
out, and even thrive, during the crisis. The loss of revenue and resulting cuts to the state budget
would deepen the recession while leaving lasting damage to student achievement. In short,
suspending the Corporate Activity Tax is a mistake that Oregon must avoid.
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