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New CTJ/ITEP Study Documents the Return of the No-Tax Corporation

E
ighty-two of America’s largest and most
profitable corporations paid no federal income
tax in at least one year during the first three

years of the George W. Bush administration — a
period when federal corporate tax collections fell to
their lowest sustained level in six decades. This is one
of the many troubling findings of a major new report
on corporate tax avoidance by CTJ and ITEP. The
report covered 275 profitable Fortune 500  corpora-
tions, with total U.S. profits of $1.1 trillion over the
three-year period.
“The sharp increase in the number of tax-avoiding
companies reflects the results of aggressive corporate
lobbying and a White House and a Congress eager to
do the lobbyists’ bidding,” said Robert S. McIntyre,
director of CTJ and co-author of the report with T.D.
Coo Nguyen of ITEP.

Skyrocketing Corporate Tax Avoidance
In part due to a major expansion in corporate tax
breaks in 2002 and 2003, along with continued failure
by Congress and the White House to curb abusive
corporate offshore tax sheltering, corporate tax
avoidance has skyrocketed. For example:

Eighty-two of the 275 companies, almost a third
of the total, paid zero or less in federal income taxes
in at least one year from 2001 to 2003. Many of them
enjoyed multiple no-tax years. In the years they paid
no income tax, these companies reported $102 billion
in pretax U.S. profits. But instead of paying $35.6
billion in income taxes as the statutory 35 percent
corporate tax rate seems to require, these companies
generated so many excess tax breaks that they
received outright tax rebate checks from the U.S.
Treasury, totaling $12.6 billion. These companies’
“negative tax rates” meant that they made more after
taxes than before taxes in those no-tax years.

Twenty-eight corporations enjoyed negative
federal income taxes over the entire 2001-03 period.

These companies, whose pretax U.S. profits totaled
$44.9 billion over the three years, included, among
others: Pepco Holdings (–59.6% tax rate), Prudential
Financial (–46.2%), ITT Industries (–22.3%), Boeing
(–18.8%), Unisys (–16.0%), Fluor (–9.2%) and CSX
(–7.5%), the company previously headed by our
current Secretary of the Treasury.

In 2003 alone, 46 companies paid zero or less in
federal income taxes. These 46 companies, almost
one out of six of the companies in the study, reported
U.S. pretax profits in 2003 of $42.6 billion, yet
received tax rebates totaling $5.4 billion. In 2002,
almost as many companies, 42, paid no tax, reporting
$43.5 billion in profits, but $4.9 billion in tax rebates.
From 2001 to 2003, the number of no-tax companies
jumped from 33 to 46, a 40 percent increase.

After 2001, the average effective rate for all 275
companies dropped by a fifth, from 21.4 percent in
2001 to 17.2 percent in 2002 and 2003, less than half
the statutory 35 percent corporate tax rate that
corporations ostensibly are supposed to pay.

The Size of the Corporate Tax Subsidies
Over the 2001-03 period, the 275 companies in the
survey earned almost $1.1 trillion in pretax profits in
the United States. Had all of those profits been
reported to the IRS and taxed at the statutory 35
percent corporate tax rate, the 275 companies would
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From the Director’s Desk
Dear Friends,

I’ve been saying for some time that the huge tax cuts enacted over the past three years by the Bush administration should
really be thought of not as a tax cut but as a tax shift. By enacting unaffordable, backloaded, unfair tax cuts and refusing to pay for
them, Congress and the Bush administration have engineered an unprecedented shift in how we pay for important public services—
a shift away from the wealthiest taxpayers onto middle-income wage-earners; away from corporations onto individuals; away from
federal taxes onto the backs of state and local governments, and (perhaps most egregious) a shift away from today’s taxpayers
onto the next generation. In this issue of Just Taxes, we discuss some new and troubling evidence of this shift. 

As this issue goes to press, we‘ve just released an exciting new report looking at federal tax avoidance by the biggest, most
profitable Fortune 500 corporations. The study, Corporate Income Taxes in the Bush Years, follows in the footsteps of a long series
of CTJ/ITEP analyses of corporate tax malfeasance. The earliest reports in this series, released in the wake of the Reagan
corporate tax cuts of 1981, helped pave the way for important loophole-closing tax reforms in 1986. Our latest report shows that the
big companies that have been most consistently profitable in the first three years of the Bush administration have managed to
reduce their overall tax liability to less than half of the legal 35 percent tax rate in each of the last two years—and that almost a third
of these consistently profitable corporations have found ways to pay less than zero in federal income taxes during the Bush
administration. As a result, the average American now pays more tax than Time Warner, Walt Disney and AT&T put together. 

These important findings are the product of almost a year’s work by Coo Nguyen, my co-author on this study, and the able
research assistance of Kelci Karl. The report was generously funded by the Nathan Cummings Foundation. 

This issue also takes a critical look at what may be the major tax initiative of the Republican leadership if they maintain control
of the government after November 2. Republicans in Congress and the administration—and, most recently, the President himself—
have expressed interest in exploring the idea of repealing almost all federal taxes and replacing them with a single national sales
tax. A bill currently active in Congress, HR 25, purports to be able to achieve this with a 23 percent sales tax rate while leaving
overall federal tax collections unchanged. ITEP recently took a hard look at the math behind this claim—and found that in fact, HR
25 would require a much higher sales tax rate, in excess of 50 percent, or result in catastrophic additions to our federal deficit or
dramatic spending cuts—and would be more neither as simple nor as fair as its advocates claim. ITEP’s analysis includes estimates
of how the national sales tax would affect taxpayers in each state. It should come as no surprise to those familiar with the GOP’s tax
initiatives that HR 25 would increase taxes on low- and middle-income taxpayers across the nation while reserving enormous tax
cuts for only the wealthiest Americans.

Thank you all for your continued support.

Sincerely,

Bob McIntyre

 have paid $370 billion in income taxes over the three
years. But instead, the companies reported only about
half of their profits — $557 billion — to the IRS. Over
the three years, the effective tax rate on the
companies as a group was only about half the
ostensibly required 35 percent rate.

Loopholes and other tax subsidies cut taxes for
the 275 companies by $43.4 billion in 2001, $60.8
billion in 2002 and $71.0 billion in 2003, for a total of
$175.2 billion in tax breaks over the three years.

Half of the total tax-break dollars over the three
years — $87.1 billion — went to just 25 companies,
each with more than a billion-and-a-half dollars in tax
breaks.

General Electric topped the list of corporate tax
break recipients, with $9.5 billion in tax breaks over
the three years.

In 2002 and 2003, the 275 companies sheltered

more than half of their profits from tax.  They told
their shareholders they earned $739 billion in those
two years, but they told the IRS they made less than
half of that, only $363 billion.

The Failure of Corporate Tax Incentives
Legislation adopted in 2002 and 2003 vastly

increased corporate write-offs for “accelerated
depreciation” and made it easier for corporations to
use their excess tax subsidies to generate tax-rebate
checks from the U.S. Treasury, at a three-year cost of
$175 billion. Backers of those so-called “incentives”
said they would encourage new corporate
investments in plant and equipment. But the study
finds that they failed to do so:

# The 25 companies in the study who reported the
largest tax savings from accelerated depreciation —
garnering two-thirds of the total depreciation



benefits for all 275 companies over the three
years — cut their total property, plant and
equipment investments by 27 percent from 2001
to 2003.

# In contrast, the remaining 250 companies reduced
their investments by only 8 percent.

# Overall, the 275 companies in the study reported
that their capital investments fell by 15 percent
from 2001 to 2003.

Likewise, the 25 companies in the survey with the
largest total tax breaks from all sources over the three
years (getting half of the total tax breaks for all 275
companies) cut their capital investments from 2001 to
2003 by 22 percent. In contrast, the remaining 250
companies in the survey reduced their investments by
13 percent.

The five industries whose companies got the
largest average benefits, on a per-company basis,
from accelerated depreciation over the 2001-03
period received 61 percent of the total depreciation
benefits.
# From 2001 to 2003, these five industries —

telecommunications, petroleum and pipelines,
transportation, gas and electric utilities, and
electronics and electric equipment — reduced
their capital investments by 22 percent.

# In contrast, the remaining 15 industries reduced
their investments by only 9 percent.
“We do not mean to imply in our report that

corporate tax breaks actively discourage capital
investments,” McIntyre said. “But the evidence shows,
as it has so often in the past, that business investment
decisions are primarily driven by supply and demand,
not by government attempts to micro-manage the
economy. The $175 billion in revenues lost to the tax
subsidies enacted in 2002 and 2003 appears to have
been exceedingly poorly spent.”

Wide Disparities in Tax Rates
The study found wide disparities in taxes among
industries and among companies within particular
industries. Over the 2001-03 period, industry effective
tax rates for the 275 corporations ranged from a low
of 1.6 percent to a high of 27.7 percent. In 2003, the
range of industry tax rates was even greater, ranging
from a low of –30.0 percent (a negative rate) up to a
high of 27.9 percent.
# Aerospace and defense companies enjoyed the

lowest effective tax rate over the three years,
paying only 1.6 percent of their profits in federal
income taxes. This industry’s taxes declined
sharply over the three years, falling to –30.0

percent of profits in 2003.
# Other very low-tax industries, paying less than

half the statutory 35 percent tax rate over the
entire 2001-03 period, included: transportation
(4.3%), industrial and farm equipment (6.2%),
telecommunications (7.5%), electronics and
electrical equipment (10.8%), petroleum and
pipelines (13.3%), miscellaneous services (14.4%),
gas and electric utilities (14.4%), computers, office
equipment, software and data (16.0%), and metals
& metal products (17.4%).

# Not a single industry paid an effective tax rate of
more than 29 percent, either for the entire three-
year period or in any given year.

Within industries, effective tax rates also varied
widely. For example:
# Over the three-year period, average tax rates on

oil companies ranged from 3.0 percent for Devon
Energy up to 31.4 percent on Marathon Oil.

# Among aerospace and defense companies, three-
year effective tax rates ranged from a low of –18.8
percent for Boeing up to a high of 25.0 percent
for General Dynamics.

# In the pharmaceutical industry, Merck paid an
effective U.S. tax rate of 32.5 percent, while Pfizer
paid only 8.2 percent.

Conclusion: Who Loses?
The study points out that the losers from widespread
corporate tax avoidance include:
# The general public, who must pay higher taxes,

lose public services, or be responsible for big
future debt burdens.

# Relatively disadvantaged industries and
companies that will find it harder to compete for
investment capital with tax-favored corporations.

# The U.S. economy, which is harmed by the
distortions that corporate subsidies produce.

# State governments and state taxpayers, which see
their corporate tax systems erode along with the
federal system.

# The integrity and sustainability of the tax system
as a whole.



“Most of the loopholes and tax dodges that
corporations use to slash their taxes may be

technically ‘legal’ in the sense that the tax law
allows them. But remember that these

subsidies got into the tax code because
corporations lobbied to put them there.

Saying something is ‘legal’ doesn’t mean that
it’s right.”

-Robert S. McIntyre

A 23% National Sales Tax?

Recently, there has been renewed discussion of
the possibility of replacing most federal taxes
with a national retail sales tax. Such an idea was

broached in the 1990s, but political interest waned
when it was discovered that it would take a sales-tax
rate well in excess of 50 percent to replace existing
federal revenues. In August of this year, however,
President George W. Bush, speaking in Niceville,
Florida, told an “Ask President Bush” campaign forum,
“You know, I’m not exactly sure how big the national
sales tax is going to have to be, but it’s the kind of
interesting idea that we ought to explore seriously.”
In South Carolina, Rep. Jim DeMint (R) has centered
his campaign for the U.S. Senate on his support for a
sales tax. Meanwhile, several dozen members of
Congress continue to back specific national sales tax
legislation despite the extraordinarily high tax rate
and/or large deficit increases it would entail.

To assist the public in understanding the
implications of replacing most federal taxes with a
national sales tax, the Institute on Taxation and
Economic Policy (ITEP) has evaluated such a plan
using our state-by-state microsimulation tax model.
Specifically, we looked at H.R. 25, the leading sales
tax proposal introduced in Congress. Although other
sales tax proposals could certainly differ in detail, the
essential findings of our analysis would apply to
almost any conceivable proposal to scrap most federal
taxes in favor of a sales tax.

What HR 25 would do

H.R. 25, introduced by Rep. John Linder (R-Ga.)
and others, would replace all federal personal and
corporate income taxes, Social Security and Medicare
taxes, and estate taxes with a retail sales tax on a very
broad base of personal spending. (The bill would
retain federal excise taxes (gasoline, tobacco, etc.)
and customs duties.) Beyond the usual items that are
often subject to existing state sales taxes, the
proposed national sales tax would also apply to
things such as health care, purchases of new houses,
rent, etc..

H.R. 25 confusingly advertises its sales tax rate as
23 percent, but that’s rather disingenuous.  On a $100
purchase, for example, sales-tax proponents tell us
that the tax would be $30, which most people would
accurately call a 30 percent rate. The so-called 23
percent figure comes from dividing the sales tax by



the cost of purchases plus the tax. To be sure, $30
divided by $130 does equal 23 percent, but no
ordinary person would think of computing a sales tax
that way.

The fact that the sales tax, even by its proponents’
own figures, entails a 30 percent tax rate is only the
beginning of the math problems. Allegedly, almost a
third of the projected sales-tax revenues are
supposed to come from taxes that the government
will pay to itself. Build a road, pay yourself a tax. Buy
some planes for the Air Force, pay yourself some
more. And so on. Unfortunately, that can’t work.
Without these phantom governmental tax payments,
the sales tax rate would have to jump to 42 percent
to break even.

In addition, a quarter of the remaining sales taxes
are supposed to be paid on things like church
services, free care at veterans hospitals and a variety
of hard-to-tax financial services like free checking
accounts. If we disregard the supposed taxes on these
items, the sales tax rate would have to climb to 50
percent or more to break even.

So, merely to match current-law tax revenues
would require either a much higher sales tax rate
than H.R. 25 provides or alternatively, keeping a large
portion of the current taxes that H.R. 25 would
repeal. Rather than trying to determine how H.R. 25’s
sponsors might resolve this mathematical dilemma if
their plan were ever taken seriously, we simply
computed a break-even sales tax rate that would
match current revenues from the taxes that H.R. 25
would eliminate.

For 2005 (a relatively low-tax year), we calculate
that the required break-even sales tax rate would be
between 45 percent and 53 percent, depending on
how certain tax-base issues are resolved. A recent
analysis by William Gale of the Brookings Institution
finds that to match expected federal revenues over
the upcoming decade would require a sales tax rate
of about 60 percent. That figure is consistent with
earlier analyses by Citizens for Tax Justice and the
congressional Joint Committee on Taxation.

To partially mitigate the inherent regressivity of
a national sales tax, H.R. 25 would provide a monthly
payment to all taxpaying units, regardless of income,
based on an adjusted poverty threshold for each
unit’s family size. We included these rebates in our
analysis.

One could reasonably argue that the whole idea
of a 50-60 percent national sales tax is so implausible

that it should be dismissed out of hand. Would the
public ever tolerate a tax that adds $10,000 or more
to the cost of a new car? Or $50,000 to the price of a
new home? Or$5,000 or more to average annual
medical costs? Nevertheless, we have undertaken a
distributional analysis of the sales-tax plan, to
illustrate its other major problem: if it were somehow
implemented, it would raise taxes substantially on
most Americans, and cut taxes substantially on the
very well-off.

How HR 25 Would Affect Tax Fairness

Under current law, federal income and estate
taxes are progressive. That means that
taxpayers with high incomes pay a larger share

of their incomes in taxes than do middle- and low-
income taxpayers. A national sales tax would be
exactly the opposite. It would take a much higher
share of the earnings of low- and middle-income
families than the wealthy would have to pay. That’s
because most Americans must spend most or all of
their incomes to make ends meet, while better-off
people can afford to spend a much lower share of
their incomes. Moreover, older Americans tend to
spend a higher share of their incomes than younger
ones, which means that a national sales tax would be
particularly burdensome on the elderly.

As a result, replacing most federal taxes with a
national sales tax would mean very large tax increases
on most Americans and very large tax cuts for the
wealthy. The tables that follow speak for themselves,
but a few important points can be highlighted:

        # In virtually every state in the union, the
bottom 80 percent of taxpayers would face
much higher taxes under a sales tax.
Nationwide, these tax increases would
average about $3,200 a year.

        # Put another way, on average the 80 percent
of Americans in the middle- and lower-
income ranges would pay 51 percent more
in sales taxes than they now pay in the
federal taxes that the proposed national
sales tax would replace.

        # In contrast, the best-off one percent of all
taxpayers nationwide would get average tax
reductions of about $225,000 each per year.

Besides shifting the tax burden away from the
well off and onto low- and middle-income taxpayers,



a national sales tax would also shift aggregate taxes
away from better-off states and onto poorer states
and states with a high proportion of elderly residents.

        # Overall, we calculate that 13 states and the
District of Columbia would pay less in
aggregate taxes under a national sales tax,
while the remaining 37 states would pay
more.

        # Of the total amount that is shifted among
states, just over half of the total winnings
would go to California and New York (even
though most Californians and New Yorkers
would nevertheless pay considerably higher
taxes.)

What we if Enacted a “23%” Sales Tax?

At the 30 percent tax rate proposed in H.R. 25,
replacing most federal taxes with a national sales tax
would reduce the revenues those taxes currently
provide by 41 percent in 2005, and by larger amounts
in later years. It would be impossible to cover that
huge cost without incurring even larger budget
deficits, unless there were dramatic reductions in
federal programs. For example:
        # The revenue losses from a 30 percent

national sales tax could be roughly offset by
entirely eliminating all Social Security and
Medicare hospitalization benefits forever.

        # If instead the revenue losses from a 30
percent national sales tax were subtracted
proportionately from Social Security and
Medicare, on the one hand, and from the
rest of the government, on the other, then in
2005, tax revenues available for Social
Security and Medicare hospitalization
benefits would be cut by 41 percent.
Revenues available to pay for all remaining
federal programs would fall by $450 billion.
That’s almost as much as the entire defense
budget in 2005.

Of course, the proponents of a national sales tax
have not called for eliminating or slashing Social
Security or defense. In fact, they have not outlined
any serious plan to address the enormous revenue
shortfall that their plan would create at the
inadequate tax rate proposed in H.R. 25. For this
reason, this study looks only at a revenue-neutral
sales tax plan, not an unimaginably costly one.
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New Publications from CTJ and ITEP
T Do Fat Cats Pay Lower Tax Rates than Workers? (May 8, 2004) This ITEP analysis, discussed on page 1 of

this newsletter, explains why federal personal taxes now fall much more heavily on earned income such
as wages than on investment such as capital gains and dividends.

T Corporate Pork Trumps Rational Jobs Policy (June 16, 2004) This CTJ analysis takes a closer look at the
“fuzzy math” behind the new corporate tax breaks now sailing through Congress. The analysis shows
that what GOP leaders are referring to as a “revenue neutral” tax change would actually cost more than
$270 million over the next decade.

T Tax Day Report: Overall Tax Rates Have Flattened Under Bush (April 13, 2004) This CTJ analysis, discussed
on page 3 of this newsletter, shows that federal personal taxes now fall much more heavily on wage
earners than on investment income.

T Bush and Cheney Release Tax Returns (April 13, 2004) This CTJ analysis shows that President Bush and Vice
President Cheney have benefitted handsomely from the federal tax cuts they have pushed through
Congress, with the President saving almost $31,000 and the Vice President paying only a 13% tax rate.

T CTJ’s Bush Tax Cut Scorecard (April 13, 2004) After three tax cuts in three years, you need a scorecard to
keep track of which Bush tax cuts take effect each year. This CTJ analysis gives a year-by-year summary of
federal tax cuts (and hikes) taking effect between 2001 and 2010.

All these publications are available free on the web, or can be purchased by calling or writing us.

TELL A FRIEND!
CTJ and ITEP members are our greatest resource. Help us spread the word about our work to your friends
and family—and with anyone else who may be interested in learning more about the impact of recent tax
changes at the federal and state level. Share this newsletter with them!

Citizens for Tax Justice
Institute on Taxation & Economic Policy
1311 L Street, NW
Washington, DC 20005

202.626.3780
888.626.2622 (toll-free)
e-mail: ctj@ctj.org
www.ctj.org
www.itepnet.org
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