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Taxes
Richest 400 Earn More, Pay Lower Tax Rate
Janet Novack, 01.29.09, 5:00 PM ET 
WASHINGTON, DC - 
WASHINGTON, D.C.--The 400 highest-earning taxpayers in the U.S. reported a record $105 billion in total adjusted gross income in 2006, but they paid just $18 billion in tax, new Internal Revenue Service figures show. That works out to an average federal income tax bite of 17%--the lowest rate paid by the richest 400 during the 15-year period covered by the IRS statistics. The average federal tax bite on the top 400 was 30% in 1995 and 23% in 2002.
The new numbers are sure to add fuel to the debate over whether the Bush-era rate cuts for the wealthy, now set to expire Dec. 31, 2010, should be ended or extended. 
The current top rate on long-term capital gains is 15%, and the top rate on ordinary income such as interest and salary is 35%. President Barack Obama and congressional Democrats favor moving those rates back to their Clinton-era levels of 20% and 39.6%, although the perilous state of the economy seems likely to delay any rate hike until 2010 or 2011.
The top 400 earners in 2006 reported an average adjusted gross income of $263 million, up 23% from $214 million in 2005. Even adjusted for inflation, the 2006 number set a new high. Calculated in 1990 dollars, it was $68 million, up from $25 million in 1996. In 2006, the minimum income needed to make the top 400 was $111 million, also a record in both nominal and inflation-adjusted dollars.
The IRS report demonstrates how valuable the low capital gains rate has been to the richest of the rich. In 2006, the top 400 realized $66 billion, or 63% of all their income, in net capital gains. 
By contrast, Americans overall reported less than 10% of their adjusted gross income as coming from capital gains. The richest 400 reported 1.3% of all adjusted gross income but booked 8.5% of all net capital gains. 
The result: the top 5% of earners--those with an adjusted gross income of $153,542 or more--now pay a higher effective tax rate than the top 400.
In 2006, the top 5% paid an average of 21% of their adjusted gross income to Uncle Sam in income taxes. The top 1%, with an income of $388,806 or more, paid an average of 23%. 
Social Security and Medicare taxes, which are insignificant to the richest 400, further raised the rate on the merely well paid. Indeed, investor Warren Buffett, the second-richest American, has decried the fact that he pays a lower percentage of his income in federal tax than do the folks who work for him in Berkshire Hathaway's home office. 
The IRS points out that its 400 highest earners aren't the same folks from year to year. They also aren't the same individuals who appear on the net-worth based Forbes 400, although there is likely considerable overlap. (Making the Forbes 2006 list took a net worth of $1 billion.) IRS officials have acknowledged, however, that they picked the 400 number because of the Forbes list.
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Table 693. Share of Aggregate Income Received by Each Fifth and
Top 5 Percent of Households: 1970 to 2008

[Households as of March of the following year, (64,778 represents 64,778,000). Income in constant 2008 CPI-U-RS-adjusted
dollars. The shares method ranks households from highest to lowest on the basis of income and then divides them into groups of
equal population size, typically quintiles. The aggregate income of each group is then divided by the overall aggregate income to
derive shares. Based on the Current Population Survey, Annual Social and Economic Supplement (ASEC); see text, this section
and Section 1, and Appendix IlI. For data collection changes over time, see <http:/www.census.gov/hhes/www/income/data
Ihistorical/history.htmi>]

Number Income at selected positions (dollars) Percent distribution of aggregate income
of Upper limit of each fifth
Year house-
holds Top5| Lowest Second  Third Fourth Highest Top5

(1,000)| Lowest Second  Third Fourth| percent| 5t 5th 5t 5t 5th_percent

64,778| 18250 34,960 50,849 72,548 114,678 41 10.8 174 245 433 16.6
82,368 | 18,604 34,889 53,488 78,316 126,035 42 10.2 16.8 247 441 165
94312 19,962 37,787 57,810 88,161 151,310 38 96 159 240 466 185
99,627 | 20,201 37,756 58,922 91,359 158,521 37 91 152 233 487 21.0
108,209 22,405 41,260 65233 102,232| 181,568 36 8.9 148 230 498 221
109,297 | 21,854 40,515 64,456 101,549| 183,030 35 87 146 230 50.1 224
111278 21,442 39946 63625 100,552| 179,525 35 8.8 148 233 497 217
112,000 21,053 39,803 63,747 101,693| 180,425 34 87 148 234 498 214
113,343 21,072 39,525 62955 100,311| 179,133 34 87 147 232 50.1 218
114,384 21,151 39,704 63593 101,141| 183,081 34 8.6 146 230 50.4 222
116,011 21,395 40,338 64,073 103,619| 185,824 34 8.6 145 229 50.5 223
116,783 21,071 40,602 64,382 103,842| 183,801 34 87 148 234 497 212
117,181| 20,712 39,000 62,725 100,240 180,000 34 8.6 147 233 50.0 215





image2.png
Who Pays Income Taxes and how much?

Tax Year 2008

Percentiles Ranked by AGI Threshold on Percentage of Federal
AGI Percentiles Personal Income Tax

Paid

Top 1% $380,354. 38.02

Top 5% $159,619 58.72

Top 10% $113,799 69.94

Top 25% $67,280 86.34

Top 50% $33,048 97.30

Bottom 50% <$33,048 27

Note: AGI is Adjusted Gross Income
Source: Internal Revenue Service
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Technical Look at Tax Rates (1913-Present)
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