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Inbherited economic power is as inconsistent with the ideals of this generation as inberited political
power was inconsistent with the ideals of the generation which established our government.
Franklin Delano Roosevelt!

How we got here. The federal tax cuts approved by Congress in 2001 included a gradual phase out of the
federal estate tax until it is eliminated entirely in 2010. This elimination was to last for only one year,
however, after which the estate tax would be revived. In 2011 the estate tax is reinstated and reverts back to
the rates in place in 2001.

The Bush Administration has called for making the estate tax repeal permanent in 2010. Many lawmakers
question the feasibility of total repeal in light of the mounting federal deficit and the needs of the American
people, including health care, education, environmental protection, military and veteran-related spending and,
most recently, the devastation of Hurricanes Katrina and Rita. Some members of Congress have proposed
alternative reform measures. While certain reforms may be in order, the proposals getting the most attention
will result in nearly the same revenue loss as total repeal.

Permanent repeal of the estate tax would result in a substantial loss of much needed federal
revenues. The first ten years of permanent repeal (2012-2021) would result in estimated revenue losses of
$745 billion. The #otal cost of repeal for that ten-year period would be nearly $1 trillion, adding to the lost
revenues the associated $225 billion in increased interest payments on the federal debt.”

Estate Tax Repeal Costs Nearly
$1 Trillion Over 10 Years
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In the absence of federal budget cuts of equal magnitude, permanent repeal of the estate tax would
also result in an increase in the federal deficit. With federal deficits projected to be as high as $2.1 trillion
over the next five years and $5.7 trillion over the next 10 years,” we cannot afford to forego the substantial
revenues generated by the estate tax.*

Estate Tax Repeal Costs More Than
Funding for Key Policy Priorities
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Connecticut’s state budget is also at grave risk with permanent repeal of the federal estate tax.
Federal funds currently constitute about one in every six dollars of revenues in Connecticut’s budget. In SFY
05, there were about $2.5 billion in federal funds in Connecticut’s budget (17.5% of all General Fund
revenues and 16.3% of total revenues). In the current fiscal year (SFY 006), Connecticut’s budget relies on
$2.68 billion in federal funds (17.3% of General Fund revenues and 15.9% of total revenues).

This sum, while very significant, greatly understates the state’s reliance on federal funds. In FFY 2003 (the
most recent year for which there are complete data),” a total of $28.6 billion in federal funds came into
Connecticut through direct payments to residents, grants and other payments to the State, procurement
contracts, and salaries and wages. This was more than twice Connecticut’s total own-source FY 03 budget of
$10.85 billion (i.e., excluding its federal funds)”’.

Estate tax repeal would seriously reduce charitable giving. The estate tax provides a significant
incentive for charitable giving through the allowed deduction for charitable gifts. It is estimated that repeal of
the tax would result in a nationwide decline in charitable giving of approximately $15 billion anmually.” The
amount of lost charitable funds has been estimated to be roughly equivalent to the combined annual giving of
the 110 largest United States foundations.”

According to Independent Sector:

Repeal of the estate tax would eliminate a strong incentive to give through an individual’s estate. 1t would
remove an incentive for the wealthiest Americans, who have a special responsibility to provide leadership in
giving, to make charitable bequests’

Connecticut charities would be among the hardest hit. In an October 2003 report, OMB Watch
estimated that Connecticut would lose $192 million in annual giving and giving through bequest if the federal
estate tax were repealed."” (This number is based on data from 2000 and 2001.) According to OMB Watch,



Connecticut wonld have the fifth highest loss per “filing charity” (organization filing an IRS Form 990) of any state,
behind only New York, Massachusetts, Washington DC, and Pennsylvania. Connecticut’s average annual loss
per filing charity was estimated at $47,000."

Repeal would eliminate a highly progressive tax that affects very few families. The estate tax is paid by
only the wealthiest 2% of people who die each year.”” Even in Connecticut, a state recognized for the wealth
of its citizens, the number of taxable estates was only 2.2% of the number of deaths in 2003."

The estate tax is the most fair and equitable tax in the land. A levy on estates in excess of §5 million is an appropriate
mechanism for those who have disproportionately benefited from our marvelous system of wealth creation to pay back
the society that fostered the fertile ground for their success.”

Certain reform measures can address estate tax critics’ concerns, while maintaining the estate tax’s
benefits."” Critics of the estate tax have raised two major concerns that can be addressed easily through
certain reforms that maintain most of the estate tax revenues and its other benefits.

Concern 1: Many small, family-owned farms and businesses must be liquidated to pay estate
taxes.

In fact, this concern is not well-founded. Family owned farms and small businesses already receive
“especially generous treatment” under the estate tax.'” Federal law allows those who inherit farms and small
businesses to take advantage of several special provisions, including higher exemptions and the ability to pay
estate taxes over several years. Indeed, the American Farm Bureau Federation, an advocate of estate tax
repeal, acknowledged to the New York Times that it could not cite a single example of a farm having to be
sold to pay estate taxes,' and that was under the 2001 estate tax exemption level of $1 million.

Nevertheless, by increasing the estate exemption level to $2 million, the number of taxable estates in which a
small farm or small business comprises a majority of the estate would be reduced by more than 70%, resulting
in an estimated total of only 210 such taxable estates in 2011, compared to 760 estates at the $1 million
exemption level. At a $3.5 million exemption level, there would be only 50 such estates in the nation, an
average of one per state.®

Concern 2: At the pre-2001 exemption level of $§1 million, the estate tax reaches too many
estates.

Here again, increasing the exemption level would have a dramatic impact. If the exemption level were
increased to $2 million, the number of taxable estates would be reduced by 61%. At a $3.5 million exemption
level, the number of taxable estates would be reduced by 84%."

Importantly, all spousal transfers generally are #of subject to the estate tax. Changes in the exemption level,
therefore, affect how much wealth can be transferred tax-free to children, grandchildren, other relatives, and
unrelated heirs.”

Some “reform” proposals reduce revenues without addressing identified problems. Certain proposals
being discussed in Congress would result in much greater revenue losses than those described above, while
having a negligible impact on the number of estates subject to the tax, including small businesses and family
owned farms.



For example, the benefits of increasing the exemption level to $3.5 million azd reducing the top tax rate from
45% to 15% (the tax rate on capital gains income) would flow almost exclusively to the very largest estates,
not small family businesses and farms.” This proposal also causes revenue losses close to those of total
repeal (87%). That is, only about 13% of the revenue that would be lost by repeal would be saved under this
scenario.”

This annual lost revenue would pay for not one, but all of the following, with money left over:
e Prevent the proposed $10 billion in cuts to Medicaid included in 2005 federal budget reconciliation.
e Replace the Army’s 10,000 Humvees (that currently rely on improvised shielding) with armored
vehicles.

e  Offer help with job search and retraining to @/ unemployed workers, similar to the Trade Adjustment
Assistance program.

e  Offer progressive saving incentives of $500 per year, on top of Social Security, to 50 million families.”

The federal estate tax: important for Connecticut, important for America. Repealing the federal estate
tax would reduce federal revenues™, exacerbate the federal budget deficit, and likely lead to even deeper cuts
to government programs and services that matter to all of us (education, health care, and the environment,
among many others) at a time of unique need.

A devastating burricane bits the Gulf Coast. The war in Iraq claims almost 1,900 American
lives with no end in sight in both casualties and cost. And red ink flows through both short- and
long-term federal budget projections. Yet, in the coming weeks, congressional leaders will move to
abolish permanently the estate tax, America’s only levy on concentrations of inherited wealth. . ..

Never before has our country passed tax cuts for the wealthy during a time of war. Historically, wealth has
been “conscripted,” in Civil War parlance, to share in the sacrifice and preserve domestic unity. ILsn’t anyone
embarrassed about this inequality of sacrifice?”’

Repeal would also reduce charitable giving and make our tax system more regressive. Thoughtful repair of
the tax, on the other hand, can preserve much-needed revenues while reducing the number of estates subject
to the tax.

A suitably modified estate tax is ... good for society, insofar as it serves to check the accumulation of vast
sums of inberited wealth in the hands of a very few. At a time when the gap between rich and poor is
widening, the estate tax plays a beneficial role in society.”
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