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PREFACE 

Public Law 86-380 places on the Advisory Commission on 
Intergovernmental Relations the duty, among others, to recom- 
mend, within the framework of the Constitution, the most de- 
sirable allocation of governmental functions, responsibilities, and 
revenues among the several levels of government; and to recom- 
mend methods of coordinating and simplifying tax laws and 
administrative practices in order to achieve a more orderly and 
less competitive fiscal relationship between the levels of govern- 
ment and reduce the burden of compliance for taxpayers. 

This report pertains to inheritance, estate, and gift taxation. 
In selecting it as its first project in the area of tax coordination 
and simplification, the Commission was influenced by several 
considerations. 

The coordination achieved between Federal and State death 
taxes (inheritance and estate taxes) in 1926, by granting tax- 
payers a credit against their Federal estate tax liability for death 
taxes paid to States, has become obsolete during the interven- 
ing 35 years. The need for updating it has been urged for some 
years by legislators, State officials, the legal and accounting pro- 
fessions, and by students of taxation. Spokesmen for the States 
feel particularly aggrieved because Federal estate tax changes 
enacted in 1932 and thereafter markedly reduced the States' 
proportionate share of this revenue area. The existing Federal- 
State death tax system is characterized by interstate diversity. 
Its excessive complexity aggravates taxpayers' compliance and 
tax enforcement burdens. Occasionally multiple taxation re- 
sults. While cooperation between State and Federal tax ad- 
ministrations is well advanced, the opportunities for effective 
joint utilization of enforcement resources have not been fully 
developed. A new coordination effort affords an opportunity 
to move forward in all of these directions. 



The Federal tax system encourages the distribution of wealth 
during the lifetime of its owner by imposing lower taxes on 
gifts during life than on bequests at death. This reduces the 
size of the tax base to which State death taxes apply. Unlike 
the Federal Government, however, most States have not im- 
posed gift taxes because they are administratively impracticable. 
Some States, in any event, would be unable to make effective use 
of them without the protective umbrella of Federal legislation. 
The gift tax is the essential complement of the Federal estate 
tax. A new coordination effort should allow for the effect of 
the gift tax on the States' death tax revenues. 

A rearrangement of Federal-State death tax relations would 
make some, albeit small, contribution to the tax collections of 
the States and they have an urgent need for more revenue. 
More importantly, it would revitalize an intergovernmental ar- 
rangement to which the States attach symbolic significance far 
and above its dollar and cent value. While the rearrangement 
of intergovernmental tax relations will necessarily entail some 
loss of estate tax revenues to the Federal Government, it is pos- 
sible to spread the impact of that loss over several years and to 
limit it to magnitudes compatible with budgetary conditions in 
prospect for the near future. 

The estate tax credit has already received preliminary atten- 
tion from the Joint Federal-State Action Committee which initi- 
ated the collection of some of the basic data required for an 
analysis of alternative solutions. This Commission has fallen 
heir to both the problem and the data which bear upon it. 

These considerations make the inheritance, estate, and gift 
taxes a logical starting point for implementing the Commission's 
statutory mandate to facilitate intergovernmental tax coordina- 
tion and simplification. We respectfully submit the conclusions 
and recommendations contained herein to the President, the 
Congress, the Governors and the legislatures of the States. 

This report was adopted at a meeting of the Commission 
held in Washington, D.C., on January 18,1961. 

FRANK BANE, Chairman. 
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Part I 





Chapter 1 

STATEMENT OF THE PROBLEM 

The overlapping of State and National taxes on transfers of 
property at death, imposed either on the estate of the decedent 
or on the shares of his heirs, has been well-nigh universal for 
over a generation. A death tax has been a permanent feature 
of the National tax system since 1916 and of practically every 
State tax system almost that long. Indeed, some of the State 
inheritance taxes date from the past century. Since 193 1 Ne- 
vada has been the only State without such a tax. 

Tax overlapping is limited to Federal and State governments; 
local governments are not involved. While some local govern- 
ments share in State revenues from this tax and, in a few States 
administer it, such taxes are everywhere State imposed and 
apply uniformly in all political subdivisions within a State. 

Governments in the United States currently derive about $2 
billion a year from inheritance, estate, and gift taxes. This rep- 
resents less than 2 percent of their total tax collections. The 
yield of these taxes more than doubled during the past 10 years. 
Data for recent years are presented in Table 1. Separate data 
for death (inheritance and estate) and gift taxes are shown in 
Appendix Tables A and B. 

Since 1926 the relationship between National and State taxes 
has been governed by the Federal credit for taxes paid to States. 
The credit has in some measure influenced the development of 
State taxes. However, it has not shaped the State taxes to the 
extent originally anticipated. I t  could not do so because at the 
time of its adoption (1926) the death tax rates of some of the 
States already exceeded the maximum credit by wide margins. 
Moreover, after 1926 the scope of the credit was rigidly held 
to its original proportions during a period when the Federal 
taxes on property transfers were substantially increased. In 



TABLE 1.-Death and Gift Tax Collections, in Relation to Total Tax Collections 
f M Selected Years, 7927-60 

F i  year 

(1) 

[Dollar amounts in millions] 

All governments 

Amount 

(2) 

Percent of 
all taxes 

(3) 

State and l d  I State and 

Amount 1 

(4) 

1 Local government collections included only for 1957 (88 million) and 1958 ($16 
million). 

2 Not available. 
Source: Bureau of the Ceosus,'Governmeots Division. 

consequence, States wishing to increase their death tax revenues 
had to do so outside the Federal tax credit. They imposed 
taxes on small estates exempt from Federal taxation and, par- 
ticularly in the lower tax brackets, imposed higher taxes than 
taxpayers could credit against their Federal tax liability. During 
this period also (in 1932) the gift tax became an integral part 
of the Federal tax system without any corresponding adjustment 
in the State's share of tax revenues. 

Tax collection statistics reflect these developments. State and 
local governments' share of the total revenues from death and 
gift taxes declined from 78 percent in 1932 to 21 percent in 
1960. While they increased in amount, the relative contribu- 
tion of these taxes to the total tax revenues of State and local 
governments declined from 2.4 percent in 1932 to 1 .l percent in 
1959. 

Present National-State death tax relations are viewed with 
concern by spokesmen for the National and State Govern- 
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ments, tax students and tax practitioners. Their dissatisfaction 
pertains in part to the States' relatively small share of inheritance, 
estate, and gift tax revenues, a relation generally associated with 
the narrow scope of the Federal tax credit. In part it pertains 
to the failure of the present credit arrangement to produce an 
integrated Federal-State tax structure without excessive com- 
plexity in terms of taxpayers' compliance and tax administration. 

Those preoccupied with the effectiveness of the Federal form 
of government cloak these complaints with greater significance 
than revenue considerations alone would warrant. Because the 
estate tax credit represents the one outstanding effort to coordi- 
nate overlapping Federal and State taxes, they view its success 
or failure as symbolic of the ability of our Federal form of gov- 
ernmental organization to adapt itself to changing times. 

Proposals for improved coordination have been widely dis- 
cussed, particularly since the Second World War. They cover 
the full gamut from the Federal Government vacating the field 
for exclusive State use to proposals that the States vacate it for 
exclusive Federal use, possibly with Federal-State revenue 
sharing or in exchange for another tax source. 

The issues involved are economic and administrative on the 
one hand and political on the other. 

Economic considerations point in the direction of an inte- 
grated Federal-State death and gift tax structure with a rnini- 
mum of interstate diversity to distort rational market decisions 
respecting the location of economic activity. Economic con- 
siderations counsel against intrusion of State tax differentials in 
the decisions as to where Americans settle, do business, and es- 
tablish their domicile for taxation purposes. Economic con- 
siderations embrace also the claims of State governments for a 
larger share of the revenue produced by these taxes. Indeed, 
in a broader sense, they concern the total contribution of this 
group of taxes to combined governmental tax revenues. 

Increasing the States' revenue appears to have been one of 
the primary motivations of the Joint Federal-State Action Com- 
mittee in selecting this area of taxation for priority attention. 
Another was tax simplification. Those preoccupied with the 
administration of these taxes and with tax compliance look to 
the rearrangement of Federal-State relations to produce a sim- 



pler total tax structure with less diversity between the provisions 
of the Federal estate tax and the 49 separate State tax structures 
which add significantly (some would say unnecessarily) to the 
task of tax collectors, taxpayers, and taxpayers' counsel. 

Political considerations, in turn, are enmeshed in the enduring 
kues surrounding the role of the States in the Federal system, 
their sovereign right to shape their own tax systems and to en- 
gage in experimentation within the wide latitude afforded by the 
Constitution, their corollary obligation to assume political re- 
sponsibility, and to satisfy a democratic society's compulsion to 
keep decision making close to the people. 

Passage of time has enhanced the public's attachment to these 
values. But it has also enhanced the difficulties in the path of 
their realization, especially in the area here under consideration: 
the taxation of property passing from one generation to the next. 
As the economy grows more truly national, the accumulation of 
private property becomes increasingly more national. The uti- 
lization of markets, raw materials, labor and managerial skills-- 
the sources of private wealth-recognizes no State lines. A 
State's jurisdiction to tax an estate turns to a large extent on the 
domicile of the decedent, a factor which may bear no relation- 
ship to the geographic origin of his wealth and which can be 
changed at personal will. The States, at the same time, claim 
a proprietary interest in death taxes because they were first to 
develop them and because the decedent's privilege to transfer 
property to his heirs is controlled by State law. 

The Commission's investigations have made it clear that few, 
possibly no two, of these political, economic, and administrative 
considerations point to the same remedy; that a solution will 
necessarily involve an accommodation of conflicting objectives; 
that to the extent possible the accommodation should take place 
within the general framework of existing institutions, if for no 
other reason than because the implementation of any revision 
in the tax credit may involve as many as 50 State legislatures in 
addition to the Congress. 

We approach the quest for improved coordination of State 
and National death taxes with a predilection for existing insti- 
tutions because the present interrelationship, built around the 
Federal tax credit, has squatter's rights derived from 35 years 
of occupancy. A departure from established patterns would 
necessarily require a reorientation on the part of State legisla- 
torn, administrators, tax practitioners, and students of taxation. 



The status quo, albeit convenient, can be too costly, however. 
We recognize that if the interrelationship of State and National 
death taxes centered on the tax credit proves incompatible with 
the essential objectives of coordinated tax relations in a Federal 
system, it will inevitably have to yield to a more compatible 
arrangement. If that is likely to be the case, the problem might 
as well be faced here and now. I t  is for this reason that the 
Commission believes it necessary to evaluate all principal Fed- 
eral-State tax coordination possibilities. Only in this way can 
the claims of the tax credit device for retention be objectively 
appraised. 

The Commission believes the following criteria to be germane 
to the evaluation of proposals for coordinating State and Na- 
tional inheritance and estate taxes : 

1. Will it help to strengthen State government : 
a. By preserving freedom of tax action for the States and 

by affording them full latitude to exercise political responsi- 
bility? 

b. By increasing State inheritance and estate tax 
revenues and their year-to-year stability? 

c. By increasing the States' share of total death tax col- 
lections? 

d. By helping to safeguard the States against destructive 
tax competition? and 

e. By reducing jurisdictional conflicts between States? 
2. Will it preserve the freedom of the Congress to shape and 

reshape the Federal estate and gift taxes to accord with require- 
ments of national policy as they emerge? 

3. Will it preserve the combined contribution of these taxes 
to Federal, State and local revenue requirements? 

4. Will it ease the task of taxpayer compliance and State tax 
administration by reducing interstate and Federal-State tax 
diversity and complexity? 

5. Will it facilitate a fair distribution of death tax revenues 
among the States? 

6. Is it compatible with established and familiar institutions? 
and 

7. Will it avoid undesirable economic or social effects? 
Some of these criteria have been central to much of the de- 

bate on intergovernmental tax relations for nearly a half cen- 



tury and require no justification. While we hold no brief for 
the particular order in which they are here listed, that order 
has doubtless been influenced by the contemporary scene: a 
concern for the preservation of vital State governments, the 
States' pressing need for additional revenue, and the symbolic 
importance they attach to their traditional role in death taxation. 

Our emphasis on preserving the combined yield of State and 
Federal death tax revenues (Criterion 3)  carries no specific irn- 
plications for the relative contribution of death taxes to total 
governmental revenues. We are mindful of the existence of a 
volume of opinion that existing estate tax rates are excessive 
and discourage the accumulation of private wealth. We are 
equally mindful of the contrary view, held by many students of 
taxation, that the contribution of these taxes to governmental 
revenues is entirely too smaU and should be increased. Happily 
this issue falls outside this Commission's sphere of responsibility. 
I t  is the responsibility of the National and State legislatures and 
executives. I t  is precisely because it is not our responsibility 
that we deem it essential to make certain that the proposals we 
advance for Federal-State tax coordination in no way compro- 
mise executive and legislative freedom to determine the rela- 
tive roles of the different taxes in the American revenue system. 
I t  is for this reason also that we deem it important to preserve 
freedom for Congressional tax action (Criterion 2 ) .  

In Part I1 below we examine the alternative courses of action 
with respect to the coordination of State and Federal taxes on 
transfers of property from one generation to the next in the light 
of the above enumerated criteria. We begin with an examina- 
tion of the development of intergovernmental death tax relations 
and the present interrelationship between State and National 
taxes. This is followed by an examination of alternative ways 
of revising the Federal credit for taxes paid to States. Most 
suggestions for attaining the States' revenue objective take this 
form. This, in turn, is followed by a consideration of other pos- 
sible Federal-State arrangements, including separation of reve- 
nue sources, tax sharing, and tax supplements. 

The findings and recommendations of the analysis contained 
in Part I1 are summarized in Chapter 2. That summary is 
necessarily brief and can be understood fully only with benefit 
of the analysis which follows it. 

9 



Chapter 2 

CONCLUSIONS AND RECOMMENDATIONS 

This Commission begins its efforts to facilitate intergovern- 
mental tax coordination and simplification-part of its legisla- 
tive mandate under Public Law 86-380-with the inheritance, 
estate, and gift taxes. This is an appropriate starting place. 

Transfers of property incident to death are taxed by the Na- 
tional Government and by all but one of the States. Tax over- 
lapping is nationwide. Gift taxes on property transferred dur- 
ing life are an integral part of this structure. 

The interrelationship of the State and National death taxes 
centers around the tax credit for taxes paid to States allowed 
under the Federal estate tax, an arrangement which constitutes 
the one major legislative effort to coordinate State and Federal 
taxation. The performance of the estate tax credit as an inter- 
governmental tax coordinator is cloaked with far greater signifi- 
cance than the revenue importance of these taxes would suggest. 
I t  is widely viewed as a gauge of the ability of this Federalism 
to coordinate its constituent members into a cohesive entity able 
to serve the needs of a dynamic society. 

The estate tax credit is an invention born of necessity. 
Although several States carried inheritance taxes on their 

statute books before the turn of this century, they "discovered" 
these taxes only later, after one or two of their members demon- 
strated that they can be effectively enforced and their burden 
"fairly" distributed with benefit of a centralized tax adminis- 
tration and a comprehensive concept of property. Differences 
in State attitudes toward the desirability of death taxes, how- 
ever, were quick to develop. By the middle of the 1920s, some 
had strengthened their death taxes. A few, on the other hand, 
had moved in the opposite direction and were actively bidding 
for the residents of other States by offers of immunity from 



death taxation. State leadership recognized that interstate tax 
competition, if left unchecked, would destroy inheritance and 
estate taxation for all of them. At about the same time, the Con- 
gress was actively considering proposals to reduce or entirely 
repeal the Federal estate tax which had been enacted on the eve 
of World War I ( 19 16). The coincidence of these events pro- 
duced the Federal tax credit. (Chapter 3.) 

The Revenue Act of 1926 was shaped for the needs of two 
of these contending groups: for the States desiring to preserve 
the tax and for the advocates of Federal tax reduction. I t  raised 
the Federal estate tax exemption to $100,000 and reduced tax 
rates. I t  effectively reduced the remaining Federal tax further 
by allowing 80 percent of it to be offset with receipts for State 
death taxes. Thus, it became a matter of indifference whether 
a State did or did not impose a tax below this floor. The com- 
bined State and Federal liability was in either event the same. 
The credit enabled any State to divert to its treasury 80 cents of 
every tax dollar otherwise payable to the Federal Government. 
Every State save one elected to do so. 

Sponsors of the tax credit mechanism expected it to generate 
uniformity among State tax provisions. Some sought to insure 
this result by making it a condition of eligibility for the credit. 
They did not prevail. Uniformity was not achieved and sub- 
sequent events stimulated additional diversity. 

The increase in the Federal estate tax exemption deprived 
the new credit of such effectiveness as it had in the area where 
the States obtained much of their revenue. Their own exemp- 
tions were typically far below $100,000, especially for bequests 
to distant relatives and strangers. Frequently, their rates on 
medium size estates were in excess of those accommodated by 
the credit. 

The States responded to the Revenue Act of 1926 by insuring 
for themselves the full benefits of the Federal credit where it 
applied, and by retaining their own taxes beyond it. 

Subsequent Congressional legislation undermined further the 
capacity of the tax credit to integrate State and Federal taxes. 
In  1932 and on several later occasions Federal tax rates were 
raised and exemptions reduced, but the revenues produced by 
these tax increases were reserved for the National Treasury. 
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States seeking to augment their death tax revenues could do so 
only over and above the tax credit. Some elected this course. 
The result is the interstate tax variety described at various stages 
of this report. (Chapter 4.) 

The tax credit has now been in operation for 35 years. De- 
velopments since its adoption have seriously impaired such 
effectiveness as it had at its inception. Dissatisfaction is wide- 
spread. 

The States feel wronged because their share of the yield of 
these taxes has declined from around 80 percent to about 20 
percent. Spokesmen for the National Government are con- 
cerned because interstate tax differentials intrude on decisions as 
to where Americans settle and do business. Taxpayers com- 
plain of overlapping taxes and of multiple taxation because two 
or more States occasionally seek to exercise tax jurisdiction over 
the same property. Tax practitioners and tax administrators 
decry the excessive complexity and variety in State and Federal 
tax provisions and definitions. Students of taxation lament that 
heterogeneity mars the death tax structure's usefulness as an 
instrument of public policy. 

A rearrangement of Federal-State death tax relations has 
been pressed from all sides for many years. Special commissions, 
State officials, and national organizations of tax practitioners, 
tax administrators, businessmen, and economists have all re- 
quested remedies. (Appendix A. ) 

State governments are hopeful that a rearrangement of inter- 
governmental tax relations will relieve their pressing need for 
revenues. This it could do, but not materially, because the ag- 
gregate contribution of these taxes to Federal, State, and local 
tax collections is less than 2 percent. In only two States did the 
share of these taxes in 1960 exceed 5 percent of State collections. 
This very circumstance, however, should facilitate agreement 
on a tax coordination remedy for it permits proposals to be 
evaluated in terms of principles, unclouded by compelling dol- 
lar and cent considerations. 

The objectives of State-Federal death tax coordination are 
detailed at several points in this report and need not be restated 
here. We seek an arrangement which will recognize the 
States' claim for a larger share of these revenues and the Na- 



tion's needs for an integrated tax system compatible with its 
policy goals. We seek a tax structure taxpayers will find reason- 
able and understandable and administrators and practitioners 
logical, economical, and operable. We seek an arrangement 
consistent with the constitutional values treasured by the con- 
stituency of this Federal form of governmental organization. 
These objectives are not attainable in full measure. If they 
were, the remedy would not have been so long delayed. A solu- 
tion will necessarily involve accommodation of conflicting ob- 
jectives and viewpoints but such accommodation is the hallmark 
of democratic processes. 

An improvement in State and Federal death tax relations 
within the framework of present tax rates will necessarily in- 
volve some loss of revenue for the National Government. The 
States lay claim to a larger share of the yield of these taxes and 
the historical facts support their claim. As already indicated, 
however, the amount involved will not be large in Federal 
budgetary terms. The loss moreover will take place gradually 
over a period of several years as State legislatures make the re- 
quired adjustments in their tax laws. 

National strength requires an immediate start toward the co- 
ordination of overlapping taxes. That start is long overdue 
and its claim on the National Treasury is strong. 

Recommendation No. I .  Accordingly, this Commission 
recommends to the President and the 87th Congress the consid- 
eration of a plan for the coordination of State and National in- 
heritance and estate taxes as soon as practicable.' 

* * * * * * * 
Our search for the means to integrate State and National 

'Mr. John Burton adds the following comment in which Governor Hollinga 
concurs : 

"The information presented in this document makes it very clear that estates and 
gifts are not a very satisfactory object of State taxation. States cannot operate 
in the area effectively without the protective umbrella of the Federal tax credit 
and the amount of revenue involved is too small to justify duplicate tax admin- 
istration and duplicate compliance burdens on taxpayers. In our search for less 
tax overlapping, less interstate tax competition, and more economical tax adminis- 
tration, we may want to give consideration to reserving estate and gift taxation for 
the Federal Government and placing at  the disposal of States other tax areas they 
can administer more economically and efficiently. However, I concur in these 
recommendations because in light of the history of this subject, they go about 
as far as appears practicable at this time." 



death taxes has embraced a wide range of coordination instru- 
ments, including not only the tax credit device but other tech- 
niques as well. 

This report examines five possible modifications of the tax 
credit, each of which is capable of increasing the States' share 
of death tax revenues. 

Alternative No. 1 would leave unchanged the scope of the 
tax credit (in terms of the size of estates to which it applies). 
I t  would increase, however, the amount of the credit uniformly 
in all cases where it now applies. The result would be a new 
tax credit which represents a rising proportion of Federal tax 
liability as the size of the estate increases. 

Alternative No. 2 would leave the present credit unchanged 
but would supplement it with a second credit. The supple- 
ment would be equal to a uniform percentage of net Federal tax 
liability after the present credit. 

Both Alternatives No. 1 and No. 2 retain salient features of 
the now obsolete 1926 Federal rate and exemption structure 
which governs the present credit. The first would allow no 
credit in the lower tax brackets to which the States logically 
attach great importance. The second would compound this 
deficiency with needless complexity by adding a second tax 
credit computation. These are compelling considerations. 

Alternative No. 3 would scrap the present tax credit and sub- 
stitute one calculated as a specified percentage of Federal tax 
liability. I t  would adapt the design of the credit provided 
under the 1926 Act to the current Internal Revenue Code. Its 
computation would pose no problems for taxpayers, but the 
year-to-year stability of State revenues would not be improved. 

These considerations, discussed in more detail in Chapter 5, 
argue against the first three alternatives. 

Alternatives No. 4 and No. 5 would replace the present tax 
credit with a two-bracket credit. I t  would allow a relatively 
high credit in the lower tax brackets and a low credit in the re- 
maining brackets. This would contribute significantly to the 
stability of the States' revenues because small and medium size 
estates are the hard core of their tax bases. Large estates occur 
irregularly and in many States rarely, if at  all. By the same 
token it would increase the relative shares of the small, particu- 



larly less industrialized States, without affecting the high in- 
come States excessively. These are important advantages. 

This report contains calculations illustrating the effect of dif- 
ferent credit patterns on the revenues of the Federal Govern- 
ment and the several States. It, however, makes no recom- 
mendations on the size of the tax credit. That is a policy de- 
cision for the President and the Congress to make. Their de- 
cision will necessarily be affected by the amount of revenue from 
this tax source the National Government can forgo. Each of the 
alternatives, including the two-bracket credit, can be adjusted 
to match any revenue amount so determined. Our illustrations 
of the two-bracket credit are based on an 80 percent credit for 
the lower brackets in order to maximize stability of the States' 
revenues and on a 20 percent credit for the higher brackets. 
The latter approximates the maximum credit allowed under 
present law to all, even the very large estates. 

Recommendation No. 2. Accordingly, this Commission 
recommends that the Federal estate tax credit for taxes paid 
to States provided under Section 2011 of the Internal Revenue 
Code of 1954 be replaced with a two-bracket credit to earmark 
for the States a large share of Federal tax liabilities in the lower 
tax brackets and a small share in the higher brackets. 

Our description of the several tax credit possibilities is neces- 
sarily in terms of Federal-State tax liabilities since one of the 
major considerations involved in selecting a tax credit pattern 
is the proportion of the revenue yield of the Federal tax re- 
served for the States. It is essential, however, that the statu- 
tory formulation of the new credit be separated from Federal tax 
liability and expressed in terms of its own rates. 

An independent statutory definition of the tax credit would 
contribute to the financial independence of the States and the 
stability of their revenues by freeing the credit, which serves as 
the floor under States taxes, from the automatic influence of 
changes in Federal tax rates and exemptions. It would con- 
tribute also to the legislative freedom of the National Govern- 
ment. Effect on State revenues would cease to be a considera- 
tion in evaluating Federal legislative proposals. 



Recommendation No.  3. Accordingly, this Commission 
recommends that the  statutory formulation of the new Federal 
estate tax  credit be expressed i n  terms of an  independent sched- 
ule (as a percentage o f  the amount of taxable estate in each 
bracket), on the pattern o f  the present credit provision (Section 
201 1 of the Internal Revenue Code, reproduced in Table M )  . 

* * * * * * 
I t  is emphasized at several stages of this report that, contrary 

to the general belief, an increase in the Federal credit will not 
automatically increase State revenues. Unless States increase 
their taxes to parallel the increase in the Federal credit, a sub- 
stantial part of it will be absorbed in Federal tax reduction. 

State taxes now exceed the present credit, on the average, by 
over 150 percent; in some States by substantially more, espe- 
cially in the lower and middle tax brackets. As a result, present 
State taxes leave most estates with tax receipts which they are 
unable to utilize fully against the tax credits allowed under pres- 
ent Federal law. They would have these receipts available for 
application against a new, enlarged Federal tax credit. 

States would be free, of course, to increase their taxes to 
parallel the additions to the Federal tax credit and to capture 
their revenue equivalent for their treasuries without increasing 
aggregate (Federal and State) death taxes. This, however, is 
unlikely to occur to any significant degree. The initial effect 
of the higher tax credit would be a form of Federal tax reduc- 
tion and States would be under pressure not to nullify it by State 
tax adjustments, lest they discourage the in-migration of well-to- 
do residents from other States. This likelihood has been urged 
upon us by State officials. 

This Commission is mindful of the existence of a volume of 
opinion that existing tax rates should be reduced. I t  is equally 
mindful of the contrary view. The issue of tax reduction, how- 
ever, falls within the purview of National and State executives 
and legislatures, not this Commission. Indeed, it is our respon- 
sibility to make certain that apart from essential structural tax 
changes, our proposals for Federal-State tax coordination do 
not compromise in any way executive and legislative freedom 
to determine tax levels. For this reason we rank high the re- 



quirement that our proposal leave unchanged the contribution 
of death taxes to aggregate governmental revenues. 

To insure that the revenues involved in an increase in the 
Federal tax credit are conserved for the States, eligibility for the 
credit will have to be limited to taxpayers in those States which 
have made corresponding adjustments in their taxes. I t  will 
be necessary to require that each State increase the annual yield 
of its death tax system by an amount approximately equal to the 
aggregate reduction in Federal taxes paid on the estates of its 
decedents as a result of the increase in the Federal credit. These 
adjustments will pose technical problems, more for some States 
than others. A few will be able to accomplish them simply 
by amending their present "pick-up" taxes; most, however, will 
have to revise their tax rates. The new tax levels, moreover, 
will need to be maintained long enough, say five years, to insure 
that they become established. 

The requirement that the States adjust their tax laws will 
necessarily delay the effective date of the Federal legislation 
with a corresponding delay in its impact on the Federal budget. 

Recommendation No. 4. Accordingly, this Commission 
recommends that the legislative enactment to implement 
Recommendations No. 2 and No. 3 make the availability of the 
new credit ( t o  taxpayers in individual States) conditional upon 
certification by the Governor to the Secretary of the Treasury 
that the estimated annual revenue level of his State's death taxes 
has been raised in an amount corresponding to the estimated 
aggregate increase in  the tax credits on Federal estate returns 
filed from his State. This  Commission further recommends that 
the States be required to maintain these higher tax rate levels 
for a period of five years.' 

* * * * * 
At several stages in this report, we decry the unnecessary 

complexity of the present aggregation of State and Federal 

' STAFF NOTE: The objective of Recommendation No. 4 is to preserve aggregate 
State and Federal tax collections in each State. This will necessarily perpetuate 
egsting tax rate differentials between States. It would be possible to achieve both 
ends, to preserve aggregate national collections and to mitigate interstate tax rate 
differentials, only by altering the distribution of total State collections among the 
States. 



death taxes. Much of the support for revising the estate tax 
credit is motivated by the expectation that this will afford an 
opportunity for tax simplification. We believe it necessary to 
make clear that our foregoing recommendations, standing alone, 

not materially advance this cause. 
The existing diversity in death taxes is the product of sev- 

eral factors. One is the multiplicity of taxing jurisdictions. 
Another is the natural inclination of each to shape its own statu- 
tory provisions. Still another is the use of the estate tax at  the 
national level and inheritance taxes by the States, some in com- 
bination with estate taxes. 

The estate tax applies to the entire estate of the decedent. I t  
is therefore simpler and more productive. The inheritance tax 
is believed by some to be fairer because it differentiates on the 
basis of the relationship of the heirs to the decedent (even 
though it disregards the amount of wealth already in the heir's 
possession). Bequests to remote relatives and strangers are 
taxed more heavily than those to close kin. However, the in- 
heritance tax raises difficult valuation problems particularly if 
life estates, contingencies and remainders are involved and, 
therefore, is costlier to administer. 

Advocates of State inheritance taxation do not always recog- 
nize that an estate's aggregate tax burden is generally not af- 
fected significantly by whether the State employs an inheritance 
or an estate tax. Subtle differentiations in State rates and ex- 
emptions, based on the relationship between decedent and heir, 
tend to be neutralized because the aggregate State tax is ulti- 
mately raised to the level of the credit, especially for large 
estates. With the increased credit here recommended this will 
more generally be the case. 

This Commission has given careful consideration, as did the 
National Committee on Inheritance Taxation which sponsored 
the original 80 percent credit in 1925, to the question whether 
the States should be required to substitute estate taxes for their 
inheritance taxes as a condition of eligibility for the tax credit. 
Developments during the intervening 35 years have confirmed 
the wisdom of the National Committee's conclusion in favor of 
the States substituting estate tax laws for their inheritance tax 



laws and of the members of Congress who at  that time urged 
that only estate type taxes be eligible for the Federal tax credit. 

There is no escaping the fact that the present complexity in 
Federal-State death taxation is due largely to the prevalence of 
inheritance type taxes among the States. Scope or differenti- 
ation in tax rates on the basis of the relationship between the 
decedent and his heirs invites unlimited variation among States. 

This Commission assigns high priority to the criterion that 
States be afforded latitude to shape their tax systems to accord 
with their preferences. Realism, however, compels us to temper 
this criterion in the light of the public's aversion to tax com- 
plexity and its insistence on tax simplification. Indeed, we 
would be hard pressed to make a compelling case for transfer- 
ing a portion of estate tax revenues from the Federal Treasury 
to the States under present circumstances unless in the process 
taxpayer compliance burdens were reduced through tax simpli- 
fication. 

This view derives support also from the growing recognition 
that the theoretical superiority of inheritance taxes is not at all 
clear, partly because the estate tax is itself quite compatible 
with more favorable tax treatment of some categories of heirs 
than others (widows and orphans vs. more remote relatives). 
The principal vehicle for such differentiation, particularly in 
the smaller estates where it is especially important, is the exemp- 
tion. States wishing to differentiate between heirs can do so 
readily within the framework of an estate tax by prescribing 
higher exemptions for some heirs than for others. Some States' 
estate taxes already contain such differentiation, as does the 
Federal estate tax and several State laws with respect to prop- 
erty passing to the surviving spouse (the marital deduction). 

We note also that some States are already considering the 
replacement of inheritance taxes with the simpler estate taxes, 
a change, incidentally, made by Canada as of January 1, 1959. 

Recommendation No. 5. Accordingly, this Commission 
recommends that the higher Federal estate tax credit (Recom- 
mendations Nos. 2 and 3 )  be limited to estate type State taxes, 
as distinguished from inheritance taxes. The cause of simpli- 
fication would be further served if the States adopted uniform 



estate tax proz&ion.s, preferably along the lines of the Federal 
law. 

A few States would automatically satisfy the requirement of 
Recommendation No, 5 because they now employ estate taxes 
similar in structure to the Federal tax. Most States, however, 
would have to enact new legislation, a process which would re- 
quire some time. A comparable situation would exist with 
respect to Recommendation No. 4 which would require each 
State to increase the aggregate annual revenue level of its death 
tax system. In the interest of fairness, therefore, the effective 
date of the new tax credit lesslation should be made prospective. 
If it were enacted in 1961, for example, the legislation might 
be made applicable to estate tax returns of decedents dying 
after December 3 1,1963. 

* * * * * * * 
This Commission recognizes that some of the coordination 

techniques it has examined and bypassed in its near-term recom- 
mendations, notably separation of revenue sources and revenue 
sharing, offer a more direct and faster route to tax simplifica- 
tion than the program here proposed (Chapter 6).  I t  is not 
mlikely that after a more generous tax credit has been enacted 
and a higher State tax collection level established, some States 
will prefer to forgo their independent death taxes with their 
duplicate compliance and administration in exchange for a cor- 
responding share of Federal collections. At present, however, 
such revenue sharing arrangements would be practicable only 
in the few States which generally limit their taxes to the amount 
of the Federal credit. 

A share of Federal collections corresponding to the tax credit 
would not provide most States with adequate revenue, because 
they derive important amounts of revenue from estates exempt 
from Federal tax and untouched by the tax credit. For this 
reason a revenue sharing arrangement consistent with the con- 
servation of the States' revenues would be practicable only if 
accompanied by a reduction in the Federal exemption for the 
benefit of the States, to take the place of their own taxes on 
small estates. A development in the direction of Federal col- 
lection with State sharing of death taxes would constitute a sig- 
nificant step toward a unified and integrated death tax system. 



However, it would be practicable only if participated in by a 
substantial majority of the States. Because of Constitutional 
reasons, Federal collections of death taxes (on behalf of the 
States) from small estates below the present exemption could be 
undertaken only on a nationwide basis. I t  could not be under- 
taken on a State-by-State basis. 

Recommendation No. 6. Accordingly, this Commission rec- 
ommends that when and if a consensus develops among the 
States in favor of central collection and State sharing of death 
taxes, the development should be facilitated. Specifically, the 
States should be aflorded an option to forgo their independently 
imposed death taxes with the Federal estate tax credit in return 
for an allocate share of Federal collections." 

This Commission recognizes that differences in political at- 
titudes toward tax rate levels contribute to interstate tax variety 
and may hinder progress toward uniformity even in the long 
run. These differences in political attitudes have been discerni- 
ble for some time and may prove to be the controlling barrier to 
the eventual integration of Federal and State death taxes with 
unified administration. In these circumstances it would be ap- 
propriate to consider whether in addition to central collection 
and State sharing of death tax collections, the National Govern- 
ment could not undertake to collect for the few States which 
might request it, a supplemental State tax equal to a specified 
percentage of the Federal tax. While there is no precedent for 
such State supplements to a National tax, the device is proving 
eminently successful for the collection of local supplements to 
State sales taxes. In the case of a relatively small revenue pro- 
ducer, the cause of administrative efficiency may outweigh the 
objection in principle to tax supplements. 

* * * * * 
' Secretary Anderson expresses serious reservations concerning Recommendation 

No. 6. His statement follows: "Central federal collection with allocation of a share 
of the revenues among states or provinces has been attempted in West Germany and 
Canada and has proven in these countries to be exceedingly troublesome and a source 
of constant disputes. Even aside from the problem of separating spending power 
from tax responsibility, I think such a system may well amount to exchanging an 
existing problem for a new and probably more difficult one. Moreover, as I read 
the report and recommendations, Recommendation No. 6 looks to the more distant 
future and does not seem essential to the immediate proposals." 



The gift tax is an essential complement to inheritance and 
estate taxes because property distributed during life is automati- 
cally removed from taxation at the time of death. States are 
concerned because the Federal tax system encourages lifetime 
property distributions by imposing lower taxes on gifts than be- 
quests. This reduces the amount of property to which State 
death tax rates apply. 

This Commission has considered proposals for a Federal gift 
tax credit to parallel the estate tax credit. This would auto- 
matically force gift tax enactments upon the 38 States which do 
not now employ them. Such compulsory tax overlapping would 
be all the more regrettable because in many States the gift tax 
would produce only negligible revenues at relatively high en- 
forcement costs. In any event, it cannot materially contribute 
to safeguarding State death taxes against avoidance by gifts. 
TO the extent that estate and gift tax considerations influence 
estate planning, the provisions of Federal tax law are controlling. 

Recommendation No. 7. Accordingly, this Commission 
recommends against extension of the tax credit to the gift tax. 
It recommends instead that the credit for inheritance and es- 
tate taxes be fixed at a level somewhat higher than that required 
for death tax purposes alone, in recognition of the fact that prop- 
erty distributions during life reduce death tax revenues, and to 
enable most States to forgo gift taxes. 

Proposals for the reallocation of tax sources among levels 
of government are sometimes coupled with suggestions for a 
corresponding reallocation of financial responsibility (grants) 
for governmental functions. We have considered this sugges- 
tion and concluded against it, partly because the amounts of 
revenue here involved for most States are relatively small, but 
primarily because their State-by-State distribution bears no re- 
semblance to that of any of the Federal grant programs. 

We conclude then, our first set of proposals for intergovern- 
mental tax coordination, with this plea : 

The coordination of any single group of taxes will inevitably 
affect some jurisdictions somewhat more favorably than others. 



Variations in existing taxes and in the distribution of taxable 
resources make this inevitable. We urge those at both the State 
and National level to hold always in view that these tax pro- 
posals are but a first step; that others will follow; and that as 
we proceed from tax to tax and with the other aspects of inter- 
governmental fiscal relations, burdens and benefits can be better 
balanced. Only with forbearance by all, as each brick is put 
in place, can this Nation reestablish the harmonious Federal, 
State, and local fiscal system it so urgently desires. 



Part II 





Chapter 3 

THE DEVELOPMENT OF FEDERAL-STATE 
TAX RELATIONS 

The dominant factor in death taxation in the United States 
is the Federal estate tax. The present tax dates from 1916, but 
the National Government has levied death taxes of various types 
intermittently since 1798 (1 798 to 1802; 1861 to 1870; 1898 to 
1902). Unlike the previous inheritance taxes of both the Na- 
tional Government and the States, the 1916 Federal tax was 
imposed on the transfer of the entire estate rather than on the 
separate amount going to each beneficiary. 

When the National Government enacted its present estate 
tax, State death taxation already had a long history. Pennsyl- 
vania led off in this field in 1825 with an inheritance tax on col- 
lateral heirs. Several States followed Pennsylvania's example 
with taxes on direct, as well as collateral, heirs. These early 
enactments fell into disuse after the Civil War, and by 1885 
only two or three States were making effective use of them. 
The imposition of a 5 percent tax on collateral heirs by New 
York in 1885 marked the revival of State interest in this tax 
field and in 1903 Wisconsin ~ioneered graduated rates on trans- 
fers to direct and collateral heirs with a comprehensive defini- 
tion of taxable property and a centralized State tax adminis- 
tration. By 1916 all but five States had adopted some form 
of inheritance tax and spokesmen for the States regarded the 
taxation of bequests their special tax preserve. 

The enactment of the Federal estate tax in 1916 focused at- 
tention on Federal-State tax relations which by then had been 
under discussion for some time. Nearly 10 years earlier, 
spokesmen for the States strongly opposed President Theodore 
Roosevelt's proposal for a Federal inheritance tax. They urged 
that death duties be considered State rather than Federal sources 



of revenue, among other reasons because some States had relied 
upon this source of revenue for almost a century. 

The enactment of the Federal estate tax, and more particu- 
larly its retention after the First World War, rekindled State op- 
position to the Federal levy and culminated in two conferences 
on inheritance and estate taxation held in 1925 under the aus- 
pices of the National Tax Association. In the meanwhile a 
25 percent Federal credit for State taxes had been introduced 
in 1924. These conferences resolved that the Federal Govern- 
ment should withdraw from the field of death taxation within 
6 years and in the interim should allow taxpayers an 80 percent 
credit against Federal tax liability for taxes paid to States. 
There were some, however, who opposed repeal of the Federal 
tax. They feared that competitive tax reduction among the 
States to attract wealthy residents would quickly dissipate this 
tax area as a source of State revenue. (In 1924 Florida had 
amended its constitution prohibiting inheritance taxation with 
a view to attracting residents from other States.) They wanted 
some Federal tax continued on a permanent basis together with 
the tax credit. This, in fact, was the solution adopted by the 
Congress in 1926 when it reduced tax rates, raised the exemp- 
tion and increased the credit to 80 percent of Federal tax liabil- 
ity. The 1926 legislation was interpreted as a willingness on 
the part of the Federal Government to share death tax revenues 
with States on a permanent basis in the ratio of 1 to 4. 

The Federal tax credit served a double purpose. It provided 
tax reduction, an objective of Federal tax policy in the 1920s. 
By allowing a credit for State taxes, it reduced the combined 
Federal-State tax burden. Figures 4, 5, and 6, respectively, il- 
lustrate the reduction in combined Federal-State tax burdens 
where before introduction of the Federal tax credit the State 
tax was equal to the tax credit, was less than the tax credit, and 
was greater than the tax credit. 

Introduction of the tax credit, moreover, fixed a floor under 
State death taxes in order to deter interstate competition for 
wealthy residents. This had the effect of enabling the States, 
through appropriate legislation, to impose death taxes as high 
as 80 percent of the Federal tax liability without adding to the 
net tax burden of their taxpayers. Within this limit, States 
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could reserve for themselves tax revenue which otherwise would 
go to the Federal Government. A third objective, uniformity 
among State taxes, was not achieved partly because some State 
taxes already exceeded the credit. 

After 1926 some of the States made an attempt to bring their 
death tax structure into conformity with that of the National 
Government. Some replaced old statutes with new enactments 
correlated with Federal law. Others, including New York, 
shifted to the estate tax type duty. Most States amended their 
laws to insure full utilization of the credit. The exception was 
Nevada. It repealed its inheritance tax in 1925 and, for many 
years, has been the only State not imposing a death tax. The 
years of adoption of the present State death and gift taxes are 
shown in Appendix Table C. 

While some States were moving toward the Federal-State tax 
pattern visualized by the credit arrangement, the need for addi- 
tional revenues moved the National Government away from 
that pattern. 

In 1932 the Congress enacted higher estate tax rates but re- 
tained the rates under the basic 1926 tax for purposes of deter- 
mining the maximum credit for State taxes. Federal rates were 
increased again in 1934, 1935, and 194.1. A temporary 10 per- 
cent defense surtax was in effect from June 26, 1940, through 
September 20, 1941. Since 1941 Federal estate tax rates have 
remained unchanged. They range from 3 percent on the first 
$5,000 to 77 percent on that portion of taxable estates in excess 
of $10 million. 

The estate tax specific exemption, which had been $100,000 
under the basic 1926 tax, was reduced to $50,000 in 1932 and 
to $40,000 in 1935. In 1942 the $40,000 specific exemption 
and a $30,000 insurance exclusion were combined into a 
$60,000 specific exemption. These post-1926 tax rate increases 
and exemption reductions provided no increase in the credit 
through which States might have shared in the additional rev- 
enue. On the contrary, the marital deduction for property 
passing to the surviving spouse, introduced in 1948, significantly 
reduced the amount of taxable property and Federal tax liabili- 
ties, thereby reducing the credit allowed for State taxes. The 



cumulative effect of these post-1926 changes is evident from 
Table 2. 

TABLE 2.--Credit for State Taxes in Relation to Gross Federal Estate l a x  
Liability Under 1926 Act and Present Law 

1926 Act 

I  axc credit 

Net estate 
before specific 

exemption Gross 
e I~ermnt 

tax Amount of Fed- 

Present law 

Single decadent Decedent with yvivlng 
8pow 

I Tax credit 1 Taxcredit 

tax Amount i 
- 

Gross 
Permnt Federal Percfmt 
of Fed- tax Amount 

era1 
tax 

Another factor in altering the Federal-State death tax pat- 
tern contemplated in 1926 was the introduction of the Federal 
gift tax. I t  was originally adopted in 1924 and repealed 2 
years later. I t  was restored in 1932 and is now an integral part 
of the Federal property-transfer tax structure. Since 1932, gift 
tax rates have consistently been 75 percent of estate tax rates. A 
lifetime donor exemption of $30,000 is provided in addition to 
an annual exclusion of $3,000 for each donee. The gift tax was 
deliberately designed to encourage the distribution of estates 
during the lifetime of the owners. To the extent property is 
distributed during life, the size of the estate subject to Fderal  
and State death taxes is of course reduced. The gift tax allows 
no credit for taxes paid to the States. (Federal estate and gift 
tax rates are presented in Appendix Table D. ) 

The impact of these developments on the States' share of 
death tax revenues is reflected in the tax collection statistics con- 
tained in Table 1. Thirty years ago State and local govern- 
ments collected about three-fourths of all death taxes collected 
by all governments; the National Government about one-fourth. 
This relationship has now been reversed. The National GOV- 



ernment's share is now about 80 percent; the State and local 
share about 20 percent. 

In their efforts to preserve their share of the revenue from 
these taxes, States resorted to the enactment of independent in- 
heritance, estate, and gift taxes outside the Federal credit. The 
Federal credit continues to serve the purpose of keeping a floor 
under State tax liability and preventing interstate competition 
but has not eliminated interstate diversity. Although every 
State, except Nevada, now imposes a tax at least equal to the 
maximum Federal credit, wide interstate variations remain both 
in structure and tax liability. 

The basic outlines of the States' taxes fall into several groups, 
as indicated in Table 3. The simplest of these are the five 
estate taxes patterned after the Federal statute and designed to 
impose a tax liability equal to the maximum credit for taxes 
paid to the States allowed under Federal law. Some of these 
so-called "pick-up" taxes, originally intended to preempt for the 
States the exact amount of the Federal credit-nothing more 
or less-have actually departed in some measure from the pure 
"pick-up" pattern by adopting some provisions which differ 
from those contained in the Internal Revenue Code. In con- 
sequence, State tax liability, even in these States, frequently ex- 
ceeds the Federal credit. 

Three States use only inheritance taxes; 35 States and the 
District of Columbia rely primarily on inheritance taxes, which 
they supplement with "pick-up" statutes to absorb any unused 
Federal credit. Other combinations of taxes in use among the 
States are shown in Table 3. 

Estate and inheritance tax rates and exemptions vary greatly 
among the States as set forth in Appendix Tables E and F. The 
corresponding gift tax provisions will be found in Appendix 
Table G. 

There are important interstate variations also in the struc- 
tural features of State death taxes, especially in deductions al- 
lowed in determining the net estate. An important variant, for 
example, is the treatment of Federal estate taxes. Half of the 
States and the District of Columbia allow this tax to be deducted 
in determining the amount of the taxable estate. (See Ap- 
pendix Table H. ) A marital deduction for property passing to 



the surviving spouse is allowed in 13 States. Most limit the 
marital deduction to a share of the estate but some exempt all 
property passing to the surviving spouse or children. The effects 
of the more important of these variations are reflected in the 
comparative tax burden data shown in Appendix Tables J 
and K. 

In 1960 State death and gift tax collections aggregated $419 
million. This total excludes small amounts ($16 million in 
1958) of State imposed inheritance and estate taxes retained by 
local jurisdictions in 10 States and the collections of the Dis- 
trict of Columbia. Death and gift taxes supply about 2.3 per- 
cent of the States' tax revenues and about 1.1 percent of the 
combined tax collections of State and local governments. These 

TABLE 3.-Tyfits Of State Death Taxes 

- 
averages, however, submerge substantial variations among the 
States. In 1960 the share of State collections supplied by these 
taxes ranged from less than half of 1 percent in nine States to 7.1 
percent in Connecticut. (Table 4.) 

Type of tax 

"Pick-up" tax only. .............. (5) 

Estate tax only.. ................. (2) 
Estate tax and "pick-up" tax.. . . . . .  (3) 
Inheritance tax only. ............. (3) 
Inheritance tax and "pi&-up" tax. . (36) 

Inheritance, estate and "pick-up" 
taxes. ......................... (1) 

tax. ......................... (1) 

State 

Alabama, Arizona, Arkansas, Florida, 
Georgia. 

North Dakota, Utah. 
Mississippi, New York, Oklahoma*. 
Oregon*, South Dakota, West Virginia. 
Ala&a, California*, Colorado*, Connecti- 

cut, Delaware, District of Columbia, 
Hawaii, Idaho, Illinois, Indiana, Iowa, 
Kansas, Kentucky, Louisiana*, Maine, 
Maryland, Massachusetts, Michigan, 
Minnesota*, Missouri, Montana, Ne- 
braska, New Hampshire, New Jersey, 
New Mexico, North Carolina*, Ohio, 
Pennsylvania, South Carolina, Ten- 
nessee*, Texas, Vermont, Virginia*, 
Washington*, Wisconsin*, Wyoming. 

Rhode Island*. 

Nevada. 

*&IS also gift tax (12). 



TABLE 4.-State Inheritancey Estate. and Gift Tax Collections. by States. 7 M  
IJIollar amounts in thousands] 

State 

Alabama . . . . . . . . . . . . . . . . . . . . . . . .  
Alaska . . . . . . . . . . . . . . . . . . . . . . . . . .  
Arizona . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . .  Arkansas 
California . . . . . . . . . . . . . . . . . . . . . . .  
Colorado . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . .  Connecticut 
Delaware . . . . . . . . . . . . . . . . . . . . . . .  
Florida . . . . . . . . . . . . . . . . . . . . . . . . .  
Georgia . . . . . . . . . . . . . . . . . . . . . . . . .  
Hawaii . . . . . . . . . . . . . . . . . . . . . . . . .  
Idaho . . . . . . . . . . . . . . . . . . . . . . . . . .  
Illinois . . . . . . . . . . . . . . . . . . . . . . . . .  
Indiana . . . . . . . . . . . . . . . . . . . . . . . . .  
I0 wa . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Kansas . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . .  Kentucky 
Louisiana . . . . . . . . . . . . . . . . . . . . . . .  
Maine . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . .  Maryland 
. . . . . . . . . . . . . . . . . . .  Massachusetts 

Michigan . . . . . . . . . . . . . . . . . . . . . . .  
Minnesota . . . . . . . . . . . . . . . . . . . . . .  
Mishippi . . . . . . . . . . . . . . . . . . . . . .  
Missouri . . . . . . . . . . . . . . . . . . . . . . . .  
Montana . . . . . . . . . . . . . . . . . . . . . . .  
Nebraska . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . .  Nevada 
New Hampshire . . . . . . . . . . . . . . . . .  
New Jersey . . . . . . . . . . . . . . . . . . . . . .  
New Mexico . . . . . . . . . . . . . . . . . . . .  
NewYork . . . . . . . . . . . . . . . . . . . . . . .  
North Carolina . . . . . . . . . . . . . . . . . .  
North Dakota . . . . . . . . . . . . . . . . . . .  
Ohio . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . .  Oklahoma 
Oregon . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . .  Pennsylvania 
. . . . . . . . . . . . . . . . . . . .  Rhode Island 

. . . . . . . . . . . . . . . . . .  South Carolina 
. . . . . . . . . . . . . . . . . . .  South Dakota 

Tennessee . . . . . . . . . . . . . . . . . . . . . . .  
Texas . . . . . . . . . . . . . . . . . . . . . . . . . .  
Utah . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Vermont . . . . . . . . . . . . . . . . . . . . . . . .  
Virginia . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . .  Washington 
West Virginia . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . .  Wisconsin 
Wyoming . . . . . . . . . . . . . . . . . . . . . . .  

Total . . . . . . . . . . . . . . . . . . . . .  

Death and gift taxes 

Amount 

(2) 

Percent 
of col . (1) 

(3) 

Percent 
of all 
States 

(4) 

NOTE.-Due to rounding detail will not necessarily add to totab . 
Source: Bureau of the Census. Governments Division 



Chapter 4 

THE INTERRELATIONSHIP OF STATE AND 
FEDERAL TAXES 

The developments described in the preceding section, par- 
ticularly the decline in the States' percentage share of total in- 
heritance, estate, and gift tax revenues, and the growing com- 
plexity of the overlapping death tax structure have prompted 
proposals to readjust Federal-State relations in this tax area. 
(See Chronology, Appendix A.) The most frequent proposal 
for increasing the States' share of these revenues is to raise the 
ceiling on the Federal credit for taxes paid to States provided 
in 1926, now contained in Section 201 1 of the Revenue Code. 

I t  is not generally understood that in many situations in most 
States an increase in the tax credit would not automatically 
increase revenues; that without the aid of Federal legislation 
many States would find it difficult to convert the higher credit 
h to  corresponding increases in their revenues. Since present 
State taxes substantially exceed the current Federal credit ceil- 
ing, most taxpayers are now able to take credit for only a part 
of their tax payments to States; the balance of their potential 
credit is so to speak wasted and is available to be applied by. 
them against Federal tax liability without any change in State 
tax rates whenever the ceiling on the credit is raised. States 
could, of course, increase their tax rates to parallel an increase 
h the credit. However, as will be made clear later, technical 
and political difficulties are likely to retard, if not prevent, most 
States from increasing their own tax rates by amounts corre- 
sponding closely to the increase in the Federal credit. 

The technical problems involved in adjusting State taxes and 
tax revenues to parallel increases in the Federal credit can be 
understood best against the background of the present complex 
relationship between the National Government's estate tax and 
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the separate death tax systems of the States. To illuminate this 
point, it is necessary to examine in more statistical detail the 
interrelationship of State and Federal taxes, particularly the 
relationship of the Federal credit to Federal and State tax liabil- 
ities and revenues. 

The tax credit in relation to Federal tax liabilities 

Federal law (Section 201 1, Internal Revenue Code of 1954) 
allows taxpayers a credit against Federal estate tax liability for 
inheritance and estate taxes paid to States. The credit, it 
should be emphasized, is to the taxpayer, not to the State govern- 
ment. Many taxpayers, moreover, are unable to claim credit 
for all taxes paid to States (to offset them against their Federal 
liability) because the Revenue Code limits the amount of the 
credit to a specified maximum governed by the amount of the 
individual estate subject to Federal tax. (The schedule govern- 
ing the credit will be found in Appendix Table M. ) 

Under the original Federal credit as designed in 1926, the 
mount  of the credit was limited to 80 percent of the Federal 
tax liability of the estate. At that time the estate tax exemp- 
tion was $100,000 and tax rates ranged from 1 percent on the 
first $50,000 in excess of the exemption to 20 percent on the 
excess over $10 million. Regardless of the size of the estate, its 
credit for State taxes could be as high as 80 percent of Federal 

liability provided only that State taxes in this amount were 
actually paid, as evidenced by State tax receipts. 

In the early years of the system, credits for State taxes claimed 
on Federal returns increased year after year as States adjusted 
their laws to benefit from the credit. By 1931, these credits 
offset, on the average, 75.6 percent of Federal tax liabilities. 
Subsequently, as already noted, Federal tax rates were increased 
on four different occasions and exemptions reduced three times. 
On each of these occasions, the limitation on the amount of 
credit allowed for taxes paid to States remained unchanged and 
continued to be limited to 80 percent of Federal tax liability 
under the 1926 tax rates and exemptions. In consequence the 
Proportion of Federal tax liability represented and discharged 
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by credits for State taxes declined from over 75 percent in 1931 
to about 10 percent after 1942. Since then, an era of Federal 
tax rate stability, this percentage has fluctuated around 10 per- 
cent. This is a national average for all returns and for all States 
and cloaks wide variations. (Table 5. ) 

TABLE 5.-Federal Estate Tax Liability Before State Death Tax Credit, and 
State Death Tax Credit, for Returns Filed During 7929-59 

[Dollar amounts in thousands] 

Year 

- 

Federal estate 
tax liability 
before State 

death tax 
credit 

' Not available. 
SOW=: Internal Revenue Service, Statistics of Zncome. 

State death tax credit 

Amount 
Percent of 

Federal tax 
liability 

belore credit 

Because originally the estate tax credit was a uniform per- 
centage of Federal tax liability and subsequent legislation in- 
creased Federal tax liabilities in varying proportions depending 



upon the size of the estates, the ratio of the credit to Federal tax 
liability under present law varies with the size of the taxable 
estate. Reduction of the exemption from $100,000 to $60,000 
has made net estates between $60,000 and $100,000 liable to 
Federal taxes. These were not so liable in 1926 and therefore 
the credit for taxes paid to States on estates of this size is zero. 

The reduced exemption together with increases in tax rates 
combined to produce a relatively much greater increase in Fed- 
eral tax liabilities in the lower than in the high tax brackets. Un- 
der the 1926 Revenue Act, for example, the maximum Federal 
tax rate applicable to a net estate of $150,000 (before the 
$100,000 exemption) was 1 percent and the corresponding 
credit for State taxes was limited to 0.8 percent (80 percent of 
1 percent). The present maximum Federal tax rate applicable 
to this tax bracket is 28 percent. Above the $10 million net estate 
level, on the other hand, the 1926 Federal tax rate was 20 per- 
cent and the corresponding credit for taxes paid to States was 
and still is 16 percent, compared with a 77 percent present Fed- 
eral tax rate. The effects of these changes on the relationship 
of the tax credit to Federal tax liabilities at selected estate size 
levels have already been illustrated (Table 2). The percentage 
of Federal tax liability represented by the credit is now least on 
small estates, and increases as the size of the estate increases. I t  
rises from zero below $100,000 to about 5 percent at around 
$300,000,10 percent at $1 million, and approaches 20 percent on 
estates over $20 million. The relationship of the tax credit to 
Federal tax liability at different estate size levels on all Federal 
returns filed in 1959 is shown in Table 6. Corresponding State- 
by-State data for selected size estates are shown in Appendix 
Table N. 

Since the relationship of the tax credit for State taxes to Fed- 
eral tax liability depends on the size of the estate for the reasons 
just explained, and since the relative importance of small and 
large estates varies from State to State, the ratio for the credit 
to Federal tax liability also varies from State to State. Inter- 
state variation in the size distribution of estates is quite substan- 
tial. (Appendix Table 0.) In some States nearly two-thirds 
of all estates subject to Federal tax have a net valuation (after 
deductions) of less than $100,000, and on estates of this size pres- 



TABLE 6.--Credit for State Death Taxes as Percent of Federal Estate Tax Liability, 
Returns Filed During 1959 

[Dollar amounts> thousands] 

$100-S150. ........ 
$1 50-$200. ........ 
$200-$300. ........ 
S3W-S 400. . . . . . . . .  
~400-$500. ........ 
$500-$6Oo. ........ 
S600-$700. . . . . . . . .  
$700-$800. ........ 
$800-t900. ........ 
$900-$1 ,000. ....... 

. . . . .  $1 , ~ 0 - ~ 2 , 0 0 0 .  

..... $2,000-~3,000. ..... ~~,000-$4,000. 

. . . . .  $4,00Q~5,000. 

. . . . .  ~~sooo-s7,000. 
S 7 , ~ $ 1 0 , 0 0 0 .  . . . .  

. . .  ~ ~ ~ , 0 0 0 - s 2 0 , 0 0 0 .  ... $20,000 or more. 

Net estate before specific 
exemption classes 

ta~able returns 1.. ............. 1 131,479 

Credit for 
State taxes 

I 
Includes returns under $100,000. 

Federal estate 
tax liability 

before credits 

Credit as per- 
:ent of Federal 

liability 

Source: Internal Revenue Service, Statistics of Incorn, 19 58. 

ent Federal law allows no credit for taxes paid to States. For 
a substantial number of other States, on the other hand, the 
Proportion of returns represented by these small estates is sub- 
stantially below 50 percent. Even greater variations prevail at  
the other end of the size distribution. Some States may not have 
a single million dollar estate tax return for several successive 
Years. This is the estate size area, it will be recalled, where the 
credit represents the largest percentage of Federal tax liability. 

The frequency of large estates, particularly in States with 
relatively few wealthy residents, varies of course from year to 
Year and one such return can significantly affect the State's ag- 
gregate credits for that year. One $25 million estate, for exam- 
ple, produces a larger tax credit for State taxes than nearly 
3,000 separate $200,000 estates. Indeed, the tax credit on one 
$25 million estate exceeds the sum of all tax credits claimed on 
Federal estate tax returns filed in 1959 from 17 low wealth 
States. The irregularity of large estates explains the wide vari- 
ation in the relationship of the credit for State taxes to Federal 
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tax liabilities among the States and, from year-to-year, for the 
same State. 

The amount of credits for State taxes claimed on Federal re- 
turns for selected years, 1949-1959, is shown in Appendix Table 
P. The percentage relationship of the credits claimed for State 
taxes to Federal tax liability, is shown in Appendix Table Q. In  
1959, for example, the ratio of credit to Federal liability ranged 
from less than 5 percent in the Dakotas to 14 percent in Michi- 
gan. (Michigan had the only estate tax return with a net estate 
in excess of $20 million reported that year.) In 1957, when 
the number of very large returns chanced to be larger, the range 
Was even wider. 

These and other interstate variations are here described in 
detail to underscore the problems involved in developing a co- 
ordination proposal reasonably fair to most of the States. 

The tax credit in relation to State liabilities and revenues 

If States limited their death taxes to the amounts taxpayers 
are permitted to credit against their Federal tax liabilities, the 
States' revenue collections would be equal (except for differ- 
ences in filing and tax payment dates) to the sum of credits for 
State taxes claimed on Federal tax returns. This, however, typ- 
ically happens only in the case of very large estates. In  most 
cases, State taxes are not so limited, not even in the States which 
rely very largely on "pick-up" taxes. State taxes generally ex- 
ceed the Federal credit. I t  is necessary to determine the amount 
of this excess and to identify the situations (the State, size of 
atate, etc.) in which it occurs before substitutes for the present 
Federal credit can be appraised. Only in this way can it be 
determined how to shape the new tax credit to maximize State 
revenues, how States will need to revise their tax laws to avail 
themselves of this revenue, and how different taxpayers will be 
affected. 
As has already been indicated, State tax liabilities typically 

exceed the Federal credit by substantial margins for several 
reasons. State exemptions are generally lower than those al- 
lowed under Federal law. Therefore, large numbers of estates 
have State but not Federal tax liability. In the net estate area 
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TABLE 8.-Maximum Credit Allowed Undn Federal Estate Tax for Taxes Paid 
to States, as P m t  of  State Death Taxes, for Selected Size Estates, Assuming 
Om-hIf of  t h  Estate Is h f t  to Each of Two Adult Children 

Total States ..--.--.....- 1 49 1 49 1 49 1 49 1 49 1 49 1 49 1 49 

8 8im of estate la before deduction of Federal estate tar in States which allow this deduction. 
Bourm: Derived from Appendk Table 8. 

Maximum credit as a pemnt- 
age of atate death taxes 

estate tax exemption. The relationship of the credit to State 
revenues in the several States is shown in Table 9, based on data 
for 7 of the past 11 years for which Statistics of Income 
data are available. The aggregate for this group of years repre- 
sents a probable average relationship, free in some measure of 
the more conspicuous fluctuations reflected in estate tax statis- 
tics for individual years. I t  reveals a range in the relative role 
of the tax credit from less than 10 percent of State  collection^ 
for some States to over 75 percent for others, and a national aver- 
age of about 36 percent. 

On the basis of these and other data it appears reasonable 
to proceed on the assumption that of the inheritance and estate 
tax revenues collected by the States ($411 million in 1960), 
the Federal tax credit accounted for less than 40 percent, es- 
tates under $100,000 (where the credit is inoperative) for about 
20 percent, and tax liabilities in excess of the credit on estates 
subject to both State and Federal taxes for over 40 percent. 

Net estate, after deductions 1 but before specific exemptions 

$100,000 $200,000 S400,MW) ~ , 0 0 0  $800,000 I I I I  
Frequency distribution of States 

Structural complexities 

One consequence of the present system of death taxation is a 
structural complexity arising from differences between the es- 
tate tax used by the National Government and the inheritance 
taxes used by many of the States and the diversity in the tax 



TABLE 9.--Credit for State Inheritanre and Estate Taxes Claimed on Federal 
Estate Tax Returns as Percent o f  State Inheritanct and Estate Tax Collections, 
for Aggregate o f  Fiscal Years 7949-57, 7954, 7955, 7957, and 7959 

[Dollar amounts in thousands] 

I 

Btate I Credit for 
Btate taxes 

New ~ e x i c o  -..-.--------------------------------------------- 
N* ~ o r ~ - - .  -------.------------------- -- - -- ----- ----------- 
North CmIlna -------.---------- - --------- ----- -------IlnaIlnaIlnaIlnaIlnaIlna - 
North Dakota ..-----.--------------------- --- ---------------- 
Ohio ......................................................... 
O-orna- ----- - - - ----- --- --- ---- -- - -- -- - -- - -- ----- --- - - ----- 
%on .............................. * ------- --- -------------- 
~ e ~ l v d a - - -  --------- --- - ------- --- - -- --- ------ - -- ------- - 
R w e  m m d  ................................................. 
b h  CmIlna . . . ~ ~ . ~ . . . - ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - - - - - - - - - - - - ~ - ~ ~ ~ ~ ~ ~ ~ ~  
b t h  ~ ~ & o t a - - -  ............................................. 
Te-sw .................................................... 
Tern ......................................................... 
QiL& ..................................................... 
~lrglnla'--'-'------'-----'----------------------------------- 

...................................................... 
Pa-:::::::::::::::::::::::::::::::::::::::::: 

' Not awllable. ' No Btate tax. 

Btate death 
tax collec- 

tions 

Credit as 
pemnt of 
oouections 

x m . - ~ a t a  on amount of credit claimed on Federal returns not available for 1952, 1953, 1956 and 1058. 
O w t  claimed on Federal estate tax rehvns fs for returns ffled durlng the years indicated; Btate wk3ctbII.9 
"B for k a l  yearn ending in the years indicated. 
6: Federal estate tax return data hrn  Internal Revenue Bervics, SYotbtfea of I n e m :  Btate collection 

data h m  Bureau of the Census, Governments Division, adjusted to Include amounts retalned by local tar 
- u t m t b n .  



systems and structural features employed by the States. Execu- 
tors of estates are typically required to prepare two different sets 
of returns-one for the Internal Revenue Service and one for 
the State tax administration, and when more than one State has 
taxing jurisdiction, several State returns, each with its separate 
specifications. 

The desire to simplify inheritance and estate taxes and to 
standardize them where practicable was one of the important 
considerations which prompted the Joint Federal-State Action 
Committee to select this item of taxation for priority attention 
and to commend it for the early attention of this Commission. 
Tax practitioners and their professional organizations place 
much stress on the need for simplification. 

Those concerned with the complexity of the death taxes be- 
lieve that this would be intensified if the relative weight of State 
taxation were increased either by an upward revision of the 
credit or by some other device. They urge that the occasion of 
a rearrangement of Federal-State tax relations be utilized to 
bring the various death taxes into better conformity. 

One of the obstacles to death tax simplification stems from 
the debate over the relative merits of inheritance and estate 
taxes. Since the estate tax applies to the entire estate left by 
the decedent, it is simpler and more productive. I t  avoids the 
complex task of ascertaining the value of the shares of individual 
heirs where the transfer involves life estates, contingencies, and 
remainders. Some believe, however, that the inheritance tax 
accords better with generally accepted concepts of tax fairness 
because its rate and exemption structure differentiate on the 
basis of the relationship of the heirs to the decedent, imposing 
lower rates of tax where that relationship is close. 

The inheritance tax structure tends to break down where it is 
applied to contingent future interests since it is not certain at 
the time the tax is determined how many individuals will benefit 
under the estate and to what class beneficiaries these interests 
will pass. Sizable estates frequently involve one or more life 
estates with various contingent remainders. Some State laws 
assume that the contingent remainders will fall to the least pos- 
sible number of beneficiaries and to those in the least favored 
rates. Other State laws adopt other presumptions to meet the 
problem. Under many State laws the ultimate amount of the 



tax is not determined for long periods during which the estate 
may be required to make an initial payment, subject to subse- 
quent claims for refunds. 

An increase in the rate of State death taxes is likely also to 
intensify the problem of double taxation of the same estate by 
two or more States. While recent developments have reduced 
interstate jurisdictional conflicts, such differences can still arise 
from disputes over the domicile of the decedent and occasionally 
from the taxation of the same asset by both the domiciliary 
and the nondomiciliary State. Interstate jurisdictional prob- 
lems center largely about the taxation of intangible personal 
property such as securities. Real estate is generally taxable 
only by the jurisdiction in which it has situs. I t  is reasonably 
well established that tangible personal property is taxable where 
it is situated or is customarily kept by the one who dies. In- 
tangible property, however, may be subject to death taxes by 
two or more States. For instance, it is taxable by the State 
where the deceased taxpayer was making his home at the time 
of death, and also by other States under whose laws such prop- 
erty enjoys some degree of protection. 

As previously noted, the general expectation that the Federal 
credit legislated in 1926 would exert an influence in the direc- 
tion of uniformity among State death taxes has not been realized. 
m l e  a few States impose estate taxes generally limited to the 
amount of the credit, most States retained their independent 
inheritance and estate tax structures. The extent of the inter- 
state variety has been discussed above. Partly in their exercise 
of the right to shape their own taxes and partly in their efforts 
to increase their share of this revenue above the credit, the States 
have added steadily to the complexity of their death tax system. 
The credit continues to serve the purpose of keeping a floor 
Under State tax liability and mitigates interstate competition for 
Wealthy residents but it has not eliminated structural diversity 
among the States. As already noted, variations extend beyond 
the type of the tax to definition of deductions, exclusions, ex- 
emptions, rates, filing requirements, and reporting require- 
ments. I t  requires several large volumes to detail this variety. 

This Commission appreciates the considerations which 
Prompt States to shape their tax laws to meet their specialized 
objectives. I t  has found, however, a general lack of apprecia- 







tion of the fact that in view of the operation of "pick-up" taxes, 
subtle differentiation in tax rates and exemptions under State 
laws tends to be neutralized since the aggregate tax of the estate 
is ultimately raised to the maximum amount of the credit. This 
is more generally true of large than of small estates. I t  is not 
true where the liabilities under State tax laws, particularly on 
small and moderate size estates, exceed the amount of the Fed- 
eral credit. In the event, however, that the scope of the credit 
is substantially increased, the credit will become more generally 
controlling and differentiation in State laws will become cor- 
respondingly less relevant for aggregate estate tax burdens. 

The Commission recognizes that some think the inheritance 
tax superior to the estate tax on grounds of equity. However, 
since under the American system the aggregate tax burden 
of the estate is generally governed by the Federal law which is 
based on estates, the end result in terms of the combined death 
tax liability of the estate (where the State tax does not materially 
exceed the credit) can in no event be significantly affected by 
whether the State employs an inheritance tax or an estate tax. 
Moreover, varying size exemptions depending upon the rela- 
tionship of the heirs to the decedent (with relatively high ex- 
emptions for the surviving spouse and children, for example) 
are fully compatible with estate taxation. 

These considerations underlie the Commission's belief that 
the occasion of increasing the State's share of this revenue area 
should be utilized to explore the possibilities for minimizing the 
complexity of the present system. We therefore, return to this 
matter below after a consideration of alternative devices for 
coordinating the death taxes. 

We turn now to an analysis of alternative courses of action 
with respect to the coordination of State and Federal death 
taxes and begin with an examination of alternative ways of re- 
vising the Federal credit for taxes paid to States. This is fol- 
lowed by a consideration of other possible Federal-State 
arrangements. 



ALTERNATIVE TAX CREDIT 
ARRANGEMENTS 

Multiples of the present credit 

Alternative No. 1 for revising the Federal tax credit for taxes 
paid to States is to increase it proportionately all along the line. 
This would leave the credit tied to the 1926 Federal rate and 
exemption structure. I t  would be accomplished by raising the 
limitation on the credit, now calculated in terms of the Federal 
tax liability under the 1926 law, from 80 percent to 100 percent, 
or to some multiple of it. Since in 1954 the Congress converted 
the credit for State death taxes into a tax schedule based on tax- 
able estate brackets under present law (Appendix Table M) , 
this could be accomplished by an appropriate upward adjust- 
ment of the schedule contained in Section 201 1 of the Revenue 
Code of 1954. 

An increase in the credit limitation from 80 percent to 100 
percent of 1926 Federal tax liabilities, for example, would raise 
the amount of the credit in each case by 25 percent. Other 
multiples of the 1926 Federal tax liability are possible, depending 
upon the amount of Federal revenue it is desired to devote to this 
Purpose. 

The amounts of Federal estate tax revenues involved in this 
approach compare as follows with the present credit at estimated 
fiscal year 196 1 revenue levels : 

mans of dollars] 

Type of tax credit 
I Estimated value 

............. k t  credit (Section 2011, 1954 I.R.C.). 
Crrdit equal to 100% 'of 1926 tax liahity .............. 
Crrdit equal to 200% of 1926 tax liability. ............. 



This approach would result in a proportionate increase in the 
amount of the credit for all estates. It would therefore preserve 
current variations in the size of the credit among taxable estates 
of varying size. It  would deny any credit on the first $40,000 
of every estate subject to Federal tax since the 1926 law pro- 
vided a $100,000, as compared with the present $60,000 estate 
tax exemption. Above the $40,000 level, it would grant a 
progressively larger credit as the size of the estate tax bracket 
and the applicable tax rate (under the 1926 Act) increase. 

The amount of the Alternative No. 1 credit on estates of 
selected size, assuming a credit equal to 200 percent of 1926 
Federal tax liabilities, would compare as follows with gross Fed- 
eral tax liability and the present tax credit : 

Revenue and gross estate classes in thousands of dollam] 

Taxable estate 1 
Gross 

Federal 
tax lia- 
bi i ty  

$7,000 
20,700 
65,700 
145,700 
233,200 
325,700 
998,200 
,468,200 
,088,200 

Present 
credit 

$80 
560 

3,920 
12,400 
23,280 
36,560 
143,600 
398,320 
,076,720 

&dit under Altunative No. 1 

- 
1 After all deductions and the $60,000 specilk exemption. 

Amount 

The effect of this method of increasing the Federal credit on 
State revenues would depend in the first instance on the present 
level of each State's tax rates and ultimately on the response of 
its legislature. 

In the five States which at present generally limit their death 
taxes to the maximum credit allowed under Federal law, com- 
monly designated as the "pick-up" States, estate tax collections 
would tend to increase in proportion to the increase in the credit. 
A credit equal to 200 percent of 1926 tax liability, representing 

Percent 
ofgross 
Federal 

tax 

Percent 
increase 

over 
present 
credit 



a 150 percent increase over the present credit, would increase 
State collections in approximately that proportion. 

In all the other States, the automatic effect of the increased 
credit would be large or small, depending upon the present level 
of the State's tax rates in relation to the present tax credit. 
Where liabilities under the State's own tax rates exceed the pres- 
ent limit on the credit by relatively small amounts or none at all, 
tax collections would automatically increase by a substantial 
Proportion of the increase in the Federal credit. This would 
generally be accomplished automatically through "pick-up" 
taxes. 

In most States, however, present tax rates exceed the present 
credit by substantial margins, particularly on small and medium 
size estates. In these situations, present State tax rates would 
absorb parts or all of the added tax credits; the "pick-up" sup- 
plements would come into play to only a limited extent or not 
at all, and the automatic increase in State revenues would be 
correspondingly limited. This condition would prevail in vary- 
k g  degrees in most States, especially with respect to estates un- 
der $1 million. In these situations, a higher Federal credit 
Would begin to add to State collections only after it had been 
increased several fold, sufficient to absorb more than present 
State tax liabilities. 

The ratio of tax liabilities under present State rates to the 
present credit generally diminishes as the size of the estate in- 
creases. In consequence, the relative increase in the Federal 
credit required to produce an automatic increase in State col- 
lections diminishes as the size of the estate increases. Situations 
k which State tax liabilities exceed the present credit on very 
large estates are relatively few. 

The automatic effect of an increase in the Federal credit to 
200 percent of the 1926 tax liabilities at estimated fiscal year 
1961 revenue levels on the tax collections of the States which 
Participated in the special tax credit study is shown in Table 
10. It should be kept in mind that Table 10 pertains only to 
State revenues from estates subject to Federal tax. It excludes 
mounts collected from estates subject only to State tax. More- 
over, it is based on a single year's estate tax returns and is sub- 
ject to a variety of limitations described in Appendix B below. 



TABLE 10.-Efecf of Increasing Federal Tax Credit to 200 Percent of the Federar 
Estate Tax Liability Under 7926 Act l: Alternative No. I 

[Revenue and groa estate classed in thousands of dollars] 

- 
Revenw 
loss to 
U.8. 

Percent of increased credit captured by the State-- 
bygrossf?atateclasaes~ - 

Total 

1 Calculated on the basis of a sample of 1 W 7  tar returns 
1 Paceotageu in brackets are paNall mtlmated. 
8 gstlmsted on the basis of dam for &e Ban Franctro District. 

Botlrce: Bpeclal aredit study and Internal Bevmue Service, specisl tabulation. 

Table 10 indicates that the automatic increase in Stab 

6,000 or 
mom 

e col- 
lections from a 1%-fold increase in the credit would in every 
case be less than the amount of the increased Federal credit. 
It  would average about two-thirds for this particular group of 
States and in one State would be as little as one-sixth. The 
remainder of the increased credit would be absorbed in reduced 
Federal tax liabilities. The proportion of the increased credit 
captured by the State would typically increase as the size of the 
estate increases, generally approaching 100 percent only on very 
large estates. 

Since the excess of present State tax rates over the present 
credit is most significant in the lower tax brackets, it follows that 
the automatic effect of the first credit alternative on State 
revenues would be least in those States where small estates pre- 



dominate and large estates are relatively infrequent. This typi- 
cally is the situation in the less industrialized areas. (Appendix 
Table 0). 

The foregoing calculations are based on present State tax 
rates. States would be free, of course, to adjust their tax rates 
upward to restore all or part of the differential now existing 
between their tax rates and the Federal credit and thereby leave 
combined Federal and State tax liabilities undisturbed. I t  is 
conjectural to what extent this can reasonably be expected to 
take place. Different States are likely to react differently. We 
return to this aspect of the problem below. 

Since credit Alternative No. 1 would increase the credit uni- 
formly for all estates, it would leave the State-by-State percent- 
age distribution of the amounts of credits allowed on all Federal 
tax returns unchanged. Moreover, since it would not alter the 
mechanics of computing the credit, it would leave the problems 
of taxpayer compliance and tax administration substantially 
unchanged. 

S ~ ~ ~ l e m e n t s  to the present credit 

Another possibility (Alternative No. 2 )  for increasing the 
Federal credit for State taxes is to leave the present credit un- 
changed and to supplement it with a second credit geared to 
net Federal tax liability (after the present credit). The esti- 
mated amounts of credits involved at fiscal year 1961 revenue 
levels are as follows : 

Millions of d o h ]  

Type of tax credit I Em-tcd I Amount I In- 

............... b e n t  credit (Sec. 2011, 1954 LR.C.). ....... P e n t  credit plus 10 pacent of net Federal tax. ....... present credit plus 20 pacent of net Federal tax. 

This approach, unlike Alternative No. 1, would allow some 
credits to net estates between $60,000 and $100,000. These 
estates are now not allowed any credit because they were not 



subject to Federal tax under the 1926 law. The relative in- 
crease in the amount of the credit would be la~ger for small than 
for large estates as the following calculations based on an addi- 
tional credit equal to 20 percent of net Federal tax liability make 
clear : 

I I I Credit under Alternative No. 2 
Gross 

Federal Present 
Taxable estate 1 I tax I credit 1 I Pacent of I Pacent 

1 After all deductions and the $60,000 specific exemption. 

liability 

The effects of Alternative No. 2 on State revenues would in 
general parallel the results indicated for the first alternative. 
However, the proportion of the credit captured for State reve- 
nues would be significantly less. About half of the increased 
credit would, in the first instance, be absorbed in Federal tax re- 
duction. For the first time, a credit would be allowed on small 
returns, but State taxes on these estates generally exceed the 
amount of the credit by wide margins. Therefore only a mod- 
est increase in State tax liabilities would automatically result. 
That situation would generally prevail in most States with re- 
spect to estates below the $500,000 bracket level. Returns be- 
low this level account for about a third of Federal collections 
and of the additional credit which would be allowed under Al- 
ternative No. 2. 

The automatic effect of this alternative on aggregate tax li- 
abilities and tax collections for selected States is indicated in 
Table 11 which is subject to the general reservations noted above 
with respect to Table 10. The effect of Alternative 2 on State 
revenues would be relatively greater for States with low tax 
rates, and vice versa. In view of the uneven distribution of 

Amount gross Fed- 
ad tax 

increase 
o v a  pres- 
ent credit 



large estates, the State-by-State percentage distribution of cred- 
its would be altered to a small degree in favor of those States 
which have relatively few very large estates. 

TABLE 11.-Effect of Supplementing Present Tax Credit with 20 Percent 
of Net Federal Estate Tax Liability l: Alternative No. 2 

[Revenue and gross estate classes in thousands of dollars] - 
Percent of increased credit captnred py the State- 

by g r m  estab cla~sss 

o ~ o m l &  -- --- -- -- - - - - - -- ---- 
b,,L -- - - -- - - - - - - - - - - 
"e lam-  - ---- --- ---------- -- - 
b w a  ....................... 
b f m a -  - - - - - - - - - -- - - - - - -- - - -- - 
10% ---- - - - - - - - - - - - - - -- -- -- -- - Bansae. --- -- - - -- - - - - - - - - --- - -- - &tu--- - - - - - - - - - - - - - - -- -- - ....................... 
b k e c h w t b -  - --------------- b - - - ---- - - - -- - - - - - - - -- - 
M~nnesota- ----.---- --.--- -.--- 
aats,uri- - -- --- - - - - - - - - - - - - 
Mmtans .--------...----------- 
sew Hampshlre -------..------ 
sew J w y  -.------------------ 
New Y0rL .................... 
North C B ~ Y ) ~  --.-.----.------ 
910  ........................... 

ievenue 
loss to 1 Total 
U.8 

1,000- 6,Om or 
&om 1 mom 

'No retuns were reported in 

h: Spedal credit study and Internal Revenue Bervlm, sped81 tabulation. 

A major shortcoming of this approach to revision of the tax 
credit is its complexity. It  would perpetuate the present credit, 
a vestige of the 1926 legislation, and add a new credit on top 
of it. All estates in excess of $1 00,000 would be required to make 
hvo separate credit computations and a change in the first 
Would automatically necessitate a recalculation of the second. 
The additional complexity would be particularly burdensome 
in situations where the interdependence of State and Federal 
tax liabilities (through the operation of deductions and credits) 
already poses disconcerting arithmetical tasks in the computa- 
tion of the present tax credit. 



Credits based on present Federal tax liability 

A third alternative is to scrap the present credit and replace 
it with one based on current gross Federal tax liability (before 
the State credit). At fiscal year 1961 revenue levels each 10 
percent of gross Federal tax liability is equivalent to about $175 
million. A 20 percent credit, for example, would aggregate 
about $350 million or nearly double the value of the present 
credit. 

By definition, each estate's credit would represent the same 
percentage of its gross Federal tax liability. The relative in- 
crease over the present credit would be greatest for small estates 
(where the present credit is least) and would decline gradually 
as estate size increased: 

Taxable estate 1 

Gross 
Fcdual 
tax 

liabilities 

Credit under Alternative No. 3 

Amount 

1 After all deductions and the $60,000 specific exemption. 

Percent of 
s- 

F e d d  
tax 

A 20 percent credit, for example, would represent more 
than a 16-fold increase for a $50,000 taxable estate, declining 
thereafter to a 13 percent increase at the $10 million estate 
level. States with the largest number of very large estates 
would continue to receive the largest absolute amount of credits 
but their percentage share of total credits would be somewhat 
reduced. 

This is the most attractive of the alternatives considered thus 
far from the viewpoint of taxpayers' compliance and tax ad- 
ministration. I t  would displace the present credit calculation 

Pvcent 
increase 

P~&Y 
over 

pr-t 
credit 



which varies bracket-by-bracket, with one equal to a constant 
Percentage of Federal tax liability. 

While Alternative No. 3 would earmark a uniform share of 
gross Federal tax liabilities for the States, its effect on State 
collections would be uneven. With the exception of the "pick- 
up" States and a few others with low tax rates, States would 
not automatically obtain additional revenue from their mall 
estates, because their own tax rates in this area already exceed 
20 percent of the Federal tax. As Table 12 indicates (subject 
to the limitations already noted), the automatic effect of Alter- 
native 3 on State collections would be relatively small. For the 
group of States covered by the table, only about a third of the 
increased credit would accrue automatically to the States; about 
two-thirds would be absorbed by Federal tax reduction. We 
return to this matter below. 

TABLE 12.-Eflect of Replacing Present Tax Credit with a Credit Equal to 
20 Percent of Gross Federal Tax Liability l: Alternative No. 3 

[Revenue and gross estate classes in thousands of dollars] 
-- 

Pemnt of in& ersdlt captured by the St&- 
b y ~ e s t a t e c l a p s e s ~  - 

Total 



Two-bracket credits 

The alternatives hitherto considered contemplate a Federal 
credit for State taxes measured by a uniform percentage of Fed- 
eral tax liabilities under either 1926 or present tax rates and 
exemptions. The present credit represented a uniform share 
(80 percent) of Federal liability when enacted in 1926. Today 
it represents a graduated share of total Federal tax liability, in- 
creasing as the size of the estate increases. This graduation is 
the accidental result of the relationship between the 1926 and 
present Federal estate tax liabilities. 

The current relationship of the tax credit to Federal tax liabil- 
ities appears to have little basis in logic. In a sense, it is the 
reverse of what logic would suggest for it has the effect of assign- 
ing to the States little or none of the relatively stable portions 
of death tax revenues and a relatively large share of its unstable 
portions. States have need for stable and predictable revenues 
especially because their facilities for deficit financing of operating 
costs (as distinguished from capital outlays) are limited. 

Death tax revenues are unstable at best. They are most un- 
stable when the taxing jurisdiction is small and has relatively 
few tax returns. The situation is aggravated by the infrequency , 
of large estates. As already indicated, the revenue contribution 
of a single large estate frequently exceeds the combined tax yield 
of thousands of small and medium size estates. These circum- 
stances pose no particular problems for the National Govern- 
ment. It  has little difficulty in absorbing year-to-year fluctu- 
ations in the yield of a relatively minor revenue source such as 
the estate tax. In any event, the fluctuations are less marked 
at the National than the State level because the larger number 
of tax returns provides some stability. These considerations 
have prompted proposals for tax credit arrangements to improve 
the stability of State revenues, even if this should entail added 
instability for Federal revenues. 

Twenty-five years ago the New York State Commission on 
the Revision of the Tax Laws proposed a 7-bracket tax credit 
ranging from 80 percent on the first $150,000 of the taxable es- 
tates to 20 percent on amounts in excess of $20 million. That 
same year (1935) the Interstate Commission on Conflicting 
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*BY u'rr of net rshves. oftdl deductions but before exemptim. 
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Taxation of the Council of State Governments proposed a 3- 
bracket credit system: 75 percent on the first $100,000; 50 per- 
cent on brackets between $100,000 and $1 million; and 25 per- 
cent on the excess over $1 million. In 1942 a Special Committee 
designated by the Secretary of the Treasury to conduct a study 
of intergovernmental fiscal relations proposed a 50 percent 
credit on the amount of the estate not exceeding $100,000 and 
25 percent on the excess. 

A tax credit pattern scaled downward has merit quite apart 
from its contribution to the stability of State revenues. Small 
estates are more likely to be of local origin than large ones and 
individual States therefore have a stronger claim on the revenues 
from small than from large estates. To the extent that large 
estates were derived from nationwide business operations, the 
major part of their contribution to tax revenues can appropri- 
ately be devoted to financing nationwide governmental pro- 
grams. In the long run, moreover, a credit scaled downward 
would benefit the vast majority of States more than a uniform 
or progressive credit. Most States have relatively few large es- 
tates, but all depend for revenue on small and medium-size 
estates. 

The relative increases in the amount of tax credits under two- 
bracket credit methods are illustrated below. Alternative No. 
4 would allow a credit equal to 80 percent of gross Federal tax 
liability on the first $250,000 of taxable estates (after deductions 
and the $60,000 specific exemption), and 20 percent on the bal- 
ance. Alternative No. 5 would limit the 80 percent credit to the 
first $l5O,OOO of the estate. 

Taxable estate 1 Present 
M t  

1 Aftar an deductions and the $60.000 s~edf lc  exemDtlon. 



The essential feature of Alternatives No. 4 and No. 5 is their 
concentration on small estates and therefore their contribution 
to State revenue stability. They would concentrate the increase 
in the credit area where the present credit is least. At the 
$100,000 taxable estate level, for example, the credit would 
be increased 28-fold. At the $10 million level the increase 
would be about one-sixth. 

The State-by-State impact of the two credit schedules is sub- 
stantially similar; the principal difference between them is the 
amount of Federal revenue involved. At 1959 levels (unaudited 
returns) one would have aggregated about $90 million more 
than the other. (Table 13. ) 

The aggregate amount of credits which would have been in- 
volved under variously graduated schedules if  they had applied 
to returns (before audit) filed during 1959 compare as follows: 

(Amount--Mom) 
80 percent on first $150,000; 20 percent on balance -------------- $550 
80 percent on first $250,000; 20 percent on balance -------------, 640 
75 percent on first $150,000; 25 percent on balance ---,---,---,,, 570 
50 percent on first $250,000; 25 percent on balance -,-----------, 490 
50 percent on first $500,000; 10 percent on balance ---,------,,-- 460 

Relative merits of alternative credit methods 

The five credit methods herein described have several features 
common. They would increase State governments' tax rev- 

enues. The increases in State revenues would be substantially 
1- than reductions in Federal revenues, the difference being 
absorbed by Federal tax reduction. 

The several proposals involve varying amounts of Federal 
revenue. This is the accidental result of the percentage levels 
at which the alternatives were calculated. In 1959, Alterna- 
tive No. 5 would have been approximately equal in dollar value 
to a 40 percent uniform credit of the kind contemplated by 
Alternative No. 3. (Figure 14.) The amount of additional 
Federal estate tax revenue to be earmarked for the States 
through an increase in the tax credit is primarily a policy ques- 
tion. I t  is not involved in the choice among alternative credit 



TABLE 13.-Effect of Replacing Present Credit with a Two-bracket Credit: 
Alternatives No. 4 and No. 5 

[Dollsr amounts in thousands] 

Alabama -------------- ---- ---- - 
Alaska- - - - - - - - - - - - - - - - - - - - - - - - - 
Arbam- - - - - - - - - - - - - - - - - - - - - - - 
Arkansas --.--- -- - . - - - - - - - - - - - - - 
c a l l f o m  ------ -- ---- --- --- -- - - 
Golorado ---------- --- -- - - --- -- - 

Btate 

Oeorgts-. . - - -. - . - - - - . - - -. - - . - - . 
HawaiL ..----. . .- --- - --- ---- -- - 
Idaho. .---.------- .-.--------- 
Illinois - --- - - . . . - - - . - - - -. - - - - - - 
Indiana. ---. - - - -- - -- -. - -- -- - - - 
Iowa - - - - - . - - -. - - - - - -. 

- - -- - - - - - - - - - - - - - - - - - - - - - 
Kentucky ..--.- -- .---- -- -- ---- - 
Louisiana- .-..--- -- .---- ---. . - 
Maine - - - - - -- - -- -- -- - - - -- -- --- 

Credit 
under 

present 
law 

Credit under Alternative 
NO. 4 1 

Percent 
of gross 
Federal 
tax 

69.4 
79.8 
67.3 
63.3 
48.1 
48.1 
36.8 
4.5.2 
50.8 
50.6 

69.3 
49.0 
74.3 
49. a 
66.1 
66.6 
46. g 
67.8 
67.9 
66.6 

M). 7 
a 4  
36.7 
42.3 
60.6 
6% 6 
54.6 
62 2 
66.2 
67.6 

46.1 
69.2 
42.1 
61.6 
78 2 
46.5 
60.6 
82.8 
49.2 
40.0 

e6.6 
745 4 
69.3 
49.8 
40.0 
47. 6 
62 7 
66.4 
49.8 
66.6 

49.6 
443 - 
47.6 

- 
Percent 
Lnmw 

over 
present 
w d i t  

Credit under Alternative 
No. 6 

Amount 

Percent 
Of gross 
Federal 

tar - 
50. 1 
78. € 
49.4 
63. f 
a. 4 
40. 7 
32 ( 
39. r 
42. f 
43. t 

W .  7 
42. i 
6-4. E 
42 C 
48.1 
68. L 
41.5 
49.7 
49. a 
46.6 

43.3 
39.4 
32.1 
37.4 
6% 2 
44. B 
48.2 
64. B 
M. a 
67.8 

39.8 
47. B 
28.0 
44.8 
70.8 
40.1 
43.6 
54.6 
41.8 
8.4. s 
66.8 
67.9 
49.4 
42.3 
34.9 
41.2 
63.3 
47.8 
42.6 
48.7 

a1 
28.9 

1 Oradit equal to 80 percent of msa Federal tax on Brat S2fdI.000 of net taxable estate; 20 percant of the tS 
above SZSJ.000. 

1 Credit equal to 80 p e r m t  of gross Federal tar an flnrt SlM),O,MX) of net tsxable estate; 20 percent of the W 
above SlM),oOo. 

N m - D u e  to rounding &tan will not necessarily add to totals. 
8ource: Internal Revenue Bervica. spedal tabulation 01 Federal estate tax retuna fded in 196% 
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methods because any of the alternatives can be adjusted to 
match a predetermined amount of revenue. 

The alternatives differ, however, in other important respects. 
The first alternative, a function of the 1926 tax rates, would 
retain all of the undesirable features of the present credit. I t  
would allow no tax credit to any estate below $100,000 and a 
progressively larger credit as the size of the estate increases. 
Alternative 2 would supplement the present credit with a new 
one. I t  thus would retain the weak points of the present credit 
and moreover would add to its complexity by requiring two 
separate credit computations in all taxable estates exceeding 
$100,000. 

Our disposition is to eliminate both Alternatives 1 and 2 from 
consideration, and to limit the choice to the alternatives based 
on the present Federal tax. Alternatives 3, 4, and 5 meet this 
requirement. Alternative 3 would provide a credit equal to 
a uniform share of Federal tax liability in all situations. In con- 
trast, Alternatives 4 and 5 would provide a two-step credit, 
reserving for the States 80 percent of the revenue in the lower 
tax brackets and 20 percent on the balance. The advantage 
of either Alternatives 4 or 5 over Alternative No. 3 is the sta- 
bility it would add to the States' share of death tax revenues. 
(Measures of the relative stabilities of Alternatives No. 3 and 
No. 4 are presented in Appendix B.) Either alternative, more- 
over, would tend to increase the relative shares of the smaller, 
particularly non-industrial States. It would accomplish this 
without affecting the larger States excessively. The few very 
large industrial States account for so large a percentage of all 
State death tax revenues that a relatively small change in their 
aggregate share permits sizable adjustments in the shares of the 
less prosperous States. This is illustrated in the computations 
based on 1959 Federal estate tax returns shown in Table 14. 
The aggregate shares of the 10 top States for that year would 
have been 71 percent, 67 percent and 67 percent under Alterna- 
tives 3,4, and 5 respectively. 

The graduated credit would have reduced the relative shares 
of 6 of these 10 States, some very little. I t  would have in- 
creased the shares of most of the remaining States. I t  should 
be kept in mind that these calculations are based on a single 
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TABLE 14.4tde-by-State  Distribution of Credits for State Death Taxes 
Under Alternatives No. 3, No. 4, and No. 5 

[On the basla of Federal estate tax retarns Ned in 19691 

I Percentagedlstrlbution 
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year's returns and are therefore influenced by the distribution 
of large estates in that year. 

For example, Connecticut and Michigan chanced to have an 
unusual number of large returns in 1959. For that reason, a 
2-bracket schedule, as compared with a uniform schedule, would 
have affected them relatively more than the other States in that 
year. 

Statutory format of the tax credit 

In the foregoing discussion the several alternatives available 
for revising the tax credit were described and characterized pri- 
marily in terms of their relationship to Federal tax liabilities. 
Alternative No. 3, for example, would provide a tax credit equal 
to a constant percentage of Federal tax liability under the cur- 
rent Internal Revenue Code. A description in these terms serves 
the essential purpose of making clear the manner in which the 
new credit would divide the yield of the Federal estate tax be- 
tween the National Government and the States. The statutory 
formulation of the tax credit can follow a similar pattern, but it 
need not necessarily do so. In this section we examine the con- 
siderations involved. Historically, the first two statutory formu- 
lations of the estate tax credit were in terms of Federal tax liabil- 
ity. Under the 1924 Revenue Act, the credit was limited to 25 
percent of Federal tax liability; under the 1926 act to 80 per- 
cent. In 1954, however, this statutory formulation was aban- 
doned by the enactment of Section 201 1 of the Revenue Code 
which provides a bracket schedule for computation of the credit. 

The severance of the statutory formulation of the credit for 
State taxes from the Federal tax liability has two important ad- 
vantages. It  contributes to the financial independence of the 
States and the stability of their revenues by freeing the tax credit, 
which serves as a floor under State taxes, from the automatic 
influences of changes in Federal tax rates and exemptions. Un- 
der the 1924 and 1926 statutory formulations, changes in Fed- 
eral rates and exemptions would have automatically affected 
the tax structures of each of the States. This was avoided in 
1932 and subsequent Federal tax rate revision only through the 
cumbersome device of enacting two different rate structures, one 



Statutory Formulation of Maximum Credit for State Death Taxes Under 
Alternative No. 4 

Taxable estate 
equaling- 

Taxable eatate not 
exax- 

h d i t  on amount 
in column (1) 

Rate of credit on 
e.xccsa over 
amount in 
column (1) 

The percentages shown in Column (4) are exact equivalents of Altunativc No. 4. 
The cltatutory formulation of that alternative could and probably would be ai~~~plifitd by 
reducing the number of brackets and avoiding rlrrimnlr. 

for purposes of the credit (the basic tax), the other for purposes 
of Federal taxation (the additional tax). 

Secondly, a formulation of the tax credit in terms of Federal 
tax liability deprives the National Government of some freedom 
of tax action. In considering proposals for revising tax rates 
and exemptions, it makes it necessary to evaluate, in addition to 
the usual factors involved in tax rate changes, the effect of Fed- 
eral r e e o n  on State revenues. This suggests that the legis- 
lative formulation of any new State tax credit should be divorced 
from Federal estate tax liabilities and expressed in t e r n  of its 
own rate structure. 

The above tax credit schedule which incorporates the two- 
Step credit designated as Alternative No. 4 illustrates the 
c~nstntction of an independent statutory formulation. I t  would 



not materially affect the task of computing the credit but would 
free the States' death taxes from the repercussions of changes in 
Federal rates and exemptions and would preserve the National 
Government's freedom to alter its estate tax rates and exemptions 
as dictated by national policy considerations alone. 

Conserving tax revenues 

At several stages of this exposition it has been emphasized that 
an increase in the Federal credit for State taxes would not auto- 
matically increase State revenues ; that unless States increased 
their tax rates to parallel the increase in the Federal credit the 
resulting reduction in Federal collections would substantially ex- 
ceed increases in State collections. 

A higher tax credit would not automatically increase State 
collections because presently imposed State taxes substantially 
exceed the present credit in most cases. They average about two 
and one-half times the present credit. In some States the ratio 
is much higher, especially for the lower and middle brackets. 
In consequence, most estates already possess receipts for State 
death taxes left unused by the present credit which could be 
applied against additions to the tax credit. It  is for this reason 
that, in general, the immediate effect of an increase in the Fed- 
eral credit, especially in the lower brackets, would be Federal 
tax reduction, not increased State collections. There would be 
exceptions, to be sure, depending upon the level of State taxes, 
the size of the estate, and in inheritance tax States, the manner 
in which the estate is distributed among the heirs. 

Theoretically, States would be free to raise their tax rate 
levels to parallel additions to the Federal tax credit, to capture 
the revenue equivalents of the added tax credit for their treas- 
uries. When a State's tax is less than the credit, it can "pick- 
up" the margin secure in the knowledge that this adds nothing 
to the tax burden of its taxpayers; it merely diverts revenue 
which otherwise would go to the National Treasury. The situa- 
tion is reversed, however, when the State's tax exceeds the 
credit before the latter is raised. The initial effect of the higher 
tax credit is Federal tax reduction and the State which raises 
its rates to absorb all or part of the new credit is in effect de- 
priving its taxpayers of that reduction. This is a compelling 
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consideration against State tax increases from the viewpoint of 
legislators and executives sensitive to interstate competition for 
well-to-do residents. The manner in which a State would re- 
spond to an increase in the credit would doubtless be influenced 
in some measure by the prevailing budgetary climate. If the 
State is under no immediate pressure for additional revenue to 
finance urgent needs, the higher Federal credit is more likely 
to go by default into tax reduction than if the State is confronted 
with a fiscal crisis. On balance, it is unlikely that the Federal 
revenue cost of an increased tax credit would be substantially 
balanced by a corresponding revenue gain for the States through 
voluntary State action. This generalization has particular 
validity with respect to those tax credit patterns which place 
heavy reliance on the lower tax brackets (especially Alterna- 
tives 4 and 5) because legislators are particularly loath to arouse 
apprehension about taxing "the small family nest egg." The 
general public is unfamiliar with the operations of the tax credit 
and few would understand that the purpose of the State tax rate 
adjustment is to divert Federal revenues to the State, not to 
increase the tax burden. 

Our views on the need to exclude questions of tax reduction 
from consideration of inheritance and estate tax coordination 
have already been set forth (Chapter 1 ) . Our mandate is to 
advance the coordination of overlapping taxes. A debate on 
the pros and cons of tax reduction would only divert attention 
from this objective. I t  is imperative, therefore, that revision 
of the tax credit leave the aggregate contribution of death taxes 
to governmental revenues unimpaired. 

Although most States already had inheritance taxes when 
the tax credit was originally enacted, the conservation of rev- 
enues posed no similar problem at that time. The adminis- 
tration was then embarked on a program of Federal tax reduc- 
tion and recognized that the tax credit was an instrument for 
accomplishing it. The States wanting to make use of death 
taxation were in process of being thwarted by a few of their 
number who were bidding for wealthy residents by offering 
them freedom from State inheritance taxation. The introduc- 
tion of the tax credit filled two needs: it accomplished Federal 
tax reduction and served as a barrier against interstate tax com- 



petition. The need today is to increase the estate tax credit 
Hithout tax reduction. 

If it is desired to make certain that the amounts involved 
in an increase in the Federal tax credit are conserved for the 
States, eligibility for the credit will have to be made conditional 
upon the enactment of corresponding tax adjustments by the 
States; the Federal legislation will have to limit the additional 
credit to taxpayers in States which meet this condition. 

The credit for employer contributions to State unemploy- 
ment funds allowed under the Federal Unemployment Tax Act 
(Chapter 23 of the Internal Revenue Code of 1954) illustrates 
the manner in which Federal credits for State taxes can be 
U d e  conditional upon conformity with the requirements of 
Public policy, including State compliance with prescribed 
standards. Another parallel can be found in the Joint Federal- 
State Action Committee's recent recommendation that the Na- 
tional Government relinquish to the States a part of its tax on 
local telephone service. That proposal limited taxpayers' 
eligibility to the tax credit to those in States which made cor- 
responding increases in their taxes on local telephone service 
a d  retained them for five years. The Action Committee in- 
cluded this requirement in its recommendation at the instance 
of its Governor members who foresaw obstacles to their mak- 
ing effective use of the telephone tax area vacated by the 
National Government without it. A number of State inherit- 
ance tax administrators consulted in the course of this study 
urged, and for the same reason, that any increase in the Federal 
tax credit be made conditional upon corresponding increases in 
State taxes. 

The adjustment of State taxes to match the increases in the 
Federal credit would pose technical problems for the States, 
more troublesome for some than others. In the few States 
where the present death tax is substantially limited to the 
Present credit, the "pick-up" taxes already on the statute books 
would accomplish the prescribed result, possibly with only minor 
legislative revision. In most States, however, the problem is 
more complex. A number could possibly meet the requirement 
by enacting an additional "pick-up" tax, equal to the excess of 
the new credit over the old credit. Where this is possible, it 



would obviate the need for changing tax rates. I t  would, how- 
ever, necessitate the computation of the two separate ccpick-up" 
taxes-the old and the new. The complexity which this would 
entail for taxpayers, tax practitioners, and tax administrators 
would depend on the particular features of each State's tax 
structure. The computation of two separate "pick-up" taxes 
would be particularly troublesome in States where the determi- 
nation of State tax liabilities is already involved as a result of 
the interdependence of the amount of deductions allowed under 
State laws for Federal taxes, on the one hand, and the amount 
of deductions allowed under Federal law on the other. In some 
situations, the addition of another "pick-up" tax computation 
would render an already overly complex tax calculation well- 
nigh unmanageable. 

A substantial number of the States could probably satisfy the 
statutory requirement only by revising their tax rate structure. 
This would pose technical difficulties, particularly in States with 
inheritance taxes. In the absence of a consistent parity between 
Federal estate and State inheritance tax liabilities, it is techni- 
cally not possible to increase State tax rates to match increases 
in the Federal tax credit estate by estate, without overdoing it 
for some and underdoing it for other taxpayers. 

State legislators can be expected to resist tax rate adjustments 
which would increase the combined State and Federal tax liabil- 
ities of some of their constituents. We hasten to add, however, 
that there is no compelling need for insisting on equivalents be- 
tween the increase in the Federal credit and the increase io 
State taxes, estate by estate. To conserve the tax revenues, it 
would be necessary only that each State match the aggregate 
amount of the increased Federal tax credits with an increase in 
aggregate State death tax liabilities. To the extent possible, 
States would probably want to match credit and tax increases, 
estate by estate, to minimize changes in combined State and 
national tax burdens. However, a failure to do so would have 
less serious consequences in the case of death taxes than with 
respect to income, property or other annual taxes. Transfers 
of property from one generation to the next are typically taxed 
only once and taxpayers are less sensitive to change in their rates 
than to changes in annual taxes. 



We conclude therefore that if a higher Federal credit for State 
death taxes is enacted, its availability to taxpayers in the indi- 
vidual States would have to await certification by the Governor 
(presumably to the Secretary of the Treasury) that the esti- 
mated annual level of his State's death taxes has been raised in 
an amount corresponding to the aggregate increase in tax cred- 
its on Federal returns filed from his State. The manner in 
which this is accomplished should be left for individual State 
determination. This would require each State to decide, in the 
light of local circumstances, whether to attain this objective (1) 
through enacting an additional "pick-up" tax with the attendant 
complexity for its residents, tax practitioners, and administra- 
tors, or (2) by tax rate revision. Such exercise of political 
responsibility is an essential ingredient of vital State govenunent 
but may not be compatible with interstate tax uniformity. 

The foregoing discussion of the tax credit has been limited to 
the death taxes, but as noted in Part I above, the gift tax is an 
Wential complement of the Federal estate tax. I t  safeguards 
the estate tax against avoidance through the distribution of 
Property by inter vivos gifts. At the same time, however, it 
encourages such distributions by taxing gifts more favorably 
than estates. 

Since the gift tax influences the manner in which properties 
are passed from one generation to the next, it necessarily affects 
State revenues. The distribution of property during life auto- 
rnaticall~ removes that property from State taxation at the time 
of its owner's death. This relationship necessitates considera- 
tion of gift taxes in any plan for the coordination of inheritance 
and estate taxes. 

Proposals for liberalizing the credit for State death taxes are 
frequently coupled with proposals for a Federal credit for gift 
taxes paid to States. Proponents of a gift tax credit reason 
that gift tax revenues would compensate the States for some of 
their loss of death tax revenues resulting from the encourage- 
ment provided distributions of property during life by the Fed- 
eral gift tax. Some who regard the preferential treatment of 



gifts under the Federal tax system to be excessive see in the gift 
tax credit an instrument for stimulating the imposition of State 
gift taxes which would improve the balance between death and 
gift tax rates. 

A Federal credit for gift taxes paid to the States would in- 
deed encourage the enactment of State gift taxes. It would 
make them almost mandatory, for the States would be free to 
impose gift taxes secure in the knowledge that so long as they 
limited them to the tax credit, they would be availing them- 
selves of this revenue without adding in any way to the tax bur- 
den of their own residents. Inevitably, still another area of mi- 
versal tax overlapping would be created. To date 12 States 
have gift taxes; a gift tax credit would add to the list just as 
quickly as States could process the legislation. 

The Commission recognizes the State's claim to gift tax reve- 
nues. For most States, however, gift taxes would produce only 
small amounts of revenue, totally out of proportion to what it 
would cost to provide effective administration. Appendix 
Table W indicates that in 1960 the aggregate yield of the 12 
States' gift taxes was only $8 million; in earlier years even less. 
Only two States' annual collections reached $1 million. Under 
these circumstances a tax credit, with the universal tax overlap- 
ping it would produce, does not appear to be indicated. The 
State's claim for revenues on account of gift taxes could equally 
well be recognized by fixing the level of the new tax credit for 
State death taxes somewhat higher than required by death ta% 
considerations alone, with the avowed purpose of compensating 
the States for gift tax revenues. 



Chapter 6 

OTHER COORDINATION DEVICES 

In the preceding section we examined alternative ways of 
revising the Federal tax credit-the existing instrument for co- 
ordinating State and Federal death taxes. As indicated in our 
Statement of the Problem, however, we cannot limit our exami- 
nation to the confines of existing institutions. We deem it nec- 
W r y  to examine all principal possibilities for rearranging 
Federal-state death tax relations for only in that way can the 
alternatives be appraised in terms of long range requirements. 
we seek a lasting solution because intergovernmental tax ar- 
rangements are not readily changed. The present arrangement 
has survived for 35 years and we would hope that the next can 
Qtch its longevity. We turn now to these other coordination 
Possibilities. 

Separation of revenue sources 

In approaching the task of coordinating State and Federal 
death taxes to minimize the economic and social costs of tax 
overlapping, this Commission accepts as its point of departure 
the finding of the Kestnbaum Commission that while "complete 
separation (of State and Federal tax sources) is not practical at 
this time" there is merit in reducing existing tax overlapping to 
the extent possible. Additional revenue separation would be 
desirable and in the long run should be possible. This Federal 
SYstem functioned under separation of revenue sources during 
most of its first century of existence and that period is still re- 
membered by many students of this Federal system with 
Qwalgia. 
On abstract considerations alone, the inheritance and estate 

would appear to be logical contenders for this remedy. 



Their relatively small revenue contribution (less than 2 percent 
of the total) hardly warrants duplicate tax administrations, espe- 
cially in view of the paucity of tax enforcement resources at 
both the State and National level. The tax credit device, more- 
over, has failed to produce an integrated system of taxation, and 
separation has long been advocated by the professional organiza- 
tions and spokesmen for the States. The National Committee 
on Inheritance Taxation urged it in 1925 as the permanent solu- 
tion to follow a 6-year period of transition. I t  proposed the t a ~  
credit for temporary use only to facilitate more uniformity among 
State tax structures. The National Tax Association, composed 
of tax practitioners, tax administrators, and scholars opposed 
early attempts to inaugurate a Federal estate tax, both in peace- 
time (1909) and in war (1916) and one of its committees has 
proposed Federal withdrawal from the field at intervals since 
that time. The Joint Committee of the American Bar Asso- 
ciation, the National Tax Association, and National Association 
of Tax Administrators, as well as the Tax Foundation and the 
Governors' conference have each, at one time or another, rec- 
ommended that this area of taxation be relinquished for the 
exclusive use of the States. (A chronology of Federal-State 
death tax developments will be found in Appendix A. ) 

At least three arguments can be mustered in support of ex- 
clusive State taxation on property transfers at death: 

a. The States were first to develop this tax area and have a 
proprietary interest in it; 

b. The transfer of property from the deceased to his heirs is a 
privilege controlled by State law and in the absence of an he3 
the property reverts to the State; and 

c. The States have lesser financial resources and relatively 
more need for tax revenues than the National Government. 

Arguments against Federal withdrawal from this tax area) 
however, are not wanting. They are briefly these : 

a. Taxpayers have a strong propensity for migrating out froa 
under high State death taxes. If the protective umbrella of 
the Federal tax were removed, interstate competition would 
quickly dissipate the yield of these taxes; 

b. Although large estates are generally the product of fl 
nomic activity conducted on a national scale, they are highly 



concentrated in the few more highly industrialized States. Fed- 
eral taxation prevents an unfair concentration of the yield of 
death taxes in a relatively few States; 

c. Exclusive State taxation would increase multiple taxation 
and interstate jurisdictional conflicts; 

d. Estate tax revenues are unstable, depending upon the for- 
tuitous factor when a wealthy resident dies, and States are ill- 
equipped to absorb these revenue fluctuations; and 

e. State death tax administration is frequently divided be- 
tween legal and lay authority and between State and local re- 
sponsibility with the result that its quality is not uniformly good. 

These considerations tend to tip the balance of the argument 
in favor of National rather than State taxation of estates. But 
this is not the answer sought by most spokesmen for separation. 
n e i r  aim is exclusive State taxation. State governments, in 
any case, are in the field and some have occupied it for over a 
century. Their interest in at least joint occupancy of this tax 
area is strong and the institution of a tax credit, if not fully 
successful, is thoroughly established. We are thus confronted 
with a troublesome dilemma. On logical grounds there is little 
to justify universal tax overlapping in an area which produces 
less than 2 percent of tax revenues and at the same time requires 
very exacting tax administration. Were the problem being 
posed anew, without the background of over a century of prec- 
edent and three decades of disregard of the States' grievance, 
the decision would probably be revenue separation with national 
taxation. Under prevailing circumstances, however, a coordi- 
nation arrangement which gives at least partial recognition to 
both groups of contenders, the States and the Federal Govern- 
ment, appears to possess a priority claim, at least as the first 
step, on grounds of usage and custom, if not economy and effi- 
ciency. This was the remedy selected when this issue was last 
confronted in the 1920's. We are agreed that another con- 
certed effort should be made to revitalize it. This would not 
foreclose a reexamination of the question at some future time 
when the States' "appropriate share" of these revenues has been 
reestablished and some tangible progress in Federal-State fiscal 
coordination has succeeded in placing this issue into better per- 
spective. 



Our investigations have embraced a special form of revenue 
separation (division of the death tax area), one which would 
leave both the National and State governments in the field. It 
would divide it among them on the basis of size of estates, giving 
the States exclusive tax jurisdiction over the low and medium 
level tax brackets and the National Government over the higher 
brackets. 

The point of division or separation could be fixed at any level, 
depending upon the revenue objective. At estimated fiscal year 
1961 estate levels, a separation at the $150,000 taxable bracket 
level, for example, would aggregate about $500 million of Fed- 
eral revenue, as compared with the $195 million cost of the pres- 
ent credit. This includes not only estates below the designated 
bracket level, but the corresponding brackets of larger estates 
as well. 

The rationale of dividing the death tax area on the basis of 
size of estates is that the States obtain a large part of their reve- 
nue from small and medium size estates, while the Federal Gov- 
ernment obtains most of its revenue from the larger estates. A 
division along these lines would reduce sharply the number of 
Federal estate tax returns, an attractive advantage. If the Fed- 
eral tax, for example, applied only to estates with a taxable 
value (after deductions and exemptions) of over $150,000, the 
number of tax returns would be reduced by about 85 percent. 
Taxpayers' and tax practitioners' burdens would be eased since 
smaller estates would be subject to State taxes only. States 
would be left with exclusive responsibility in the area where in- 
terstate competition does not threaten their revenues. Estates 
above the separation point could be left to exclusive Federal ad- 
ministration with appropriate arrangements to earmark for the 
States the taxes attributable to the lower brackets (up to the 
point of separation). 

The division of the death tax area between the States and 
the National Government on the basis of size of estate could be 
implemented either by a Federal exemption or a tax credit. An 
increase of the present $60,000 exemption to $150,000, for ex- 
ample, would automatically release estates below this size for 
exclusive State taxation. It would have to be accompanied by 



a supplementary arrangement such as revenue sharing, to re- 
serve for the States the taxes attributable to the first $150,000 
of the larger estates. 

The exemption route to revenue separation, however, appears 
to have little appeal to at least some spokesmen for the States. 
They prefer Federal-State overlapping with a tax credit because 
it removes the level of State tax rates (within the credit) from 
the legislative arena and, more particularly, because property 
valuations, tax audits, and other operations incident to the col- 
lection of the Federal tax assist materially in the collection of 
State taxes. Admittedly, some State administrators prize the 
shelter afforded by the Federal tax umbrella more than others; 
some not at all. 

Revenue separation on the basis of the size of estate could be 
accomplished-also via the credit route, by providing a Federal 
credit for State taxes equal to 100 percent of the Federal tax 
liability on the tax brackets reserved for the States. The opera- 
tion of a 100 percent credit on the first $150,000 of every estate 
and zero credit thereafter (Alternative No. 6) compares as 
follows with the present credit: 

Taxable estate 

I I I Credit under Alternative No. 6 

Gross Fed- 
eral tax 
liabilities 

Present 
credit 

Amount 
Percent of 
gross Fed- 
eral tax 

Percent 
change 

over 
present 
credit 

One weakness of Alternative No. 6 is the 100 percent tax 
credit. Some spokesmen for the States are apprehensive and 
Understandably so, that if the tax credit discharged all Federal 
tax liabilities, the Internal Revenue Service would have no in- 
centive to concern itself with "credit only" returns. They recog- 



nize that limited enforcement resources exert a persistent and 
pervasive pressure on the Revenue Service to deploy its resources 
on tax returns which are likely to maximize revenues. These 
objections, however, are not compelling for the credit could be 
fixed just short of 100 percent, say at 90 percent, which would 
help to remove also the constitutional question whether the tax 
is being imposed for revenue purposes. Alternatively, the 
States could reimburse the Internal Revenue Service for the 
costs of administering "credit only" tax returns. 

Admittedly both methods for dividing the death tax area be- 
tween the States and the National Government have shortcom- 
ings. The exemption route would deprive the States of the 
enforcement aid and protection afforded them by the Federal 
estate tax and its administration which some State tax admin- 
istrators value highly. The tax credit route would tend to pro- 
duce some of the same result except to the extent that reimburse- 
ment overcame the Internal Revenue Service's lack of incentive 
to enforce the filing of correct tax returns. Perhaps the most 
important arguments against dividing the cloth between the 
States and the National Government is that it is too small for 
that purpose. 

Revenue sharing 

If it were the primary objective of the rearrangement of 
Federal-State death tax relations to give the States a larger 
share of tax collections, this could be accomplished by sharing 
an "appropriate" portion of Federal collections with the States 
on the basis of an "appropriate" allocation formula. The shar- 
ing of collections from one or more taxes, while without signifi- 
cant precedent at  the Federal level, has been and continues to 
be practiced on a substantial scale in the sharing of State tax 
collections with local governments. 

The proposal that the Federal Government share with the 
States the revenue from some of its taxes has been advanced 
for various purposes, most recently in Congressional bills to pro- 
vide financial aid for public education through sharing Federal 
income tax collections. 



It would accomplish the objective of providing State govern- 
ments with added revenue through Congressional action with- 
out awaiting conforming action by 50 State legislatures. I t  
would, moreover, leave taxpayers unaffected since existing State 
taxes would not need to be disturbed so long as the revenue 
sharing supplemented rather than displaced the States' own 
death taxes. 

The efficiency of revenue sharing in distributing financial aid 
to States is by the same token its principal weakness. I t  would 
separate responsibility for raising revenues from responsibility 
for expenditures. This consideration looms large in our minds 
because the strength of State governments will be no greater 
than the political responsibility they accept and bear. More- 
over, since it is proposed as a supplement to present State death 
taxes, not as a replacement for them, it would contribute nothing 
to simplifying the tax structure and easing taxpayer compliance 
and tax collection burdens. 

Revenue sharing arrangements are troublesome on practical 
grounds as well. The development of a consensus on a fair basis 
for allocating revenues among the States is a formidable under- 
taking. Proposals for revenue sharing are commonly coupled 
with the suggestion that the funds be distributed among the 
States on the basis of their immediate origin, i.e., State of col- 
lection. Since the estate tax base is heavily concentrated in the 
high income States, allocation on the basis of collections would 
provide only nominal aid to low income States where the need 
for additional revenue may be particularly pressing. I t  is un- 
necessary here to review the diverse considerations relevant to 
the allocation of revenues among the States to demonstrate that 
the debate surrounding that question is more likely to hinder 
than to speed a satisfactory resolution of the issues involved in 
the coordination of death taxes. 

The scope of that debate is foreshadowed by the accompany- 
ing Table 15 which illustrates the importance of the basis of al- 
location for individual States. To facilitate comparisons, the 
alternatives are presented in terms of the distribution of a unit 
of $100 million of estate tax collections among the States. The 
first column shows fiscal year 1960 collections from State im- 
Posed death taxes. The amounts the States are themselves able 



TABLE 15.-Distribution of $100 Million of Federal Estate T a x  Collections 
in Proportion to: ( I )  State Collections in Fiscal Year 1960; ( 2 )  Federal 
Collections in Fiscal Year 1959; ( 3 )  Taxable Federal Estate T a x  Returns 
Filed During Fiscal Year 1959; ( 4 )  Population as of July 1, 1959, and 
(5)  Population Times the Ratio of National Per Capita Personal Income 
to State Per Capita Personal Income 

[In thousands of dollars] 
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to collect are then compared respectively with distributions on 
four different bases: Federal collections (col. 2 ) ,  number of 
taxable Federal returns (col. 3 ) ,  population (col. 4) ,  and popu- 
lation adjusted inversely to per capita personal income (col. 5) .  

The distribution of a share of the National Government's 
death tax collections among the States would not materially 
improve intergovernmental tax coordinations. To be sure, some 
additional funds would be shifted from the National to State 
treasuries. This might satisfy the States' claim for a larger 
share of death tax revenues. In most cases, however, the fiscal 
position of individual States would not be appreciably improved 
because the magnitudes involved would be small. The distri- 
bution in any event would disregard relative State and Federal 
revenue needs. Some funds would inevitably go to some States 
which could raise the amounts involved at least as readily as the 
National Government. 

Efforts to tailor the State-by-State distribution to relative 
revenue needs would involve the tax coordination question in 
the whole range of issues entwined in the debate surrounding 
the role of equalization grants in Federal-State fiscal relations. 
m i l e  that issue cannot be deferred indefinitely, the small 
amounts involved in death taxation do not provide an auspicious 
battleground for it. 

The foregoing has primary relevance for the scope of revenue 
sharing with respect to such additional portions of Federal 
estate tax revenues as it is desired to relinquish to the States. A 
somewhat different group of considerations is brought into play 
by the proposal to use revenue sharing to replace both the pres- 
ent credit and the States' own taxes in excess of the credit. This 
would substitute a single National tax for the present aggrega- 
tion of Federal and State taxes. It suggests the postwar rental 
device employed by Canada. In  that country a majority of the 
Provinces agreed to vacate certain tax areas, including death 
duties, for a specified number of years in return for specified 
revenue distributions from the National Treasury. The ar- 
rangement, however, has not met with universal applause and 
is currently being reexamined. 

In the case of death taxes, tax rental and revenue sharing ar- 
rangements pose a special problem because the States derive a 



substantial amount of revenue from small estates not now sub- 
ject to Federal tax. To  compensate the States for surrender- 
ing this revenue, it would be necessary to place at  their disposal 
Federal taxes collected from larger estates or from the reduction 
of the Federal exemption. A reduction from $60,000 to 
$25,000 or $30,000 would approximate the present yield of State 
taxes below the Federal exemption. This would not be illogical 
if most States desired it. Some have urged it. 

I t  must be recognized also that political attitudes toward the 
level of death taxation may vary among the States; some may 
want to tax estates more heavily than others. This circum- 
stance alone poses no significant barrier to tax sharing, how- 
ever, for the device of a State-determined supplement to the 
Federal tax could readily be administered in conjunction with 
the Federal tax. Such supplement, however, could allow for 
no interstate variation with respect to the definition of taxable 
property. I t  would have to be limited to State supplements 
expressed as a specified percentage of Federal tax liability. 

Tax rental concepts and State tax supplements have had little 
consideration in the United States and we cannot foretell how 
they would be received. Some States would probably elect to 
vacate the death tax area in return for an "adequate" revenue 
share. Some may value their right to shape their own death 
taxes "above any price." A consensus among the States is de- 
voutly to be wished but not readily realized, especially now when 
some feel aggrieved. 

Tax rental arrangements offer one route to the elimination of 
tax overlapping and this would serve the objectives of simplic- 
ity, efficiency, and national economic policy. The obstacles in 
its path are many, including more than a century of independent 
State taxation and some highly prized institutional values. It 
would, moreover, involve separation of responsibility for spend- 
ing public funds from the political responsibility for raising them. 
Whether the disadvantage would be outweighed by the elimina- 
tion of tax overlapping is a value judgment. Clearly, however, 
if revenue separation and revenue sharing arrangements have 
any scope at all, it is within the context of a broad coordination 
program in which gains and losses are reasonably balanced and 
constituent governments are afforded the opportunity to exer- 
cise their respective value judgments. 
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Appendix A 

CHRONOLOGY OF FEDERAL-STATE DEATH 
TAX DEVELOPMENTS 

Wartime (1898) Federal inheritance tax is repealed. 
President Theodore Roosevelt recommends a Federal inheritance 
tax. 

National Tax Association recommends that inheritance taxes be 
reserved for exclusive use of the States. 

International Tax Association develops Model Inheritance Tax 
Law. 

The Progressive Party endorses a Federal death tax with distribu- 
tion of part of its proceeds to the States. 

Federal estate tax is enacted. 
President Wilson advises Congress that the estate tax should be re- 

tained as a permanent feature of the Federal fiscal system but its 
relationship to State fiscal systems reconsidered. 

National Tax Association requests repeal of Federal estate tax. 
Federal estate tax rates are increased, with provision for a tax credit 

for taxes paid to States limited to 25 percent of Federal liability. 
President Coolidge proposes a National conference of tax officials to 

consider overlapping taxes. 
National Tax Association organizes National Conference on Estate 

and Inheritance Taxation which develops recommendations for 
coordinating State and Federal death taxes and develops Model 
Succession Tax and Estate Tax Laws. 

Federal estate tax exemption is increased, rates reduced, and credit 
for State taxes increases to 80 percent. 

Federal estate tax exemption is reduced and rates increased by the 
imposition of an additional estate tax against which credit for 
State taxes is not allowed. (Similar additional increases were en- 
acted in 1934, 1935,1940 and 1941.) 

Federal gift tax is enacted without credit for gift taxes paid to States. 
New York State Commission for Revision of the Tax Laws proposes 

a graduated Federal tax credit. 
Interstate Commission on Conflicting Taxation of the Council of 

State Governments proposes a graduated Federal tax credit. 
National Industrial Conference Board proposes that States be au- 

thorized to add supplements to Federal estate tax. 



1942 A special Committee on Federal, State and Local Government 
Fiscal Relations designated by the Secretary of the Treasury sub- 
mits plan for revising, modernizing and broadening the Federal 
estate tax credit, including two-step graduation. 

1946 United States Chamber of Commerce recommends repeal of Federal 
estate and gift taxes and their return to the States. 

1947 Joint Committee of the American Bar Association, the National Tax 
Association and the National Association of Tax Administrators 
recommends that the Federal Government withdraw from death 
taxation. 

1947 Joint Conference of Governors and Representatives of the Congress 
recommends more equitable distribution of tax revenues between 
the National Government and the States. 

1947 Tax Committee of the Council of State Governments recommends 
a credit for State taxes against the additional Federal estate tax. 

1948 National Association of Tax Administrators recommends increasing 
the scope of the estate tax credit. 

1948 The Committee on Federal-State Relations of the Hoover Com- 
mission recommends revision of estate and gift taxes to increase 
the States' share of these revenues. 

1949 Council of State Governments suggests to Hoover Commission that 
in the long run States might relinquish death taxes in exchange 
for National withdrawal from more widely and evenly distributed 
tax sources; that in the meanwhile, the estate tax credit should 
be revised and updated. 

1950 National Association of Attorneys General requests a tax credit 
against the additional Federal estate tax. 

1951 National Association of Tax Administrators recommends a 33% 
percent tax credit against the additional Federal estate tax. 

1952 Governors' Conference recommends integration of the two Federal 
estate taxes and an increased tax credit. 

1952 A Treasury tax study prepared for the Subcommittee on C6 
ordination of Federal, State, and Local Taxes of the Committee 
on Ways and Means recommends integration and simplification 
of the Federal dual estate tax structure as prerequisite to 
improved Federal-State tax coordination. 

1954 National Tax Association's Committee recommends an increase in 
the Federal tax credit. 

1955 Commission on Intergovernmental Relations (Kestnbaum) recom- 
mends that when further tax reduction is possible, the Congress 
give full consideration to the problems of tax overlapping. 

1956 National Association of Tax Administrators recommends a 50 per- 
cent tax credit and that States be given a share of the gift tax 



1957 Joint Federal-State Action Committee (Governors and Federal 
officials) establishes a technical committee of experts to develop 
plans for coordinating inheritance and estate taxes. 

1960 Joint Federal-State Action Committee recommends coordination 
of Federal and State death taxes for the attention of the newly 
created Advisory Commission on Intergovernmental Relations. 

1960 Advisory Commission on Intergovernmental Relations undertakes 
study of State and Federal inheritance, estate, and gift taxation. 



Appendix B 

NOTE ON STATISTICAL SOURCES AND THEIR 
LIMITATIONS 

This analysis of intergovernmental relations in inheritance, estate, and 
gift taxation utilizes data obtained from a variety of sources. This note 
identifies these sources and explains the limitations of the data to assist 
readers in interpreting them. 

State tax collections. State death and gift tax collections are compiled 
annually by the Bureau of the Census, Governments Division, and ~ublished 
in the serial State Tax Collections. The breakdown between death (in- 
heritance and estate) and gift taxes appears in the Bureau of the Census 
serial Detail of State Tax  Collections. These data exclude locally retained 
collections in those States where State imposed death taxes are locally ad- 
ministered and parts of collections are retained there. The amount of local 
death tax collections was estimated partly on the basis of statutory provi- 
sions and partly on the basis of the tax collections of local jurisdictions 
reported in the 1957 Census of Governments and in the Compendium of 
City Government Finances. Death tax revenues are retained by local 
jurisdictions in 10 States and are particularly significant in 3. In Ne- 
braska all inheritance tax collections are retained by the counties; the 
State receives only the "pick-up" tax. In North Dakota the counties retain 
65 percent. In Ohio, municipalities and townships retain 50 percent. The 
provisions applicable in the seven other States are noted in the footnotes 
to Appendix Table L. Data for the District of Columbia, included with 
local collections, were supplied by the District's Finance Office. 

Federal tax collections. The Annual Report of the Commissioner of 
Internal Revenue reports estate and gift tax collections by Collection Dis- 
tricts and States. The State-by-State breakdown is on the basis of the Col- 
lection District in which the return is filed, which generally corresponds to 
the domicile of the decedent. Since Federal estate tax returns cover the 
decedent's total property, wherever located, the aggregates for any one State 
may and generally do include property in other States. Similarly, credits 
claimed on Federal returns Ned in any one State may represent taxes paid 
to other States. This is of particular importance with respect to real estate 
which for inheritance and estate tax purposes is taxable in the State in 
which it has situs without regard to the domicile of the decedent. Recent 
data on out-of-State real estate reported on Federal estate tax returns are 
not available. Data from 1940 returns are shown in Appendk Table U. 
In 1940, out-of-State real estate represented about 9 percent of all real 



estate reported on Federal estate tax returns. Since that time absentee 
ownership of real estate, particularly in minerals and oil properties, has 
doubtless increased. 

Federal tax collections, as reported by the Commissioner of Internal 
Revenue, are gross before adjustment for refunds. The amount of estate 
and gift tax refunds are not available by Collection Districts. In the ag- 
gregate, refunds represent about 2 percent of gross collections. Statistics 
on aggregate Federal estate and gift tax collections used in this report are 
net after refunds. 

Federal revenue estimates. Estimates of the probable effect of alter- 
native revisions in the tax credit on Federal tax collections were in part 
supplied by the Tax Analysis Staff of the Treasury Department, and in 
Part were prepared by the Commission's staff on the basis of the special 
tax credit study described below. 

Federal estate tax liabilities and credits. Statistics of Income, compiled 
by the Statistics Division of the Internal Revenue Service, reports Federal 
estate tax liabilites and credits by States. The most recent tabulation 
(Statistics of Income, 1958) made available in advance of publication for 
purposes of this study, coven estate tax returns filed in 1959. Similar 
compilations are available for prior years except for 1952, 1953, 1955, and 
1958. Returns filed in those years were not tabulated. 

Statistics of Income are compiled from unaudited Federal estate tax 
returns on 100 percent basis (not from a sample). Since audit frequently 
increases tax liability, these data understate the amount of Federal credits 
claimed for taxes paid to States. This should be kept in mind in comparing 
tax credits with State tax collections. Information on increases in Federal 
tax liabilities and tax credits resulting from audits is incomplete. Aggre- 
gate tax liabilities shown on original tax returns are believed generally 
to be increased about 10 to 15 percent through audit. This typically re- 
sults in more than a proportional increase in the amount of the tax credit. 
While increases in tax liability due to audit are generally relatively larger 
for small than for large estate tax returns, the credit bears a higher ratio 
to tax liabilities as the size of the taxable estate and the amount of tax 
liability increase. 

In  comparing the amount of tax credits with State collections two 
additional factors should be kept in view. States generally tax a large 
number of estates which are exempt from Federal tax. In  these cases 
the tax credit does not come into play. The other factor is a difference 
in the reporting period. Statistics on credits claimed on Federal returns 
are tabulated on the basis of the year in which Federal returns are filed. 
Federal law allows executors 15 months following the date of death to file 
estate tax returns. The extent to which executors avail themselves of all or 
Part of this period of grace depends on individual circumstances. Statistics 
on State collections are for fiscal years and it is not possible to generalize 
about the relative timing of the filing of the Federal returns and payment 



of State taxes. Tax settlements frequently extend over a year or more with 
partial payment at time of filing and final payment at the time of final tax 
settlement. Adjustments in Federal liabilities generally imply correspond- 
ing adjustments in State liabilities. To minimize the distorting effect of 
difference in timing between State collections and the filing of Federal 
returns, comparisons used in the study are based on aggregates for the 7 
of the past 11 years for which data from Federal returns are available. 

The aggregate for seven years minimizes also the distorting effect of 
year-t-year fluctuations in estate tax returns. The importance of this 
factor is illustrated by a comparison of aggregates for the two most recent 
Statirtics of Income years. The amount of credits claimed on Federal re- 
turns declined (for the first time in several years) from $147 million for 
1957 to $1 3 1 million for 1959. This decline was due to the fact that there 
were four returns in excess of $20 million each in 1957 but only one in 
1959. In consequence, the amount of credits in this one size class alone 
declined from $22.6 million to $3.9 million. Moreover, the three States 
which accounted for the four $20 million estate tax returns in 1957 had 
none of this size in 1959. 

Distribution of estates by size. The information on the distribution of 
Federal estate tax returns by States and by size of the estate was obtained 
from a special tabulation of 1959 Federal estate tax returns prepared by 
the Internal Revenue Service, Statistics Division, for use in this study. 
One tabulation was prepared on size of gross estate basis; another on size 
of net estate (before specific exemption) basis. These tabulations show 
the number of returns filed, the gross and taxable estate, Federal tax lia- 
bility before credits, and the tax credit for 20 separate size classes, by 
States. These size distributions provided the basis for calculating the 
effects of alternative credit methods on Federal and State tax liabilities. 

Comparative State inheritance and estate tax rates and tax burden data 
(Appendix Tables E through G) were prepared by the Tax Analysis St& 
of the Treasury Department on the basis of the Commerce Clearing House 
Inheritance, Estate and Gift Tax Reporter. 

Tax credit study. A special study of the interrelationship of the Federal 
estate tax credit and State and Federal tax liabilities to determine the 
automatic effect of alternative credit methods on State and Federal tax 
liabilities was conducted jointly by the Treasury Department and the tax 
administrators of 30 States and the District of Columbia. The study was 
initiated under the auspices of the Joint Federal-State Action Committee in 
cooperation with the Committee on Intergovernmental Relations of the Na- 
tional Tax Association to assist in the consideration of proposals to in- 
crease the tax credit. I t  was completed under the auspices of this 
Commission. 

The credit study was based on a representative sample of tax returns 
for decedents in 1956. This generally corresponds to returns fled during 
1957. That year was selected in preference to more recent returns to in- 



sure that the vast majority will have been audited and final tax liabilities 
established. Tax changes in audit are especially important for estate tax 
returns. Where appropriate, adjustments were made to allow for post-1956 
changes in State tax rates and exemptions. The study was limited to tax 
returns with a net estate of $60,000 or more before the Federal exemption. 
Estates below this amount are not subject to Federal tax. I t  included 100 
percent of returns for gross estates of $1 million or more and a sample of 
smaller tax returns. The proportion of $60,000 to $1 million returns in- 
cluded in the sample varied from 12% percent to 100 percent, depending 
upon the number of Federal returns filed from the particular State. Gen- 
erally, the States with fewer than 400 returns a year were covered on a 
100 percent basis; those with large numbers of returns on a sample basis. 
In the aggregate, the sample included about 7,500 matched Federal and 
State estate tax returns from 30 States and the District of Columbia. 

For purposes of the study the participating States were classified into 
two groups so as to make maximum use of data available from Federal tax 
returns and to minimize the task of the State tax administrations. 

Group I included the States in which the files of estate tax returns main- 
tained in the District Offices of the Internal Revenue Service were so 
organized that the District Director could draw a random sample of Federal 
estate tax returns filed in 1957. In these cases the District Directors trans- 
scribed the required data from the Federal returns on forms especially 
developed for this purpose in those cases where the State elected to par- 
ticipate in the study. The forms containing the Federal tax information 
were then made available to the State tax administrations for further proc- 
essing. This consisted of matching the Federal tax return involved with 
the State tax return for the same estate, transcribing the required State 
tax information and calculating the effect of alternative credit methods 
on State tax liabilities for each estate. To show the automatic effect of 
changes in the credit on State revenues, calculations were made on the 
basis of present State law. 

Group 2 included the States in which the local filing practice in the Dis- 
trict Director's office made it impracticable to draw the sample from the 
files of Federal estate tax returns. In these cases the sample was drawn 
by the State administrations from the files of State tax returns in accord- 
ance with a prescribed sampling rate. Instructions and forms for this pur- 
pose were developed, printed and distributed by the Internal Revenue 
Service. (Copy attached.) The State sample was then made a d a b l e  
to the District Director who entered the necessary data from the cor- 
responding Federal estate tax file and returned the schedules to the State 
for final computation. Upon completion, all data sheets were shipped to 
the Statistics Division of the Internal Revenue Service for editing and 
P~ocessing. 



Six States were not invited to participate in the study. Five of these 
(Alabama, Arizona, Arkansas, Florida, and Georgia) impose only "pick- 
up" taxes and the response of their revenues to changes in the tax credit 
can be estimated with reasonable dependability on the basis of Federal tax 
returns. The sixth (Nevada) does not impose a death tax 

The credit study provides information on the effective rates of State 
death taxes under the present and alternative credit methods for the par- 
ticipating States, by estate size brackets, and on the relations of these State 
tax liabilities to Federal tax liabilities and Federal credits, also by size 
classes. The results, however, were found to be inconclusive with respect to 
State aggregates because internal checks revealed that in some cases the 
sampling rules were not rigidly observed. In consequence, the aggregates 
were recomputed by applying the effective rates by size classes and States, 
obtained from the credit study, to a distribution of all Federal estate tax 
returns for 1959 by States, provided by the Internal Revenue Service, 
Statistics Division. The results obtained for 1959 were then raised to 
fiscal year 1961 levels in proportion to the Treasury's estimate of the in- 
crease in Federal tax liabilities. 

It should be emphasized that the results obtained provide only an approx- 
imate measure of the automatic effect of revising the tax credit on the 
revenues of individual States because (1) the calculations are based on 
1 year's tax returns in an area of taxation characterized by unpredictable 
year to year fluctuations and that 1 year chanced to be one with an 
unusually small number of very large estates particularly significant for 
the industrial States; and (2) the inflation of the results obtained to 
current revenue levels is based on a national aggregate from which individ- 
ual States depart significantly. Despite these limitations, the results should 
meet the needs of the individud States for whose guidance they were pre- 
pared. The limitations stem largely from the irregularity of large estate 
tax returns and the administrators in the individual States familiar with 
their local situations are best able to adjust for it. 

Measures of revenue stability of credit methods. Reference was made 
above to measures of the relative revenue stability of alternative credit 
methods. The calculation of these stability measures is contained in ac- 
companying Tables 16 and 17. They pertain to Alternative No. 3, which 
would provide a credit equal to a uniform pexentage of gross Federal 
estate tax liability (before present credits), and to Alternative No. 4, which 
would provide a two-step credit equal to 80 percent of the gross Federal 
tax liability on the first $250,000 of the taxable estates and 20 percent of 
the tax liability on the balance of estates. 





TABLE 17.-Array of States According to Deviations from National Average of the 
Percentaks Changes in the Amount of Tax Credits from 1957 to 1959 u n d n  
Alternotrues No. 3 and No. 4 

state &ate Alternaeive 
No. 4 - 

Source: Derived trom Table 18. 

The calculations are based on equal revenue aggregates under the two 
credit methods. 

The average deviation of the 1957 to 1959 percentage &ang= in the 
tax credits of the individual States from the average percentage change 
for all States (and the District of Columbia) is 32 percent under the mi- 
form tax credit (Alternative No. 3) but only 21 percent under the two- 
step tax credit (Alternative No. 4). The medians of the deviations are 
18.4 percent and 11.9 percent, respectively. The superior stability of the 
two-step as compared with the uniform credit is demonstrated also by 
Table 17. Under the two-step tax credit the range of the 1957 to 1959 
percentage changes covering half of the States was 18 percentage points 
(8.0%-25.7% as wmpared with a 33 percentage point range (8.9%- 
42.1 %) under the uniform credit. 
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Appendix C 
TABLE A.-Federal and State znheritance and Estate Tax Collections 

Fiscal Years 1949-1961 
[Dollar amounts in millions] 

Fiscal year Total 1 

sm. 7 
816.2 
807.4 
043.1 
882.6 

1,106.8 
1.080.7 
1,349.0 
1,671.0 
1, an. 6 
1,667.4 
1,831.7 
(9 

Btate M per- 
cent of total 

19.8 
m. 3 
23.6 
Zho 
21.9 
21.9 
22.6 
Zh6 
21.0 
21.6 
21. 9 
! a 4  

('1 

1 Net, after refund% Collections for 1949-1953 on collections bssis; since 1963, on bask of"Montb1y State 
merit of Recei ndltures of the U.8. Oovernment." 

J Excludes I % t ? ~ c % % m b i a  and State lm-d taxes retained by local jnrlsdletlons aOgregetfng $16 
mUUon in 1858. 

Estimated. ' Not 8~8ilable. 
NOTE: Due to rounding detail wlll not necesdly add to totals. 
Bourca: U.8. Treasury Department; Bureau of the Census, Oovernments Division. 

Total 

- - 

1 Net alter refunds. Collections for 1949-1863 on colleotions byis; sinoe 1968, on basis of "MonthlJ 8tate- 
merit of Receipts and Expendituras of the U.8. Government. ' Estimtnd. 

a N o t ~ ~ a f l ~ b l e .  
NOm: Due to rounding detail will not necsasarily add to totala 
hm:  U.8. Treasury Department; Bnreaa of the Oenaas, Government8 Divislon~ 



TABLE C . S t a t e  Death and Gift  Taxes-Dates of Adoption 
DEATH TAXES 

Before lSOO I 
Califomla, Connecticut. 

Delaware, Ilhois, 
Iowa,  Louisiana 
Maine ~ a r y l a n d '  
Massachusetts, ~ i c h i !  
gan Minnesota Mis- 
so& ~ o n t a n a '  New 
~ a m b h i r e  ~ e k  Jer- 
sey, New gork, North 
Carolina, Ohio, Penn- 
sylvania, T e n n w ,  
Vermont, Virginia, 
West Virginia; total, -- 

Arkanrrss lW1. Col* 
rado 161. ~ d h ,  1901; 
~ a s ) h i n  ion, 1901; 
North jakota 1903. 
Oregon, 1903;  con: 
sin, 1903; W oming, 
1903; h u t h  gakota, 
1905; (Hawall), 1906; 
K e n t u c k y ,  1906; 
Idaho 190'1; Okla- 
homa: 1807; Texas, 
1907; Kansas, 1909; 
total, 14+1. 

1911-20 

irimna 1912' 
~ r g i a  ieia. 
Indians) 1913: 
~ h o d e  hand, 
1916. Missis- 
sippi, 1918; New 
Mexico, 1919; 
(Llsska), 1919; 
total, 5-l-1. 

QIFT TAXEB 

Nebraska 
1921. south 
c a r h a ,  
1822. 
totai, 2. 

Alabama 
1931; dor-  
ids 1931; 
to&, 2. 

19314 

Oregon 1933' Wiswnsln 1 W  Virglnis, 
1834. '~Inhesota 193;. ~ d r t h  Car* 
ltna,'l937; ca l i fo~ ia ,  1639; Tennassee! 
1939. Colorado, 1939; Loufsisna, 1940, 
totai, 9. 

Grand total, 49. 

194l-W 

Oklshoms 1941. Wash- 
ington 5941. ' Rhode 
~sland: 1942;'total, 3. 

Grand total, 12. 

TABLE D.-Federal Estate Tax Rates and Exemption under 1926 Act, and ~ e d e r d  
Estate and Gift Tax Rates and Exemptions under Present Law 

Tsx bracket 
(thousands of dollars) 

Equaltng Not 

(1) 1 

Bpeciflc exemption ...-- 

Estate tax I QUt tar  

1826 Act 

Rate 
(percant) 

Tax on 
amount Ln 

wl. (2) 

- 
Present law I Present law 

Rat0 
(percent) 

Tar on Tar  on 

eol. (2) 



TABLE E . S t a t e  Estate T a x  Rates and Exemptions,' July 1,1960 

Wo of 1828 Federal rates .-.--..-.--.-- 
of 1828 Federal rat-. -........--.- 
of 1828 Federal mtm ...-....--.-.. 
of 1828 Federal rates ..------...... 
of 1828 Federal rates .-.--....-.... 
of 1828 Federal ratas .----.-...---. 

'heasury Department, Tax Analysis Staff 
1 Excludes 8tatss shown in Table F whlch, ln addltlon to their inheritance taxes, levy an estate tax to 

Ware fill1 ahsorDtion nf the RO Derrnnt Federal medit. - . - - - -. -. = . -. - - - . -. . . = .- -. -. - . -. - -. - . -. . 
8 An additional estate tax is imposed to m e  full absorption of the 80 percent Federal credlt. 

@,000 of transfers to spouse and $5,000 to each llneal ascendant and descendant and to other specUled 
Watives are exempt and deductible from Brst bracket. 

4 Exem~tion for s~ouse Is $20.000 or MI percent of adlusted estate, for minor child $5,000, 
ancestor or descendinta $2,000: 

Entire estate above &emption. 
8onrce: Oompfled from Commerce Clearlng House, Inheritance, Eslatc and Gift Taz Reporfct. 

for llneal 
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TABLE H.-Deductibility of Federal Estate Tax  for Purposes of Stats Znhen'tancr 
and Estate Taxes, as of July 1,1960 

State Federal estate tax 1 deductible 

No. 
Yes. 
No. 
No. 
No. 
No. 
No. 
No. 
Yes.1 
No. 
No. 
No. 
Yes. 
Yes. 
No. 
Yes. 
Yes. 
Yes.' 
No. 
Yes. 
Yes. 
Yes. 
No. 
Yes. 
No. 
Yes. 

-- 

Btate Federal estate tax I deductible 

- 
In proportion to the ratlo of the value of the estate subject to Btate tax to the value subject to Federal 

ret 
burca: Compiled on the bash of Commerca Clearing H o w ,  Znhnitanu, &:ate, and Gift Tor Reporter. 







CI 
w 

TABLE K.-Stata Death Taxes on Selected Si- fitatis, Lcft One-halj to Each of Two Adult Childrm 
03 

I Net estate after deductions,l but More apeeific exemptions 







1 Countles retaln 10 percant of net mllectlons. 
8 Countles retaln $750 (after expenses) from taxes by each estate. * Countlea retaln 6 percent of mllectlons. 
4 Olerks retaln commlsslon eaual to about 7 Dermnt of mllectlons. 
I Probate j u d y  retaln 2H ptiroent as thefr I&. 
I Inherltanca ax retalned by muntles; State collects only estate tax. 
r Countlea retaln 66 percent of collections. 

8 Munlclpallties or townships retain MI percent. 
@ Countles retaln 10 percant. 
I* Countles retaln 7% percent of net mllectlons. 
Eourca: Bureau of the Census, Governments Dlvlslon. 
NOTE.-Detall may not add to total due to rounding. 



TABLE M.-Computation of  Maximum Credit for State Death Taxes 

Taxabb Taxable 
estate estatenot 

equaling exceeding 

Oredit on 
amount in 
mlumn (1) 

Rate of 
credit on 

exma over 
a m m t  in 
column (1) 

Tarable 
estate 

equaling 

Taxable 
estate not 
excseding 

Oredit on 
amount in 
columu (1) 

Rate of 
credit on 

exma over 
amount in 
column (1) 





+ TABL~ N.--Credit for State Death Taxcz as P m t  o f  Gross Fedmal Estatc Tax LiabiliQ, for Taxablc Estatc Tax Rcturns Filed during 7959, by Net Estatc 
tr3 
IP bcfore Sjma& Exemption Classes-Continued 

I Net eatate before apedflc exemption (in thousands of dollars) 

1 Not available. 
Soarm: IntPanal Revenue Bervica, speoial tabulation. 



TABLE 0.-Number of Taxable Estate Tax Returns Filed during 1959; Percentage 
Distribution by "Net Estate before Specific Exemption" Size Classes, Cumulative 
from Lowest Estate Class 

I Net estate before specific exemption clms (in thousands of dollars) 

Alabama .----.----------------- 
Alaska -.-------. .-.------- - ---- 
Mzona .--..--- .--- ..- -- ------- 
A r ~ S a s ~  --- - - -- - - - - - -- --- - ---- 
California ...-.-.-.. ------------ 
Colorado .--.----.. . ------- ----- 
Connecticut ...-------------- --- 
Delaware.. . . . - . - . . . - --- - - - -- -- 
District of Columbia ----.-.--.. 
Florida ..-.-- ..-- -.---------- --- 

MIuybd ..--.--- .- -- .--- ------ 
Massachusetts- - .-.------------ 
Michigan- - .--.---------------- 
Minnesota- -.--. .-- ..- .--.-. --- 
MWisslppi ..--.-- ---- -- -- isslissl isslissl -- 
Missouri- .. -- --. - -. - uriuriuri - - -- - uri -- 
Montana .--- -- .-- - -- - - - - - - -- - - - 
Nebraska.. .-.-- .--- ---- ------- 
Nevada .-..- -- -- ..-------- -- --- 
New Hampshire- -.-.---.------ 
New Jersey ...--------..------- 
New Mexico ..----.------------ I 
New York ...-.--.-.-.--------- 
North Carolina ....--.--------- 
North Dakota .....---.--..----- 

Utah. - -----. - ---- - - ---- --- - - -- - 
Vermont ----- 
vtrglnia - - - - - - - - - - - - - - - - - - - - - - - - 
WsshingtQn .---.- ..------------ 
West Vtrglnia .----------------- 
Wisconsin .-.-..--.------------- 
Wyoming ...................... 

Over 
1,000 

Source: Internal Revenue Servios, speclal tabulation. 



TABLE P.-Amount of Credit for State Inheritance and Estate Tares Claimed on 
Federal Estate Tax Re turn  Filed in Selected Years, 1949-1959 

[In thousands of dollars1 

m a  041 
Alaska. - . . --. . . - . . -- ta ta -- - ta ta ta - ta ta - -- - - - . - - . 
brlL0ua .----------------------- 88 
Arkansag -.-.-.--.-.-..--------- 117 
oawornfa .-.-..-.-ornfaornfaornfaornfaornfaornfaornfaornfaornfaornfaornfaornfaornfa 11, a38 
Colorado -...------.------------ 663 
Conneoticot .-.--.-.------------ 32 
Florida .-.,.-.--.--dsdsdsdsdsdsdsdsdsdsdsds 2: 384 - -  * 0a7 

Msasschumtts. -. -.---------- -- 
M ~ ~ ~ - ~  ------------------- 
Minnesota. - - -. -- -- - - ------- --- 
=~-pi ---- ---- ---- ---- --- - ...................... 
Mmtam ---- - - - - - - - - - - - - - - - - - - - 
Nebraska-. . -- - ---- ..-. -- - ---- - 
Nevada-. --. .- . -. .. -- -- - -- ----- 
New Hampshire .-.-.---------- 
New Jeraey ,--.--.--..-.------- 

Ohio- ---. .--- ------- --- ---- ---- 
Oklahoma .--.----.-.----------- 
Oregon-.-. - - -- - - - -- on on on on on on on on on on on on 
P~nnsylvania. ~--~.llllllllllll 
Rbode Island ....-.-...-------- 
math OamIlna --------.-------- 

237 
.-------- 

41 
54 

ti, 617 
287 

E 
7m 
W 

.-------- 
as 
E 
216 
a49 
a42 
730 
258 
991 

2, 
1, g 

1% 
978 
62 

117 
161 
117 a na 
m 

1 4  a i l  
5m 
17 

2,24a 
926 
440 

9,239 

L6 
44 

918 
a, 

88 
829 
144 
led 

1' y 

a8 
19,939 
2,476 

60 

%; 
825 

6,218 
748 
loa 

Note: Due to mundtng detsn nin not -y add to totab. 
&m: I n b a l  Rewnne M c e ,  Stot*Lfu of I-. 



TABLE Q.-Credit for State Death Taxes as a Percent of Federal Estate Tax Liability 
before Credits, by  States, for Taxable Returns Filed during Selected Years 1949-1959 

[Percent] 

Alabama .-.------.-..bamabamabamabamabamabamabamabamabamabama 11.03 
Ala9ka.. - . . . - . - - - - - - - - - - - - - - - - - . . . -. - -. - 
A r i  7.29 
AIkems ..---.---.------------- 7.74 
California  mimimimimim mi mi mi mi mi mi mi mi mi mi mi mi 12.71 
C o l o d o  - -  10.09 
Connecticut -.------------------ 11.67 
Delaware- ------------------.-- 16.30 
Florida -..-.-.----------.------ 12.18 
h r g i a  -.--..------------------ 9.12 

Nevada ----------------- ---- --- 
New Hampshire --..-.-.-.-.-.- 
New Jersey ....--.------------- 

I Total includes Distrlct ol Oolumbla and a few tax retuns filed from outslde the OontLnental United 
states. 
&arcs: Internal Revenue Service, W r t k r  ojlncorm. 



r TABU R.-Maximum Credit Allowed under Federal Estate Tax  for Taxes Paid to States, as Percent of State Death Taxes, for Selected Size Estates, Left One-half 
N 
ED to the Wife and One-jourth to Each of Two Adult Children 

1 Net estate, after deductlons,l but before speciflc exemptioru 

----- 
Mulmum yedarl credit for state taxeS-AmountttI N o  I None I None ( N O ~  / $1. 'ZOO 

As oercent of State Tar: Percent 

New Jersey -.-------.--------------.---------- ..----.--... ----------_- ----.--.---. .--------.-- 
New Mexieo ....-------.---------------------- ----..----.- ..---------- -..--------- --..-------. 
New York ..-.._--.-.-._-------..------------- .---..--.--- .--------__- -.----._---- -_._---..--_ 
North Omlina.. ----..-----.---------------- -.-.-------- --.------.-- ----..---.-. ------.---.- 
North Dakota .---.-.------------------------- -.-.------.. --...------. .-------.--- ----.-..---- 
O b i ~ -  -. - -..-------.-----.------------------- ... ------- .. --..-------- ----..- ----- .----------- 
Oklahoma -.-------.--- --- - --- -- -- ---- -- -- ---- . .----. .- .-. -- .------- .. ----- - --. --. - - - ..- ---. -- 

$6 fm 
Percent 

100.0 
32.8 

100.0 
100.0 
33.6 
16.6 
22.6 

27.6 
100.0 
100.0 
17.9 
24.9 
22.2 
27.7 

22.8 
47.6 
18. 1 
29.4 
21.9 
96.6 
21.8 

22.9 
18.8 
24.1 
60.0 
14.8 
99.7 

100.0 

26.3 
86.1 
46.9 
19.1 
24.6 
26.6 
14.5 

$10, OoO 
Percent 

100.0 
37.4 

100.0 
100.0 
34.1 
17.1 
23.8 

30.6 
100.0 
100.0 
20.0 
21.9 
22.6 
29.8 

23.9 
61.6 
18.0 
34.4 
30.3 

100.0 
24.7 

26.8 
20.4 
24.7 
64.1 
16.7 

100.0 
100.0 

27.1 
100.0 
50.6 
21.0 
27.0 
29.6 
16.2 

& a,aoo,ooo 

$48.400 
Percent 

100.0 
68.2 

100.0 
100.0 
48.7 
27.6 
32.3 

$ 6 , 0 0 0 , ~  -- 
$138,800 

PercML 



0 '001 
P '82 
6 'Z& 
z 'IL 
P 'L8 
2'89 
I '62 

0 '001 
P 'I* 
E 'IL 
0 '001 
1 'PE 
0 '001 
Z '62 

0'001 
P 'IZ 
E 'LZ 
9 '19 
Z'ZL 
&'I* 
6 '61 

8 '6t 
E m  
8 'LI 
I 'BZ 
L '(W 
0 'IZ 
& '6 

9'89 
6 'ZI 
& '61 
I 'Z& 
8 '99 
0 'K 
L '01 
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TABLE T.-Federal Credit for State Death Taxes as a Percent of  State Death T a r  
Collections, by  Gross Estate Classes-from Taxable Federal and State Estate Tax 
Returns Filed for 1956 Decedents or Filed during 1957 

I 
State IF 

Massachusetts ----..-------- 
Michigan --.-....-.--------- 
Minnesota -.-.---.---- -- ---- 
Missouri .....-. -. - - - - - - --- - - 
Montana. -. ---. .- .- -- -- .- .- 
New Hampshire ----..---.-- 
New Jersey .-..---.----.---- 
New York------------------ 
North Carolina .----.------- 
Ohio -....-------.---------- - 

Gross estate clssses (In thousands of dollars) - 
5,000 
e more 

I Based on one return only, wlth large amount of tar exempt bequests. 
n.8.-Not available. 
Emme: Special credlt study and Internal Revenue Servlce, special tabulation. 



TABLE U . - S i t u s  of Real Estafe Reported on Federal Estate T a x  Returns Filed in 1940 

States and territories 

Alabama ...---. --- .--- --- - --. 
Alaska .--.-.-..--.-- --------. 
M m n a  ------.--------------. 
Arkansas. -. -. .-...---------. 
California ..--.- .------ --- - --. 

Nebraska --------- .------ ---. - . . . - - - -. . - - - 

Nevada ..-.------.-.---- ----. 
New HampsbIre 
New Jersey 
New Mexico 

Rhode Island .-.-----..----- 
South Carolina .-.----.-.--- 
Boutb Dakota -----.------.- 

Virghia - - - - - - - - - - - - - - - - - - - - 
Wsshington- ---.--------.-. 
West Virginia ---.---------- 
Wisconsin- . ..--- .---------- 
W omlng ....---.---...---.-, 
ot te r  I-- 

Average - 

[Dollar amounts in thonsandsl 

Real estate reported on returns 
fled in the state 

Total 
value 

Resmvy Department, Tax Analysis Sta& 
1 Includes $2,616,000 sltns not reported. 

Percent of 
col. (2) 

with sitns 
in tbe 
state 

Value of rsal estate reported on 
returns from all Statas -- 

Total 
%lue with 
situs in 

the State 

(6) 

$3,565 
26 

781 
2.016 

47,437 

2,487 
9,086 
1.063 
7,490 
8,177 

6,021 
948 
790 

32,389 
8,664 

13,456 
8,210 

6,481 
4,828 
3,669 
6,820 

16, MU 

1 1 , m  
4,677 
2.0412 
6,344 
1,684 

6* % 
1,210 

13,764 
6m 

62,186 
6,328 

776 

?E 
3,687 

29,976 

4,400 
2,169 

790 
3,006 

19,746 
688 
929 

7,881 
4,446 
2,913 

71 El 
2. 

'ercant of 
wl. (6) 

%'2& 
w i n  

the state 

(6) 

00 
100 
44 
78 
96 

89 
85 
91 
88 
6.5 

92 
100 
69 
94 
88 
83 
92 

86 
95 
68 
91 
93 

91 
87 
91 
W 
78 

88 
81 
73 
89 
67 

92 
86 
47 
93 
87 
86 
96 

92 
00 
70 
94 
86 
88 
82 

92 
79 
93 
86 
87 .--------- 

Wnber of 
other 
states 
with 

retnrns 
r e p o r t u  
real estate 
in state 

(7) 

&arcs: Internal Revenue Service, SLotfstfer ojIneomejor 10.90, Part 1, pp. 272-76. 



TABLE V . 4 t a t e  Death and Gift Tax CoNectionr, by  States, Fiscal Year 1960 

Alabama -----. ..-.------ 
Alaska ..-----...-.------ 
Allmm - - - - - - - - - - - - - - - - - 
Arkansas-. .---.------.- 
Csll[ornia .------.------- 
Colorado --------------- - 
Connecticut --.------- -- 
Delaware -.------.------ 
Florida- -..-. .--------- - 
oeorgia .-.----.--.-. .---- 

Massachnsetts--. - -. - - -- 
Michigan--- ----.----- -- 
Minnesota .-------. . ---- 
Mtssissi pi .--...- 
Missodd-:::::: -.----- 
Montans.. . --.--------. 

Death and gift 
taxes AU 

Btata 
State t a m  

(mil- 
liolls) 

N e b r a .  .--..-..------- 
Nevada.. . .. -- .--, -- - - - 
New Hampshire .---.-.- 
New J m y  .-------.---- 

South Dakota --..----.. 
Tennessee. ..- -- ---- ---- 
Tern..-. - - - - - . - - - - - - - - - 
Utah- -- - ------- ---- - - - - 
Vermont .-..---. .-- .--- - 
vhghia - - - - -- - - - - - - - - - - 
Washington --....--.--- 
west Virginia .--..-.-.- 
Wiseonsin--- --.-------- 
Wyoming.. . -. . --.----- 

Total ------------- 

Death and gift 
taxes 

I 
kmonnt Percant 
(thou- of all 
sands) I taxes 

NOTE: Due to rounding detail wiU not meessarlly add to totals. 
Souroe: Bureau of the Census, Qovernmenta Division, "Btate Tax Collections in 1BBO." 

TABLE W . 4 t a t e  Gift Tar Collections, Selected Fiscal Years 1950-60 

-- 

California ..-------.mimimimimimimimimi $1,206 
Oolorado --.-.---..---------- 66 
IQafslsns ...---..-.--------- 110 
Minnesota .--,-..---BSOBSOBSOBSOBSOBSOBSOBSO 117 
North Oa~~I ina  .--.---.----- 124 
Oklahoma --.--..----------- 226 
Oregon .-.-.-..------------- 67 
 bode Islanh -.----..------ a0 
Term- --.--------------- 82 
V-a ......----.-...-.--- 104 
Washington ..--..--..------ 96 
WisuJnsin --..--.--..---.- 637 

NOTE.-Dw to ronnding, detail will not necssssrily add to totals. 
Bonrce: B m a  of the Census, Governments Division. 




