CoMMITTEE R EPORT

H O U S E
(ain) FURTHER:
5/19/783 Date: |~ _ |
\
Mr. Speaker:
tu FINANCE : . . HB 388
The Committee on has__had

"An Act repealing the state estate tax; and providing for an
effective date."

tinder consideration and reports it back as follows:

[ 1 do pass [ ] do not pass

L ] do pass with attached amendments(s)
[X] same tit! e

[ 1] replace with CS for i-\ "-L NNoo b < L ] new title
and recommends \ LV >N » >e] ANn. - kS, > -V.
[ 1 AND attaches a "Letter of Intent” [>L] New Fiscal Note
[ 1 Zero Fiscal Note Attached
[ 1 reports it back without recommendation
L ] referred to the Committee
MEMBERS SIGNING MEMBERS HAVING
DO PASS OTHER RECOMMENDATIONS:
/ / / /) 1 (1 ft -A
JjJd 2h - ) fj" N totte for #fm
/ !/ T//fry /"is ~ . / - - J -y .

CHAIRMAN



10

11

12

1

15

16

17

13

19

20

21

22

23

24

25

26

27

28

29

Original sponsors: Tischer, 3arnes,
Bettisworth, et al

IK THE ROUSE BY THE FIKANCE COMMITTEE

CS FOR HOUSE BILL HO. 388 (Finance)

IK THE LEGISLATURE OF THE STATE OF ALASKA

THIRTEEHTH LEGISLATURE - SEOOND SESSION
A BILL

For an Act entitled: "An Act repealing the a™ate estate tax: and providing

for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 13.16.610 and AS A3.31 are repealed.

* Sec. 2. '% of decedents dying before the effective date of this

A-t shall be taxed tinder the lavs in effect before that date.

* Sec. 3. This Act takes effect on the effective date of repeal of the

federal estate tax.

CSHB 338 (Fin)



STATE OF ALASKA 1984 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date April 18. 1984
REQUEST FISCAL DETAIL
Bill/Resolution No: CSHB 388 C f io 7 Agency Affected: Department of Revenue
Title: Repeal of state estate tax Program Category Affected: Collection and
Management
Sponsor: Tischer BRU, Program of Subprogram(s) Affected:
Requestor: House Finance Audit Division
Date of Request: April 18. 1984 Audit Division
EXPENDITURES/REVENUES: (Thousands of Dollars)
1FY 84 1FY 8 | FY 86 | FYy 8 1FY 8 | FY 89
OPERATING 1 1 | 1 | I
100 PERSONAL SERVICES 1 1 - 1 1 - 1 - 1 -
200 TRAVEL 1 1 I 1 - 1 - 1 -
300 CONTRACTUAL 1 1 — 1 1 — 1 - 1 -
400 SUPPLIES 1 1 1 1 - 1 - 1 -
500 EQUIPMENT 1 1 1 i 1 1 -
600 LANDS & STRUCTURES 1 1 1 1 — 1 — 1 —
700 GRANTS, CLAIMS 1 1 1 1 — 1 — 1 —
800 MISCELLANEOUS J 1 1 1 - 1 - 1 -
TOTAL OPERATING 1 1 — 1 - 1 - 1
1 CAPITAL 1 1 1 1 1 1
1 REVENUE 1 - 1 - 1 - 1 - 1 - 1
FUNDING: (Thousands of Dollars)
| GENERAL FUND
j FEDERAL FUNDS
| OTHER
1 TOTAL
POSITIONS:
| FULL-TIME
i PART-TIME
1 TEMPORARY
SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:
ANALYSIS: Attach a as.parate page for analysis.
Prepared By: Maureen O 'Brienx</'? /fiL<ii>NI£A<]J<MN)ES'Log<) Phone: 465-2320
Division: Awudit Division Date: April 18. 1984
n Date: v/ / if/ gy

Approved by Commissioner:
Agency: (2. -e-p

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
O ffice of Management and Budget
Impacted Agency(ies)



IV Analysis of HB 388

There will be no reduction 1in state revenues until such
federal government repeals 1its estate tax. Based
average, should the federal tax be repealed
reduced approximately $350,000 per

time as the
on a five year
Alaska revenues would be
year.

This bill will not materially reduce the workload of the
Division since effort expended on administering this tax 1is

minimal.



STATE OF ALASKA 1984 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date April 18. 1984

REQUEST FISCAL DETAIL

Bill/Resolution No: CSHB 388 Agency Affected: Department of Revenue

Title: Repeal of state estate tax Program Category Affected: Collection and
Management

Sponsor: Tischer BRU, Program of Subprogram(s) Affected:

Requestor: House Finance Audit Division

Date of Request: April 18. 1984 Audit Division

EXPENDITURES/REVENUES: (Thousands of Dollars)
I FY 84 I FY 85 I FY 86 I FY 87 FY 88 FY 89
. OPERATING 1 1 1 1
100 PERSONAL SERVICES | 1 | -
200 TRAVEL _
300 CONTRACTUAL _
400 SUPPLIES -
500 EQUIPMENT -
600 LANDS & STRUCTURES
700 GRANTS, CLAIMS
800 MISCELLANEOUS
TOTAL OPERATING_

CAPITAL
REVENUE
FUNDING: (Thousands of Dollars)

| GENERAL FUND
FEDERAL FUNDS 1

j OTHER
TOTAL

POSITIONS:

| FULL-TIME

I PART-TIME

1 TEMPORARY

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

ANALYSIS: Attach a separate page for analysis.

Prepared By: Maureen 0 ™Brien Phone: 465-2320
Division: Audit Division Date: April 18. 1984
Approved by Commissioner: Date: wh g/gy
Agency: /2-"~0cm . N

Distribution (by Agency preparing fiscal note)
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies)



IV Analysis of HB 388

There will be no reduction in state revenues until such
time as the federal government repeals its estate tax. Based
on a five year average, should the federal tax be repealed
Alaska revenues would be reduced approximately $350,000 per

year.

This bill will not materially reduce the workload of the
Division since effort expended on administering this tax 1is

minimal.
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Referred: Rules
Original sponsors: Tischer, Barnes,
Bettisworth, et al
IN THE HOUSE BY THE FINANCE COMMITTEE
CS FOR HOUSE BILL NO. 388 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
THIRTISNTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act repealing the state estate tax; and providing

for an effective date."”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 13.16.610 and AS 43.31 are repealed.

* Sec. 2.Estates of decedents dying before the effective aate of this
Act shall be taxed under the laws in effect before that date.
* Sec. 3. This Act takes effect on the effective dateof repeal of the

federal estate tax.

-1- CSHB 388(Fin)



STATE OF ALASKA

FISCAL NOTE Revision Date Dec., 198:4
REQUEST H. FISCAL DETAIL
Bill/Resolution No: HB 388 Agency Affected: Revenue
Title: Repeal of state estate tax Program Category Affected: Coll & Mgmt~
Sponsor: Tischer BRU, Program of Subprogram(s) Affected:
Requestor: House Finance Audit Division

EXPENDITURES/REVENUES:  (Thousands of Dollars)
| FY 63 | FQTHTFY 65 " I'FY 86 | FV87 | FY 88
OPERATING T T T
100 PERSONAL SERVICES T
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LANDS & STRUCTURES
700 GRANTS, CLAIMS, ETC.

TOTAL OPERATING | v | - T~ - I - | |
1 CAPITAL 1 - 1 I 1 - 1 o1 -
1 REVENUE" | 1(350.0) 1(350.0) 1(350.0) 1 -1 -

FUNDING: (Thousands of Dollars)
1 GENERAL FUND =™ * - |

1(350.0) 1(350.0) 1(350.0)

! I
I FEDERAL FUNDS . | - 1 - I 1 - 1 - 1 -
1 OTHER (Specify Source) 1 - 1 - 1 | - | - 1 -
1 1 - 1 - 1 1 - 1 - 1 -
POSITIONS:
I PART-TIME
I TEMPORARY
SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:
ANALYSIS: Attach a separate page for any Analysis.
Robert W. Elliott Phone: 465-2173
Division: Revenue - Research / / Date: 12/01/83
Approved by Commissioner: Date: //<?/#4

Department: v Revenue*®

Distribution:

.Original, to Legislative Finance

Copy to Office of Management and Budget (for Legislature introduced bills)
Copy to Department (for Governor introduced bills)

Copy to Sponsor

.Cody to Requestor (if different from Soonsor)



Analysis of HB 388

None of AS 13.16.610 should be repealed as there still is an
apportionment of federal estate taxes required.

The repeal of AS 43.31 would reduce general fund tax receipts
by approximately $350,000 per year based on the past five-year
average. However, there would be no reduction in the tax paid
by the estate. The repeal would only result in the tax being
paid to the federal government rather than the Department of

Revenue.

This bill would not materially reduce the workload of the
Division since effort expended on collecting the tax 1is
minimal.



STATE OF ALASKA

1 FISCAL NOTE Revision Date , 1983
l. REQUEST Il.  FISCAL DETAIL
8ill/Resolution No: HB 388 Agency Affected: Revenue
Title: Repeal of state estatetax. Program Category Affected: ~ ~
Sponsor!- Tischer BRU, Program of Subprogram(s) Affected:

Requestor: Judiciary Committee

EXPENDITURES/REVENUES: (Thousands of Pol lars)

1 IFY 831 EY 8 FY 85 1 FY 86 IFY 87TFY 88
I OPERATING 1 1 1 nr 1 1

I 100 PERSONAL SERVICES 1 - 1 - 1 - i - 1 - 1 -
I 200 TRAVEL 1 - 1 " 1 - ! - 1 - 1

I 300 CONTRACTUAL 1 - ! > | - i - 1 - 1 -
I 400 COMMODITIES 1 - 1 " 1 - | - 1 - 1 -
1 500 EQUIPMENT 1 - 1 - 1 - i - 1 - 1 -
I 600 LANDS & STRUCTURES 1 - 1 - 1 - i - 1 - 1 -
i 700 GRANTS, CLAIMS, ETC. 1 - 1 1 - 1 1 - 1 -
1 1 1 1 1 1. }

| TOTAL OPERATING 1 - 1 - 1 - 1 B

| CAPITAL 1 - 1 - 77 - 1 1 - i

| ""REVENUE 1 - 1 (300.0) I (300.0) | (300.0) 1 - 1
FUNDING: (Thousands of Dollars)

1 GENERAL FOTIiT 1 - i ~r 1 1 - 1 -
I FEDERAL FUNDS 1 - 1 - i - 1 1 - 1

I OTHER (Specify Source) 1 - 1 - i - 1 1 - 1 -
1 1 - 1 - i - 1 - 1 - 1
POSITIONS:

I FULL-TIME 1 - 1 - i - 1 - 1 - 1

I PART-TIME 1 - 1 - i - : - 1 - 1 -
I TEMPORARY 1 - 1 - i - i - 1 - 1 -
1 1 - 1 - 1 - i 1 - 1

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

The repeal cf AS 43.31 would reduce general fund tax receipts by approximately $300,000
per year based on past the five-year average. However, there would be no reduction in
the tax paid by the estate. The repeal would only result in the tax being paid to the
Federal Government rather than the Department of Revenue.

IV. ANALYSIS: Attach”juseparate page for any Analysis.

Prepared By; Robert W. Elliott Phono: 465-2173
Division: Revenue - Research Date: 5/12/83
Approved by Commissioner: Date:
Department: CJ  Revenue

Distribution:

Original to Legislative Finance

Copy to Office of Management and Budget (for Legislature introduced bills)
Copy to Department (for Governor introduced bills)

Copy to Sponsor

Copy to Requestor (if different from Sponsor)



IV. Analysis

None of AS 13.16.610 should be repealed as there still is an
apportionment of federal estate taxes required.



A laska Statutes

Chapter 30. Inheritance and Transfer Taxes.
[Repealed, &1 ch 24 SLA 1970.]

Chapter 31. Alaska Estate Tax.

Section

11. Tax upon estates of resident dece-
dents ..>n

121. Tax upon estates of nonresident dece- ¢
dents

31. Tax upon estates of alien decedents

141. Administration by Department of
Revenue ,

51. Examination of books, papers,

-...It  records, etc.

61. Appointment, bonds and credentials
ofagents ...

71. Regulations

91. Actions by or against department

111. Notice of death or tax returm

121. Tax retumn in certain cases

131. Failure t make return and
extension ’ —

141. When taxdue, extension and interest

151. Notice of deficiency in federal estate
tax

181. Receipts for taxes’

191. Failure to pay tax .

201. Tax payable from entire estates and
third persons

Revisor’s notes.— Enacted asAS 43.30
Renumbered in 1970.

Collateral references. — 72 Am. Jur.
2d, State and Local Taxation, 88 750 —
752.

85 C.J.S., Taxation, §§ 1111 — 1230.

Constitutionality, construction, and
effect of legislative definition of gift or
transfer in "contemplation of death,” 4
ALR 1523; 7 ALR 1028; 21 ALR 1335; 41
ALR 989; 75 ALR 544; 120 ALR 170; 148
ALR 1051.

Inheritance, succession or estate tax on
property covered by power ofappointment,
18 ALR 1470; 28 ALR2d 446.

Inheritance tax on absentee’s estate, 24
ALR 854.

Tax in state in which personal property
(orevidence thereof) belonging to estate of
nonresident decedent is found as double
taxation, 42 ALR 378; 86 ALR 760.

Business situs of intangibles in state
other than domicile of owner as excluding
tax at domicile, 79 ALR 344.

"Section

221. Personal liability of executor

230. Sale of real estate by executor to pay
tax K] Sioooe

Actions to enforce payment

No discharge of executor until tax
paid * WO*">E 1. > H'i

Agreements as to tax due

Refunds of excess tax paid

Superior court judge to furmnish
names of decedents .

Corporate executors of nonresident
decedents

Prima facie liability for tax

Discharge of estate; notice of lien,
limitation, etc. . 1

Disposition of proceeds

Interpretation and construction

Failure to produce records

Effectiveness of chapter

Exemptions

Definitions

Short title . > i

240.
' 250.

260.
280.
290.

300.

310.
320.

330.
340.
350.
400.
410.
420.
430.

Situs of intangibles placed by a trustor
domiciled in one jurisdiction with a trustee
domiciled in another jurisdiction, 96 ALR
674.

Danger of multiple taxation of dece-
dent's estate inherent in diverse adjudica-
tion by courts of different states as to
domicile of decedent, 121 ALR 1220.

Rights and remedies as regards estate or
succession tax paid or payable by executor
or administrator on property not passi .g
under will or coming into his possession, 1
ALR2p '78.

Deductions and credits with respect to
succession or estate tax as affected by
estate by entirety or other joint estate with
right of survivorship, 1 ALR2d 1101.

I11egitimate child as "lineal descendant”
and "child" within the provisions ofinheri-
tance, succession, or estate tax statutes
respecting tax rates, 3 ALR2d 166.

Valuution of property for purposes of
estate, succession, or gift tax as affected by
contract or bylaw specifying price at which
property may or must be sold, purchased,
or offered, 5 ALR2d 1122.



843.31.011 Revenue and Taxation 43.31.011

Liability of life insurer which pays proo  legacy as affecting state inheritance,
ceeds of policy direct tobeneficiary, forthe  estate, or succession tax, 27 ALR3d 1354.

portion of estate or succession tax Valuation of corporate stock for
attributable to such proceeds, 10 ALR2d  purposes of state gift, inheritance orestate
657. 1 i tax, as affected by predetermined price in

What law governs apportionment of buy-out or first option agreement among

estate taxes among persons interested in  stockholders or with corporation, 58
estate, 16 ALR2d 1282. . . " *ALR3d 1104. ' i'M.z.i’i’i o, ; .-l..
,» Valuation .of . corporate stock . for Devise or bequest pursuant to testator’s

purposes of succession, inheritance of contractual obligation as subject to estate,
estate tax, 'as affected by quantity succession, or inheritance tax, 59 ALR3d
involved, 23 ALR2d 775. 969.

Death or divorce of blood relative as Valuation of United States Treasury
affecting relationship by affinity for bonds for state inheritance or estate tax
purposes of inheritance, succession or purposes, 62 ALR3d 1272.

estate tax, 26 ALR2d 271. Refund of state inheritance or estate tax
Statutes apportioning or prorating where claims are proven against estate
estate taxes, 37 ALR2d 199. after tax was paid, 63 ALR3d 924.
Estate tax consequences of reciprocal Surviving spouse taking elective share
trusts, 38 ALR2d 522. as chargeable with estate or inheritance
Statutory provision that specified fund tax, 67 ALR3d 199.
cr property shall be "exempt from taxa- Liability of income beneficiary of trust
tion,” "exempt from any tax,"” or the like, for proportionate share of estate or inheri-
as exempting such property fromestate or  tance tax in absence of specific direction in
succession taxes, 47 ALR2d 999. statute, will, or other instrument. 67
Children of adopted child, or adopted ALR3d 273. S
children of natural child, as "lineal Ultimate burden ofestate tax in absence

descendants" within provisions of inheri- of statute, will or other provisions, 68

tance, succession, or estate tax statutes ALR3d 714.

respecting exemption, 541 ALR2d 853. Liability of testamentary truc.ee for
Accumulations of income in inter vivos  failure to assert claim against executor of

trust in favor of third person os Bubject tb  testator's estate for mistake resulting in

estnte or succession tax at settlor's death, overpayment of taxes, 68 ALR3d 1265.

55 ALR2d 415. Construction and effect of will provi-
Dead man statute as applicable to pro  sions expressly relating to the burden of

ceedings to determine liability for suc-  estateor inheritance taxes, 69 ALR3d 122.

cession, estate, or inheritance tax, 66 Construction and effect of will provi-

ALR2d 714. sions not expressly mentioning payment of
Surviving husband or wife of child who  death taxes but relied on as affecting the

died before decedent as "husband" or purden of estate or inheritance taxes, .7

"wife” within succession tax law provision AL R3d 630. (VARE:

as to rates or exemptions, 81 ALR2d 1230. Construction and effect of provisions in
Interest on refund or creditin absence of nontestamentary instrument relied upon

specific controlling statute, 88 ALR2d 825.  as affecting the burden of estate or inheri-
Inter vivos settlement of disputed claim  tance taxes, 70 ALR3d 691. .

as consideration within statutes excepting Construction and application of statutes

transfers for consideration from estate, apportioning or prorating estate taxes, 71

succession, or inheritance tax, 13 ALR3d  ALR3d 247. ...

B57. e, > Remedies and practices under estate tax
Renunciation of inheritance, devise, or apportionment statutes, 71 ALR3d 371.

- 'Y, S, It ue>

. > > o ol = .

Sec. 43.31.011. Tax upon estatesofresident decedents. A tax is
imposed upon the transfer of the estate ofa person who, at the time of
death, was a resident of this state, the amount ofwhich shall be com —
puted as follows: | > i

(€H) Determine the amount of the credit allowable under the
applicable federal revenue Act for estate, inheritance, legacy and suc—
cession taxes actually paid to the several states.

109



8§43.31.021 Alaska Statutes 8 43.31.021

(2) Determine for each of the other states the amount of all
constitutionally valid estate, inheritance, legacy and succession taxes,
actually paid to each of the other states in respect to property owned
by the decedent or subject to these taxes as a part ofor in connection
with the decedent 3 estate.

(3) Determine for each other state inwhich property is located that
isowned by the decedent or subject to estate, inheritance, legacy or
succession taxes as a part ofor in connectionwith the decedent 3 estate
the proportion of the amount of the credit allowable under the
applicable federal revenue Act for estate, inheritance, legacy and suc—
cession taxes actually paid to the several states, as the value of the
property taxable in that state bears to the value of the entire gross
estate wherever situated. . AN

(4) The amount of the tax is the amount of the allowable credit as
determined in (1) of this section less the sum of the smaller figures of
(2) or (3) of this section lor each of the other states in which the dece—
dent 3 property is situated. For example: The amount of allowable
credit under the federal Act is $10,000 (relating to (1) in this section)

Amount of Tax . Proportion of Credit «  Smaller of
Actually Paid from Situs of Property 1(2) and (3)
s (relating to (2) of (relating o (3) of r of this
this section) m . this section) i\l t section
StateX = $3,000 10%- $1,000 ;4.0 $1,000
State Y V. $1,000 15%- $1,500 ;$1,000.

7"iie Alaska estate tax is $10,000 minus $2,000 equalling $8,000. (82
ch 24 SLA 1970)

Cross references. — For priority of for apportionment of taxes, see AS
claims against estate, see AS 13.16.470; 13.16.610.
for payment of claims, see AS 13.16.480;

Sec. 43.31.021. Tax upon estates of nonresident decedents. A
tax isimposed upon the transfer of real property situated in this state,
upon tangible personal property having an actual situs in this state,
upon intangible personal property having a business situs in this state
and upon stocks, bonds, debentures, notes and other securities or obli—
gations of corporations organized under the laws of this state, of a
personwho at the time ofdeath was not a resident of this state butwas
a resident of the United States, the amount of which shall be a sum
equal to that proportion ofthe amount ofthe creditallowable under the
applicable federal revenue Act for estate, inheritance, legacy and suc—
cession taxes actually paid to the several states, as the value of the
property taxable in this state bears to the value of the entire gross
estate wherever situated. (2 ch 24 SLA 1970)
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8 43.31.031 Revenue and Taxation 8 43.31.061

Sec. 43.31.031. Tax upon estates ofalien decedents, (&) A tax is
imposed upon the transfer of real property situated end tangible
personal property having an actual situs in thisstateand upon intangi—
ble personal property physically present in this state of a person who
at the time ofdeathwas not a resident ofthe United States, the amount
ofwhich isasum equal tothat proportion ofthe creditallowable under
the applicable federal revenue Act for estate, inheritance, legacy and
succession taxes actually paid to the several states, as the value of the
property taxable in this state bears to the value of the estate taxable

by the United States wherever situated. . ;- 2N RIS

(b) For the purpose of this section, stock in a corporation organized
under the laws of this state shall be considered physically present in
this state. The amount receivable as insurance upon the lifeofa dece—
dent who at the time of death was not a resident of the United States,
and any money deposited with a person carrying on the banking busi—
ness by or for the decedent who was not engaged in business in the
United States at the time ofdeath, isnot for the purpose of this section,
considered to be physically present in this state. (8 2 ch 24 SLA 1970)

Sec. 43.31.041. Administration by Department of Revenue.
The Department of Revenue, except as otherwise provided, has juris—
diction and ischarged with the administration and enforcement of the
provisions of this chapter. (2 ch 24 SLA 1970)

Sec. 43.31.051. Examination of books, papers, records, etc. (a)
The department, for the purpose of ascertaining the correctness of a
return, or for the purpose of making a return where none has been
made, may examine books, papers, records or memoranda, bearing
upon the matter required to be included in the return; may require the
attendance ofpersons rendering the return or ofan officer or employee
of those persons, or of any person having knowledge in the premises,
at a convenient place in the superior court in the judicial district in
which the person resides, and may take testimony with reference to the
matter required by law tobe included in the return, and may adminis—
ter oaths to these persons. s

(b) Ifa person summoned to appear under this chapter to testify, or
to produce books, papers, or other data, refuses to do so, the superior
court in the judicial district inwhich the person resides has jurisdiction
by appropriate process tocompel the attendance, testimony, or produc —
tion of books, papers, or other data. (8 2 ch 24 SLA 1970) =~ w- >

Sec. 43.31.061. Appointment, bonds and credentials of agents,
(@ The department may appoint and remove examiners and appraisers
it considers necessary, these persons to have those duties and powers
the department prescribes. The compensation of these examiners and
appraisers shall be as the department prescribes, and they shall be
reimbursed for travel expenses as provided for state employees.



8 43.31.071 Alaska Statutes 8§ 43.31.121

(b) The department may require the examiners, appraisers and
employees as it designates to give bond payable to the state for the
faithful performance of their duties in that form and with those
sureties as it determines, and all premiums on these bonds shall be
paid by the state. ; R T I

(c) All officersempowered by law to administer oaths or employees,
examiners and appraisers appointed by the departmentmay adminis—
ter an oath to persons giving testimony before them or to take the
acknowledgment of a person in respect to the returns or reports
required under this chapter. . “

(d) AIl employees, examiners and appraisers appointed by the
department shall have for identification purposes proper credentials
issued by the department and exhibit ther” upon demand. (8 2 ch 24
SLA 1970; am 855 ch 32 SLA 1971) *

Sec. 43.31.071. Regulations. The department may adopt regu—
lations not inconsistent with this chapter as itconsiders necessary to
enforce its provisions, and may adopt regulations as are or may be
promulgated with respect to the estate tax provisions of the revenue
Act ofthe United States insofar as they are applicable. The department
may prescribe forms itconsiders proper for the administration of this
chapter. (2 ch 24 SLA 1970)

Sec. 43.31.081. Information confidential. [Repealed, 83 ch 166 SLA
1976. For current law, see AS 43.05.230.]

Sec. 43.31.091. Actions by or against department. The depart—
ment may sue and be sued butmay notbhe required to give supersedeas
or other bond in any cause or court of this state. (82 ch 24 SLA 1970)

Sec. 43.31.101. Special appraisers. [Repealed, 856 ch 32 SLA
1971.]

Sec. 43.31.111. Notice of death or tax return. The executor,
within two months after the decedent 3 death, or within a like period
after qualifying as executor, shall give written notice of the death to
the department on the form prepared and published by the department
known as the preliminary notice and report. If a federal estate tax
return isrequired by the applicable federal revenue Act, a copy of the
preliminary notice filedwith the federal government may be filedwith
the department in place of the preliminary notice and report. (82 ch
24 SLA 1970)

Sec. 43.31.121. Tax return in certain cases. The executor of an
estate required by the laws of the United States to file a federal estate
tax return shall file with the department within 15 months from the
date of death a return consisting of an executed copy Of the federal
estate tax return, and shall filewith this return all supplemental data,
ifany, as may be necessary to determine and establish the correct tax

112



8 43.31.131 Revenue and Taxation 8 43.31.151

under this chapter. This return shall be made 1in the case of every
decedent who at the time of death was not a resident of the United
States and whose gross estate includes any real property situated and
tangible personal property having an actual situs in the state and
intangible personal property physically present in the state. (8 2 ch 24
SLA 1970) - > o

Sec. 43.31.131. Failure to make return and extension. If the
federal taxing authoritiesgrant an extension oftime for filing a return
the department shall allow a like extension of time for filingupon the
filingby the executor ofa copy ofthe federal extensionwith the depart—
ment. An extensionoftime for filinga return does not operate toextend
the time forpayment of the tax. Ifa person fails to file a return at the
time prescribed by law or files, wilfully or otherwise, a false or
fraudulent return, the department shall make the return from itsown
knowledge and from information it can obtain through testimony or
otherwise. A return so made by the department shall be prima facie
good and sufficient for all legal purposes. (82 ch 24 SLA 1970)

Sec. 43.31.141. When tax due, extension and interest. The tax
imposed by this chapter isdue and payable 15 months after the dece—
dent 3death, and shall be paid by the executor to the department. Ifthe
department finds that the payment on the due date of tax or any part
of the tax would impose undue hardship upon the estate, the depart—
ment may extend the time for payment of any part, but no extension
may be for more than one year and the aggregate of extensions with
respect toan estatemay not exceed fiveyears from the due date. In that
case the amount in respect ofwhich the extension isgranted shall be
paidon or before the date ofthe expiration ofthe period ofthe extension
unless a further extension is granted. Ifthe time for the payment is
extended there shall be collected, as partofthisamount, intereston the
tax at the rate provided in AS 43.05.225 from the due date of the tax
to the date the tax ispaid. (82 ch 24 SLA 1970; am 834 ch 113 SLA
1980)

Effect of amendments. — The 1980 43.05.225" for "of seven percent a year”
amendment substituted "provided in AS near the end of the section.

Sec. 43.31.151. Notice of deficiency in federal estate tax. It is
the duty of the executor to file with the department within 60 days
after a final determination ofa deficiency in federal estate tax has been
made, written notice of the deficiency. If, based upon this deficiency
and the ground for it, itappears that the amount of tax previously paid
is less than the amount of tax owing, the difference together with
interest at the rate ofseven per cent a year from the due date ofthe tax
shall be paid upon notice and demand by the department. Ifthe exec—
utor fails to give the notice required by this section, any additional tax
owing may be assessed, or a proceeding in court for the collection of the
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tax may be begun without assessment at any time before the filing of
notice or within 30 days after the delinquent filing of notice,
notwithstanding the provisions ofAS 43.31.270. (8 2 ch 24 SLA 1970)

Editor’s notes. — AS 43.31.270, repealed by § 4, ch. 94, SLA 1976. For cur-
referred to at the end of this section, was rent law, see AS 43.05.260.

Sec. 43.31.161. Deficiency, hearing, and procedure. [Repealed, &3

ch 166 SLA 1976. For taxpayer remedies, see AS 43.05.240.]
Mr.

Sec. 43.31.171. Civil penalties. [Repealed, 845 ch 113 SLA 1980.
For current law, see AS 43.05.220.] ,

Sec. 43.31.181. Receipts for taxes. The department shall issue to
the executor, upon payment ofthe tax imposed by this chapter, receipts
in triplicate, any ofwhich issufficient evidence of payment, and shall
entitle the executor to be credited and allov.ed the amount of the
receipt by a court having jurisdiction to audit or settle the accounts of
the executor. Ifthe executor filesa complete return and makes written
application to th =department i"jrdetermination of the amount of the
tax and discharge from personrl liability, the department, as soon as
possible, and inany event within one year after receipt of the applica—
tion, shall notify the executor of the amount of the tax, and upon
payment of the tax the executor shall be discharged from personal
liability for any additional tax thereafter found to be due, and isenti—
tled to receive from the department a receipt in writing showing the
discharge; however, the discharge does not operate to release the gross
estate of the lien of additional tax that may thereafter be found to be
due, while the title to the gross estate remains in the executor or in the
heirs, devisees, or distributees; but after the discharge isgiven, no part
of ti e gross estate is subject to lien or to any claim or demand for tax
after the title to the estate has passed to a bona fide purchaser for
value. (82 ch 24 SLA 1970)

Sec. 43.31.191. Failure to pay tax. (a) If a tax imposed by this
chapter or any portion of the tax is unpaid within 90 days after it
becomes due, and the time forpayment isnot extended, the department
shall collect the tax, penalty and interest by using the remedy of
distrainton real and personal property as setout inAS 43.20.270 or by
issuing a warrant directed to the commissioner of public safety
commanding the commissioner to

(1) levy upon and sell the real and personal property of the estate
found in the state for the payment ofthe amount of the unpaid tax with
interest and penalties, ifany, as may have accrued or been assessed
against it, together with the cost of executing the warrant; and

(2) return the warrant to the department and pay to it the money
collected under itby a time to be specified in the warrant, not less than
60 days from the date of the warrant.
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(b) The commissioner of public safety shall proceed upon the
warrant in all respects, with like effect, in the manner prescribed by
law for executions issued against property upon judgments of a court,
of record. Alias and plurr dwarrants may issue from time to time as
the department considers proper until the entire amount of the tax,
deficiency, interest, penalties and costshave been recovered. (8 2 ch 24
SLA 1970; am 858 ch 32 SLA 1971) - 1 - W

Sec. 43.31.201. Tax payable from entire estates and third
persons. Ifthe tax or a part of the tax is paid or collected out of that
part of the estate passing to or in possession ofa person other than the
executor in the capacity of executor, the person is entitled to a
reimbursement out ofa partofthe estate still undistributed orby ajust
and equitable contribution by the person whose interest in the estate
ofthe decedentwould have been reduced ifthe tax had been paid before
the distribution of the estate or whose interest in the estate is subject
to an equal or prior liability for the payment of tax, debts, or other
charges against the estate, it being the purpose and intent of this
section that so far as is practical and unless otherwise directed by the
will of the decedent, the tax shall be paid out of the estate before its
distribution; but the department 1is not charged with enforcing
contribution from a person. (2 ch 24 SLA 1970)

Sec. 43.31.211. Lien for unpaid taxes. [Repealed, &4 ch 94 SLA
1976. For current law, see AS 43.10.035(a).]

Sec. 43.31.221. Personal liability of executor. If an executor
mak js distribution either inwhole or in part ofany of the property of
an estate to the heirs, next of kin, distributees, legatees or devisees
without having paid or secured the tax due the state under this chap —
ter, or obtained the release of the property from the lien of the tax the
executor becomes personally liable for the tax so due the state, or so
much ofitas remains due and unpaid, to the full extent of the full value
ofany property belonging to the person or estate which may come into
the hands, custody or control of the executor. (82 ch 24 SLA 1970)

Sec. 43.31.230. Sale ofreal estate by executor topay tax. Every
executor has the same right and power to take possession of or sell,
convey and dispose ofreal estate as assets of the estate for the payment
of the tax imposed by this chapter as the executor may have for the

payment of the debts of the decedent. (8 2 ch 2A SLA 1970) 74

Sec. 43.31.240. Actions to enforce payment. Actions may be
brought within the time or times specified in this chapter by the
department to recover the amount of taxes, penalties and interestdue
under this chapter. The action shall be brought in the superior court
where the estate isheing or has been administered, or ifno administra—
tion ishad in this state, then in the appropriate courtofthe jurisdiction
where any of the property of the estate issituated. (882 ch 24 SLA 1970;
am 859 ch 32 SLA 1971)
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Sec. 43.31.250. No discharge ofexecutor until tax paid. No final
account of an executor of the estate of a nonresident, nor of the estate
of a resident where the value of the gross estate wherever situated
exceeds $60,000 may be allowed by any court until the account shows,
and the judge ofthe court finds, that the tax imposed by the provisions
of this chapter upon the executor, which has become payable, has been
paid. The certificate of the department of nonliability for tax or its
receipt for the amount of tax certified is conclusive in proceedings as
to the liability or the payment ofthe tax to the extent of the certificate.

(&2 ch 24 SLA 1970) ALAe
" e Tw oy m; e A 1" 5/ 3

Sec. 43.31.260. Agreements as to tax due. For the purpose of
facilitating the settlement and distribution of estates held by exec—
utors, the department may, on behalf of the state, agree upon the
amount of taxes at any time due or to become due from the executor
under the provisions of this chapter, and payment in accordance with
the agreement is full satisfaction of the taxes towhich the agreement
relates. (8 2 ch 24 SLA 1970)

Sec. 43.31.270. Time for assessment of tax. [Repealed, &4 ch 94

SLA 1976. For current law, see AS 43.05.260.] -

Sec. 43.31.280. Refunds of excess tax paid, (&) When itappears
upon the examination of a return made under this chapter or upon
proof submitted to the department by the executor, that an amount of
estate tax has been paid in excess of the tax legally due under this
chapter, then the amount of overpayment, together with any
overpayment ofintereston itshall be refunded to the executor and this
refund shall be made by the department as a matter of course
regardless of whether the executor has filed a written claim for it,
except thatupon request ofthe department, the executor shall filewith
the department a conformed copy of any written claim for refund of
federal estate tax which has been filed with the United States.

(b) Notwithstanding (a) of this section, no refund of estate tax may
be made nor is any executor entitled to bring an action for refund of
estate tax after the expiration of two years from the date of payment
of the tax to be refunded unless there has been filed with the depart—
ment written notice of administrative or judicial determination of the
federal estate tax liability of the estate, whichever occurs last, and
notice shall have been so filed not later than 60 days after determina—
tion has become final.

(©) In this section, an administrative determination shall be con—
sidered to have become final on the date of receipt by the executor or
other interested party of the final payment to be made refunding
federal estate tax or upon the last date on which the executor or any
other interested party receives notice from the United States that an
overpayment of federal estate tax has been credited by the United
States against any liability other than federal estate tax of the estate.



43.31.280

d. No final
the estate
;r situated
unt shows,
provisions
3,has been
tax or its
eedingc as

certificate.
m 1h!

"ot malff]
ourpose of
1 by exec-
upon the
2 executor
ance with
igreement

84 uc_h_ 94
!
itappears
r or upon
amount of
inder this
with any
mand this
of course
im for it,
1filewith
refund of
tes.
3tax may
refund of
payment
ie depart-
ion of the
last, and
Jtermina-

1 be con-
ecutor or
efunding
or or any
s that an
e United
ie estate.

8 43.31.290 Revenue and Taxation 8§ 43.31.310

A final judicial determination shall be considered to have occurred on
the date on which ajudgment entered by a court ofcompetent jurisdic—
tion and determining that there has been an overpayment of federal
estate tax becomes final. -/

Id) Nothing in this section prevents an executor from bringing or
maintaining an action in a court of competent jurisdiction within a
period othenvise prescribed by law todetermine any question bearing
upon the taxable situs of property, the domicile of a decedent, or
otherwise affecting the jurisdiction of the state to impose an inheri—
tance or estate tax with respect to a particular item of property. (82

ch 24 SLA 1970) J;-- >» vsi®
*vl . 1>

Sec. 43.31.290. Superior courtjudge to furnishnames ofdece —
dents. Each superior Court judge shall, on or before the 10th day of
every month, notify the department of the names of all decedents, the
names and addresses of the respective executors, administrators or
curators appointed, the amount of the bonds, ifany, required by the
court, and the probable value of the estates, in all estates ofdecedents
whose wills have been probated or propounded for probate before the
judge orupon which letters testamentary or upon whose estates letters
of administration or curatorship have been sought or gra wed, during
the preceding months. The report shall contain any other information
which the judge may have concerning the estate of these decedents.
The judge shall also furnish immediately further information, from the
records and filesofthe judge 3 office in regard to the estates, which the
department may from time to time require. (82 ch 24 SLA 1970)

Sec. 43.31.300. Corporate executors ofnonresident decedents.
If the executor of the estate of a nonresident is a corporation duly
authorized, qualified and acting as an executor in the jurisdiction of the
domicile of the decedent, itisunder the duties and obligations as to the
giving ofnotices and filingofreturns required by this chapter, and may
bring and defend actions and suits as authorized or permitted by this
chapter, to the same extent as an individual executor, notwithstanding
that the corporation may be prohibited from exercising, in this state,
any powers as executor, but nothing in this section authorizes corpora—
tions not authorized to do business in this state to qualify or act as
executor, administrator or inany other fiduciary capacity, ifotherwise
prohibited by the laws of this state, except to the extent expressly
provided. (82 ch 24 SLA 1S7C) ,

Sec. 43.31.310. Prima facie liability for tax. The estate of each
decedent whose property issubject to the laws of the state isconsidered
prima facie liable for estate taxes under this chapter, and issubject to
a lien for them inan amount which may be later determined 1o be due
and payable on the estate as provided in this chapter. The presumption
of liabilitybegins on the date ofthe death ofthe decedent and continues
until the full settlement of all taxes which may be found to be due
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under this chapter, the settlement to be shown by receipts for all taxes
due to be issued by the department as provided for in this chapter.
Whenever itappears to the department that an estate isnot subject to
a tax under this chapter the department shall issue to the executor,
administrator, curator or other personal representative, or to the heirs,
devisees, or legatees of the decedent, a certificate in writing to that
effect, showing nonliability to tax, which certificate ofnonliability has
the same effect as a receipt showing payment. The certificate of
nonliability is subject to record and admissible in evidence in like
manner as receipts showing payment of taxes. There shall be paid to
the department a fee of$2.50 for each certificate so issued. (8 2 ch 24
SLA 1970) .

Sec. 43.31.320. Discharge of estate; notice of lien, limitation,
etc. @ If no receipt for the payment of taxes, or no receipt of
nonliability for taxes has been issued or recorded as provided for in this
chapter, the property constituting the estate of the decedent in this
state shall be considered fully acquitted and discharged ofall liability
for estate and inheritance taxes under this chapter after a lapse of 10
years from the date of the filing with the department of notice of the
decedents death, or after a lapse of 10 years from the date of the filing
with the department ofan estate tax return, whichever date isearlier,
unless the department makes out, files and has recorded with the
appropriate recorder wherein any part ofthe estate ofthe decedent may
be situated in this state, a notice of lien against the property of the
estate, specifying the amount or approximate amount of taxes claimed
to be due to the state under this chapter, which notice of lien continues
thb lien in force for an additional period of five years or until payment
ismade. Notice oflienshall be filed and recorded; however, ifno receipt
for the payment of taxes, or no certificate ofnonliability for taxes, has
been issued or recorded as provided for in this chapter, the property
constituting the estate ofthe decedent in this state, ifthe decedentwas
a resident of this state at the time of death, shall be considered fully
acquitted and discharged ofall liability for ta:: under this chapter after
a lapse of 10 years from the date of the death of the decedent, unless
the department makes out, files and has recorded notice of lien as
provided in this chapter, which notice continues the lien in force
against the property of the estate for an additional period of five years
or until payment ismade.

® Notwithstanding anything to the contrary in this section or this
chapter, no lien for estate and inheritance taxes under this chapter
may continue for more than 20 years from the date of death of the
decedent, whether the decedent is a resident or nonresident of this
state. (8 2 ch 24 SLA 1970) , -

Sec. 43.31.330. Disposition of proceeds. All taxes and fees levied
and collected under this chapter shall be paid into the general fund.
(& 2 ch 24 SLA 1970)
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Sec. 43.31.340. Interpretation and construction. When not
otherwise provided for in this chapter, the rules of interpretation and
construction applicable to the estate and inheritance tax laws of the
United States apply to and shall be followed in the interpretation of
this chapter. (8 2 ch 24 SLA 1970) f; 1yd
t<¢v..

Sec. 43.31.350. Failure toproduce records. A personwho fails to
comply with any duty imposed upon the person by this chapter, orwho,
having possession or control of any record, file or paper, containing or
supposed to contain information concerning the estate of the decedent,
or having possession or control ofany property comprised in the gross
estate ofthe decedent, failstoexhibit itupon request to the department
or an examiner or appraiser, appointed under this chapter, who desires
to examine it in the performance of official duties under this chapter,
is liable to a penalty of not more than $1,000, with costs of suit, in a
civil action in the name ofthe state. (82 ch 24 SLA 1970)

Secs. 43.31.360— 43.31.390. Failure tomake return; falsereturn or
return statement; tax evasion. [Repealed, 8 46 ch 113 SLA 1980. For

criminal penalties, see AS 43.05.290.] - - -

Sec. 43.31.400. Effectiveness of chapter. This chapter shall
remain in force and effect so long as the government of the United
States retains in full force and effect as a part of the revenue laws of
the United States a federal estate tax, and this chapter shall cease to
be operative when the government of the United States ceases to
impose an estate tax of the United States. (8 2 ch 24 SLA 1970)

Sec. 43.31.410. Exemptions. The tax imposed under the inheri-
tance and estate tax laws of this state in respect to personal property,
except tangible property having an actual situs in this state, is not
payable

(@D ifthe transferer at the time ofdeath was e. resident of a state or
territory ofthe United States, or the DistrictofColumbia, which at the
time ofdeath did not impose a death tax ofany character in respect to
property of residents of this state, except tangible personal property
having an actual situs in the state, territory or district; or

(@ ifthe laws ofthe state, territory or district of the residence ofthe
transferer at the time ofdeath contained a reciprocal exemption provi-
sion under which nonresidents were exempted from death taxes of
every character in respect to personal property, except tangible
personal property having an actual situs therein, and if the state,
territory or district of the residence of the nonresident decedent
allowed a similar exemption to residents of the state, territory or dis-
trict of residence of the decedent. (8 2ch 24 SLA 1970)

Ser, 43.31.420. Definitions. In this chapter
(@ "decedent” includes the testator, intestate grantor, bargainor,
vendor, or donor;
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(@ "department” means the Department of Revenue; 7/

(@ "executor” means the executor, administrator or curator of the
decedent, or ifthere isno executor, administrator or curator appointed
qualified and acting, then any person who is in the actual or con-
structive possession ofany property included in the gross estate of the
decedent;

(@ "'gross estate” means the gross estate as determined under the
provisions of the applicable federal revenue Act; - ) -

(B) '"net estate”means the net estate as determined under the provi-
sions of the applicable federal revenue Act;

() "nonresident” means a natural person domiciled outside the
state; “; /

() "person” means persons, corporations, associations, joint stock
companies and business trusts;

(® '"real property”’means real property as itiscommonly understood
and includes real property whose legal title is in the decedent but
which is subject to a contract of sale to a third party;

(@ "resident” means a natural person domiciled in the state;

(10) ""tangible personal property” means corporeal personal prop-
erty, including money; and the term "intangible personal property”
means incorporeal personal property including deposits in banks, nego-
tiable instruments, mortgages, debts, receivables, shares of stock,
bonds, notes, credits, evidences ofan interest in property, evidences of
debt and choses in action generally; - \Y;

(1)) "transfer” includes the passing of property or any interest in
property, inpossession or enjoyment, present or future, by inheritance,
descent, devise, succession, bequest, grant, deed, bargain, sale, gift, or
appointment in the manner described in this chapter;

(12) "United States” used in a geographical sense includes only the
50 states and the District of Columbia. (8 2 ch 24 SLA 1970)

Sec. 43.31.430. Short title. This chapter may be cited as the Estate
Tax Law ofAlaska. (8 2 ch 24 SLA 1970) -1

Chapter 35. Coin-Operated Devices and
Punchboards.

Article
1. Coin-Operated Amusement and Gaming Devices (88 43.35.010 — 43.35.090)
2. Punchboards (§8 43.35.100 — 43.35.150)

Article 1. Coin-Operated Amusement and Gaming Devices.

Section Section

10. Amount of tax 50. Distribution of tax

20. Administration 60. Orders and regulations
30. Distributor fees 70. Gambling not legalized

40. Operation by a minor 90. Definitions
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Sec. 13.16.575. Improper distribution; liability of distributee.

NOTES TO DECISIONS

Applied in In le Estate of Hutchinson,
Sup. Ct. Op. No. 1618 (File No. 3570), 577
P.2d 1074 (1978).

e & :: y 5%
Sec. 13.16.580. Purchasers from

property distributed in kind or security interest in it
value by a purchaser from or lender to a distributee who
an instrument or deed ofdistribution from the personal rep
the purchaser or lender takes title free of rights of any interested
person in the estate and incurs no personal liability to the estate”, or to
any interested person, whether or not the distribution was proper or
supported by court order and whether or not the authority of the
personal representative was terminated before execution of the
instrument or deed. This section protects a purchaser from or lender to
a distributee who, as personal representative, has executed a deed of
distribution to himself, as well as a purchaser from or lender to any
other distributee or his transferee. To be protected under this provi-
sion, a purchaser or lender need not inquire whether a personal rep-
resentative acted properly in making the distribution in kind, even if
the personal representative and the distributee are the same person, or
whether the authority of the personal representative had terminated
before the distribution. Any instrument described »n this sectionwhich
isrecorded under AS 34.15.010 - 34.15.350 or 45.05.101 — 45.05.117
and which bears a notation of that recordation isprima facie evidence
that the transfer described in itwas made for value. (8 1 ch 78 SLA

1972; am § 17 ch 154 SLA 1976)

Effect of amendments. — The 1976
amendment, in the first sentence, substi-
tuted "“for value by a purchaser from or
lender to" for "by a purchaser, or lender,
for value from” and "rights of any inter-
ested person in the estate" for "any claims
of tht estate,” inserted "or to any inter-
ested person,” and added the language
beginning "or supported by court order” to

the end. The amendment also added the
present second and fourth sentences and
added the language beginning "even ifthe
personal representative” to the end of the
present third sentence.

Legislative history reports. — For
report on ch. 154, SLA 1976 (SB 717), see
1976 House Journal, p. 1569. .

k. m el@( *v, .50

Sec. 13.16.610. Apportionment of estate taxes, (@) For purposes

of this section -

- Vi

(D) "estate” means the gross estate of a decedent as determined for
the purpose cf federal estate tax and the estate tax payable to this

state;

- 1 -

(@ "person” means any individual, partnership, association, joint
stock company, corporation, government, political subdivision, govern-
mental agency, or local governmental agency;

(@ "person interested in the estate” means any person entitled to
receive, or who has received, from a decedent or by reason of the death
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ofa decedent any property or interest in the property included in the
decedents estate; it includes a personal representative, conservator,
ar.d trustee;

(@ "state” means any stab territory, or possession of the United
States, the District of Columbia, and the Commonwealth of Puerto
Rico; . e

(G) "tax’means the federal estate tax and the additional inheritance
tax imposed by AS 43.31.011 — 43.31.430 and interest and penalties
imposed in addition to the tax; ;e y s !

(6) "fiduciary” means personal representative or trustee.

() Unless the will provides otherwise, the tax shall be apportioned
among all persons interested in the estate. The apportionment is to be
made in the proportion that the value of the interest of each person
interested in the estate bears to the total value of the interests of all
persons interested in the estate. The values used in determining the
tax are to be used for that purpose. If the decedents will directs a
method ofapportionment of tax different from the method described in
this code, ;he method described in the will controls.

© The court inwhich venue lies for the administration of the estate
of a decedent, on petition for the purpose may determine the appor-
tionment of the tax.

(@ Ifthe court finds that it is inequitable to apportion interest and
penalties in the manner provided in (b) of this section, because of
special circumstances, it may direct apportionment of them in the
manner it finds equitable.

(©) Ifthe court finds that the assessment of penalties and interest
assessed in relation to the tax isdue to delay caused by the negligence
of the fiduciary, the court may charge him with the amount of the
assessed penalties and interest.

(@ In any action to recover from any person interested in the estate
the amount ofthe tax apportioned to the person in accordance with this
code the determination of the court in respect thereto shall be prima
facie correct.

(@ The personal representative or other person in possession of the
property ofthe decedent required topay the tax may withhold from any
property distributable to any person interested in the estate, upon its
distributiontohim, the amount oftax attributable to his interest. Ifthe
property in possession of the personal representative or other person
required to pay the tax and distributable to any person interested in
the estate is insufficient to satisfy the proportionate amount of the tax
determined to be due from the person, the personal representative or
other person required to pay the tax may recover the deficiency from
the person interested in the estate. IT the property is not in the pos-
session of the personal representative or the other person required to
pay the tax, the personal representative or the ther person required
topay the tax may recover from any person interested in the estate the
amount of the tax apportioned to the person in accordance with AS
13.16.005 — 13.16.705.
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(h) If property held by the personal representative is distributed
before final apportionment of the tax, the distributee shall provide a
bond or other security for the apportionment liability in the form and
amount prescribed by the personal representative. * » /2

@ In making an apportionment, allowances shall be made for any*
exemptions granted, any classification made of persons interested in
the estate ana for any deductions and credits allowed by the law
imposing the tax. Yatic 17 y&

@) Any exemption or deduction allowed by reason ofthe relationship
of any person to the decedent or by reason of the purposes of the gift
inures to the benefit ofthe person bearing the relationship or receiving
the gift; but ifan interest is subject to a prior present interest which
is not allowable as a deduction, the tax apportionable against the
present interest shall be paid from principal. L 7 7/

() Any deduction for property previously taxed and any credit for
gift taxes or death taxes ofa foreign country paid by the decedent or
his estate inures to the proportionate benefit of all persons liable to
apportionment.

(D Any credit for inheritance, succession or estate taxes or taxes in
the nature thereof applicable to property or interests includable in the
estate, inures to the benefit of the persons or interests chargeable with
the payment thereof to the extent proportionately that the credit
reduces the tax. e _ram*

(m) To the extent that property passing to or in trust for a surviving
spouse or any charitable, public or similar gift or devisee is not an
allowable deduction for purposes of the tax solely by reason of an
inheritance tax or other death tax imposed upon and deductible from
the property, the property isnot included in the computation provided
for in (b) of this section, and to that extent no apportionment ismade
against the property. The sentence immediately preceding does not
apply to any case if the result would be to deprive the estate of a
deduction otherwise allowable under Section 2053(d) of the Internal
Revenue Code of 1954, as amended, of the United States, relating to
deduction for state death taxes on transfers for public, charitable, or
religious uses.

() No interest in income and no estate for years or for life or other
temporary interest in any property or fund issubject to apportionment
as between the temporary interest and the remainder. The tax on the
temporary interest and the tax, ifany, on the remainder ischargeable
against the corpus of the property or funds subject to the temporary
interest and remainder.

© Neither the personal representative nor other person mequired to

pay the tax isunder any duty to institute any action to recover from
any person interested in the estate the amount of the tax apportioned
to the person until the expiration of the three months next following
final determination of the tax. A personal representative or other per-
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son required to pay the tax who institutes the action within a reason-
able time after the three months’period is not subject to any liability
or surcharge because any portion of the tax apportioned to any person
interested in the estate was collectable at a time following the death
of the decedent but thereafter became uncollectable. If the personal
representative or other person required to pay the tax cannot collect
from any person interested in the estate the amount of the tax appor-
tioned to the person, the amount not recoverable shall be equitably
apportioned among the other persons interested in the estate who are
subject to apportionment.

(@M A personal representative acting in another state or a person
required to pay the tax domiciled in another state may institute an
action in the courts of this state and may recover a proportionate
amount of the federal estate tax, of an estate tax payable to another
state or ofa death duty due by a decedent % estate to another state, from
a person interested in the estate who is either domiciled in this state
or who owns property in this state subject to attachment or execution.
For the purposes of the action the determination of apportionment by
the court having jurisdiction of the administration of the decedents
estate in the other state isprima faciecorrect. (§ 1ch 78 SLA 1972; am
8§ 17 ch 56 SLA 1973)

Effect of amendments. — The 1973 reportonch. 56, SLA 1973 (HCS SB 140),
amendment substituted "shall be" for"is” see 1973 Senate Journal Supplement No.
in subsection (0. 9; 1973 House Journal, p. 819.

Legislative history reports. — For

Article 10. Closing Estates.

Section
635. Liability ofdistributees to claimants

Sec. 13.16.620. Formal proceedings terminating admin-
istration; testate or intestate; order of general protection.

NOTES TO DECISIONS

Estates consisting of wrongful death  against estate. — See In re Estate of
recovery not exempted from proce- Pushruk, Sup. Ct. Op. No. 1398 (File No.
durcs for presentation, etc., of claims  2974), 562 P.2d 329 (1977).

Sec. 13.16.630. Closing estates; by sworn statement of
personal representative.

NOTES TO DECISIONS

Estates consisting of wrongful death  against estate. — See In re Estate of
recovery not exempted from proce- Pushruk, Sup. Ct. Op. No. 1398 (File No.
dures for presentation, etc., of claims  2974), 562 P.2d 329 (1977).
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) ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

Pouch Y, Slate Capitol
Juneau, Alaska 99811
(907) 465-3991

May 10,I 1983

MEMORANDUM

To: Representative Mae Tischer

From: Leonard Steinberg, Research St

Re: Estate Taxes - Research Request 83-154

Gail Thibodeau of your office asked for the following staie and federal
estate tax information:

1) the justification for the taxes;

2) the amount of income received from these taxes for t.Z last
fodr years;

3) the percentage of total vrevenue represented by estate taxes;

4)__the amount of estate tax revenue collected by Alaska from resi—
dents and non-residents; and

5) the hardships that may result from estate taxes.
Justification for Estate Taxes
Estate taxes originated with the Populist political movement in the
United States; the goal was to reduce certain excise taxes by taxing
the wealthy. The federal government has levied a tar* on the transfer
of wealth at death continuously since 1916.

The primary vreasons Congress passed the estate tax in 1916  were:

1) redistribution of wealth by breaking up large concentrations
of wealth at the time of death% and

2) raising additional revenue for the federal government.

Another justification for estate taxes 1is that the appreciation in value
/ Chat occurs between the time property is acquired and a person®s death
\is 1income which normally escapes 1income taxation; estate taxes recoup
- part of this loss.
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Following its imposition, individuals avoided the new estate tax by
giving away large portions of their wealth prior to their death. Con—
sequently, Congress has 1imposed a gift tax since 1932. The gift tax
rate was substantially less than the estate tax rate until the two were
unified by the Tax Reform Act of 1976.

The _.justifications for state estate taxes are the same as for federal
estate taxes. However, according to Mr. Joe Donohue, Deputy Commis—
sioner of Revenue, Alaska has the additional justification that its
tax brings in revenue to the State without increasing the tax liability

.of an estate. Mr. Donohue explained that Alaska®s estate taxes are
credited, dollar for dollar, against the taxes that would otherwise “bel,
paid to the federal government. Therefore, until federal estate tax

law is changed, a reduction in Alaska®s estate taxes will not present.”
a savings to the estate but only increase the revenues paid to the."
federal government.

Estate Tax Revenues

The amount and number of State estate tax collections, their percentage
of total State revenue, and the amount of State revenues are listed be—
low in Table 1. In fiscal year 1982, 325 estates filed.tax returns
with the Department of Revenue; 317 (86 percent) of the filed returns
received a certificate of non-tax liability while "52 (14 percent) had?~
taxes to pay. The estate tax revenues received in 1982 are not direct—
ly related to the 1982 returns because estates have 15 months to make
their payments and are frequently granted 10-15 year -extensions.
Estate taxes during the period 1978-1982 have always been substantially
less than one-half of one percent of the State®"s total unrestricted
revenues.
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Table 1
State Estate Taxes and Unrestricted State Revenues -- FY1978-1982
"""" 1982 1981 1980 " 1979 1978

# of State Estate
Tax Returns¥* 325 369 382 407 334
# of Paying
Returns t 52 42 N/ZA 57 55
State Estate
Taxes Collected $334,676 $453,492 $197,592 $136,685 $244,143

State Unrestricted
Revenues($mil lions) $4,108.4 $3,718.2 $2,501.2 $1,133.0 $764.9

Estate Taxes as a %
of State Revenues .008% LR .008% = .012% - .032%

* These figures are for calender years and are based on the number
,_of certificates issued for tax and non-tax liability,

t Eighty to ninety percent of state estate tax returns result in
the the Department of Revenue 1issuing certificates of non-tax
liability; those returns which actually 1impose State estate tax
liability are listed in this column.

According to Ms. Eloise Herrick of the Department of Revenue, State
estate tax records do not break down the revenues collected by residency
status. However, Ms. Herrick stated *-hat in her opinion, very little
revenue is collected from non-residents. A more accurate determination
of how much money was collected from residents and non-residents would
require corrolating the revenues received with individual returns and
reviewing each individual return to determine residency status; because
this would require substantial time and effort, we have not pursued this
information at this time.

Table 2 below illustrates the number of federal estate tax returns and
the revenues <collected by the federal government from both Alaska

and the nation. The table also shows the percentage of total federal
revenue represented by estate taxes. For example, in federal fiscal
year 1982, 159 estate tax returns were filed with the federal govern—
ment from Alaska and 134,965 were filed nationally. The federal gov-—
ernment collected approximately three million dollars 1in estate taxes
from Alaskans and eight billion dollars nationally in 1982. Estate

taxes contributed 1.3 percent of the total federal vrevenue received 1in
1982.
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Table 2
Federal Estate Taxes - Federal FY1978-1982

($ in thousands)

1982 1981 1980 1979 1978
# of Alaska Federal
Estate Tax Returns 159 152 145 156 129
Total # of Estate
Tax Returns Filed 134,965 145,617 148,228 159,404 160,152
Estate Taxes
Paid by Alaskans $3,081 $2,097 $2,285 $2,689 $2,412
Total Estate
Taxes Paid $8,035,335 $6,694,641 $6,282,247 $5,344,176 $5,242,080
Estate Taxes as
a % of Total Revenue 1.3% 1.1% 1.2% 1.2% 1.3%
Total Federal $626,8* $599.3 $517.1 $463.3 $399.6
Revenue (bil.) (bil.) (bil.) (bil.) (bil.)

* Estimate

Federal gift taxes, because they were created to stop estate tax avoid-—
ance, are often evaluated in conjunction with federal estate taxes.
Table 3 presents information on federal gift taxes. As Table 3 illus—
trates, gift taxes add relatively little to federal revenue collections.
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Table 3
Federal Gift and Estate Taxes and Total Revenues - 1978-1982

($ in thousands)

1982 1981 1980 1979 1978
# of Alaska
Gi ft Tax Returns 98 252 252 260 193
Total # of Gift
Tax Returns Filed 99,533 198,620 215,983 201,785 195,194
Gift Taxes
Paid by Alaskans $37 $15 $66 $117 $60
Total Gift
Taxes Paid $108,038 $215,745 $216,134 $174,899 $139,419
Total Gift Taxes as
a %~f Total Revenue .02% .04% .04% .04% .03%
Total Federal $626.8* $599.3 $517.1 $463.3 $399.6
Revenue (bil.) (bil.) (bil.) (bil.) (bil.)

* Estimate
Hardship Cases

Information regarding the frequency of cases 1in which a family must sell

everything to pay estate taxes 1is not readily available. Large real

estate holdings, such as farms, pose the most common hardships; fami—
lies have reportedly been required to sell farms to pay estate taxes.

However, due to the wurgency of completing this request, we have not
been able to provide a substantive response to this question. Please
let us know if you would Ilike additional vresearch performed on this
issue.

Several changes to federal tax laws have attempted to reduce the hard—
ships that may result from estate taxes. The Tax Reform Act of 1976
made the following changes:

e increased the value of estates which can escape taxation from
$60,000 to $175,000;
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e allowed farms and other closely held businesses to be
valued at less than fair market value; and

e increased marital deductions.

The Economic Recovery Tax Act_of 1981" also attempted to reduce hard
ships by:

e further increasing the value of estates exempt from taxation
to $600,000;

e increasing the amount by which farms and closely held
businesses can be undervalued; and

e« allowing for wunlimited transfers of property amongspouses.

Furthermore, the 1981 Act extended the payment period for certain
estate taxes to 15 years, and lowered the tax rates from a maximum of

70 to 50 percent.

We hope this information 1is helpful to you. Please let us know if you
would like us to do any additional research.
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By John Train

Jake Fisher spent
over 30 years in the
Intermal Revenue
Service, ending his
career as a supcrvi-
sor of an estate and
gift tax unit.

Not surprisingly,
he has many stories
to tell about the
complicated world
of taxes, and tell them he docs in his
curious book, Human Drama In Death
and Tawv (SI12.95/ Communication
Channels, 185 Madison Avenue, New
York City).

The volume may be too arcane for
the general reader, but should be of
interest to trust officers, tax accoun-
tants and Intemal Revenue agents. To
pique their curicsity, here arc three of
Mr. Fisher®s more singular tales:
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The timber magnate

A West Coast forest owner was
killedby a taxi early in the morning of
Jan. 4, 1966, shortly after emerging
from a nightclub inNew York City.

Within a few months after his
death, his property was ravaged by a
forest fire.

The executor decided to use the al-
temate valuation date— Jan. 4, 1967—
because of the reduced value of the
estate as a result of the fire.

On Apr. 4, 1967, the 15th month to
the day from the date of death, the
attorney for the estate personally pre-
sented the estate tax return at the
office of the Intermal Revenue Service
District Director where the magnate
had resided.

At the audit, the examiner pro-
duced New York City hospital records
indicating that the timber magnate
had been pronounced dead at 1:30

John Drain I\ president of Drain, Smith, liuvsl-
mem Counsel, S/nr York and the author of
The Money Master* and Dance of the
Money Bees.
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a.m. on Jan. 4, 1966. He then directed
the estate”s lawyer to Section 2031(C)
of the Intemal Revenue Code, which
provides that the altermate valuation
date can be elected i1fthem u m isfill"ll
within the lime (irvscrihifiby law

However, the time of death is the
time at the decedent®s domicitet if he
dies at any other place, the time at
that moment back home govcms.”As
it happened, 1:30 a.m. in New York
on Jan. 4, 1966 was 10:30 p.v?. on Jam.
3, 1966 at the decedent”s home.

So the return was not filed "time- ;

ly,"" as they say. Thus, the estate could
not use the altemate valuation, and,
as a result, it lost a fortune. However,
the IRS auditor was magnanimous.
He waived the late-filing penalty.

The prodigal

A father had a deadbeat son who
was periodically arrested. The father,
to his great vexation, found himself
obliged to fumish bail and to make
good his son"s debts.

Finally, the father declared that he
was through: He was going to disin-
herit his son and never wanted tn sec
him again. The son replied that ifthat
happened, he would right the will iIn
every court, however long it took, so
that no one else in the family would
get anything for years. Undaunted,
the father did disinherit him.

When the father died, sure enough
the son came to town to contest the
will. The attormeys for the bank that
was acting as executor called in the
son”s lawyer. The lawyer went back to
the son and advised him to give up.
He himself withdrew from the case
then and there.

What had happened? I turned out
that while stall alive, although ailing,
the father had assembled in his hospi-
tal room his lawyer, doctor, clergy-
man, a psychiatrist and the manager
of his construction firm, with amovie
camera complete with crew on hand
to record the proceedings.

The father introduced all those
present to the "live" camera, and

MONEY & INVESTMENTS

asked them tocomment on the situa-
tion. Each spoke at soipe length.

After that, the father carefully recit-
ed the provisions of hiswill before the
camera. He then detailed the painful
history of his relationship with his
son, ending with the solemn words:
"It ismy wish and desire that my son
share no portion of my estate."”

With that, the testator and the wit-
nesses signed the instrument.

The evidence was so clear and®so
powerful as to preclude any conten-
tion that the testator was incapacitat-
ed, unduly influenced, or any of the
other allegations typically advanced
in attacking a will. The wastrel 9on
was stymied.

Ton can Theat city ball

An official of a northeastern city
took frequent junkets on '‘city busi-
ness." He was accompanied by his
secretary in her capacity as a munici-
pal employee.

The secretary was in on all of her
boss"s doings, and as one of her per-
quisitcs had a key to the politician®s
safe deposit box, which received regu-
lar additions that were not declared to
any tax authority.

One winter the pair visited Miami
1o "represent the city government™ at
an air pollution conference.

They had a sensational weekend,
perhaps too sensational. At the end of
it, the politician was earned off by a
heart attack.

The secretary checked out of the
hotel fortwith, flew north, and at
opening time the following morning
appeared at the bank with her key to
the safe deposit box.

The obituary had not yet run in the
local morning papers, so she had no
trouble gaining access to the box.

Some days later, when the box was
officially opened, nothing was discov-
ered in it except the owner”s will and
some other documents: no cash.

When the tax authorities ques-
tioned the secretary, she said that she
hadn*"t known that a safe deposit box
was supposed to be sealed after the
owner"s death, and had removed only
sx"mc of her personal papers.

However, among the politician™s ef-
fects at home were found three more
sets of the special keys used for safe
deposit boxes. The authorities ques-
tioned the secretary about those keys.
She knew nothing about them. Aha,
the agents replied, he must have been
keeping boxes under false names in
other cities.

TWo words escaped the secretary’
lips: "The rat!"m

FORBES, MAY 12, IVHO
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Everybody knowsyou can"t take itwithyou -

own business,you
By Jou Sehriber
W Phen Wilbur Doyle got out

of the ,"ervicc in 1947 and

founded Doyle Lumber in
Martinsville, Va., he didn"t know he
would someday wind up paying, on
average, 20% of his earnings on a life
insurance policy— with Uncle Sam
the ultimate beneficiary. Doyle"s litde
business has prospered— with S6 mil-
lion inannual sales, it'snow the fifth-
largest lumber company in Virginia
and isworth about $3 million. Yet to
insure that his sons won"t have to sll
it to pay estate taxes, Doyle keeps
paying those premiums. This year—
an off year for the business— Doyle
predicts they"ll amount tomore than
the company s total eamings.

In Mars, Penna., Harry G. Austin,
65, and his brother John, 55, the only
stockholders in $8 million (sales)
James Austin Co., a soap manufactur-
er, pay around $20,000 each inpremi-
ums so their 92-ycar-old company can
be passed down to the fourth genera-
tion. ""'Sometimes I think we"re really
working for the insurance company,"*
says Harry.

Wi lbur Doyle and the Austin broth-
ers aren"t alone in worrying about the
future of their businesses when
they"regone. A survey by the National
Federation of Independent Business
found that among its 539,000 mem -
bers, death taxes arc a close second to
concerns about changes in individual
income taxes. Says Mike McKcvitt, a
lobbyist at the federation: "At any
small business group, ifyou want to
see them come right up out of their
chairs, start talking about death
taxes.” No wonder. In many cases—
perhaps most— ifthe founder can™t af-

e d e ath ta

ford the premiums Wi lbur Doyl e pays,
his heirs will not be able to keep the
company when he dies.

Small businessmen and their sup-
porters ixtiv already gotten to their
feet and are taking their case toWash-
ington. Senator Steve Symms (R-I1da-
ho) has introduced a bill to repeal cur-
rent estate and gift tax laws. The Rea-
gan Administration originally came
out in favor of repeal but recently
backed off, citing budgetary re-
straints. Sdll, it’s a safe bet that the
Administration will have some rec-
ommendations nex". fall.

Moreover, this month the House
Ways & Means Committee may con-
sider a hill to increase individual es-
tate tax exemptions to $600,000 and
to cut the taxable value of qualified
businesses by 50%. The measure also
would broaden the definition of what
qualifies as a closely held business.
Former Ways & Means Chairman Al

Edited By Richard Greene

but ifyou ownyour

might not be able to leave itbehind either.

X

Ullman, who helped organize a lobby-
ing group for the bill after he leftCon-
gress this year, thinks "the chances
arc excellent" the measure will pass.

About $6 billiona year goes into the
U.S. Treasury from estate and gift
taxes. Ul Iman and other champions of
death-tax reform argue that the break-
up of family businesses, the loss of
jobs and other dislocations, can cause
an ultimate tax loss that could offset
this revenue. David Raboy, director of
research at the Institute for Research
on the Economics of Taxation, con-
tends the tax forces people into ""un-
economic decision making." Says he:
"It discourages people from investing
in the things -iat arc productive."

As an example he mentions asmall
foundry: that may be avery good pro-
ductive investment, but an entrepre-
neur will be reluctant to make the
necessary capital commitment. "'He
knows that ifhe dies they"re going to
have to sell off part of it to settle the
estate. Clearly that"sgoing to discour-
age you."

Besides the negative impact on the
economy, Raboy points out, the taxes
arc not fulfilling their original pur-
pose. That purpose, of course, was to
prevent great concentrations of
wealth, like the Rockefellers® or du
Ponts®, from being passed on from
generation to generation. But the
great fortunes remain, while the im-
pact of the tax, at lesst infdally, is
fallingright on the middle class. Infla-
tion puts itthere, of course.

But, while waiting for reform, what
are folks like Wilbur Doyje going to
do? There are some solutions. For ex-
ample, each year you can give up to
$3,000 away to anyone you want, and
to as many recipients as you want,



Taxing Matters

W ilbur Doyle thirtiesit's neee=
memory to go on paying
thome crushing I(fit insur-
ance premiums. “During my
yean in business roe seen
some 25 good companies
become nonuiable when the
principal died. They just
didn't have the cash fio”j to
pay their bills."”
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without paying gift taxes— a married
couple can give $6,000 a year. Over
and above that, there’s a lifetime
maximum of $175,000 for an individ-
ual or $350,000 per couple. So theo-
retically, a couple can give $6,000 a
year to their heirs for 40 years, with
each child winding up with a quarter
ofamilliondollarsand the estate with
an additional exemption of $350,000.

The problem with this— apart from
whether a young couple can afford to
give away $6,000, $12,000 or $18,000
a year, is that many people are rcluc-
thnt togive. "They get cold feet,'" says
Wanren Shine, a tax principal at the
accounting firmm of Emst & Whinncy.

"They say, "maybe next year.""

So what ifthis $350,000 al lowance
is not used and the husband dies?
Assuming the business is iIn his
name, the estate isallowed to take a
marital deduction of $250,000 or
50% of the adjusted gross estate,
whichever is more. Take an estate
valued at $1 million. First the admin-
istration and funeral expenses as well
as claims against the estate can be
deducted— in this instance, say
$100,000. Half the remaining
$900,000 aejjusted gross estate is sub-
tracted, leaving $450,000. After de-
ducting a unified tax credit of
$47,000, the tax due is $91,800.

But all this— plus deferred payment
provisions which may help stretch
out the taxes— frequently leaves the
business with a severe drain on cash
flov. One solution is recapitalization,
in which the founder or owner issues
preferred stock to himself in retum
for hiscommon shares. ltworks like
this: The owner gets the company
appraised for market value, let's say
$1 million. Assume he has 75% of the
common, and through gifts over the
years, his son has 25%. The father
exchanges his $750,000 worth of
common for a like amount of pre-
ferred, which pays a dividend, say
15% of par, cumulative.

The father™s share in the company
isnow locked in at three-quarters ofa
million dollars. If he dies ten years
later estate taxes will be due on only
that amount. All the growth in the
company has become the property of
the son, so that even if the company
quadruples in value the father™s estate
isstll only $750,000.

There are some pitfalls to this. The
IRS may disagree with the original
valuation, and the father may have to
pay some gift taxes @f the father did
not take out enough value in his pre-
ferred stock, in effect he gave his son
a gift). Some people can have second
thoughts, too. Charles Bogen of Emst
& Whinney tellsof aclient forwhom

he did a recapitalization 12 years ago.
The business, valued at $1 million
then, isnow worth about $12 million.
Says Bogen: ""The old man said, "Look
what you did to me. You took all my
money." I told him, "Yes, but we also
took taway from Uncle Sam, and we
took more away from him than we
took from you." He"s still mad at me.
But the sons love "

All this may help, but for many
small businessmen, perhaps not
enough. Wilbur Doyle, for example,
thinks It’s necessary to go on paying
those crushing life insurance premi-
ums even though he has recapitalized
his business. "During my years in
business 1"ve seen some 25 good com-
panies become nonviable when the
principal died,” he says. "They just
didn"t have the cash flow to pay their
bills."

The Austin brothers haven™t recapi-
talized their soap company atall. "My
brother and 1 each have children
working in the business," Harry says.
"How do you know 20 years from
now which one isgoing to be in and
which one isgoing to be out?"

In the meantime, the Austins con-
tinue to pay those hefty insurance
premiums, adamant that the firm re-
main a family business. But the real
truth is that with the Austins- as
with so many others— the family is
not really the most injured party ifthe
taxes force the firm to be sold out or
closed. Elder brother Harry says that if
the worst were to happen and the firm
had to be put on the block, the heirs
would be all right, they would stll
have enough to liveon.

ltwould be the town of Mars (pop-
1,400), where Austin®s soap company
is the single largest employer, that
would suffer the most. Why? "Cer-
tainly if a national firm, any of the
big soap companies, bought the com-
pany to get the label franchise, why,
1 doubt they would operate here,"
Austin explains. "The Ilittle town
would economically go down the
tube." There have been offers al-
ready from large corporations for
Austin®s company, which serves a
500-milc radius of Pittsburgh. In-
deed, you could hardly expect a con-
glomerate like Gulf & Western or
Litton to have any kind of emotion-
al attachment or loyalty to Mars.
Small family businesses aren"t just
moneymakers for families- they are
an integral part of the economics of
small towns Irom coast to coast.

Wilbur Doyle knows that. But
sometimes he wearies of the whole
mess. ""Once in a while," he says, "I
think, why shouldn™t 1 just blow the
money and have agood time?" m

FORBES. fUNE 27, V8l
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F arm and ranch people are in estate tax trouble
again because of increased values of land,

equipment and livestock. These examples show why

ithas become harder to save the family farm business

and why estate tax laws need updating:

e "We have just been through the long three-year

settlement of my mother-in-laws estate ... On the
320-acre farm where my husband and I live, over SlI
million dollars has been paid in estate taxes in less

than 100 years.”- Betty Brand in April 1981 news-
letter of IllincisWomen for Agriculture.

- "My husbands family and mine have been farm-
ers for generations. The inheritance tax has broken
up farms belonging to both families. We are victims,
and ifour income doesn "“timprove, my husband and
Ilwon®own a farm topass along.

W hy you

w ork to

rew rite ta x law

"My grandfather died just 10 months before my
father, so the estate had to pass through the courts
twice before anyone could benefit. The land in my
grandfather s estatehad to be sold iopay the tax.

“"When my father-in-law died, my mother-in-law
had to mortgage the farm to pay the estate tax. She
was inher 60:, alone, without income or job skills.

"In each of these instances, ifthe women had died
first, the surviving husbands would have paid no es-
tate tax. Itismy firm beliefthatproperty should pass
untaxed from husband to wife, as itdoes from wife
to husband. ""— Peggy Arensman, KansasWomen In-
volved inFarm Economics (WIFE).

Key points made at recent hearings on estate and
gift taxation:
The revenue issue: “The quote most often heard
from members of Congress who favor continuation
of the estate tax is, "W: cannot
lose the revenue.” In 1980, the

showuld

federal estate tax law. We are just beginning to
realize what inflation of land values has done to us,
resulting in bracket leap of estate taxes when an
owner dies. That’s why Washington Women for the
Survival of Agriculture are for the greatest simpli-
fication of the estate tax system, tax-free transfers
between spouses, and eventually total repeal."
— Janet Allison, chairman of government relations.
Endangered: “Today family businesses are an en-
dangered species. We have spent billions to preserve
endangered plants, animals, fish and birds. I in-
dividuals really are important, this isone of the best
chances Congress will ever have to prove it."- Ben
Wallis Jr., Texas attorney and rancher.

Proposal to Congress: "With a fixed estate and gift
tax credit such as we.have now, Congress has to tink-

LAURA LANE

er constantly with tax laws and rates just as you have
done in 1976, 1978 and 1980. This is an expensive
way to govern people’s financial affairs, and itputs a
costly burden on tax-paying citizens who in good
faith revise their wills, break up joint tenancies, in-
corporate, create trusts and then have to do itover
again because Congress changes the rules. The sim-
plest solution would be to set an ample unified credit
and peg it to the rate of inflation. That would save
the family farm for now and for the future.”— Laura
Lane, contributing editor. Farm Journal.

Recent history proves you can influence Con-
gress ifyou speak up emphatically.
<The collection of 236,248 signatures of farm people
on petitions to Congress was a big factor in passage
of the Tax Reform Act of 1976. These petitions were
printed in Farm Journal and delivered to Wash-
ington. The kickoff to this big

campaign was the article "Let’

revenues from estate taxes
amounted to about $6 billion of
the total federal collection of
$466 billion (about 1.4%). Those
who emphasize revenue usually
quote the gross amount received.
The cost of administration (by
IRS) is never subtracted. Is the
governmci.2 netting revenue or
Just exchanging dollars?”— Doris
Royal, Nebraska, co-chairman,
taxation committee, American
Agri-Women.

Effects of inflation: ""Most farm-
ers never thought their modest
holdings would be affected by

8
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We make
tourge Congress!

iteasy foryou

Tomake your voice heard where it
counts, allyou need todo is tear
out the card insert to the right of
thispage, fillitout. puta stamp
on itandputitin the mail. I But
do this today so Farm Journal can
compile totals fast and pass along
the results ofourpell to Congress
and to President Reagan. [1 This
card can help save your family
business.

Get Rid of the Widow?™ Tax,"
Sept. 1975.

e More pressure by farm people
helped kill the carry-over-basis
provision ("'Let’ Get Carry-over
Basis Repealed,” Mid-February
1979). Congress repealed it in the
Windfall Profits Tax Act.

In the past six years, Farm
Journal has published 61 sepa-
rate articles on estate taxation
and estate planning. The mag-
azine can supply the ammunition,
but vocal, persistent farm and
ranch voters are the ones who get
the job done in Washington. <
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Two states recognize

a farm wife's worth

Landmark court victories in
Minnesota,and W isconsin may help

more woirrlen win estate tax cases

By LAURA LANE

SICHIVBI ko>
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L ate in the Twentieth Century
we still have pioneers, and lam
fortunate to know one. Her

name is I<cona Nonlhy, anil she isa

soft-spoken, well-groomed, fiftyish
farm widow who lives inGrant (foun-
ty, Minn. Leona did something no

Minnesota farm woman had ever

done before: She won a fight with the

state’s Commissioner of Revenue in
an inheritance tax ease.

You can even put a price tag on
what her victory means to other farm
women— $2,500,000 is the amount of
revenue the state will not collect this
biennium because of the decision in

This Is the second ol two articles
about farm widows who have won
coyrt battles In estate tax cages.

Leona’ favor. Thai Emoney which in
the past has tbcen paid by furm wid-
ows who had held farm property in
joint tenancy with their husbands.
Add another $1.7 million usually
forked over by widows who have been
deeply involved in other kinds of fam-
ily businesses.

Money (about $4,000 in taxes) was
important, hut itwasn"t the prime
consideration inthecaseofbuna
Norilby rs. Comniisxioin’rat Knrnun .
Her fight was for justice for herself
and others.

The principal issue was whether the
full value of the joint property was
subject to inheritance tax at the death
of Leona”s husband, Lewis M. Nord-
by. Leona had contributed equal ef-
fort to earning income that enabled
the couple to buy the property in the
first place, so 1/eona contended she
owed inheritance tax on only half-
her husband"s half. Farm Journal
readers have known for years about
this legalized discrimination that puts
no financial value on awoman s farm
work in field, bam or office. Itisn
recognized as ''money or money s
worth' incommon-law states (42 of
the ).

When Leona filed her state inheri-
tance tax retumn following her hus-
band s death, she based her payment
on half-ownership plus a widow"s ex-
emption, c"ith full knowledge that she
was asking for ttauble. As her attor-
ney, Jon Stafsholt of Elbow Lake, had



foreseen, the Commission of Revenue
rejected Leonasclaim. The next step
was toappeal to the state Tax Court.

Stafsholt felt the Minnesota statute
discriminated againstwomen in prac-
tiee ifnot in language and was eager
to chal lenge the interpretation.

Several factors favorable to Leo-
nascase were listed for me by attor-
ney Stafsholt:
= The case could be heard on home
ground-in the courthouse at Elbow
Lake, thanks to new Minnesota Tax
Court procedure.
= The presiding judge had been a
country lawyer earlier in his career,
so he knew something about farm
women 5work hebits.
= The Minnesota Legislature was
consideringan Equal Rights Amend-
ment at th\time.

« A few months before, a Wisconsin
widow, Doris Kersten, had won asim-
ilar action against the Department of
Revenue in her neighboring state
(more about this case later). Attorney
Stafsholt says: ""Actually, the Kersten
case has almost no bearing on Minne-
sota law, but knowledge of a decision
like that puts the judges in tune with

The gloomy factor was that no one
had ever successfully challenged Min-
nesota’s Inheritance Tax Department
on "thewidow’ tax."

Revenue Department officials tried
to s=ttle out of courtwith Leona be-
fore the case came to trial. First they
offered toexclude 20% of the estate
from Minnesota inheritance tax, then
25%, then 30% and finally 35%. That
posed a real dilemma. Stafsholtex-
plained tome:

"I told Mrs. Nordby mtwas probably
inher own interest toaccept that of-
fer— the dollaramount wasn tsignifi-
cantly lessand rtwas a sure thing.
Taking the appeal tocourtwas risky,
as Ihad warned her.

"'She thought about the offer for a
week and then askedagain: "If I set-
te out of court, will |his help other
Ffarm women? 1 told her, no twould-
n"t. That settled the matter. She Raid,
"Let"s go tocourt then.” Itwas a cou-
rageous decision."

Testifying in I/ara’s behalfwere
people who knew her well: two farm-
ers— a neighbor and her husbands
brother; her own brother and Leona
herself. .. ""an excellent, soft-spoken
witness,"" Stafsholt describes her. She

Slafshoii considers Leona Nordby vs. Commissioner of Revenue the most im-
portant case ol his career thus tar. His cliait, Nordby. now rents out the (arm
?.idworks as a nurse”s aide inan Elbow Lake Hospital. She says the case has
mlhanijed her lifeand views in several respects. *

folloned his two bits of advice:
"Think before you reply to a question.
Tell the truth.™

What the testimony revealed: Short-
ly after Leona and Lewis married,
both were employed by an elderly
bachelor farmer— Lewis as a hired
man and Leona as a housekeeper .
That was in 1936. They rented a place
in 1939 and borrowed 1o buy theirown
160 acres in 1947, after a lotof worry
and pencil pushing. Sometimes they
had dairy cows, sometimes sheep and
beef auttie, usually hogs, chickens and
turkeys, often ducks and geese.

The work and worries of farming—
as well as the rewards— were always
shared. Leona milked and helped care
foranimals and poultry, prepared
meals for hired help, treated seed,
loaded fertilizer, cleaned and repnirod
buildings and equipment, operated
farm machinery, helped with book-
keeping and tax retums. She nnd
Lewi? borrowed money together and
they shared a bank account.

When Lewis was incapacitated, Le-
ona became the farm operator— for
about a year at a time. Once was
when Lewis had nn operation fora
slipped disc and again later when he
wan injured inan accident with a
tractor-pulled spray rig. Later she
took over when Lewis became too ill
towork. He died of cancer in 1976.

A key point that attorney Stafsholt
made in the court proceedings- IfLeo-
na had divorced I/ewis instead of

nursing him and carrying on the farm
operation, she would have been en-
titled to half of his assets under Min-
nesota law. Why should she be finan-
cially penalized for 40.708" as a\"
working partner ie good marriage?
"The legislature rertainly dklInot
mean to reward divorcees and penal-
ize widows, " Stafsholt says.

Judge John Knapp, who wrote the
unanimous opinion of the Tax Court,
picked up this point: "'If the rights of
ownership injointly owned property
are recognized in divorce proc-?dings,
there isno reason in logicor equity t©
ignore these same rights in inheri-
tance tax cases.

""The work and contributions made
by each spouse in operating a family
farm should be recognized as being
adequate consideration in money or
money sworth inconsidering aclaim
of ownership in at leasta portion of
the property which passes to the sur-
viving spouse upon death. In the in-
stant case, we have found that the
contributions of each spouse were
substantially equal .”

That was on Feb. 17,1978. In April,
then Governor Rudy Perpich an-
nounced that the state would not ap-
peal the ruling, and that the Depart-
ment of Revenue would "'extend the
principle towomen who participate in
any family business."

A landmark cat™* has repercus-
sions for client and attormey.
1jeona Nordby % victory saved her

iAliy XXINAI



-some inhcriiancc lax money, and she
gladly used part of il to pay attor-
ney"s fees. She remains an unassum-
ingwoman though she has been much
photographed and interviewed by the
Minnesota press. What changed?

1 Estate and inheritance taxes and
laws that discriminate againstwomen
have become a consuming interest.
She values the praise of those who
recognize the magnitude of her con-
tribution, and accepts philosophically
the criticism of ""'some people who
don*tapprove of what Idid.""

Leona”s decision toengage ina le-
gal struggle was prompted in part by
the experiences of a widowed cousin
inanother state who. because of lack
of documentation, had been obliged to
pay inheritance tax on her own prop-
erty as well a3 on propertyjointly «
owned. The cousin never fought her
case. Leona considered for several
months whether to go to court.

"I kept thinking, "Boy, how I had
worked. * To say that the results of 40
years™ labor belong only tbone isan
insult to both members of a marriage.
1 felt itwas the right thing todo Do
go tocourtl]and the right time todo
it,and Iproved to be rigit."

2. Leona lost her prejudice against
lawyers. She credits a daughter-in-
law, Marlyce Nordby, a paralegal aide
in Minneapolis, with her change in
idess, and says, ""An attorney can he
as eager as a client toget justice and
thelp you in the process.”

Jon Stafsholt considers the Nordby
case the most significant in his career
thus far, because of ftswidespread so-
cial impact: "It"s the beginning of the
end of farm wife discrimination.' He
was asked twrite about ftfora Min-
nesota legal jourmal, and he ha3 con-
ducted three seminars for the Minne-
sota Bar Association. He also has re-
ceived appreciative letters from farm
wives and from attomeys.

More nn women should use the
courts toget their just due, Stafsholt
believes. lie says: "'Ltwislative bodies
and the executive branch of our gov-
ernment . re sensitive to the pressure
of mjorities, but our courts still arc
sensitive to the righ®a of minorities."”
Thatswhat farm and ranch women
arc— a minority.

A favorable decision helps other
cases— in fact, theres a slow-hut-
surc domino effect.

Numbers of Wisconsin women have

Mrirwuth i<o<)

profited from Doris Kerstens victory
in the states Supreme Court, March
2,1976 (In re Estate of Kersten, 71
Wis. 2d 757).

Records of the court proceedings
give these facts:

""Lester and Doris Kersten devoted
all their working efforts during mar-
riage to operating the farm. Almost
all that was owned by the couple at
the death of Lester Kersten had been
acquired by them during marriage.
Neither inherited anything. Lester
and Doris Kersten made substantial
capital improvements to the farm, all
ofwhich were paid for from farm
profits. .. expansion of milking fecil-
ities, remodel ing of the house, and ad-
dition of several structures, including
a silo, machine sheds, milk house, hei-
ferLarn and garage.

""In addition to maintaining the
household (the couple raised four cil-
dren), Doris helped keep the farm
books, cared for and trained the
calves, helped with the milking, oper-
ated the tractor during [hay] baling,
and generally assisted her husband in
the farm work.

“Additionally, Doris Kersten ran
the farm alone for two periods of time
during which her husband was ill.
However , she testified that neither
would have successfully operated the
farm without the continuing assis-
tance of the other.

“On cro**-e»amlnatlon, Doris
Kersten testified that there was nev-
er a written partnership or joint ven-
ture agreement between herselfand
her husband.

"'Doris Kersten never reported per-
sonal income for cither federal or
state income tax purposes. The milk
check, the primary source of farm in-
come, was made out to Lester Ker-
sten. Farm income was reported by
Lester Kersten as his income for So-
cial Security purposes.”

The trial court (Marathon County
Court) had determined that, with two
exceptions (property Lester already
owned when he married Dorisand
one certificate of deposit), the balance
of the jointly owned property should
be taxed on a ""'50/50 hesis." Itor-
dered the Commissioner of Revenue
to refund $2,911.01 of inheritance tax
to Doris, the personal representative
(executrix) of Lester™s estate. Thats
when the Department of Revenue ap-
pealed the case.

T biy

In his decision favoring Dorla,
Wisconsin Supreme Court Judge Rob-
en\W. Hansen said: "'So the issue in
this case narrows towhether Doris
Kersten personal services on the
fami ly-operated farm constituted
"consideration in money or money s
worth”in retumn for her interest in
the property jointly held by her and
her husband. ..

"We agree with the trial court and
affim itsholding that Doris Kersten
was entitled tocredit for inheritance
tax purposes for such contribution on
her part to the jointly held property
. . Victory for Doris!

Elsewhere in ljjsdecision Judge
Hansen quoted extensively from the
federal Tax Court case Estate of
Everett Otte \S. CommissionerofiIn-
ternal Revenue (See "They sued the
IRS and won," Farm Journal, Aug.,
197). This case established that the
contribution by Lura Otte of personal
service as a wife “JjMokept the farm
records and took an active part in
the day-to-day operation of the farm,
fairly justifies a division of the prop-
erty acquired during her marriage.”

To aum up, Lura Otte helped Dor-
iIsKersten.

Both Lura Otte and Doris Kersten
helped Leona Nordby. n

And Leona Nordby case was cited
in the successful suitof Bessie Craig
vs. The United States ofAmerica
(Qistrict Court, South Dakota, 1978).

None of these four women knows
the other. None wa3 aware she was
helping anyone but herself. But the
oollective heroism of these four may
benefitevery wife who Isa working
partner with her husband ... forall
time to come. S|

MORE ON ESTATE PLANNING

Laura Lanels detailed rtooit.
""How the Revenue Act ot 1978
Atlects Your Estate Plan.” i ust
od the press.

To order, send $1 plus 404 de-
Inery charge to: Revenue Act.
Faiim Jourmal. Box 1927, Phila-
celphia. Pa. 19105. Or get the
report tree with your order ot
Farm Journai's Estate
Idea Book by Laura Lane, awail-
able from the same address tor
$14.95 plus 70<t celivery charge.
Both ilems are tax-deductible.

Planning

4]
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By LAURA LANE

P robably you have never beard of
Bessie Craig or Lura Otte, but
these unassuming farm women

are true heroines. Both are widows,

courageous in a special way .

They pioneered in a setting unfa-
miliar t them— the federal courts.
Both hired competent attorney™ to
help them press for justice inestate
tax cases. Each won— not just for her-
self but for other farm wives who have
worked along with their husbands,
managed and sometimes scrimped to
have a good life and, in the process,
build a farm estate to pass along to
their children. Here are their stories:

Bessie Craig vs. The United States
of America
FACTS: Bessie married Clarence
Craig in 1925, and they started farm-
ing from scratch on rental land in
Brown County, S.D. From day one of
their 43 years of married life, Bessie
was the bookkeeper— she had studied
bookkeeping and typing in high
school, and she developed her own
form of enterprise accounting.

The Craigs were good farmers and
good managers. They bought their
first farm during the Depression
(1930), and from time to time bor-
rowed money toadd other parcels to
their holdings. They raised wheat,
com, oats, barley and flax, and they
had stock, too— a cow-calf operation,
hogs, sometimes sheep and a sideline
Shetland pony business.

Early in their marriage Bessie
worked in the fields, and she was al-
ways available to haul grain or stock.
Once she trucked a load of horses
from Missouri to South Dakota. Some-
how she found time to raise a big gar-
den and do a great deal of canning—
vegetables, fruit, meat.

The Craigs”five children helped as
they grew old enough, but that wasn™t
sufficient. Clarence and Bessie to-
gether hired farm laborers who "'lived
in." Bessie cooked for tlitm, did their
laundry, mended all theiTsclothing,
cleaned their quarters.

She had one enterprise of her
own-— a butter and egg route in town.
She churned by hand and molded the
butter; and the chickens were her spe-
cial responsibility. "'1°d get up in the
middle of the night to see after my
baby chidks,"" she reminisced tome
not long ago in her comfortable living
room. The money front thisand all

farm sales went into a single bank ac-
count in both names.

When Clarence and Bessie went on
cattle-buying trips, she usually wrote
the checks. Anil she was the one who
hired truckers to deliver the stock to
the farm. A favorite meal of truckers
was hamburgers and homemade cher-
ry pie, she says.

The Craigs were fortunate to have
an astute attomey, Douglas Bantz of
Aberdeen, who persuaded them as
early as 1958 to "'equalize" their hold-
ings for estate tax purposes. When
Clarence died following a car accident
in 1968, he held tatle to 5/Bquarter
sections of lad, Bessie to 714, and
they owned one parcel of pastureland
in joint tenancy. In hiswill Clarence
set up a trust, through which his hold-

Her name may appear incountless law
books, but Bessie Craig remains an un-
assuming woman. She has a head lor
business and in preparation lor testi-
mony in her case against the U S. she
was able to produce bank checks writ-
ten 30 years earlier. Now that sons op-
erate the farm, Mrs. Craig Iives ina
small town, enjoying family and friends.

A larm-reared South Dakota attomey.
Kennith L. Gosch knows firsthand
about "*the value of a woman inthe
Tamily business.""

They sued

-a n d w o0n

Victories by two
widows in federal estate
tax cases may help
other farm women

who feel they have

been denied justice

This ks the first of two articles
about farm women who have won
court battles Inestate tax cases.

Froles IK, ka’1H.MdRrtait!
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Lura Otte, right, keeps up with changes inestate tax laws and alters her estate
plan accordingly. ''These days a widow needs dl the hellp she can get,” she
tElisthe author, Laura Lane, Kt Mrs. Otte especially values the continuing
support ot two sons and three daughters, dl in farming. The youngest son,
ummarried, Iies in the family home with her. Mrs. Otte remains a record-keeper
and keen analyst of commodity market trends.

ings went to the children. Bessie in-
herited only household goods and the
family car, since she already owned
half of the farm (966.5 acres). Neither
the South Dakota Department of Rev-
enue nor IRS contested her ownership
of real property.

THE ISSUE: At stake was personal
property valued at $265,405.09- ma -
chinery worth $3,933.50; livestock, in-
cluding 620 head of cattle, valued at
$167,864.56; and miscel laneous assets
(stored p-ain, interest inseveral co-
aps, etc.) worth $43,602-03.

Attorneys for the LS., strictly in-
terpreting the Tax Code, claimed Bes-
sieowned none of this personal prop-
erty and said she therefore owed IRS
an additional $42,318.79 in tax. (A tax
she describes aaj"a whopper' already
had been paid iW the estate.) Bessie
forked o>"er the tax deficiency, but re-
served the right, as executrix, tosue
to get the money back.

Bessie’s attomeys, Kennith L
Gosch and Harry N. Sandstrom (then
partners of Mr. Bantz), chose to fight
the case on their own home ground—
that Is, in District Court in Aberdeen.
They preferred this to the Tax Court,
which they feel often favors IRS.

5?

By the time the case began on a
blizzardy day in November, 1977, Bes-
sie had done her homework. Inone In-
stance that meant digging up a check
she had written in 1946— more than
30 years earlier.

Itwas easier to find records than
keep her cool when a U.S. tax attor-
ney accused her of ""a self-serving as-
sertion not in accordance with the ob-
Jective facts." She could not deny that
on federal income tax returns (which
Bessie always prepared for review by
a CPA) that ""Mr. Craig s listed as a
farmer whille Mrs. Craig is not listed
as having an occupation.” Nor had
Bessie and Clarence ever filed a part-
nership income tax retum, the gov-
ernment’ attorneys pointed out.

Bessie had a chance to testify in her
own behalf 'l wasn"t scared," she
told me), and so did three of the Craig
children and the family banker. The
Justice Department attorneys from
Washington, D.C., were polite to Bes-
sie, but out of her hearing they often
chided her counsel on the futility of
her case. Nevertheless, attormeys
Gosch and Sandstrom kept hammer -
ing away at the idea that If ithad not
been for Bessie"s help, Clarence would

ing can be a team operation, involving
both husband and wite

have had to employ another hired
man. And they never letanyone for-
get that Bessie had been a joint deci-
sion-maker with her husband.

""The best point in Bessiel favor
was that she and Clarence really did
operate as farm partrers,' attormey
Gosch told me.

He explained tome why he and his
partner had delayed filing suit
against the U.S. for several years.
"We feltthere was a changing mood
in the country. The longer we waited,
the more people would realize the val-
ue of awoman ina family business."
THE VERDICT: Judge Fred J. Nichol
wrote the Court’s decision announced
on June 14, 1978. Some of his state-
ments were music to a farm wiffcs
ears: “All in all, the efforts of Bessie
Craig, in the operation of the family
farm, as well as her capital contribu-
tions in income derived from her lad,
can properly be characterized as those
of a partrer, in the fullest business
sense of theword ...

""The Court will not ignore this
farm wife"s contribution to the suc-
cess of the business as the Intemal
Revenue seeks todo ... (T)he plain-
tff isentitled to the refund sought.”

In time, Bessie got back her
$42,318.79 plus interest. She had t©
pay attomeys” fees, of course, but It is
agre "satisfaction "‘to get justice,”
she says with a proud smile.

Now Bessie"s place in history isas-
sured- in future law books, later gen-
erations will study ''Craig vs. The
United States of America."

Lura Otte vs. Commissioner ot In-
temal Revenue
FACTS: Everett and l.ura Otte
farmed in Jackson County, Ind.,

fol-



lowing theirmarriage inJuly 102,
Like the Craigs, they acquired land
by the "‘borrow-then-pay-for' meth-
od, using farm income to buy several
tracts to add to their 103-acre ""home-
place’ Everett bought before their
marriage. They held tatle jointly, or as
Indiana law puts it, ""as tenants by
the entireties."”

Under Indiana law, income from
such joint property belongs to spouses
inequal shares, and "‘each spouse s
considered 1o have paid from hisor
her separate funds one half of the
cost of any property acquired through
payment of the income from such
property.”

In 1947 Everett inherited from his
father one-quarter interest in 20
acres. He and Lura then bought out
the three other heirs— one brother
and two sisters. Lura also received an
inheritance— $2,170 from the estate
of her mother in 1951. She used most
of itto buy an Oliver 66 tractor and
the remainder to install running wa-
terand a bath ina farm house the
Ottes owned.

The Ottes began farming with
horses (as the Craigs had done), and
Lura would drive a team toharrow,
disk, plant or haul hay. Later she
learmed todrive a truck and made
trips to town for feed. When Everett
was "working at another place,” Lura
hellped care for the stock and did the
milking. She kept chickens, too; pre-
miums foran endowment life insur-
ance policy on Everettwere paidwth
her hen-and-egg money .

One enterprise of the Ottes was
raising certified seed. Lura took re-
sponsibility for picking out odd ker-
rels, and she also handled most orders
and celiveries. She set out cabbages
and tomatoes; helped harvest both.

Somehow she managed tokeep
track of markets todetermine "‘the
best day to =ll hogs.” She was iIn
charge of many financial affairs, in-
cluding the bookdkeepirtj;.

Everettand Lura Otw reared five
children- two sons now farm land
that Lura owns.

In 1966 Everett had an opportunity
t0go to Russia as part of a farmer
exchange program. Beforehand he de-
cided toget his affairs in order, and
that included some estate planning,
which he had learned about at Farm
Bureau meetings. On the advice of his
attomey, Everett transferred approx-
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imately 260 acres to Lura separately,
of the 636 acres jointly owned. He did
this for several reasons: tocut estate
taxes in the event of hisdeath, to
compensate Lura for her hard work
and give her more experience inman-
aging real estate, and to lessen his
own resporsibilities, even though at
age 61 he was in excellent health and
had never had any serious illnesss.

About a year after the trip to Rus-
sia (Oct. 10,1967) Everett Otte died of
a cerebral hemorrhage.

THE ISSUES: The IRS and Lura Otte
had several bones of contention on
federal estate taxes due, hut the prin-
cipal one was IRS % contention that
none of the real and personal prop-
erty reported on the estate tax retum
originally had belonged to Lura, with
the exception of the inheritance from
her mother. In other words, her con-
tribution had not been of "'money or
money Sworth.” IRS billed Lura for
an additional $7,943.44. This was
“"widow"s tax,”” because if Lura had
died first, Everett would have been
recognized as the owner and not billed
for a deliquency.

Lura contended IRS had not given
her proper credit and said she was due
a refund of federal estate tax
amounting t$1,870.29.

"1 just felt I had made aconsider-
ablle contribution to buying, upkeep
and farm expenses, but in the eyes of
IRS awoman s work counts as noth-
ing,"" she told me in reviewing her
battle in the federal Tax Court in In-
dianapolis.

Was she frightened? "No, I feltse-
curewith my figures. I had tosupply
complete records for every year we
had farmed, and itwas those farm
records that convinced the judge."

Her principal attormey, Elmer E.
Lyon of Indiat™polis, adds: "Mrs.
Ottes openness and honesty couldn
he ignored. She had never considered
herself as a partner of her husband—
women didn™t in an earlier era, even if
they were outstanding performers
like Mrs. Otte. But we were able
<l the court on the idea that Everett
and Lura were a husband-and-wifc
team,"’

THE VERDICT: The concept of a
husband-wifc team was recognized by
Judge Graydon G. Withey in his
memorandum decision of March 28,
1972. He noted that the home farm
had been in Everett"s name only until
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1958, but added: "*We believe the en-
hanced value of the homeplace result-
ing from (Everett and Lura) working
as a team constitutes jointly acquired
property subject to equal division for
estate tax purposes...

"Luralefforts, industry and skills
were not limited to those of an ordi-
nary housewife and contributed to the
success and growth of the overall
farming operation."

The money involved was not an
enormous sum by today% inflated
standards, but Lura Otte was
satisfied in the knowledge that a
woman*s contribution was officially
recognized, despite strenuous objec-
tion by IRS. She keeps up with feder-
al estate tax law and believes it
should be changed to give justice to
""'women up and down the road who
are milking cows, driving tractors.”
When told that her case had helped
other women she had never heard of,
she said: "Really? Well, 1"m happy
that is the case."

The 1978 change in the federal tax
law that allons a widow or widower to
""earn” and exclude from estate tax
2% ayear of jointly held property of-
ten isreferred to as "the Otte
Amendment, ' attorney Lyon says.
Thats an unexpected reward for
Lura Otte.

Many other widows have contrib-
uted to farm estate building and con-
serving, letters t Farm Journal il
us, but whether they could win in the
courts depends on individual circum-
stances. What awoman needs isa
sense of her own worth, records to
back her up, some money for legal
fees, a determination to see justice
done— and the courage of a Bessie
Craigora Lura Otte,

More on Estate Planning

Laura Lane"s detailed report. ""How the
Revenue Act ot 1978 Atfects Your Es-
tate Plan,” a companion piece for
FARM JOURNAL"S Estate Planning
Idea Book, IS just oti the press. To or-
der. send $1 plus 40® delivery charge
1o: Revenue Act, Farm Jourmal. Box
1927. Philadelphia. Pa. 19105. Or get
the report free with your order of the
Estate Planning ldea Book. avaif3ll8"
from the same address for $14 95 plus
70® delivery charge. Both items are tax-
deductible 0
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Introduced: 4/29/83

Referred: Judiciary and
Finance

BY TISCHER, BARNES, BETTISWORTH,
IN THE HOUSE BUSSELL, LISKA AND WARD

HOUSE BILL NO. 388
IN THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act repealing the state estate tax;
for an effective date.”

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 13.16.610 and AS 43.31 are repealed.

* Sec. 2. Estates of decedents dying before the effective

and providing

dateofthis

Act shall be taxed under the laws in effect before that date.

* Sec. 3.This Act takes effect immediately in accordance with AS 01.-

10.070(c).

HB 388





