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On April 16, 2015, the House of Representatives voted to repeal the estate tax.’

The Obama Administration decried the proposed tax cut and vowed a veto.? The
Senate is now considering a repeal bill introduced by Senator John Thune.? With this
controversial tax again in the news, it is time for a re-evaluation, because this tax
stifles economic growth and punishes small business owners and farmers.

The Internal Revenue Service defines the estate tax as: “a tax on your right
to transfer property at your death.” For the 2015 tax year, the first $5.43
million of an individual’s estate — or double that amount for a married
couple, is exempted from the tax, and any remaining unused exemption can
be passed on to a surviving spouse.* Thus, a married couple could leave an
estate of $10.86 million without incurring the estate tax. The tax has a top
marginal rate of 40 percent.’

Advocates for the estate tax decry the perpetuation of inequality due to
inherited wealth. The estate tax, often called the “death tax” by opponents,
is ineffective in reducing inequality; it does, however, excel at destroying
family business, especially agricultural operations.® In fiscal year 2014,
the estate tax accounted for 0.7 percent of all federal tax revenues.” Yet this
small tax employs legions of attorneys and accountants to administer it.
Dallas Headquarters: While the public pays for these skilled professionals, wealthy families hire

14180 Dallas Parkway, Suite 350 attorneys to place the money into trusts.
Dallas, TX 75254

972.386.6272 Many asset-rich and cash-poor families, such as owners of family
businesses, are unable to take advantage of trusts to protect their wealth.

WAWLNCPA.OF Faced with both the prospect of paying taxes and cash-flow problems,
Washington Office: family-owned businesses often have to sell many assets to pay the tax. The
600 Pennsylvania Ave., SE result is corporate consolidation of these firms.*
Suite 310 . . . -
Washing:gne DC 20003 While the tax is a burden on American families, attorneys and accountants
202 83b.0177 earn healthy incomes by helping clients establish trusts or structure their

estates to avoid the tax.” Thus, many of the very wealthy do not pay close

to the top 40 percent rate.'® Unlike investments and cash, real estate cannot

/’%}i‘\\ be as easily placed iqto a trust. Thus,.Americal'l farmers.and smal‘l b}lsiness
/A" owners are hardest hit by the tax, while cash-rich Americans avoid it.
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Policy Analysis

/

m The discovery and exploitation of shale gas deposits has increased the
value of farmland;




How the Shale Gas Boom Creates Estate Tax Problems for Farmers

m The royalties paid to land owners are often used for
capital investments on the farms, increasing the value
of the farm when estates are valued; and,

m The influx of money into the local economy, paired
with extraction taxes on natural gas, has increased
the local tax base in many rural counties, spurring
infrastructure investments that further increase the
value of local land.

The Barnett shale formation in Texas and the Marcellus
shale formation in Pennsylvania provide particularly
interesting examples. In Pennsylvania, natural gas
deposits run along the border with New York; however,
New York has placed a moratorium on hydraulic
fracturing, whereas Pennsylvania has not, allowing for
direct comparison of a small geographic region in one
state with hydraulic fracturing and one without.

The Dallas-Fort Worth metropolitan area provides
another useful comparison: the shale deposit runs through
Fort Worth and to the west, whereas there are no large
deposits in Dallas and to the east. Therefore, Fort Worth

reflects the impacts of natural gas and Dallas the lack.
(Only the western edge of Dallas County is part of the
Barnett Shale.)!! Additionally, the Dallas City Council
has placed tough restrictions on hydraulic fracturing,
which have been characterized by the natural gas industry
as a de facto moratorium.'?

The Effect of Lease Payments on Farm Values.
Many farm estates have increased in value due to the
mineral rights to the land. Farmers saw land values
appreciate immediately upon signing leases with natural
gas producers, and land values have continued to rise. In
both Texas and Pennsylvania, land values increased from
1997 to 2012, even after several years of drilling."

In Pennsylvania, where a larger portion of landowners
retain their mineral rights than in Texas, the growth in real
estate values was significant:

m Real estate values in shale counties grew eight
percentage points more than nonshale counties.'

m The effect was more pronounced on Pennsylvania
farm properties, which appreciated 28 percentage
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points more than farms in New York,
where hydraulic fracturing was banned.

m The wealth of farm families in
Pennsylvania increased $466 million, an
average $130,000 per farm.'

As $130,000 is the average per farmer,
there were even larger, unexpected increases
in wealth for some asset-rich but cash-poor
farming families in Pennsylvania.

Effect of Royalties on Farm Estates.
The increase in land value due to the
demand for mineral leases was followed
by increases in farm estate values, as many
farmers invested their royalties from gas
extraction back into their farms. The Federal
Reserve Bank of Kansas estimates that
three-fourths of farms’ wealth accumulation
from energy payments are through increases
in land values.'® Royalty payments,
which could total over a billion dollars in
shale regions, account for the remaining
accumulation of farm estate wealth.

The average farm in the study received

Sources: Housing values, Weber et al., USAEE Work Paper No. 14-165; royalty payments, Weber et al., RWP 13-
07; and Farm land values, Weber and Claudia Hitaj, National Agricultural and Rural Development Policy Center.

about $104,000, including the initial lease
payment for the right to drill, and future
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royalty payments based on the gas extracted. The increase
in farm wealth ranged from 5 percent to 10 percent. Many
large farms greatly increased this average payment with
only 15 percent of farms receiving more than $50,000."

m Royalty payments represent a large amount of farm
income, compared to federal farm aid:

m The billions of dollar in royalties paid by energy
producers equal about half of direct federal payments
made to farmers and 20 percent of total aid farmers
receive.

m While federal aid is fairly well distributed across the
whole country, energy payments tend to be larger,
and concentrated in certain areas.

m The median government payment was $3,642;
however, the average energy payment was $7,000 per
year.

m The top quarter of farms received more than $25,000
per year.'®

The Kansas Federal Reserve Bank study indicates
these revenue streams are typically reinvested in the
farms. Compared to the average American family,
which consumes 71 percent of its income, farm families
consume only 57 percent. Thus, for every dollar received
in royalty payments, 10 cents was reinvested in farms, on
average."

A survey of 42 Pennsylvania farmers puts the figure
much higher for lease and royalty payments: These
farmers received $2.3 million in lease payments, and they
spent 6.9 percent of the lease payments on construction,
home improvement and real estate, 17 percent on taxes,
and 55 percent on investments and savings.*

Farmers also benefit from the local economic
stimulus of drilling. The influx of shale drilling increases
employment and tax revenues in rural counties:

m Pennsylvania State University researchers found
that hydraulic fracturing activity in Pennsylvania
added $2.3 billion, 29,000 jobs and $240 million in
additional tax revenue in 2008.?!

m In 2014, the American Petroleum Institute found
hydraulic fracturing activity added $34.7 billion to
Pennsylvania’s economy.?

m Statewide, they estimated, each $1 dollar spent on the
Marcellus shale industry leads to $1.94 in economic
output.”

m In addition, Jeremy Weber of the University of
Pittsburgh found a 5 percent appreciation in home
values in shale counties, but not in neighboring
nonshale counties.**

In many counties, these tax revenues are used for
school and infrastructure improvements, spurring further
increases in property values. Including all tax revenues,
a $1 increase in oil and gas property tax led to a $0.43
increase in the value of the typical home.?

Conclusion. As the U.S. Senate begins debate on
repeal of the estate tax, it is obvious the stakes are
higher than ever. With farms in Pennsylvania and Texas
experiencing 10 percent or greater increases in household
wealth, the estate tax is a continuing threat to farm
families’ ability to pass their farms to their children.

Mike Gajewsky is a research associate with the
National Center for Policy Analysis.
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