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GENERAL ELECTRIC’S SPECIAL TAX LOOPHOLE LETS 
COMPANY DODGE BILLIONS IN TAXES 

 
General Electric is a multinational giant that made $27.5 billion in profits from 2008-2012 but 
got a total of $3.1 billion in federal tax refunds and paid an effective tax rate of negative 11.1 
percent, according to Citizens for Tax Justice.1 It has dodged these federal income taxes, in part 
through an obscure tax loophole that allows it to hide profits and ship jobs offshore. That 
loophole—the “active financing exception”— costs $62.5 billion over 10 years or about $6 
billion a year, according to the Congressional Budget Office (CBO).2 
 
The loophole is one of 55 temporary tax breaks mostly benefitting corporations that expired at 
the end of 2013. GE, Wall Street investment banks and insurance companies are lobbying hard 
to have this lucrative tax loophole reinstated as part of a package of tax breaks known as “tax 
extenders” that will be considered by Congress in 2014. The 10-year cost of the entire package 
of tax breaks is $410 billion to $691 billion, or $40 billion to $70 billion a year, according to 
CBO.3 About 90 percent of the costs of the total tax breaks benefit corporations.  
 
DODGING TAXES BY OFFSHORING PROFITS 
 

Best known to most Americans as a manufacturer of light bulbs and dishwashers, General 
Electric has over the past few decades expanded to also be a major financial services company 
at the center of the Wall Street economy.4  About half of the company’s profits come from its 
financing arm, GE Capital.5  
 
Like a lot of huge corporations, GE dodges taxes by stashing profits offshore. A loophole in 
federal tax law allows companies to avoid paying U.S. taxes on profits they earn (or claim to 
earn) outside the United States until the income is brought back home—a tax break called 
“deferral.” As a result, U.S. companies have indefinitely stockpiled some $2 trillion offshore.6 In 
2012, GE had the most offshored profits of any American corporation—$108 billion. GE has 
stashed its overseas profits in at least 18 tax havens, where it pays little if any taxes.7 
 
CONGRESS PLUGGED THE LOOPHOLE BUT CORPORATIONS REOPENED IT 
 

Long ago Congress realized that certain financial income like interest, dividends, rents and 
royalties could be easily manipulated to make profits earned in America look as if they were 
generated offshore, thereby avoiding U.S. taxes. To deal with this, a section of the tax code 
(often referred to as simply “subpart F”) makes those profits ineligible for deferral and 
therefore immediately subject to U.S. corporate income taxes (less any taxes paid to the 
country where the profits were claimed to be earned). The tax code demands that corporations 
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pay taxes on such “passive” income8 the year it’s received, regardless of where it was claimed 
to have been made.  
 
This provision, often called the Subpart F “active financing exception,” is an exception to 
subpart F. Congress eliminated the exception in the 1986 tax reform that swept away many 
loopholes.  But in 1997, Congress caved to pressure and passed a “temporary” amendment to 
the tax code, bringing back the exception. Congress has “temporarily” extended this corporate 
tax break many times since then, usually for one or two years at a time as part of temporary 
tax- extenders legislation. The so-called “active financing exception” allows big financial firms 
like G.E. Capital (a subsidiary of General Electric) to dodge billions of dollars in taxes simply by 
claiming that U.S.-based financing income is actually being generated offshore.9  
 
EXCEPTIONAL RETURNS FOR GE 
 

The “active financing exception” has been a real moneymaker for General Electric. It’s one of 
the primary reasons this highly profitable corporation paid a negative 11.1 percent federal 
income tax rate between 2008 and 2012.10 That rate is a tiny fraction of the corporate tax 
code’s statutory 35 percent rate. During those five years GE had profits of $27.5 billion but got 
refunds totaling $3.1 billion in federal income taxes; in three of those years the company got a 
tax refund.    
 
The “active financing exception” is so important to GE’s bottom line that whenever the tax 
break nears expiration, the company coordinates an extensive lobbying effort to preserve it.  At 
one point, the head of GE’s tax department dropped to one knee to beg the staff of the House 
Ways and Means Committee to save GE’s favorite loophole.11 
 
WHO SHOULD PAY?  
 

The “active financing exception” loophole makes billions for GE and the rest of us pay for it: 
through higher taxes, fewer services or more debt. This is money we could be using to fix roads, 
build schools, find new medical cures and provide training for the unemployed. 
 
Senate Minority Leader Mitch McConnell has said that the package of “tax extenders,” which 
includes GE’s special loophole, should not have to be paid for.12 Conversely, he insisted that 
providing emergency unemployment insurance for the long-term jobless should be paid for.13 
This double-standard is common in Congress—tax breaks for big campaign contributors are 
doled out for free. Meanwhile, services that benefit average Americans have to be paid for by 
cutting back other vital services, rather than pay for them by making big corporations pay their 
fair share of taxes.  
 
It’s time for Congress to draw the line with this special-interest tax loophole that benefits 
General Electric, Wall Street investment banks and big insurers. End it now.  
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