Ordinance No.

Establish a Pilot Business Retention and Recruitment Credit for Qualifying Investment
Management Firms (Ordinance; add Code Section 7.02.870)

The City of Portland ordains:
Section 1. The Council finds:

1. The City is interested in establishing a pilot business retention credit to support and further
Portland’s economic vitality and the 5-Year Economic Development Strategy. The City will
evaluate expanding the business retention and recruitment credit pilot to other firms at high
risk of leaving the city within one year based on its effectiveness in retaining targeted
businesses.

2. The Economic Development Strategy has as a goal creating and retaining living wage jobs.
Doing so creates a livable city and supports desired government services. Business retention
and recruitment are critical to achieving these job goals.

3. The Economic Development Strategy highlights as key challenges facing our economy both
1) the minimal and insufficient tools beyond Tax Increment Financing available to retain and
recruit companies and 2) a substantial lack of access to capital.

4. The credit will provide an incentive to remain in Portland instead of moving to surrounding
cities, will help promote Portland as a business-friendly city and will keep or increase jobs in
Portland. It is estimated that one third of the region’s approximately 30 Investment
Management Firms are currently outside the City of Portland.

5. The goal of the credit is that the firms recruited to the city will make up the loss in revenue
and to prevent a greater loss to the City of Portland’s general fund by retaining local firms
who would otherwise move out of the City.

6. The City’s Business License Tax is unique in the state of Oregon and a critical source of
general fund revenue to fund essential city services. Since the tax is based on net income
apportioned for business performed in the City, the amount paid varies among businesses
based on profitability and the business’s tax structure.

7. Over the past few years, the City’s business license tax has been updated to create greater
fairness for Portland businesses, especially small businesses by:

o Increasing the gross receipts exemption from $25,000 to $50,000

o Increasing the owner’s compensation deduction limit to $84,000 per owner

o Changing from a paid-in-advance license fee to an after the fact tax, which
resulted in approximately $8 million in one-time credits to existing businesses
and less initial financial burden to new businesses.

o Changing the code to treat Venture Capital Funds in a manner aligned with
the treatment of Mutual Funds

8. City Council is committed to the remaining reforms identified in Resolution No. 36473,
specifically a tiered minimum tax structure and further increases to the owner’s
compensation deduction limit up to $125,000 once the Portland economy improves.



10.

1.

Investment management firms offer well-paying jobs and demand few public services. They
support local restaurants and hotels when clients and companies in which they invest come to
the area. Owners of Portland investment management firms provide day to day guidance to
achieve results for both their employees and clients worldwide. Their clients are looking for
national and international investment market expertise which does not require a specific
business location. Investment management firms are not tied to specific infrastructure needs
such as courthouses or hospitals.

Investment Management Firms who receive this credit will sign a good faith agreement to
participate in an annual outreach event related to investment education and opportunities.

The City of Portland believes a pilot business retention credit is appropriate to attract and
retain small investment management firms whose business is managing non real estate
investments for others and who perform most or all of their work in Portland.

NOW, THEREFORE, the Council directs:

a. Portland City Code Section 7.02.870 is added as follows:

7.02.870 Business Retention Credit for Qualifying Investment Management Firms

A.

An Investment Management Firm is entitled to a credit against the total amount of its
business license tax due. The business retention credit is determined by subtracting from the
business license tax due the greater of 1. $6,000 times the number of owners, not including
limited partners, subject to the Compensation Deductions allowed in Section 7.02.600 or 2.
30 percent of the total business license tax otherwise due. If the resulting difference is a
negative number, the amount of the credit will be zero. Any allowed credit not used in a
particular year will not be refunded and will not be carried forward to a succeeding tax year,
except as provided in subsection B.

For purposes of this credit, the “first tax year” would be a tax year in which the Investment
Management Firm is doing business in the City of Portland and either 1. the Investment
Management Firm was not doing business in the City of Portland in the prior tax year or 2.
the prior tax year began prior to January 1, 2009.

1. In the first tax year, the credit is limited to 50 percent of the amount calculated in
subsection A. The remaining 50 percent shall be deferred and can only be claimed in
the third of three consecutive tax years (in which the Investment Management Firm is
doing business in the City of Portland) starting with the first tax year as defined
above.

2. In the second consecutive tax year that the Investment Management Firm is doing
business in the City of Portland, the credit is limited to 50 percent of the amount
calculated in subsection A. The remaining 50 percent shall be deferred and can only
be claimed in the fourth of four consecutive tax years (in which the Investment
Management Firm is doing business in the City of Portland) starting with the first tax
year as defined above.

3. In the third consecutive tax year that the Investment Management Firm is doing
business in the City of Portland, the Investment Management Firm, in addition to the
full credit calculated in subsection A, can claim the 50 percent deferred credit that
was calculated in subsection a. above.

4. In the fourth consecutive tax year that the Investment Management Firm is doing
business in the City of Portland, the Investment Management Firm, in addition to the
full credit calculated in subsection A, can claim the 50 percent deferred credit that
was calculated in subsection b. above.



C. “Investment Management Firm” means a taxpayer that satisfies each of the following
requirements during the tax year that the credit is sought:

1. Atleast 90 percent of the firm’s gross income for the tax year must consist of fees
that are a. received from a Diversified Investing Fund or from persons unrelated to
the firm, and b. determined as a percentage of the value of assets managed by the firm
(including payments to the firm from their parties if the payments are credited against
or offset such fees in whole or in part).

2. Atleast 90 percent of the assets managed by the firm must consist of Qualifying
Investment Securities.

3. A majority of the voting interests in the firm must be owned by persons who received
compensation from the firm that is subject to the Owner’s Compensation Deduction
in Section 7.02.600.

4. The firm was physically located within the City of Portland boundaries at the end of
the tax year.

D. The terms “Diversified Investing Fund” and “Qualified Investment Securities” have the
meanings as defined by Administrative Rule.
E. This credit is available for tax years beginning on or after January 1, 2009.
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