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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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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 1931 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. It 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
Jor Selected Years, 192760

[Dollar amounts in millions]

All governments State and local State and
local as
Fiscal year percent ot
Amount | Percent of | Amount ! | Percent of | all govern-
all taxes all taxes ments
1 (2) (3) 4 (5) 4)+(2)

1927 $196 2.1 $106 1.7 54.1
1932, .. 189 2.4 148 2.4 78.3
1936, 494 4.7 117 1.7 23.7
1940, . ................. 470 3.7 113 1.4 24.0
1946................... 810 1.7 141 1.4 17. 4
1950................... 866 1.7 168 1.1 19. 4
1951, ...l 904 1.4 196 1.1 21.7
1952, ... i 1,029 1.3 211 1.1 20.5
1953, ... ... 1,103 1.3 222 1.1 20.1
1954, . ... . 1,181 1.4 247 1.1 20.9
1955, ... i 1,173 1.4 249 1.1 21.2
1956......cociiiiaa ., 1,471 1.6 310 1.2 21.1
1957 o 1,711 1.7 346 1.2 20.2
1958.. ... .. oL 1, 760 1.8 367 1.2 20.9
1959.. ... L, 1, 680 1.7 347 1.1 20.7
1960.......... oL 2,025 @) 419 @ 20.7

lLoc)al government collections included only for 1957 ($8 million) and 1958 ($16
million).

2 Not available.

Source: Bureau of the Census,” Governments 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 1.1 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 mini-
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-
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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
issues 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-
tors, administrators, tax practitioners, and students of taxation.
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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. It 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-
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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 im-
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 small and should be increased. Happily
this issue falls outside this Commission’s sphere of responsibility.
It is the responsibility of the National and State legislatures and
executives. It 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.
It is for this reason also that we deem it important to preserve
freedom for Congressional tax action (Criterion 2).

In Part II 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 II 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.
It 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

10



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 (1916). 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. It raised
the Federal estate tax exemption to $100,000 and reduced tax
rates. It 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 doso.

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 taxesbeyond 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 thisreport. (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-
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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. 1. 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 Hollings
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.”
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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).
It 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. It 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. It 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-
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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.
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Recommendation No. 3. Accordingly, this Commission
recommends that the statutory formulation of the new Federal
estate tax credit be expressed in terms of an independent sched-
ule (as a percentage of the amount of taxable estate in each
bracket), on the pattern of the present credit provision (Section
2011 of the Internal Revenue Code, reproduced in Table M).

* * * * * *

It 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. It 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-
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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. It 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 (to 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
flled 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

*Starr NoTe: The objective of Recommendation No. 4 is to preserve aggregate
State and Federal tax collections in each State. This will necessarily perpetuate
existing tax rate differentials between States. It would be possible to achieve both
ends, to prescrve aggregate national collections and to mitigate interstate tax rate
differentials, only by altering the distribution of total State collections among the
States.
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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,
will 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. It
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
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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
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estate tax provisions, 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 legislation 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 31, 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). It is not
unlikely 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.
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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. It 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 afforded 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.”
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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.
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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.
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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 (1798 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 pioneered 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
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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 1941. 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
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cumulative effect of these post-1926 changes is evident from
Table 2.

TABLE 2.—Credit for State Taxes in Relation to Gross Federal Estate Tax
Liability * Under 1926 Act and Present Law

1926 Act Present law
Tax credit Single decedent Decedent with surviving
spouse 3
Net estate
before specific
exemption | Gross Tax credit Tax credit
Federal Percent R
tax Amount {of Fed-| Gross Gross
eral Federal Percentj Federal Percent
tax tax Amount | of Fed- tax Amount | of Fed-
eral eral
tax tax
$190.0%. oo 0 0 $1,800 0 0 0
$160,000..____ $500 | ss00 | BOT|  ireoo | o sa00 [TTEZ| s1,000 o [T
$250,000..____ 3000 2400 8| 4770 2400| 50| 1090[ s00 18
$1,000,000 7" 12, 500 10, 000 80 128, 500 10, 000 7.9 47,700 2,400 5.0
&5 000, 41,500 [ 33,200 80| 303,500 | 33200 | 10.9| 126,500 | 10,000 7.9
316 006 ------ 489, 500 | 391,600 80 | 2,430,400 | 391, 600 16.1 | 968,800 | 138,800 14.3
,25'000'000 ----- 1,334,500 {1,067, 600 80 | 6,042 600 1,067,600 | 17.7 2,430,400 | 301,600 18.1
000,000 . .. 4,333, 500 |3, 466, 800 80 (17, 502,000 |3, 466, 800 19.7 7,967,000 |1, 466, 800 18.4

! Gross Federal tax Hability is before all ta A 1 th rovided in the Internal
Revenue Code of 1054, origixfally en(::ceted mxlgf {s. Presont law rates are those p

? It is assumed that one-half of the estate is left to the spouse.

Another factor in altering the Federal-State death tax pat-
te.rn contemplated in 1926 was the introduction of the Federal
gift tax. It was originally adopted in 1924 and repealed 2
years later. It 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 Federal
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-
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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
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TasLE 3.—Types of State Death Taxes

Type of tax State
“Pick-up” tax only............... (5) | Alabama, Arizona, Arkansas, Florida,
Georgia.
g::a:e taxonly................... (2) | North Dakota, Utah.
Inha e tax and “pick-up” tax....... (3) | Mississippi, New York, Oklahoma¥*,
eritance tax only.............. (3) | Oregon*, South Dakota, West Virginia.

Inheritance tax and “pick-up” tax.. (36) | Alaska, California*, Colorado¥*, Connecti-
cut, Delaware, District of Columbia,
Hawaii, Idaho, Illinois, Indiana, Iowa,
Kansas, Kentucky, Louisiana*, Maine,
Maryland, Massachusetts, Michigan,
Minpesota*, Missouri, Montana, Ne-
braska, New Hampshire, New Jersey,
New Mexico, North Carolina*, Ohio,
Pennsylvania, South Carolina, Ten-
nessee®, Texas, Vermont, Virginia¥*,
Washington*, Wisconsin*, Wyoming.

Intl;t;itance, estate and *“pick-up” Rhode Island*.
B i i e e
Notax.......ooooinnniniii, (1) | Nevada.

*Has also gift tax (12).

the §urviving 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
COI:II%arative tax burden data shown in Appendix Tables J
and K.

.II} 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
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.)
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TABLE 4.—State Inheritance, Estate, and Gift Tax Collections, by States, 1960

[Dollar amounts in thousands]

Death and gift taxes

All State
taxes Percent Percent
State Amount | of col. (1) of all
States
(n @ &) 4
Alabama........................ $274, 239 $705 0.26 0.17
Alaska.......................... 27,110 54 .20 .01
Arizona......................... 164, 153 463 .28 .1
Arkansas........................ 158,118 241 .15 . 06
California....................... 2,124, 369 47, 180 2.22 11. 26
Colorado. . ..................... 192, 542 6, 638 3.45 1. 58
Connecticut..................... 238,124 16, 920 7.11 4.04
Delaware. ...................... 70,776 1,088 1. 54 .26
Florida......................... 521, 682 5,488 1.05 1. 31
Georgia......................... 369, 080 981 .27 .23
Hawaii....................... .. 124, 230 587 .47 .14
Idaho.......................... 68, 999 751 1.09 .18
Ilinois. .. ..............ooinunt. 836, 372 22,027 2.63 5.26
Indiana......................... 399, 379 7, 563 1. 89 1. 80
Towa............ ... ..l 265, 787 7,294 2.74 1.74
Kansas......................... 206, 622 3,727 1.80 . 89
Kentucky..................... .. 228, 507 5, 302 2.32 1.26
Louisiana....................... 452, 705 7,311 1.61 1.74
Maine..................ovnn.., 86, 929 3,229 3.71 .77
land....................... 343,577 4,987 1.45 1.19
Massachusetts. . ................. 491,123 20, 535 4.18 4.90
Michigan,...................... 913, 920 12,124 1.33 2.89
Minnesota. .. ................... 351,923 7, 335 2.08 1.75
Mississippi. ............o L, 194, 300 666 .34 .16
issouri............. ...l 312,895 5,259 1. 68 1.25
Montana....................... 64, 868 1,775 2.74 .42
Nebraska....................... 91, 253 374 .41 .09
Nevada......................... 43,478 | ..o e
New Hampshire................. 41,757 2,093 5.01 . 50
New Jersey...........cooooun... 365,232 | 20,621 5.65 4.92
New Mexico. 123, 206 676 .55 .16
New York....................... 1, 961, 008 71, 611 3.65 17.08
North Carolina 459,373 6, 644 1.45 1.59
North Dakota 60, 760 278 .46 .07
Ohio....o.ooviiiiii 872,723 8, 694 1.00 2.07
Oklahoma...................... 275, 379 6,396 2.32 1.53
Oregon.........c.oovvvviiunnn... 208, 099 4,523 2.17 1.08
Pennsylvania.................... 1,029, 478 51,121 4.97 12.20
RhodeIsland.................... 86, 095 3,873 4.50 .92
South Carolina. ................. 234, 990 1, 596 . 68 .38
South Dakota................... 52, 828 927 1.75 .22
Tennessee............coooovinnn.. 304, 587 4,844 1.59 1.16
Texas.......ccoovviiniennnn. 777, 863 11, 500 1. 48 2.74
Utah............... oo, 103, 460 1,017 .98 .24
Vermont........................ 43, 414 733 1. 69 .17
Virginia. ....................... 291, 664 5,176 1.77 1.23
Washington. ... ................. 460, 770 9, 422 2.04 2.25
West Virginia. . ................. 179,919 2,430 1.35 .58
Wisconsin....................... 426,234 14,039 3.29 3.35
Wyoming....................... 41, 460 344 .83 . 08
Total.............. ... 18,017,359 | 419,162 2.33 100.0

Note.—Due to rounding detail will not necessarily add to totals.
Source: Bureau of the Census, Governments Division
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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 2011 of the Revenue Code.

It 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
into 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
in 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 2011, 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
amount 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
tax 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 1929-59

[Dollar amounts in thousands]

State death tax credit
Federal estate
tax liability
Year before State Percent of
death tax Amount Federal tax
credit liability

belore credit

1929, $165, 414 $122,110 73.8

1930 152, 391 113,388 74. 4

182, 202 137, 663 75.6

84, 006 61, 642 73. 4

76, 701 20, 097 26.2

129, 150 33,922 26.3

197, 672 43, 864 22.2

239, 559 44 218 18.5

364, 180 58,252 16.0

374, 561 59, 841 16.0

330,227 53,111 16. 1

295, 685 45, 337 15.3

336, 529 53, 636 15. 9

330, 674 45, 626 13.8

398, 194 35, 966 9.0

452, 211 46, 285 10.2

596,123 64, 517 10. 8

1

693, 587 69, 850 10.1

799, 297 82,725 10.3

634, 859 65, 831 10. 4

533, 942 48, 940 9.2

644, 355 64, 535 10.0
.............. (:)
868, 643 85, 842 9.88
1955 . 872, 471 86, 249 9,89
1956 e o |
1957, . 1, 353, 262 146, 769 10. 85
1958 L T P
1959 . 1, 346, 297 131, 479 9.77

! Not available.
Source: Internal Revenue Service, Statistics of Income.

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

[Dollar amounts_in thousands}]

Net estate before specific Credit for Federal estate | Credit as per-
exemption classes State taxes tax liability | cent of Federal
before credits liability

$100-3150 $1, 815 $85, 583 2.1
$150-3200 2,728 89, 473 3.0
$200-$300 6, 982 146, 038 4.8
$300-$400 6,911 106, 975 6.5
$400-$500 6, 399 84,226 7.6
$500-$600 5, 459 65, 423 8.3
$600-$700 4,766 53, 427 8.9
$700-3300 3, 991 41, 924 9.5
$800-$900. ... . ... ... oL, 4,200 41, 691 10.1
$900-$1,000.. ... ... ... ..., 3,729 35,143 10.6
$1,000-$2,000. ... ..., 23,783 193, 428 12.3
$2,000-§3,000................... 15, 123 106, 187 14.2
$3,000-84,000. . ................. 7, 447 49, 345 15. 1
$4,000-85.000. ... ............... 6, 522 41,236 15.8
$5,000-87,000. .................. 8, 662 52,758 16. 4
$7,000-$10,000. . ... ... . ..., 8, 144 47, 406 17.2
$10,000-$20,000. . . .. ............ 10, 810 58, 378 18.5
0,000 or more. .. .............. 3, 908 19, 716 19.8
All taxable returns............... 131, 479 1, 346, 297 9.8

! Includes returns under $100,000.
Source: Internal Revenue Service, Statistics of Income, 1958.

ent Federal law allows no credit for taxes paid to States. For
2 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
§tate 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. It isnecessary to determine the amount
of this excess and to identify the situations (the State, size of
Cstate, 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
€xceed the Federal credit by substantial margins for several
Teasons. 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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between $60,000 and $100,000 they are generally liable for both
State and Federal taxes but the credit is not operative. Above
this level State liabilities exceed the credit by margins which
tend to diminish as estate size increases. Appendix Tables R
and S present comparable data for each of the States for vary-
ing size estates on the basis of simplified assumptions about the
relationships of the heirs to the decedent. These data are sum-
marized in Tables 7 and 8. In the case of a $400,000 estate left
half to the surviving spouse, for example, the Federal credit off-
sets less than half of State liabilities in 43 of the 49 States.
These comparisons probably overstate the relative role of the
credit because they are based on stylized examples and ignore
the existence of specific provisions of State law with respect to
deductions, exemptions, and exclusions which generally have the
effect of producing a relatively larger taxable estate for State
than for Federal purposes. In this respect the percentage of
State liability represented by the credit derived from audited
tax returns is more meaningful. Such data are presented in
Appendix Table T for the States which participated in the special
tax credit study.

TABLE 7.——Maximum Credit Allowed Under Federal Estate Tax for Taxes Paid
to States, as Percent of State Death Taxes, for Selected Size Estates, Assuming
One-half of the Estate is Left to the Wife and One-fourth to Each of Two Adult
Children

Net estate, after deductions,! but before specific exemptions

Maximum credit as a
gerc%n&sfe of State | $200,000 | $400,000 | $600,000 | $800,000 | $1,000,000 | $2,500,000 | $5,000,000
eat] es

Frequency distribution of States

Nocredit. . _____._._____ 49 - - [N P,
Under 10 . ncncememiiommmcaes 16 2 | 3 [, .
10 under 25. 21 29 21 19 F: 21 T,
25 under 50 ..o m e 6 8 15 14 24 2
50 UNAer 75. oo e coemcce|ccemme e femmmeameee 4 2 (] 7 8
76ander 100 .o fevmen e e 4 1 4 4
100. - 6 6 [} 9 11 15
Total States..__-.._ 49 49 49 49 49 49 49

1 8ize of estate is before marital deduction and before deduction of Federal estate tax in States which allow
this deduction.

Source: Derived from Appendix Table R.

The margin between the Federal credit and State revenue is
even wider than that between the credit and State liabilities
because States tax many estates which fall below the Federal
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TasLE 8.—Maximum Credit Allowed Under Federal Estate Tax for Taxes Paid
to States, as Percent of State Death Taxes, for Selected Size Estates, Assuming
One-half of the Estate Is Left to Each of Two Adult Children

Net estate, after deductions t but before specific exemptions

Maximum credit as s percent- {$100,0001$200,000{$400,000|$600,000|$800,000|$1,000,000($2,500,000($5,000,000
age of State death taxes

Frequency distribution of 8tates

No credit 49
Under 10. - e cocmoacea o focaaaan 1
ounder 25 llfeceaas 22
25 under 50. 18
50 under 75. 3
75 under 100 1
100. 6
Total States .conaceaen-. 49 49

1 Bize of estate is before deduction of Federal estate tax in States which allow this deduction.
Source: Derived from Appendix Table 8.

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. It reveals a range in the relative role
of the tax credit from less than 10 percent of State collections
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.

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
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TaBLE 9.—Credit Sfor State Inheritance and Estate Taxes Claimed on Federal
Estate Tax Returns as Percent of State Inheritance and Estate Tax Collections,
Jor Aggregate of Fiscal Years 1949-51, 1954, 1955, 1957, and 1959

[Dollar amounts in thousands}

Credit for | State death Credit as

State State taxes tax collec- percent of

tions collections
$2, $3, 828 66. 4

0] O] ®
1, 207 1, 582 76.3
1,081 1,389 77.8
72,217 189, 590 38.1
4, 141 20, 057 20.8
28,079 521 41.0
5, 854 17, 591 3.3
15,422 18,093 85.2
4,628 6,991 66.2
o V) m

338 2, 421 14.0
39,482 04, 165 4.9
5, 834 27, 514 21.2
2,713 32,110 8.4
4,275 11,724 36.5
4,441 22, 202 20.0
4,697 13,919 33.7
2,087 13,274 15.5
9, 680 29, 327 33.0
28, 249 98, 936 28.6
28, 087 71,611 36.4
6, 882 , 550 4.1
931 3,115 29.9
10, 670 26, 644 40.0
828 7, 406 1.2
2, 3232 (’)6, 890 ® 40.0
1, 842 9,293 19.8
23, 890 89, 650 26.6
94 2, 577 30.8
139, 613 230, 873 60.8
6, 880 26, 394 2.1
234 3,371 6.9
29,415 83, 010 35.4
4,035 20, 649 19.5
2,756 19, 648 14.0
59, 145 226, 027 26.2
8,076 14,005 64.1
3,218 5, 548 58.0
453 4,288 10.6
3,763 20, 127 18.7
27,876 47,832 58.3
865 4,083 21.2
941 4, 760 19.8
7,470 17,235 43.3
4,361 35, 359 12,3
1,778 11, 360 18.7
7,969 50,971 15.6
500 1,476 33.9
$621, 767 $1, 744,988 35.6

s Not avatlable,
No Btate tax.

QN OTE.—Data on amount of credit claimed on Federal returns not available for 1952, 1953, 1956 and 1958,
m’“?“ claimed on Federal estate tax returns is for returns filed during the years indicated; State collections
Or fiscal years ending in the years indicated.

dastgm’ee: Foderal estate tax return data from Internal Revenue Service, Statistics of Income; State collection
‘dmg‘&?;a%greau of the Census, Governments Division, adjusted to include amounts retained by local tax
n.
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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. It 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

50



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. It 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.
While 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. It 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. It has found, however, a general lack of apprecia-
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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. It 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.



Chapter 5

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. It 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 2011 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 1961 revenue levels:

[Millions of dollars]
Estimated value
Type of tax credit
Amount Increase
Present credit (Section 2011, 1954 LR.C).............. 195 |evnennn...
it equal to 1009, of 1926 tax lability.............. 245 50
it equal to 2009, of 1926 tax lability.............. 490 295
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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 dollars]

Credit under Alternative No. 1
Gross
Taxable estate 1 Federal Present Percent Percent
tax lia- credit of gross increase
bility Amount Federal over
tax present
credit
$50,000.....c000vuennnn $7, 000 $80 $200 2.9 150
$100,000............... 20, 700 560 1, 400 6.8 150
$250,000. .....00ieunnnn 65, 700 3,920 9, 800 14,9 150
$500,000........0000unn 145, 700 12, 400 31,000 21.3 150
$750,000. . .....000enn.. 233, 200 23, 280 58, 200 25.0 150
$1,000,000.......0000n. . 325, 700 36, 560 91, 400 28. 1 150
$2,500,000......000000.n 998, 200 143, 600 359, 000 36.0 150
$5,000,000.............. 2,468,200 | 398,320 | 995,800 40.3 150
$10,000,000............. 6, 088, 200 (1,076, 720 |2, 691, 800 44.2 150

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

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
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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-
ing 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
in 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
amounts 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.
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TABLE 10.—Effect of Increasing Federal Tax Credit to 200 Percent of the Federa:
Estate Tax Liability Under 1926 Act *: Alternative No. 1

[Revenue and gross estate classes in thousands of dollars]

Estimated fiscal | Percent of increased credit captured by the State—
yesr 1961 lavel by gross estate classes?
Btate
Revenuse | Revenue 1,000- | 5,000 or
galn to | loss Total 100-500 { 500-1,000] 5,000 more
State USs.
Californif...o - ocooueeae .. 1415, 223 | $33, 631 45.3 8.2 8.2 48.4 76.7
Connecticut 3 14,705 72.9 5.4 28.1 47.9 100.0
Delaware. oo ________. 928 7.8 213 .2 92.0 §‘;
Hawall _ 475 58.5 2L 68 61.0 (85.0) .
3,088 68.5 17.8 57.0 9L 6 (100.0)
1,426 52.4 22.6 722 62, 6) &)
3,889 63.2 25 382 68. 1) (75.0)
1,874 45.0 20.7 4.4 67. 7) [9)
1,033 43.3 20.7 34.3 59. 8) (70.0)
10,920 60.8 9.8 43.9 70 89.1
19, 666 9.3 227 32.5 74.9 100.0
5,736 722 L6 5.6 70.5 (85.0)
4,473 68.8 43.6 53.4 89.0 ‘;
653 64.9 9.4 0 (99.8) *
442 82.8 58.8 100.0 82 2 *)
13,103 66.1 41.3 62.4 73.7 67.4
54, 251 6. 2 38.2 40.1 85.6 84.9
2,736 514 9.4 28.8 3.9 73.0
14,276 7.9 31.7 61.3 84.0 92.1
70 16.9 2.2 6.0 (36.3) *)
17,226 70.5 34.0 65.9 70.9 97.1
8,117 69.8 1.4 52.0 90.6 75.2
535 66.5 50.0 6.6 100.0 ?
1,354 28.1 8.2 21.8 és& 5) .
1,166 4890 4.6 0 58.0) (&
384 74.0 17.8 65.0 *) 100. 0
1,783 79 68.0 70.2 97.0 ™
2,972 5L1 146 21.3 70.2) (90.0)
2,844 38.6 1.2 22.6 71.0) ‘;
Wyoming 349 0 60.0 93.9 98, 4) g
District of Oolumbia. ____..____ 1,510 2,128 7.0 54 4 45.9 80.0 (98.0)

1 Calculated on the basis of a sample of 1956-57 tax returns,

3 Percantages in brackets are partially estimated.

3 Estimated on the basis of data for the S8an Francisco District.
*No returns wers reported in this size class,

Source: Special credit study and Internal Revenue Service, special tabulation,

Table 10 indicates that the automatic increase in State col-
lections from a 1Y%-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-
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dominate and large estates are relatively infrequent. This typi-
cally is the situation in the less industrialized areas. (Appendix
Table O).

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. It 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.

Supplements 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 dollars]
Estimated value
Type of tax credit
Amount Increase
Present credit (Sec. 2011, 1954 LR.C.). .......vvvnnn.. L7 P
nt credit plus 10 percent of net Federal tax........ 350 155
Present credit plus 20 percent of net Federal tax. ... .... 505 310

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
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subject to Federal tax under the 1926 law. The relative in-
crease in the amount of the credit would be larger 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:

Credit under Alternative No. 2
Gross
Federal Present
Taxable estate ! tax credit Percent of | Percent
liability Amount | gross Fed-| increase
eral tax | over pres-
ent credit
$50,000................ $7, 000 $80 $1, 464 20.9 1,730
$100,000............... 20, 700 560 4,588 22,2 719
$250,000............... 65, 700 3,920 16, 276 24. 8 315
$500,000.......00..0... 145, 700 12, 400 39, 060 26.8 215
$750,000............... 233, 200 23, 280 65, 264 28.0 180
$1,000,000............. 325,700 36, 560 94, 388 29.0 158
$2,500,000............. 998,200 | 143,600 | 314,520 31.5 119
$5,000,000............. 2, 468, 200 398, 320 812, 296 32.9 104
$10,000,000............ 6, 088, 200 (1, 076, 720 |2, 079, 016 34.1 93

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

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
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!arge 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.

TasLe 11.—Effect of Supplementing Present Tax Credit with 20 Percent
of Net Federal Estate Tax Liability *: Alternative No. 2

[Revenue and gross estate classes in thousands of dollars]

——
Estimated fiscal | Percent of increased credit captured by the Btate—
year 1961 level by gross estate classes 2
State
Revenue | Revenue 1,000- | 5,000 or
gain to loss to Total 100-500 | 500-1,000 | 5,000 more
State U8
$413,654 | $40,803 33.4 16.8 15.2 4.1 69.9
8, 457 13,749 6L 5 2.6 36.8 42.8 100.0
758 1,201 6.1 35.7 76.2 89.6 E‘;
271 549 49,4 33.8 58.4 (60.0) *
2,856 4,744 60.2 39. 4 66.6 89. 4 (100, 0)
1,607 3,265 49,2 37.0 78.7 69, 5) ®*)
2,632 4,482 58.7 43.5 44.2 70. 5 (80.0)
921 2,263 40.7 32.7 28.9 64,7, *)
657 1,509 41.4 3.2 40,6 59.0 (70.0)
6, 639 13, 346 49,7 215 47.4 66.0 84.3
11, 5564 15,312 75.5 36.1 41,2 70.3 100.0
3,328 5,743 57.9 18.0 61.9 67.2 (‘85. 0)
4,270 6, 508 65.6 56.5 .5 87.2
424 062 44,1 16.0 0 (99.7) *
837 1,030 81.3 66.7 100.0 82.9 .
8,573 14,993 57.2 42.4 6L 5 70.7 52,2
27, 693 57, 560 481 33.1 7.0 8l.5 8L2
1,469 3, 708 30.6 21.9 35.7 60.7 6L7
11,186 17,102 65.4 39.5 62.5 82.5 80, 4
263 1,524 17.3 16.6 9.6 (30.9) ®
13,346 21, 540 6.9 43.5 69.0 66.8 94.8
1,901 3,346 56.8 28.1 60.5 84.3 67,1
779 1,119 69.6 65.4 75.0 100,0 .
691 2,354 29.4 17.5 33.2 52.2 .
3,732 11, 668 32.0 11.1 6.2 (‘48.4) *
313 524 59.7 32.9 58.6 (&) 1000
2, 206 3, 352 68.6 58.8 77.2 06.9 *)
1, 566 4,227 37.0 20,4 30.5 67. 0; (85.0)
1,414 4,662 30. 4 1.6 3L8 66. 1 §'g
435 484 80.9 7168 90.1 98, 2) .
1,883 2,834 66.4 85.5 55.8 86.9 (87.0)

: Oaleulated on the basis of a sample of 1956-57 tax returns,
'Pereentagesmbmckefssrepenmlg est .

Estimated on the basis of data for the S8an Francisco District.
*No returns were reported in this size class.

Source: Special credit study and Internal Revenue Service, special 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 $100,000 would be required to make
two 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.
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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:

Credit under Alternative No. 3
Gross Percent
Taxable estate 1 F C&‘;fal Present Percent of | increase
. lax credit 038 roposed
Habilities Amount Fgflcral pmdit
tax over
present
credit
$50,000......00000nnnn $7, 000 $80 $1, 400 20.0 1, 650
$100,000.....000000eenn 20, 700 560 4,140 20,0 639
$250,000........000.000 65, 700 3,920 13, 140 20.0 235
$500,000. .............. 145, 700 12, 400 29, 140 20.0 135
$750,000......0..000000 233, 200 23, 280 46, 640 20.0 100
$1,000,000............. 325, 700 36, 560 65,140 20.0 78
$2,500,000,........0... 998, 200 143, 600 199, 640 20.0 39
,000,000...... [P, 2, 468, 200 398, 320 493, 640 | 20.0 24
$10,000,000............ 6, 088, 200 |1, 076, 720 {1, 217, 640 20.0 13

! After all deductions and the $60,000 specific exemption,

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. It would displace the present credit calculation
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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 small
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.

TasLe 12.—Effect of Replacing Present Tax Credit with a Credit Equal to
20 Percent of Gross Federal Tax Liability?: Alternative No. 3

[Revenue and gross estate classes in thousands of dollars]

Estimated fiscal | Percent of increased credit eaptured by the Btate—
year 1961 level by gross estate classes
State
Revenue | Revenue 1,000- 1 8,000 or
gainto | lossto | Total | 100-500 | 500-1,000] 5,000 more
State U.B.
Caltfornia. . .oooocooemmcannnn 1$3,443 | $23,005 4.4 13.2 9.9 16.0 36.4
Conneetiont. ... oo 1,847 6,128 30.1 10.6 20.5 12.6 100.0
Delaware 262 711 36.8 22.9 66.7 88.9 8
wall 148 374 39.6 30.1 80.9 (55.0) *
1,318 3,155 41.7 30.6 49.8 7161 (100.0)
1,057 2, 41.4 36.4 67.9 8.8 *
1,124 2,476 45.4 43.3 42.3 (s 5; (75.0)
484 1,580 30.5 25.7 21,3 57. 2 [6)
349 1,087 32.4 28.5 26.6 57.4)]  (70.0)
9,787 7,938 35.1 15.1 24.3 60, 8 78.0
3,212 6, 303 81.0 33.7 33.1 54.2 100.0
936 2,759 83.9 11.1 58.5 50.2 (85, 0)
2,363 4,28 85.9 50.6 60.9 79.7 *
176 832 27.8 10.5 0 (98.9) *
654 829 78.9 €6.1 100.0 87.5 o
3,537 8,207 43.1 36.6 6.3 50.1 0
6,000 | 30,212 20.2 16.3 30.3 14.9 35.4
431 2,282 18.9 16.8 23.8 84.8 0
4,510 9,708 46.0 22.8 46.7 6.0 68.3
108 1,152 0.4 8.6 2.8 @4 ®
6,513 12,782 511 87.2 85.4 61.2 1i7.2
647 1,720 37.8 20.9 42.6 6. 5 39.9
516 849 60.8 56.9 6.0 100.0 »
307 1,676 18.3 13.0 22.1 (32.9) *
17 550 3.1 10.5 0 30) o
153 316 48.4 26.4 56.5 G 100.0
1,418 2,463 57.6 51.6 65.1 93.3 Q)
fngk mloi) B Ry oW gy &0
Wyoming —--00TTTTTT 252 3, 306 82.6 67.2 85.3 93. 0) §°§
District of Golambia. -oom-noo.. 983 1,781 665.2 0.8 41.2 78.2 ©0L0)
N —————

H g:lculated oa‘ the b;si& ofa mﬂﬁ og&zsg-aé gax returns,
reantages brackets are part! B .

+ Estimated on the basis of data for the S8an Francisco District.

'No returns were reported in this size ¢lass.

Bource: Special credit study and Internal Revenue Service, special tabulation.



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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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 excessover $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 $150,000 of the estate.

Credit under Alternative No. 43 Credit under Alternative No, 53
Taxable estate ! | Present
credit Percent of | Percent Peroent of { Percent
Amount | gross Fed- | increase Amount | gross Fed-

eral tax |over present eral over present
$80 $5, 600 80.0 6, 800 $5, 600 80.0 6,900
000. 560 18, 560 80.0 2,857 16, 560 80.0 2, 857
000 3,920 52, 560 80.0 1,241 34, 560 52.6 782
12, 400 68, 560 47.1 453 50, 560 34.7 308
000 23,280 86, 060 36.9 270 68, 060 29.2 192
000.. 38, 560 104, 560 32.1 188 86, 560 26.8 137
143, 600 239, 060 23.9 221, 060 2.1 54
$5,000,000 308, 320 533,000 21.6 515, 060 20.9 29
$10,000,000.. - - -.-.. 1,076,720 | 1,257,060 20.6 17| 1,239,060 20, 4 16

1 After all deductions and the $60,000 specific exemption.
1 Credit equal to 80 percent of gross tax up to $250,000 taxable estate, 20 percent over $250,000.
3 Credit equal to 80 percent of gross tax up to $150,000 taxable estats, 20 percent over $150,000.
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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—Millions)

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
in common. They would increase State governments’ tax rev-
enues. The increases in State revenues would be substantially
less 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, It is not involved in the choice among alternative credit
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Tasre 13.—Effect of Replacing Present Credit with a Two-bracket Credit:
Alternatives No.4 and No. 5

[Dollar amounts in thousands]
Credit under Alternative Credit under Alternative
No. 41 No. 5%
Credit
under
State present Percent | Percent Percent | Percent
law of gross | increase of gross | increase
Amount | Federal over Amount | Federal over
present tax present
credit credit

Alabama $3,046 59.4 754 | $3,325 50.1 [v:8
43 79.6 4, 200 43 79.6 4,200
3,084 57.3 650 2,656 40. 4 546
1,985 83.3 903 1,856 53.3 745
79, 576 48.1 397 | 68,465 41,4 828
5,763 48.1 404 4,874 40.7 32%
20,977 36.9 200 18,229 32.0 160
2,144 45.2 385 1,804 39.9 329
5,810 50.8 474 4,861 42.5 380
19,876 50.6 468 | 17,114 43.5 389
6,101 59.3 744 5,213 60.7 621
1,229 49.6 444 1,057 42.7 363
1,353 74.3 1,570 1,180 64.8 1,367
46, 362 49,0 432 1 39,667 42.0 355
10, 448 56.1 610 8,972 48.2 510
8, 201 65.5 1,108 7,330 58.5 980
8,493 46.9 359 7,454 41.2 302
5,172 57.8 691 4,450 40.7 580
7,161 57.9 679 6, 060 49.0 559
3,516 56.6 615 2,978 48.6 505
10, 465 50.7 469 8,938 43.3 386
25, 206 48.4 385 | 21,420 39.4 312
23, 818 36.7 154 | 21,408 32.2 130
9,042 42.3 264 8, 798 37.4 222
2,093 60.5 873 1, 808 52.2 74
183, 546 62.6 536 11, 559 44.9 443
2,080 54.6 569 1,838 48.2 491
5,407 62.2 864 4,746 54.6 746
600 66. 2 2,660 596 56.3 92,284
2,714 67.8 1,192 2,319 57.8 1,004
New Jersoy. coreevomcoaeecmcnn- 6,230 | 27,954 48.1 8| 24,132 39.8 287
New Mexico. 194 1, 575 58.2 712 1,289 47.6 564
99, 762 421 286 | 85,374 38.0 230
7, 554 51§ 478 6,673 4.8 404
650 78.2 2, 087 587 70.6 1,857
32, 067 46.5 32| 27,652 40.1 807
8,376 50.6 477 4,630 43.6 397
3,764 62.8 898 3, 268 545 767
42,583 49.2 419 | 38,202 41.8 341
5,425 40.0 2668 4,718 34.8 218
South Carolina._ 2,819 65.5 1,005 2,443 56.8 858
South Dakota.. 45 858 78.4 1,802 760 67.9 1,580
TONDe8808 . o - e e e ome e mmen 645 5,460 59.3 747 4, 550 49.4 608
Texas 5,355 1 29,628 49.8 453 | 25162 2.3 370
Utah, 855 1,808 40.0 242 1,654 34.9 168
Vermont 183 981 47.5 438 852 41.2 366
Virginia 849 8,180 62.7 863 8,047 53.3 718
Washington 1,415 9, 582 55.4 877 8,254 47.8 483
West Virginda_ ... 508 3,149 49.8 522 2,709 42.5 438
Wisconsin______._______.____0 1,35¢ | 10,321 56.6 662 8,893 4.7 557
Wyoming, 166 952 49.6 473 827 431 898
Other areas . ..o —oooocumeee-.. 181 1,680 4.3 828 1,39 36.9 673
U.B.totals. o neemcacmane 131,479 | 639,395 47.5 338 | 549,867 40.8 318

1 Credit equal to 80 percent of gross Federal tax on first $250,000 of net taxable estate; 20 percent of the ax

above $250,000.

8 Credit équél t0 80 percent of gross Federal tax on first $150,000 of net taxable estate; 20 percent of the tsx

above $150,000.

Nore.—Due to rounding detail will not necessarily add to totals,
Source: Internal Revenue Service, special tabnlation of Federal estate tax returns filed in 1959,
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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. It
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. It 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. It would have in-
creased the shares of most of the remaining States. It should
be kept in mind that these calculations are based on a single
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TaBLE 14.—State-by-State Distribution of Credits for State Death Taxes
Under Alternatives No. 3, No. 4, and No. 51

[On the basts of Federal estate tax returns filed in 1959]

Percentage distribution
Btate
Alternative | Alternative | Alternative
No. 3 No. 4 No. 5

Alabama 0.49 0.62 0.60
a . 004 . 007 .01
Arizons. .40 . .48
Arkansas. _ .23 .8 .30
California 12.29 12.45 12.45
Colorado .89 .90 .80
Connecticut. 4.23 3.28 3.32
Delaware .35 .34 .34
District of Columbia, .85 .91 .88
Florida. 2.92 3.11 3.1
Georgia, .78 .95 .95
Hawali__ .18 .19 .19
Idaho .14 .21 .21
Nlinois 7.02 7.25 7.21
Indjans 1.38 1.63 1.63
Iows, .03 1.28 1.33
K o 1 % 133 1 ge
enty . .81 .81
Loniaocy .92 112 1.10
Maine .47 .56 54
Maryland.__ . 1.53 1.684 1.63
Mganhnum 4.04 3.94 3.90
Michigan 4.96 3.73 3.91
Minnesota 1.76 1.55 1.60
Mississippi. ~ .26 .33 .33
Missouri 1.91 212 2,10
ontana._ .28 .33 .33
Nebrasks. .85 .85 .86
evada .08 1 .11
New Hampshire .30 .42 .42
New Jersey. 4.50 4,37 4.39
New Mexico. .20 .25 .23
ew York. 17.61 15. 60 15.53
North Qarolina, 1.09 1.18 L20
North Dakota. .06 .10 .11
Ohio 5.12 5.02 5.03
Oklahoms 79 .84 .84
Tegon. .. .45 .59 .50
Penngylvania 6.43 6.66 6.58
Rhode Island 1.01 .85 .86
South QOarolina. . .82 4 R
Bouth Dakota._ . .08 .13 .14
Ten - .68 .85 .83
Texas 4.42 4.63 4.58
Utah . .35 .30 .30
Yermont .15 .15 .15
¥ - 97 1.28 1.26
Washington ... 128 1.50 1.50
West Virginia 47 .49 .49
Wiaconsin._ . 1.36 1.61 1.62
Wyoming 14 .15 .15
0&21‘ areas 2 .28 .25
Total 100. 00 100. 00 100. 00

—

1 Alternative No. 8: 20 percent of gross Federal tax liability.

4 Alternative No. 4: 80 percent up to $250,000 net taxable estate; 20 percent over $250,000,
v Alternative No. 5: 80 percent up to $150,000 net taxable estate; 20 percent over $150,000.

73



year’s returns and are therefore influenced by the distribution
of large estatesin 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 2011 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
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Statutory Formulation of Maximum Credit for State Death Taxes Under
Alternative No. 41

Rate of credit on

Taxable estate Taxable estate not | Credit on amount €XCess over
equaling— exceeding— in column (1) amount in
column (1)
m 2) (3) 4
Percent
...................... $5,000 ..., 2.4
$5, 000 10, 000 $120 56
10, 000 20, 000 400 8.8
20, 000 30, 000 1, 280 11.2
30, 000 40, 000 2, 400 14. 4
40, 000 50, 000 3,840 17.6
50, 000 60, 000 5, 600 20.0
60, 000 100, 000 7, 600 22. 4
100, 000 250, 000 16, 560 24.0
250, 000 500, 000 52, 560 6.4
500, 000 750, 000 68, 560 7.0
750, 000 1, 000, 000 86, 060 7.4
1, 000, 000 1, 250, 000 104, 560 7.8
1, 250, 000 1, 500, 000 124, 060 8.4
1, 500, 000 2, 000, 000 145, 060 9.0
2, 000, 000 2, 500, 000 190, 060 9.8
2, 500, 000 3, 000, 000 239, 060 10. 6
3, 000, 000 3, 500, 000 292, 060 11.2
3, 500, 000 4, 000, 000 348, 060 11.8
4, 000, 000 5, 000, 000 407, 060 12.6
5, 000, 000 6, 000, 000 533, 060 13.4
6, 000, 000 7, 000, 000 667, 060 14.0
7, 000, 000 8, 000, 000 807, 060 14. 6
8, 000, 000 10, 000, 000 953, 060 15.2
10,000,000 |.......ccovevnieinnnn 1, 257, 060 15. 4

! The percentages shown in Column (4) are exact equivalents of Alternative No. 4.
The statutory formulation of that alternative could and probably would be simplified by
Teducing the number of brackets and avoiding decimals. -
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 revision 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 terms of its
Own rate structure.

The above tax credit schedule which incorporates the two-
Step credit designated as Alternative No. 4 illustrates the
Construction of an independent statutory formulation. It would
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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. It 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-

78



petition. The need today is to increase the estate tax credit
without 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
Mmade 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
and 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,
Mmore 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
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would obviate the need for changing tax rates. It would, how-
ever, necessitate the computation of the two separate “pick-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 labilities, 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 in
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.
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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 government
but may not be compatible with interstate tax uniformity.

Gift taxes

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
essential complement of the Federal estate tax. It 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-
Matically 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-
Mment provided distributions of property during life by the Fed-
eral gift tax. Some who regard the preferential treatment of
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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 uni-
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 tax
considerations alone, with the avowed purpose of compensating
the States for gift tax revenues.
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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-
hation to the confines of existing institutions. We deem it nec-
eéssary 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
Mmatch 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
Dostalgia.

On abstract considerations alone, the inheritance and estate
taxes would appear to be logical contenders for this remedy.
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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. It proposed the tax
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 2
proprietary interest in it;

b. The transfer of property from the deceased to his heirs is 2
privilege controlled by State law and in the absence of an heir
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 from
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 eco’
nomic activity conducted on a national scale, they are highly
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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.
Their 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-
hation 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.
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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
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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:

Credit under Alternative No. 6
Gross Fed- Present
Taxable estate eral tax credit Percent
liabilities Percent of | change
Amount | gross Fed- over
eral tax present
credit
$50,000............ $7, 000 $80 $7, 000 100. 0 -+ 8, 650
$100,000........... 20, 700 560 | 20,700 100. 0 +3,59
$250,000........... 65, 700 3,920 35, 700 54.3 +811
‘500,000 ........... 145, 700 12, 400 35, 700 24,5 +188
$750,000........... 233, 200 23, 280 35, 700 15.3 +53
$1,000,000.......... 325, 700 36,560 | 35, 700 11.0 —2
‘2,500,000 .......... 998, 200 143, 600 35, 700 3.6 -~75
‘5;000,000 .......... 2, 468, 200 398, 320 35, 700 1.4 —-91
310,000,000 ......... 6,088,200 | 1,076,720 35, 700 6 —97
——

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-
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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.
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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. It
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. It 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. It is un-
hecessary 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
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TasLe 15.—Distribution of $100 Million of Federal Estate Tax Collections
in Proportion to: (1) State Collections in Fiscal Year 1960; (2) Federal
Collections in Fiscal Year 1959; (3) Taxable Federal Estate Tax 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]
State Federsal Taxable |Population|Population
collections { collections | Federal aly 1, times
State returns 1959 ratio

[¢Y) @) 3 ) ()
$165 $644 $749 $1,804 667
13 5 18 108 101
108 376 538 897 763
56 236 419 986 1,661
10, 240 10, 830 11,723 8,272 6,807
1,449 1,089 062 950 952
3, 962 3,047 2,122 1,365 1,039
255 280 312 257 175
1,285 2,982 3,131 2, 600 2,882
230 1,194 1,173 2,169 2,843
137 308 172 838 338
195 159 308 375 434
5,313 6,747 7,588 5,767 4,456
1,771 1,454 2,333 2,621 2, 670
1,708 937 2,860 1,587 1,632
919 1,007 1,620 1,209 1,263
1,242 018 1,108 1,768 2,320
1,686 880 1,165 1,789 2,390
756 435 538 538 836
1,885 2, 860 2,286 2,187 1,820
4,800 4,022 3,225 2,788 2,443
2,839 4,306 2,827 4,498 4,031
1,661 1,279 1,984 1,921 2,018
156 488 533 1,235 3,167
1,263 2,155 2,270 2,398 2,338
416 295 515 388 309
438 738 1,472 823 825
*) 235 148 158 118
New Hampshire 490 305 559 335 342
NeW JOr80¥ aue oo ecee o cocmreecmcrmmmemam 4,829 5,150 4,182 3, 351 2,603
158 152 497 601
18,771 186, 593 12,141 9, 321 7,076
1,483 989 1,342 2, 560 3,663
179 75 260 263 478
4,072 8,545 5,126 8,481 4,828
1,347 809 1,022 , 286 1,504
,003 811 809 998 943
11,972 , 292 6, 285 6,308 5,886
879 1,087 556 404 456
374 857 609 1,368 2,088
241 02 408 388 535
1,075 690 986 1,978 2, 706
2, 603 5,136 4,574 5,376 5, 798
238 174 250 497 561
172 181 211 210 254
1,141 1,096 1,526 2,256 3,504
089 1,466 1,71 1,595 1,452
569 539 512 1,110 1,316
3,203 1,170 2,221 28 2,163
81 167 187 180 180
100, 000 100, 600 100, 000 100, 000 100, 000

! Includes District of Columbia,
1 No State tax.

Norz: Due to rounding detall will not necessarily add to totals. State collections adjusted to allow for

amounts retained by local tax administration.

Source: Population, personal income and State collections, Burean of the Census; Federal data from

Internal Revenue Service,



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.
While 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
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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.

It 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. It 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

1902
1906

1907
1910
1912
1916
1919
1920
1924
1924

1925

1926

1932

1932
1935

1935

1941

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.
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1942

1946

1947

1947

1947

1948

1948

1949

1950

1951

1952

1952

1954

1955

1956

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.

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

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.

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

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

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

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.

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.

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

National Association of Tax Administrators recommends a 33Y3
percent tax credit against the additional Federal estate tax.

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

A Treasury tax study prepared for the Subcommittee on Co-
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.

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

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.

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.
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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 published
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 filed 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 Appendix Table U.
In 1940, out-of-State real estate represented about 9 percent of all real
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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, covers 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
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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 labilities. 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-to-year fluctuations in estate tax returns. The importance of this
factor is illustrated by a comparison of aggregates for the two most recent
Statistics 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 $131 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 Staff
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. It 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 filed during
1957. That year was selected in preference to more recent returns to in-
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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. It 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 12V, 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 available
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
Processing.
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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 individual 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 percentage 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.
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TABLE 16.—State-by-State Comparison of Percentage Changes in the Amount of Tax

Credits from 1957 to 1959 under Alternatives No. 3 and No. 4

1957 to 19569 percentage change in amount of tax credits

Absolute change
(perocent)
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TasLr 17.—Array of States According to Deviations from National Average of the
Percentage Changes in the Amount of Tax Credits from 1957 to 1959 under
Alternatives No. 3 and No. 4

State Alternative Btate Altarnative

No. 3 No. 4
Ttah 172.7 {§ Utah 108.2
Minnesota. 120.4 || Idabho. 7L7
Michigan. 91.1 || Minnesota 59.8
Kansas 87.9 || Nevada 50.6
Idaho 82. 5 || Washington. 48.5
Montana 72.9 || Arlzopa 47.0
Wyoming. 60.4 || Kansas 4.1
‘Washington 65.1 || Montana. 38 8
Nevada. 56.8 1chig! 32.1
Oklahoma 53.4 || Rhode Island 313
Arizons. 47.4 || Wyoming 311
New Jersey-. 44.3 || North Dakota 30.5
Rhbode Is - 42.1 ii Pennsyivania. 25.17
Kentucky. 38.4 || Vermont 25,8
Pennsylvania 38.3 [} South Carolina 2.1
Florida. 34.1 Oklahoma 24.2
North Dakota 32.6 || Florida. 22,5
Mississippi 32.0 || Kentucky. 215
New Hampshire. . eeeeeeeococaeeaaaaa- 31.6 {| New Hampehire. .eeeeeeaeenceaacman-s 2.1
Tennessee. 30.6 || Arkansas 18.3
Virginia 24.4 || Maryland 17.8
Maryland 23.1 || Tennessee. 16.8
hio, 22.2 || New Jersey. 16.0
8outh Oarolina 21.6 . 13.3
West Virginia. 18.4 |} New York__ 1.9
1. 16.1 || Mississippi 11.6
Maine. .. 15.7 || Georgla. 111
Arkansas. 15.6 [} Virginia, 11.0
Alab 15,0 || Nebragka. 10.8
Louisiana 14.6 || Texas. 10.1
New York 14.5 || Massachusetts. .. oceeeoeecmoomenne- 0.7
Lowa. 13.9 |} District of Columbia 9.3
8outh Dakota 13.0 |} Dlinois. 9.0
Massachusetts 11.9 || Ohlo. 9.0
Vermont, 11.3 {{ Delawsre.. 8.7
Connecticut. 9.1 || Iowa 8.6
Dela - 8.9 || Wisconsin 80
Wisconsin 8.5 || New Mexico. 7.9
Indians 6.4 olorado 6.8
Neb; e 6.2 Orefnn 3.9
District of Columbfa. aeucocaanecnaanas 5.8 || Indians 3.6
ornia. 5.2 || Maine... 3.2
4.8 || Missourl 2.9
North Caroling. . o eeeeaeecmcasaacnnan- 2.7 || Alabama. 2.8
'axas. 1.9 || North Carolina. . .. cueeeeaaamvanen. 2.5
Colorado. 1.4 || Boath Dakots 2.4
Missouri. 1.4 {| West Virginia. 2.0
Oregon .9 || California. 1.2
New Mexico. .5 {| Connecticut L3

Bource: Derived from Table 16.

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

The average deviation of the 1957 to 1959 percentage changes 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 uni-
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 compared with a 33 percentage point range (8.9%-
42.1%) under the uniform credit.
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U. S. TREASURY DEPARTMENT No. 22G-14
INTERNAL REVENUE SERVICE ; Date of issue  September 11, 1959

MANUAL SUPPLEMENT

Selecting and Transcribing of Estate Tax Returns for State Tax Offices

Section 1. Purpose

The purpose of this Manual Supplement {8 to provide procedures under which certain District
Directors will supply information to the State Tax Offices and the Treasury Department, to be used
in a study of estate tax credit methods.

Section 2. Authority

.01 Each Governor of a State taking part in this study will make a written request to the Com-
missioner of Internal Revenue for authority to use Federal estate tax return dets. The data are not
to be furnished until such suthority has been granted.

.02 Authority has slready been granted to Illinois, Chio, and South Carolina to inspect Federal
estate tax returns. The District Directors in these States will begin this project ouly after receiving
request for the data from the State Tax Office.

Section 3. Background

.01 The Joint Federal-State Action Committee is considering ways and means of revising the
Federal estate tax credit to incresse the States’ share of the revenue in this tax. Several credit
methods are being studied by this Committee and by the Treasury Department to determine their
effects upon both State and Federal revemies.

.02 The Treasury Department has sssumed responsibility for making Federal data availsble
for this study. A decision has been made to do this work with the personnel in the Collection Divi-
sions of those District Offices whose files are maintained in the manner described in section 5.

.03 Work completed and manhours expended in the performance of this project should be
charged to Operation 312, Appendix A to Publication No. 396 (8-57).
Section 4. Starting and Completion of Work

.01 District Office Collection Divisions will not begin this work unless and until they receive
notice from the National Office that a State has authority to receive such data.

.02 The work will be begun and completed as soon as possible after receipt of such notice.

Section 5. Returps to be Selected

.01 Form 2695, "Estate Tax Return Listing and Sample Selection Sheet,” will be used to list
and select returns. All returns with gross estate of $1,000,000 or more will be selected. Other re-
turns will be sampled, the sample returns already being indicated on the selection sheet by check
marks ( /).

.02 Select sample from estate tax returns filed for 1956 yesr of death, or listed during calea-
dar year 1957, depending upon the way these returns are filed in the District Otfice.

.03 Make sure that sempling is from the complete file "A" through "Z", for whatever file is
Maintained by the District Office.
.04 General Method of Selection

1 I returns are filed by year of death (1956), or by listing year (1957), use
file of returns.

For Official IRS Use Only
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2 M returns are in & merged flle for several years, and an index card file is avail-
able for listing year 1957, use the index caxd. file to obtain names of taxpayers
filing a taxable retumn,

.05 1 Starting at the bqlnnmg of the file of returns, list on Form 2695 the account
numbers of all taxable returns (mumbered in the DT series).

2 'The number of cht mumbers listed should be fairly close to the number of
returns in the DT series as shown on the numbering records for calendar yesr 1957.

8 Prepare this ysdng in duplicate.

.06 1 Examine every taxable refurn (Schedule O) for the amount of gross estate. If gross
estate is $1,000,000 ox moye, select the return for inclusion in the sample and
1dentify this return by entering the letter "M" in columa 5 of Form 2695, opposite
the account number of the return.

2 "M" will be entered whether there is a check-( /) in the box or not.
3 All such retumns are to be selected for the sample.

.07 I addition, select for inclusion in the sample all other returns wh 'gumbers a1ré
opposite & box with'a check (/).

.08 If any return {s charged out, check Form 842 to see if original tax was in excess of
$200,000. If s0 enter 'M".on Form 2695, locate return, ‘and transcribe ag set forth in section 6 be-
low. K under $200,000 and it is a selected return, enter in column 5, Form 2695 opposite account
number, theletter "0." R is unnecessary to locate any of these latter returns.

Section 6. Transcribing Data to Form 2694, Estate Tax Credit for State Death Taxes
.01 Form 2694 is to be used to post data from Forms 706 selected in the sample.
1 Complete items 1 through 9,

2 If a revenue agent's report is attached, use corrected figures for items 4 through 8;
otherwise use figures shown on return as originally filed.

3 If sample return is designated by letter "M" and is pending in audit and examination
has not been completed, use figures as shown on return as originally filed.

4 Prepare form in duplicate,
Section 7, Disposition of Forms 2694 and 2695

Original and duplicate copies of Form 2694 and original copies of Form 2695 are to be associ-
ated and forwarded to State Tex Office. Duplicate copies of Form 2695 are to be sdnt to the Statistics
Diviajon PR:S.

Section 8. - lies

.01 Bach district office participating in this program will be furnished a supply of Forms 2634
and 2695 without requisition.

.02 ¥ additional supplies axe needed, requisition from the National Office using Form 16.
Section 9_. Effective Date
‘These procedures will be effective a8 soon as possible following receipt of notice of authority

o SRR Z/‘f‘ e

Acting llrectot. Couecdnu Divisin
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ESTATE TAX RETURN LISTING

AND SAMPLE SELECTION SHEET
le ressons DT series only)

1. DATE

L OISTRICT OFFICE

[ oare or oxatH 13

% YEAR OF RETURNS

oare or ricing 1esr

BSTRUCTIONS:
Bémn 3, Check (v/) the year of returns you ore using for
this study.

Hem 4, List the t numbers of all taxable returns
DT series) for year checked above.
lom 5. Select with t numb it

Schack (v/) in the box. Also select all retums with Groes
of $1,000,000 cr more and place an /M’ in column
S opposite the account number whether there is a check

in the bax of not. If a return is charged out use Form 842
to determine if original tax was in excess of $200,000.
If so, enter letter /'M’". If not, and retwrn is a selected
return, enter ''O'' opposite account number,

Make two copies of this sheet and' send one copy to
the Statistics Division Attention PR:S. The original s
to be attached to the data sheets to be shipped to the
State Tax Office.

[y [ . [y . 3 [S &
DT sEnigs RETURNS of semies RETURNS oT sEmes RETURNS o7 sENIES RETURMS
ACCOUNT To B¥ ACCOUNT X ACCOUNT 10 g ACCOUNT O B,
UNRER ssLECTRD NUMeER SELECTED NUNSER sELECTED NUMBER SELECTRD
—
S ——
—_—
———
L
U S, TREASURY DEPARTMENT + INTERNAL REVENUE SERVICE ore 877107 ronu 2695 -8
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801

ESTATE TAX CREDIT FOR STATE DEATH TAXES

IDIITHCT arnce

The foliowing information 18 to be posted by the District Otfice of the Internal Revenus Service from the Estate Tox Return, Form 706.

1. NAME OF DRCEDENT

2 ACCOUNT NUMBER
oT-

3 RESIOENCE (DOMICILE) AT TIME OF DEATN

4 OROSS ESTATE TAX

% CREDIT FOR STATE DEATH TAXES

% NET ESTATE TAX PAYABLE

7. TOTAL GROSS ESTATH

6. TAXABLE ESTATE (Total)
s

F. PENOING (M AUNT

O vas

O we

10. TAXABLE ESTATE (State}

s

The following informtion 18 to be posted by the State T

fice 1!

S

Tax Retumn;

14 STATE TAX ASSEISED AGAINAT TWIS ESTATR

WETHOD

PROPOSED FEDERAL
CREDIY FORSTATE

(See Method)

@

STATE TAX LIABILITY
UNDER NIW CREDIT
METHOD

REDUCTION IN
FEDERAL TAX
LIABILITY
{Col. (a} minus
item 5)

(a)

INCREASKE IN
STATE TAX
LIABILITY

Col, (5) min
(ot

)

NET CHANGE N
COMBINYC TAX
LIABILITIRS
{+OoR~)

g

(#)

12. Method 13 200% of 1926 Liability
(Col. {a) equals 2 1/2 times isem
5 above).

13. Method 2: Present maximum
credit plus 20% of net estate tax
payable. (Col. (a) equals item 5
plus 20% of item 6).

14. Method 3; 20% of gross estate
tax. {Col. (o) equals 20% of item
4 above)

15. Method 4: Net estate tax payable
plus present credit maximum of
$145,700. (Col. (a) equals item &
plus item 5, maximum $145,700).

epere—
Us $. TARASURY DEPARTMENT - INTERNAL AKVERUL RERVICE

AN C.

FORM im (s~}



Appendix C

TABLE A.—Federal and State Inheritance and Estate Tax Collections
Fiscal Years 1949-1961

[Dollar amounts in millions]
Fiscal year Federalt State Total ? State as per-
cent of total

1949 $720.0 $172.7 $892.7 19.3
1850 649.6 165.6 815.2 20.3
1951 617.2 190. 2 807. 4 3.8
1952 735.9 207.2 943.1 22.0
1953 775.0 217.6 992.6 21.9
1954 863.1 242.6 1,105.8 21.9
1955, 837.0 243.7 1,080.7 22.6
1956 1,044.5 304.6 1,340.0 22.6
1957 1,240.8 330.2 1,571.0 21.0
1958 1,260.1 344.4 1,604.5 2.6
1959 1,216.5 340.9 1,567.4 21.9
1960 1,420.5 411.2 1,831.7 22.4
1961 $1,700.0 *) ® ®

! Net, after refunds. Collections for 1949-1953 on collections basia since 1953, on basis of * Monthly State
ment of Receipts and Expenditures of the U.8. Government.”

1 Excludes District of Columbia and State imposed taxes retained by loeal jurisdictions aggregating $16
million in 1958,

¢ Estimated.

¢ Not available.

Norg: Due to rounding detail will not necessarily add to totals.

Bource: U.8. Treasury Department; Bureau of the Census, Governments Division.

TasLe B.—Federal and State Gift Tax Collections
Fiscal Years 1949-1961

{In millions of dollars}

Figcal year | Federal! State Total Fiscal year | Federal! State Total
140 ____ $59.8 $3.5 $63. 2 $116.5 $5.8 $122.3
1950 48.2 2.7 50.9 124.0 7.3 131.3

90.6 5.4 96.0 132.8 8.5 139. 4
82.1 3.8 85.9 116.4 6.8 123.2
106.3 4.4 110.7 185.6 8.0 193.6
71.0 4.4 75.8 2176.0 ® ®

87.3 5.3 92.6

1 Net after refunds. Collections for 1949-1953 on collections basis sinoe 1953, on basis of ‘“Monthly State-
met]lzt of Receipts and Expenditures of the U.8. Government.”

ted,
1 Not available.
Nore: Due to rounding detail will not necessarily add to totals,
Souree: U.8. Treasury Department; Buresu of the Census, Governments Divislong
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TasLe C.—State Death and Gift Taxes—Dates of Adoption
DEATH TAXES

Before 1900 1901-10 1911-20 1921-30 1931-40
California, Connecticut, | Arkansas, 1901; Colo- | Arizona, 1912; Nebrasks, Alabama,
Delaware, Tlinois, rado, 1901; Utab, 1901; Georgia, 1913; 1921; South 1931; Flor-
Iowa, Louisians, Washiu]gton, 1901; Indiana, 1913; Carolina, ids, 1931;
Maine, Maryland, | North Dakota, 1903; | Rhode Isiand, 1922; total, 2.
Massachusetts, Michi- | Oregon, 1903; Wiscon- | 1916; Missis- total, 2.

gan, Minnesota, Mis- sin, 1903; Wyoming, sippi, 1918; New
sourf, Montans, New 1903; South Dakots, Mexico, 1919;
Hampshire, New Jer- 1905; (Hawall), 1905; (Alasks), 1919;
sey, New York, North | Kentucky, 1906: | total, 6+1,
Carolina, Ohlo, Penn- Idaho, 1907; Okla-
sylvania, Tennessee, homsa, 1907; Texas,
Vermont, Virginia, 1907; XKansas, 1809,
Jest Virginls; total, total, 14+1

Grand total, 49-

GIFT TAXES

193140 1941-50

Oregon, 1933; Wisconsin, 1933; Virginia, | Oklahoma, 1941; Wash-
1934; Minnesota, 1937; North Caro- ington, 1941; Rhode
lina, 1937; Californis, 1839; Tennessee, Island, 1942; total, 3.

1939; Colorado, 1939; Louisiana, 1940;

total, 9.
Grand total, 12,

Tasre D.—Federal Estate Tax Rates and Exemption under 1926 Act, and Federdl
Estate and Gift Tax Rates and Exemptions under Present Law

Estate tax Gift tax
Tax bracket
(thousands of dollars)
1626 Act Present law Present law
Equaling Not Rate Tax on Rate Tax on Rate Tax on
exceeding | (percent) | amountin | (percent) | amountin | (percent) | amountin

m @ col. (2) col. (2) col. (2)
............ 5 1 $50 3 $150 214 s112
3 10 1 100 7 500 55 376
10 20 1 200 11 1,600 83’% 1,200
20 30 1 300 14 3,000 10 2,280
30 40 1 400 18 4,800 1334 3, 600
40 50 1 500 22 7,000 1634 5,250
5 60 2 700 25 9, 500 188 7,126
60 100 2 1, 500 28 20, 700 21 15, 528
100 200 3 4,500 30 50, 700 214 02
200 250 1 8, 500 30 65, 700 2234 49,278
250 400 4 12, 500 32 113, 700 2% 85,216
400 500 5 17, 500 32 145, 700 24 109, 276
500 600 5 22, 600 35 180, 700 135, 525
600 750 6 31, 500 35 238, 200 263 174,900
750 800 8 34, 500 37 251, 700 2 188, 775
800 1,000 7 48, 500 37 325, 700 27 244,275
1,000 1,250 8 68, 500 39 423,200 2014 317, 400
1,250 1, 500 8 88, 500 42 528, 200 3144 396,150
1, 500 2,000 9 133, 500 45 753, 200 3334 564, 900
2,000 2, 500 10 183, 500 49 998, 200 368¢ 748, 660
2 500 3,000 11 238, 500 53| 1,263,200 394 $7,400
3,000 3, 500 12 298, 500 56| 1,543,200 42 1,157,400

3,500 4,000 13 363, 500 68| 1,838 200 a4yl 1,3m,
4,000 5,000 14 503, 500 63| 2,468, 200 a1yl 1,851,180

5,000 6,000 15 653, 500 67 ] 3138200 5032 2,353,
6,000 7,000 18 813, 500 70 | 3,838 200 5234l 2,878,680
7,000 & 000 17 983, 500 73] 4,568 200 53| 3,426,180
8,000 9,000 18| 1,163,500 76 | 5328, 200 57 3,996, 1580
9, 000 10, 000 19| 1,353,500 76 | 6,088,200 57 4, 566,150
10,000 |- ... 20 |oemetaieee 4 I L7 PO

Specific exemption...... $100, 000 $60, 000 $30, 000
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TaBLE E.—State Estate Tax Rates and Exemptions,* July 1, 1960

Maximum
State Rates rate applies | Exemption
above
80% of 1028 Federalrates_ ________._.__ $10, 000, 000 $100, 000
80% of 1926 Federalrates______.._.___. , 000, 000 100, 000
of 1926 Federal rates_.._..__._..._ 0, 000, 000 100, 000
» of 1926 Federal rates 10, 000, 000 100, 000
» of 1828 Federal rates 10, 000, 000 100, 000
o of 1028 Federal rates 10, 000, 000 60, 000
2-21% 10, 100, 000 8
2-23% 1, 500, 000 0
1100 oo emae e 10, 000, 000 15,000
1%, O] 10, 000
3109 cccccmc e cmc e e e ccamnem 125, 000 10, 000

Treasury Department, Tax Analysis Staff

1 Excludes Btates shown in Table ¥ which, in additlon to their inheritance taxes, levy an estate tax to
assgre full absorption of the 80 percent Federal credit.

1 An additional estate tax is imposed to assure full absorption of the 80 percent Federal credit.

1 $20,000 of transfers to spouse and $5,000 to each lineal ascendant and descendant and to other specified
relatives are exempt and deductible from first bracket.

¢ Exemption for spouse is $20,000 or 50 percent of adjusted gross estate, for minor child $5,000, for lineal

ancestor or descendants, $2,000.
$ Entire estate above exemption.

Source: Compiled from Commerce Clearing House, Inheritance, Estate and Gift Tax Reporter.

111



() 9 9 1 1 008 000 ‘0T 000 ‘01 000 ‘01 L S N 92 QOO MON
000 ‘09$ 91-8 919 911 91-L 009 1 009 ¢ 000 ‘g 0009 000 ‘g t A0810f MON
o e'8 28 M..w M._v SUON SUON M._W M.—W :_W ..................... onusdmey MeN
o () (o) " ") () () (n " (n BDBAON
o 81-9 I I 1 009¢ 000 ‘01¢$ 000 ‘01$ 000 ‘01$ 000 ‘01§ s SYSeIqoN
00097 228 91-¥ 8¢ 8z QUON 009 0007 000 009 ‘4T t BUBJUOIY
000 ‘0% 0e-¢ 818 9-1 9-1 001 ¢ 009 0009 000°‘g 000 ‘0z %._852
s JAdyssISSTIN
00093 0g-8 ] or-¢ 091 002 008 ‘1 0009 000 ‘g1 000 ‘0¢ t B)OSOUUTI
000 ‘09 9101 82 82 82 SUON 0009 000°‘¢ 000°‘g 000 ‘08 of ¢ TE3JQOIIN
000 ‘0T 919 91-¥ 6-1 61 0001 000 ‘t 000 ‘01 000 ‘0T [ ) S s 1 S1105nQUBSEB
v 42 40 14 1 091 091 091 091 091 1 DUSIAIB
_ 000 ‘09 SI1-21 g8 i'ad 9 008 009 000 ‘01 000 ‘01 00091 “ours
00092 00095 01-¢ =i £-2 2% 009 000°1 000 ‘¢ 000°‘¢ 0009 + ¢ SUBISTNOT
000 ‘009 000 ‘02 91-9 91-¥ 01-2 01-2 009 000 ‘T 0009 . 1000°01 000 ‘01 ““Axonmjuey
000 ‘009 0009 1-01 2718 g1 9%9°0: |002s 000°g 000 ‘9T 00091 000 ‘92 " Tsesusy
000 ‘008 000 ‘o1 91-01 01-9 8-1 8-1 QUON ¢ SUON] ¢ 000 91 000 g1 000 ‘0% 8MO0]
000 ‘009 ¢ 000 ‘0% 034 91~ 01-1 o1-1 001 009 0002 0009 00091 "¢ SuUB[pU]
000 ‘009 000 ‘02 0801 e -z ¥z 001 000 ‘01 000 ‘03 000 ‘0 000 ‘08 SIOUIIL
000009 000 ‘9% 0e-8 0z-% -3 1% QUON 0001 000‘¥ 000 ‘01 000 ‘01 v oqupl
000 ‘092 000 ‘9T 6-9'e 6-¢g 2291 ad 009 009 000'¢ 000‘g 000 ‘0% TeAsH
s 8[3100p
) : s SPHOLL
000°000‘t | 000 ‘09 919 018 9-1 -1 000t 000°S 000°‘q 000°‘q 0009 +'100 JO 18510
000 ‘000 000 ‘08 89 -2 1 1 SUON 0001 000 ‘g 0008 00002 “¢ SIemsP
000°000‘T | 000°09T ¥I-8 or-% 8- 824 009 000 ‘¢ 000 ‘01 000 /01 L s 1 30900 UTOD
000 ‘009 000 ‘08 1L 01-¢ 8% 8T 009 ¢ 000 000 ‘01 000 ‘01 000 ‘08 opsIo[o0
000 ‘008 000 ‘% ¥2-01 91-9 01-¢ 01-g 09% 000 000°q 000°C1 [ » ¢ BJUIONITRD
s SesTBIY
........ ¥ ¢ BUOZLIY
000 ‘01$ 9°L1-9 2°01-¢ 9'e-1 281 UON 00018 000 ‘01$ 000 ‘01$ 000 ‘0T$ BYBE[Y
¢ SUIqS[Y
oL UNT waong wsng
joy081q eApjerer ToI8Y8 10 pPOqo P 0ATIE[RL 618 JO PR PO
18IQ ueq) Jqjozg 3mpy Joupm uey3 Toyloig Apy U S0DIM
Jo ezyg 930 10 osnodg 30 19391y
egnods Jo o9e0 Uy 018y suopdurexyy

0961 ‘L 8L “s89F] fo 391003900 pasoapss' sof ‘suvy puv suondusxg xo smvL 2DIG
d TTavy,

112



421009y
0L 11D PUD 9I0IH ‘suvpseyur ‘0sNOH Bupreern 0IeTIMO) WOl perdwo) :80Inog

*pesoduy O8[8 s}

X6) e3UslLIequ] o) Jo Jucolad 0g 03 [8NDO X8) [BUOIPPS UV “eJuys s,Axejogennq eyj jo
J00d1ed GI POSOT0 J0U ABTI X¥) [8103 61 J8Y) OS] oua 03 aaoBm_m 848 50381 9590, 9t
“Ol0U A 8 58 SEB[0 0] 0 POMO[TE 5] U0JIAUISXO (009$ [BUOI}IPDS UV &
“uoj3dwexe 000*1$ oY) Wy At WSIP[IYP 0y) ‘esnods & JO 80uesqe 94} uJ g
"W SIqRJ, 908  °Xe) 898950 U 0518 seeodm] 1

“8378. X8) pajsdfpu]
613 jO §43IN0J-001Y3 18 DY) o8 SofIsfogennq [ SSE]D 03 A3redoxd Jeel Jo SIOSUBLY, o1
‘pesoduz] 0S]8 96 ‘Xg) eoUB)IOYU] 0N JO JuBdI6d £Z 03 [8NbA ‘soxE} [BUODPY ¢
"O[quXB} JOU 618 §3q6P JO UOHINPED 1038 000‘I$ TeY] 5997 JO 50I8ISH 4

“PIIgo JMmps
us 0} 3uji[dde $e3831 043 I8 poxY) 5] PUYO Jouym vy .hwdo 0sT10ds 10] S| WMOYS I8y 4
*A1e38u0[3a0d0ad ro) Aq peruys ) pus S88[0 Jenojred
6y} ojuy Supirey sojIElOYeusq [18 40} opduIeYe 8303 oY) 8] UMoys uofjduioxo oy, o
“9InI8IS 0} U] SUCHIONPAP YOS Jof uos[a0ld oU 5§ 010y}
43007318 ‘UBIP[Y0 JUerU] 07 0.1¢ 02073 JT 97T$ PUB UDIPIIYD JUGIUF 018 01077 J] AMODIM ¥ 0}
09¥$ JO 80UBAMO[[8 A[jure] & MOT[8 03 9973981d 0 5] 1 ‘puBIASIY U] wwnfoo wopid moxs
0y} U} umoys J0N0UIE 8Yq} SPOIXe JBYS 8,418 oucno% Nq cokﬂi 8] uopjdurexe o ,
"o1quxe) 30U 5] 0snods Sujajams 09 Juysesd Agedoad Lypumurmiod JOII%H »
“309%81q 35IY 03 WOJ) S[QIIONPOD 08 SUO[IAWSX Y ¢
“H OIqE.L, 008 X8} 078}59 A[uo sesodwm] ¢
3 PoId [8IOpa,f Juedied 08 2% Jo uopydiosqs oy
OIMEEE 03 Y63 635350 WS 0S8 e50d Iy () AsTI6358 AQ pojeu[sep 05013 1000X0 ‘S038I5 [V ¢

“I®I8 SIBA[BUY Xu, ‘yuemtrede(y AInswoly,

() (1) 9 (4 4 4 SUON 000 ‘o1 000 ‘o1 000 ‘01 000 ‘01 Suros .

000 ‘009 000 ‘92 0-8 01-¢ 01-2 01-2 001 009 0007 0003 000 ‘91 91 ¢ USTOOST A

000°000°T | 000 ‘09 08-01 SI-¥ e1-¢ e1-¢ SUON QUON 000 ‘g 000 ‘g [ | S ¢ BU3I[A 1800 o

000 ‘008 000 ‘92 92-01 02-§ 01-1 o1-I euoN 000°T o 000 ‘¢ &1 000 ot (n R I S » ¢ UOIAUIqBE A

000/000°T | 000 ‘08 919 013 9-T 9-1 000 ‘C 000°g 000°‘g 000 ‘g 000 ‘g s S[UL3NA

000 ‘02 000 ‘g2 43 9-C &l x4 OUON 000 ‘9T 000 ‘g1 000 ‘g1 000 ‘91 Tt Esﬁwm
| 4

000°000‘T | 000 ‘08 0z-9 01-¢ 91 -1 009 000 ‘01 000 ‘9% 000 ‘ez 000 ‘9% "y ¢ BEXO],

000 ‘009 000 ‘g2 S1-¢ 91-¢ -1 1 000 ‘T 0007 000 ‘01 000 ‘01 000 ‘01 o ¢ 09FS0UTB,,

000 ‘001 000 ‘91 02-¢ g1-¢ 1 1 001 009 000 ‘01 000 01 L S & ¥loxu( qIuog,

000 ‘008 000 62 YI-¥ xd -1 o1 002 009 000 ‘9 009 2 000°07  [ToTmomommems ~T€TfoI8) qinog

000'000°‘T ] 000°92 91-8 01-¢ 62 62 000 ‘T 000 ‘9 000 ‘01 000 ‘01 [ ) S “""1 ¢ OUBIS] Opoyy

M._W M.ﬁw e1 9t 4 4 8UON SUON QUON g1 SUON ¢t (0 O BJUBA[ASUUSJ

o " 0¥ 91-1 () (Y] 009 000 ‘T () (D) () n U03610,

2 ‘ [’ 4 L gogo

000 ‘002 000 ‘g2 -8 69 - g-1 QUON 000 ‘T 000 ‘L 000 ‘01 000 ‘01 t [0

p s 810y8( ION

000 ‘000‘c | 000 ‘01 18 91-¥ 21-1 -1 SUON ouON 000°Z 0009 000 ‘01 BUJIOIB0 qIION

' JIOX MON

113



201 11D puv Aoy ‘2uvHLIYUL OSNOY Supeep edzemmro) uroyy peprdwop

*3713 043 jo enysa oy jo Jusdted g1 Pesd
pojndmoo Xe3 o3 Jo jusdred gg 03 T8nb:

*888[0 PP 03 ‘520730 [[© {IOYIOUS LI0ISIS PUB £107701q

PUs £103590U8 [YOU][ pus osnodg
+8D olv suojjdurexsy *SSJ0 JOYI0 O} U OI8 819YI0 [[8

‘esniods sepnlouy sselo |

‘UoNIppe u ¢
{586[0 T 0S[ANI00 IUBPTOSHP
*S90TOP JO §5B[O [IBO pomo[Te woj3duwiexa |
*39408q 351y 043 W3 S[q1IOND
{3UBDPUIIOP I0 I0JSB0UB [BoU]
*599TOP JO §68[0 [OBe PIMO[[8 §] UOISTIOXD [BNUWS | A[HQ o

)

“darsoday
180Jnog

X0 J0U ABUI XB) 18307 O], ‘UMOYS §781 0L3 38
9 pesodumy st xe3 Aouediome uw

*19X081q 9817 973 WO 0[q1JONPSD 018 SUOIEN[OX0 10 SuC]IAEX ¢

Jueotod ge peedXe j0U ABwWX Xe} OUL, ‘0Z¢
1023 ‘PIIYO DS ‘gA$ ‘PIIU0 Jouywm ‘008s

*3118 113 Jo en{BA [y Oy} JO

‘seAj8T0d UrBY) 10410 0pg ‘40ISTS 40 Jey301q
‘o[ :DOMO[E 8.8 81POJD Y83 BUIAO[[0] OT,L ¢

*9lq8X8} 301 5] esnods SurajATns 09 poLiojsues) Ajiedord AJuUnUIWo9 Jo :«M T
918 8073

o3qA unj3urgsey uy 3dedxs §0j8I X6} 00

*59)8.1 X83 SOUBIIOYU] JO Jusdded 06
Ue3[I0YT] $8 QUIUS 0Y) 0IB §9IBI X8} 31D,

"BeIs SISAeuY X8y, ‘Juomrede( Amssoly,

*000°1$ | 0%-8 0Z-¥ 01-2 01-2 ouoN cao.z 000 ‘2 0002 00097 |rmosesmssececcee- o ¢ UISUOOSIAL
*000'e$ | 9°22-6 81-4T 186" 18-6° ouoN 000°T s 000 ‘0T ¢ "8 1 4U0IBUSE
"9ARI8[0I UB3 JOUI0 000'T$
*ISTS ‘104301q 00078} 91-9 01-2 -1 -1 QUoN s oBIUI3AA
‘PIIYo ‘asnods 000°93
y'819430
‘sIojsis  pus  sIYI0Iq  000'esi! 91-9 91-¢ -1 -t ouoN «90550TT0,T,
¥ PIO ‘esnods 000°018) .
“000°g§ |-m=e--=memee P 00062 PuB[s] opoqy
*9AIB[OI UBU3 JO30 000°T$
~logs|s ‘I0q301q 000'esr| 08-9 923 01-1 01-1 000 g1 wode10
‘PRIge ‘osnods 000°qs
*000°g$ """t 01-1 ouo ; SUWOYBIYO
‘000'e$ | L1-8 91-¥ gI-1 g1-1 QUON SuoN 000 93 00092 000 ‘93 o «BUROIB0) IlON
*000°¢$ | 088 909 01-% 0191 092 000°T 000°¢ 000 ‘01 000°0F  TTeemeesmesees £ ¢ «8J080UTM AT
*9Ajj8Ied wen3 10030 00¢$
“109818 ‘191301 000'1$¢| 0T-¢ 9 £ £-2 000 ‘08 1 SUBISINOT
*PIIYe “‘esnods 00093
‘eApyeIel Uey] J0YI0 (000‘TS:
*Jogsys ‘10301q 009'1$r| 9T-L 01-¢ 87 8- 008 0002 000 ‘01 000 ‘01 000°0  |TtTmotetmtmmecsssess #0DBI0[0D
‘PLIYD ‘esnods 000
‘000'%$ | ¥2-0T g1-¢ 01-2 01-3 093 000 ‘2$ 000°¢$ 000 ‘21$ 000'§28  [Tommemmoesesesoes 1 1 +BIUIONTBD
WwRiT R w0 Wiy
0438181 199818 PIIY0 P[0 Jourua] eApjered J0518 PIigo Prigo
ueqs 030 | Jo Jeqrorg | 3Py 10 esnodg | ueyj Joqi0 | 10 Jeqioig | NPV J0TFIL oJTM
08UO0D YI¥d 03 UOJSNIIYS f[BnUUY 9818
s038Y uopydwmoxe ew3d §,J0u0g

0961 ‘1 €pnL ‘seauoQ@ Jo sau08nvy) poross sof suotyguiaxsy puv sy xv [ 1fi0) apmpg

o aEv],

114



TasLe H.—Deductibility of Federal Estate Tax for Purposes of State Inheritance
and Estate Taxes, as of July 1, 1960

State Federal estate tax Btate Federal estate tax
deductible deductible

Montana. Yes.

Nebraska . ceceorromcmcmmeacean Yes.,

Nevada. oocv e oceaceaes No inherftance tax.

New Hampshire_.___._____..__ Yes.

Now Jersey.oamcasaccaccaaran- No.

New Mexico. .-| No.

New York._.. No.

North Carol No.

North Dakota.. Yes.

Ohlo Yes

Oklahoma. No.

i;)regon_l.__.i g 0.
ennsylvania_. 0.

Rhode Island..__......._ -} No.

South Carolina_.____.... Yes.

South Dakota.. oo caaceaae. No.

Tennessee. . No.

Texas. No.

Utah No.

Vermont. Yes.

Virginia. Yes

Washington._._..........ooaee Yes.

West Virginia. oo oo oneaooe Yes

‘Wisconsin ——— --] Yes.

Wyoming. Yes,

tax,

! In proportion to the ratio of the value of the estate subject to State tax to the value subject to Federal

Source: Compiled on the basis of Commerce Clearing House, Inheritance, Estate, and Gift Taz Reporter.
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TasLe K.—State Death Taxes on Selected Size Estates, Left One-half to Each of Two Adult Children

Net estate after deductions,! but before specific exemptions

$25, 000 $50,000 | $100,000 | $200,000 | $400,000 | $800,000 | $800,000 | $1,000,000 | $2, 500,000 | $5 000, 000
Maximum eredit for State taxes under present
Federal law $1,200 $8, 800 $14, 000 $22, 800 $33,200 |  $138,800 $391, 600
Amount of State tax v
Alabama______ 1,200 6, 800 14, 000 22, 800 33,200 138, 800 391, 600
Alaska._ 3,356 8,130 14, 000 22, 800 33. 200 138, 800 301, 600
Arizona. .. __ 1,200 6, 800 14, 000 22, 800 33, 200 138, 800 391, 600
Arkangas...... 1,200 6, 800 14, 000 22, 800 33,200 138, 800 301, 600
California. 6,303 20, 300 38, 300 56,300 74, 300 224, 300 474, 300
Colorado...__. 8, 500 19, 500 84, 500 49, 500 87,000 184, 400 391, 600
ticut 8,050 15, 550 21, 850 41, 550 55, 550 176, 550 3ut, 600
Delaware........... 4,340 12,340 20, 340 28, 340 36,340 , 800 391, 600
Florida. 1,200 8, 800 14, 000 22, 800 33, 200 138, 800 391, 600
Georgla. 1, 200 6, 800 14, 000 22, 800 33, 200 138, 800 3891, 600
Hawall o 225 750 2,250 6,750 18,750 82, 280 47,250 62, 250 174,750 391, 600
Idaho. ... 340 1,180 3,732 9,340 22,930 37,130 55, 285 75,755 218, 800 410, 480
FTT T RN S 200 1,104 3. 140 8, 892 14, 572 31,310 40, 970 160, 200 391, 600
INAIBN8 - oo 210 460 1,460 4,460 10, 480 18. 460 28, 460 144, 460 391, 600
) (13 SO S 200 1,256 3,840 10, 415 19, 001 28,717 39,276 138, 800 301, 600
Kansas. ..o oooooeoeiiiiae ] e 200 804 2,656 7,792 14, 000 22,800 33,200 138, 800 391, 600
Kentucky......... - 300 800 2,408 6,410 18, 060 a4 87,548 48, 478 138, 800 391, 600
Louislans ... .. .. leioo 300 900 2, 400 5, 400 11, 400 17, 400 23, 400 33,200 138, 800 391, 600
100 600 1, 504 3,455 8,602 14, 372 22, 800 33,200 138, 800 391, 600
250 500 052 1,685 , 800 14, 000 22,800 33,200 138, 800 391, 600
00 800 2,158 5,040 11,916 19, 015 26, 886 35, 082 138, 800 391, 600
800 1,800 5, 800 13, 800 , 800 32, 800 42, 800 152, 800 301, 600
760 2, 568 6, 870 18, 620 27, 104 38, 208 49,136 138, 800 391, 600
456 2, 508 9, 257 17, 830 28,228 40, 447 161,926 451, 877
1,356 3,555 9,202 15,415 22, 800 33, 200 , 800 391, 600
2,728 7,030 17,904 29,264 40, 368 51,208 138, 800 391, 600
752 1,485 800 14,000 22, 800 33,200 138, 800 391, 600
New Hampshire_ ... oo oo b s 1,200 6, 800 14, 000 22,800 33,200 138, 800 391, 600
New Jersey....... ... 900 2,900 9,900 19, 900 31, 900 43, 900 169, 900 483, 900
New Mexico.... ... ... 900 1,900 8, 14, 000 22, 800 33, 200 138, 800 891, 600
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South Dakota?__. 378 472 547 508 623 619 695 927
Tennessee. . 1,865 2,808 3,117 2,944 3,204 3,216 4,351 4,035 4,591
Texas 6,047 5,074 6,304 6, 41 8,002 , 808 10,728 10,978 , 600
Utah 363 323 494 504 618 892 1,100 1,017
Vermont, 871 586 514 618 1,406 983 954 733
Virginia_. 1,924 2,033 1,877 3,620 2,381 3,804 3,173 3,413 4,874
‘Washington. . 3, 3,302 6,060 4,862 5,057 6, 9,679 8, 501 , 922
West Virginia 888 1,357 1,864 1,910 1,626 1,804 2,198 2,481 32,430
‘Wisconsin 19 4,800 ,323 6,916 6, 8,341 8,423 5 8,028 12,652
Wyoming - 110 139 261 3567 382 344

Total. .. 165, 631 207,158 242, 850 243,704 304,571 330, 245 344, 46 340,928 411, 161

1 Counties retain 10 percent of net collections.

3 Counties retain $750 (after expenses) from taxes paid by each estate.

1 Countles retain 5 percent of collections.

¢ Olerks retain commission equal to about 7 percent of collections.

$ Probate ju retain 3)4 perocent as their fee.

$ Inheritance tax retained by counties; State collects only estate tax.

T Countles retain 65 percent of collections.

8 Municipalities or townships retain 50 percent.
¢ Counties retain 10 percent.
1¢ Counties retain 734 percent of net collections.

Source: Bureau of the Census, Governments Division.

Nore.—Detail may not add to total due to rounding.
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, for Taxable Estate Tax Returns Filed during 1959, by Net Estate
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District of Columbia

Florida.

Alabama
Arizona.
Arkansas
Californis.
Delaware. . .
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North Dakota.

Ohlo_

QOklahoma.
Oregon

South Carolina
South Dakota,

See footnotes at end of table.
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TaBLe. N.—Credit for State Death Taxes as Percent of Gross Federal Estate Tax Liability, for Taxable Estate Tax Returns Filed during 1959, by Net Estate
before Specific Exemption Classes—Continued

Net estate befors apecific exemption (In thousands of dollars)
8tate
100-150 | 150-200 | 200-300 | 300-400 | 400-500 | 500-600 | 600-700 | 700-800 | 800-900 | 900-1,000 1&000 Total
and over
Tennessee 2.2 3.2 5.0 6.4 7.6 8.6 9.2 9.2 10.0 12.0 7.0
Texas. 2.3 3.1 4.8 8.4 7.6 8.2 921 9.0 10.1 10.7 13.7 9.0
Utah 3.0 4.5 4.8 8.5 7.4 7.9 9.0 - - 15.3 1.7
Vermont. 1.8 3.0 5.5 8.3 7.8 e o 9.1 13.4 8.9
Virginia 1.8 3.1 49 6.5 7.6 8.2 9.1 13.1 6.5
‘Washington 2.0 3.2 4.8 6.5 7.5 8.3 9.1 14.1 8.2
West Virginia .. ooo oo 1.8 3.0 48 8.6 7.3 8.3 9.0 11.2 8.0
Wis 3\ .- 1.9 3.2 4.8 6.5 7.5 8.5 9.1 12.8 7.4
‘Wyoming - 2.0 3.7 4.6 6.2 8.5 a— 12.6 8.6
Alaska._ . 2.9 (O] - . 1.9
Hawadi._.. - - 1.6 2.9 5.0 6.4 87 9.1 9. 14.3 9.1
Other areas 1.9 1.0 1.8 2.0 2.3 9.4 6.5 4.8
UB.total s 2.1 3.0 4.8 6.5 7.8 8.3 8.9 9.5 10.1 10.6 14.8 9.8
1 Not available.

Source: Internal Revenue Service, special tabulation.
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TasLE P.—Amount of Credit for State Inheritance and Estate Taxes Claimed on
Federal Estate Tax Returns Filed in Selected Years, 1949-1959

{In thousands of dollars]

State 1049 1950 1951 1954 1955 1957 1959
Alabama 641 147 237 341 357 359 461
Alaska -1
Arizona 88 5 41 182 142 280 411
Arkansas 117 105 113 231 285 106
Qalifornia 11,336 5, 617 7,901 7 29, 289 16,015
Colorado. 653 166 297 316 1,144 1,144
Connecticat 3,100 1,620 1,858 4,12 38,805 6,573 7,002
Delaware._ .. _ecoecacnennnn 1,463 1,328 349 1,412 506 442
Florids 2,384 1,875 759 1,801 2,826 2,478 3, 501
637 7 434 827 728
226
36 18 13 38 81
2,831 2,868 3,006 5,136 9, 536 7,896 8,709
476 428 614 811 1,526 1,471
247 266 215 805 635 679
258 254 349 281 545 7868 1,853
170 410 342 600 536 1,729 654
230 730 425 1,010 923 019
107 201 258 238 878 383 402
859 991 872 1,320 8,022 1,888
3,748 1,869 2,828 3,910 38,837 6, 859 5,200
1,252 1,728 1,529 6,924 2,042 3,248 , 364
256 461 087 791 819 837 2,731
87 69 168 104 140 148 215
1,073 1,340 978 1,322 1,492 2,835 2,130
7 62 75 1 132 3l
161 236 117 211 634 561
Nevada 26 3 161 2 10 72 25
New Hampshire. .. 128 502 117 178 206 502 210
NeW Jersey .- cemnanuecunnncnnn 3,128 2,373 3,213 3,031 2,578 8,328 6,239
32 59 51 38 210 194
13,463 10, 160 15, 311 19, 909 19,650 | 35,278 25, 833
356 364 530 2,475 4 1,853 1,308
North Dakota. 47 17 50 16 71 30
Ohlo. 4,033 2, 509 2,242 5,274 3,349 5,189 8,799
Oklahoma. 197 925 247 448 491 ¢31
260 440 818 897 3
38,9903 5,169 9,239 6,218 6,821 | 19,502 8,203
712 1,190 7 3, 540 1,484
361 68 179 103 1,864 385 255
63 132 4“4 39 49 81 45
267 918 620 542 449 646
2,167 2,672 3,522 2, 597 5,368 6,105 5,355
59 4 38 39 149 5858
35 25 88 185 43 202 183
085 7 829 2,256 628 1,618 849
369 204 144 840 568 761 1,415
91 89 163 77 461 301 506
457 669 1,865 1,080 1,051 1,484 1,854
5 59 8 100 38 3 166
63,713 | 48,443 | 63,078| 85060 | 85405 | 145120 | 180,285

Note: Due to rounding detafl will not necessarily add to fotals.
Source: Internal Revenue Service, Statistics of Income.
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TasLE 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)
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1 Total includes District of Columbia and a few tax returns filed from outside the Continental United

States.

Bource: Internal Revenue Service, Statistics of Income.
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TAaBLE 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
to the Wife and One-fourth to Each of Two Adult Children

Net estate, after deductions,! but before specific exemptions
$25, 000 $50, 000 $100, 000 $200, 000 $400, 000 $600, 000 $800,000 | $1,000,000 | $2, 500,000 | $5, 000, 000
Maximum Federal credit for State taxes—Amount.__ None None None None $1, 200 $3, 600 $6, 800 $10, 000 $48, 400 $138, 800
As percent of State Tax: Percent Percent Percent Percent Percent Percent
Alabama. .o .o - 100.0 100.0 100.0 100.0 100.0 100.0
Alaska_ ORI SO AR 13.5 24.4 32.8 37.4 . 97.9
Arleona. oo oeee o . 100.0 100.0 100.0 100.0 100.0 100.0
Arkansas - R PR, 100.0 100,0 100.0 100.0 100.0 100.0
(21100 ¢ 11 S AN eefem- - - 19.0 27.1 33.5 #H.1 48.7 6.9
Colorado - - 8.3 12.8 15.6 17.1 21.8 36.9
Connecticut_..____.____ c——- JR - 10.9 18.0 22.6 23.8 32.3 39.7
Delaware. - . oo eccimccecccemcemm e c s - - o 13.9 21.6 27.68 30.6 58.6 74.4
Florida. o .. . - R P 100.0 100.0 100.0 100.0 100.0 100.0
Georgla_ ... nmamaaen - - - 100.0 100.0 100.0 100.0 100.0 100.0
Hawall. ... RO DRSPS NP H - 8.3 13.8 17.9 20.0 32.0 43.4
Idaho, [SRIUIIN FI, 1.3 19.2 4.9 27.9 38.0 49.7
B 130010 . PRSI FUNIOUIUNIN [ERIIUUI FSURURI U 12.5 19.7 22.2 22.8 26.4 20.3
Indlapa.. ... - i2.6 217 2.7 20.8 38.5 41.2
Towa... 12.2 18.8 2.8 23.9 U5 45.8
Kansas___.______ 27.0 30.3 47.6 5.5 80.2 100.0
Kentucky - 7.1 12.2 16.1 18.0 28.6 100.0
- 10.8 21.1 20.4 H.4 65.3 93.1
Maine . 13.0 2.7 27.9 30.3 45.1 60.7
Maryland__.__._..__ 32.6 8008 95. 5 100.0 100.0 100.0
Massachusetts...__.__._. 0.2 16.6 21.8 4.7 38.3 47.1
Michigan. ... 0.8 17.3 22.9 25.8 36.2 42.2
Minnesota. ... coooio e 8.9 14.7 18.8 20.4 30.4 39.4
Mlssis:gpi.-_-_ ...... 13.0 20.2 24.1 24.7 29.9 30.7
fssourd. .. . . ______.__ 24.9 30.5 50.0 54.1 77.4 97.2
Montana_.._...__.__ 8.4 11.1 14.8 16.7 30.1 43.0
Nebraska. .. .- 35.5 70. 5 99.7 100.0 100.0 100.0
New Hampshire_ ... ______._._..__ . 100.0 100.0 100.0 100.0 100.0 100.0
Now Jorsey. ..o mmacemccecfecmcccccmaafemmmceme el 15.3 2.7 26.3 2.1 29.8 34.8
New Mexico._._ . - - RO S 30.8 61.0 86.1 100.0 100.0 100.0
New York____ ... S0 RN S 20.7 36.7 45.9 50.5 64.3 89.1
North Carolina._ ... _._. - - —— - 8.7 14.6 19.1 21.0 32.3 38.9
North DaKota__ ... ool eimmcaece i e e e 11.0 18.8 4.5 27.0 36.6 39.4
Ohfo_... ——- 0% RS RS R P, 11.4 20.0 268.5 20.6 49.9 70.1
Oklah 6.1 11.0 14.5 16.2 20.7 35.56




631

2w MMMMAmm SRPTEIS
g 5| JuspHRE FE=oSRd
s SepgBEF BESSA
E g < <) h 2]
< o B PE P 20T
8| @bmsg: i SEESS
m ® ' By Onml.
$E|iiE FERB
Ew | R
Ex "
B g
- ]
S
&
zE
Egl il
;
&g
ZE
E B
g
-4 H
) !
]
[=%
&
-]
g —
: T
B R
=3 H
= P
4 : :
8 ! :
(T :
gl P
-3
s '
£y H '
- RIRERERE
I ;
o e R
R [
= | ! ot
£ ! ot
[=d
Bl ¥
% | i Ll
2 |-
=4
E
[}
1| SeeRBPmw PxbBobe
m ~OOCIWTND CONBIOR
&
e
3
g | BoRBE5s SESIRE8S
= N AO @00 O1es 8309 00 it
BESRBEN. BER8&EE
OB G0 00 s »F © 2 O =DDN
BEBRERE BEBANEE
HO W = O~T OB OO0 G =T = D
- -
SENEREE SBI8NER
ORWwaNWe SN -OOW e
[ =g Pt g
SRPIRFR SEESUEI
CRTRBN- OHRWORON



L'66 86l L%8 gLy ¥ [ %11 291 “"sWoyYe[I0
0°001 0001 0°001 L°68 68 0°0L 1'8¢ - “olqo
L°0L 1% 8 - 3484 £°98 168 L&At 8088 YMON
104 L°g8 889 699 6 6% [ i 961 B ettt BU[0I8) QION
£TL 1769 .19 889 8% [(%4 L°0% R e ettt ST RI0X MON
0001 0°001 0°001 0°001 0001 0°001 (X5 - - - " T TOOITOIN MON
¥ 8 L18 9°9L 1L ¥ 0L 489 ¥Ir - R -=so-£08I8f MON
0001 07001 0°00T 0°001 0001 0°001 0°001 - TTTTTmTTmTT oo e olygsdurey MoN
0001 0001 0°001 0001 0001 0001 808 BYSSIQON
0°001 0°001 L7 9°99 8°Ly 0°8¢ | 57 S S S R Bttt EL D LR Tt SUBIUOIN
0°001 0°001 0001 0001 8°'06 T€L 8°88 - - ~TCHnossIIN
L'98 L8 Iz 8°08 9'8L Q8L 8Ly jddyssisstN
0001 0001 9°.9 .69 L19 8°0% §°LT - gjoReTul N
0°00T 8°06 9L 2769 719 £°6% L'02 USRI
0°00Y 0001 9°%6 898 9°€L L9 8°'8% - 8" T W
0°001 0°001 07001 0001 0°001 0001 Z°IL - “PUBIAIS I
0°001 0001 0°001 0°00t ¥'i6 C8L Ly - oure N
0°001 0001 07001 ¥'8 208 9769 (<4 N It DOantutntntutneintien ettt hinttehdet sUB[ENOY
0°001 0°001 Q89 109 (X4 ‘%434 L'81 £y >:
0°001 0°001 0°00T 0°001 0001 £°L8 [ 281 4 Sesuvy]
0001 0°001 ' ] poL L°8L £°99 e'1e ~8mo]
0°001 196 298 1°08 89 0°¢9 6°02 ==~sus[pul
0°001 9°'08 0°18 8724 196 9°9L %88 “SJOutI
¥ 96 0 8°¢¥ e°1F L'L8 L°6% 8¢l ~-oqepl
0°001 ¥°6L 26 8 8% ¥ eF 2'9¢ 8°LT nemsy
0°001 0001 0001 0°001 0001 0°001 0001 8[31000)
0°001 0°001 0001 0°00T 0°00T 0001 0°001 8pHOIL
0°001 0°001 ¥°16 Q08 8789 T em 9°2Z IsmspPJ
0001 16 8°69 [ 3¢ 809 Lg¥ 8°61 n0§300Uu0)
000t £°9Z 289 1°0¥ 9°0¥ 67 8°1¢ opsIo[0)
978 6°19 L' 9°0¥ 998 g°ge 0°61 = ~STwIofife)
0°001 0°00T 07001 0°001 0°001 0°00T 0°001 SEEUSNIY
0°001 07001 0°001 0001 0°001 0°001 0°00T =="guoIlIy
0°001 0°001 0°001 0001 0°001 9°¢8 898 |AIE[YV
07001 0 001 07001 0°001 0°001 0°001 0°001 gureq
WHHL g WL g maosg g LT g X8} 93e3g JO Juvdied BY
009 ‘1668 008 ‘SE1$ 002 ‘2e$ 008 ‘228 000 ‘F13 008 ‘0$ 002 ‘1$ euoN QuoON QuON jmnoury
—8018} 9J¥Ig 10] 3[PeId [BNpPe] WOWTBRY
000 ‘000 ‘g$ | 000 ‘00¢ ‘T$ | 000°000‘T$ | 0000088 | 0000098 | 000‘00¥$ | 000‘00zs | o0o0‘0ors | 000°ss 000 ‘028
suojidmexa ogjoeds 610j0q g (‘SUO[IONPOD 038 ‘0)8180 JON

u2ppyD) ynpy omy fo yows o
hu#-»zg »\.YN nu.u»shm wu..n.m‘ V&Qﬁ»@ &c\. $IXD ‘H -\uch 25%. .\w u_%uﬁnw Ey/) .u.uus.w. ol E.EAN SaxXD ..N ‘8_\. X ..H 33& ~§§ﬁu.»~ h\:: NwSSe:.V n.nﬁuub EE.CQEI.W ﬂ..uﬂ(-.—”.

130



ONOCOIMO WVWOI~NO

1 Bize of estate 1s before deduction of Federal estate tax in States which allow this deduction.

Treasury Department, Tax Analysis Stafl.
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South Dakota
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Oregon.
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TasLe T.—Federal Credit for State Death Taxes as a Percent of State Death Tax
Collections, by Gross Estate Classes—from Taxable Federal and State Estate Tax
Returns Filed for 1956 Decedents or Filed during 1957

Gross estate classes (In thousands of dollars)

State

100- 150- 200~ 300- 500- 1,000- | 2,000~ { 3,000- | 5,000
150 200 300 500 1,000 2,000 3,000 ,000 | or more
California. .coceeooomaononnan 3 6 12 24 28 48 52 68 74
Connecticut. . ocooeoaooan 2 11 15 28 39 54 42 52 100
Delaware .. .-cccoacmeconan 4 9 23 51 64 64 100 100 n.a,
District of Columbia._...... 5 13 19 47 49 68 92 96 n.8.
Hawaif.  _ccmmecamcemannns 4 3 32 27 48 n.s. n.s. n.a. n.a.
Indiana. ———- 3 9 20 32 57 77 7 100 n.a.
Jowa. 3 7 14 17 60 62 n.a. n.a. n.8.
KADSAS. « cccccmccmnmcommcenn 5 8 29 29 32 63 n.s. n.a. n.a.
KentucKy o ocoevamcccmoaon 2 7 13 29 28 50 n.8. n.a. 100
Maine. coceecmameceeceene 3 6 14 28 38 44 n.s. 1.8, n.s.
Massachusetts. .oo.cocoeue.- 2 4 9 20 43 55 73 43 86
Michigan 3 8 13 18 35 53 83 81 100
MiInnesots. cameeacamaccunaan 2 5 10 22 47 38 63 71 n.a.
1S90UM. . eeenccacmncnaann 4 11 2 43 51 70 100 100 n.a.
Montana. .. occceecemccavann 1 5 9 22 110 96 n.a, n.a. n.a.
New Hampsbire_.__._...... 2 10 22 47 100 8 n.a. n.a. n.s.
New Jersey.-ceacoaccacanaa 3 8 18 31 53 68 73 76 67
New York. . _oooo._. 4 8 18 34 52 61 67 61 81
North Carolina_____..___... 2 (] 11 21 35 55 76 n.a. el
fo. 3 [} 17 35 46 74 86 93 89
Oregon. o e ccnccccecmcannen- 2 3 11 22 19 40 18 n.a. n.a.
Pennsylvania..c.ooccaeenaan 2 ] 11 24 37 41 81 96
Rhode Island. . cooemae.s 2 5 16 27 54 39 100 90 70
South Carolina_. eaceeoon.- 8 14 29 53 61 100 100 n.a. n.a
2 8 11 18 30 48 50 n.a. 61
1 [] 2 15 30 n.a. 59 n.a. n.a.
4 5 21 32 50 n.s8. n.a, n.a. 100
3 7 26 44 85 a3 100 100 n.8.
2 7 13 28 2 45 82 n.a. n.s,
2 4 7 15 H 62 n.8. n.s. 32
Wyoming n.a. 20 50 53 63 n.s. n.a. n.a. n.8.

1 Based on one return only, with large amount of tax exempt bequests.

n.a.—Not available.

Bource: Special credit study and Internal Revenue Service, speclal tabulation.
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TasLE U.—Situs of Real Estate Reported on Federal Estate Tax Returns Filed in 1940

[Dollar amounts in thousands])
Real estate reported on returns Value of real estate reported on
filed in the State returns from all States
Number of Number of
States and territories Percent of other Percent of other
col. (2) Btates in Total col. (5) States
Total with situs which value with | reported with
value in the decedents | situsin | onreturns; returns
State owned real | the State filed in reporting
estate the State | real estate
State
m 2) )] 1) ) ©) (G}
Alabama. .. ..o _.oooo.o. $3,632 97 10 $3, 565 98 19
Alaska - - 26 100 0 26 100 Q
513 74 8 781 44 14
1,768 90 14 2,015 78 16
49,323 93 40 47,437 96 36
2, 586 86 16 2,487 8¢ 21
9, 530 81 24 9, 086 85 13
1,047 92 7 1,063 91 ]
7,036 ) 20 7,490 14
9,130 59 40 8,177 85 36
4,014 04 14 5,021 92 14
1,025 92 1 948 100 0
04 5 790 59 10
32,913 93 37 32,389 94 34
, 184 93 21 , 556 88 14
13, 592 93 22 13,456 93 18
7,978 95 15 8,210 92 17
Kentucky. «oocommcecaeeeas 5,356 09 15 5,481 96 14
Louisianad. o comvocvaancacmaan 5,016 g1 16 4,828 95 21
MaINe. e e cccececoaan 2,415 88 11 3,659 58 14
Maryland. ccoceaacieenae 7,049 89 8, 820 91 10
Massachusetts. . .ooooooao. 16,423 88 23 15, 560 93 19
Michigan . ooeoeoaoaioaaaaas 11,268 96 27 11,888 91 16
Minnesota. 4,323 94 17 4,577 87 24
2,029 93 2,042 91 11
6,273 91 27 6, 344 90 24
1,662 79 7 1,664 78 19
4,699 98 18 5,208 86 20
417 32 (] 164 81 1
, 260 70 11 1,210 73 12
15,101 81 26 13,759 89 13
497 79 6 590 67 10
New York..oooooooecccacnaes 63, 450 90 44 62,199 92 31
North Qarolina. 6,467 06 12 , 328 96 18
416 88 3 776 47 14
22,024 96 27 22, 508 93 20
4,179 92 15 4,355 87 30
3,164 96 10 3, 587 85 16
31,418 92 36 29,979 85 28
Rhode Island...__.___._.._. 4,225 98 10 4,400 92 11
Bouth Carolina. 2,088 o4 [ 2,169 00 8
Bouth Dakota._ .oooocoeoneeo.. 99 3 799 70 14
3,165 92 12 3,005 o4 14
) 98 23 19,745 26 34
02 7 88 5
1,017 75 16 929 82 9
7,843 91 21 7,681 92 14
4,071 87 9 4,446 79 18
3, 361 16 2,013 93 10
- 7,045 92 21 7,666 85 17
Wyoming. 662 8 674 87 13
Other:.. 2, 580
2 (1 %\ U 422,684 | coeeaee .. 830 422,684 |occemeno..ol 830
Average. 90.9 18,3 foomeaaees 90.9 16.3

Treasury Department, Tax Analysis Stafl.
1 Includes $2,516,000 situs not reported.
Bource: Internal Revenue Service, Statistics of Income for 1939, Part 1, pp. 272-76.
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TasLE V.—State Death and Gift Tax Collections, by States, Fiscal Year 1960

Death and gift Death and gift
All taxes All taxes
State State
State taxes State taxes
mil- | Amount} Percent (mil- | Amount|Percent
ons) | (thou- | ofall lions) { (thou- | of all
sands) sands) | taxes
$705 0.3 |f Nebraska.aewemmneoooaus $91 $374 0.4
54 .2 || Nevada. 43
463 .3 || New Hampshire..._.... 42 2,093 5.0
241 .2 {] New Jerse¥eceeocancma- 365 | 20,621 5.6
47,180 2.2
6,638 3.4 676 .5
16, 920 7.1 71,611 3.7
1,088 1.5 6,644 1.4
5,488 1.1 278 .5
981 .3 8 604 1.0
6, 396 2.3
587 .5 4 523 2.2
751 L1 51,121 5.0
22,027 2.6 3,873 4.5
7, 563 1.9 1, 596 .7
7, 204 2.7
3,727 1.8 927 1.8
5,302 2.3 4,804 1.8
7,311 1.8 11, 500 1.5
3,229 3.7 1,017 1.0
4, 987 L5 733 1.7
5,176 1.8
20, 535 4.2 9,422 2.0
12,124 13 2,430 1.4
7,335 2.1 14,039 3.3
666 .3 344 .8
5, 259 1.7
1,776 2.7 419, 162 2.3

Nore: Due to rounding detail will not necessarily add to totals.
Bource: Bureau of the Census, Governments Division, ““S8tate Tax Collections in 1960.”

TasLE W.—State Gift Tax Collections, Selected Fiscal Years 1950-60

[In thousands of dollars)

State 1950 1052 1954 1956 1958 1067 1958 1050 1060
$1,400 | $1,682 | $1,831 | $2,163 | $2,569 | 42,780 | $2,001 | $3,453
103 419 207 299 281 173 a1s 49
121 156 119 143 79 1562 91 110
188 120 693 466 630 347 162 242
265 453 358 415 431 317 328 313
208 810 603 506 601 485 567 644
98 81 145 100 464 227 183 240
101 85 79 51 101 61 46 118
111 81 200 202 147 341 815 258
89 128 125 204 209 278 247 302
130 350 229 283 500 369 500 *500
1,030 613 758 043 | 1,281 1,021} 1,097 1,387
3,842 | 4,448 | 5347 5,76 7,273 | 6,549 | 6,822 8,011

*Estimated.

NorE.~Due to rounding, detail will not necessarily add to totals.
Bource: Bureau of the Census, Governments Division.
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