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Executive Summary 

In February 2008, the Department of Revenue launched 
a comprehensive study of individual income tax com-
pliance in Oregon. Prompted by a request from the 
Legislature during the 2008 special session, we began 
building a report that: 

•	Estimates the level of individual taxpayer compliance 
in Oregon;

•	Identifies behavior that contributes to noncompli-
ance;

•	Identifies initiatives and makes recommendations to 
improve the level of compliance.

We consulted with external sources and identified best 
practices of other states and the IRS in making our rec-
ommendations. We engaged in several data-gathering 
activities including a survey by Oregon State Univer-
sity that measured taxpayer attitudes, internal focus 
groups with key staff, and a thorough review of income 
tax compliance best practices across the country.

These are the major report themes:

•	Along with Oregon, the Internal Revenue Service and 
other states face significant compliance issues.

•	The tax compliance rate provided is truly an estimate. 
Estimating the tax compliance rate is an extremely 
complex endeavor, and measuring improvement in 
compliance will be equally complex.

•	We use a balanced approach of education, assistance, 
and enforcement to encourage compliance.

•	Third-party reporting and verification are crucial to 
improving compliance.

•	When the public perceives that tax laws are enforced, 
they are more likely to be compliant. 

•	The complexity of the tax code contributes signifi-
cantly to noncompliance. 

•	Optimizing audit case selection and processes can 
provide a better return on investment.

•	Disclosure laws hinder our ability to partner with 
other agencies in compliance efforts and enforce 
multiple state programs (i.e., unemployment, work-
ers’ compensation).

Some of what we learned surprised us, some affirmed 
what we’re presently doing to ensure compliance, and 
some have already led us to make changes in the way 
we do business. We’ve spent considerable time evaluat-
ing our processes and considering best practices that 
would move us toward increased compliance.

As a result of this process, we’ve identified:

1) 	Initiatives we can undertake immediately with no 
additional resources needed,  including adopting 
collection and audit best practices, collaborating with 
other state agencies, improving some of our current 
processes, and exploring better ways to measure our 
performance; 

2) 	Suggested actions you, the Legislature, can consider, 
ranging from expanding our disclosure authority 
when working with our partners, to establishing spe-
cific statutes relating to our enforcement activities. 

3) 	Initiatives we could undertake if provided with ad-
ditional resources, including updating outdated 
systems, establishing additional revenue-generating 
positions, and carrying out comprehensive outreach 
efforts. 

The report also contains several appendices that elabo-
rate on some of the detailed issues. 

Compliance is our business. We believe strongly in our 
mission to “make revenue systems work to fund the 
public services that preserve and enhance the quality 
of life for all citizens.” When individual income taxpay-
ers intentionally or unintentionally do not pay what 
they owe under the law, it affects all of us. 

We believe there is a significant gap between the 
amount of tax that should be reported and paid and 
the amount that actually is paid. Measuring the gap is 
extremely difficult. While we estimate the compliance 
level in Oregon to be over 80 percent, we believe we 
could be doing more to impact compliance and to reduce 
the gap by adopting best practices, recommending legis-
lative changes, and adding resources. We look forward 
to working with you to find solutions, and will provide 
updates throughout this process. 
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Introduction to Oregon’s Tax Gap

Kathy and John bought a small Oregon farm in 1985. 
They built a new addition onto the barn this year. In 
preparing their taxes they needed to calculate depre-
ciation of their farm assets. They made several mis-
takes due to the complexity of accurately calculating 
depreciation expense. First, they failed to allocate their 
original purchase price across all of their farm assets. 
The farm’s total purchase price should have been allo-
cated across the barn, land, and farmhouse. They can 
deduct the cost of the barn over time, but not the land 
and farmhouse. They also began using their truck this 
year for other than purely farm business; they can only 
deduct a portion of their truck’s purchase price in pro-
portion to the amount of time it is used for the farm. 
Finally, they deducted the entire costs of the new barn 
addition, when they should have set up those costs as a 
new asset and spread the costs over the addition’s use-
ful life. All of these behaviors were unintentional, but 
reduced their tax liability substantially. 

Tom is a mechanic who has owned a repair shop for 
over 10 years. His customers love him because he offers 
some of the best rates in town. In fact, he offers his cus-
tomers a 15-percent discount if they pay in cash. Tom 
does not record these cash transactions in his account-
ing software, and therefore does not recognize that in-
come on his income tax return.

These situations illustrate just two of hundreds of ex-
amples of noncompliance that combine to create Or-
egon’s “tax gap” – the amount of personal income tax 
due, but unreported and uncollected by the Depart-
ment of Revenue for any given year. For purposes of 
this report, “compliance” refers to the behavior of 
reporting and paying Oregon personal income tax 
voluntarily and on time, and “noncompliance” refers 
to anything else. In both examples above, taxpayers 
avoid paying required taxes, either unintentionally, as 
in the first example, or intentionally, as in the second. 
The resulting gap causes the government ultimately to 
reduce services or raise taxes for others to make up for 
the shortfall.

The challenges of measuring    
Oregon’s tax compliance rate
Because a taxpayer’s true tax liability is measurable 
only by the taxpayer, it is difficult to measure both the 
true tax liability owed to the state, and consequently, 
the tax gap. Oregon’s income tax system relies on tax-
payers doing all of the following accurately: reporting 
all of their income; classifying their deductions and 
credits; and calculating, reporting, and paying their 

tax. In a very complex tax system (especially to those 
unfamiliar with accounting, record keeping, and the 
tax code in general) this can be a daunting, error-filled 
task. Because reporting, calculating, and paying taxes 
is the taxpayer’s responsibility, Oregon’s income tax 
system relies on voluntary compliance. This does not 
mean that paying taxes is voluntary, rather, the report-
ing of tax owed is meant to be voluntary. Taxpayers are 
the only ones who have all the information needed to 
file an accurate tax return. We have some pieces be-
cause of third-party reporting, but some transactions, 
such as sales on eBay, for example, are not verified by 
a third party.

While taxpayers may be the only source of complete 
information regarding their liabilities, third-party re-
porting and withholding enhance compliance because 
we are less reliant on taxpayers as sole sources of in-
formation. According to a report from the Government 
Accountability Office, those subject to substantial in-
formation reporting and withholding are 99-percent 
compliant, whereas self-employed individuals who are 
subject to little or no information reporting and with-
holding are 46 percent compliant. The same challenge 
applies to estimating the level of compliance over the 
entire population. Estimating the tax gap is difficult be-
cause much of the income is not subject to third-party 
reporting or withholding.

How we estimated Oregon’s personal 
income tax compliance level
We chose the IRS net misreporting percentage method 
to measure Oregon’s compliance rate after identifying 
three possible approaches. It’s important to note that 
each approach measures different characteristics of tax 
compliance. All three approaches have both strengths 
and weaknesses in terms of their applicability to Or-
egon. We chose the one that offered the most compre-
hensive measurement of the compliance rate for federal 
tax returns as they relate to Oregon. 

The three approaches we considered are:

•	IRS net misreporting percentage. This approach re-
lies on the IRS National Research Program which 
reviews and audits 45,000 returns annually. Infor-
mation about audit adjustments is gathered and a 
“misreporting” percentage is calculated for each line 
item on the Federal 1040. This approach assumes Or-
egon taxpayers’ filing behavior is the same as the na-
tional average. This approach also assumes Oregon 
taxpayers’ misreporting percentages for additions, 
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subtractions, credits, and residency status are the 
same as the IRS misreporting percentages. The IRS 
misreporting percentages were calculated using 2001 
federal return data, and the results were published 
in 2005; we applied the misreporting percentages to 
2006 Oregon personal income tax returns. Therefore, 
any anomalies in either tax year may impact our Or-
egon estimate.

•	Adjusted gross income (AGI). This approach estimates 
the tax compliance rate by comparing AGI figures re-
ported on tax returns with estimated income from an 
independent source (Bureau of Economic Analysis). 
The AGI gap estimation using this approach is really 
a measure of an income gap, rather than a tax gap. 
This approach is based on data from income payers 
rather than from income recipients. Some of the com-
ponents necessary to correct differences in calcula-
tions are not available; therefore, certain amounts 
must be approximated. It is worth noting that this 
approach results in higher compliance percentages 
than when using the IRS approach.

•	Census’ American Community Survey. This ap-
proach relies on approximations of income and filing 
status from a national census survey. The survey data 
only includes income that is received regularly and 
excludes one-time payments, such as capital gains. In 
addition, filers with income below tax return filing 
thresholds have been excluded from the analysis. In-
come data compiled through the survey is considered 
less accurate than income reported on individual tax 
returns. This approach also results in a higher esti-
mation of the compliance rate than when using the 
IRS approach. 

We also looked at what five other states and the IRS used 
to estimate their personal income tax compliance rates 
(Table 1. Approaches Used by Other States and the IRS).

•	Idaho based their 1999 study on the IRS approach 
from the Tax Compliance Measurement Program. 
Their compliance rate for personal income tax was 
82.9 percent based on 1994 returns. 

•	In 2004 Minnesota used census data to approximate 
income and number of returns and compared the re-
sult to the actual 1999 data. They estimated their tax 
compliance rate to be 89.5 percent.

•	California’s study in 2005 was based on IRS data from 
1988. That state looked at the combined compliance 
rate for both personal income tax and corporate taxes. 
We were unable to draw a meaningful comparison to 
Oregon’s personal income tax program. 

•	New York used census data in 2005 to estimate the 
number of filers and their true income, estimating 
their state’s compliance rate to be 86.1 percent. 

•	Montana’s 2006 study yielded an estimate of 78-82 
percent; their calculations were based on IRS misre-
porting percentage information.

•	The IRS completed a tax gap study in 2005 based on 
2001 federal returns. The study focused on national 
misreporting without estimating individual state 
compliance. The IRS estimated the national compli-
ance rate between 83.4 and 85 percent.

The Department of Revenue chose to estimate Oregon’s 
tax compliance rate using misreporting percentages 
from the IRS National Research Program and applying 
those to Oregon’s 2006 tax return data. We chose this 
method because the IRS study was based on federal re-
turns filed rather than census or other data. This is im-
portant, because Oregon taxable income begins with a 
calculation of federal taxable income. For example, our 
methodology assumes that, if wage income is under-
reported by two percent at the federal level, it is also 
underreported to Oregon by 2 percent. 

The method we chose has many assumptions includ-
ing 1) that 2001 is a “typical” tax year, 2) that the compli-
ance level remains steady in all economic climates, and 
3) that the misreporting percentage of each income and 
deduction item is the same in Oregon as on the federal 
level. To the extent these assumptions may not be ac-
curate (there is no typical tax year, for example), the Or-
egon compliance level estimate could be significantly 
over- or understated.

Table 1. Approaches Used by Other States and the IRS

Approach used to estimate 
compliance rate Idaho Minnesota California New York Montana IRS Oregon

IRS net misreporting percentage 82.9% 85.0% 78.0-82.0% 83.4-85.0% 81.5%

Adjusted gross income (AGI) 83.7%

Census’ American Community Survey 89.5% 86.1% 88.9%
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It is important to note that IRS’ estimate of the federal 
compliance rate only accounts for the legal sector of the 
economy. Although income from illegal activity is tax-
able, it is extremely difficult to estimate. Since we chose 
to estimate Oregon’s compliance rate using the IRS 
method, we also have not accounted for income from 
illegal activities.

We believe we chose the method that most closely ap-
proximates Oregon’s compliance rate, but we also un-
derstand there are several limitations to this analysis. 
Some factors are specific to Oregon and do not apply to 
federal returns, such as taxability of certain types of in-
come (e.g. income earned by tribal members in “Indian 
country” is not taxable by Oregon). Also, each Oregon 
subtraction, addition, and credit is unique to Oregon. 
Other research suggests that Oregon returns are actu-
ally more accurate than the national average (due to the 
state’s strict requirements for licensed tax preparers).

According to a 2008 Government Accountability Office 
analysis of the IRS’s 2001 National Research Program 
data, “Oregon returns were more likely to be accurate…
compared to the rest of the country after controlling for 
other factors likely to affect accuracy. In dollar terms, 
the average Oregon return required approximately 
$250 less of a change in tax liability than the average 
return in the rest of the country. For Oregon’s 1.56 mil-
lion individual tax filers, this equates to over $390 mil-
lion more in federal income taxes paid in Oregon than 
would have been paid if the returns were as accurate as 
similar returns in the rest of the country.” 

Specific issues relating to part-year residents and non-
residents also contribute to the challenge of estimating 
Oregon’s tax compliance rate. People new to Oregon 
may be unfamiliar with our tax laws and may not re-
port their income correctly, especially if they’ve moved 
from a non-income taxing state. Individuals moving 
out of Oregon also make mistakes by failing to accu-
rately report their Oregon-source income and pay the 
associated tax to Oregon. 

Especially challenging for Oregon is the fact that we 
are bordered to the north by a non-income taxing state. 
Many Washingtonians cross the border to work for Or-
egon employers or operate their businesses in Oregon. 
Employer reporting of nonresidents’ Oregon wages 
encourages compliance. Nonresident employees who 
work in Oregon for out-of-state employers must file and 
pay tax to Oregon whether or not their employer has 
withheld Oregon income tax from their wages. Since 
self-employment income can have little to no third-
party reporting, ensuring compliance for nonresident 
self-employed taxpayers is extremely difficult. Some 
Oregon taxpayers try to evade Oregon taxes by pre-
tending to live in Washington or other states.

Federal laws can create opportunities for noncompli-
ance. For example, the Amtrak Reauthorization and 
Improvement Act of 1990 (Amtrak Act) prohibits states 
from taxing wages of certain nonresident employees 
(such as certain truck drivers and railroad employ-
ees) who have regularly assigned duties in more than 
one state. This federal law is often misunderstood and 
some nonresidents will claim all their Oregon income 
is exempt under the Amtrak Act. 

Best estimate of Oregon’s                        
tax compliance rate
Taking all of these issues into consideration, we es-
timate that for tax year 2006, Oregon’s personal in-
come tax voluntary compliance rate is approximately 
75.4 percent. An additional 4.2 percent is withheld 
from wages but not claimed on tax returns. The de-
partment brings in another 1.9 percent through au-
dit, collections, and filing enforcement. This leaves 
a net compliance rate of 81.5 percent, or a net tax gap 
of about 18.5 percent. For 2006, this indicates that 
roughly $1,247,700,000 was not reported or paid.

Table 2. Voluntary Compliance

2006 tax year Amount Rate
Voluntarily reported tax $5,069,200,000 75.4%

Voluntary withholding pay-
ments not claimed on 
timely returns

284,100,000 4.2%

Other receipts (enforcement 
and collection activities) 130,300,000 1.9%

Net tax gap 1,247,700,000 18.5%

Total tax $6,731,300,000 100.0%

Key areas of noncompliance
Taxpayers are more compliant when their income is 
easily visible to tax administrators. In a 2007 study, the 
IRS correlated misreporting percentages to the ‘visibil-
ity’ of the income. Income with the ‘highest’ visibility 
is that which is both reported and withheld on (wages 
and salaries). Wages and salaries have the lowest mis-
reporting percentage because employees’ earnings are 
reported and taxes due on the income are withheld. In 
order to get credit for the payment (or a refund of excess 
taxes paid) taxpayers have incentive to file their returns 
and include the wages. Employer reporting also makes 
it easier to find individuals who don’t file or don’t in-
clude the income because it is electronically submitted 
and can be matched to the individual.

At the other end of the spectrum is income that is nei-
ther reported by a third party nor withheld upon. Cash 
transactions may or may not have a paper trail readily 
available to taxing authorities. These income categories 



Personal Income Tax Compliance Report  2009                                            5	 Oregon Department of Revenue	

are considered “low” visibility. According to the IRS 
study, they also have the highest rates of misreporting. 
Misreporting can range from unintentional misreport-
ing to those taxpayers who are actively evading tax or 

sheltering income. Low visibility income and expenses 
are much more difficult to identify and correct and gen-
erally take an in-depth audit to accurately account for. 

Based on updated estimates derived from the Tax Year 2001 National Research Program study of individual income tax reporting compliance.

Figure 1. Tax Year 2001 Federal Individual Income Tax Underreporting Gap
Misreporting of Income and Offsets by “Visibility” Categories (Internal Revenue Service, Reducing the Federal Tax Gap, 
A Report on Improving Voluntary Compliance, 2007) 
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Type of income
Misreporting 
percentage

I. High visibility (amounts subject to substantial information reporting and withholding)

         Wages and Salaries 1.20%

II. Medium high visibility (amounts subject to substantial information reporting)

         Interest and dividends

         Pensions and IRA income

         Unemployment income

3.70%

4.10%

11.10%

III. Medium Visibility (amounts subject to some information reporting)

         S Corps, partnerships, trusts, etc

         Capital gain

         Alimony income

17.80%

11.80%

7.20%

IV. Low visibility (amounts subject to little or no information reporting)

         Business income

         Farm income

         Capital gain

         Other gain

         Rents, royalties, etc

         Other income

57.10%

72.00%

11.80%

64.40%

51.30%

63.50%

Table 3. Federal Misreporting Percentage for Tax Year 2001 (IRS 2005)

The diagram in Appendix B (page 23) shows the full-year Oregon resident tax computation and examples of elements for each 
component of Oregon personal income tax. Appendix C (page25) displays the tax gap numbers in greater detail, along with a 
discussion of areas of noncompliance.

What we learned about           
compliance in Oregon

Why are some taxpayers noncompliant? Are most in-
stances of noncompliance intentional or unintention-
al? What types of behaviors result in noncompliance?  
These questions were at the heart of our research into 
the causes of Oregon’s tax gap.

For answers to these questions, we commissioned a 
study by Oregon State University to examine taxpayer 
attitudes and behavior toward taxes. Additionally, we 
conducted several focus groups with department staff 
to collect anecdotal evidence of taxpayer behavior. Fi-
nally, we compiled an extensive body of independent 
research to supplement the studies. 

Some interesting attitudes and facts about compliance 
emerged from the research:

•	Taxpayers feel that not paying taxes is a very serious 
issue and people will be caught, especially when they 
cheat by “large amounts.” (OSU survey)

•	The use of tax preparers and tax preparation software 
has increased significantly in Oregon over the past 
28 years, possibly leading to improved compliance. 
More than half of respondents used professional pre-
parers, while only 17 percent prepared their own re-
turns using paper forms. (OSU survey)

•	When third parties provide us or the IRS with verifi-
cation of payments made to taxpayers, the taxpayer is 
much more likely to make an accurate initial report. 
(Government Accountability Office report and IRS 
2006 Comprehensive Strategy for Reducing the Tax 
Gap)

•	When income is subject to withholding as well as 
third-party reporting, compliance is even higher, 
because taxpayers must file a return to get a refund. 
(IRS 2006 Comprehensive Strategy for Reducing the 
Tax Gap) (See initiative A-9 and recommendation 
B-5)

•	Department of Revenue staff believes strongly that 
compliance would increase if the department were 
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perceived to be more aggressive in collections and 
other enforcement. (Focus group survey) 

•	Interviews with key stakeholders from the licensed 
tax professional community, Legislature, local gov-
ernment, and others also reveal that some believe 
that we need to increase our enforcement efforts. In-
creased enforcement efforts may bring in more dol-
lars to the state, increase compliance, or both. (CGI 
analysis)

•	Increased education and easier filing methods (such 
as e-file) encourage filing but may also enable more 
fictitious and/or fraudulent returns. (Beebe, D., 2008) 

•	Taxpayers are compliant for two main reasons. They 
either have moral/social reasons for complying, or, 
they believe the likelihood of being audited or penal-
ized for not complying is higher than reality. (Mike-
sell, J. and L. Birskyte (2007))

The next two sections describe behaviors and attitudes 
leading to unintentional and intentional noncompli-
ance. We believe that unintentional noncompliant be-
haviors are best addressed with increased education 
and assistance, while intentional noncompliant behav-
iors are best addressed with increased enforcement. We 
also believe some changes in the tax structure would 
reduce both types of noncompliance. However, as 
long as Oregon’s personal income tax is based on the 
definition of federal taxable income, Oregon is lim-
ited on how much simplification of the tax code can be 
accomplished. 

Unintentional behaviors that                           
reduce compliance
Maria is an administrative assistant with a small archi-
tectural firm. She frequently plays the Oregon Lottery, 
both for fun and because she has recently had some 
good luck with large payouts. Just last week, she won a 
$1,000 prize and a $300 prize in scratch-off games. Ma-
ria doesn’t realize she needs to report this income be-
cause her parents or friends told her it isn’t taxable. She 
should report $1,300 of gambling income on her fed-
eral return and subtract the $300 prize on her Oregon 
return.

Lottery winnings are just one example where law-abid-
ing taxpayers frequently misreport their income. Maria 
is unaware of this law along with hundreds of other 
Oregon-specific tax codes that confuse her around tax 
time. In fact, both the OSU study and the internal focus 
groups consistently pointed out that the primary rea-
son for unintentional noncompliance is the underly-
ing complexity of the tax code. 

Why is Maria confused? 

Taxability of lottery winnings is confusing, 
making compliance a challenge for taxpay-
ers and enforcement more difficult for us.

All lottery winnings are taxable at the federal 
level, but Oregon does not tax Oregon Lottery 
winnings below $600. Many taxpayers believe 
that the income is not taxable if they don’t get 
a report of the income (a Form 1099 or W-2 G) 
from the payer at tax time. 

For taxpayers who report their small Oregon 
Lottery winnings on their federal return, a sub-
traction is allowed on the Oregon form. Since 
each instance of a small lottery win is a poten-
tial subtraction, there is no absolute maximum 
subtraction. Also, taxpayers who won prizes that 
are paid over multiple years may have won large 
prizes that are not taxable by Oregon (no Oregon 
Lottery prize was taxable by Oregon until 2001). 
So that subtraction line contains both winnings 
limited to $600 per occurrence, and winnings 
with no limit, making it more difficult to screen 
obviously noncompliant entries.

In both 2005 and 2006, about 500 taxpayers 
claimed this subtraction on their Oregon returns. 
Subtracted amounts ranged from $1 to over 
$500,000, with a median amount of about $600 
in 2006 and about $800 in 2005. The low num-
ber of subtractions indicates that there might be 
too few taxpayers reporting these winnings on 
their federal income tax forms. Because of the 
confusion about which part of lottery winnings 
are taxable, under-reporting this income on the 
federal return might be primarily due to misun-
derstanding.

This is an example where complexity appears to 
reduce compliance.

Many taxpayers prepare their returns themselves 
and must rely on general instructions for a very com-
plicated set of tax laws. Without a professional tax 
preparer, taxpayers are likely to get confused about 
things such as which sources of income are taxable 
(like some Lottery winnings) or how to compute 
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the taxability of certain income (such as gains on 
sales of mutual funds). They may also simply be un-
educated about record keeping and financial mat-
ters in general, which makes compliance difficult.

Another factor that contributes to unintentional non-
compliance involves individual state requirements that 
taxpayers may not understand. Taxpayers may be un-
aware that they need to file in Oregon if they are non-
residents or part-year residents with Oregon income. 
This type of situation is best addressed with educa-
tion.

State and federal law both have a “pay as you earn” tax 
concept, meaning tax may be paid through estimated 
tax payments or withholding. Some taxpayers who are 
subject to withholding on their wages unintentionally 
miscalculate the number of exemptions they claim on 
their Form W-4. They do not have as much income tax 
withheld from each paycheck as they should and are 
under-withheld for the year. Sometimes these taxpay-
ers are unable to come up with the difference the fol-
lowing April. In following years the problem of being 
under-withheld compounds and the taxpayer ends up 
owing tax, penalty, and interest for multiple years. 

In summary, unintentional noncompliant behaviors 
include making errors due to the complexity of the 
federal and state tax laws, not filing required returns 
because of a lack of understanding of who is required 
to file, and general confusion about the accurate use of 
Form W-4.

Intentional behaviors that reduce compliance
Scott operates a landscaping business in Bend. He has 
clients in town, but also performs lawn care services 
throughout the county. Scott owns a pickup truck and 
equipment trailer that he uses to transport his equip-
ment, but he also uses them for weekend fishing and 
hunting trips, and for taking his children to their vari-
ous activities after school. For the most part, Scott vis-
its the same clients on a weekly basis, so he is familiar 
with the distances he drives each day. He does not use 
a mileage log to keep track of his daily miles driven 
for the business, nor does he keep track of his personal 
mileage in the truck. At the end of the year, however, 
Scott tells his CPA that he used his truck exclusively for 
the landscaping business. As a result, when preparing 
Scott’s tax return, the CPA will include 100 percent of 
the expenses associated with the truck and equipment 
trailer as business expenses, thereby over-reporting 
expenses on Scott’s Schedule C, and underpaying the 
personal income tax he owes from his business. 

In contrast to unintentional noncompliance, inten-
tional noncompliance can be a direct result of specific 
attitudes toward taxes, the government, or money in 

general. The OSU survey pointed out that most Ore-
gonians believe money is the primary motivation for 
cheating on taxes. The top two reasons respondents 
believe people cheat on taxes were the ability to get 
away with it and the want or need for money. For com-
plete details, please refer to Appendix E – the OSU Sur-
vey Executive Summary.

Other attitudes that affect compliance can come from 
friends, family members, social networks, and co-
workers who may encourage noncompliance. Depart-
ment enforcement activities indicate certain industries, 
such as construction and agriculture, have high levels 
of noncompliance. Some within these industries feel 
that “everyone is doing it,” and they also rely heavily 
on cash payments and thus have no third-party report-
ing mechanisms.

When businesses don’t pay their taxes, they have more 
cash available for business needs. This is especially 
true for employers who withhold income taxes from 
their employees’ wages, but fail to send them to the de-
partment or hold on to them longer than allowed by 
law. Business owners who pay their fair share of taxes 
(including unemployment, workers’ compensation, 
and transit taxes) and pay payroll withholding taxes 
on time are at a disadvantage; they must make enough 
income from their businesses to cover these business 
expenses. Business owners who do not pay their taxes 
or who do not pay payroll withholding taxes on time 
can bid lower for certain jobs and have an unfair com-
petitive edge in the marketplace. 

For example, Gordon operates a hardwood flooring res-
toration business. As he bids on specific flooring jobs, 
he must bid a price high enough to cover his expenses, 
including taxes. Pat also operates a similar business. Pat 
has not filed tax returns for several years and does not 
pay any taxes. He is able to bid a lower price and still 
make a similar amount of profit from the job. Because 
Gordon is “playing by the rules,” he does not win the 
bid; Pat, who does not play by the rules, successfully 
wins the job with a lower bid.

According to the OSU survey, most people believe that 
people who cheat a little will not be caught. The percep-
tion of not getting caught appears to be the most impor-
tant factor in Oregonians’ intentional noncompliance. 
(OSU Survey) Some taxpayers think there is a very low 
possibility that they will ever be audited or asked to 
verify what they report on their tax returns. Other tax-
payers and practitioners purposely create complex or 
convoluted tax transactions, knowing it is more chal-
lenging for us to determine if the correct tax is being 
paid. 

Some part-year and nonresident taxpayers purposely 
don’t file in Oregon. For example, Sharon operates a 
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cleaning service out of her home in Longview, Wash-
ington. She has clients in both Oregon and Washington. 
Because Sharon performs services in Oregon, she is re-
quired to file a nonresident return, reporting income 
earned in Oregon. However, because she is self-em-
ployed, there is no third-party reporting of her Oregon 
source income. It is extremely difficult to identify this 
type of noncompliance. Sharon’s nonfiling behavior 
with Oregon is unlikely to be detected through typi-
cal data matching processes (such as using federal tax 
data). 

Many cash transactions are difficult, if not impossible, 
to identify, even through an audit. Carla charges $30 
for a haircut. When her customer pays, Carla puts the 
cash in her purse rather than in the cash register. Carla 
gave her business records in the form of cash register 
receipts to her tax consultant to have her tax return pre-
pared. She didn’t tell her consultant about money from 
sales that didn’t make it into the cash register (skim-
ming). The more a business conducts cash transactions, 
the easier it is to omit “low visibility” income. 

We are finding more cases involving intentional non-
compliance in flow-through entities (partnerships, 
S-corporations, and limited liability companies). For 
example, foster care payments from a state agency are 
not taxable if the payments are for the care of qualified 
foster children and adults in the care provider’s resi-
dence (IRC Section 131). A recent audit uncovered the 
following scenario:  An adult foster care business was 
operating as a partnership with two foster homes. In-
come and expenses were correctly allocated; however, 
the taxpayers (partners) were each claiming to live in 
one of the foster care homes, which was not true. The 
partners said that each of the foster homes was their 
primary residence so that the state-paid foster care in-
come was not taxable. 

We will continue to focus on auditing flow-through en-
tities, but we will need a better system to capture part-
nership return data and track partnership income as 
returns are filed. See recommendation C-3. This system 
will need to be coordinated with our review of our ma-
jor systems in initiative A-8. 

Some taxpayers have entered into abusive transactions 
to avoid tax. The IRS has developed a list of specific 
transactions now referred to as “listed” and “report-
able” transactions; both Oregon (through SB 39 in the 
2007 session) and the IRS impose penalties if a taxpayer 
fails to disclose that they participated in or promoted 
one of these transactions. However, the transactions 
are usually very complex and difficult to identify. We 
will continue to train our auditors to recognize and ad-
dress these abuses as we implement our focused audit 
areas. 

Sometimes intentional noncompliance stems from life 
situations that leave taxpayers in a position where they 
cannot pay their taxes. A recent divorce, loss of a job, 
or unexpected medical situations can devastate a fam-
ily’s financial resources, leaving them unable to file or 
forcing them to choose between paying taxes and other 
obligations. 

Taxpayers engage in a variety of intentional behaviors 
that contribute to the tax gap. Many involve small or 
cash-based businesses, lack of third-party documenta-
tion, nonresidents, and social attitudes toward paying 
taxes. The recommendations at the end of the report 
specifically address these issues.

Department compliance efforts
We strive to improve compliance using three distinct 
approaches, based on three stages of the return filing 
process: 1) before a return is filed, through education 
and assistance; 2) after a return is filed, through audit 
and verification; and 3) when taxes are unpaid, through 
filing enforcement and collection activity. 

Education and assistance
To deal with unintentional noncompliance, we devote 
resources to education and assistance. We believe, along 
with the IRS, that a significant amount of unintentional 
noncompliance results from lack of knowledge about 
tax laws.

Filing relies on taxpayers voluntarily gathering their 
information and filling out the tax forms, so education 
and assistance are essential to facilitating compliance. 
We realize that the tax system is complex and that many 
taxpayers would be unable to file a correct return with-
out education and information. This includes a variety 
of activities from forms design to providing one-on-one 
tax assistance. At present, there are 65 positions in the 
personal income tax program devoted to education and 
customer service, which includes 23 positions in our 
call center. The amount of resources allocated to this 
area is based on historic demand for these services. 

We use several methods of providing assistance to 
reach as many taxpayers as possible. We offer face-
to-face contact in Salem and at our 10 field and satel-
lite offices throughout the state. These services are in 
addition to providing call center support. Our offices 
generally expand their hours during filing season. We 
also conduct presentations at small business fairs for 
prospective new business owners, provide space for lo-
cal Tax Aide volunteers in some field office lobbies, and 
collaborate with tribal jurisdictions to assist members 
with resolving tax issues. We work with tax preparers 
and tax preparation software companies to help them 
interpret and apply tax laws accurately. 
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We work hard to make tax forms and instructions as 
easy to understand as possible, given the complexity of 
the tax code and limited resources. We strive to design 
forms that are clear, accurate, and concise, and provide 
detailed instructions for accurate completion, while 
explaining topics that are very complicated. More in-
formation is available on our website, through the call 
center, from printed information, and by e-mail. Be-
tween July 2007 and June 2008 we helped more than 
280,000 taxpayers either on the telephone or through 
the website, and responded to more than 15,000 e-mails 
from taxpayers.

Education can also be used to address intentional non-
compliance, to some degree. Education can help change 
perceptions about where tax money goes, how noncom-
pliance affects the tax burden on compliant taxpayers, 
and how services to communities, children, the elderly, 
etc. are affected by noncompliance. Education can also 
explain the consequences of being caught cheating on 
taxes.

We attribute the 81.5 percent level of voluntary com-
pliance in Oregon in part to education and assistance. 
However, additional resources would help us better 
educate and assist the public by:

•	Conducting regular taxpayer surveys to assess the 
public’s understanding of the tax laws and gather 
data about the effectiveness of our customer service. 
(See recommendation C-6) 

•	Implementing a tax education program in the schools 
with the aim of creating future generations of re-
sponsible taxpayers, improving understanding about 
the benefits of paying taxes, and changing attitudes 
about the fairness of the tax system. (See initiative 
A-5)  

•	Educating those who choose to use a tax preparer 
that return preparers in Oregon must be licensed. 
Taxpayers should only use a licensed preparer when 
paying someone else to prepare their return. (See rec-
ommendation C-4) 

•	Enabling taxpayers to become more self-sufficient 
through an enhanced website and secure e-mail, al-
lowing department staff to focus on other priorities. 
(See recommendation C-1 and initiative A-7)

Verification and audit
The Department of Revenue received about 1.8 million 
personal income tax returns for the 2007 tax year. Of 
those returns, 83 percent were filed on or before April 
15, 2008 and the rest were filed on extension by October 
15, 2008. All returns go through processing and high-
level verification. Some returns will also go through a 
more detailed audit or examination.

After a return is filed, it goes through a process of 
checks to ensure accuracy. Simple things like address-
es, names, and social security numbers are checked to 
match existing records. We perform math checks and 
make adjustments for obvious errors. A second check 
determines if values are reasonable in terms of statu-
tory or other logical limits. For example, if a credit is 
limited to $500 and a return is claiming $5,000 for the 
credit, the return would then be manually reviewed in 
more detail. We manually review about 10 percent of 
returns. 

After initial processing, we review or adjust returns 
further based on audit results or by comparing the re-
turn to external information (past returns, W-2s, 1099s, 
etc.). An auditor verifies information on the return by 
asking for documentation. 

Auditors in field offices conduct most of the complex 
audits, as these typically require face-to-face contact 
with taxpayers or their representatives. Auditors in the 
main Salem office focus on audits that look at a single 
issue and are usually completed through mail and over 
the phone. A majority of other states surveyed about 
audit methods told us that both face-to-face and corre-
spondence audits are effective, depending on the extent 
of the issue under audit. 

For the year ending June 30, 2008, our audit enforce-
ment programs identified over $60 million in tax, pen-
alty, and interest owed to the state in 38,696 total cases. 
We collected about $9 million of that in the first 90 days 
before the accounts were turned over to revenue agents 
for collection. 

The most cost-effective of these audits were in the 
CP2000 program, where the IRS matched third-party 
information (typically W-2 and 1099 forms) to taxpayer 
returns and made appropriate adjustments. The IRS 
shares the adjustment information with us and we use 
it to send notices to taxpayers explaining that the feder-
al adjustment also created an Oregon adjustment. This 
is a good example of how compliance and collections 
are improved when agencies can share information 
and verify third-party information. 

In 2007, the Oregon Legislature enacted legislation re-
quiring all nonresident real estate sales to be reported 
to the department by intermediaries, such as title com-
panies. Intermediaries are also required to withhold 
Oregon personal income tax from proceeds (some ex-
ceptions apply). We are creating processes to account 
for the withheld income tax we receive and are helping 
intermediaries comply with the new legislation. Dur-
ing the 2009 interim, we plan to research whether re-
porting and withholding on all real estate transactions 
(except for homeowners) would be beneficial. Because 
real estate transactions often involve large dollars 
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and all types of taxpayers—individuals, corporations, 
flow-through entities, etc.—much of this may be going 
unreported, especially with today’s population being 
mobile and having flexibility to structure transactions 
to minimize or avoid tax. (See initiative A-9 and recom-
mendation B-5)

During the 2009-2011 biennium our compliance 
program will focus on two areas:

1. Partnerships and limited liability companies (LLCs) 
filing as partnerships. Partnerships can have com-
plicated transactions between partners, misstated 
income and expenses, and other means for misstat-
ing tax liability; 

2. Auditing and pursuing filing enforcement of self-
employed trades people (plumbers, landscapers, 
handymen, etc.), who are often engaged in cash-
based businesses. 

We share this information with tax preparers so they 
will be aware of our heightened scrutiny of these ar-
eas when preparing 2008 returns and can help their 
clients with proper reporting. Recently, our audit focus 
has shifted; rather than selecting personal returns with 
business activity (for example, Schedule Cs of all busi-
ness types), we focus on specific segments that have 
higher probabilities of misreporting (for example, spe-
cific industries that accept cash payments), giving us a 
higher profile in these industries and alerting industry 
participants that we are actively auditing. 

Ultimately, people who want to cheat will find a way. 
Auditor judgment alone cannot keep pace with those 
who evade paying taxes. A complex tax code, a few un-
ethical tax preparers, and the sheer number of returns 
we receive enable some level of noncompliance. Keep-
ing technology up-to-date and using sophisticated 
tools can improve our success  in pursuing noncompli-
ant individuals.

The challenge of building audit strength

For many years, we have had significant turnover in 
our audit positions. Experienced auditors spend less 
time auditing tax returns because they spend more and 
more time training and mentoring new employees. A 
number of our new auditors complete their training 
but find other opportunities before we realize a return 
on the training investment. Further, Department of 
Revenue auditors have a long training cycle due to the 
unique demands of the job. In the absence of good ana-
lytical tools for selecting audit issues, auditor judgment 
is acquired through experience. It takes three to five 
years of active auditing to become proficient in select-
ing and conducting an audit. This time may be reduced 
with effective case management software and better 
audit selection tools.

We are making some headway in retention, but we 
must do more. In 2006, 26 percent of tax auditors and 40 
percent of senior tax auditors had more than five years 
of experience as tax auditors for the department. At the 
end of 2008, 41 percent of tax auditors and 96 percent 
of the senior tax auditors have more than five years of 
experience. Our progress could be largely due to the 
volatility of the current economy. In this economic cli-
mate, we expect to see lower turnover, but when the 
economy improves, it is likely some auditors will pur-
sue higher income potential in public accounting and 
private industry.

We have strategic initiatives underway to address the 
problems of auditor turnover and expertise. For exam-
ple, we have reduced initial classroom training for au-
ditors from three months to six weeks and transferred 
some “processing” work to administrative assistants, 
allowing the auditors to more quickly hone their au-
diting skills. We also have improved the career path 
for skilled employees in the agency who do not have 
a formal accounting education, and who would like to 
become auditors.

But retention of auditors is only one challenge the audit 
and verification function faces. We rely heavily on out-
dated software to process and identify return issues, 
limiting effectiveness in identifying the most appro-
priate cases to audit. In early 2009, the department will 
implement a new software application that will help it 
improve audit case selection, the first step to acquiring 
better data matching and analytical tools. However, a 
more robust analytical tool to improve case selection 
would provide a larger return on investment than the 
less precise methods we currently use. Improving data 
sharing with other state agencies and removing disclo-
sure barriers also will help us identify potentially high-
yield audit cases. In the Recommendations portion of 
this report, we address these needs. 

Retention and recruitment are essential to improving 
audit effectiveness, and we believe each of these mea-
sures would create a better environment for auditors 
and potentially result in lower turnover. In addition, 
we have to assign our resources to the cases that have 
the highest potential for affecting the compliance rate. 
According to best practices from other states, investing 
in analytical tools is the best way to do that. 

Filing enforcement activity
Another area of noncompliance involves people who 
do not file a tax return. When taxpayers do not file re-
turns as they should, we attempt to contact them and 
get them to file. Some do. During the year ended June 
30, 2008, we contacted over 14,600 individuals regard-
ing 20,400 past due returns. As a result of those con-
tacts, 6,600 returns were filed. 
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For those taxpayers who did not file a return, we as-
sessed their tax based on the best information available 
and issued a failure-to-file notice in place of a return. 
At any time after taxpayers have been issued a failure-
to-file assessment, they can file an accurate return. 
Sometimes it can be difficult for taxpayers to gather the 
information needed to file past years’ tax returns. In 
these cases, we will help them locate W-2s, 1099s, etc. 

We have 32 positions that pursue tax returns from wage 
earners who fail to file. In addition, five auditors pursue 
tax returns from self-employed taxpayers who have not 
filed. One of the department’s goals is to have taxpay-
ers file their returns without being prompted, which 
will come as a result of increased education initiatives 
and for some taxpayers, increased enforcement action. 
We plan to devote more auditors and filing enforce-
ment staff to pursuing returns from those who have 
not filed, based on what we’ve learned from our study 
of compliance over the past 11 months.

One method to improve compliance is to require ap-
plicants for state-issued licenses to show they have filed 
returns and paid their taxes before a license is issued 
or renewed. During the next two years we plan to pilot 
with one or two licensing boards to determine if verify-
ing applicants’ compliance status is an effective tool for 
bringing nonfilers into compliance. Based on the results 
of the pilot program, we may make a proposal to you in 
the 2011 session for any statutory changes or resources 
needed. See initiative A-3 and recommendation B-3.

Similarly, we plan to collaborate with contract-issuing 
state agencies to pilot a comparable program to deter-
mine if verifying a contractor’s compliance status is an 
effective tool for bringing nonfilers into compliance. 
Based upon the results of our pilot, we may make a 
similar proposal to you in 2011. See initiative A-4 and 
recommendation B-4.

Another effective tool for filing enforcement would be 
the ability to suspend occupational and business li-
censes when a taxpayer refuses to work with us when 
they’ve been contacted about unfiled returns. Current-
ly we are only able to ask a licensing agency to suspend 
or revoke a license after we have exhausted all other 
collection methods. This means we have to make an 
assessment of tax due based on best information avail-
able and multiple attempts to collect the tax before we 
can request that the licensing agency suspend the indi-
vidual’s license. We are recommending you expand our 
disclosure authority to allow us to notify state licensing 
boards and agencies of the taxpayer’s noncompliance 
sooner in the filing enforcement and collection process. 
See recommendation B-1.

Transforming the collections process

A successful compliance effort depends as much on col-
lections as it does on auditing and filing enforcement. 
We match our collection activity to the behaviors of the 
taxpayers. Taxpayers who are willing to work with us 
actually participate in determining how their debt gets 
paid. For example, Gary called our call center and ex-
plained that he filed his 2007 return without payment 
because he lost his job. He was able to set up a payment 
agreement giving him six months to resolve his debt. In 
another example, Nancy set up a payment agreement 
and failed to make three payments. When we contact-
ed her, she agreed to pay and again failed to meet the 
terms of the agreement. We then garnished her wages. 

If we cannot collect on a taxpayer’s debt within a year, 
we must generally send the debt to a private collection 
agency. In the past, we typically sent the debt after the 
year expired; however, as a result of this compliance 
study and review of our collection practices by CGI, (an 
international consulting firm specializing in tax admin-
istration), we are re-evaluating our use of and relation-
ship with private collection agencies. We believe that 
some accounts (out-of-state and small balance, among 
others) could be more effectively handled earlier in the 
collection process by private collection agencies, free-
ing our staff to address more difficult accounts. See ini-
tiative A-1. 

In the past, the Oregon Legislature has given us some 
effective collection tools such as garnishing wages and 
bank accounts, filing liens against property, license sus-
pensions, and advanced collection tools such as seizure 
of assets. We recently analyzed all collection processes 
and have embarked on a major re-engineering of those 
processes. We have developed initiatives to improve 
our effectiveness and included those in the Collections 
and Filing Enforcement Policy Option Package #152, 
which has been recommended by the Governor.

The major components of this package are to stream-
line account collection, provide tools to make taxpay-
ers more self-sufficient, and increase our presence in 
the area of payroll tax enforcement. We expect an in-
crease in tax compliance for taxpayers who have not 
filed returns and a reduction in accounts receivable for 
personal and payroll taxes. We will accomplish this by 
using additional staff and technology enhancements. 
The package is expected to generate $19.3 million in 
revenue with a cost of $6.5 million in the 2009-11 bien-
nium. See initiative A-1 for more information about our 
plan to adopt collection best practices. See also recom-
mendation C-1.
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Obstacles to effective collections
Our two software programs, the Automated Collec-
tion Tracking (ACT) system and the Integrated Tax 
Accounting (ITA) system, track cases and outstanding 
debt. While these systems have functioned well for 
over fifteen years, they now are old, outdated, and ex-
pensive to maintain. They also do not easily adapt to 
best practices, and updating them requires the skills of 
a dwindling pool of technicians.. A new system would 
provide better case management, make training new 
revenue agents easier, and allow for greater account-
ability of the collection function (better management 
reports, account risk analysis and prioritization, perfor-
mance management, etc.). We can improvise with and 
attempt to patch the two existing systems, but they will 
never be as good as a new system that has the capabil-
ity to be integrated with other processes. (See initiative 
A-8 and recommendation C-2)

The collection rate also is affected by staffing levels. 
Volatility in the turnover of revenue agents impacts the 
effectiveness of the collection process. The current col-
lection process is very labor-intensive so moving cases 
to different revenue agents disrupts the effectiveness of 
recovery efforts. Many of the same recruitment and re-
tention issues arise with revenue agents as with auditors. 
Additional mid-level revenue agent positions are needed 
so that employees with the right skill levels are working 
the right kind of cases. See recommendation C-1. 

Currently, we have 92 revenue agent 1s in the personal 
income tax division; additionally, 37 revenue agent 3s 
work the more difficult cases in the field. The number 
of revenue agent positions has remained fairly steady 
over the past three biennia, but turnover and vacancy 
in these positions disrupt the collection process. Im-
proved technology in the form of better case manage-
ment tools could improve collections by ensuring a 
more streamlined process. Such a system could also 
facilitate training new agents as it would be easier to 
learn and master. 

In addition to systems and staffing challenges, other 
challenges exist: 

•	Insufficient taxpayer knowledge of tax laws and 
taxpayer responsibilities. Our experience is that the 
public is generally unaware of the consequences they 
face if they do not file or pay their taxes. As a result, 
some people decide to continue not filing and pay-
ing. By the time we contact them, they have incurred 
additional penalties and/or interest and may have an 
even harder time coming into compliance. We edu-
cate tax practitioners and the public by providing in-
formation in our publications and on our website. But 
we believe we should do more. We have an initiative 
to collaborate with the Education Department to add 

tax education to financial literacy courses throughout 
the state. See recommendation A-5.  

•	Lack of resources to detect, prevent and prosecute 
income tax crimes. We are currently prosecuting 
a criminal case with the Department of Justice. We 
would like to establish more expertise in this area or 
work more closely with that agency in the future to 
pursue criminal convictions for tax crimes. (See ini-
tiative A-6 and recommendation C-5)

•	Striking a balance between strong enforcement and 
fair treatment of taxpayers. Whether we use strong 
enforcement tools or work with taxpayers to encour-
age voluntary compliance, we must be prepared to 
respond effectively to questions about our choices. 
We are also concerned about sending taxpayers the 
wrong message about stepping forward if they have 
not filed or paid. At times, our concern about public 
perception has affected how aggressively we pursue 
compliance. 

Challenges to current compliance efforts
Although every effort is made to educate and assist the 
public, audit suspicious returns, and enforce penalties, 
our enforcement ability is limited. According to a 2007 
report by the Congressional Research Service (which 
refers to national compliance, but also is applicable to 
Oregon compliance):

“Three factors are seen limiting the net revenue po-
tential from increased enforcement. First, much of the 
gross tax gap for individual income tax filers is due to 
types of unreported income that are difficult to detect. 
Usually the income is not covered by third-party infor-
mation returns (e.g. income earned by informal busi-
ness proprietors who operate on a cash basis). Second, 
even when the unreported income is detected, some 
of the resulting tax liability cannot be easily collected, 
particularly from those taxpayers who are currently 
unable to pay. Third, many detected tax liabilities are 
so small relative to enforcement costs that it is not cost-
effective to pursue collection.”

Collection efforts are also limited because they im-
pose direct or indirect costs on taxpayers and the 
economy. Some of those costs can actually be measured 
in time and money, but other issues, such as privacy 
concerns, are more difficult to quantify. The trade off 
between enforcement and privacy must be carefully 
balanced to “isolate and punish evaders without im-
posing a heavy-handedness or undue intrusion of tax 
authorities into the lives of most in order to reach a mi-
nority.” (Mason, Robert, Oregon State University, 1983) 

For example, Linda has broken her payment agreement 
again and we move to the next collection step, garnish-
ment of her wages. The revenue agent sends a wage 
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garnishment to Linda’s employer, directing them to 
garnish her wages. There is a cost to Linda’s privacy be-
cause her employer now knows about her tax debt. The 
employer incurs direct costs, including the expense of 
writing an additional check to the department, reissu-
ing Linda’s paycheck, postage, and time and energy 
working with the employee. While garnishment is a 
very effective collection tool, it burdens the employer 
with additional work and expense. 

Information sharing with other state agencies will 
improve taxpayer compliance. Taxpayer privacy is es-
sential to encourage voluntary reporting and paying 
taxes. Sometimes, however, confidentiality laws hinder 
our ability to effectively collect tax and work with part-
ner agencies. We could improve our compliance efforts 
further with the ability to disclose confidential taxpay-
er information to other agencies in limited situations 
(See recommendation B-1):

•	Licensing boards. We work with taxpayers every-
day who want to make payment arrangements and 
come into compliance; other taxpayers, however, are 
uncooperative and unwilling to file delinquent tax 
returns, resolve tax debts, or even return phone calls. 
Many of these uncooperative taxpayers must have li-
censes from the state to engage in their trade or busi-
ness. We recommend that you change the law to al-
low us to disclose a taxpayer’s compliance status to a 
licensing board earlier in the filing enforcement and 
collection processes. We also recommend that you 
change the law to allow us to disclose to licensing 
boards when a taxpayer has fallen out of compliance 
in between license renewal dates. This expansion 
would allow us to work closely with our Compliance 
Network partners to enforce income tax laws, as well 
as help identify employees who have been misla-
beled and treated (for income tax, worker’s compen-
sation and unemployment purposes) as independent 
contractors.

•	Oregon Board of Tax Practitioners and Oregon 
Board of Accountancy. By law, we disclose confiden-
tial information with these two boards when we have 
reason to believe a return was prepared by someone 
who does not comply with either board’s regulations. 
We may disclose to the boards limited, specific items 
from a tax return to help them investigate licensees 
(or unlicensed return preparers). Often, the amount 
of information we can provide is insufficient for their 
needs and the boards must contact taxpayers to get 
more information. We recommend that you expand 
our ability to disclose tax return information to both 
boards. This will help them protect the public from 
unlicensed or incompetent tax return preparers. 
Compliance will improve if paid preparers are held to 
these licensing boards’ knowledge and competency 
standards. 

•	State law enforcement, district attorneys, and grand 
juries. We have the authority to disclose informa-
tion to state law enforcement, district attorneys, and 
grand juries for the investigation and prosecution of 
tax-related crimes. While working with the Depart-
ment of Justice, we developed a process for releasing 
confidential information to these entities, but the pro-
cess is cumbersome. District attorneys hesitate to ask 
for confidential information (and possibly investigate 
and prosecute tax related crimes) because of the ob-
stacles to ask for, receive, and handle the information. 
For example, grand juries, who already swear an oath 
to keep information confidential, must also sign a de-
partment secrecy certificate before tax return infor-
mation is disclosed to them. It is resource-intensive to 
account for secrecy certificates and provide instruc-
tion requiring grand jury members, state law enforce-
ment, and district attorneys to sign the department’s 
secrecy certificate. 

•	Local law enforcement. While Oregon law allows us 
to disclose confidential tax return information to state 
law enforcement, district attorneys, and grand juries, 
it does not allow us to disclose this information to lo-
cal law enforcement, even if a local law enforcement 
agency is working alongside state law enforcement 
on the same cases. We recommend that you expand 
our ability to disclose confidential information to lo-
cal law enforcement to enable them to help with the 
investigation and prosecution of tax-related crimes. 

Best practices in compliance
To determine the best way to improve compliance in 
Oregon, we conducted a best practices review, incorpo-
rating information compiled from four sources: 1) an 
industry specialist’s review of the department’s collec-
tions processes; 2) an extensive survey conducted by 
Minnesota dealing with best practices in collections; 3) 
a Government Accountability Office (GAO) report on 
IRS practices for enforcement and collection of payroll 
tax debts; and 4) a survey of audit best practices in other 
states and the IRS. 

Collections best practices

CGI Analysis

CGI is a consulting firm with over 25 years of experi-
ence advising governmental agencies on tax collection 
practices. They reviewed our internal processes regard-
ing collections, interviewed staff and management, ex-
amined the technology systems currently in use, and 
compared us to other revenue agencies. They shared 
areas where they felt we were doing well and identified 
several strategies that have worked in other states. 
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CGI identified the following items as areas in which we 
are doing well:

•	The collections area is a well run, professionally man-
aged organization with a clear sense of purpose;  

•	The collections area has a clear focus on achieving its 
revenue goals;

•	The collections area has achieved a significant reduc-
tion in overall level of receivables;

•	The department is leveraging a variety of strategies 
to resolve tax debt, including:

—	 Federal Offset Program;

—	 Offset of tax rebates;

—	 Alternative payment options;

—	 Use of administrative levies/garnishments;

—	 Well-documented policies and administrative 
procedures 

Their findings suggest that the department should fo-
cus on three areas which will provide additional effi-
ciencies: 

•	Upgrading collection case management and auto-
mated workflow tools, which will increase the ef-
ficiency of collectors by assigning cases at the right 
time to the right collector.

—	 Our current case management tool for collections 
has served us well, but it is over fifteen years old 
and is reaching the end of its useful life. We rec-
ommend a new system in initiative A-8 and rec-
ommendation C-2.

•	Developing a business intelligence platform that 
will improve business processes and automate data 
matching and analysis. With an enhanced intelli-
gence tool, we can decide, within a certain degree of 
accuracy, how to assign accounts to maximize collec-
tion and minimize resources used for collection ac-
tivity.

—	 We currently do not have a business intelligence 
platform. We are in the early stages of planning 
for an enterprise-wide business intelligence plat-
form that can serve multiple programs with these 
capabilities. See recommendation C-2. 

•	Automating self-service options. Self-service initia-
tives would allow taxpayers to resolve their debts or 
conduct business without help from a department 
employee.

—	 Taxpayers have limited access to their tax infor-
mation on our website. We want to expand our 
website and have included this initiative in Col-
lections and Filing Enforcement Policy Option 
Package #152. This initiative will allow taxpay-
ers to resolve collection issues online, including 
monitoring their account balance, submitting in-
formation for payment agreements, and making 
payments. See recommendation C-1. 

Minnesota revenue collection survey

In 2007, the Minnesota Department of Revenue pro-
duced a study for its legislature on collection best prac-
tices. They received information from 44 states to draw 
their conclusions. The following information describes 
the best practices found by the Minnesota survey.

•	Wage, financial institution, and third-party gar-
nishments are the most effective collection tools for 
revenue departments. Some states have automated 
these tools. Many departments also stress that liens 
help them obtain full payments. 

—	 We use wage and financial institution garnish-
ments and property liens to collect tax debts. Our 
system for issuing garnishments is partially auto-
mated. State law requires that once we generate 
them, we must send the documents to employers 
and financial institutions by certified mail. This 
is an inefficient and expensive process because it 
means multiple sets of virtually identical 14-page 
documents are sent to each employer or financial 
institution. Property liens are also filed with each 
Oregon county by mail. We will explore ways to 
streamline these processes. If we need statutory 
changes or additional resources, we will bring 
you a detailed proposal next session. See initia-
tive A-1. 

•	Data matching with bank account information is 
now used by many states. 

—	 States said that they, either alone or working with 
industry, sought legislation that would allow 
them to match their accounts with bank account 
information at major financial institutions. We 
use wage and financial institution garnishments 
and property liens, but do not have an automated 
system to match them to financial institution ac-
count information. See recommendation B-2.

•	Adopting more stringent collection practices such 
as blocking the renewal of vehicle license plates, con-
ducting sheriff seizures, and posting signs announc-
ing that businesses are closed for nonpayment of 
taxes can be useful for increasing compliance. 
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—	 We use certain advanced collection tools, such as 
occupational license suspensions and seizures, in 
egregious cases. We can make better use of these 
tools with expanded statutory authority to dis-
close information as described in Recommenda-
tion B-1.

•	Adopting a waiver of penalty for payment in full 
on the first contact 

—	 We don’t waive penalties for payment in full, 
but we do work with taxpayers to resolve debts 
through use of other penalty waivers and settle-
ment offers. 

•	Timeliness of taxpayer contact. The best results 
come from the earliest contact. The sooner action is 
taken on delinquent accounts, the more effective the 
collection tools are. The longer accounts age, the less 
effective the collection tools become. 

—	 We agree. We strive to contact taxpayers as quickly 
as possible. We’ve incorporated this concept into 
our collection re-engineering efforts and in the 
Collections and Filing Enforcement Policy Option 
Package #152. Specifically, we plan to implement 
an automated call distributor tool and establish 
extended working hours. See initiative A-1 and 
recommendation C-1. 

Government Accountability Office’s 
collections recommendations to the IRS 

•	Increased use of liens. The GAO recommends the 
IRS file a Notice of Federal Tax Lien against property 
as soon as possible after payroll tax debt is identified 
and make sure liens are filed on both businesses with 
unpaid payroll taxes and identified owners/officers. 

—	 We are also improving processes to file liens as 
soon as possible on payroll tax debts and review-
ing the types and number of debts upon which 
liens are filed. 

•	Data match for levy sources. The GAO recommend-
ed the IRS work with states that have procedures for 
matching financial accounts to tax debts. The IRS 
would evaluate the potential to either develop simi-
lar measures or partner with states that have that tool 
to better assist revenue officers identify a business’ 
assets that can be attached. 

—	 Below we recommend legislation so that we may 
participate in a similar program. 

•	Publishing tax debtor names. An increasing num-
ber of states now publish the names of tax debtors on 
websites as a means of both collecting unpaid taxes 
and stopping the debts from growing. Currently, 

however, the IRS is prohibited by law from publicly 
disclosing names of tax debtors in this manner. 

—	 Our research of collection best practices was in-
conclusive as to whether other states consider 
publishing tax debtor names a best practice. 

•	Criminal enforcement. The GAO recommended 
stronger action against payroll taxpayers who con-
tinue to accumulate payroll tax debts. 

—	 We are working with the Department of Justice 
to prosecute one such case. We are planning a 
review of and possible need for resources as we 
explore stronger enforcement efforts. (See initia-
tive A-6 and recommendation C-5)

Audit best practices from other states and the IRS
In the summer of 2008, we surveyed all 50 states and the 
District of Columbia to gather information about their 
compliance efforts and to determine auditing best prac-
tices. Staff also contacted the IRS liaison in Portland to 
discuss IRS best practices. Some of the best practices 
are discussed below. A detailed report is available in 
Appendix D. 

Audit processes or methodology

•	Implementing secure e-mail. Secure e-mail helps 
facilitate communication and information exchanges 
once an audit is underway. 

—	 We don’t have secure e-mail, but we recognize that 
secure e-mail is a necessary and expected tool in 
today’s environment. We plan to implement this 
tool within existing resources, but may ask you 
for additional resources in the future, if necessary. 
See initiative A-7.

Audit/verification tools

•	Third-party information to verify taxpayer pro-
vided information. Compliance increases any time 
third-party reporting exists.

—	 We use third-party reporting whenever possible, 
such as Form 1099 and W-2 information from 
the IRS, but we could always use more. We can 
increase our use of those and other resources 
through enhanced technology and analytical 
tools. See recommendation A-2.

•	Federal tax return data from the IRS. States benefit 
from leveraging taxpayer data received through IRS 
exchange programs.

—	 We receive and use federal tax return informa-
tion, and are acquiring tools for more robust 
data analysis. We could make better use of this 
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information when we acquire data analysis capa-
bility and case selection tools. See recommenda-
tion C-2.

•	Well-trained, knowledgeable, experienced auditors 
are necessary for effective compliance. 

—	 We are redesigning training programs to match 
the knowledge level of incoming staff, and get 
people working audits as quickly as possible. We 
are pursuing use of video conferencing to more 
efficiently train staff and reduce travel expense. 

•	Case management systems allow agencies to assign, 
monitor and evaluate audit work, as well as capture 
and analyze audit program effectiveness. 

—	 We do not have a system for managing audit cas-
es. However, we do use an aging system for cre-
ating and storing audit reports that is limited in 
its ability to capture and analyze overall program 
effectiveness. See recommendation C-2. 

Audit case selection

•	Audit cases should be selected by software or spe-
cialists. Managers or lead workers should perform 
further manual review before cases are assigned to 
auditors.

—	 Our auditors select their audit cases based on pre-
determined focus areas. Better analytical tools 
will help us identify more productive cases and 
evaluate overall results. See recommendation 
C-2.

•	When auditors self-select their audit cases, (rather 
than having software or specialists select them), 
additional controls should be in place to monitor case 

loads and to ensure auditors are choosing appropri-
ate cases. 

—	 We agree with this concept and are pursuing bet-
ter analytical tools and are redesigning the way 
we select cases. See recommendation C-2. 

•	Data analysis plays an important role in audit and fil-
ing enforcement case selection. Applying risk factors 
and analytics to multiple groups of data can deter-
mine the best returns and taxpayers to audit.

—	 We agree with this practice and are pursuing bet-
ter analytical tools and are redesigning the way 
we select cases. See recommendation C-2. 

Return processing best practices
•	Compare returns to a set of predetermined criteria 

that cause a return to “suspend” or be referred for 
manual review. Evaluate the criteria periodically 
and change them over time to incorporate new laws, 
changes in fraud schemes, etc.

—	 We compare returns to a predetermined set of 
criteria during processing that is updated annu-
ally, with returns referred for manual review as 
needed. 

•	When possible, use multiple sources to authenticate 
taxpayer identity.

—	 We authenticate taxpayer identity during return 
processing using historical information and, 
when needed, IRS databases. Additional databas-
es would enhance our processes. See recommen-
dation C-2.
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Recommendations and Conclusions

The past 11 months of studying tax compliance in Ore-
gon has been fascinating, frustrating, and overwhelm-
ingly positive. While we regularly review and adjust 
our processes and procedures, this process has been an 
excellent opportunity for us to come together as a team 
and take a good look at the way we do our business. 
We have identified areas where we work well, where 
we could improve, and what we need to pay attention 
to in the future.

We developed the following initiatives and recommen-
dations using what we learned in the best practices 
surveys along with initiatives proposed by the internal 
focus groups. Our initiatives and recommendations are 
divided into three categories a) things we can and will 
do within our current budget; b) things the legislature 
can do to help us increase compliance and c) things we 
could do, but require additional resources.

There is a caveat. The IRS points out that it can be 
difficult to determine the impact of any initiatives to 
improve compliance. While we can usually measure 
direct effects of certain activities such as changes to tax 
law affecting individual income and credit items, we 
cannot easily determine indirect effects of those same 
changes. It also can be difficult to measure the effects 
that changes in our processes will have on taxable be-
havior. Given those considerations, we purposely did 
not assign revenue impact figures to the recommen-
dations, nor did we estimate how long improvement 
might take.

Immediate department initiatives      
(no budget increases necessary) 
A-1. Improve collection methods to incorporate best 
practices such as:

•	Identifying accounts that can be more effectively col-
lected by private collection firms; providing stream-
lined processes to transfer, monitor, and resolve these 
accounts. 

•	Extending collection hours for contacting taxpayers 
to improve our chances of reaching a debtor on the 
phone. 

•	Protecting the infrastructure of the withholding pro-
gram. This is a necessary step due to the tenuous eco-
nomic and business climate. To make sure employers 
send in their payroll withholding taxes, we will in-
crease our efforts to:

—	 Contact employers if they miss a quarterly 
payment.

—	 Visit employers earlier to make sure they under-
stand the importance of paying withholding taxes 
accurately and on time.

—	 Add staff to pursue more timely filing enforce-
ment actions. We can accomplish most of this ini-
tiative with existing resources, although we will 
be bringing on additional compliance special-
ists from the Collections and Filing Enforcement 
Policy Option Package #152 to help with the filing 
enforcement effort.

•	Exploring options to streamline service of garnish-
ments to employers and financial institutions and fil-
ing liens with Oregon counties. 

A-2. Improve audit methods and increase training to 
incorporate audit best practices of other taxing agencies 
and the IRS. These best practices include:

•	Checking for compliance in multiple programs si-
multaneously (for example, while auditing a small 
business, we would also make sure the taxpayer is 
in compliance with Workers’ Compensation and Em-
ployment tax programs).

•	Obtaining and using additional third-party informa-
tion that will improve our ability to audit returns, 
such as data from title companies, Pay Pal accounts, 
credit card transactions, etc. This action will improve 
our ability to verify taxpayer data against third-party 
information. However, we need additional analytical 
tools and systems to fully use the data. 

A-3. Work with Oregon licensing boards to establish tax 
compliance status before a license is issued or renewed. 
We will develop a proposal for the 2011 Legislature. 

A-4. Collaborate with contract-issuing agencies to de-
velop an efficient way to establish tax compliance sta-
tus before a contract is approved or paid. Develop a 
proposal for the 2011 legislature. Current law requires 
some contractors to be in compliance and to self-certify 
that they are in compliance; there is no check by the De-
partment of Revenue or the other agency. The depart-
ment does not have authority to disclose compliance 
status to most other agencies.

A-5. Collaborate with the Education Department to de-
velop tax education curriculum and encourage tax edu-
cation in high school. 
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A-6. Explore a policy option package for the 2011 ses-
sion that would provide increased capability for crimi-
nal prosecution with additional resources to detect, 
prevent, and prosecute income tax crimes. 

A-7. Determine the feasibility of providing encrypted 
(secure) e-mail, which could enable both the taxpayers 
and agency employees to easily and quickly transmit 
secure information using the internet. 

A-8. Evaluate our core systems as part of our long-term 
strategy. This strategy will provide a comprehensive 
plan for upgrading and integrating our legacy systems 
and is a key component to addressing our tax compli-
ance rate. One of the obstacles to increasing the com-
pliance rate is the age of our legacy systems and our 
inability to process and analyze large amounts of data 
to identify returns with the highest probability of non-
compliance. This will allow us to focus resources more 
effectively, as well as provide increased tools for tax-
payers. 

A-9. Research whether withholding on real estate trans-
actions should be expanded to include everyone except 
homeowners, not just nonresidents. 	

Suggested legislative action 

2009 session provisions

B-1. Expand statutory authority to disclose confidential 
information in limited situations:  

• Expand our disclosure authority to Oregon licensing 
boards to notify those boards of a taxpayer’s noncom-
pliance (either nonfiling or nonpayment) and ask for 
a license suspension earlier in the filing enforcement 
or collection process. Currently, we have disclosure 
authority when asking the licensing board to sus-
pend a license, after we have exhausted all other col-
lection methods.

•	Expand disclosure ability to the Oregon Board of 
Tax Practitioners and Oregon Board of Accountancy 
to more easily identify and pursue unlicensed or in-
competent preparers. 

•	Improve current disclosure provisions when work-
ing with state law enforcement, district attorneys, 
and grand juries to investigate and prosecute income 
tax crimes. 

•	Allow disclosure to local law enforcement, which 
would enable the department, the Department of Jus-
tice, and the Oregon State Police to partner with local 
law enforcement to investigate and prosecute income 
tax-related offenses. 

B-2. Establish statutory authority for the department 
and the Oregon banking industry to participate in 
a data match of bank accounts to state tax and other 
debts, similar to the Department of Justice, Child Sup-
port Enforcement. This action should improve collec-
tions by matching delinquent tax accounts to bank re-
cords to identify and garnish available funds.

2011 session provisions
B-3. In conjunction with licensing boards, present the 
proposal developed during the 2009 interim that would 
require tax compliance for licensing.

B-4. In conjunction with state contracting agencies, 
present the proposal we developed during the 2009 in-
terim to require tax compliance for people entering into 
contracts with the state.

B-5. Report on results of our research involving report-
ing and withholding on real estate transactions. 

Initiatives requiring additional resources

2009 session provisions
C-1. Provide resources to enhance collection tools (the 
following three items are included in Collections and 
Filing Enforcement Policy Option Package #152):

•	Create a website that allows taxpayers to resolve col-
lection issues, including monitoring account balanc-
es, submitting information for payment agreements, 
and making payments online. In addition to enabling 
taxpayer self-sufficiency, this would allow our collec-
tions staff to focus on other issues. 

•	Install an Automated Call Distributor. This feature 
allows taxpayers to talk to an agency representative 
when trying to resolve their tax issues, even if their 
assigned agent is not available.

•	Establish positions to more effectively manage col-
lection cases (Revenue Agent 2s). These positions 
would increase our capability to collect more difficult 
accounts and increase the field calls to debtors. 

2011 session provisions
C-2. Implement an enterprise-wide business intelli-
gence platform that will help us manage information 
more efficiently, including case management and data 
analysis tools. These tools also will help us:

•	Decide how to score debt for proper assignment to 
collectors and private collection agencies. 

•	Select the most productive audit and filing enforce-
ment cases. 
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•	Use more data while processing returns. 

C-3. Create a partnership return processing system, as 
we capture very little information on partnership re-
turns. This will give us more information to determine 
audit case selection, analysis, and to identify areas of 
noncompliance. 

C-4. Provide resources to partner with practitioner 
boards to advertise that return preparers in Oregon 
must be licensed and that taxpayers should only use 
a licensed preparer when paying someone else to pre-
pare their return. 

C-5. Based on the outcome of our research, present a 
policy option package developed during the 2009 in-
terim that would provide increased capability for crim-
inal prosecution with additional resources to detect, 
prevent, and prosecute tax crimes. 

C-6. Provide resources to conduct taxpayer surveys pe-
riodically to assess attitudes regarding compliance and 
our activities, direction, and message. 

Summary

Intentional noncompliance. Complex tax laws. Out-
dated technology and processes. These are just a few 
challenges we face in performing our mission to “make 
revenue systems work…” Over the past 11 months as 
we have explored tax compliance in Oregon, we have 
learned that we have much in common with other states 
and the IRS, and in some cases, have much that makes 
us different. One thing we share with others: the be-
lief that tax compliance is complicated and sometimes 

murky—and that implementing significant change 
will take time and commitment. By using best prac-
tices, implementing updated technology, and part-
nering with you, the Oregon legislature, we believe 
we can improve Oregon’s tax compliance and achieve 
our mission to “make revenue systems work to fund 
the public services that preserve and enhance the 
quality of life for all citizens.”
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Appendix A                                                                           
SB 1082, 2008 special session
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Appendix B                                                                          
How Oregon personal income tax is computedIntroduction Personal Income Tax Calculation

Personal Income Tax Calculation 
From 1997 to 2002, Oregon personal income tax law was continuously tied to the federal definition of 
taxable income. Oregon law automatically adopted changes made at the federal level that affected taxable 
income. The 2003 Legislature suspended this “rolling reconnect” for tax years 2003 through 2005. In 
2005, the Legislature again established a rolling reconnect to the federal definition of taxable income 
(other definitions have subsequently been connected to federal law as of the end of 2007). The diagram 
below shows the full-year resident tax computation. See the next page for details about specific elements.
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*For a small number of filers, Gross Tax includes interest on installment sales, farm capital gains taxed at five percent, or farm 
taxes calculated from income averaging. 
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Introduction Personal Income Tax Calculation

5

 
 
The following examples are elements from the preceding diagram:  

Gross income includes: 
Salaries and wages 
Interest
Dividends
State income tax refunds (if deductions were 
itemized in the prior year) 
Alimony received  
Business income/loss 
Farm income/loss 
Capital gains/losses 
Rental income 
Royalties 
Partnership income/loss 
Estate and trust income 
S corporation income 
Unemployment compensation 
Social Security income taxed at the federal 
level
Retirement plan distributions 

Adjustments to income include: 
IRA, SIMPLE, and SEP contributions 
Self-employment health insurance 
Forfeited interest 
Moving expenses 
Alimony paid 
Self-employment tax 
Student loan interest 
Tuition and fees 
Educator expenses 
Qualified business expenses 
Health savings account contributions 

Additions include: 
Interest on bonds from other states 
Federal deduction for long-term care  
insurance premiums 
Federal income tax refunds from an 
amended or audited return 
Federal deduction of unused business credits 
Lump-sum payment from a qualified  
retirement plan 

Subtractions include: 
Oregon income tax refunds 
Social Security income 
Federal income tax (up to $5,000 or $2,500 
if married filing separately) 
Federal pension income 
U.S. bond interest 
Military active duty pay 
Scholarship awards used for housing  
expenses

Deductions (standard or itemized): 
Standard deduction:

$3,685 if joint filer, or 
$2,965 if head of household filer, or 
$1,840 if single filer, or 
$1,840 if married filing separately, or 
One of the listed four amounts plus an 
additional $1,000 for each taxpayer age 
at least 65 or blind. The additional 
amount is $1,200 for single and head-of-
household filers. 

Itemized deductions include: 
Medical and dental expenses 
Property taxes 
Home mortgage interest 
Investment interest 
Charitable gifts 
Casualty or theft losses 
Special medical deduction 

Tax credits include: 
Personal exemption of $159 
Earned income (refundable) 
Working family childcare (refundable) 
Child and dependent care 
Political contribution 
Elderly or permanently disabled 
Retirement income 
Income tax paid to other states

The following examples are elements from the preceding diagram for tax year 2006:
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Appendix C                                                                          
Tax gap elements and examples of noncompliance
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Oregon 
resident 
tax gap

Part-Year 
resident tax 

gap
Nonresident      

tax gap Full gap

Income reporting

Wages and salaries 36.8 1.0 2.0 39.8

Interest and dividends 8.4 0.1 0.4 8.9

Alimony income 0.4 0.0 0.0 0.4

Unemployment income 1.9 0.0 0.1 2.0

Retirement  income 11.3 0.2 0.2 11.7

Business income (net) 293.0 3.6 16.4 313.0

Farm income (net) 95.5 0.8 3.1 99.4

Capital gain (net) 96.2 1.5 5.2 102.9

Other gain (net) 30.5 0.4 1.9 32.8

Rents, royalties, etc (net) 176.2 4.1 4.6 184.9

S-corps, partnerships, trust, etc (net) 199.0 1.6 33.5 234.1

Other income (net) 231.5 6.0 29.0 266.5

Total income reporting 1,180.7 19.3 96.4 1,296.4

Adjustments to income

Federal adjustments 17.3 0.3 0.3 17.9

Oregon additions 1.2 0.0 0.0 1.2

Oregon subtractions 6.4 0.1 0.2 6.7

Deductions (itemized and standard) 32.9 0.5 1.2 34.6

Total adjustments to income 57.8 0.9 1.7 60.4

Adjust from national to Oregon misreporting
     Based on GAO Report (GAO-08-781)

(98.8) (98.8)

Credits

Oregon exemption credit 25.3 0.5 1.2 27.0

Oregon regular credits 35.5 1.1 13.9 50.5

Oregon refundable credits 13.9 0.3 0.4 14.6

Oregon withholding claimed 47.8 1.3 2.8 51.9

Total credits 122.5 3.2 18.3 144.0

Total misreporting gap 1,262.2 23.4 116.4 1,402.0

Nonfiling gap (IRS est = 12.7% of misreporting gap) 160.2 3.0 14.8 178.0

Underpayment gap 75.8 2.0 4.3 82.1

Estimated gross tax gap 1,498.2 28.4 135.5 1,662.1

Gross tax gap as % of true liability 24.7%

Voluntary withholding payments                                                     
not claimed on timely returns (284.1)

Other receipts beyond reported tax                                               
(est = 2.5% of reported liability) (130.3)

Estimated net tax gap 1,247.7

Net tax gap as % of true liability 18.5%

Table C1. Oregon Tax Gap Estimate ($ millions), Tax Year 2006
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Line item descriptions
In this portion of the appendix, each line item from the preceding table is broken down into the reported amount 
of each taxable item, as well as the ESTIMATE for the unreported amount and the subsequent missing tax. The 
description that follows gives examples of the most common types of noncompliance behaviors seen for each line 
item. Amounts were determined based upon federal misreporting percentages. 

Note: Amounts included and number of returns are for full-year Oregon residents.

Table C2. Wages and Salaries

Wages and salaries Number of Returns

1,268,158Reported wages and salaries $54,698,000,000

Unreported wages and salaries $664,000,000 Misreporting %

1.2%Tax on unreported wages and salaries $36,800,000

Part-year and nonresident tax gap estimated at an additional $3,000,000

Wages may be underreported intentionally or unintentionally. Since employers must report any wages for the prior 
year to employees (using a Form W-2) by January 31, unintentional underreporting is likely due to the employee not 
receiving a W-2 for a particular job. Most employees would know that they should have received a W-2, so uninten-
tionally not reporting income for a missing W-2 would most likely be for a type of work they felt wasn’t taxable, or 
for a job they felt was insignificant.

Complicating wage reporting, employers may incorrectly classify an employee as an independent contractor. This 
practice can give a business owner a competitive advantage in the market place. Employers are required to report 
payments in excess of $600 to independent contractors on a Form 1099-MISC. In addition to not reporting wages 
below $600, independent contractor status allows more favorable deductions than employee status and may be 
used to understate income intentionally.

Some businesses hire and pay employees “under the table” in cash and do not report or pay payroll taxes on these 
wages. As a result, they do not withhold any income tax from the employee’s wages and do not file quarterly pay-
roll returns or remit withheld funds to the state. Without income tax withheld (and without a Form W-2 – third-
party withholding), the employee has little incentive to file and pay the income tax they are responsible for on the 
income. 

Some workers also provide a false social security number to their employers; this may be to avoid taxes. The worker 
can understate income with a reduced chance of detection, since the IRS or the department will not be able to match 
the income automatically to the employee using the standard identifying number. 

Further complicating matters, we do not know how much withholding was paid by employers for any specific 
individual. However, beginning in 2010 employers will begin reporting more specific withholding information by 
employee directly to DOR.

Table C3. Interest and Dividends

Interest and dividends Number of Returns

1,134,073Reported interest and dividends $4,466,000,000

Unreported interest and dividends $169,000,000 Misreporting %

3.7%Tax on unreported interest and dividends $8,400,000

Part-year and nonresident tax gap estimated at an additional $500,000

Interest and dividends are reported to taxpayers on a Form 1099-INT if the total amount received in the tax year 
was at least $10. Obviously, some amounts below that are not reported.
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Interest income may or may not be taxable, depending on the source. Some interest is not taxable at either the fed-
eral or the state level. Other interest is taxable at the federal level, but not at the state level or vice versa. This means 
it is relatively easy for a taxpayer to misclassify interest they received, and underpay their federal tax, their state 
tax, or both.

Some taxpayers will open investment accounts in the name of a different person in a lower income tax bracket (for 
example, a parent or child). This avoids taxation at a higher tax rate, and reduces the amount of tax collected.

Table C4. Alimony Income

Alimony income Number of Returns

8,150Reported alimony income $114,000,000

Unreported alimony income $9,000,000 Misreporting %

7.2%Tax on unreported alimony income $400,000

Part-year and nonresident tax gap estimated at less than an additional $100,000

Taxpayers who receive alimony from a spouse or former spouse as the result of a divorce decree or separation agree-
ment should report that amount as taxable income. The payer deducts the payments from their taxable income.

Because the payments are not subject to third-party information reporting, there is a lot of potential to misstate 
either the income amount (payee) or the deduction amount (payer). Ensuring compliance in this area requires an 
audit, and often involves looking at cancelled checks. One difficulty is that child support payments are treated dif-
ferently from alimony, and it is often unclear which payments should be classified as alimony, and which should 
be classified as child support.

Table C5. Unemployment Income	

Unemployment income Number of Returns

109,102Reported unemployment income $359,000,000

Unreported unemployment income $45,000,000 Misreporting %

11.1%Tax on unreported unemployment income $1,900,000

Part-year and nonresident tax gap estimated at an additional $100,000

Unemployment compensation paid to Oregon residents is taxable and should be reported as taxable income. Tax-
payers should receive a Form 1099-G showing the amount paid to them. Taxpayers have a choice about whether 
to have federal or state income tax withheld from their unemployment compensation. If they choose federal with-
holding, federal tax is withheld at 10 percent. If they choose state withholding, state tax is withheld at 6 percent.

Some taxpayers do not report unemployment compensation on their tax returns. If the agency that paid the unemploy-
ment compensation issued a Form 1099-G to the individual, the IRS will identify a mismatch between income reported 
on the individual’s return and the unemployment compensation reported by the third-party on the Form 1099-G. 

Because taxpayers receiving unemployment compensation usually need access to their full unemployment pay-
ments, and may not understand the tax implications, they will often choose to not have any income tax withheld. 
This might result in tax owed at the time they file their return. If they are still unemployed at that time, they may 
not be able to pay the tax that is due. 
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Table C6. Retirement Income

Retirement income Number of Returns

421,323Reported retirement income $7,434,000,000

Unreported retirement income $318,000,000 Misreporting %

4.1%Tax on unreported retirement income $11,300,000

Part-year and nonresident tax gap estimated at an additional $400,000

Retirement income includes many different forms of distributions including: social security, railroad retirement, 
qualified pension plans, annuities, IRAs, 401(k) plans, deferred compensation plans, SEP accounts, SIMPLE ac-
counts, etc. Each form of retirement income has its own set of taxation rules. 

Because of the complexity, many taxpayers incorrectly report the portion of their retirement income that is taxable 
at the federal level or taxable to Oregon. Some merely exclude all of their retirement income because they are un-
der the impression that it is not taxable. Others make computational errors and/or misreport various portions of 
their retirement income. These types of omissions are often identified during processing or through the IRS data 
matching.

One area of noncompliance that we identify periodically is a taxpayer who makes an attempt to move out of Oregon 
to escape taxation of their Oregon-sourced retirement income. For example, taxpayers buy a motor home and travel 
throughout the United States, but never acquire a permanent home elsewhere and never abandon their Oregon 
domicile. Alternatively, a taxpayer might change their address to a Washington post office box. They do not change 
any of their other connections to Oregon, such as their driver’s license, vehicle registration, voter registration, etc. In 
these circumstances, they are considered an Oregon resident and their retirement income is still taxable to Oregon.

Some taxpayers invest privately in stocks and bonds, planning for future income to be used after retirement with-
out investing through qualified retirement plans or individual retirement accounts. They incorrectly treat their 
investments as if they were in qualified plans or IRAs, and accordingly underpay their Oregon tax.

Table C7. Business Income (net)

Business income Number of Returns

281,510Reported business income $3,175,000,000

Unreported business income $6,622,000,000 Misreporting %

57.1%Tax on unreported business income $293,000,000

Part-year and nonresident tax gap estimated at an additional $20,000,000

Business owners who operate their business as a sole proprietorship report their net business income on federal 
Schedule C of their personal income tax return. The net income is calculated as gross receipts minus expenses. 
Accurate reporting requires accurate record keeping, and businesses often lack or have inadequate bookkeeping 
and/or records.

Much business activity escapes third-party reporting, and many businesses operate solely in cash, so no records 
are created through their operations. Even with accurate and correct records, the location of the records may be 
different from the location of the business, or simply out of state. Since substantiation of the reported information 
usually requires a physical review of records, the information can be difficult to substantiate.

Cash based businesses can easily hide transactions, and some do not maintain bank accounts, avoiding transac-
tions that would generate a paper trail or withholding. For example, we have seen business owners offer customers 
a discount if they pay in cash so that a paper trail is not created. Underreporting the income on tax returns can 
more easily go undetected. We have also seen business returns on which personal expenses are claimed as busi-
ness expenses.
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Detecting understated income requires some type of gross receipts test, a much more in-depth life-style or cash 
flow analysis audit. Identifying overstated expenses requires examining volumes of receipts (some may be falsi-
fied or missing), vouchers, cancelled checks, etc. These are the most time intensive audits that the department 
performs.

Taxable income for businesses also includes income in the form of bartered goods or services. For example, a tax-
payer may provide child care services in exchange for appliance repair services. This type of bartering activity is 
taxable income which often goes unreported. In general, no cash changes hands, and no records are kept of the 
transaction, making it difficult to identify that the transaction occurred and even more difficult to determine the 
fair market value of the goods or services exchanged.

Frequently the department identifies activities undertaken by taxpayers without a profit motive, referred to as 
“hobby” or “not for profit” businesses. There are specific federal rules that govern when an activity constitutes 
a business and, if not, how to report any income and expenses from the activity. Determining if a loss is from an 
activity in which the taxpayer has a profit motive can be time consuming and encompass examination of many 
records. 

Complexity often leads business taxpayers to make computational errors in determining the depreciation allow-
able for their assets. This type of error is difficult to detect without a thorough evaluation of all business property.

Another area of noncompliance is businesses that operate both inside and outside of Oregon. Often times out of 
state businesses operate within Oregon for short periods of time and do not properly register their business activi-
ties or correctly apportion and report their Oregon-source income. 

Table C8. Farm Income (net)

Farm income Number of Returns

33,121Reported farm income ($271,000,000)

Unreported farm income $2,042,000,000 Misreporting %

72.0%Tax on unreported farm income $95,500,000

Part-year and nonresident tax gap estimated at an additional $3,900,000

Frequently, the department identifies farm activity undertaken by taxpayers without a profit motive. Often this 
type of activity has elements of pleasure, recreation, or personal interest. However, there are specific federal rules 
that govern when an activity constitutes a business and, if not, how to report any income and expenses.

Oregon counties allow attractive property tax rates for farm land. This can encourage taxpayers to conduct some type 
of farming activity to obtain the preferential property tax rate, but not necessarily with a profit motive.

Table C9. Capital Gain (net)

Capital gain Number of Returns

346,191Reported capital gain $7,545,000,000

Unreported capital gain $1,514,000,000 Misreporting %

11.8%Tax on unreported capital gain $96,200,000

Part-year and nonresident tax gap estimated at an additional $6,700,000

When a capital asset (for example, stocks and bonds, machinery, or real property) is sold for a higher price than for 
which it was purchased, taxes may be due on the gain. In addition, if the item is sold at a loss, the loss may be tax 
deductible. Capital gains and losses are reported on federal Schedule D.

Capital gains and losses are short-term if the capital asset was held for less than one year. All others are long-term. 
Short-term losses must be netted against short-term gains; long-term losses must be netted against long-term gains. 
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Then, the net short-term gain/loss is netted against the net long-term gain/loss. A resulting net capital loss deduc-
tion is limited to $3,000, but taxpayers may carry forward any unused capital losses to future years.

Some third-party reporting happens on sales of capital assets (e.g., stock transactions that are handled by brokers, 
real property transactions, etc.), but many sales and exchanges do not involve third-party reporting. When third-
party reporting does exist, however, it does not contain the taxpayer’s basis information for determining gain or 
loss. Recent federal legislation has been adopted that requires basis to be included on Form 1099. 

Table C10. Other Gain (net)

Other gain Number of Returns

28,719Reported other gain $105,000,000

Unreported other gain $648,000,000 Misreporting %

64.4%Tax on unreported other gain $30,500,000

Part-year and nonresident tax gap estimated at an additional $2,300,000

Other gains include all other gain/loss activity except capital gains and losses and/or personal gains and losses 
(which are nondeductible).

One of the most common adjustments made to returns claiming other gains is for basis computations. Basis is de-
termined and adjusted by a number of factors throughout the term of ownership, depending upon the asset, such 
as: purchase price, improvements, prior distributions from a pass-through entity, contributions to pass-through 
entities, mode of acquisition, etc. If taxpayers make errors in basis computations, it will cause a resulting error in 
the computation of other gains and losses at the time of disposition.

A popular method used to defer tax on property exchanges is to use the provisions of IRC Section 1031 (like-kind 
exchanges). Examples of noncompliance issues for like-kind exchanges include: taxpayers exchange nonqualifying 
property, do not meet time lines in which replacement property must be identified, and fail to report additional 
compensation received at the time of exchange.

Taxpayers outside of Oregon must notify the department when exchanging land within Oregon for land outside 
of Oregon, deferring gain to future years. These taxpayers must report the gain to Oregon in the future at the time 
they dispose of the property. However, some taxpayers defer the gain for many, many years, and never report the 
deferred gain to Oregon. Recently, a new form was developed for nonresidents to file (Form 24, Like-Kind Exchang-
es/Involuntary Conversions), notifying the department of nonresidents’ deferred gain. However, not enough time 
has elapsed for the department to know if this is an effective tool for tracking these deferred gains.

Some taxpayers mistakenly deduct unallowable personal losses, such as a loss on the sale of a principal residence. 
In addition, taxpayers may attempt to convert a personal asset to a business asset so that they can deduct a loss as 
a business loss.

Table C11. Rents, Royalties, etc. (net)

Rents, royalties, etc. Number of Returns

204,316*Reported rents, royalties, etc. $475,000,000

Unreported rents, royalties, etc. $2,701,000,000 Misreporting %

51.3%Tax on unreported rents, royalties, etc. $176,200,000

Part-year and nonresident tax gap estimated at an additional $8,700,000

*Taxpayers use federal Schedule E to report income or losses from rents, royalties, etc. as well as from S-corporations, partnerships, and 
trusts. The number of returns displayed includes all full-year resident returns filed with Schedule E income, regardless of income type. 

Rental income can be for the use of personal property (such as equipment and vehicles) or real property (such as 
rental homes and leased commercial property). Royalty income arises from copyrights, patents, and oil, gas, and 



Personal Income Tax Compliance Report  2009                                            32	 Oregon Department of Revenue	

mineral properties. Third-party reporting of rental income is typically nonexistent, and third-party reporting of 
royalty income is rare.

The details of reporting rental of personal property depend on whether or not the rental activity is a business, and 
whether or not the rental activity is conducted for profit. Taxpayers use federal Schedule E to report income and ex-
penses associated with real property rental.

Rental activity is considered a passive activity, and losses from passive activities generally cannot be used to offset 
any other income than passive income.

Some taxpayers deduct the cost of items purchased for personal use as rental expense, or immediately expense 
certain types of repairs that should be depreciated over time. Some use rental income from relatives or others at 
below-market rates to increase the amount of rental loss claimed on a return.

There are complex rules that apply to rental property that is also the taxpayer’s principal home or vacation home. It 
may be difficult for some taxpayers to compute the correct amount of income and expense they should be includ-
ing in their income. Additionally, some taxpayers try to deduct expenses of a vacation home by labeling it as rental 
property.

Table C12. S Corps, Partnerships, Trusts, etc. (net)	

S corps, partnerships, trusts, etc. Number of Returns

204,316*Reported S-corps, partnerships, trusts, etc. $4,928,000,000

Unreported S-corps, partnerships, trusts, etc. $3,051,000,000 Misreporting %

17.8%Tax on unreported S-corps, partnerships, trusts, etc. $199,000,000

Part-year and nonresident tax gap estimated at an additional $35,100,000

*Taxpayers use federal Schedule E to report income or losses from rents, royalties, etc. as well as from S-corporations, partnerships, and 
trusts. The number of returns displayed includes all full-year resident returns filed with Schedule E income, regardless of income type. 

Income earned by certain entities is not taxable at the entity level, but is passed through to shareholders or part-
ners. These entities include S corporations, partnerships, trusts, limited liability companies and others, collectively 
known as pass-through entities.

Pass-through entities use federal Schedule K-1 to report items of income and expense to individual owners accord-
ing to their ownership percentage. The taxpayer then uses the Schedule K-1 received from the entity when prepar-
ing their personal income tax return.

Pass-through entities have the same areas of noncompliance as sole proprietorships. See Business Income.

One of the most prevalent audit issues involving pass-through entities is calculating an individual’s basis in their 
ownership of the entity. Owners are often unaware that a loss from the pass-through entity is limited to the amount 
of their ownership basis. Items affecting ownership basis include many factors, such as contributions to the entity 
(cash or property), distributions, guaranteeing loans for the entity, income and expenses, etc.

The complexity of basis calculations makes it difficult to determine the correct value of ownership interests and 
proper tax treatment of specific items, by both entity owners and department auditors.

Pass-through entities can be a vehicle for abusive tax avoidance transactions due to multi-layer ownership struc-
tures. Multi-layer ownership and structure can provide opportunities to disguise related-party transactions, tax-
payer identities, and financial transactions.

The department has seen payments to owners improperly characterized as dividends or guaranteed payments, 
rather than as salaries or compensation in order to avoid withholding and payroll taxes. 

Compliance auditors are working a project to audit partnerships and limited liability companies (LLCs). Auditors 
are also performing filing enforcement on partnerships as well as on the nonfiling partners of those entities. In the 
past, similar projects have been conducted on other pass-through entities, such as S-corporations and trusts. 
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Table C13. Other Income (net)

Other income Number of Returns

132,659Reported other income ($162,000,000)

Unreported other income $4,570,000,000 Misreporting %

63.5%Tax on unreported other income $231,500,000

Part-year and nonresident tax gap estimated at an additional $35,000,000

Examples of other income include:

•	Gambling income;

•	Prizes and awards;

•	Jury duty pay;

•	Canceled debt;

•	Net operating loss deductions.

Taxpayers receive some third-party reporting for certain items that should be reported as other income, but not for 
others. For example, gambling winnings over $600 are reported to the taxpayer on a Form W-2G. Jury duty pay, on 
the other hand, is paid to the taxpayer after their time of service, but is usually such a minimal amount that third-
party reporting is not required. 

Taxpayers incorrectly calculate and/or deduct some net operating losses. For example, a taxpayer moving into Or-
egon with net operating loss carryforwards incurred from sources outside of Oregon may not deduct their loss on 
their Oregon return.

Table C14. Federal Adjustments

Federal adjustments Number of Returns

546,866*Reported federal adjustments $1,461,000,000

Over-reported federal adjustments $388,000,000 Misreporting %

21.0%Tax on over-reported federal adjustments $17,300,000

Part-year and nonresident tax gap estimated at an additional $600,000

*Taxpayers may claim more than one federal adjustment. This number represents the number of federal adjustments claimed on 
all Oregon full-year returns, not the number of returns claiming federal adjustments.

Federal adjustments are deductions taken by the taxpayer on the front of Form 1040 that reduce total income to 
reach adjusted gross income (AGI). These deductions are also called “above the line” deductions. Some of these 
items have third-party reporting, but many do not.

Examples of federal adjustments include:

•	Educator expenses;

•	Moving expenses;

•	IRA deductions;

•	Student loan interest deductions. 

These items reduce AGI, which flows to the Oregon return as the beginning amount for preparing the Oregon 
return.
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If a teacher incurs unreimbursed expenses for classroom materials, they may claim up to a $250 deduction. Because 
tax on this amount is minimal, rarely is substantiation verified.

Many taxpayers claim moving expense items that used to be deductible but no longer are. For example, taxpayers 
deduct meals, house hunting trips, costs of selling a home, security deposits, etc.

Either in an attempt to reduce their AGI or because of a lack of understanding, some taxpayers will claim an IRA 
contribution deduction for a Roth IRA rather than a traditional IRA. Contributions to Roth IRAs are made with 
after-tax dollars and are not deductible. Other taxpayers claim an IRA contribution deduction on their tax returns, 
but do not make a contribution. 

Table C15. Oregon Additions

Oregon additions Number of Returns

81,393*Reported Oregon additions $297,000,000

Under-reported Oregon additions $17,000,000 Misreporting %

5.4%Tax on under-reported Oregon additions $1,200,000

Part-year and nonresident tax gap estimated at less than an additional $100,000

*Taxpayers may claim more than one Oregon addition. This number represents the number of Oregon additions claimed on all 
Oregon full-year returns, not the number of returns claiming an Oregon addition.

These are items Oregon taxes but that are not included in federal AGI. To calculate Oregon taxable income, these 
items are added to federal AGI. One example is interest and dividends on bonds of other states or a political sub-
division of another state. There are many other examples, but most Oregon additions apply to a very small group 
of individuals. 

Some omissions or calculation errors can be identified and corrected in return processing. Others can only be de-
tected by contacting a taxpayer for more information. If a taxpayer claims an Oregon credit relating to an item they 
deducted on their federal return, they must usually add back the amount deducted on the federal return. 

Table C16. Oregon Subtractions

Oregon subtractions Number of Returns

1,930,309*Reported Oregon subtractions $3,932,000,000

Over-reported Oregon subtractions $224,000,000 Misreporting %

5.4%Tax on over-reported Oregon subtractions $6,400,000

Part-year and nonresident tax gap estimated at an additional $300,000

*Taxpayers may claim more than one Oregon subtraction. This number represents the number of Oregon subtractions claimed 
on all Oregon full-year returns, not the number of returns claiming an Oregon subtraction.

These are items Oregon does not tax but that are taxed at the federal level. To calculate Oregon taxable income, these 
items must be subtracted from federal AGI. A common subtraction is for the amount of a taxpayer’s social security 
income taxed on their federal return. Another example is interest and dividends on U.S. government securities.

Another example of complexity relating to interest and dividends is that taxpayers must have received information 
from the payer about investments in order to know whether or how much of their interest and dividends is from 
U.S. government securities. If only a portion of their investment is in U.S. government securities, the taxpayer must 
make a calculation to arrive at their subtraction. The Forms 1099-INT and 1099-DIV filed with the federal govern-
ment by the payer, however, do not include information about the percentage of interest and/or dividends earned 
on U.S. government securities. Therefore, the department does not receive this piece of information from the IRS 
and must rely on the taxpayer to provide it.
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There are many other examples of Oregon subtractions that involve computations or special requirements.

Table C17. Itemized and Standard Deductions

Itemized and standard deductions Number of Returns

1,546,097Reported itemized and standard deductions $15,021,000,000

Over-reported itemized and standard deductions $857,000,000 Misreporting %

5.4%Tax on over-reported itemized and standard deductions $32,900,000

Part-year and nonresident tax gap estimated at an additional $1,700,000

Taxpayers can claim the greater of their federal itemized deductions from Schedule A on their Oregon return, or 
the Oregon standard deduction. If itemizing deductions, total itemized deductions must be reduced by any Oregon 
income tax (or sales taxes paid in other states by nonresidents) included in federal itemized deductions. 

Even if a taxpayer took the federal standard deduction on their federal return, they may itemize deductions for 
Oregon (only) if it is more beneficial for them than claiming the Oregon standard deduction. Oregon’s standard 
deduction is indexed for inflation. An additional standard deduction amount is allowed for taxpayers 65 and over 
and/or blind.

Oregon also allows a special medical deduction for taxpayers age 62 and over. The deduction is equal to the amount 
of medical expenses that were not allowed on federal Schedule A because of the AGI limitation (7.5 percent).

Federal itemized deductions are limited for taxpayers with AGIs exceeding certain income thresholds.

Itemized deductions include:

•	Medical, dental, prescriptions, etc. expenses if they are the taxpayer’s own expenses or those incurred by a 
spouse or dependents included on the return. 

•	Mortgage interest and points, limited to certain qualifications, such as only for the taxpayer’s principal residence 
and one other residence. 

•	Charitable contributions of cash or property if donated to a qualified organization. Common issues identified for 
adjustment include the value of property donated to charity. 

•	Many other miscellaneous deductions, which are deductible only to the extent they exceed 2 percent of the tax-
payer’s AGI. Examples include:

—	 Unreimbursed employee business expenses;

—	 Union dues;

—	 Job search expenses;

—	 Licenses and regulatory fees;

—	 Tax return preparation expenses;

—	 Investment fees and expenses (Safety deposit box, journals, clerical expenses, etc.).

Many taxpayers claim inappropriate deductions. For example, taxpayers often claim deductions that are business 
expenses on both Schedule A (personal deductions) and Schedule C (business expenses), improperly doubling the 
tax benefit of the deduction.

In addition, many individual deductions are claimed improperly. Deductions that taxpayers would be entitled to if 
they had proper documentation are not allowed if they cannot substantiate the expense or donation.
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Table C18. Credits

Oregon exemption credits Number of Returns

1,343,827Reported Oregon exemption credits $443,400,000

Over-reported Oregon exemption credits $25,300,000 Misreporting %

5.4%Tax on over-reported Oregon exemption credits $25,300,000

Part-year and nonresident tax gap estimated at an additional $1,700,000

Oregon regular credits Number of Returns

223,909*Reported Oregon regular credits $99,500,000

Over-reported Oregon regular credits $35,500,000 Misreporting %

26.3%Tax on over-reported Oregon regular credits $35,500,000

Part-year and nonresident tax gap estimated at an additional $15,000,000

*Taxpayers may claim more than one Oregon regular credit. This number represents the number of Oregon regular credits claimed 
on all Oregon full-year returns, not the number of returns claiming an Oregon regular credit.

Oregon refundable credits Number of Returns

231,903*Reported Oregon refundable credits $39,000,000

Over-reported Oregon refundable credits $13,900,000 Misreporting %

26.3%Tax on over-reported Oregon refundable credits $13,900,000

Part-year and nonresident tax gap estimated at an additional $700,000

*Taxpayers may claim more than one Oregon refundable credit. This number represents the number of Oregon refundable 
credits claimed on all Oregon full-year returns, not the number of returns claiming an Oregon refundable credit.

Oregon offers numerous tax credits. Some are available to a wide segment of the population, while others are very 
specialized and only a few taxpayers may claim them. Some of the credits are refundable; however, most are not. 

Credits reduce tax dollar for dollar, therefore noncompliance can have a significant impact on the tax gap. Most 
Oregon credits do not require the taxpayer to attach documentation to the return.

Among the most common credits are:

•	Business or residential energy credits are available for purchase of certain energy conservation devices. Eligibil-
ity is certified by the Department of Energy. 

•	Child and Dependent Care credit (CDCC) is a percentage of the taxpayer’s federal CDCC.

•	Income taxes paid to another state, which is based on a complex calculation of income taxed by Oregon and 
another state. This and several other credits require that if the taxpayer is claiming the expense as an itemized 
deduction, the taxpayer must make a required addition on the Oregon return for the amount included as an item-
ized deduction. 

•	Political contributions up to $50 for a single filer and $100 for joint filers.

•	Earned Income Tax credit (EITC) is a refundable credit calculated as a percentage of the federal EITC.

•	Working Family Childcare credit (WFC) is a refundable credit designed to recover some of the costs of child-
care incurred while parents work or attend school. The WFC is calculated as a percentage of childcare expenses 
paid. 
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Some improperly claimed credits are caught in processing, due to edits in the processing system. Some improperly 
claimed credits are discovered through other enforcement actions. 

Refundable credits are a particular compliance problem, and the department dedicates several employees to re-
viewing claims. For WFC, childcare is often provided by related parties and paid for in cash. It is difficult, if not 
impossible, to verify that cash exchanged hands or was done so in an arms-length transaction. One party will often 
testify (in writing or orally) that they received payment, but it appears no payment was made. Many falsified docu-
ments are supplied during audits.

Most other state agencies involved in personal income tax credits are cooperative and work well in providing infor-
mation to taxpayers and the department. It can be difficult for them, though, to administer certain tax credits with 
limited resources or ambiguous legislation. Some legislation directs the department to administer certain credits; 
however, the department does not have the industry or topical knowledge to fully administer the program. For ex-
ample, the Biomass Production/Collection credit was recently established. The department is not familiar with this 
industry, but must write administrative rules and provide assistance to taxpayers and preparers about the credit.	

Table C19. Withholding Claimed

Withholding claimed Number of Returns

1,301,930Reported withholding claimed $3,935,000,000

Over-reported withholding claimed $47,800,000 Misreporting %

1.2%Tax on over-reported withholding claimed $47,800,000

Part-year and nonresident tax gap estimated at an additional $4,100,000

Individual taxpayers use the amount of Oregon income tax withheld as reported to them on Forms W-2 and 1099 
in preparing their Oregon personal income tax returns. The majority of filers are not required to submit W-2 or 
1099 forms because they file their returns electronically. The minority of taxpayers—those who file paper returns 
—are required to attach substantiation for the amount of tax already paid through withholding claimed on their 
return. The part of the tax gap due to misreporting that comes from withholding is due to taxpayers claiming 
more Oregon tax withholding than was actually deducted from their paychecks.

A significant part of the tax gap due to underpayment is due to wage earners that intentionally minimize their 
withholding. Employers are required to remit to the department all Form W-4s in which employees have claimed 
10 or more exemptions, or exempt status (employees must earn at least $200 per week). The department devotes 
two employees, half time, to investigate and determine if the proper amount of allowances has been claimed on the 
Form W-4. If the exemptions claimed are excessive, they instruct the employer to withhold tax from the employee’s 
paycheck at an appropriate rate, based on their filing status, number of dependents, etc. If an employer does not 
implement the department’s instructions by withholding at the instructed rate, the employer can be held liable for 
the difference between the amount that should have been withheld and the amount that was withheld. A $500 pen-
alty can also be imposed on the employee for not complying with the department’s instructions by resubmitting 
an incorrect W-4 to their employer.

Most employers do correctly pay their employees and do correctly withhold income taxes from their pay. However, 
due to cash flow shortages, some employers decide to use those trust funds for business or other purposes, rather 
than remitting them to the state. The business is liable for the withheld income tax and the department takes collec-
tion action against the employer. 

With the advent of tax preparation software, taxpayers can more easily falsify W-2 forms, claiming nonexistent 
withholding or inflating amounts withheld. 
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Full-year residents

          Total misreporting gap

          Nonfiling gap

          Underpayment gap       

$1,262,200,000

$160,200,000

$75,800,000

Total                                  $1,498,200,000

Part-year and nonresidents

          Total misreporting gap

          Nonfiling gap

          Underpayment gap

$139,800,000

$17,800,000

$6,300,000

  Total                                      $163,900,000

Oregon residents, part-year & nonresidents total gap             $1,662,100,000

Voluntary withholding not claimed on returns  ($284,100,000)

Other receipts beyond reported tax ($130,300,000)

Estimated net tax gap                                                                                   $1,247,700,000

Table C20. Estimated Net Tax Gap
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Appendix D                                                                          
Audit/verification best practices survey

In conjunction with the 2008 Tax Compliance Report, 
the department conducted an audit/verification best 
practices survey that incorporates responses from oth-
er states’ tax collection agencies. The survey was sent to 
all 50 states plus the District of Columbia. The depart-
ment received 46 responses from 36 states (some states 
provided multiple responses). This summary also in-
cludes IRS auditing best practices as gleaned from IRS 
phone forum presentations and conversations with an 
IRS Territorial Exam Manager and an Exam Unit Man-
ager in Portland, Oregon. They were not asked to par-
ticipate in the actual survey.

Audit processes and methodology
Agencies use face-to-face audits (39 vs. 3) and corre-
spondence audits (39 vs. 2) most frequently. Agencies 
use telephone (10 vs. 29) and e-mail (9 vs. 30) to conduct 
audits much less frequently.

States respond that face to face audits can be more ef-
fective, because:

•	Taxpayers take the audit more seriously;

•	Audits can be more comprehensive;

•	Records are more readily available;

•	It helps establish relationships with taxpayers;

•	Auditors can better grasp the taxpayer’s business;

•	One response said face to face works best with large 
and cash-basis businesses; however, the same can be 
said for small businesses.

However, face-to-face audits are more costly than other 
audit methods.

Most stated that correspondence audits work best if 
trying to touch a large volume of taxpayers. Correspon-
dence audits tend to have a ripple effect. Most states 
agree that either face to face or correspondence audits 
can be the most effective audit method, depending on 
the objective of the audit. 

Auditors can encounter authentication and security 
of information exchange issues when using e-mail for 
auditing purposes. Some states only use e-mail during 
later stages of an audit to address small issues or to ex-
change limited bits of information.

Some states have their auditors examine for multiple 
programs whenever working with a taxpayer. Many 
of the survey responses were from sales/use tax pro-
grams. As long as their auditor is at a business loca-
tion, they audit for not only sales/use taxes, but also 
for payroll tax, corporate tax, personal income tax, etc., 
depending on the state and/or taxpayer.

•	Most states do not limit the scope of the audit to a 
single issue. 

•	Most states do audit the entire tax return. 

•	Most states do not perform life-style audits. 

•	Most states do verify both expenses and income when 
conducting an audit.

IRS audit processes and methodology
The IRS uses telephone contact to initiate an audit. This 
allows them to get directly to the right person needed to 
conduct the audit, and allows for scheduling, prioritiz-
ing, determining where records are located, etc. Their 
phone call is then followed up with a letter confirming 
arrangements agreed to during the call. The letter also 
serves to confirm the identity of the caller, as it contains 
the IRS logo, etc. The IRS reports that their time esti-
mates for how long an audit will take is more accurate 
when initial contact is by telephone.

The IRS has also initiated a Mutual Commitment Date 
(MCD) process for resolving field audits. The MCD 
process addresses the taxpayer’s concerns regarding 
the length of an audit, but also emphasizes the need for 
all parties to work together to complete the audit. The 
process:

•	Involves discussing the roles and responsibilities of 
all parties to the audit,

•	Covers the time needed to obtain, provide and review 
additional information, and

•	Sets a tentative date for completion of the exam.

The IRS indicates the MCD process provides for bet-
ter communication, allows everyone to understand the 
need to work together and to understand their roles 
and responsibilities, and completes the audit in a time-
ly manner.

For field audits, a tour of a taxpayer’s business is usu-
ally mandatory, allowing the auditor to gain a better 
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understanding of the business, location, processes, etc. 
The IRS also prefers that the taxpayer be present dur-
ing a field audit, even if a representative is involved. At 
a minimum, the taxpayer must be available, if needed.

At the conclusion of a field audit, the IRS auditor will 
ask the taxpayer if they agree or disagree with any ad-
justments resulting from the audit. In agreed cases, the 
auditor will pursue payment or payment arrangements 
with the taxpayer at that time.

Audit/verification tools
Responders indicated their most effective audit/verifi-
cation tools are:

•	Third-party information to verify taxpayer provided 
information;

•	Federal tax return data from the IRS;

•	Creation of an “as expected” return (based on federal 
data) compared with the actual return filed;

•	Well trained, knowledgeable, experienced auditors;

•	Data warehouses;

•	Pilot audits in targeted industries;

•	Auditing new businesses for their first three years;

•	Auditing software;

•	Computer assisted auditing procedures.

Responders indicated their least effective audit/verifi-
cation tools are:

•	Desk audits;

•	Taxpayer provided information/data and conversa-
tions with the taxpayer;

•	Comparisons to federal return data (self-serving for 
taxpayer);

•	Voter registration (too many inconsistencies);

•	Random return selections;

•	Estimation/indexing to other like-kind businesses in 
same industry.

For all responses, 28 indicated that they use data 
warehousing, while 13 indicated they did not. Several 
responded that their data warehouses are still in their 
infancy, or still being developed. The data most includ-
ed in the warehouse was:

•	IRS extracts (23);

•	Employment Department (17);

•	W-2 Data (15);

•	DMV data (14);

•	K-1 Matching (14);

To a lesser extent, some states include the following:

•	Professional licenses (7);

•	State lottery winners (5);

•	Other tax programs administered by the responding 
agency;

•	Collections information;

•	City and county data;

•	U.S. Customs data;

•	I-Pass information on Toll-way Authority;

•	Guaranteed student loan data;

•	Mortgage and assessment data purchased from a pri-
vate company.

Of those responders using data warehousing, most are 
using the warehouse for audit case selection (23), as 
well as filing enforcement selection (19); a few use the 
data warehouse during processing of returns (8). A few 
responders indicated that they were just in the process 
of setting up their data warehouses and had not started 
using it yet. One state is in the process of requesting 
funding to acquire a data warehousing system.

Of those states responding that do NOT use data ware-
housing, many said that certain types of data sets are 
available to them and are used for audit and filing en-
forcement purposes. Several of these states indicated, 
however, that the same data sets heavily used by those 
with data warehouses above are not available to them.

Case selection
Audit case selection practices include:

•	Using both manual and automated processes to se-
lect cases;

•	When using automated processes, initial selections 
are further reviewed and filtered by experienced 
staff/managers before being assigned;

•	Using case selection specialists/technicians to iden-
tify cases or case selection criteria. Some prescreen 
returns and scope audits before assigning them to 
auditors;
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•	Identifying the largest taxpayers with known audit 
risks;

•	Identifying specific industries or specific issues;

•	Matching federal data, identifying differences as au-
dit leads;

•	Identifying return items specific to the individual 
state;

•	Comparing taxpayers to industry averages, examin-
ing those outside the norm;

•	Using data warehouse to select cases;

•	Auditing referrals;

•	Auditing taxpayers with a trend of filing late 
returns;

•	Identifying certain risk factors;

•	Evaluating past productive audits—initiating a 
three-year audit cycle to confirm taxpayer is staying 
in compliance;

•	Reviewing new business list for potential audits;

•	Self-selection by auditors;

•	Eliminating audits of taxpayers who were recently 
audited or those that had “no change” audits.

In many agencies (24), auditors select audit cases. How-
ever, in a majority (33), managers are involved in audit 
case selection. Many agencies (19) use case management 
software. Other audit case selection methods include:

•	Joint effort to select cases (auditors, managers and 
case selection section of program);

•	Data warehouses;

•	Auditors submit well-documented referrals, but 
managers make ultimate case selection decisions;

•	Audit selection staff specialists;

•	Legislatively recommended audits;

Filing enforcement case selection practices include:

•	Federal information matching, especially when a 
federal return was filed, but no state return;

•	Comparing returns filed to business licenses;

•	Taxpayers with a history of noncompliance are moved 
up in priority;

•	Compliance required for license or permit within the 
state;

•	Using an information warehouse (assumed to be the 
equivalent of a data warehouse);

•	Dollar tolerances considered (highest dollar amounts 
have priority).

Similar methods are used for selecting filing enforce-
ment cases. Auditors select filing enforcement cases in 
16 agencies; however, managers select filing enforce-
ment cases in 25 agencies. Nineteen agencies use case 
management software. Other methods include:

•	Collaboration;

•	Warehouse;

•	Referrals;

•	Handled by Collection Division.

More often than not, collectibility of resulting deficien-
cies is NOT considered when selecting cases for audit 
(26) or filing enforcement (25).

Most agencies analyze statistics and data, evaluating 
audit case selection (32 vs. 7). Comments provided re-
lating to analysis include:

•	Determining if return on investment was achieved;

•	Determining whether taxpayers were in bankruptcy 
or uncollectible;

•	Reviewing auditor productivity to see if individual 
case selection techniques are effective;

•	Using audit sampling to verify risk selection criteria;

•	Analyzing industries and comparing to similar audits;

•	Using software/spreadsheets to track results.

IRS case selection
The IRS selects audit cases through automation, com-
paring actual returns with “norms.” Identified returns 
are then further reviewed by an experienced agent (in a 
different geographical area of the country than the tax-
payer) for audit suitability. Returns are then forwarded 
to unit managers who also review the case before as-
signing it to an auditor. This process, involving mul-
tiple reviews and filters, is used for both office and field 
case selections.

Processing
Almost all agencies review every return for math ac-
curacy during processing (37 vs. 1). Most agencies 
compare returns to a set of predetermined criteria that 
cause a return to “suspend” or “except out” of process-
ing (30 vs. 7). Criteria used:
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•	Is developed over time from agency experience; 

•	Evolves over the years, as new exemptions and re-
fundable items are created;

•	Includes recent law changes;

•	Includes aspects of the suspicious filer program and 
fraud measures (multiple refunds to same account, 
address, etc.);

•	Includes identified areas of most risk;

•	Includes maximum amounts allowed for credits.

Agencies provided the following ways they authenti-
cate a taxpayer’s identity:

•	Comparing return data to historical data;

•	Using an alternate number (seller’s permit number);

•	Comparing to Department of Labor information, W-2 
database;

•	Clearing through federal electronic filing program;

•	Creating a “pre-validated list” (compared with other 
sources like DMV, Employment, etc.)—if not on the 
list, they must go through a refund fraud model;

•	Comparing to Social Security Administration data;

•	Requesting a copy of their social security card;

•	Comparing to other state agency data (similar to Vital 
Statistics);

•	Two agencies responded that they do not have any 
way to validate taxpayer identity.

Miscellaneous
Survey participants indicate that their biggest areas of 
noncompliance include:

•	The number of nonfilers;

•	Erroneous returns by paid preparers;

•	Individual taxpayers not being aware of other tax 
programs to which they are subject;

•	Flow-through entities that have nonresident mem-
bers (nonfiling);

•	Self-employed and independent contractors;

•	Employer withholding tax;

•	Underreporting of taxable income;

•	Under reporters (Schedules C & E, EBE, cash 
economy);

•	Fraudulent refund claims, including EIC and 
withholding;

•	Nonresidents not filing;

•	Individuals not reporting federal changes;

•	Residency; taxpayers claiming to have moved domi-
cile to “warmer” (read: nonincome) tax states (Texas 
and Florida);

•	Construction industry.

Seven responders indicated they currently have pend-
ing legislation or projects relating to audit/verification 
techniques, including:

CA: Requesting approval/funding to replace compli-
ance process/systems.

KY: Updating the Computer Assisted Audit Program 
and requesting overhaul of tax systems used by 
the department.

MD: Acquisition of data warehouse technology.

MN: Seeking legislation to require intermediaries to re-
port Section 1031 exchanges to DOR on demand, 
eliminating the need for John Doe subpoenas.

NV: Considering a software contract for better audit 
case selection tools and to obtain additional data 
sources.

OR: Acquiring ACL Software; considering increasing 
compliance checks for licensees; reporting to Leg-
islature on Oregon’s tax gap.

WI: 	 Seeking penalties for failure to provide records 
requested in an audit.

WI: 	Data warehouse projects and automating CP2000 
audits.

Administering a personal                
income tax program
Thirty-three respondents are from agencies that ad-
minister a personal income tax.

Of those that impose a personal income tax, the per-
centage of their state’s revenue stream attributable to 
the personal income tax is as follows:

1 percent–25 percent	 5 states

26 percent–50 percent 	 13 states	
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51 percent–75 percent	  6 states

76 percent–100 percent	  2 states

Twenty-five agencies’ personal income tax is tied to 
federal AGI or federal income.

Of those tied to federal AGI or federal income, 20 audit 
items from the federal return.

Agencies varied in the amount of federal information 
required to be attached to a state return. The follow-
ing number of respondents indicated the attachments 
required for their state:

•	No federal documentation required to be attached 
(9);

•	Complete copy of the federal return (7);

•	Copy of Form 1040, 1040A, or 1040EZ only (2);

•	Other federal information (9):

Examples of other federal information include:

—	Page 2 of federal return;

—	Only Schedule A;

—	Only some taxpayers must attach 1040;

—	Applicable federal schedules;

—	Part year and nonresidents must attach fed-
eral return;

—	Federal schedules if no comparable state 
schedules;

—	Federal schedules C, C-EZ, E, F and others.

Agencies indicated that the following items are compli-
ance issues they face relating to nonresidents:

•	Failure to file; nonresidents don’t think they should 
have to pay;

•	Income from flow-through entities/nonresident K-1s;

•	Income sourcing;

•	Complexity of tax laws as they pertain to sovereign 
nations;

•	Non-income taxing bordering states;

•	Out-of-state employers not withholding on employ-
ees who come into the state to work;

•	Tax shelters;

•	Calculating tax incorrectly (worksheet 
computations);

•	Domicile—taxpayers claiming Florida, New 
Hampshire, etc. residency;

•	False apportionment claims;

•	Out of state preparer’s lack of knowledge of state 
law;

•	Reciprocity issues;

•	Credit for taxes paid to another state;

•	Failure to report sales of real estate.

The following additional general comments were 
provided:

•	A national preparer program would be helpful.

•	Secure e-mail facilitates communication between de-
partments and taxpayers.

•	E-file and direct deposit have provided new chal-
lenges with fraudulent preparers, especially with 
purchased software for home computers.

•	It would be helpful to have legislation asserting the 
department’s right to examine PIT returns (and make 
changes to the taxpayer’s federal return).

Conclusions

Best practices (audit processes                                   
or methodology)
•	Agencies benefit from a balance of face-to-face and 

correspondence audits. Both can be effective, de-
pending upon the objective.

•	Encrypted e-mail helps facilitate communication and 
information exchanges once an audit is underway.

•	Auditors should maximize opportunity and mini-
mize inconvenience to the taxpayer by examining for 
multiple programs simultaneously. 

•	Initial contact by telephone is an efficient method to 
make contact with the taxpayer, schedule the audit, 
determine the location of books and records, identify 
key personnel needed for the audit, etc.

•	Establishing a mutual commitment date (MCD) 
process is beneficial for both taxpayer and agency; 
taxpayer concerns about the length of an audit are 
addressed, and the agency’s request for specific 
follow-up information or documentation is com-
municated in a collaborative, mutually agreed-upon 
effort. 
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•	Field audits should include a tour of the taxpayer’s 
business whenever possible so the auditor can be-
come familiar with the business, location, processes, 
etc.

•	Taxpayers should be available during an audit, if 
needed, even if a representative is involved.

•	At the conclusion of an audit, auditors should attempt 
to collect the amount due or to make payment ar-
rangements while in the field. 

Best practices (audit/verification tools)
•	The most effective audit/verification tools include:

—	 Third-party information to verify taxpayer pro-
vided information;

—	 Federal tax return data from the IRS;

—	 Well trained, knowledgeable, experienced 
auditors;

—	 Data warehouses;

—	 Auditing software/computer assisted auditing 
procedures;

•	Some states employ a case management system (al-
lows for monitoring of case loads, aging of cases, cap-
ture of results, etc.).

Best practices (case selection)
•	Audit cases should be selected/determined by soft-

ware and/or specialists. If identified for audit by 

software, further manual review should be per-
formed by specialists/managers before cases are as-
signed to auditors.

•	If auditors self-select audit cases, additional controls 
should be implemented to maintain controls over in-
ventory, independence, audit program goals, etc.

•	Data warehousing plays an important role in audit 
and filing enforcement case selection. Applying risk 
factors and analytics to multiple groups of data can 
determine the best returns and taxpayers to audit.

•	When compliance is required for licenses or permits, 
filing enforcement cases are reduced/expedited.

•	Audit and filing enforcement cases should be ana-
lyzed to evaluate effectiveness of case selection 
methods.

Best practices (processing)
•	Most agencies review every return for math accuracy 

during processing.

•	Most agencies compare returns to a set of predeter-
mined criteria that cause a return to “suspend” or 
“except out” of processing. The criteria are evaluated 
periodically and evolve over time to incorporate new 
laws, changes in fraud schemes, etc.

•	If possible, agencies use multiple sources to authenti-
cate taxpayer identity.
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Appendix E                                                                         
OSU survey procedures and results

The Oregon Department of Revenue Survey was con-
ducted in the summer and fall of 2008. The objectives of 
the survey were to obtain opinions of Oregon residents 
on filing Oregon personal income taxes. 

Although a telephone survey was initially discussed, 
the survey was conducted strictly by mail. There is in-
creasing concern among survey researchers conduct-
ing telephone random probability surveys about the 
increasing use of mobile phone only users. Recently 
about one out of six Americans do not have a landline. 
In addition, the users of mobile phones only are not 
random. Many young rather than old are mobile phone 
only users. Therefore, the mobile phone only users are 
not representative of the U.S. population. The concern 
by survey researchers is obtaining a representative 
sample of households in the U.S. for a telephone sur-
vey. Mobile phone numbers are not routinely included 
in RDD samples. The reason for this is that it is slower 
and more expensive. 

In order to obtain opinions throughout the state of Or-
egon, a sample of 500 addresses in each of eight regions 
were selected to complete this survey. A stratified ran-
dom sample of Oregon addresses was selected using 
region as the stratifying variable. 

Mailing addresses were obtained from the U.S. Postal 
Service (USPS) through the Genesys Sampling Compa-
ny. The household addresses were obtained using the 
delivery sequence file (DSF) which is a computerized 
file that contains all delivery point addresses serviced 
by the USPS. A paper version of the questionnaire was 
sent to 4,000 household addresses. In order to improve 
response rates, a preletter was sent to alert the respon-
dent to the upcoming survey. One week later, the initial 
mailing of the questionnaire was sent followed with a 
thank you reminder postcard another week after the 
initial mailing. A follow-up letter with another copy 
of the questionnaire was mailed to nonrespondents. 
This report provides results for responses obtained af-
ter these mailings. A final mailing to a subset of non-
respondents was sent priority about four weeks later. 
These results were combined with the other responses 
and presented in the final report.

In order to test the difference in response rates given 
the receipt of a preletter coming from the Department 
of Revenue versus one originating from the SRC, the 
sample of 4,000 was split and one-half received a DOR 
preletter while the other half received an SRC prelet-
ter. The preletter was mailed July 17 and on July 23 the 

first survey mailing was sent to the selected sample ad-
dresses. A follow-up postcard was mailed on September 
30. About two weeks following the postcard reminder 
mailing (August 14) the follow-up survey mailing was 
sent to the individuals who had not yet responded. 

In order to assure the respondents that their completed 
questionnaire could not be linked to their household, 
the questionnaire did not have the household ID num-
ber. Instead a postcard with the ID number printed on it 
was inserted into the survey packet. This separate post-
card called the “postcard identifier” was mailed back 
separately to inform the OSU-SRC that the question-
naire was completed and mailed back to the OSU-SRC. 
Therefore no additional mailings of the questionnaire 
were sent to these households. This procedure was ad-
opted to assure confidentially and hopefully improve 
response rates.

In order to improve response rates further and account 
for nonresponse, a double sample to adjust for non-
response was used. A sample of 105 nonrespondents 
within each region was selected and a special priority 
mailing was sent to these households. The estimates 
for the overall state and regional estimates adjusted for 
this double sample.

Questionnaire design
The questionnaire was formatted and edited a number 
of times between the OSU-SRC and personnel from the 
Department of Revenue. Several questions were similar 
to the “An Estimate of Income Tax Evasion in Oregon” 
survey conducted in 1981.

Results

Response rates
Approximately 31 percent of eligible respondents across 
the state responded and returned the mail question-
naire. The disposition of response from the survey is 
presented in Table 1. Of the total completed surveys, 83 
(6.8 percent) were completed from the priority mailing 
while the bulk of the completed questionnaires were 
obtained from the first set of mailings.

Frequency analyses 
Since the sampling design was a stratified random 
sample, the statewide weighted analyses for these data 
incorporate the sampling weights to reflect the variable 
selection probabilities within each region. In addition, 

Full survey results available at       
www.oregon.gov/2009
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Table E1. Disposition for the 2008 Oregon Department of Revenue survey

Outcome Number Percent

Completed 1,229 30.7%

Undeliverable 364 9.1%

Refused 127 3.2%

Deceased 4 0.1%

Other 16 0.4%

Not returned 2,260 56.5%

Total 4,000
The adjusted response rate, which adjusts for undeliverable mailings, accounts for no living 
individuals living at the address, and businesses solicited was 34.0 percent.

the statewide and the regional estimates incorporate 
weights to account for the double sample design. 

A summary of the results for the statewide summary 
follows. The coding for these frequency results is in-
terpreted as follows. Each question is titled at the top 
of the page. For continuous questions, such as years 
living in Oregon, a frequency analysis and a summary 
computing the mean are both presented. For categori-
cal questions, the response category first appears on 
the left column. The next column lists the response 
categories for the question. The column “frequency” 
represents the number of completed surveys that were 
obtained for the response to that question. The “per-
cent” column represents the percentage of Oregon 
households expected to answer each category based on 
the responses. 

Interpretation of statewide results
The sampling design was a stratified random sample. 
Double sampling was also used to make an adjustment 
for nonresponse. The statewide weighted analyses for 
these data incorporate the sampling weights to reflect 
the variable selection probabilities within each region 
and the double sample. This weighting adjusts for the 
differences in population in terms of households found 
in the regions of the state. The estimates in the frequen-
cy results are thus estimating the percent of Oregonian 
households expected to respond to the categories of 
response based on the survey sample results. The fol-
lowing statements refer to responses representing a 
household obtained from Appendix B (omitted). These 
are referred to as Oregonians in this summary. 

Based on the results of the respondents, the average 
number of years that individuals who completed the 
questionnaire live in Oregon is 34.9 years (Question 
1). Approximately 78 percent of Oregonians own or 
are buying a home, while 19.6 percent rent (Question 

4). Nearly 45 percent of individuals living in Oregon 
households felt they receive fewer benefits from the 
services of state government than the average Orego-
nian, while 36.6 percent think they received about the 
same amount of benefits (Question 5). 

Individuals were asked whether they feel the Oregon 
state income taxes paid are reasonable or unreasonable 
considering the benefits received. Approximately the 
same percentage of Oregonians (42 percent) felt that 
the state income taxes paid were reasonable or were 
unreasonable considering the benefits received (Ques-
tion 6). Forty-nine percent of Oregonians were par-
tially satisfied with the services and benefits obtained 
from the taxes paid to the state of Oregon (Question 7), 
while 28 percent were not satisfied. Approximately 51 
percent felt they are paying too much for the services 
received, while nearly 33 percent felt they pay about 
the right amount for the services received (Question 8). 
Just under forty percent of Oregon households felt that 
the Oregon state tax system is fair, while 40.16 percent 
thought it was unfair (Question 9).

Participants to the survey were then asked to compare 
their life financially five years ago to today. Approxi-
mately 59 percent of Oregonians felt that they are worse 
off financially than in 2003, while 21.3 percent stated 
there was no difference, and 17.9 percent thought they 
were better off (Question 11). 

Ten percent of Oregonians felt that the tax forms are 
very confusing while 9.2 percent stated they were not 
at all confusing (Question 12). However, approximately 
53 percent of Oregon households that filed the 2007 Or-
egon state income tax return paid a tax professional to 
prepare the taxes, while 22 percent filled out the form 
themselves using preparation software (Question 16). 

Sixty-one percent of Oregonians stated they knew a 
little about the Oregon tax system, 22.9 percent stated 
they knew quite a bit, 12.3 percent stated they knew 
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nothing at all, and just 2.4 percent stated they knew 
a lot (Question 13). Thirty-two percent of Oregonians 
stated that the statement “You have three years to file 
an amended Oregon state income tax return to correct 
errors” was true; 10.7 percent stated it was false; and 
55.4 percent did not know (Question 14).

Eighty-seven percent of Oregon households filed an 
Oregon state income tax return by April 15, 2008 for the 
2007 tax year (Question 15). Forty-two percent of those 
that did not file received an extension, while 53 percent 
did not file for some other reason (Question 15a). 

Based on the respondent data, 56 percent of Oregonians 
were due a refund, while 37 percent owed tax (Ques-
tion 17). Fifty-percent of respondents that worked in 
2007 had all employers withhold some of their wages in 
2007 for Oregon taxes (Question 18). Nearly 44 percent 
of the respondents were employed full time, 14.4 per-
cent were part-time employed, and 22.9 percent were 
retired (Question 19). 

Question 26 presented the respondent with a variety 
of statements about preparing income tax returns. The 
two statements that obtained the largest percent of in-
dividuals who either strongly or somewhat agreed to 
the statement were parts f and a. Sixty-seven percent of 
Oregonians either strongly or somewhat agreed  that 
people cheat on their taxes because they want the extra 
money (Question 26f), while 56.8 percent either strong-
ly or somewhat agreed that more people than ever are 
taking income payments in cash to avoid paying taxes 
on some of their income (Question 26a).

A list of different offenses was provided in Question 27 
and respondents were asked their opinions about the 

seriousness of the offenses. Nearly 86 percent thought 
that beating up a spouse was very serious, while 85 
percent thought driving while drunk was very serious 
(Question 27). 

Forty-two percent thought that cheating on income tax-
es was very serious (Question 27d). When people cheat 
by small amounts on their income taxes, 9 percent state 
they are very likely to get caught, while 21.9 percent 
think it is quite likely they will get caught (Question 
28). However, respondents were also asked about cheat-
ing by large amounts on their taxes. When people cheat 
by large amounts on their income taxes, 30.9 percent 
of Oregonians state it is very likely to get caught while 
41.9 percent state it is quite likely they will get caught 
(Question 29). 

In Question 30, respondents were asked to list the three 
main reasons they think people cheat on their income 
taxes. Approximately 19 percent of Oregonians selected 
“people think they can get away with it” (Figure 1).

Question 31 asked respondents how often they have 
claimed fewer deductions than they were entitled to on 
their income tax return. Approximately 29 percent stat-
ed they have sometimes done this, 24.2 percent stated 
never, while 22.9 percent stated seldom, and 9.0 percent 
stated often. However, 13.5 percent either don’t know 
or couldn’t answer, while 2.0 percent did not give a re-
sponse (Question 31). 

Respondents were asked about whether they have listed 
more deductions or travel or business expenses than he 
or she should have on their income taxes. Seventy-eight 
percent of the households stated that this was never 
done, 11.0 percent stated that this was seldom done, 3.2 

Don’t know

Can get back at the government by cheating

They have no money to pay taxes

They think the tax system is unfair

They feel the government wastes tax money

They want or need the money

No response

People think they can get away with it
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Figure E1. Percent of Oregon Households Responding to Why People Cheat on Their Income Taxes
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Figure E2. Percent of Oregon Households Stating that They                                                                                
May Have Deducted Each Item but Should Not Have
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percent did this sometimes, and 0.3 percent stated this 
was done often (Question 32). A question followed that 
provided a list of things that may have been deducted. 
Respondents were asked to state whether or not he/
she may have deducted each item but should not have. 
Charitable contributions were most frequently selected 
(36.4 percent stated yes) as an item that may have been 
deducted but should not have been deducted (Question 
32a; Figure 2).

Ninety-two percent of Oregon households stated that 
they never claimed some tax credits that should not 
have, while 2.3 percent of Oregon households stated 
they either seldom, sometimes or often claimed some 
tax credits that probably shouldn’t have been claimed 
(Question 33). There are too few respondents to Ques-
tions 33a and 34 to summarize conclusions with rea-
sonable levels of confidence. 

Approximately 15 percent of Oregon households sel-
dom, sometimes, or often missed reporting some 

income on their income taxes (even just a minor 
amount) within the past five years (Question 35). The 
most frequently selected source of income that was not 
reported was cash payment for small jobs or jobs out 
of state which was selected by 49.5 percent of Oregon 
households (Question 35a). 

Nearly 27 percent of Oregon households stated they 
happen to miss reporting some income on their 2007 
income tax return while 57.8 percent stated they did 
not miss reporting some income (Question 36). Ap-
proximately 4 percent of Oregon households stated 
that in their adult life in Oregon they either seldom or 
sometimes did not file a state income tax return when 
they should have (Question 37). The reason most often 
selected as why he/she did not file an Oregon income 
tax return (selected by 45.1 percent of respondents) 
was due to a major life event (Question 37ai). These re-
spondents then indicated that if they had filed in those 
cases, 35.2 percent thought he/she would have owed 
money (Question 37b). 
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