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May 12, 2021

The Honorable Mike Thompson

51 District of California

Chairman, Subcommittee on Select Revenue Measures
House Ways and Means Committee

1102 Longworth House Office Building

Washington, DC 205105

The Honorable Adrian Smith

3" District of Nebraska

Ranking Member, Subcommittee on Select Revenue Measures
House Ways and Means Committee

1102 Longworth House Office Building

Washington, DC 205105

Dear Chairman Thompson and Ranking Member Smith,

I submit this statement for the record for the May 12, 2021, House Ways and Means Subcommittee on Select
Revenue Measures hearing titled “Funding Our Nation’s Priorities: Reforming the Tax Code’s Advantageous
Treatment of the Wealthy” on behalf of the Policy and Taxation Group, which is an organization comprised of
family-held businesses from throughout the country that are dedicated to reform and, ultimately, repeal of the
estate tax. We appreciate the Subcommittee’s efforts to consider ways to fund many of the worthy domestic
priorities that have been proposed in the American Families Plan. However, funding these priorities on the
backs of family business owners and their employees as the Biden Administration has proposed is the wrong
approach and will actually have an outsized negative impact on the low- and middle-income American’s these
policies are intended to support.

Family-held businesses make up 59-percent of the private sector workforce and are responsible for more than
83 million jobs.! Collectively, these businesses make up 54-percent of the private sector gross domestic product
(GDP) and add $ 7.7 trillion to the U.S. economy.? As such, as the Subcommittee examines ways to “reform”
the Tax Code’s “treatment of the wealthy,” it should be particularly mindful of how these policy changes would
affect family-held businesses and their employees.

For example, the American Families Plan calls for the elimination of step-up in basis — or the ability of an heir
to increase their basis in assets to fair market value without paying capital gains tax. An April 2021 EY study®
about the economic impact of eliminating step-up in basis, however, suggests that such a proposal would reduce
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U.S. GDP by $10 billion each year and have a significant negative impact on job creation. Specifically, such a
change would result in:

e 80,000 fewer jobs in each of the first ten years;
e 100,000 fewer jobs each year thereafter; and
e a $32 reduction in workers’ wages for every $100 raised by taxing capital gains at death.

The EY study also found that middle-class, family-held businesses would be particularly hard hit by repealing
the step-up in basis provision. Currently, when someone inherits a business or assets, they are not taxed on the
appreciation that happened before they inherited the business or assets. While it is not clear whether current
proposals to eliminate step-up in basis will result in a tax on capital gains at death or a carryover basis regime?,
forcing family-held businesses to pay capital gains accrued by the prior owner will result in large tax bills that
put the future of these businesses — and their employees’ jobs — at risk. And, with the American Families Plan
proposal to increase the capital gains tax rate to 39.6-percent for certain taxpayers, the risk will be even greater.
While we understand that President Biden has suggested an exemption for family businesses, this has been tried
before by Congress and repealed because it was unworkable; defining “family business” is difficult to do.

While not included in the American Families Plan, certain lawmakers have also continued to push for harmful
policy changes related to the estate tax. For example, some have suggested reducing the estate tax exemption,
which was increased as part of the Tax Cuts and Jobs Act. While we believe that eliminating the estate tax is
ultimately the best approach, making permanent the doubled exemption would be a step in the right direction
with regard to the taxation of family-held businesses. At the same time, others have called for increasing the
rate of the estate tax. Instead, if the estate tax is not eliminated, we believe that in order to help all family-held
businesses subject to the tax, Congress should reduce the rate — which is arbitrarily the highest rate in the tax
Code — while maintaining step-up in basis.

According to the 2021 Family Enterprise USA Family Business Survey® released last month, capital gains and
estate taxes are the second and third highest tax policy concerns, respectively, of the more than 170 family
businesses surveyed. More than 90-percent of these businesses have been in business for more than 30 years —
and nearly 20-percent for more than 100 years. In order to ensure our nation provides an environment where
these family-held businesses can continue to thrive for another 100 years, we urge Congress to: (1) oppose the
elimination of step-up in basis so long as the estate tax remains part of the Tax Code; (2) oppose efforts to
increase the long-term capital gains tax rate; and (3) reduce the rate of the estate tax and making permanent the
estate tax exemption or, alternatively — and preferably — repeal this harmful tax in its entirety.

On behalf of family businesses owners and their employees everywhere, we thank you for your consideration of
our comments and stand ready to serve as a resource to you and your fellow Subcommittee members and staff.

Sincerely,

Pat Seldanc

Pat Soldano
Founder, Policy and Taxation Group
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