Jeffrey Yass On Tax Avoidance
	
Highlights:

· Jeffrey Yass gamed the system to reduce his tax liability by at least $1 billion, earning him a rebuke from the IRS.
· Yass was worth $27.6 billion.
· Yass saved at least $1 billion in taxes.
· Yass reduced his tax liability via a complex version of an illegal trading tactic.
· Yass and Susquehanna made deals that were not designed to make money, but rather cut their tax bill, called “straddle” trading, which is illegal.
· Yass developed a way to replicate straddle trades that was apparently legal, and resulted in saving hundreds of millions.
· Yass and his partners were forced to pay $121 million in back taxes in 2019 after being challenged by the IRS.

Yass Gamed The System To Reduce His Tax Liability By At Least $1 Billion, Earning A Rebuke From The IRS 

Yass Was Worth $27.6 Billion 

Jeff Yass Was Worth Approximately $27.6 Billion, The 62nd Richest Person In The World. According to Forbes, “Jeff Yass $27.6B Real Time Net Worth as of 4/24/24 #62 in the world today.” [Forbes, accessed 4/24/24] 

Yass Co-Founded And Was The Majority Owner Of Susquehanna International Group

Yass Co-Founded And Headed Susquehanna International Group, One Of The Largest Traders Of Stock Options In The United States. According to Forbes, “Yass is the cofounder and head of a global trading powerhouse named Susquehanna International Group. His firm is the largest trader of listed stock options in America by some measures and like Citadel, Susquehanna’s skilled traders devour the order flow coming from free trading apps like Robinhood. In 2020, Susquehanna’s quants traded some 1.8 billion stock options contracts, 80% more than the prior year, and accounting for nearly a quarter of all options trades in the U.S., according to Alphacution Research.” [Forbes, 4/6/21]  

Yass Owned 75% Of Susquehanna. According to ProPublica, “Court filings and ProPublica’s analysis of tax records suggest that, as of 2018, Yass owned around 75% of Susquehanna, with co-founders Dantchik owning around 19% and Greenberg around 3%. (Greenberg retired in 2016.)” [ProPublica, 6/21/22] 

Yass Saved At Least $1 Billion In Taxes

Yass Saved At Least $1 Billion In Taxes. According to ProPublica, “But one crucial aspect of his ascent to stratospheric wealth has transpired out of public view. Using the same prowess that he’s applied to race tracks and options markets, Yass has taken aim at another target: his tax bill. There, too, the winnings have been immense: at least $1 billion in tax savings over six recent years, according to ProPublica’s analysis of a trove of IRS data. During that time, Yass paid an average federal income tax rate of just 19%, far below that of comparable Wall Street traders.” [ProPublica, 6/21/22]

· In 2005, Yass Paid $0 In Federal Income Taxes After Making $66 Million. According to ProPublica, “Susquehanna’s ability to manufacture the right kind of income has helped Yass and his partners minimize their taxes for decades. Since 2001, Yass hasn’t paid over 20% in a single year. In 2005, a year when he made what was for him the modest sum of $66 million, he paid $0 in federal income tax.” [ProPublica, 6/21/22]

Yass’ Annual Income Was Taxed At About 20% While The Income Susquehanna Made Via Trade Would Usually Be Taxed At About 40%. According to ProPublica, “Yass’ low rate is particularly notable because Susquehanna, by its own description, specializes in short-term trading. Money made from such rapid trades is typically taxed at rates around 40%. In recent years, however, Yass’ annual income has, with uncanny consistency, been made up almost entirely of income taxed at the roughly 20% rate reserved for longer-term investments. Congress long ago tried to stamp out widely used techniques that seek to transform profits taxed at the high rate into profits taxed at the low rate. But Yass and his colleagues have managed to avoid higher taxes anyway.” [ProPublica, 6/21/22]

Yass Reduced His Tax Liability Via A Complex Version Of An Illegal Trading Tactic

Yass And Susquehanna Made Deals That Were Not Designed To Make Money, But Rather Cut Their Tax Bill

Because Of The Way Short-Term Losses And Long-Term Gains Were Taxed, Trades That Canceled Each Other Out Could Have A Tax Benefit Of Upwards Of 20%. According to ProPublica, “One strategy, in simplified form, works like this: Make two bets that should move in opposite directions. Think of, say, both betting on and against Coca-Cola’s stock. Towards the end of the year, one bet will be up, and one will be down. At 365 days, the last day a trade is considered short-term, sell the one that’s down. A day later, sell the one that’s up. Of course, if you consider the trade as a whole, it makes no money. But that isn’t the point. You’ve found a risk-free way to generate two valuable commodities: short-term losses and long-term gains. On their own, these losses and gains aren’t of much use. But to someone like Yass, who separately generates an enormous pile of short-term gains each year, they work a kind of magic. That’s because of how taxes are calculated. Short-term and long-term results are accounted for in separate buckets: Short-term losses are applied first to short-term gains. So the losses from the Coke trade reduce the existing pile of short-term gains. The money made from the Coke trade, meanwhile, goes in the long-term bucket. In the end, the trader has essentially transformed short-term gains into long-term gains, the type taxed at the special lower rate. From 2003 through 2018, the difference between the two rates ranged from 17 to 20 percentage points. So, for every $100 run through this process, the trader would net from $17 to $20 in tax savings.” [ProPublica, 6/21/22]

In Finance, Illegal “Straddle” Trades Were Made Not For Financial Gains, But To Reduce Tax Liabilities

However, “Straddle” Trades Were Illegal. According to ProPublica, “So why isn’t everyone using this strategy? Because as laid out here, it would be illegal. For decades, traders have devised strategies that looked something like the Coke trade, known as a ‘straddle’ because the trader is taking both sides. Over the years, Congress passed laws and the IRS imposed intricate rules to stop them, taking away the tax benefit of simultaneously betting for and against the same stock.” [ProPublica, 6/21/22]

Yass Developed A Way To Replicate Straddle Trades That Were Apparently Legal, Which Resulted In Tax Savings In The Hundreds Of Millions 

Yass And Susquehanna Developed A Way To Replicate The Result Of A “Straddle” Trade Legally Through Susquehanna Fundamental Investments. According to ProPublica, “And yet, Yass and his partners built a machine that produced much the same result. Since 2011, IRS records show, a partnership called Susquehanna Fundamental Investments has been the source of the majority of long-term gains for Yass and his partners. Every year, it channeled hundreds of millions in long-term gains to them, while also providing hundreds of millions in short-term losses. Year after year, the gains and losses rose and fell roughly in tandem, as if one were a near reflection of the other. In 2015, for example, Susquehanna Fundamental produced $774 million in long-term gains and $787 million in short-term losses for Yass. In 2017 it was $940 million in long-term gains and $902 million in short-term losses.” [ProPublica, 6/21/22]

While Susquehanna Fundamental Investments Lost $400 Million In Investments Over An Eight-Year Period, It Delivered $1.1 Billion In Tax Savings For A Net Gain Of $700 Million. According to ProPublica, “Susquehanna Fundamental held billions of dollars of individual stocks such as Google, Wells Fargo and, as it happens, Coca-Cola. These stocks were among the largest companies in the S&P 500 index. Meanwhile, the fund also held a large bet against the S&P 500. In essence, it held a bet against many of those exact same stocks. On its face, the fund actually lost money for Yass: Over eight years, it registered $5.4 billion in losses against $5 billion in gains — a net loss before taxes. But by transforming the tax rate on so much income, it delivered $1.1 billion in tax savings, and Yass came out way ahead.” [ProPublica, 6/21/22]

Yass And His Partners Were Forced To Pay $121 Million In Back Taxes In 2019 After Being Challenged By The IRS 

Yass And His Partners Had To Pay $121 Million In Back Taxes In 2019 After Being Successfully Challenged By The IRS. According to ProPublica, “Indeed, the firm has a habit of shaping deals that slash its tax bill and then daring the IRS to intercede. Sometimes, the agency successfully challenges them, as when Yass and his two main partners were hit with a total of $121 million in back taxes in 2019. That was the single biggest such payout in ProPublica’s database of IRS records, which includes thousands of audits of the wealthiest people in the country. Susquehanna paid only after losing a long-running battle with the agency, one the firm appealed all the way to the Supreme Court. Despite periodically tripping IRS wires, the firm’s aggressiveness seems to have paid off. Susquehanna’s tax avoidance has gone on for years, resulting in a strikingly low tax rate for Yass and his partners, according to ProPublica’s analysis.” [ProPublica, 6/21/22]



6

