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Revenue Service and the Social Security Administration.* Inferences were drawn from
correlation derived from the data shown above, with the maximum federal estate tax rate from

1916 to 2012. The detailed statistical data and results can be found in appendix A.

Maximum Estate Tax Rate from 1916-2012
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The above graph illustrates the fluctvations of the maximum estate tax rate since its
enactment in 1916 to 2013. The data was gathered from thé Internal Revenue Service Tax
Statistics.*® The three sets of data relating to pre-tax income share are planned to be compared
independently with the maximum estate tax rate to determine if a correlation exists between the
two variables. From speculative observations, a hypothesis can be derived which states that there
is a negative correlation between the maximum estate tax rate and the top one-tenth percent, one

percent, and five percent income shares of the country. This may suggest that the higher the

* Piketty, Thomas, and Emmanuel Saez. "Income Inequality in the United States, 1913-2002." Berkley.edu.
http://emlab.berkeley.edu/users/saez/piketty-saezOUP04US. pdf.

** Jacobson, Darien B., Brian G. Raub, and Bairy W, Johnson. "The Estate Tax: Ninety Years and Counting."
Internal Revenue Service. http://www.irs.gov/pub/irs-soi/ninetyestate.pdf
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maximum estate tax rate is set, the lower the share of the wealthiest household incomes tends to

be based on statistical speculation.

For this statistical analysis, the correlation coefficient, 1, is used to determine if a
relationship exists between the two variables, X (maximum estate tax rate) and Y (share of
household incomes). The correlation coefficient measures the degree to which two variables are
related by measuring the strength of the linear relationship between them. The sign of r indicates
the direction of the relationship between the two variables, either being negative or positive. The
magnitude of r, ranges between -1 and 1, which indicates the strength of the relationship. A
perfect positive relationship signifies that Y increases as X increases. Conversely, a perfect
negative relationship, of -1 indicates as Y decreases, X increases. If r is 0, then it can be assumed

there no linear relationship exists.

The results of the analysis were that correlation coefficient, r, between the top-one tenth
percent income share and the maximum estate tax produced a correlation of -.72. Similarly, the
top one percent income share generated a correlation of -.73 when compared with the maximum
estate tax rate. This suggests that a strong negative correlation exists between the two sets of
data. This finding helps to support the hypothesis that the estate tax is acting as a progressive
tax, by decreasing the levels of wealth in the United States. However, when the top 5 percent
income share was compared with the maximum estate tax rate, the resulted correlation was -.56.
This was lower than the top one-tenth and one percent segments, which suggests a weaker
correlation. It can be assumed that families with annual household incomes of at least $161,000
are not as affected or may not be subject to the federal estate tax. This assumption can be based
on the premise that there is a lower probability that the households with the top 5 percent income

share do not have as many estates that are valued at over $5.25 million. From this statistical
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analysis, it can be determined that a negative correlation exists between the top household

income shares in the United States and the maximum federal estate tax rate.

To assure that the results were not due to chance alone, it is beneficial to determine if the
results were statistically significant. In terms of determining if the results were statistically
significant, the p-value and t-statistic were analyzed for each correlation result. The significance
level is affirmed when the p-value is less than or equal to what is considered statistically
significant, which in this case is .025.>> Ata 95 percent confidence level the p-values of all three
independent correlations were less than .025, which suggests statistical significance. T-Tests test
for statistical significance by utilizing interval and ratio level data. For a two-tailed test of t, at a
95 percent confidence interval, the value of t must equal or exceed 1.960.% The detailed
statistical data and results of significance summary output can be found in appendix C. It can be
assumed that the results were overall statistically significant, which helps support the proposed
hypothesis which states that there is a relationship between the federal estate tax rate and top
income shares. This finding does not suggest any causation between the two variables, but it is
evident there is a negative relationship between the maximum federal estate tax rate and the top

household income shares.

Income share is not the only method for measuring wealth, therefore in the second
statistical analysis; the maximum federal estate tax rate will be compared against the top 1%
share of net worth between the years 1922 and 2007. Net worth reflects wealth as a store in value
of a family’s holdings. Net worth is defined as the current value of marketable assets less the

current value of debts and liabilities. Total marketable assets are the sum of: the gross value of

% "Tests of Significance.” Tests of Significance. http:/www.stat.yale.edu/Courses/ 1997-98/101/sigtest.htm.
% "Tests of Statistical Significance.” Tests of Statistical Significance.
http:/fwww . csulb.edu/~msaintg/ppa696/696stsig. htm.
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owner-occupied housing, other real estate owned by the household, cash and demand deposits,
time and savings deposits, certificates of deposit, money market accounts, government bonds,

corporate bonds, foreign bonds, cash surrender value of life insurance plans and pension plans,
corporate stock, mutual funds and equity in trust funds. Total liabilities include mortgage debt,
consumer debt, and other debt. *"The chart below illustrates the growth of the top one percent’s

net worth from 1922 to 2007.

Top 1% Share of Net Worth (1922-2007)
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Similar to the previous analysis, the hypothesis states that there will be a negative
correlation between the maximum federal estate tax rate and the top one percent share of net
worth between the years 1922 and 2007. This would suggest that the higher the estate tax rate is
set at, the lower the top one percent share of net worth will be. Once again, the correlation
coefficient, r, was utilized to determine if a relationship exists between the two variables. The

resulting correlation coefficient, r, was -.66. The detailed statistical data and results can be found

*7 "The Asset Price Meltdown and the Wealth of the Middle Class." Society for the Study of Economic Equality.
hitp://www.ecineq.org/ecineq_bari13/FILESxBari13/CR2/p17.pdf.
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in appendix B. This finding indicates that there is a moderately strong negative correlation
between the maximum federal estate tax rate and the top one percent share of net worth. The
result assists in confirming the hypothesis that the progressive estate tax acts as a wealth

equalizer in the United States.

In addition to utilizing the correlation coefficient, a linear regression analysis was
performed on this dataset to determine more information about the relationship between the
federal estate tax rate and the share of net worth of the one percent. Based on regression analysis,
the explanatory variable “x” would have an effect on the dependent variable “y”.3 ¥ The linear
regression equation is: y=bx+a. The variable “b” represents the slope of the regression line,
while the variable “a” represents the y-intercept. The hypothesis of this analysis was that the
maximum federal estate tax rate (x) has an effect on the share of net worth of the one percent (y).
The detailed statistical data and results can be found in appendix D. The resulting equation of

running the linear regression analysis at a 95 percent confidence level was determined to be:
y=-222x+.459047

This equation can be utilized to model the effect of the maximum estate tax rate on the
share of net worth. For example, if the maximum estate tax rate is set at 10 percent, it would
yvield a net worth share of 43.6 percent. Conversely, if the maximum estate tax rate is set at 80
percent, it would result in a net worth share of 28.1 percent. Lastly, if the federal estate tax did
not exist, or was set at zero percent, the net worth share would be 45.9 percent based on the
linear regression equation. In terms of statistical significance, the p-value and t-statistic of the

regression analysis were analyzed. The p-value that resulted was 1.2E-11 which was

% “Linear Regression." Linear Regression. http://www.stat.yale.edw/Courses/1997-98/ 101 /linreg. html.
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significantly less than .025 and the resulting t-statistic of 13.2 which was much greater than 2.
Therefore it can be assumed that the results of the regression analysis between the maximum
estate tax rate and the share of net worth were statistically significant and support the hypothesis

that the federal estate tax acts as a progressive tax by equalizing wealth.

Although it is evident that correlations between the maximum estate tax rate and income
and wealth levels exist, it is necessary to mention that there may be other economic factors
involved in the correlation. For example the depression following World War I and the Great
Depression in the 1920°s had negative effects on many businesses which destroyed the top
capital incomes of the country. It can be speculated that these top wealth holders were not able to
recover their income and wealth shares for many years, especially with the effects of progressive
taxation, such as the estate tax.” As stated earlier, a correlation represents a relationship between
two variables, and it is clear that a relationship exists between the maximum estate tax and the

top income shares and wealth holders.

For the third statistical analysis the effects of the maximum estate tax rate, in conjunction
with the exemption rate and the amount of wealth, measured by net worth, in the United States
were analyzed. This study focused on more recent years than previous analysis, by analyzing
data from 1989 to 2007. The data table on the following page illustrates changes in the net worth
of wealth holders with net worth amounts of at least $1 million. The net worth amounts are in
millions of dollars. The source of the data is from the IRS Tax Statistics database regarding all

top wealth holders.

** Piketty, Thomas, and Emmanuel Saez. "Income Inequality in the United States, 1913-2002.” Berkley.edu.
hitp://emlab berkeley.edu/usersisaez/piketty-saezOUP04US . pdf (accessed February 11, 2014).
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N.W. of Wealth Growth N.W. of Wealth | Growth | N.W. of Wealth | Growth
Max Estate | Exemption | Holders Between | Rate Per | Holders Between | Rate Per Holders of Rate Per
Year | Tax Rate Level $1m and $5m Year $5m and $10m Year $16m+ Year
1989 55% $600,000 $2.100,031 $492,240 $889,626
1992 55% $600,000 $2,138.386 0.91% $488,309 -(.40% $923,187 1.9%
1995 55% $600,000 $2,616,797 10.62% $566,780 7.74% $1,150,791 11.6%
1698 55% $600,000 $4,546,672 31.81% $1,125,630 40.93% $2,152,606 36.8%
2001 55% $675,000 $7,465,467 28.14% $1,666,947 21.69% $3,810,288 33.0%
2004 48% $1,500,000 $4,961,273 -18.48% $1,563,191 -3.16% $3,676,782 -1.8%
2007 45% $2,000,000 $4,594,768 -3.76% $1,949.794 11.68% $5,552,740 22.9%
- Total Growth Rate from 1989-2007 12% 22% 30%

After computing the geometrical growth rate of each stratum of net high net worth

individuals, it is evident that each segment experiences total growth from 1989 to 2007, From

analyzing the data it can be noted that with the gradual decline in the maximum federal estate tax

rate in conjunction with the increasing exemption amount, those that would be subject to the

estate tax are still experiencing high growth rates. Considering the estate tax rate dropped 10

percent between 1989 and 2007, the net estate tax liability would also decrease due to the fact

that the net estates have been taxed at a consistently lower amount. During that time period, the

exemption level increased from $600,000 to 2,000,000. While a portion of this increase is

indexed for inflation, the effect is that less of the net estate is eligible for taxation since decedents

are able to exempt greater amounts of their estate.

In addition, it is notable that the highest levels of net worth individuals, with net worth

amounts over $10 million, experience the highest growth rate of 30 percent. It can be assumed

that these individuals would have the highest estate tax liability considering they would be taxed

at the highest rate given that their estates would be the most valuable. However, these ultra-high

net worth individuals have not only retained their wealth, but their net worth amounts have
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grown at the highest rate between 1989 and 2007. This finding rejects the hypothesis that the
estate tax is a wealth equalizer due to the fact that the net worth growth rate of wealth holders is
increasing at an accelerated rate when compared to the rest of the country. If the estate tax was
effective in equalizing wealth, then it can be presumed that the growth rates of the net worth’s of
the wealthiest individuals would not be as high. With such large amounts of wealth, they are able
to utilize the most experienced tax planners that may assist with avoiding estate taxation. The
following segment of this paper analyzes how the individuals with the highest net worth utilize

methods for minimizing or avoiding estate taxation.
V. Research Method-Speculative Case Study- Steinbrenner Family and the Walton Family

A method of determining the impact of the federal estate tax is analyzing the effects on
estates and tax implications if it did not exist. As mentioned previously, the estate tax was
repealed in 2010, which resulted in decedent’s ability to transfer their wealth without estate
taxation. On July 13, 2010 the New York Yankees owner George Steinbrenner passed away,
leaving behind an estate with an estimated value of $1.1 billion that could be transferred to his
heirs without estate taxation®. If he had passed away the year before his estate would have been
subject to a 45 percent maximum estate tax rate above the $3.5 million exemption amount.
Depending on how his estate was structured and the deductions that were applied, Steinbrenner’s
family could have faced an estate tax liability of up to $500 million if he had.*' This may have
led the family to consider selling the New York Yankees in order to pay the estate tax liability,

which is what occurred to the family of Chicago Cubs owner, P.K. Wrigley. Wrigley’s family

““The newsletter of the ISBA's Section on Trusts & Estates." George Steinbrenner's estate tax homerun.
http://www.isba.org/sections/trustsestates/newsletter/2010/10/georgesteinbrennersestatetaxhomerun
*! "The newsletter of the ISBA's Section on Trusts & Estates." George Steinbrenner's estate tax homerun.
http://www.isba.org/sections/trustsestates/newsletter/2010/10/georgesteinbrennersestatetaxhomerun.
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was forced to sell the Cubs to the Tribune Company in order to pay the taxes on his estate when

he passed away in 1977.%

The 2010 estate tax laws state that estates do not receive a step-up in basis when estates

Capital Gains From Sale (2010) are transferred. Instead the basis of a decedent’s
Sale price $1,600,000,000 _ _
Less: Cost Rasis $10,000,000 ©state is calculated using the lessor of the cost basis,
Realized Gain $1,590,000,000 , .
Capital gain tax rate . 15%] ©°f the fair market value at the date of death.™ This
[Capital gain tax $238,500,000

change could be expected to result in large capital
gain taxes since the heirs of the estate transfer would have the same tax basis that Steinbrenner
had when he purchased the Yankees in 1973 for $10 million. Therefore if the family decided to
sell the franchise immediately following his death in 2010, they would be required to pay capital
gains taxes on amounts exceeding the basis of $10 million. Considering the value of the team

was $1.6 billion in 2010, the Steinbrenner family would pay $238.5 in capital gain taxes.*

Now suppose that George Steinbrenner passed away and the federal estate tax existed as

Estate Tax Computation (2009) it had in 2009, where the maximum federal estate tax
Taxable esta.te $1’1OO’000’000: rate was 45 percent at a $3.5 million exemption level.
Less:exemption (2009) -$3 500,000
Estate tax rate (2009) 45%|  Assume that he transferred the franchise to his heirs
Estate tax hability $496,575,000

after his death with a stepped up basis in the amount of $1.6 billion which was the fair market
value at date of death. Steinbrenner’s net estate was estimated to be $1.1 billion, and after
subtracting the $3.5 million exemption amount, an estate tax liability of approximately $496.5

million would result. When compared to the $238.5 million resulting from capital gain taxation,

“ McCarthy, Ryan. “Timing Of George Steinbrenner’s Death Could Mean His Heirs Will Dodge Estate Tax." The
Huffington Post. http://www huffingtonpost.com/2010/07/13/taxwise-steinbrenner-pick_n_ 645163 htmi

® "The newsletter of the ISBA's Section on Trusts & Estates.” George Steinbrenner’s estate tax homerun.
http://www isba.org/sections/trustsestates/newsletter/2010/10/georgesteinbrennersestatetaxhomerun.

* Forbes Magazine. "New York Yankees." Forbes. http://www.forbes.com/teams/new-york-yankees/.
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it can be determined that estate taxation results in a loss of tax savings of approximately $264
million. Therefore under these specific circumstances, an estimated $264 million is not being

retained by the Steinbrenner family.

However, with a step up in basis from $10 million to $1.6 billion, it can be assumed that

the majority of the additional basis of $1.5 billion is considered to be goodwill and other

intangible assets. According to the Internal . {&mortiz.ation of Intangible Assets
Original basis (1973) $10,000,000
Revenue Service, approximately 90 percent of the |Step-up in basis $1,600,000,000
Additional new basis $1,590,000,000
assets of a sports franchise are considered to be Income tax rate(2009) 350
) ) s ) . Total tax savings $556,500,000
intangible assets.”” For this study, it was assumed Tax savings per year $37,100,000

that 100 percent of the additional basis is comprised of intangible assets. Intangible assets of a
professional sports franchise are able to be amortized using the straight-line method over 15
years, under the Internal Revenue Code Section 197.% This amortized amount is able to be used
as an income tax deduction for the taxpayer. Therefore, the $1.59 billion of amortizable
intangible assets can be utilized to reduce income tax lability over 15 years. In 2009 the income
tax rate was 35%, which would be applied to the total intangible asset amortization amount to
determine the net deduction, which is $556.5 million. This represents the total tax savings
resulting from the amortization of intangibles. When amortized over 15 years, it would result in
a tax savings deduction of approximately $37.1 million per year. When using a 5 percent
discount rate, the present value of $37.1 million for 15 years is equal to $385,085,313." By

comparing the total estate liability of $264 million to the $385,085,313 million in the present

* "Examination of Sports Franchise Acquisitions.” Examination of Sports Franchise Acquisitions.
http://www.irs.gov/Businesses/Examination-of-Sports-Franchise-Acquisitions.

“® "publication 535 (2013), Business Expenses.” Publication 535 (2013), Business Expenses.
http://www.irs.gov/publications/p535/ch08. html

7 “Minimum Present Value Segment Rates." Minimum Present Value Segment Rates,
hitp.//www.irs. gov/Retirement-Plans/Minimum-Present-Value-Segment-Rates.
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value tax saving amortization deduction, it is evident that the estate tax actually provides tax

savings in the long run.

This outcome rejects the hypothesis that the federal estate tax acts as a wealth equalizer,
by actually providing tax savings that is held by the ultra-wealthy families. It is estimated that
over $1.2 trillion is passed down every year to future generations according to former Treasury
Secretary, Lawrence Summers.*® More importantly, most of the wealth that is passed down is
from the extremely rich, as the majority of wealth in the United States is concentrated in the top
one percent.”” The speculative case study that is being analyzed focuses on the Walton family
which are the heirs of the founders of Wal-Mart. As a family, they hold half of the top ten spots
on The Forbes 400, The Richest People in America.”® With such large fortunes that are
exponentially higher than the estate tax exemption of $5.25 million, it can be presumed that the
Walton family will be subject to substantial estate tax bills. The following research will
determine how effective the estate tax is as a wealth equalizer in respect to the wealthiest family

in America.

The Walton family is worth over $144 billion has retained much of their inherited wealth
since the passing of the founders of Walmart in the 1990°s.%! The six heirs of the Walton
inheritance are Alice, Jim, Rob and Christy Walton, Nancy Walton Laurie, and Anne Walton

Kroenke. Their enormous accurnulation of wealth is greater than 42 percent of the combined

* Summers, Lawrence. "A tax reform to cut complexity, increase fairness.” Washington Post.
http.//www washingtonpost.com/opinions/lawrence-summers-a-tax-reform-to-cut-complexity-increase-
faimness/2012/12/16/18dc1bbe-4795-11e2-b610-e851741d196_story.html.

¥ '"Who Rules America: Wealth, Income, and Power.” Who Rules America: Wealth, Income, and Power.
http//www?2 . ucsc.edu/whorulesamerica/power/wealth. html.

> Forbes Magazine. "Forbes 400." Forbes. http://www forbes.com/forbes-400/.

3! Serwer, Andy. "The Waltons/ Inside America's Richest Family." CNNMoney.
hitp.//money.cnn.com/magazines/fortune/fortune_archive/2004/11/15/8191093/.,



Martinez | 24

wealth of all Americans.* It is evident that with such a large estate, the wealth would be subject
to the estate tax and a large estate tax liability would result. However, it is unlikely that this is the
case. Since the Walton family maintains a large amount of wealth, they have access to the most
experienced professional estate tax planners and are able to utilize strategies to decrease their
estate tax liability. Such maneuvers include charitable lead annuity trusts (CLAT), the grantor

retained annuity trusts (GRAT), and family-limited partnerships.

A charitable lead annuity trust is a long term trust that makes annual payments to charity,
and the remainder of the trust at the end of the term is transferred to a beneficiary or heir. It is
used to pass down assets through an inheritance with minimal to no estate or gift tax. The trust is
valued at present value on the date that it is established while utilizing a discount rate set by the
Internal Revenue Service (IRS).” The IRS uses current interest rates, known as charitable
midterm rates, to determine how much of the trust is actually going to charity. Low charitable
midterm rates increase the tax advantages for charitable lead annuity trusts.>® If the investments
within the trust outperform the charitable midterm rates, then the trust will be left with a surplus
that 1s transferred to the heirs or beneficiaries without gift or estate taxation. In the case of the
Walton family, they have established a charitable lead trust with a fair value of over $484 million
as of 2011.”° Wealthy American families hold over $20 billion in CLAT’s and according to IRS

data, the Walton’s are the largest users of charitable lead annuity trusts in the United States,*®

52 "Meet the Family.” The Walmart 1, http://walmartpercent.org/family

# vCreating a Charitable Lead Annuity Trust." Stanford.

htipy//giving stanford.edu/sites/default/files/pdf/CharitableLead Annuity Trust. pdf.

* Ebeling, Ashlea, "What's a CLAT?."” Forbes. http:/fwww.forbes.com/forbes/2003/0120/100.htm}

% n5227 Split-Interest Trust Information Return." Bloomberg.
http://media.bloomberg.com/bb/aviilerZZFFiIXFWENS.

% Bloomberg, "How Wal-Mart's Waltons Maintain Their Billionaire Fortune.” Bloomberg.com.
http://www .bloomberg.com/news/2013-09-12/how-wal-mart-s-waltons-maintain-their-billionaire-fortune-
taxes.html,



Martinez | 25

An additional vehicle for minimizing or eliminating estate taxation is the grantor retained
annuity trust (GRAT) which is a trust that pays annuities of an initial investment back to the
grantor over a term of at least two years.57 Generally the investment is intended to outperform
the market so that the investment gains can be transferred to an heir or beneficiary without estate
or gift taxation. As long as the grantor outlives the term of the trust, then the remaining assets
will be transferred tax free. > In 1993 Audrey Walton put $200 million of assets into a GRAT
that would benefit her daughters if the assets appreciated. Shortly after, Audrey Walton was sued
for utilizing the GRAT as a method for evading taxation. However, the judge ruled in favor of
Audrey Walton which established the nickname, “Walton GRAT” for the tax avoidance

maneuver and granted it legal standing.

The Walton family has also decreased their estate tax liability by holding their Wal-Mart
stake in family limited pa.rtnerships.59 Parents can choose to place stock or other assets into a
partnership and give minority stakes to their heirs or children. The parents are able to claim those
gifts as less valuable than the undetlying investment because they are lack control and liquidity.
Therefore it is possible for them to claim that a minority’s interest is worth less than its
proportional share of the investment, which creates a discount. When the parents ultimately
transfer a minority interest to one of their heirs or beneficiaries, they are only liable to pay gift or
estate tax on the discounted value of the stock.®’ This makes it possible to pass on large sums of

estate without taxation, if the discount is substantial. In 1953, The Walton’s created Walton

*" "How The Super-Rich Ducked $100 Billion In Estate Taxes Since 2000." ThinkProgress RSS.
http://thinkprogress.org/economy/2013/12/17/307382 1 /estate-tax-loophole-preschool.

8 “A Powerful Way to Plan: The Grantor Retained Annuity Trust." MorganStanley SmithBarney.
http://www.morganstanleyfa.com/public/projectfiles/106f5bd9-6d48-44d0-b092-e0cT 1 aceBae5.pdf.

* Bloomberg. "How Wal-Mart's Waltons Maintain Their Billionaire Fortune." Bloomberg.com.

hitp://www bloomberg.com/news/2013-09-12/how-wal-mart-s-waltons-maintain-their-billionaire-fortune-
taxes.himl.

* Bloomberg. "How to Preserve a Family Fortune Through Tax Tricks." Bloomberg.com.

http://www bloomberg.com/infographics/2013-09-12/how-to-preserve-a-family-fortune-through-tax-tricks. htmi.
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Enterprises LL.C, which serves as the vehicle for the family to own its shares through and
maintain control of the assets that are being transferred to future generations while minimizing

gift or estate taxation.

From a speculative standpoint, it is evident that the Walton family has utilized estate tax
avoidance loopholes to pass down the wealth to future generations. With a net worth of over
$144 billion, it is clear that they have an abundance of funds to allocate into trusts and
partnerships that reduce inheritance taxes. This makes it possible to transfer wealth while
avoiding estate taxation, resulting in accumulations of wealth being tied up in the richest
families. It is important to mention that the results and assumptions of the speculative case
studies are constrained by the availability of federal estate tax return information considering
client confidentiality. The general speculations were based off of reasonable predictions and
explanations that were surmised to be appropriate for the purpose of this paper. However, based
on the information that was publicly available, it can be assumed that the estate tax is nota
wealth equalizer in terms of extremely high net worth individuals such as the Walton family.
However it is notable that the estate tax has significant impact on the perspectives of tax

aunditors, users of relevant tax information.

V. Tax Auditor Perspective

The federal estate tax affects the Internal Revenue Service (IRS) auditors that examine
the estate tax return. The auditor examines the federal estate tax return and identifies
discrepancies within the return. Estate tax audits are more intensive than audits on individual tax
returns, partially because the size of the fotal gross estate, which has to be over $5,250,000 in

order to be considered for the estate tax. Consequently the estate tax audit process provides near
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complete coverage of all tax returns that are filed by estates. Estate tax returns that are selected
for formal audits are assigned to estate tax auditors based on the size of the estate, potential
revaluation issues, and the expertise of available IRS auditors. The larger the size of the assets
for an estate, the greater chance the estate would be audited. A study completed in 1992 when
the exemption amount was $600,000 with a tax rate of 55 percent, showed that nearly half of all
estates with gross assets greater than $5 million were audited; compared to less than 12% of

estates with gross assets that were valued under $1 million. ¢

Upon being selected for an audit, an estate may have to provide documentation or
information to support adjustments, complete examination, or complete explanation of
questioned items.®” Information that can be requested may include but is not limited to appraisals
on included real estate, and a certified copy of the death certificate. IRS auditors that examine
estate tax returns need to be efficient and accurate in determining valuations of the estate assets
that determine the total gross estate. After determining the total gross estate amount, the
deductions can be examined and the tax liability can be checked for accuracy. A study has
discovered that 60% of audited estate return cases were closed with additional tax owed, while
21% were closed with a tax reduction, and 18.9% were closed with no change in original net
estate tax.® The most common asset reevaluations within the study were other real estate,
closely held stock, and cash. The majority of the total gross estate in estate tax returns is
undervalued, which results in a lower estate tax liability. IRS auditors have a responsibility to
identify areas of risk and fraud within the estate tax return and should be aware of various

valuation methods of total gross estates.

® Elter, Martha. "The Effects of IRS Audit Revaluation on Estates.” Trust & Estates 140, no. 1 (2001): 58-64.

82 vInternal Revenue Manual - 4.25.1 Estate and Gift Tax Examinations." Internal Revenue Manual - 4.25.1 Fstate
and Gift Tax Exarninations.

8 Eller, Martha. "“The Effects of IRS Audit Revaluation on Estates.” Trust & Estates 140, no. 1 (2001): 58-64.
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VI. User Perspective

In addition to the auditor’s perspective, the federal estate tax has an impact on the users
of the relevant tax information. Users that are affected by estate tax return data include policy
makers and estate tax planners. Policy makers within the Senate are constantly voting on federal
tax laws and potential tax reforms. The estate tax reform has been brought to the Senate floor
numerous times over the decades, most recently in 2012 to vote on the estate tax provision and
tax rate. Policy makers utilize estate tax revenue to determine potential revisions for the estate
tax. Several senators and other governmental officials believe that the estate tax should be

repealed, while others believe it should remain in place.

Estate tax planners are also constantly affected by the implications of the estate tax
because of the future changes that may be enacted by policy makers. Estate tax planners strive to
reduce estate tax liability for their client while still adhering with the guidelines of the estate tax.
They may offer guidance on allocating assets, gift giving, investing, and managing trusts.®* As
users of estate tax information, tax planners need to be aware of how the estate tax functions and
how to legally offset tax liability. An interview with Kristen Carter, a Certified Public
Accountant that works in Private Client Services at Deloitte, provided a perspective from a
professional service standpoint. Kristen often encounters situations involving the federal estate
tax since she provides services to ultra-high net worth individuals. She states that estate planning
is an important tool in regards to the estate tax and that it is important to stay current with any
changes that may be on the horizon. She also points out that every client is unique and wants to
manage their estate differently. Some may want to try to pass down their wealth and minimize

their estate tax liability, while others choose to give their entire estate to charity. Whichever the

& "The Return of Estate Tax Planning." CPA Client Bulletin (12, 2010): 3-4.
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case, it is her duty to provide tax services to clients, therefore any changes in regards to estate

taxes directly affect her duty and responsibility to providing a professional service.

It 1s evident that these two perspectives are interrelated and their effects on each other
help determine the dynamics and implications of the federal estate tax. As users of relevant tax
information, tax planners anficipate any changes that policy makers enact regarding the estate
tax. The tax planners provide a professional service to their clients based on their specific needs.
‘Once an estate tax return has been filed, the IRS tax auditor needs to be aware of any strategies
or maneuvers that may be used to minimize estate tax liability and determine if the methods are
legal and if the estate tax Hability amount is correct. Any future changes that the estate tax
experiences will definitely have an effect on the perspectives of the tax auditor and the users of

estate tax financial information.
VI1. Conclusion

The estate tax has been enacted for over ninety years and has evolved in response to the
fiscal and economic needs of the United States. Initially it was enacted as a revenue generator;
however it is apparent that it no longer serves this function considering it only generated 0.42
percent of the federal collections in 2012. After statistically analyzing the maximum estate tax
rate in comparison to the income shares and net worth shares of the top five percent of
individuals, it can be speculated that the estate tax is effective as a wealth equalizer. However,
further research indicates that the wealth of the top one percent has grown at an accelerated rate.
The case study of George Steinbrenner illustrated how the estate tax could actually provide
future tax savings with the step up to basis function and by amortizing intangible assets, In

addition, the case study of the Walton Family demonstrated how ultra-wealthy families can
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transfer wealth, by utilizing vehicles and maneuvers to minimize or completely avoid estate tax

liability.

In conclusion it is evident that the federal estate tax ié able to act as a wealth equalizer,
only to an extent. The extent being that the wealthiest of American’s that wish to transfer their
wealth after death, may find a way to bypass the estate tax. However, the lower end of the top
five percent of individuals may not have access to such estate tax avoiding vehicles, making
them more susceptible to the estate tax. Based on the analysis of this paper it can be presumed
that without the estate tax, wealth accumulations would increase at an exponentially higher rate
if there is no taxation on large inheritances. Therefore, the federal estate tax functions effectively

as a progressive tax, to assist in preserving economic opportunity by equalizing wealth.
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Appendix B: Correlation coefficient between top 1% share of net worth and maximum estate tax
rate. Graphs illustrate maximum estate tax rate from 1922-2007, and top 1% share of net
worth from 1922-2007.
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Appendix C. Statistical significance summary output resulting from regression analysis on
correlations between the maximum estate tax rate and top income shares.

Statistical significance between maximum estate tax rate and top .01%

Standard
Coefficients Error t Stat P-value Lower 95% | Upper 95%
Intercept (0.1133241 [ 0.00568371 10.938413 | 1.0193E-35 1 0.102040579 0.124608
Maximum :
Estate Tax Rate -0.0009403 | 9.2202E-05 -10.198759 | 6.2181E-17 { -0.001123391 -0.00076
Statistical significance between maximum estate tax rate and top 1%
Standard
Coefficients Error t Stet P-value Lower 95% | Upper 95%
Intercept 0.23398 0.009055 25.84043 | 9.321E-45 0.216004 0.251956
Maximum
Estate Tax Rate -0.00152 0.000147 -10.344 | 3.046E-17 -0.00181 -0.00123
Statistical significance between maximum estate tax rate and top 1-5%
Standard ;
Coefficients Error t Stat P-value | Lower 95% Upper 95%
Intercept 0.162487 | 0.003601764 45.11326 | 1.7162E-65 0.155336 0.169639
Maximum
- Estate Tax Rate -0.00039 | 5.81343E-05 -6.64781 | 1.9352E-09 -0.0005 -0.00027
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Appendix D. Regression analysis between maximum estate tax rate and top 1% net worth share.

Statistical significance between maximum estate tax rate and top 1% share of net worth:

Standard
Coefficients Error t Star P-value Lower 95% | Upper 95%
Intercept 0.4590469 | 0.034769484 13.20258 | 1.22702E-11 0.3867399 | 0.5313541
Maximum
Estate Tax Rate ~(.2222359 1 0.055197518 -4.02619 | 0.000610296 -0.3370255 |  -0.107446
Resulting scatter plot from regression analysis with resulting equation:
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