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Estate and Gift Tax Revenues:
Several Measurements

Summary

Thequestion of whether to permanently repeal thefederal estatetax or toreform
it remains a topic of congressional interest. This report presents a variety of data
measuring the payment of estate and gift taxes to help inform the debate.

The most recent IRS data are for estate tax returnsfiled in 2003. They show
that the 3,486 gross estates of $5 million or higher accounted for just 11.4% of
taxable returns, but 59.8% of estate taxes paid.

Thisisaperiod of changing estate tax laws. The Taxpayer Relief Act of 1997
(TRA, P.L. 105-34) provided for agradual increasein the exempt amount under the
estate tax from $600,000 for 1997 to $1 millionin 2006. The Economic Growth and
Tax Relief Reconciliation Act of 2001 (EGTRRA, P.L. 107-16) superseded those
changes and raised the exempt amount to $1 million for 2002 and 2003, $1.5 million
for 2004 and 2005, $2 million for 2006 through 2008, and $3.5 million for 2009.
EGTRRA repealed the estate tax entirely for 2010, but the estate tax provisions of
EGTRRA sunset on December 31, 2010. Unlessnew legislation governingtheestate
tax is enacted, the estate tax will be reinstated in 2011 with an exempt amount of $1
million.

Both the number of taxable returns and total estate tax paid continued to rise
from 1998 to 2000, asincreasesin asset val uesoutpaced the $25,000 yearly increases
in the applicable exclusion amount from $600,000 to $675,000. But the number of
taxable returns dropped by 41% and estate tax payments fell by 15% between 2000
and 2003 as the exempt amount increased to $1 million and some asset values fell.
Taxable estate tax returnsfiled in 2003 represented just 1.25% of deathsin 2002.

From 1998 through 2003 the rising exempt amount eliminated a large number
of smaller estates ($600,000 up to $1 millionin grosssize) from being taxable. In
contrast, the number of larger taxable estates (the three classes over $5 million in
gross size) remained relatively constant over the same period.

Revenues from federal estate and gift taxes peaked at $29.0 billion in FY 2000.
Between FY 2000 and FY 2003 revenues fell by 24% to $22.0 billion. However, in
FY 2004 revenues rose by 12% to $24.8 billion. Estate and gift tax revenues were
1.3% of total federal revenue and 3.1% of individual incometax revenuein FY 2004.

CBO has projected estate and gift tax revenues through FY 2015 under current
law, with annual revenues of $52 billion in FY 2014. The Treasury Department and
the Joint Committee on Taxation (JCT) have estimated revenue losses through
FY 2015 from permanent repeal of the estate and generation-skipping transfer taxes
and modifying gift taxes starting in 2010. For FY2006-FY 2010 Treasury shows
revenuelosses of $557 millionto $2.2 billion per year, and JCT $1.1-to-$2.6 billion,
primarily from reduced gift taxes. For FY 2012-FY 2015 Treasury shows losses of
$51- to-$62 hillion per year, and JCT $54-to-$71 billion, from forgone estate and gift
tax revenues. Thisreport will be updated as new data become available.
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Estate and Gift Tax Revenues:
Several Measurements

Thequestion of whether to permanently repeal thefederal estatetax or toreform
it remainsbeforethe 109™ Congress. To provide background material for the debate,
thisreport presents avariety of dataavailable about revenues collected from federal
estate and gift taxes. The text discusses the numbers presented in 11 tables.

The first section of the report presents the most recent distributional data
available from the Interna Revenue Service (IRS), for estate tax returns filed in
2003. It shows the amount of estate tax paid by each of five categories of size of
gross estate, both separately (Table 1) and cumulatively (Table 2).

The second section of the report describes the substantial increases in the
applicableexclusion amount (or exempt amount) under the estate tax scheduled from
1997 through 2009, the repea of the estate tax scheduled for 2010, and the
reinstatement of the estate tax with alower exempt amount in 2011 if no changesare
made to current law. It aso presents the scheduled decrease in the maximum
margina estate tax rate (Table 3).

The third section of the report examines the relationship between the increase
in the applicable exclusion amount (or filing threshold) and the number of estate tax
returnsthat were filed and taxable, aswell asthetotal amount of tax paid, from 1998
through 2003 (Table4). Thetotal number of taxable returnsrose between 1998 and
2000 and then fell dramatically in 2002 and 2003. It looks beneath thetotalsto trace
the differing patterns of the number of taxable returns by size of gross estate, in both
absolute numbers (T able 5) and measured as a percentage of deaths (T able 6).

Thefourth section reveal sthat |essthan half of estatetax returnsfiled from 1998
through 2003 weretaxable (Table7). It showsthat the percentage of taxable returns
was higher, the larger the gross estate size class. It points out the downward trend
in the percentage of taxable returns within each size class from 1998 through 2002.

Thefifth section of thereport presentsdataon actual estate and gift tax revenues
collected from FY 1998 through 2004, comparing them to total federal revenues and
revenues from individual income taxes (Table 9). It presents the January 2005
Congressional Budget Office (CBO) projection of revenuesfrom estateand gift taxes
from FY 2006 through FY 2015, under current law (Table 10). It also presents
estimates published by the Treasury Department in February 2005 and the Joint
Committee on Taxation (JCT) in March 2005 of revenue losses from FY 2006
through FY 2015 if the sunset provision of EGTRRA wereremoved in 2005, thereby
permanently repealing the estate tax and generation skipping transfer taxes and
modifying the gift tax effectivein 2010 (Table 11).
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Distribution of Estate Tax Payments in 2003
by Size of Gross Estate

The estate tax is considered the most progressive part of the U.S. tax system —
that is, the tax that falls most heavily on the wealthiest members of society. The
distribution of estate tax paymentsis highly concentrated in the largest gross estate
Size categories. Estatetax returnsfiled in 2003 paid atotal of $20.7 billionin taxes,
as shown in the first row, third column of Table 1. The 30,626 taxable returns
(column 2) represented 1.25 percent of deaths in the prior year, 2002 (column 4).

Thelargest gross estate size categories contributed amuch bigger percentage of
taxes (column 6) than the percentage of taxable returnsthey represented (column 5).
The 505 gross taxable estates $20 million or more accounted for just 0.02% of
decedentsand 1.6% of taxablereturns, but 25.1% of estatetaxespaid. The 824 gross
estates from $10 million up to $20 million accounted for just 0 .03% of decedents
and 2.7% of taxable returns, but 14.3% of taxes paid. The 2,157 gross estates from
$5 million up to $10 million accounted for 0.09% of decedents and 7.0% of taxable
returns, but 20.4% of taxespaid. The 5,505 gross estates from $2.5 million up to $5
million accounted for 0.23% of decedents and 18.0% of taxablereturns, and anearly
proportional 21.9% of taxes paid. In contrast, the 21,635 gross estates from $1.0
million up to $2.5 million accounted for 0.89% of decedents and 70.6% of taxable
returns, but only 18.3% of estate taxes paid.*

! Estate tax returns filed in 2003 are most likely to be for the estates of decedents dyingin
2002 and 2003 when the exempt amount under the estate tax was $1 million.
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Table 1. Estate Tax Returns Filed in 2003,
by Size of Gross Estate

Size of Gross (D) 2 (©)] 4 5) (6)
Estate Tax Taxable | TaxesPaid | Taxable | Percent Per cent
(in $ millions) Returns | Returns (in$ Returns of of Taxes
Filed thousands) asa Taxable Paid
Percent of | Returns
Deaths

All Returns 66,043 30,626 | 20,655,481 1.25 100.0 100.0
1.0<25 49,748 21,635 3,789,066 0.89 70.6 18.3
25<5.0 10,549 5,505 4,516,551 0.23 18.0 21.9
5.0<10.0 3,732 2,157 4,222,161 0.09 7.0 20.4
10.0<20.0 1,293 824 2,943,694 0.03 2.7 14.3
20.0 or more 721 505 5,184,009 0.02 16 25.1

Sources: Columns1-3: Internal Revenue Service, Statistics of Income, Estate Tax Returns Filed in 2003, Table 1.
Unpublished dataavailableat [ http://www.irs.gov/pub/irs-soi/03es01tp.xls]. Column4: Estatetax returnsfiledinone
year are calculated as a percent of al deaths in the prior year. There were 2,443,387 deaths in the United Statesin
2002. Columns 4-6: Percentage calculations by CRS.

These calculationsare shown on acumulativebasisin Table 2. Again, the 505 gross
taxabl e estates of $20 million or more accounted for just .02% of decedentsand 1.6%
of taxable returns, but 25.1% of estate taxes paid. The 1,329 gross estates of $10
million or more accounted for .05% of decedents and 4.3% of taxable returns, but
39.3% of estate taxes. The 3,486 gross estates of $5 million or more accounted for
.14% of decedents and 11.4% of taxable returns, but 59.8% of estate tax revenues.
The 8,991 gross estates of $2.5 million or more accounted for .37% of decedentsand
29.4% of taxable returns, but 81.7% of estate tax payments.

Table 2. Taxable Estate Tax Returns Filed in 2003, Cumulative
Percentages by Size of Gross Estate

Size of Gross Number Taxable Cumulative Cumulative
Estate of Returns Per centage of Per centage of
(in $ millions) Taxable asa Taxable Tax Paid
Returns | Percentage Returns
of Deaths
20 or more 505 .02 1.6 25.1
10 or more 1,329 .05 4.3 39.3
5 or more 3,486 14 11.4 59.8
2.5 or more 8,991 37 29.4 81.7
1 or more 30,626 1.25 100.0 100.0

Sources. SeeTablel.
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Increases in the Applicable Exclusion Amount

The period from 1997 through 2011 is atime of changesin the estate tax laws
brought about by the Taxpayer Relief Act of 1997 (TRA, P.L. 105-34) and the
Economic Growth and Tax Relief Reconciliation Act of 2001 (EGTRRA, P.L. 107-
16). In particular, these two laws provided for increases in the applicable exclusion
amount for the estate tax, as shown in the first column of Table3. EGTRRA aso
provided for agradual decreasein the maximum marginal estate tax rate, as shown
in the second column of Table 3.2

The applicable exclusion amount has two important implications. First, a
federal estate tax return must be filed if a U.S. decedent’s gross assets® equal or
exceed the applicable exclusion amount for the year of the decedent’s death. That
is why the applicable exclusion amount is sometimes called the “tax filing
threshold.” Second, each estatetax return receivesaunified transfer tax credit equal
to the tax that would be due on the applicable exclusion amount.* Thus, the transfer
of an amount of assets up to the applicable exclusion amount isfree from federal tax
for every estate. EGTRRA referred to the applicable exclusion amount as the
“unified credit effective exemption amount.” It is sometimes called the “exempt
amount” for short.

The applicable exclusion amount is not indexed for inflation. Nor isit set with
an explicit target of taxing only a certain percentage of the population, for example,
the wealthiest one or two percent. Instead, Congress has intermittently changed the
dollar amounts.

From 1987 through1997 the applicabl e exclusion amount remained at $600,000,
under provisions of the Economic Recovery Tax of 1981 (ERTA, P.L. 97-34). The
Taxpayer Relief Act of 1997 (TRA, P.L. 105-34) phased in a relatively gradual
increasein the applicable exclusion amount from $600,000 in 1997 to $1,000,000in
2006. Theapplicableexclusion amount roseto $625,000in 1998, $650,000in 1999,
and $675,000 for 2000 and 2001.° In addition, the Taxpayer Relief Act provided for

2 Taxable estate values below the maximum cutoff are subject to a table of graduated
marginal tax rates starting at 18% for the first $10,000. The lower range of marginal rates
isincorporatedintheunified credit. Consequently, taxpayersareonly likely to pay attention
to the marginal rate that applies above the applicable exclusion amount.

? Including taxable gifts given during the donor’ s lifetime.
* The unified credit is applied against both estate and gift tax obligations.

®> The Taxpayer Relief Act also created a new exclusion from the estate tax for qualified
family-owned businesses that was in effect from 1998 through 2003. The exclusion was
limited to atotal of $1,300,000 in combination with the applicable exclusion amount. The
family-owned business exclusion was converted to a deduction by the Internal Revenue
ServiceRestructuringand Reform Act of 1998 (P.L. 105-206). Under EGTRRA, thefamily-
owned business deduction was repealed in 2004 when the applicabl e exclusion amount for
all estates wasincreased to $1,500,000. For more information, see CRS Report 95-444, A
History of Federal Estate, Gift, and Generation-Skipping Taxes, by John R. Luckey.
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the applicable exclusion amount to increase to $700,000 for 2002 and 2003,
$850,000 for 2004, $950,000 for 2005, and $1 million for 2006 and beyond.

However, before the provisions of TRA were fully phased in, they were
superseded for tax years 2002-2010 by the provisions of the Economic Growth and
Tax Relief Reconciliation Act of 2001 (EGTRRA, P.L 107-16). EGTRRA raisedthe
applicable exclusion amount to $1 million beginningimmediately in 2002 and 2003.
It increased the exclusion in large increments, to $1.5 million for 2004 and 2005, $2
million for 2006-2008, and $3.5 million in 2009. It repeaed the estate tax and
generation-skipping transfer tax entirely for the estates of decedents dying in 2010.
But the provisions of EGTRRA will sunset on December 31, 2010. Unless new
legislation governing the estate tax is enacted beforehand, in 2011 thelaw will revert
to that in effect prior to June 7, 2001. The estate tax will be reinstated and the
applicable exclusion amount will be $1 million, the amount that TRA had provided
for 2006 and beyond.

Table 3. Applicable Exclusion Amount and Maximum Tax Rate
for the Estate Tax, 1988-2011

Calendar Year
( r;;g?;a? e Applicable Exclusion Maximum Tax Rate for Taxable
decedents dying Amount Estate Values Over (in millions)
during)

1988-1997 $600,000% 55% over $3.0 plus 5% surtax from
over $10.0 to $21.040°

1998 $625,000° 55% over $3.0 plus 5% surtax from
over $10.0 to $17.184°

1999 $650,000° "

2000 $675,000°

2001 $675,000°

2002 $1,000,000° 50% over $2.5°

2003 $1,000,000° 49% over $2.0°

2004 $1,500,000° 48% over $2.0°

2005 $1,500,000° 47% over $2.0°

2006 $2,000,000° 46% over $2.0°

2007-2008 $2,000,000° 45% over $1.5°

2009 $3,500,000° "

2010 Estate tax repealed for 2010 only*®

2011 and thereafter $1,000,000° 55% over $3.0 plus 5% surtax from
over $10.0 to $17.184°

a. Provision of the Economic Recovery Tax Act of 1981 (ERTA, P.L. 97-34). The applicable exclusion amount
was $600,000 in 1987 &l so.

b. Provisionsof the Taxpayer Relief Act of 1997 (TRA, P.L. 105-34).

c¢. Provisions of the Economic Growth and Tax Relief Reconciliation Act of 2001 (EGTRRA, P.L. 107-16).
d. TheRevenue Act of 1987 (P.L. 100-203) provided for a5% surtax to offset the benefits of both the graduated
tax rates on taxabl e estate val ues bel ow $3 million and the unified credit (or applicable exclusion amount), such
that the effective rate of tax on the entire estate was 55%.

e. Astheresult of aclerica error in the final text of TRA of 1997, later adopted by Congress, the surtax was
intended to offset the benefits of only the graduated tax rates, and not the unified credit.
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Relationship between the Filing Threshold
and the Number of Taxable Returns

Estate tax returnsfiled in agiven year are most likely to reflect the tax law in
effect in the preceding year. Thetax law that appliesto an estate isthe law in effect
in the year of a person’s death. However, the estate tax return is not due until nine
months after a person’s death.® It has been estimated that of the estate tax returns
filed for decedents dying in agiven calendar year roughly 5% are filed in the same
calendar year, 75% to 80% in the next year, and the remaining 15% to 20% in later
years.’

As aconsequence of thetime lag in filing, estate tax returnsfiled in any given
calendar year will include afew returns of people who died in that year, mostly the
returns of people who died in the previous year, and some from prior years that are
filing under an extension.® The applicable exclusion amount — or tax filing
threshold — may well differ among the yearsrepresented. For each filing year from
1998 to 2003, the second column of T able 4 showsthe applicable exclusion amount
for both the prior year (top number) and current year (bottom number).

For example, estate tax returns filed in 2001 will generally reflect a filing
threshold of $675,000, the threshold in effect for both 2000 and 2001. In contrast,
estate tax returnsfiled in 2002 will include returns of decedentsthat fall under 2001
|law when the threshold was $675,000, as well as under 2002 law when the effective
filing threshold was $1 million. Estatetax returnsfiledin 2003 will generally reflect
afiling threshold of $1 million, the law in effect for both 2002 and 2003.

Anincreaseintheapplicableexclusion amount would be expected to reducethe
number of estate tax returns filed, the number of returns that were taxable, and the
amount of estatetax paid — relative to what they would otherwisebe. Whether these
numbersdecline absol utely depends on whether theincreasein the exclusion amount
outpaces the growth in the value of net assets held by decedents.

As shown in Table 4, even as the filing threshold was increasing in annual
increments of $25,000 — from $600,000 in 1997, to $625,000 in 1998, $650,000in
1999, and $675,000 in 2000 — the number of estatetax returnsfiled and the number
of taxable returns continued to rise. Theincreasing pattern holds whether measured

® Assetsaretypically valued at their fair market value as of the date of death. However, they
may be valued as of the “alternate valuation date” — six months after the date of death or
the date of distribution of the property fromthe estateif earlier. Thealternatevaluation date
might be elected by the executor if the assetshave alower value on that later date. For more
information, see CRS Report 95-416, Federal Estate, Gift, and Generation-Skipping Taxes:
A Description of Current Law, by John R. Luckey.

" David Joulfaian, Estate Taxes and Charitable Bequests: Evidence from Two Tax Regimes,
unpublished research paper, Dec. 2004, p. 10.

& The routine period of extension is six months. Complex returns may be granted alonger
extension.
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as absolute number of returnsor astax returns as apercent of deathsin the prior year
(reflecting the nine-month grace period for filing returns). This suggests that net
asset values were generally rising more rapidly than the filing threshold over the
1997-2000 period. The number of estatetax returnsfiled rosefrom 97,856 or 4.23%
of deaths in 1998 to 108,322 or 4.53% of deathsin 2000. The number of taxable
estates rose from 47,475 or 2.05% of deathsin 1998 to 56,322 or 2.17% of deathsin
2000.

The numbers barely dipped in 2001 when the $675,000 filing threshold was
fully phasedin. Thissuggeststhat thefiling threshold had caught up with the growth
in asset values. But the number of returns filed dropped by 9% between 2001 and
2002 when thefiling threshold was increasing by amuch larger step, from $675,000
to $1 million. And the number dropped by another 26% in 2003 when the million
dollar threshold wasfully phased in. Thissuggeststhat at the $1 million level thetax
filing threshold had moved ahead of the net value of assets held by decedents in
2003.

Between the peak in 2000 and 2003, the total number of returns filed and the
number of taxable returns fell by approximately 40%. The total number of returns
filed fell from 108,322 to 66,044, or from 4.53% of deathsto 2.70% of deaths. The
number of taxable returns fell from 52,000 to 30,626, or from 2.17% to 1.25% of
deaths. Some of this decrease was caused by adeclinein asset values, in addition to
an increase in the tax filing threshold from $650,000 to $1 million.

Thelast column of Table4 showsthat thetotal estatetax paid generally moved
in the same direction as the number of taxable returns, with both rising from 1998 to
2000 and falling from 2000 to 2003. In percentagetermsthetotal estatetax paid rose
more than the number of returns from 1998 to 2000 (a 20% increase in taxes
compared with a 10% increase in the number of taxable returns), but dropped less
than the number of returns from 2000 to 2003 (a 15% decrease in taxes compared
with a41% decrease in taxable returns).

Where did the big changesin the number of taxable estates occur? The number
of taxable estates in each size category of gross estate above $5 million remained
relatively constant across the years 1998-2003, as shown in Table 5. This stability
iseven more apparent in T able 6 which shows the number of taxable estates by size
category from Table 5 as a percentage of total deaths in the previous year.’

° This percentage is sometimes expressed relative to the number of adult deaths in the
previous year. The number of adult deaths (age 20 and over plus deaths for which ageis
unavailable) was97.6t097.8 percent of all deathsfor theyears 1997 to 2002. Consequently,
using total deathsinstead of adult deaths does not make much difference in the percentage.
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Table 4. Number of Estate Tax Returns Filed, Taxable, as a

Percentage of Deaths, and Tax Paid, 1998-2003

Y ear Filing Total Taxable Total Taxable Estate
Filed Threshold Returns Returns | Returnsas | Returnsas | Tax Paid
in Prior Filed Per cent of Per cent of (in$
and Deathsin Deathsin billions)
Current Prior Year? | Prior Year?
Year ($)
1998 600,000 97,856 47,475 4.23 2.05 20.3
625,000
1999 625,000 103,979 49,863 4.45 213 229
650,000
2000 650,000 108,322 51,999 453 217 24.4
675,000
2001 675,000 108,112 51,842 4.50 2.16 235
675,000
2002 675,000 98,359 44,408 4.07 1.84 21.4
1,000,000
2003 1,000,000 66,044 30,626 2.70 1.25 20.7
1,000,000

a. Thetotal number of deathsin the United States rose slightly from year to year from 1997 through 2002, as
follows:

1997 2,314,245
1998 2,337,256
1999 2,391,399
2000 2,403,351
2001 2,416,425
2002 2,443,387

Sources. Dataon totd returnsfiled, taxable returns, and estate tax paid from Internal Revenue Service, Table
1. Estate Tax ReturnsFiled in [year]: Gross Estate by Type of Property, Deductions, Taxable Estate, Estate Tax
and Tax Credits, by Size of Gross Estate. Unpublished data from the Statistics of Income (SOI) for the years
1998 to 2003. Available on the IRS website [http://www.irs.gov/taxstats].

Deathsin 1997-2001 fromU.S. Department of Commerce, Economicsand StatisticsAdministration, U.S.
Census Bureau, Statistical Abstract of the United States, annua editions from 2000 to 2003. Deaths in 2002

from National Vital Statistics Reports, Deaths: Final Data for 2002, Vol. 53, No. 5, October 12, 2004, p. 1.
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Table 5. Number of Taxable Returns by Size of Gross Estate,

1998-2003
Size of Gross Year ReturnsFiled In
Estate
(in millions) 1998 1999 2000 2001 2002 2003
$0.600 < $1.0 20,106 19,136 18,634 18,198 13,026 NA
$1.0< %25 19,838 22,233 23,827 24,591 22,993 21,635
$2.5<$5.0 4,633 5,212 5,917 5,551 5,049 5,505
$5.0 < $10.0 1,836 2,045 2,258 2,165 2,101 2,157
$10.0< $20.0 688 770 814 868 755 824
$20.0 or more 374 467 549 469 484 505
Total 47,475 49,863 51,999 51,842 44,408 30,626

Sources: IRS datacited for Table 4.

Thefluctuation in the total number of taxable estate tax returns as a percentage
of deaths (from 2.05 in 1998, to 2.17 in 2000, to 1.25 in 2003) is traceable to the
three smallest size categories, under $5 million. Thefirst row of Table 6 showshow
the increase in the tax filing threshold reduced the number of taxable estates
(measured as a percentage of deaths) in the $0.600- up- to-$1 million size of gross
estate class, at first gradually from 1998 to 2001, and then markedly in 2002 and
completely in 2003.° The second row of Table 6 shows how the number of taxable
estates in the $1-up-to-$2.5 million size class grew from 1998 to 2001, largely
offsetting the decline in the lowest size class. By the 2002 and 2003 filing years,
however, the increase in the tax filing threshold to $1 million (and the decline in
asset values) had started to reduce the number of taxable returnsin the $1-up-to-$2.5
millionsizeclass. The combined |ossesin thetwo smallest size classes (under $2.5
million) caused most of the drop in the total from 2001 to 2002, and all of the drop
from 2002 to 2003. The number of taxable returnsin the $2.5-up-to-$5 million class
rose from 1998 to 2000, fell in 2001 and 2002, and rose in 2003 (row 3).

In contrast, there was a noteworthy stability in the number of taxable estate tax
returns in the three largest size classes. For al but one of the six years examined

10 Some estate tax returns are filed several years after the decedent’ s death. Initspublicly
released datafor returnsfiled in agiven year, the IRS excludes those | ate returns for which
the gross value of the estate was |essthan thefiling threshold in effect for the prior calendar
year. In 2003, for example, 7,086 returns were filed with from $600,000 up to $1 million
in gross assets, of which 2,676 weretaxable. Thesereturnsare not included in the publicly
released datafor returnsfiledin 2003. This practice understatesthetotal number of returns
filed, the number of taxable returns filed, and the amount of tax paid by the $0.6-up- to-$1
million gross estate size class for the 1998-2003 period examined in thisreport. IRS also
excludesreturnsfiled that were not required to be filed because gross assets were below the
filing threshold in effect for the year of death.
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estates in the $5-up-to-$10 million range represented .09% of deaths (row 4), and
estates in the $10-up-to-$20 million range .03% of deaths (row 5). Estates of $20
million or more accounted for .02% of deathsin all six years (last row).

Table 6. Taxable Estates as a Percentage of Deaths by Size of
Gross Estate, 1998-2003

Size of Year ReturnsFiled In

Gross Estate

(in millions) 1998 1999 2000 2001 2002 2003
$0.600 < $1.0 .87 .82 .78 .76 54 NA
$1.0<$25 .86 .95 1.00 1.02 .95 .89
$25<$5.0 .20 22 .25 .23 21 .23
$5.0 < $10.0 .08 .09 .09 .09 .09 .09
$10.0 < $20.0 .03 .03 .03 .04 .03 .03
$20.0 or more .02 .02 .02 .02 .02 .02
Tota 2.05 2.13 2.17 2.16 1.84 125

Sources. CRS calculations of percentages based on the IRS data presented in Table 5, divided by the number
of deaths in the prior year shown in the note to Table 4.

Thetax filing threshold isscheduled toincreasefurther, in large steps, from $1
million in 2002-2003 to $1.5 million in 2004-2005, $2 million in 2006-2008, and
$3.5million in 2009. These increases can be expected to dramatically decrease the
number of tax returns required to be filed and the number of returnsthat are taxable
in the $1-up-to-$2.5 million class from 2005 to 2010. Theincreasein the threshold
to $3.5 million islikely to moderately reduce the numbers in $2.5-up-to-$5 million
class from 2009 to 2010, unlessit is offset by amajor increase in asset values.

Less Than Half of Estate Tax Returns Were Taxable

Many estates face the administrative burden of filing an estate tax return even
though they owe no estate tax. Just under half of estate tax returns filed each year
from 1998 through 2003 were taxable. Overall, the percentage of total returnsfiled
that were taxable dipped dlightly from 48.5% in 1998, to 48.0% in 1999-2001, to
45.1% in 2002, and then rose dlightly to 46.4% in 2003, as shown in the first row of
Table 7. Compare this with 75% of individual income tax returns filed for 2000
being taxable and 70% for 2002.**

2 nternal Revenue Service, Satistics of Income Bulletin, Summer 2004, Washington, D.C.,
Selected Historical and Other Data, Table 3, p. 250.
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The computation of final net estate tax liability permits deductions from the
gross estate for certain expenses related to administering the estate (executors
commissions and attorneys fees), funeral costs, debts and mortgages, charitable
beguests, and, most importantly, bequests to a surviving spouse. It also permits
credits against the tentative estate tax for the unified credit (equal to the tax on the
exempt amount), gift taxes previously paid, and foreign death taxes. Prior to 2002
therewasafull credit for state death taxes. The credit was phased out from 2002 to
2004 and converted to adeduction in 2005. It is common for thefirst spouseto die
to leave asubstantial portion of hisor her estate as abequest to the surviving spouse.
As aresult, the estate of the first spouse to die may become nontaxable.

For any given year, the percentage of estate tax returns that were taxable
increased with the size of gross estate. Estates with agross value just above the tax
filing threshold (the applicable exclusion amount) are required to file an estate tax
return but are likely to owe little or no tax. For tax returns filed in 2003 when the
prevailing threshold was $1 million, 43.2% of returnsin the $1-up-to-$2.5 million
category were taxable, 52.2% in the $2.5-up-to-$5.0 million category, 57.8% in the
$5-up-to-$10 million category, 63.7% in the $10-up-to-$20 million category, and
70.0% in the $20 million and over category.

In general, the percentage of returnsthat were taxable declined within each size
category between 1998 and 2003. The largest percentage point drop occurred in the
$20 million and over gross estate class, where the percentage of taxable returnsfell
from 83.9% in 1998 to 70.0% in 2003. Between 2002 and 2003 there was a dlight
increase in the taxable percentages for the $2.5-up-to-$5 million and the $10-up-to-
$20 million class. In addition, the large $0.600-up-to-$1 million class — with the
lowest rate of taxability (35.4% in 2002) — was eliminated by the rise in the tax
filing threshold to $1 million. Asaresult, the overall percentage of taxable returns
rose slightly from 45.1% in 2002 to 46.4% in 2003.
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Table 7. Percentage of Returns Taxable by Size of Gross Estate

Size of Year ReturnsFiled In

Gross Estate

(in millions) 1998 1999 2000 2001 2002 2003
Total 48.5 48.0 48.0 48.0 451 46.4
$0.600 < $1.0 40.5 38.4 38.9 40.0 354 NA
$1.0< %25 54.5 54.5 52.7 52.0 49.6 43.5
$25<$5.0 60.3 60.5 50.1 56.1 511 52.2
$5.0 < $10.0 68.9 67.1 66.7 61.0 61.1 57.8
$10.0< $20.0 72.9 72.4 72.1 67.7 63.0 63.7
$20.0 or more 83.9 80.9 78.9 74.7 72.1 70.0

Sour ce: Percentage calculations by CRS, based on IRS sources cited for Table 4.

Estate and Gift Tax Revenues: Past and Future

This section of the report shifts to data on revenues from both estate and gift
taxes, and reported by fiscal year rather than calendar year. It looks back on actual
data for FY's 1998-2004, and forward to projections through FY 2015.

Because of thenine-month grace periodfor filing estatetax returns, therevenues
for aparticular fiscal year aremost likely to reflect thetax lawsin effect for the prior-
numbered calendar year. For example, revenues collected during FY 2003, whichran
from October 1, 2002, until September 30, 2003, are most likely to reflect the estate
and gift tax laws in effect during calendar year 2002.

Recent Experience

Revenuesfrom federal estate and gift taxes peaked at $29.0 hillionin FY 2000,
asshown in column 1 of Table8. Revenuesthen began falling, in part asaresult of
changes in the tax law, described previously, which substantially raised the
applicableexclusion amount and modestly lowered themaximum tax rate, and in part
because of a decline in asset values. Between FY 2000 and FY 2003 estate and gift
tax revenues fell by 24% to $22.0 billion. In FY 2004, however, revenues rose by
12%, back to $24.8 hillion, just above their FY 1998 level, reflecting arecovery in
asset values.

Estate and gift taxes contribute a small share of total federal revenues.
Measured relative to other federal revenue sources, estate and gift tax revenues
peaked in FY1999 at 1.5% of total receipts (column 2 of Table 8) and 3.2% of
individual incometax revenues (column 3). In FY 2003, they reached alow of 1.2%
of total federal receiptsand 2.8% of individual incometaxes. InFY 2004, estate and
gift tax revenues of $24.8 billion represented 1.3% of total federal receipts of $1.880
trillion and 3.1% of individual income tax receipts of $809 billion.
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Table 8. Estate and Gift Tax Revenues, Relative to Total
Revenues and Individual Income Taxes, FYs 1998-2004

Fiscal Year Estate and Gift Tax Revenues
In $Billions As a Percent of Total As a Percent of Individual
Federal Revenue Income Tax Revenue
1998 $24.1 1.4% 2.9%
1999 $27.8 1.5% 3.2%
2000 $29.0 1.4% 2.9%
2001 $28.4 1.4% 2.9%
2002 $26.5 1.4% 3.1%
2003 $22.0 1.2% 2.8%
2004 $24.8 1.3% 3.1%

Sources. Revenue data from U.S. Executive Office of the President, Office of Management and Budget,
Historical Tables, Budget of the United States Gover nment, Fiscal Year 2006 (Washington: GPO, 2005), Table
2.1, p. 30 (total receipts and individual income taxes), Table 2.5, p. 44 (estate and gift taxes). Percentage
calculations by CRS.

Gift Taxes versus Estate Taxes

The gift tax is levied on the taxable transfer of assets during the donor’s
lifetime. The gift tax is due by April 15th of the year after the gift is made. Under
the Taxpayer Relief Act of 1997 (TRA), the applicableexclusion amount for lifetime
taxabl e gifts plus bequestsrose from $600,000 in 1997, to $675,000 millionin 2001.
The same graduated tax rate structurethat applied to estates applied to giftsabovethe
exclusion amount, on a cumulative lifetime basis. However, under the Economic
Growth and Tax Relief Reconciliation Act of 2001 (EGTRRA), the exclusion
amount for lifetime giftsis scheduled to remain at $1 million, even asthe applicable
exclusion amount rises to $3.5 million by 2009.%*  Furthermore, the gift tax is
scheduled to remainin effect when the estatetax isrepealed in 2010. The maximum
gift tax rate will be capped at 35% (equal to the maximum individual income tax
rate) on taxable transfers over $500,000.

Through FY 2001 gift taxes accounted for a significant percentage of estate and
gift tax revenues. However, since the adoption of the Economic Growth and Tax
Relief Reconciliation Act (EGTRRA) in 2001, with its announcement of estate tax

12 Under the gift tax thereis an annual exclusion of $11,000 (in 2005) per donor per donee.
This exclusion amount is indexed for inflation, and rounded down to the nearest $1,000.
There is an unlimited exclusion for gifts to pay for tuition or medical expenses or for
transfers to a political organization for the use of the organization. There is aso an
unlimited marital deduction for most interspousal gifts. For more information, see CRS
Report 95-444 A, A History of Federal Estate, Gift, and Generation-Skipping Taxes, by
John R. Luckey, and CRS Report 95-416, Federal Estate, Gift, and Generation-Skipping
Taxes: A Description of Current Law, by John R. Luckey.
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repeal in 2010, there has been asubstantial declinein the revenue collected from gift
taxes. Thelast column of Table 9 shows that gift taxes accounted for 14% to 17%
of combined estateand gift tax revenuesover the FY 1998-FY 2001 period. However,
over the FY2002-FY 2004 period, gift taxes accounted for only 6% to 9% of
combined estate and gift tax revenues. Gift tax revenuesfell by morethan half, from
the range of $3.3 to $4.7 billion per year in FY 1998-FY 2001, down to the range of
$1.4to $1.9 billion in FY 2002-FY 2004 (column 2 of Table9). Forecasters predict
that gift tax revenues will remain lower than otherwise expected in the years prior
to FY 2011 and be higher in FY 2011, reflecting gifts made in 2010 before the return
of the estate tax in 2011.

Table 9. Estate Taxes and Gift Taxes, Net Collections,

FYs 1998-2004
(Money amounts in billions of dollars)

Fiscal Y ear Estate Taxes Gift Taxes Estate & Gift Percent | Percent
Taxes Estate Gift
Taxes Taxes

1998 $20.8 $3.3 $24.1 86% 14%
1999 $23.0 $4.7 $27.7 83% 17%
2000 $24.9 $4.0 $28.9 86% 14%
2001 $24.4 $3.9 $28.3 86% 14%
2002 $24.8 $1.6 $26.4 94% 6%
2003 $20.0 $1.9 $21.9 91% 9%
2004° $23.4° $1.4° $24.8° 94%°P 6%°

p. Unpublished preliminary data for FY 2004 from the Internal Revenue Service.

Sour ces. Internal Revenue Service Data Book for the fiscal years 1998-2003, Table 1. Summary of Internal
Revenue Collectionsand Refunds, by Typeof Tax, p. 8. AvailableonthelRSwebsite[http://www.irs.gov]. Net
collections are equal to gross collections minus refunds. Percentage calculations by CRS.

CBO Revenue Projections

In January 2005 the Congressional Budget Office (CBO) released itsprojections
of estate and gift tax revenues for FY 2006-FY 2015 under current law, as shown in
Table10. They assume growth in the value of assets over time, reflecting both real
economic growth and inflation. Starting from actual revenues of $25 hillion in
FY 2004, CBO projected that revenues would fluctuate in the $24-to-$27 hillion
range from FY 2005 through FY 2009, corresponding to 0.2% of gross domestic
product (GDP). Thisiswhile the applicable exclusion amount isrising from $1.0
million for decedents dying in 2002-2003, to $1.5 million in 2004-2005, and to $2.0
million in 2006-2008. Reflecting the large increase in the applicable exclusion
amount to $3.5 million for 2009 and the repeal of the estate tax for calendar year
2010, CBO projected that estate and gift tax revenues would fall to $21 billion in
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FY 2010 and $19 billion in FY 2011, corresponding to 0.1% of GDP for both years.
Reflecting the reinstatement of the estate tax in 2011 with an applicable exclusion
amount of $1 million, CBO projected that estate and gift tax revenues would rise
markedly to $43 billion in FY 2012, returning to 0.2% of GDP. For the subsequent
threefiscal years, CBO projected estate and gift tax revenuesrising to 0.3% of GDP:
$46 billion in FY 2013, $52 billion in FY 2014, and $58 billion in FY 2015.

Table 10. CBO Projections of Estate and Gift Tax Revenues
Through FY2015 under Current Law

Fiscal Year Estate and Gift Tax Estate and Gift Taxesasa
Revenues (in $ billions) Per centage of GDP
Actua 2004 $25 0.2%
2005 $24 0.2%
2006 $27 0.2%
2007 $25 0.2%
2008 $26 0.2%
2009 $27 0.2%
2010 $21 0.1%
2011 $19 0.1%
2012 $43 0.2%
2013 $46 0.3%
2014 $52 0.3%
2015 $58 0.3%
Total 2006-2010 $126 0.2%
Total 2006-2015 $344 0.2%

Source: U.S. Congress, Congressional Budget Office, The Budget and Economic Outlook: Fiscal Years 2006
to 2015, Washington, January 2005, Tables 4-1 and 4-8.

Treasury and JCT Revenue Loss Estimates from Permanent
Repeal

Among itsrevenue proposalsfor FY 2006, the Bush Administration once again
proposed to permanently extend the provisions of EGTRRA that are scheduled to
sunset on December 31, 2010. EGTRRA’ sextension would makethe modifications
tothegift tax and therepeal of the estate tax and the generation-skipping transfer tax
permanent for 2010 and beyond.



CRS-16

In February 2005, the Treasury Department published its estimates of changes
in federal receipts expected each year from FY 2005 through FY 2015 if legislation
to repeal the sunset provision (effective in 2010) with respect to the estate and gift
taxes were enacted in 2005. The Joint Committee on Taxation (JCT) released its
estimates of budget effectsfor the same period in March 2005. Both setsof estimates
are presented in Table 11.

Therelatively modest estimated revenue losses from FY 2006 through FY 2010
stem primarily from aprojected declinein gift tax revenues. Theestimatesare based
on the assumption that taxpayers would immediately begin to reduce taxable gifts
during their lifetimesif they knew that the estate tax would be permanently repeal ed
in2010. Inaddition, the Treasury Department and the Joint Committee on Taxation
project that the enactment in 2005 of permanent repeal of the estate tax (effectivein
2010) would modestly affect revenues from the individual income tax, in two
different ways. First, they assume that lifetime charitable donations and
accompanying tax deductions would fall, thereby increasing income tax revenues.
Second, they assumethat capital gainsrealizations by the elderly would fall, thereby
decreasing income tax revenues. For FY 2006-FY 2008, they project that increases
inincome taxes would slightly cushion the decreasesin gift taxes. For FY 2009 and
FY 2010, they project that reductions in income taxes would add to the annual
decreases in gift taxes.®

For the years prior to full repeal of the estate tax, the Treasury Department
estimated losses from $557 million in FY2006 up to $2.2 billion in FY2010. The
JCT’s revenue loss estimates were dightly higher, ranging from $1.1 billion in
FY2006to $2.6 billionin FY 2010. FY 2011 reflectsaperiod of transition from estate
taxes for decedents dying in 2009 to no estate taxes in 2010 and beyond. For
FY 2011 the Treasury estimated revenue losses of $22.4 billion, the JCT $28.3
billion.

For theyearsreflecting full repeal of theestatetax, Treasury estimated arevenue
loss of $51.2 hillion for FY 2012, rising annually to $62.4 billion in FY2015. The
JCT estimates rose from $54.9 billion in FY 2012 to $71.6 billion in FY2015. The
five-year revenue loss estimate for FY 2006-2010 was $7.0 billion for Treasury and
$9.1 billion for JCT. The 10-year revenue loss estimate for FY 2006-FY 2015 was
$256.0 billion for Treasury and $289.9 billion for JCT.

13 These conclusions are based on acomparison of two sets of revenue change estimates for
FY 2005-FY 2010 published in the U.S. budget for FY2006. See U.S. Executive Office of
the President, Office of Management and Budget, Analytical Perspectives, Budget of the
United States Government, Fiscal Year 2006 (Washington: GPO, 2005), Table 17-3, p. 296,
and Table 17-4, p. 300. According to conversationswith Treasury Department analysts, the
estimatesin Table 17-3, Effect of Proposal s on Recei pts— for making permanent therepeal
of estate and generation-skipping transfer taxes and modification of gift taxes— includethe
proj ected effects on income taxes, in addition to the effect on estate and gift tax revenues.
These are the same estimates presented in Table 11 of this report (out to FY2015). In
contrast, theestimatesin Table 17-4, Receipts by Source— for proposed | egisl ation, under
estate and gift taxes— include only the effects on estate and gift tax receipts. Comparing
the two series suggests the estimated effect of changes in income taxes.
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Table 11. Treasury and JCT Estimated Revenue Changes
Through FY2015 from Acting in 2005 to Permanently Repeal
the Estate and Generation-Skipping Transfer Taxes
and Modify the Gift Tax Effective in 2010

(millions of dollars)

Fiscal Year Treasury Joint Committee
Department on Taxation

2005 4 —
2006 -557 -1,135
2007 -910 -1,591
2008 -1,514 -1,999
2009 -1,847 -1,785
2010 -2,192 -2,556
2011 -22,423 -28,300
2012 -51,215 -54,883
2013 -54,400 -59,269
2014 -58,647 -66,730
2015 -62,352 -71,645
2006-2010 -7,020 -9,065
2006-2015 -256,057 -289,893

Note: These estimates include the projected effect on individua income tax
revenue, in addition to estate and gift taxes.

Sources. U.S. Department of the Treasury, General Explanations of the
Administration’s Fiscal Year 2006 Revenue Proposals (referred to as the
Bluebook), Washington, February 2005, p. 159. The Treasury Department’s
annual estimates for FY 2005 to FY 2010, and the cumulative five- and 10-year
estimates are also published in U.S. Executive Office of the President, Office of
Management and Budget, Analytical Perspectives, Budget of the U.S
Government, Fiscal Year 2006, Table 17-3, p. 296. U.S. Congress, Joint
Committee on Taxation, Estimated Budget Effects of the Revenue Provisions
Contained in the President’ s Fiscal Year 2006 Budget Proposal, 109" Cong., 1%
Sess., JCX-10-05, March 9, 2005, p. 1.

To put these numbers in some perspective, the full set of revenue proposals
presented in the Bush Administration’ s FY 2006 budget were estimated by Treasury
to cost $106.2 billion over the five-year period FY 2006-2010 and $1.3 trillion over
the 10-year period FY 2006-2015. The JCT estimated atotal revenueloss of $127.2
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million over fiveyearsand $1.5trillion over 10 years.™* The revenueloss associated
with the repeal of the estate tax and the generation-skipping transfer tax and the
maodification of the gift taxesrepresents 7% of thetotal proposed revenuelossesover
the period FY 2006-FY 2010, before total repeal. However, it represents 19% (JCT)
or 20% (Treasury) of total estimated revenue costs for the period FY 2006-FY 2015.
Thisreflectsthelargeeffectsof full estatetax repeal duringthe second half of the 10-
year period FY 2011-FY 2015.
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14 See source notes for Table 1. OMB, Analytical Perspectives FY 2006, Table 17-3, p.
298. JCT, Estimated Budget Effects, JCX-10-5, p. 4.



