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Abstract 

Up to the early 1960's, Federal estate and gift taxes were not large enough 
to present a major problem for owners of family-size farms. However, the 
average value of farm production assets increased from $47,500 per farm in 
1962 to $102,100 in 1972. The estate tax exemption is $60,000, and an 
increasing number of heirs to farms are subject to the tax. 

Since 70 to 90 percent of total farm assets are in the form of fixed assets 
(land and buildings), heirs of farmers may have a liquidity problem in paying 
death taxes. While the Internal Revenue Code provides for the extension of 
payments in liquidity hardship cases, other code provisions create barriers to 
the use of this privilege. 

Changes currently mentioned for the Federal estate and gift tax laws in- 
clude (1) unifying estate and gift taxes into a single transfer tax (gifts are now 
taxed at a lower rate); (2) taxing the appreciation of capital assets (capital 
gains) transferred at death; (3) changing the level of exemptions; (4) removing 
the 50-percent marital deduction; and (5) liberalizing tax payment rules in 
liquidity hardship cases. 

Keywords: Taxes, farm real estate. 

Preface 

This report is intended to inform readers as to the nature of death taxes 
and their increasing impact on U.S. farm estates and to point out some 
potential changes in Federal estate and gift tax provisions. 

The report is not a prescriptive guide to estate planning. Variations among 
individual estate situations and among State death tax laws should induce 
individuals to seek the advice of professional estate planners or lawyers. Many 
State extension services have estate planning pubUcations especially prepared 
for residents of individual States. 
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Summary 

Appreciation in value oí farm assets has made many 
more heirs of farmowners face payment of Federal 
estate taxes than has been the case in the past. The 
average value of farm production assets rose from 
$47,500 in 1962 to $102,100 in 1972. Since the Federal 
estate tax exemption is $60,000, more heirs of farm- 
owners are becoming liable to payment of estate taxes 
because of larger farms and appreciation of assets. 

Under present law, a man and wife have a combined 
lifetime gift exemption of $60,000 plus an annual gift 
limit of $6,000 to any one individual. Farmowners 
whose assets are largely tied up in land, buildings, and 
machinery find it almost impossible to transfer their 
estates to the next generation through gifts. Even so, 
gifts are an attractive means of disposing of an estate, 
because the tax rate is considerably lower than that of 
the estate tax. 

Heirs of farmowners generally face a lack of liquidity 
in trying to raise cash for payment of estate and other 
death taxes. Seventy to 90 percent of typical farm assets 
are in land, buildings, and machinery. Ninety-one per- 
cent of 76 Iowa farmowners surveyed would not have 

had sufficient liquid assets to pay estate settlement costs 
and death taxes. About 40 percent of the farmers had 
outstanding debts. 

The Internal Revenue Code provides for extending 
estate tax payment up to 10 years at 4 percent interest. 
However, the Treasury Department states that limited 
use is being made of the provision, partly because other 
code provisions create barriers to use of the privilege. 

Tax reform proposals that may be considered by the 
U.S. Government include (1) unifying estate and gift tax 
rates; (2) taxing the appreciation of capital assets 
(capital gains) that are transferred at death; (3) changing 
the level of exemptions (proposals range from zero to 
$120,000); (4) removing the marital deduction (abolish- 
ing the tax on transfer of property between spouses); 
and (5) liberalizing tax payment rules in liquidity 
hardship cases. 

Some specific proposals would tend to ease the death 
tax impact on farm estates; but, should the body of 
proposals discussed in this report become law, the net 
impact could greatly increase the death tax burden on 
U.S. farm estates. 



INCREASING IMPACT OF FEDERAL ESTATE AND GIFT TAXES 
ON THE FARM SECTOR 

PRESENT LAW AND PROPOSED CHANGES 

By W. Fred Woods^ 

Anyone can so arrange his affairs that his taxes shall be as low as possible; he is not 
bound to choose that pattern which wiU best pay the Treasury; there is not even a 
patriotic duty to increase one's taxes. 

Judge Learned Hand 

Reform of the Federal tax structure has commanded 
increasing attention in the United States in recent years. 
Changing economic conditions, taxpayer discontent over 
inequities which have arisen in the tax law, and the need 
for added revenues to finance Government activities are 
some of the reasons for interest. 

Initial efforts toward tax reform have been directed 
at Federal income tax laws, and these efforts have re- 
sulted in passage of the Tax Reform Act of 1969 and 
subsequent Federal income tax legislation. Similar ef- 
forts are expected to be directed toward review and re- 
form of Federal estate and gift tax laws. Some of the 
reform proposals may have potentially far-reaching sig- 
nificance for the farm sector, particularly for the owners 
of farm real estate. 

Background and Reasons 
for Current Interest 

Death taxes are among the oldest and most accepted 
forms of taxation. Although the right of private owner- 
ship of property is vigorously defended in our society, 
the State protects the rights of the individual in his prop- 
erty and supervises its transfer from one generation to 
the next. Consequently, the State has long regarded 
property transfers by an individual to his heirs as ap- 
propriate objects of taxation. 

Death taxes assume two major forms: the estate tax 
and the inheritance tax. The inheritance tax is levied 
upon the separate shares of an estate that are transferred 
to beneficiaries. It may also be considered a tax upon 
the privilege of an heir to receive property. In the Middle 
Ages, this tax appeared as one of the institutions of the 
feudal system and bore many resemblances to the several 
State inheritance taxes of today. 

On the other hand, the estate tax is levied upon the 
entire estate left by a decedent. This form of death tax is 

Agricultural  Economist,  Agricultural  Finance  Branch, 
Farm Production Economics Division, Economic Research Serv- 

imposed by the Federal Government. Although its 
revenue yield is not large in relation to that of the Fed- 
eral income tax, the Federal estate tax has a major role 
in the U.S. tax system. 

Although used as an emergency measure in previous 
periods, it was not until 1916 that the estate tax became 
a permanent part of the Federal revenue system. The 
first estate tax carried an exemption of $50,000 and tax 
rates ranged from 1 to 10 percent. Today's exemption is 
$60,000 and marginal tax rates range from 3 to 77 per- 
cent (table 1). The $60,000 exemption has been in ef- 
fect since 1942 and the present rate scale was adopted in 
1941. Substantially unexamined and unrevised in the 
intervening years, this stability of rate scale and exemp- 
tion level is unmatched in any significant Federal, State, 
or local tax over this time period, save for the com- 
panion tax on lifetime, or inter vivos, gifts. 

As gifts made during an individual's life are an 
obvious alternative to gifts made at hiS death, gift taxes 
are a natural companion to death taxes. First introduced 
in 1932, the Federal gift tax is levied at rates three- 
fourths those of the companion Federal estate tax. The 
gift tax has also remained unchanged in regard to rate 
scale, lifetime exemption, and annual exclusion since 
1942 (table 2). 

The gift tax is levied on the donor of gifts in excess of 
allowable exemptions. Neither gifts nor inheritance are 
considered as income to the recipient, although income 
produced by them must be included in gross income. 

The relative revenue position of Federal estate and 
gift taxes has stabihzed at about 2 percent of total Fed- 
eral tax receipts over the last half decade, even though 
the dollars of tax collected increased steadily from about 
$1.6 billion in 1960 to $3.7 billion in 1971. How, then, 
can we justify the considerable current interest in taxes 
that yield only a little more than the 8-cents-a-package 
Federal tax on cigarettes? 

Two reasons are perhaps of primary importance. 
First, the number of persons filing estate tax returns has 
increased substantially over the past three decades—from 
17,000 in 1940 to 132,000 in 1970. The increase in gift 



Table 1-Federal estate tax rate schedule, 1942 to date 

Taxable estate^ Rate of tax on 

equal to or more Taxable estate^ Tax on amount excess over amount 

than-^ less than-^ in column (A) in column (A) 

(A) (B) (C) (D) 

Percent 

0 $5,000 0 3 

$5,000 10,000 $150 7 
10,000 20,000 500 11 
20,000 30,000 1,600 14 
30,000 40,000 3,000 18 
40,000 50,000 4,800 22 
50,000 60,000 7,000 25 

60,000 100,000 9,500 28 
100,000 250,000 20,700 30 
250,000 500,000 65,700 32 
500,000 750,000 145,700 35 
750,000 1,000,000 233,200 37 

1,000,000 1,250,000 325,600 39 
1,250,000 1,500,000 423,200 42 
1,500,000 2,000,000 528,200 45 
2,000,000 2,500,000 753,200 49 
2,500,000 3,000,000 998,200 53 
3,000,000 3,500,000 1,263,200 56 
3,500,000 4,000,000 1,543,200 59 
4,000,000 5,000,000 1,838,200 63 
5,000,000 6,000,000 2,468,200 67 
6,000,000 7,000,000 8,138,200 70 
7,000,000 8,000,000 3,838,200 73 
8,000,000 10,000,000 4,568,200 76 

10,000,000 6,088,200 77 

^ "TaxaWe estate" is defined as gross estate less the total of exemptions and deductions allowed under 
the Internal Revenue Code of 1954, as amended (see text, p. 3). 

^ The following example illustrates use of the table in calculating the amount of Federal tax hability: 
For a taxable estate of $10,000, the Federal estate tax is $500 (from column C); for a taxable estate of 
$15,000, the tax is $1,050 or $500 (from column A and C) plus $550 (from columns A and D). 

Source: (4) 

tax returns has been similarly large. The uptrend in num- 
ber of estate tax returns is partly explained by an in- 
creasing number of older persons in the U.S. population. 
But the filing of estate tax returns seems even more 
closely related to the growing dollar value of personal 
wealth components, particularly corporate stock and 

real estate holdings (5, p. 57).^ 
Secondly, although wealth is only a relatively small 

multiple of annual income and turns over by death only 
once in a generation, estate and gift taxes present com- 
plex legal, economic, and social problems. It has been 

^Italic   numbers   in   parentheses  refer to  items  in  the 
Bibliography at the end of the report. 

charged that various provisions of the Federal estate and 
gift tax laws produce complexities in estate planning; 
encourage disposition of assets contrary to the best 
interest of taxpayers, beneficiaries, and the economy; 
and work gross inequities among taxpayers (9, part I, p. 
28). 

Major Provisions of Federal 
Estate and Gift Taxes 

The Federal estate tax is neither a property tax nor 
an inheritance tax. The amount of tax is determined by 
applying the estate tax rates to a taxable estate. A single 
rate applies (see table 1), which is not affected by the 



Table 2-Federal gif t tax rate schedule, 1942 to date 

Rate of tax on excess 
Amount of taxable Amount of taxable Tax on amount over amount in 

gifts* equaling- gifts   exceeding— in column (A) column (A) 
(A) (B) (C) (D) 

Percent 

0 $5,000 $112 2-^4 
$5,000 10,000 375 5-y4 
10,000 20,000 1,200 8-y2 
20,000 30,000 2,250 lO-Yi 
30,000 40,000 3,600 U-'Á 
40,000 50,000 5,250 16-^2 
50,000 60,000 7,125 18-^4 
60,000 100,000 15,525 21 

100,000 250,000 49,275 22-»/2 
250,000 500,000 49,275 24 
500,000 750,000 109,275 26->/4 
750,000 1,000,000 174,900 27-^4 

1,000,000 1,250,000 244,275 29-^4 
1,250,000 1,500,000 317,400 n-Yi 
1,500,000 2,000,000 396,150 33-^4 
2,000,000 2,500,000 564,900 36-% 
2,500,000 3,000,000 748,650 39-^4 
3,000,000 3,500,000 947,400 42 
3,500,000 4,000,000 1,157,400 44-/4 
4,000,000 5,000,000 1,378,650 47-'/4 
5,000,000 6,000,000 1,851,150 50-^4 
6,000,000 7,000,000 2,353,650 52-^2 
7,000,000 8,000,000 2,878,650 54-% 
8,000,000 10,000,000 3,426,150 57 

10,000,000 - 4,566,150 57-% 

The term "taxable gifts" means the total amount of gifts made by the donor during the calendar 
year less deductions allowed under the Internal Revenue Code of 1954, as amended. 

Source:   (4). 

relationship of the heirs to the decedent as the rate 
would be under an inheritance tax. 

A taxable estate is determined by subtracting from a 
gross estate certain deductible items. A gross estate gen- 
erally includes the value of all property to the extent of 
the decedent's interest in it at the time of his death plus 
the value of property transferred by gift within 3 years 
before death if the transfer was made in contemplation 
of death.^ 

Items deductible from a gross estate in determining 
the taxable estate include a special exemption of 
$60,000, funeral expenses, various expenses incidental 
to the administration of the estate, debts of the dece- 
dent and claims against the estate, charitable and public 

Gifts made within 3 years of death are presumed by law 
to be made in contemplation of death and must be included in 
the taxable estate unless the estate can prove otherwise. 

bequests, and property passing to the surviving spouse if 
it does not exceed 50 percent of the adjusted gross 
estate (gross estate less deductions for debts of the dece- 
dent and for funeral and administrative expenses). 
Credits are allowed in reduction of Federal estate taxes 
for certain amounts of State inheritance and estate 
taxes, for gift taxes already paid on gifts which had to be 
included in the estate, and for Federal estate taxes paid 
by prior estates on previous transfers to the decedent 
(provided certain requirements are met (4, sec. 2013)). 

The Federal gift tax imposes a levy on the lifetime 
transfer of property by gift by an individual. The nomi- 
nal gift tax rate is three-fourths the Federal estate tax 
rate (table 2). But the actual tax cost of transferring a 
given sum via gift versus estate is considerably greater in 
favor of the gift tax due to the fact that gift taxes paid 
are not required to be included in the gift tax base 
(estate taxes paid must be included as a part of the 
estate tax base) (table 3). When the tax is expressed as a 



Table 3—Tax cost of transfemng various amounts under Federal 
estate versus Federal gift tax 

Net 
amount trans- Gift tax Estate tax 
ferred through Gift tax as a 
estate or gift percentage of 

after tax is paid Amount Percent^ Amount Percent* estate tax 

$4,850 $109.13 2.3 $150 3.1 72.8 
9,500 348.75 3.7 500 5.3 69.8 

18,400 1,068.00 5.8 1,600 8.7 66.8 
27,000 1,935.00 7.2 3,000 11.1 64.5 
35,200 2,952.00 8.4 4,800 13.6 61.5 
43,000 4,095.00 9.5 7,000 16.3 58.5 
50,500 5,343.75 10.6 9,500 18.8 56.2 
79,300 11,178.00 14.1 20,700 26.1 54.0 

184,300 34,492.50 18.7 65,700 35.6 52.5 
354,300 74,307.00 21.0 145,700 41.1 51.0 
516,800 113,685.00 22.0 233,200 45.1 48.8 
675,300 155,291.25 23.0 325,700 48.2 47.7 
826,800 196,212.00 23.7 423,200 51.2 46.4 
971,800 236,449.50 24.3 528,200 54.4 44.8 

1,246,800 316,464.00 25.4 753,200 60.4 42.0 
1,501,800 396,757.50 26.4 998,200 66.5 39.7 
1,737,800 476,407.50 27.4 1,263,200 72.7 37.7 
1,957,800 550,657.50 28.1 1,543,200 78.8 35.7 
2,161,800 624,361.50 28.9 1,838,200 85.0 34.0 
2,531,800 761,290.50 30.1 2,468,200 97.5 30.8 
3,911,800 1,339,621.50 34.2 6,088,200 155.6 22.0 

10,000,000 4,566,150.00 45.7 26,470,435 264.7 17.2 

* Percent of net amount transferred, not the tax rate. 

percentage of the net amount actually transferred, the 
gift tax rate, noniinally 75 percent of the estate tax, 
decreases to 56 percent of the estate tax rate for a net 
transfer of $50,500, 40 percent for $1,501,800, 31 
percent for $2,531,800, and 17 percent for $10 million. 

With the huge tax advantage favoring taxable gift 
transfers, it is surprising to leam that this transfer 
medium is apparently utilized in only a minor way, par- 
ticularly by owners of large estates. A special study by 
the Treasury Department of decedents whose estate tax 
returns were filed during 1957 and 1959 substantiates 
this finding of only a small amount of taxable Hfetime 
giving. Of 2,256 decedents in 1957 and 1959 whose 
gross estates totaled $1 million or more, only about half 
had made any taxable gifts at all during their hfetimes 
(5, pp. 18,19). 

Under present law, each individual has a lifetime Fed- 
eral gift tax exemption of $30,000. A man and wife 
together have a combined total hfetime exemption of 
$60,000. In addition to the exemption, each person may 
claim an annual exclusion of $3,000 ($6,000 for a man 
and wife) for each complete gift to each different indi- 

vidual. Thus, a husband and wife can jointly transfer to 
an individual, or any number of individuals, a gift valued 
at $6,000 each year without incurring Federal gift tax 
liability. 

Two other types of deductions are allowable. A 
donor is entitled to deductions for gifts to charitable or 
pubhc institutions, provided, generally, that the recip- 
ient organizations do not attempt to influence legislation 
and that no part of their net earnings go to benefit any 
private shareholder or individual. A marital deduction is 
also allowed for gift tax purposes. Generally, a deduc- 
tion is allowable for one-half the value of any gift trans- 
ferred to a donee who, at the time of the gift, was the 
donor's spouse. 

Unlike any other Federal tax, the gift tax may de- 
pend on an individual's action in prior years. Since the 
gift tax is cumulative over the lifetime of the donor 
above allowable exemptions, taxable gifts previously 
transferred may affect the amount of tax liabiHty on' 
gifts made in the current year. To compute the Federal 
gift tax, the graduated gift tax rates are first applied to 
the total of all taxable gifts made since June 6, 1932. 
Then the rates are appUed to the sum of taxable gifts 



made in years prior to the current year. The difference 
between the two is the current-year gift tax. 

State Taxes 

All States except Nevada employ death taxes. A 
few States impose an estate tax, while most levy 
inheritance taxes. Two States - Oregon and Rhode 
Island — impose both an estate and an inheritance tax. 
The inheritance tax is levied on distributed shares and 
typically apjdies lower rates to shares passing to close 
relatives than it applies to distant relatives or unrelated 
persons. 

The Federal estate tax allows credit for a certain 
amount of State estate tax payments. Forty-six States 
employ an additional "pickup" tax to assure full absorp- 
tion of this credit, which amounts to 80 percent of the 
Federal estate tax rates prescribed in the Revenue Act of 
1926.'* 

Death tax rates vary widely among States. A general 
classification of States by severity of death tax rates is in 
table 4. Nevada, of course, levies no death taxes. The 
highest inheritance tax rate on inheritance by spouse is 
New Jersey's 16 percent on amounts over $3.2 milhon. 
State estate tax rates range up to North Dakota's 23 
percent on amounts over $1.5 million. 

Additional State death tax information is presented 
in appendix tables 1 through 3. 

Impact of Estate and Inheritance 
Taxes on U.S. Farms 

Table 4—States classed according to severity of 
estate and inheritance tax rates 

Low Medium Ifigh 

Alabama^ Alaska Colorado 
Arizona California Connecticut 
Arkansas^ Delaware Hawaii 
Florida^ Idaho Kentucky 
Georgia Indiana Illinois 
Kansas Louisiana Iowa 
Maryland Maine Massachusetts 
Missouri New Jersey Michigan 
Nebraska New York Minnesota 
Nevada^ Ohio Mississippi 
New Hampshire South Dakota Montana 
New Mexico Virginia North Carolina 
Pennsylvania Washington North Dakota 
South Carolina Oklahoma 
Texas Oregon 
Wyoming Rhode Island 

Tennessee 
Utah 
Vermont 
West Virginia 
Wisconsin 

^States were grouped into lower, middle, and upper third 
classifications for each of 3 different net estate sizes: $400,000; 
$1 million; and $5 million. The classifications were based on 
State death taxes where the estate was left 54 to the wife and '4 
to each of 2 adult children. The table represents the average 
of the 3 classifications. 

^Death taxes equal the amount allowed as credit against 
Federal estate tax. 

Imposes no death taxes. 

Source:  Computed from data in (1,2). 

What is the impact of estate and inheritance taxes on 
agriculture? This question assumes increased relevance 
with constantly increasing farm estate sizes and with 
serious proposals to substantially alter the present Fed- 
eral estate and gift tax structure. 

In a 1963 Agricultural Finance Review article (3), 
Hady reviewed the effects of estate and inheritance taxes 
on transfers of farms from one generation to the next, 
specifically transfers between generations of the same 
family. Calculations of Federal and State death taxes 
payable on estates of various sizes^ suggest that, based 

^The 1926 act rates do not correspond to the Federal 
estate tax rates in table 1. The State tax credit is directly 
credited against the Federal estate tax hability. 

^Farm estate situations are based on asset data contained 
in the U.S. Dept. Agr., Econ. Res. Serv. series "Cost and Returns 
on Commercial Farms and Ranches." 

on 1961 data, such taxes usually were not large enough 
to present a major problem for owners of typical com- 
mercial farms. 

This section of the report briefly reexamines the 
question of death tax impact on family farm transfer. 
The data used in the earlier article are compared with 
more recent farm asset data. The nature of the farm 
estate liquidity problem is also examined. 

Average Farm Values 

The average value of farm production assets increased 
from $47,500 per farm in 1962 to $102,100 in 
1972—more than doubling over the period. This rapid 
increase is indicative of the general increase in property 
values and size of farms in the United States. 

In 1959, 800,000 farms had gross sales of $10,000 or 
more and total assets approaching $150,000 per farm 



(10). By 1970, the number of farms with $10,000 or 
more of gross sales had increased to about 1 milHon, 
with total farm assets approaching $200,000 per farm. 
Of these 1 million farms, about 600,000 had gross sales 
of $20,000 or more in 1970 and average total assets of 
almost $250,000; 240,000 of these farms grossed 
$40,000 and over and had average assets of some 
$350,000 (77 and partially estimated). 

Changes in Typical Farm Situations 

Death tax liabilities changed as a result of growth of 
typical farms during 1961-68. A complete comparison 
was not possible, due to substantial revisions made by 
USDA in the type-of-farm series.^ For the same reason, 
use of more recent data is generally precluded. Where 
more recent data are available, a continuation of the 
growth trend is seen. For instance, the average value of 
production assets per farm for all U.S. farms increased 
about 30 percent during 1968-72. Thus, if typical Corn 
Belt hog-beef farm assets increased at the same rate, they 
would, in 1972, have been approximately $240,000 per 
farm and death taxes would have increased from 1.8 
percent of farm capital to approximately 10 percent, 
because of the graduated nature of death taxes. 

Death tax habilities were computed for the complete 
transfer of the farm to the succeeding generation. 
Assumptions for these computations were as follows: (1) 
Total farm capital represented the net value of the estate 
before the $60,000 exemption,^ (2) at the death of the 
husband, one-half of the farm passed to the widow and 
one-fourth to each of two adult children, and (3) on the 
death of the widow, her share passed to the two chil- 
dren. The amount of tax shown in table 5 is the total of 
taxes levied after the deaths of both parents. 

While death taxes, with three notable exceptions- 
High Plains and Mississippi Delta cotton farms, and 
Northern Plains cattle ranches—still do not appear to 
absorb a large portion of the capital of typical farms in 
various areas of the country, they have increased con- 

Some series were discontinued because they no longer 
represented a major sector of commodity production or because, 
in the opinion of USDA, the farm enterprises could be better 
represented by another series. 

Obviously, if farm liabilities are not included the death 
tax estimates are on the high side. But financial and other non- 
farm assets (also excluded) are, on the average, assumed to be 
sufficient to offset liabihties. Therefore it is believed the calcula- 
tions provide reasonable estimates of potential death tax burden, 
given the remaining assumptions. 

siderably with the general increase in farm assets. Esti- 
mated death taxes imposed by Federal and State laws on 
typical 1968 farming situations ranged from $648, or 1.3 
percent of total farm capital on a North Carolina 
tobacco farm, to $77,260, or 19.0 percent of total farm 
capital on a Northern Plains cattle ranch in South 
Dakota, and $91,818 (19.8 percent of total farm capital) 
on an irrigated High Plains cotton farm in Texas (table 
5). The largest tax increase occurred for the last named 
farm, where (since there was no Federal estate tax liability 
in 1961) 1961 death taxes absorbed only 0.1 percent of 
farm capital. By 1968, due to quadrupling in size of the 
typical High Plains unit, death taxes took 19.8 percent 
of total farm capital. For Illinois cash grain farms, 1961 
death taxes absorbed 1.1 percent of total farm capital 
and 1968 death taxes took 9.0 percent of farm capital; 
total farm capital for these farms more than doubled 
during 1961-68. 

The Liquidity Problem 

Although death taxes generally absorb a relatively 
small part of a farm estate, they often necessitate the 
raising of more cash than many farm families are likely 
to have. A 1957 survey of Iowa farm landowners verified 
this lack of liquidity in farm estates (7). Under the 
assumption that each of 76 landowners died on the day 
he was interviewed, an analysis was made of the 
hypothetical probate of his estate. Ninety-one percent of 
the estates analyzed would not have had sufficient liquid 
assets to pay estate settlement costs and death taxes. 
Even if liquid assets held in joint tenancy and life 
insurance payable to named beneficiaries were used to 
pay costs and taxes, half of the estates would not have 
had enough liquid funds. 

It was further found that in 12 percent of the cases 
studied, farmland would have to have been sold to pay 
costs and taxes. About 40 percent of these farm estates 
had outstanding debts. Generally, the lack of liquidity 
was complete: Estates which had insufficient liquid as- 
sets to pay estate costs and death taxes were also the 
ones with debts outstanding. 

For the largest typical farming situations examined in 
the present study, death taxes would have potentially 
absorbed a significant portion of total farm capital in 
1968. For cattle ranches in the Northern Rockies and 
the Northern Plains and for Mississippi Delta cotton 
farms, death taxes, expressed as a percentage of total 
farm capital, were 15.2, 19.0, and 17.7 percent, respec- 
tively. While the dollar impact of these amounts of death 
taxes could be serious enough even if the cash were 



TaWe 5-Approximate amounts of death tax levied for complete transfer to succeeding generation   for 
selected types of U.S. farms, 1961 and 1968 

Type of farm and 
typical location 

Total farm 
capital^ 
per farm 

Federal estate 
tax 

Approximate 
State death 

taxes 

Approximate 
total 
taxes 

Total taxes as a 
percent of total 

farm capital 

1%1 1968 1961 1968 1961 1968 1961 1968 1961 1968 

Percent 

Dairy, S.E. Wis $62,350 $102,800 0 0    $1,532      $3,230     $1,532    $3,230        2.5 2.9 
Cash grain. Corn Belt, lU 105,940     227,680 0   $15,090      1,178        5,348       1,178     20,438        1.1 9.0 
Hog-beef fattening. Com 

Belt,Mo.;Nebr;S.D    86,770     175,630 0       5,375 668        3,095 668        8,470        0.8 1.8 
Cotton, irrigated High 

Plains, Tex 117,310    464,900 0     78,032 175      13,786 175     91,818        0.1 19.8 
Cotton, Miss. Delta Miss 214,440    440,040 $12,561     72,192 472        5,802     13,033     77,994        6.1 17.7 
Tobacco, N.C      NA 50,400       NA 0        NA 648        NA 648        NA 1.3 
Wheat-fallow, Wash.-Oreg., 

Wash      NA        205,120       NA        10,218        NA 4,256        NA        14,474        NA 7.1 
Winter wheat, S. Plains, 

Kans  96,310  147,120     0   1,784    182    852    182   2,636   0.2    1.8 
Cattle ranches, S.W., 

Ariz 160,700    220,050      3,298     14,013 0 0       3,298     14,013        2.1 6.4 
Cattle ranches N 

Plains, S.D¡k      NA        406,530       NA       63,159        NA       41,101        NA        77,260        NA        19.0 
Cattle ranches, N. Rockies, 

Idaho         NA        298,660       NA        34,634        NA       10,836        NA       45,470        NA        15.2 

NA = not available 
Property assumed to pass V2 to widow, and Vé to each of 2 adult children on death of husband. Widow's share passes equally to 

each of 2 adult children on her death. 
Land, buildings, improvements, machinery, equipment, and crops. Financial assets not included. For purposes of this analysis, 

the farm is assumed to be debt-free. 

Source:  Total farm capital (12), and computations by the author. 

readily   available,   the   liquidity   problem^   created  is 
potentially even more serious. 

A further indication of the nature of the potential 
liquidity problem is suggested by the data in table 6. The 
value of land and buildings is taken as an approximation 
of the value of fixed assets in farm estates. This value as 
a percentage of total farm capital is calculated for 
various types of farms. Although it should be recognized 
that farm assets are likely to be appraised more conserva- 
tively for estate tax purposes, the percentages obtained 
should not change significantly. Value of land and build- 
ings as a percentage of total farm capital ranged from 45 

^"Liquidity problem" refers to the inability or difficulty 
in raising cash to pay death taxes in a timely fashion. The prob- 
lem occurs most frequently in the case of estates containing 
farms or other closely held family businesses. It can arise as a 
result of improper estate planning, rapid appreciation in the 
value of assets, or reluctance to sell an asset for sentimental or 
business reasons. 

percent for central New York dairy farms to approxi- 
mately 90 percent for Corn Belt cash grain farms. In all 
but four of the 21 typical farm situations, the value of 
land and buildings was 70 to 90 percent of total farm 
capital. For the three types of farms with the largest 
death tax habilities, it appears that tax liability would 
substantially equal the value of nonreal estate farm 
capital. 

That farm estates usually contain a higher proportion 
of fixed or ilHquid assets than estates containing other 
types of businesses is generally recognized. In 1970, 
about 78 percent of the total value of all U.S. farm 
assets (i3, p. 32) was in real estate and machinery—items 
which are not easily liquidated without disrupting the 
farm business. For all estates fihng Federal estate tax 
returns in 1970, real estate represented only 22 percent 
of the value of the total estate (6, p. 2). 

The alternative of borrowing money to pay estate 
taxes, using the farm estate as collateral, is not always 
available, as the Iowa study indicates, although loans for 



Table 6—Value of land and buildings as a percentage of total farm capital 
for selected types of farms, 1968^ 

Value of land 
Total farm Value of land and buildings 

capital and buildings as a percent of 
Type of farm per farm per farm farm capital 

Dairy (central N.Y.)  
Dairy (S.E.Wis.)  
Poultry, eggs (N.J.)     
Broilers (Ga.)    
Hog-beef raising (Com Belt) ... 
Hog-beef fattening (Com Belt) . 
Cash grain (Com Belt)     
Cotton (Miss. Delta)  
Tobacco (Coastal Plain, N.C.)   . 
Tobacco-livestock (Ky.)  
Tobacco-dairy (Ky.) , 
Tobacco-beef (Ky.-Tenn.)     
Tobacco-dairy (Ky.-Tenn.) .... 
Wheat-fallow (Northern Plains)   . 
Winter wheat (Southem Plains)., 
Wheat-fallow (Wash.-Ore.)     
Cattle ranches (Northem Plains) , 
Cattle ranches (N. Rocky Mts.)   . 
Cattle ranches (S.W.)     
Sheep ranches (Utah-Nev.)  
Sheep ranches (S.W.)     

Percent 

$80,690 $36,500 45.2 
111,610 71,190 63.8 
52,630 41,990 79.8 
25,910 20,180 77.9 
96,730 73,000 75.5 

175,630 126,440 72.0 
227,680 204,120 89.7 
440,040 371,000 84.3 

50,400 43,660 86.6 
140,240 121,200 86.4 
60,780 45,410 74.7 

129,930 102,820 79.1 
96,870 74,970 77.4 
92,250 72,770 78.9 

147,120 123,840 84.2 
205,120 175,840 85.7 
406,530 306,580 754 
298,690 204,560 68.5 
220,050 176,590 80.2 
210,290 128,970 61.3 
268,480 233,820 87.1 

Where available, more recent data do not indicate substantial changes in the importance of land and buüdings as a percentage 
of farm capital. ^ ^ 

Source:     (12) 

this purpose are sometimes available. For example, pay- 
ment of death taxes is an eligible purpose for Federal 
land bank loans. 

Also, the farmer may have life insurance which the 
heirs could use to pay death taxes, although no data are 
available on the amount of life insurance held by 
farmers. Proceeds from life insurance, however, are in- 
cluded in the estate for Federal estate tax purposes if 
they are payable to the estate or if the decedent retained 
any incidence of ownership in the policy. 

Another factor which can offer relief to some estate 
liquidity problems is that the Commissioner of Internal 
Revenue may, in certain instances, permit the install- 
ment payment of Federal estate taxes over a period up 
to 10 years at a 4-percent rate of interest. States, how- 
ever, are seldom that generous, but State death taxes, as 
a rule, are generally small compared with the Federal 
estate tax. 

The Treasury Department has recognized the exist- 
ence of the farm estate liquidity problem: 

Estates which contain farms or other closely held businesses 
sometimes encounter difficulties in finding the cash needed to 
pay the Federal taxes which become due shortly after death. 
This can result in different disposition patterns than would have 
been selected had sufficient cash been available to pay the Fed- 
eral tax on the transfer at death. These problems can be alle- 
viated by easing rules for the payment of taxes for estates con- 
sisting largely of farms or closely held businesses (9, p. 118). 

Provisions already in the Internal Revenue Code (4, 
sections 6161 and 6166) allow for the extension of Fed- 
eral estate tax payments in instances in which (1) the 
timely payment of estate taxes would result in undue 
hardship or (2) the value of a farm or closely held busi- 
ness exceeds either 35 percent of the gross estate or 50 
percent of the taxable estate of a decedent. In the first 
instance, regulations clearly indicate that the sale of a 
farm or small business at a sacrifice price constitutes 
"undue hardship." 

Yet despite the foregoing provisions, the Treasury 
Department states that limited use of these provisions is 



presently being made, partly because certain other provi- 
sions of the code create barriers to the use of these 
privileges (9, p. 401). 

Legal provisions mitigating against the use of the 
installment payment privilege include the requirement, 
as a precondition to granting the extension, that the 
taxpayer (the estate) furnish bond for up to double the 
amount for which the extension is granted. Also the 
personal liability of the estate's administrator (for the 
tax plus subsequently determined estate tax deficiencies) 
continues over the entire period of the extension (4, 
sections 6165 and 2204). 

Major Changes Proposed for the 
Federal Estate and Gift Tax Laws 

While the past decade has seen substantial review and 
reform of the Federal corporate and individual income 
tax structure, estate and gift taxes, as indicated earlier, 
have not been thoroughly reexamined or revised since 
1942. Pressure for major revision has been building for 
several years and there is a desire to begin consideration 
of reform proposals at an early date (14). Several 
possible proposals have potential major impacts on the 
farming sector. These proposals include (a) unifying 
estate and gift tax rates, (b) taxing the appreciation of 
capital assets transferred at death, (c) changing the level 
of exemptions, (d) adjusting the marital deduction, and 
(e) liberalizing tax payment rules in liquidity hardship 
cases.^ 

Unification of Estate and Gift Taxes 

Under present laws, estate and gift taxes are imposed 
as two separate taxes. This permits sizable differences in 
tax habilities to arise among estates of equal size. Per- 
sons holding wealth in forms that lend themselves to 
distribution by gift during life rather than at death may 
utilize a number of special preference devices unavailable 
to those whose estates are not suited, for varying 
reasons, for partitioning and distribution during life. 
Farmland, of course, is the most obvious item in typical 
farm estates which is often not adapted to easy 
partitioning. 

To understand the special advantages available to 
those who are able to fully utilize the present system, 
consider this example: 

A father dies, leaving a taxable estate of $713,385 to 
his two children and four grandchildren. The Federal 
estate tax liability is $213,385, leaving $500,000 for his 
heirs. However, had the father been in a position to 
make gifts to his heirs while he was alive, he could have 
given $500,000 to his children and grandchildren en- 
tirely tax free. To accomplish this, he would have given 
$6,000 per year to each recipient (with the gift con- 
sidered as jointly made by the mother and father) for a 
period of 14 years.^ ^ 

Full unification of Federal estate and gift taxes into a 
single transfer tax would appear to accompUsh two pur- 
poses: 

(1) Fairness—all property transfers would be taxed 
under the same rate schedule. There would no longer be 
an advantage for the individual whose assets are held in a 
form more easily adapted to lifetime giving. 

(2) Reduced complexity—no longer would elaborate 
rules be needed for determining which tax (estate or 
gift) should apply to lifetime property transfers, depen- 
dent on whether the donor retained any interest or had 
the opportunity to make transfers prior to his death. 
Under existing law, slight differences in forms of transfer 
often lead to substantial differences in tax liability. 

Exemptions 

Under present law, each individual has a lifetime gift 
tax exemption of $30,000 plus the estate tax exemp- 
tion. If a unified transfer tax combining the present 
estate and gift taxes is provided, one overall exemption 
will probably be provided as well. 

Proposed levels range from zero to retaining the 
$60,000 figure as an overall exemption to at least double 
the present $60,000 estate tax exemption. Proponents 
of both the zero exemption and the $60,000 overall 
exemption argue that other recommendations will result 
in a more liberal overall exemption structure than the 

Althou^ these proposals were all included in studies sub- 
mitted to the 91 St Congress, (9, part I), it should be empha- 
sized that they were not offered as specific legislative proposals 
and have not been endorsed by this or previous administrations. 
They do, however, offer an indication of recent thinking by 
some of those responsible for formulating tax reform proposals. 

Unless the estate administrator proves to the contrary, 
gifts made within 3 years of death are presumed to be made in 
contemplation of death and their value will be included in a 
taxable estate. However, credit is allowed for any gift taxes 
which may have been paid. Estate transfer objectives must be 
compared with other objectives. An individual would not desire 
to impair his future earning potential or deprive himself of suf- 
ficient assets to maintain himself in his declining years. However, 
through proper estate planning, all these objectives are viewed 
together and an optimum strategy for each individual can be 
worked out. 



present general exemptions. Therefore, they contend 
that the general exemption should either be abolished or 
left at the present estate exemption level. Arguments for 
increasing the exemption level center around adjusting it 
to offset the effects of inflation. 

Taxing the Appreciation of Capital Assets Transferred at 
Death 

Under present law, the accumulation of wealth 
through savings from ordinary income—wages, salaries, 
dividends, and business profits—is subject to the Federal 
income tax as wealth (income) is earned. Similarly, when 
a taxpayer sells a capital asset which has increased in 
value since he acquired it, the gain is subject to an in- 
come (capital gains) tax. When a taxpayer makes a gift 
of appreciated property, the recipient takes it at the 
donor's original basis so that the full gain is still subject 
to capital gains income tax upon sale. 

In contrast, if a taxpayer holds an appreciated asset 
until he dies, the appreciation is never subject to the 
capital gains income tax. The whole asset is included in 
the estate and subject to the estate tax, but the incre- 
ment of appreciated value is never taken into account 
and taxed as income. This causes an obvious inequity in 
the income tax treatment of persons who accumulate 
their estates by means of untaxed appreciation in value 
compared with those who accumulate through savings 
out of taxable income or with persons who for various 
reasons, are forced to sell their appreciated assets prior 
to death. About $15 bilHon in capital gains each year 
remains outside the income tax system as a result of the 
existing tax structure.* * 

Not only is there a serious inequity in this facet of 
the tax law, but there is also the tendency for assets to 
become immobilized. Investors become "locked in" by 
the prospect of avoiding the capital gains tax completely 
if they hold appreciated assets until death. This locking 
in of investments obviously has the potential of imped- 
ing efficient allocation of resources. 

A reform proposal, which has received considerable 
discussion, would tax the appreciation in value of assets 

Figures compiled by the N.Y. Stock Exchange indi- 
cated that some $22 billion of capital appreciation passes an- 
nually in this manner. The exchange estimated that the imposi- 
tion of a capital gains tax would add $3.5 billion to Federal tax 
revenues (25). In 1963, then Secretary of the Treasury Douglas 
Dillon told Congress that some $12 to $13 billion in appreciated 
capital was transferred without being subjected to the capital 
gains tax. He estimated that a capital gains tax on appreciated 
property transferred at death or by gift would add about $750 
million annually to Federal tax revenues. The $15 billion figure 
is the current estimate by the U.S. Treasury Department. 

transferred at death or by gift in a manner similar to that 
of other capital gains.* ^ Some of the features of this 
proposal are : 

(1) Only appreciation occurring after a given date 
(possibly the date of enactment) would be subject to 
tax; 

(2) The tax would be allowed as a deduction for 
estate tax purposes; 

(3) Taxpayers would be allowed some minimum 
basis-for example, $60,000-so that no tax would be 
imposed when the total value of assets transferred is below 
this minimum level; 

(4) Gains on transferred assets would be ehgible for 
income averaging. 

The Marital Deduction 

Present law permits a husband (or wife) to leave up to 
half his (or her) property to his wife (or her husband) 
free from the Federal estate tax. Likewise, 50 percent of 
the value (above exemptions) of gifts from one spouse to 
the other is free of the Federal gift tax. 

An argument against the 50-percent limitation on the 
marital deduction is frequently made on the basis that 
the occasions of transfer of property between husband 
and wife are not appropriate occasions for imposing a 
tax. In addition to the argument of undue hardship to a 
surviving spouse, the distinctions under existing law 
between transfers which quahfy for the marital deduc- 
tion and those which do not have generated complexity 
and confusion in many instances. 

In response to the above arguments, some tax experts 
have argued that the present hmit on the marital deduc- 
tion be removed altogether. Liberahzation of other 
restrictions on interspousal transfers contained in pres- 
ent law has also been suggested. 

Liberalization of Payment Rules 

Changes will probably be proposed which are specifi- 
cally designed to ease Kquidity problems for estates con- 
taining farms and closely held businesses. These changes 
may facilitate the qualification for installment payment 
of death taxes over periods of up to 10 years. The 
installment method will most hkely be available not only 
in the case of transfer taxes imposed at death but also in 
the case of income taxes imposed on appreciation (cap- 

12™ The payment of capital gains tax on the appreciation is 
thus not completely avoided, but is delayed until such time as 
the recipient may dispose of the asset through sale. 
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ital gains) in assets transferred at death, should this 
provision be made a part of the law. 

Another proposal which has been discussed would 
permit the use of security arrangements (covering the 
amount of the unpaid tax plus anticipated additions) in 
lieu of bonds as guaranty where extensions were granted 
and would allow the executor to be discharged from 
personal liability if certain conditions were met. 

If the value of a farm or closely held business ex- 
ceeded 25 (instead of 50) percent of the value of the 
taxable estate of a decedent an extension might be 
granted. 

Presently estates which can quahfy for the install- 
ment payment of death taxes pay only 4 percent interest 
on the balance outstanding. Authority for the Secretary 
of the Treasury to estabhsh a rate of interest approxi- 
mating the market rate of interest at any given time 
would increase the cost to farm estates and shifting 
installment payments from an annual to a quarterly pay- 
ment basis would increase the inconvenience to many 
farm estate heirs. 

In summary, the proposed reforms discussed above 
are those which have been most frequently discussed 
and which are considered to have the greatest potential 
impact on the U.S. farming sector. Of the five general 
proposals presented, the issue of taxing capital apprecia- 
tion (capital gains) at death probably presents the most 
radical departure from current tax rules and would have 
the greatest impact on farm estates. As indicated in table 
6, value of land and buildings for typical farm situations 
generally ranges from 70 to 90 percent of the total 
capital value of the farm. 

Conclusions 

The 1963 article referred to earlier on death tax im- 
pacts summarized the situation as follows: 

.... available evidence does not present a clear picture but sug- 
gests that death taxes are not a major problem for the typical 
farmer, in the sense that the amounts [of taxes] involved do not 
usually consume a sizable part of the estate. It appears, however, 
that death taxes are not ordinarily a serious obstacle to maintain- 
ing the family farm (i, p. 33). 

Today, the available evidence suggests that estate and 
inheritance taxes do pose an increasing problem for typi- 
cal farm estates. While not yet a serious problem for 
most types of farms, the rapid increase in farm capital, 
viewed with the progressive nature and other features of 
the present Federal estate tax, makes the potential 
seriousness of the problem obvious. 
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Appendix taUe 1-Types of State death taxes, January 1, 1972 

Type of tax 

"Pickup" tax only ^     ( 5) 
Estate tax only     ( 2) 
Estate tax and "pickup" tax     (7) 

Inheritance tax only     ( 2) 
Inheritance tax and "pickup" tax     (32) 

Inheritance, estate and "pickup" taxes       (2) 

No tax ( 1) 

State 

Alabama, Alaska, Arkansas, Florida, Georgia. 
Mississippi, North Dakota. 
Arizona, New York, Ohio, Oklahoma,^ S. Carolina,^ Utah, 
Vermont . 
South Dakota, West Virginia. 
California,^ Colorado,^ Connecticut, Delaware,^ 
District of Columbia, Hawaii, Idaho, Illinois, Indiana, 
Iowa, Kansas, Kentucky, Louisiana,^ Maine, Maryland, 
Massachusetts, Michigan, Minnesota,^ Missouri, 
Montana, Nebraska, New Hampshire, New Jersey, New Mexico, 
North Carolina,^ Pennsylvania, Tennessee,^ Texas, Virginia,^ 
Washington,^ Wisconsin,^ Wyoming. 

Oregon,^ Rhode Island^ 

Nevada. 

"Pickup" taxes refer to special estate taxes designed to assure that the states capture the maximum tax allowed as a 
credit against Federal estate tax payments. 

^ Also has gift tax, 15 States. 

Source: Commerce Gearing House, State Tax Reporter, as reported in (2, p. 274). 

Appendix table 2-State estate tax rates and exemptions, January 1, 1972^ 

State Rates 

Maximum 
rate applies 

above Exemption 

Alabama 
Alaska   . . 
Arizona 
Arkansas 
Florida    . 

Georgia .... 
Mississippi .. 
NewYork^ . 
North Dakota 

80 percent of 1926 Federal rates 
80 percent of 1926 Federal rates 
4/5 of 1.16 percent     
80 percent of 1928 Federal rates 
80 percent of 1926 Federal rates 

80 percent of 1926 Federal rates 
1.16 percent     
2.21 percent     
2.23 percent     

Ohio^      
Oklahoma 
Oregon        
Rhode Island    . 
South Carohna^ 
Utah^      
Vermont     

2.7 percent 
1.10 percent 
2.10 percent 
1 percent  . . . 
4.6 percent 
5.10 percent 

$10,000,000 
10,000,000 
10,000,000 
10,000,000 
10,000,000 

10,000,000 
10,000,000 
10,100,000 
1,500,000 

500,000 
10,000,000 

500,000 
6 

100,000 
85,000 

$100,000 
100,000 
100,000 
100,000 
100,000 

100,000 
60,000 

3 

4 

^5,000 
15,000 
25,000 
10,000 
60,000 

'^40,000 
The tax rate is 30% of the Federal estate tax hability, due to Vermont gross estate 

Excludes States which, in addition to their inheritance taxes, levy an estate tax to assure full absorption of the 80-percent 
Federal credit. 

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

cendants, $2,000. 
^An additional $20,000 for spouse, $7,000 for minor child, and $3,000 for adult child. 
Entire estate above exemption. 
Transfers not to exceed $40,000, if made to the husband, wife, and/or children of the decedent are exempt from tax. 

Source:  Commerce Clearing House, State Tax Reporter reported in (2). 
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Appendix table 3-State inheritance tax rates and exemptions, for selected categories of bars, January 1,1972 

Exemptions Rates In case of spouse 

State* Widow Minor 
chUd 

Adult 
child 

Brother 
or sister 

Other 
than 

relative 

Spouse 
or minor 

chUd 

Adult 
child 

Brother 
or sister 

Other 
than 

relative 

Size of 
first 

bracket 

Level at 
which 

top rate 
applies 

 Percent  

Alabama    .... 
Alaska^  
Arizona^ .... 
Arkansas .... 
California^'^  . . 

Colorado .... 
Connecticut ^'^'"^ 
Delaware^ .... 
District of Col.3. 
Florida^  

Georgia^  
Hawaii  
Idaho^  
Illinois 
Indiana^  

Iowa  
Kansas  
Kentucky  
¥ 3 4 Louisiana  '     . . . 
Maine  

Maryland ^  
Massachusetts ^ ' * ^ 
Michigan^'*^ . . . 
Minnesota ^ ' ^ "^ . . 

¡2 

Missouri  
Montana^ .... 
Nebraska^    . . . 
Nevada      
New Hampshire . 

$ 5,000    $12,000 

35,000 
50,000 
20,000 
5,000 

20,000 
10,000 

20,000 
15,000 

40,000 
75,000 
10,000 
5,000 

15,000 

150 

^'^ 30,000 
^^30,000 
30,000 

1» 20,000 
20,000 
10,000 

20 

20 

15,000 
»10,000 

3,000 
5,000 

5,000 
10,000 

20,000 
5,000 

15,000 
15,000 
10,000 

5,000 
10,000 

150 
15,000 

5,000 
15,000 

1^5,000 
5,000 

10,000 
20 

20 

$ 5,000       $ 2,000 $   300 

10,000 
»10,000 

3,000 
5,000 

5,000 
4,000 

20,000 
2,000 

15,000 
15,000 
5,000 
5,000 

10,000 

150 
15,000 

5,000 
6,000 

^^5,000 
2,000 

10,000 
20 

20 

2,000 
3,000 
1,000 
2,000 

500 
1,000 

10,000 
500 

**None 
5,000 
1,000 
1,000 

500 

150 
5,000 
5,000 
1,500 

500 
500 

10,000 
20 

None 

^500 
500 

None 
1,000 

500 
None 

100 
100 

**None 
5 200 
500 
500 
500 

150 
5,000 
None 

500 

5100 
None 

500 
20 

None 

3-14 

2-8 
93-8 
n-4 

1 -8 

3-14 

2-8 
2-8 
1-6 
1 -8 

^2-6 1.5-7.5 
2-15 2-15 

1^2 - 14 2-14 
1-10 1-10 

1 -8 
^0.5 - 2.5 

2-10 
2-3 
2-6 

1-8 
1-5 
2-10 
2-3 
2-6 

1 1 
1.8-11.8 1.8-11.8 
2-8 2-8 

1.5-10 2-10 

1-6 
2-8 

1 
20 
20 

1-6 
2-8 

1 
20 
20 

6-20 

3.5-9 
4-20 
2-14 
5-15 

5-10 
3 - 12.5 
4-16 
5-7 
8-12 

5.5-19.3 
2-8 
6-25 

3-18 
4-16 

1 
20 

15 

10-24 $ 25,000        $   400,000 

3-10 10-19 50,000 500,000 
4-10 8-14 150,000 1,000,000 
5-10 10-16 50,000 200,000 
5-23 5-23 50,000 1,000,000 

3.5-9 
8-30 

10-30 
7-20 

10-15 
10-15 
6-16 
5-10 

12-18 

7^2 

8 - 19.3 
10-15 
8-30 

5-30 
8-32 
6-18 

20 

15 

15,000 
25,000 
20,000 
25,000 

5,000 
25,000 
20,000 
25,000 
50,000 

10,000 
50,000 
25,000 

20,000 
25,000 

12 
20 

20 

250,000 
500,000 
500,000 

1,500,000 

150,000 
500,000 
500,000 
25,000 

250,000 

12 

1,000,000 
750,000 

1,000,000 

400,000 
100,000 

12 

20 

20 

See footnotes at the end of table. 



Appendix table 3—State inheritance tax rates and exemptions, for selected categories of heirs, January 1,1972 (Continued) 

State ^ 

New Jersey  
New Mexico^ . . . 
NewYork^   . . . . 
North Carolina ^^ 
North Dakota 2 . . 

Ohio^  
Oklahoma^  . . . . 
Oregon 23 ^24 

Pennsylvania   . . . 
Rhode Island 3'23 

South Carohna2 
South Dakota^* 
Tennessee 3   . . 
Texas3'4 

Utah2  

Virginia 3. . . . 
Washington 3'^ 
West Virginia * 
Wisconsin 3'28 

Wyoming   . . . 

Widow 

10,000 

None 
25 None 
10,000 

15,000 
2^10,000 

25,000 

5,000 
275,000 
15,000 
15,000 
10,000 

Exemptions 

Minor 
chUd 

Adult 
chUd 

Brother 
or sister 

Other 
than 

relative 

Rates 

Spouse 
or minor 

chUd 

Adult 
child 

Brother 
or sister 

Other 
than 

relative 

5,000 5,000 5,000 ^500 ^500 
2^10,000        2iiQ()00 21^0,000      21^0,000 ^500 

5,000 

None 
25 None 
10,000 

10,000 
2610,000 

25,000 

5,000 
275,000 

5,000 
2,000 

10,000 

2,000 

None 
25 None 
10,000 

10,000 
2610,000 

25,000 

5,000 
275,000 

5,000 
2,000 

10,000 

None 

1,000 
None 
5,000 

500 
261,000 
10,000 

2,000 
61,000 

None 
500 

10,000 

None 

500 
None 
1,000 

100 
261,000 

500 

1,000 
None 
None 

100 
None 

1-16 
1 

1-12 

• Percent ■ 

1-16 
1 

1-12 

11-16 
1 

4-16 

15-16 
5 

8-17 

2-10 2-10 2-15 4-20 
6 6 15 15 

2-9 2-9 3-10 8-15 

»/2-4 V/i - 4 4-12 6-20 
4-9.5 1.4-9.5 6.5 - 20 6.5 - 20 
1-6 1-6 3-10 5-20 

1-5 1-5 2-10 5-15 
1-10 1-10 3-20 10-25 
3-13 3-13 4-18 10-30 
2-10 2-10 2-10 8-40 

2 2 2 6 

In case of spouse 

Size of 
first 

bracket 

25,000 
12 

25,000 

Level at 
which 

top rate 
applies 

10,000 3,200,000 
12 12 

10,000 3,000,000 

500,000 
12 

1,000,000 

15,000 
25,000 
50,000 

100,000 
500,000 

1,000,000 

50,000 
25,000 
50,000 
25,000 

12 

1,000,000 
500,000 

1,000,000 
500,000 

12 

^ All States, except those designated by asterisk (*), impose also an estate tax to assure full absorption of the 80-percent Federal credit. 
2 Imposes only estate tax. 
^ Exemptions are deductible from the first bracket. 
^ Community property passing to the surviving spouse is exempt, or only one-half is taxable. 
5 No exemption is allowed if beneficiary's share exceeds the amount shown in the exemption column, but no tax shall reduce the value of the amounts shown in the exemp- 

tion column. In Maryland, it is the practice to allow a family allowance of $450 to a widow if there are infant children, and $225 if there are no infant children, although there is no 
provision for such deductions in the statute. 

6 The exemption shown is the total exemption for all beneficiaries falling into the particular class and is shared by them proportionately. 
7 An additional 30 percent surtax is imposed. 
® Only one $10,000 exemption is allowed for beneficiaries in Class A, which includes minor and adult children. 
^ Rate shown is for spouse only. A minor child is taxed at the rates applying to an adult child. 

^° With respect to taxable transfers passing to a husband or wife of a decedent dying on or after July 5, 1969, if taxable transfer exceeds $5 million, the tax on the excess 
thereof is computed at 6%. Tax rates on the taxable amount up to and including $5 million are the same rates as provided for in excess of the exemption. 



^^ Estates of less than $1,000 after deduction of debts are not taxable. 
*^ Entire share (in excess of allowable exemption). 
^^ Applicable to property or interests passing or accruing upon the death of persons who die on or after July 18, 1969, a 14% surtax is imposed in addition to the inheri- 

tance tax. 
^^ In addition, an exemption to the extent of the value of single family residential property and to the extent of $25,000 of the value, in the case of multiple family residen- 

tial property, used by a husband and wife as a domicile, is allowed where the property was held by them as joint tenants or tenants by the entirety. 
^^ There is no tax on the share of any beneficiary if the value of the share is less than $100. 
^^Plus an additional $5,000 for every minor child to whom no property is transferred. 
^''For a widow, an additional exemption is allowed equal to the difference between the maximum deduction for family maintenance ($5,000) and the amount of family 

maintenance actually allowed by the Probate Court. The total possible exemption therefore would be $35,000. If there is no surviving widow entitled to the exemption, the aggre- 
gate exemption is allowable to the children. 

^^ In addition, an exemption is allowed for the clear market value of one-half of the decedent's estate, or one-third if decedent is survived by lineal descendents. 
*^ Or the value of the homestead allowance, whichever is greater. 
^^ No tax imposed. 
^* Widows, children, and brothers and sisters are included in Class I, with one $10,000 exemption for the entire class. 
^^ A widow with a child or children under 21 and receiving all or substantially all of her husband's property, shall be allowed, at her option, an additional exemption of $5,000 

for each such child. The children shall not be allowed the regular $5,000 exemption provided for such children. 
^^ Imposes also an estate tax. 
^^ Oregon imposes a basic tax, measured by the entire estate in excess of a single exemption ($15,000 prorated among all beneficiaries and deductible from the first bracket); 

and an additional tax, measured by the size of an individual's share for which each beneficiary has a specific exemption. All members of Class I (spouse, children, parents, grand- 
parents, stepchildren or hneal descendents) are exempted from the additional tax. 

^^ The $1,500 family exemption is snecifically allowed as a deduction. 
^^ Widows and children are included in Class A, with one $10,000 exemption for the entire class. Beneficiaries not in Class A are allowed one $1,000 exemption for the 

entire class. 
^"^ An additional $5,000 exemption is allowed to the class as a whole. 
2^ These rates are subject to the limitation that the total tax may not exceed 15 percent of the beneficiary's share. An additional tax equal to 30 percent of the inheritance 

tax is also imposed. 

Source: Commerce Clearing House. State Tax Reporter, as reported in (2, p. 276). 
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Appendix taWe 4-Federal estate tax credit for State death taxes 

Taxable estate Taxable estate Credit on Rates of credit 

equal to or less than— amount in on excess over 

more than- Column (A) amount in column (A) 

(A) (B) (C) (D) 

Percent 

$40,000 $90,000 _ 0.8 

90,000 140,000 $400 1.6 

140,000 240,000 1,200 2.4 

240,000 440,000 3,600 3.2 

440,000 640,000 10,000 4.0 

640,000 840,000 18,000 4.8 

840,000 1,040,000 27,600 5.6 

1,040,000 1,540,000 38,800 6.4 

1,540,000 2,040,000 70,800 7.2 
2,040,000 2,540,000 106,800 8.0 
2,540,000 3,040,000 146,800 8.8 
3,040,000 3,540,000 190,800 9.6 
3,540,000 4,040,000 238,800 10.4 
4,040,000 5,040,000 290,800 11.2 
5,040,000 6,040,000 402,800 12.0 
6,040,000 7,040,000 522,800 12.8 
7,040,000 8,040,000 650,800 13.6 
8,040,000 9,040,000 786,800 14.4 
9,040,000 10,040,000 930,800 15.2 

10,040,000 - 1,082,800 16.0 

Source:  (4) 

16 




