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Fifteen (of Many) Reasons We Need Corporate Tax Reform:
Companies from Various Sectors Use Legal Maneuvers to Avoid Taxes

Profitable Fortune 500 companies in a range of economic sectors have been remarkably successful in manipulating the tax system to

avoid paying even a dime in tax on billions of dollars in U.S. profits. This ITEP report examines a select, diverse group of 15 corporations’

tax situations to shed light on the widespread nature of corporate tax avoidance. As a group, these companies paid no federal income tax

on $21 billion in profits in 2016, and they paid almost no federal income tax on $111 billion in profits over the past five years. All but one

received federal tax rebates in 2016, and almost all paid exceedingly low rates over five years.

15 Corporations Paid a Lower Average Federal Income Tax Rate Than Ordinary
Americans in 2016 and/or over the Past Five Years

2016 ($-million)

2012-16 Totals ($-million)

Industry

$-millions US profit  Fed Tax
General Electric 2,507 -2,646
Kinder Morgan 1,481 -148
Constellation Brands 599 -57
PG&E Corp. 1,532 -105
Phillips 1,737 -105
Xerox 393 -15
Netflix 188 -5
Owens Corning 277 -7
Consolidated Edison 1,701 -43
State Street Corp. 1,043 -14
Qualcomm 3,029 -3
Applied Materials 201 -59
International Speedway 122 =27
Dominion Resources 2,782 -155
Duke Energy 3,704 —
Total $21,297 $-3,389

Source: ITEP Analysis of Corporate 10-K Annual Reports

Rate US profit  FedTax
-105.5% 22,948 -310
-10.0% 7,406 -184
-9.6% 3,966 268
-6.9% 6,374 =570
-6.0% 22,845 5731
-3.8% 2,743 =177
-2.7% 789 -4
-2.5% 827 -8
-2.5% 8,161 134
-13% 6,252 247
-0.1% 16,558 -186
-29.4% 2,120 332
-22.1% 465 72
-5.6% 10,238 -1
— 16,237 -169
-15.9% $111,693  $5,344

Companies Represent Diverse Economic Sectors

The companies profiled here represent a range of segments of the U.S. economy:

Rate
-1.4%
-2.5%

6.8%
-8.9%
25.1%
-6.5%
-0.5%
-1.0%

1.6%

4.0%
-1.1%
15.7%
15.4%
-0.0%
-1.0%
4.8%

Industrial machinery

0il, gas & pipelines

Food & beverages & tobacco

Utilities, gas and electric

0il, gas & pipelines

Computers, office equip, software, data
Retail & wholesale trade

Miscellaneous manufacturing

Utilities, gas and electric

Financial

Computers, office equip, software, data
Computers, office equip, software, data
Miscellaneous Services

Utilities, gas and electric

Utilities, gas and electric

e  Computer and office equipment maker Xerox earned $393 million in U.S. profits last year, and received a federal income tax

rebate of $15 million.
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e The online streaming service Netflix paid no federal income tax on $188 million of U.S. income in 2016, and it has also paid

zero federal income taxes over the past five years.

e The financial company State Street paid a negative 1.3 percent federal income tax rate in 2016 and over the past five years an

average 4 percent rate on $6.2 billion of U.S. profits.

e California-based utility PG&E had negative tax rates both in 2016 and over a five-year period.

All 15 companies’ effective federal income tax rates for 2016 and the five-year period between 2012 and 2016 are shown in the table on

the following page.
Companies’ Low Taxes Stem from a Variety of Legal Tax Breaks

While recent policy discourse has focused on multinational corporations that use offshore tax havens to minimize their tax liability, the

companies profiled here appear to be using a diverse array of other tax breaks to zero out their federal income taxes:'

Consolidated Edison, Duke Energy, Dominion Resources and PG&E used accelerated depreciation, a tax break that allows
companies to write off the cost of their capital investments much faster than these investments wear out to dramatically reduce their tax
rates. Citizens for Tax Justice (CT]) has estimated that closing the accelerated depreciation loophole could raise more than $428 billion
over the next decade.” Both Congress and President Trump, however, have supported expanding the scope of this tax break in recent

years.

International Speedway zeroed out its income tax bill in 2016 thanks to the special “bonus depreciation” tax breaks included in the
2015 “Protecting Americans from Tax Hikes Act.” This provision allows companies to write off the cost of their capital investments—
which in the case of International Speedway presumably means its race tracks, casinos and hotels—much faster than these investments

wear out.

Netflix relied heavily on a single tax break — writing off the value of executive stock options for tax purposes — to zero out its tax
liability not justin 2016 butin 2015 and 2013 as well. A June 2016 CT] report found that 315 companies in the Fortune 500 disclosed
receiving benefits from this tax break, which allows companies to write off stock-option related “expenses” they didn’t actually incur, in
20153

Qualcomm has enjoyed $583 million in research and development tax breaks over the past five years. The R&D tax credit has been
criticized for rewarding companies for “research” they would have done anyway, as well as rewarding research in areas such as fast food

packaging, *

General Electric has routinely used the “active financing” tax break as one of many ways that it eliminates its U.S. income tax bill* This
arcane tax break allows some multinational financial institutions to avoid paying income taxes to any government on their international

financing activities. The Joint Committee on Taxation estimates the current five-year cost of this provision to be $48.2 billion.®

Duke Energy has enjoyed $320 million in renewable energy production tax credits over the past five years. And Applied Materials used

both the R&D tax credit and the domestic production (manufacturing) deduction to reduce its tax rate in each of the past five years.

Corporate Tax Reform Should Start with the Hard Questions: Which Tax Loopholes Will Be Repealed?

In recent years, the public’s attention has been drawn to the elaborate tax avoidance mechanisms used by a few huge corporations such as

General Electric, Apple, Microsoft and others. But as this report indicates, the scope of corporate tax avoidance goes well beyond these



well-known companies and spans a wide variety of economic sectors. Moreover, the tax breaks that have allowed these companies to be

successful in their tax avoidance are, by and large, legal and often have been on the books for decades.

Congress and the Trump Administration are expected to renew their focus on corporate tax reform sometime this year. While both
congressional tax writers and the president have been eager to lead with cuts in the corporate tax rate, the sensible starting point should
be to critically assess the costs of each existing tax break—including those discussed in this report— and take steps to ensure that

profitable corporations pay their fair share of U.S. taxes.

The next step is just as important. Revenues raised from eliminating corporate tax subsidies should not be returned to corporations in the
form of tax-rate reductions, as corporate lobbyists and their allies on Capitol Hill are aiming for. Instead, corporate tax reform should

focus on raising revenue to address our nation’s fiscal priorities and make critically needed public investments in our nation’s future.

! Accelerated depreciation and the stock options loophole, and how Congress could raise revenue by repealing them, are described in
Citizens for Tax Justice, “Policy Options to Raise Revenue,” March 8,2012.

http: ctj.org/ctjreports/2012/03 policy_options_to_raise_revenue.php

The “active financing exception” is described in Citizens for Tax Justice, “Don't Renew the Offshore Tax Loopholes,” August 2, 2012.
http://ctj.org/ctjreports/2012/08/dont_renew_the_oftshore _tax_loopholes.php

? Citizens for Tax Justice, "Addressing the Need for More Federal Revenue," July 8,2014. http://ctj.org/pdf/policyoptions2014.pdf

3 Citizens for Tax Justice, "Fortune 500 Corporations Used Stock Option Loophole to Avoid $64.6 Billion in Taxes Over the Past Five
Years," June 9,2016.
http://ctj.org/ctjreports/2016/06/fortune_ S00_ corporations _used_stock _option_loophole_to_avoid 646_billion_over_the pa

st_five vearsphp

* Citizens for Tax Justice, "Reform the Research Tax Credit — Or Let It Die," December 4,2013.

http://ctj.org/ctjreports/2013/12 /reform_ the research tax credit -- or_let it diephp

3 As the New York Times documented, the director of GE's tax department literally “dropped to his knee” when begging House Ways and
Means Committee staff to extend the active financing tax break when it was set to expire in 2008.

http://www.nytimes.com/2011/03/25/business/economy/2Staxhtml

¢ Joint Committee on Taxation, "Estimated Budget Effects Of The Revenue Provisions Contained In The President’s Fiscal Year 2016
Budget Proposal,” January 30, 2017. https://wwwjct.gov/publications html?func=startdown &id=4739




