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PUBLIC HEARING:

Alternatives to the Federal Estate Tax System
March 12, 2008
As Congress considers various issues and alternatives with regard to a compromise on estate tax reform, the American Institute of Certified Public Accountants (AICPA), the national professional association of approximately 350,000 CPAs throughout the country, encourages Congress to make permanent changes to the estate tax prior to the current law expiring in 2010 in order to provide certainty to taxpayers. 

We are providing below our priority list of suggested reforms of the current estate and gift tax system, which we previously submitted to Congress on June 22, 2006 and July 28, 2005.  Many of these suggestions were published in 2001 as part of the AICPA’s Study on Reform of the Estate and Gift Tax System, which we provided to Congress in 2005 (see link below). 

In developing these suggestions, we focused on the complexity of the current system, taxpayer planning and compliance burdens, ease of administration and revenue constraints.  Our suggestions follow:

1. Make permanent the technical modifications to the generation-skipping transfer tax (GSTT) rules enacted in the Economic Growth and Tax Relief Reconciliation Act of 2001 (EGTRRA).  These technical modifications provide relief from several GSTT “traps” that existed under previous law.  However, as with other provisions of EGTRRA, these changes will sunset on December 31, 2010, unless action is taken to make them permanent. 

2. Increase the applicable exclusion (exemption) amount in order to eliminate filing and tax burdens for 90 to 95 percent of estates.  We also suggest indexing the exemption for inflation. 

3. [image: image1.png]Retain the full step-up in basis to fair market value for inherited assets and avoid the complexities of carryover basis.

4. Create a uniform exemption amount for estate, gift, and generation-skipping transfer tax purposes.  We emphasize the need for all three exemptions to be uniform in order to simplify planning for individuals.

5. Reinstate the full state estate tax credit, or provide another mechanism (such as a surtax) that would allow states to uniformly “piggyback” on the federal estate tax.  To avoid diminishing tax revenues, many states have decoupled from the federal estate tax and enacted their own estate tax regimes, resulting in unnecessary complexity and uncertainty in both planning and administration.

6. Provide broad-based liquidity relief, rather than targeted relief provisions.  Broad provisions that would apply to all illiquid estates would be both simpler and fairer to all taxpayers.

7.
Make the top estate tax rate no higher than the maximum individual income tax rate. We note that there have been some proposals in the past that have included a rate structure with a very limited number of tax brackets and a large gap between brackets.  For example, such a system might provide for only two brackets, say 15 percent and 30 percent, with estates over a certain size paying the higher bracket (30 percent in this example), and estates below that number paying the lower bracket (e.g., 15 percent).  In such a proposal, there may be significant uncertainty in the planning process for married couples with significant estates.  For example, taxpayers may have to consider if estate tax should be paid at the death of the first spouse to die at a 15 percent rate compared to an alternative of paying the tax in the future but at a higher rate.  In addition, this type of “cliff” taxation leaves too much room for disparity among similarly situated taxpayers, where one receives estate planning advice and pays significantly less tax when compared to the individual who does not receive such advice. 
We hope Congress will consider these suggestions in the debate about estate tax reform.  We look forward to working with Congress to achieve simplicity, effectiveness, and efficiency as Congress considers changes to the current estate and gift tax system. 
The AICPA Study on Reform of the Estate and Gift Tax System is available electronically at:  http://tax.aicpa.org/NR/rdonlyres/7C558E55-3E42-42D0-BD2C-9612E9E313E3/0/study0227FINAL.doc 
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