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Background
This document will briefly review the feasibility of instituting a Business License Tax (PCC 7.02) surtax on publicly traded
companies subject to new Securities and Exchange Commission (SEC) reporting requirements pertaining to the iatio of
CEO to median employee compensation, The surtax would apply to ratios deemed excessive by the Porfland City
Council, should it choose to adopt an ordinance enacting the surtax.

On August 5, 2015, the SEC adopted a final rule that requires publicly traded companies subject to SEC reporting
requirements to disclose the ratio of the compensation of chief executive officers (CEOs)to the median compensltion of
their employees. The new rule, mandated by the Dodd-Frank Wall Street Reform and Consumer Protection Act, is
intended to provide shareholders with information they can use to evaluate a CEO's compensation and will require
disclosure of the pay ratio in registration statements, proxy and information statements, and annual reports that callfor
executive compensation disclosure. Companies will be required to provide disclosure of their pay ratios for their first
fiscal year beginning on or after January 1,2017 ,1

ln2014 the California State Senate considered but did not pass Senate Bill 1372 which would have enacted a new,
higher tax rate on all publicly traded corporations. The bill also proposed reducing the corporate tax rate for pubticty
traded corporations in which the CEO's pay was /ess than 100 times that of the median worker, The lowest tax rate would
have been seven (7) percent for any company whose chief executive is paid less than 25 times the median.2

|n2014 the Rhode lsland State Senate passed a bill that would give preference in state contracts to companies with small
differences between CEO and worker pay, but the legislation was defeated in the House of Representatives. Switzerland
and Massachusetts have also shown interest in enacting similar measures,l

-

Summary of Estimated Revenues
The Revenue Division computed potentialsurtax revenues using a surtax of 10% fortaxpayers with a CEO to median
worker compensation ratio of 100:1 or greater, and 250/o for taxpayers with a ratio of 250:'1 or greater,

There are currently at least 545 publicly traded companies subject to and paying the City of Portland Business License
Taxthatwouldbesubjecttotheproposedsurtax.s Collectively,theirPortlandtaxliabililywasglT.gmillionbasedon
recent tax filings.0 CE0 compensation derived from Annual Proxy Statements and information gathered from the

I SEC press release, "SEC Adopts Rule for Pay Rario Disclosure," August 4,2015. SEC website,
Ittp:/lwr.l;rv.sec.&9v/ncrvsrhr*ssre_Lgasel20 l_5-.1.60"htr:irl : accessed January 12,2016.
2 CBS SF Bay Area, "California Lawmakers Reject Bill To Tie Corpo.ut. Tu* Rate with CEO pay," May 28,2014,
httP:l/sanliancisco.cbslocal.conr/Z0 l 4/05128/cal itornia-larvrrakels-r*iect-hitl-to-tie-ccu'porare-tax-r.ate-with-ceo-Dav.
]yealtlr-rap-inc,rnre-ine('juality-taxes-exeoutivc-r,ornlrensatir:n-workcrs-salarv/: accessed January 12,2016.
' The Boston Globe, "Efforts to regulate CEO pay gain traction,,, October 26,2014,
https:l/rvwrv. bosronslobe.conr.&usine_Qr/201.{./l t}/251*rrtyiug-eftbrr:[irnir-qeo-
payi I V KKZCUZIvIkXJ vaOR ur Ub4RNlstor},. htn I : accessed Mar ch 17, 20 1 6.

:5 160 of these are Fortune 500 c
6 Revenue Division data extracted from the Business License Information System based on tax year 2Ol3 and 2014
filings. $17.9 million is a little under 20Vo of total Business License Tax revenues from all business activitv in Portland.



Economic Policy Institute was used to estimate CEO to median worker compensations ratios, and therefore whether each

company would be subject to 10%, 250/o or no surtax.7

Based on ouranalysis of identified subjecttaxpayers, annualtax revenues are projected to be between $2.5 million and

$3.5 million. BB% of projected tax revenues are expected to come from the top 10% of taxpayers, and g6% is expected to

come from the top 20% of the taxpayers. Compliance is expected to be 95% or higher.

Su rtax Structure Recommended
For ease of administration and taxpayer understanding, the Revenue Division recommends adopting a surtax

methodology instead of a differential tax rate. The Revenue Division has experience administering a similar surtax for

school funding in tax years 2002 through 2007. A surtax is a tax upon a tax; in this case computed by multiplying the

surtax rate by the base tax liability (in contrast to reported net income), Under this approach, a company that has no tax

liability will have no surtax owed even if their CEO pay ratio is above the threshold Councilsets, unless a minimum flat

surtax assessment is adopted as well,8

City Administrative Expenses and Workload
Administration of such a tax would include modifying tax report forms to include CEO compensation as reported to the

SEC, verifying reported ratio information with the SEC, and data entry work, Total additional workload is estimated at

approximately 0,5 FTE, or about $50,000 annually plus modest onetime expenses to modify data systems, The program

could not start before tax year 2017 (due in 2018) because the SEC reporting requirement does not begin until fiscal

years beginning on or after January 1,2017 .

i EPI Report, "Methodr:logy for measuring CEO compensation and the ratio of CEo-to-worker compensation, 2012 data

update," June 26,2013, EPI website, trttp:l/wrvrv.epi.org/publicationfire :

accessed March 17, 2016,
8 An alternative minimum flat surtax structure may need additional legal review.


