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Connecticut’s Unified Gift and Estate Tax: A Key Source of Revenue
That Makes Connecticut’s Tax System More Fair

The Governor has proposed eliminating the
unified gift and estate tax. As part of her most
recent package of proposed budget changes to
balance the State Fiscal Year 2010-2011 (SFY 10-11)
budgets, the Governor has proposed eliminating the
“inheritance tax” effective January 2010." This repeal
not only would reduce General Fund revenues by $85
million in SFY 10 and by $177 million in SFY 11
according to the Office of Policy and Management.
Repeal of the tax also would make our state tax code
more regressive, as it falls exclusively on the state’s
wealthiest residents.

The budget bill proposed August 31, 2009 by the
Democrats (HB 6802) would maintain the tax, but
increase the threshold for the wvalue of the estate
and/or gift subject to the tax to $3.5 million or more
(instead of the current $2 million), reduce the
marginal tax rates on estates and gifts valued between
$3.5 million and $10.1 million in the aggregate by
25%, and eliminate the tax “cliff” in current law, but
in a manner that reduces state revenues more than
necessary (as discussed below).

Connecticut’s gift and estate taxes have been,
and remain, an important source of state
revenues. Over the past ten years, Connecticut’s gift,
inheritance and estate taxes have generated more than
$2 billion in revenues for the state.” In SFY 09,
alone, the unified gift and estate tax brought in an
estimated $238.3 million in revenues.” At a time of
unprecedented state budget deficits and demand for
state assistance from residents adversely affected by
the worst economic downturn in decades,
Connecticut simply cannot afford to forgo this
important source of revenues.

Very few households are subject to Connecticut’s
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unified gift and estate tax. This tax is levied only
on Connecticut taxable gifts and estates that exceed
an aggregate total of $2 million. On average, only
about 1 percent of the Connecticut residents who die
each year are wealthy enough to be subject to this
tax.” In SFY 08, the estates of only 293 persons filed
gift and estate tax returns.’ Of these, 13 estates were
worth between $10 million and $15 million each and
paid a total of $17.2 million in tax and another 13
estates were worth more than $15 million each and
paid a total of $45.7 million in tax.

Under the Governor’s proposal, no one would pay
the unified gift and estate tax. Under HB 6802, by
comparison, only the estates valued over $10.1 million
would pay the same amount in tax as under current
law (in SFY 08, this would have been only 26 out of
293 estates, or 9 percent of the estates that paid tax).
By comparison, estates under $3.5 million (in SFY 08,
about half of all the estates) would pay no tax, and all
others would pay less tax than they would under
current law.

The estate tax makes Connecticut’s tax system
more equitable. Connecticut’s current tax system
requires low-and middle-income taxpayers to pay a
greater percentage of their income in state and local
taxes than Connecticut’s wealthiest residents pay.
Indeed, after federal deductions for state income and
property taxes, the wealthiest 1 percent of
Connecticut households pay about 4.5 percent of
their income in state and local taxes, compared to 9.3
percent of income paid by the middle 20 percent of
households and 12.1 percent paid by Connecticut’s
poorest 20 percent.” Because Connecticut’s unified
gift and estate tax is levied only on taxable estates
greater than $2 million, it helps to address this
inequity; repeal would exacerbate it. Maintaining the
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tax is particularly important, and imposes minimal
burden on our wealthiest families, because these
families have enjoyed significant income growth over
the last several decades while nearly all other
Connecticut families have lost economic ground.
Indeed, Connecticut had the greatest growth in
income inequality over the last two decades among all
states, and now ranks second to New York in
household income inequality.®

Taxing great accumulations of wealth has deep
roots in US and Connecticut history.” In 1906,
when economic power was becoming concentrated in
a few hands, Theodore Roosevelt proposed an
inheritance tax, stating, “The man of great wealth
owes a particular obligation to the State because he
derives special advantages from the mere existence of

10
government.”

Many years later, Franklin Roosevelt added, “Great
accumulations of wealth cannot be justified on the
basis of personal and family security.... Such
inherited economic power is as inconsistent with the
ideals of this generation as inherited political power
was Inconsistent with the ideals of the generation
which established our government.”"!

More recently, Warren Buffett testified in Congtress in
support of the federal estate tax, stating, "Dynastic
wealth, the enemy of a meritocracy, is on the rise.
Equality of opportunity has been on the decline. A
progressive and meaningful estate tax is needed to
curb the movement of a democracy toward
plutocracy."" Bill Gates, Sr. explained, “Think of our
state’s estate tax as an ‘opportunity recycling
program.” It recycles society’s investment in wealthy
individuals to create opportunities for the next
generation. ... If we abolish the state’s inheritance tax
we stop the opportunity recycling program.”"’

Taxes on the transfers of accumulated wealth also
have been a part of Connecticut’s tax code since at
least the early 1900s.'* Indeed, until January 1, 2005,
Connecticut had separate gift, estate, and succession
(inheritance) taxes. The repeal of the succession tax
and combination of the gift and estate tax into a
single unified tax in 2005 reduced the total taxes owed
by the state’s wealthiest taxpayers and resulted in a
loss of revenue.”” The Governot’s proposal would
provide yet greater advantage to the wealthy.

In these very difficult fiscal times, maintaining this tax
so its revenues can help preserve desperately needed
services for Connecticut residents and assure equal
opportunity for a// Connecticut’s children is far wiser,
and more fair, than giving a tax cut that largely
benefits the heirs of wealthy people who have died.
Indeed, because some proportion of these heirs will
reside outside Connecticut, Connecticut’s economy
will not benefit from some of this transfer of wealth.

Arguments for repeal of the estate tax are not
based on strong evidence. The estate tax has been
criticized for encouraging older Connecticut residents
to move out of state, but rigorous research does not
support this position.'’ Indeed, data from the Census
Bureau and Internal Revenue Service on migration
show that a very small percentage of seniors (half of a
percent) move across state lines for any reason each
year, and most cite family, health, job, or housing-
related reasons for the move."” Moreover, any move
to avoid Connecticut’s tax would have to be out of
the region since Maine, Massachusetts, Rhode Island,
Vermont, New York, New Jersey, Pennsylvania,
Delaware,'® and Maryland all have estate taxes.

In lieu of repeal, Connecticut’s estate tax should
be repaired to eliminate its “cliff.” Under current
law, an estate of $2 million pays no Connecticut estate
tax while an estate of $2,000,001 pays $101,700. This
sudden increase in taxation, often called the estate tax
“cliff,” violates one of the basic principles of fair
taxation: horizontal equity. This principle requires
that taxpayers in similar situations be treated alike.

Currently, however, two Connecticut estates of nearly
identical size can have very different tax liabilities.
Connecticut can eliminate the estate tax cliff while
preserving this important source of revenues in a
number of ways:

One option is to create a #nified credit equal to §101,700
(the amount of tax that would be owed on an estate
of $2 million.) Under this alternative, the tax would
be calculated as under current law, then the amount
owed would be reduced by $101,700. This results in a
fairly significant reduction in revenues, as it would
reduce the tax burden for all estates subject to the tax
and not just those at the cliff.

Alternatively, Connecticut could create a marginal rate
cap of 16 percent on the value of an estate that



exceeds $2 million. Setting a rate cap would ensure
that the marginal rate on value over $2 million never
exceeds 16 percent (the current top marginal rate).
While this option would reduce taxes less for the
estates affected by the cliff than the credit would, it
have no impact on the taxes due on estates valued
over about $3.3 million, so would result in less loss of
revenues than the first option.

A third option — totally exempting the first $2 million
from any tax - results in the greatest loss of revenues,
and is also less equitable since the wealthiest estates
would benefit the most from such a change.
Unfortunately, this is the “fix” included in HB 6802,

but at even greater cost as the first $3.5 million (rather
than $2 million) would be exempted from all tax. It
would be preferable to fix the cliff using one of the
other two options.

In its 2008 Estate Tax Study, the Office of Policy and
Management estimated a $30 million per year cost to
eliminating the cliff."” This is just 17 percent of the
annual revenues that would be lost if the Governot’s
proposal to repeal the tax were adopted.

Repair, not repeal, of the unified gift and estate tax is
the far better choice.
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