Stepped-up basis taxes only support the wealthy
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One of the tax code’s largest subsidies for capital gains is the stepped-up basis tax break. If an investor holds on to an asset (such as stock) and passes it on to an heir instead of selling it, neither she nor her heir owes capital gains tax on its increase in value during her lifetime. (Technically, the asset’s basis — or the price paid for it — is “stepped up” to its fair market value at the time of inheritance.) Stepped-up basis encourages wealthy people to turn as much of their income into capital gains as possible and hold on to assets until death, when a lifetime of gain becomes permanently exempt from tax. (The asset, however, may be subject to the estate tax, as explained below.)Combined with the benefits of deferral and the other targeted capital gains tax breaks discussed above, stepped-up basis allows large corporate stockholders and other wealthy investors to pay no income tax on the increase in assets’ value during their lifetimes and then pass the assets on to their heirs, who pay no income tax on those inheritances. For example, Steve Jobs, the former Apple CEO, received an annual salary of $1, as reported on the company’s SEC filings.[26] Instead of a traditional salary, he received shares of Apple stock worth $75 million in the early 2000s.[27] He likely paid ordinary income tax on the value of those shares when he received them as income. But because he never sold the shares during his lifetime, he never paid tax on the subsequent massive gain as Apple’s stock skyrocketed.[28] At his death, Jobs’ Apple stock was worth roughly $2 billion, and all of that gain was permanently exempt from income tax.
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