Agricultural
Law Digest

Agricultural Law Press
Publisher/Editor
Robert P. Achenbach, Jr.
Contributing Editor
Dr. Neil E. Harl, Esq.

* * * *

Issue Contents

Bankruptcy
Federal tax
Refunds 107
Contracts
Statute of limitations 107
Federal Agricultural Programs
Citrus 107
Crop insurance 107
Food safety 107
Federal Estate and Gift Taxation
FOBD 107
Generation skipping transfers 107
Special use valuation 108
Valuation 108
Federal Income Taxation
Alternative minimum tax 108
Court awards and settlements 109
Depreciation 109
Disaster losses 109
Farm income averaging 109
IRA 109
Like-kind exchanges 109
Penalties 109
Pension plans 109
Returns 110
Safe harbor interest rates
August 2005 110
S corporations
Accounting method 110
Passive investment income 110
Reorganization 111
Self-employment income 111
Tobacco quota transition payments 111
Negligence
Trespassers 111
Property
Easement 111
In the News 111

Volume 16, No. 14

July 29, 2005

ISSN 1051-2780

Cash Renting Land: Eligibility for 15-Year
Installment Payment, the Family-Owned
Business Deduction and Special Use Valuation
-by Neil E. Harl*

For several years, the rules governing the cash rental of land to a family-owned entity for
purposes of 15-year installment payment of federal estate tax,1 the family-owned business
deduction2 and special use valuation3 have been developed and refined with distinctive
differences among the three provisions for which guidance is often sought. A private letter
ruling, released in May of 2005, has addressed the availability of the three provisions in
the context of a unique fact situation4 and, in the process, has introduced some confusion
into the fairly clear guidance in existence.
Facts of the letter ruling

The ruling in question, dated January 14, 2005, involved an automobile dealer, the
decedent, who had formed two corporations to carry on retail automobile dealerships.5
The decedent continued to be involved in the day-to-day operations of both corporations
until the time of his death.6 All of the stock in the two corporations had been transferred
to a trust of which the decedent was the sole beneficiary for his life.7

In addition, the decedent continued to own two tracts of real property on which the
dealerships were conducted.8 Apparently, the tracts of real property were rented to the
respective corporations under cash rent leases.
Eligibility for installment payment of federal estate tax

The ruling first addresses the eligibility of the assets for 15-year installment payment
of federal estate tax.9 The ruling finds that the decedent was carrying on two trades or
businesses through the corporations and because 100 percent of the stock was owned
by the decedent’s trust, the interests are deemed to be interests in a single closely-held
business.10 Interestingly, the ruling cites Rev. Rul. 75-36611 as authority for treating the
corporations as trades or businesses. That 1975 Revenue Ruling involved a crop-share
lease farming operation wherein the ruling concludes that the decedent was carrying on a
trade or business because the decedent was significantly involved in the farming operation
under the lease through participation in management.

The 2005 ruling then turns to the two tracts of real property which were apparently cash rented
to the corporations and concludes that the decedent was carrying on a sole proprietorship.12
Because the tracts of land were “necessary and essential to carry out the day-to-day operations”
of the dealership corporations, the two land tracts were treated as part of the single trade or
business with the corporations and the land tracts comprising that single trade or business.13
______________________________________________________________________

* Charles F. Curtiss Distinguished Professor in Agriculture and Emeritus Professor of Economics,
Iowa State University; member of the Iowa Bar.
_

Agricultural Law Digest is published by the Agricultural Law Press, P.O. Box 50703, Eugene, OR 97405 (ph 541-302-1958), bimonthly except June and December.
Annual subscription $110 ($90 by e-mail). Copyright 2005 by Robert P. Achenbach, Jr. and Neil E. Harl. No part of this newsletter may be reproduced or transmitted
in any form or by any means, electronic or mechanical, including photocopying, recording or by any information storage or retrieval system, without prior permission in
writing from the publisher. http://www.agrilawpress.com Printed on recycled paper.
105

106
Family-owned business deduction
The ruling concludes that the land tracts were “integral to
the business operations” of the dealership corporations and
were “qualified family-owned business interests” and thus were
eligible for the family-owned business deduction.14 The ruling
goes on to discuss the “qualified use” test15 under special use
valuation and the fact that there is a similar requirement under
the family-owned business deduction. The ruling, in a highly
confusing passage, then reverts to the rules under I.R.C. § 6166,
and states –
Directly owned real property that is leased by a
decedent to a separate closely held business is considered to
be qualified real property, but only if the separate business
qualifies as a closely held business under § 6166(b)(1) with
respect to the decedent on the date of his or her death and for
sufficient other time (combined with period during which
the property was operated as a proprietorship) to equal at
least 5 years of the 8 years preceding death. For example,
real property owned by the decedent and leased to a farming
corporation or partnership owned and operated entirely by
the decedent and fewer than 15 members of the decedent’s
family is eligible for special use valuation.
First, that passage states that the § 6166 tests include a
requirement that the tests must be met for five or more of the last
eight years before death.16 The problem is that there is no such
requirement. The Section 6166 tests are point-of–death tests. The
second and final sentence of the above passage states that real
property “leased to a farming corporation or partnership owned
and operated entirely by the decedent and fewer than 15 members
of the decedent’s family is eligible for special use valuation.”17
The law is well settled that real property cash rented to a member
of the decedent’s family as tenant or an entity wholly owned by
members of the family as tenant, at the time of death and for
five or more of the last eight years before death, is eligible for
special use valuation. There is no requirement that limits tenant
entities to fewer than 15 members of the decedent’s family. The
passage in the ruling is highly misleading and incorrect.
Special use valuation
The ruling18 states, without much further elaboration, that
the tracts of land in question would be eligible for special use
valuation under I.R.C. § 2032A. Although the ruling does not
so state, the only special use valuation provision that would be
available to an automobile dealership would be the five-factor
formula.19
It is important to note that the rental of the land was apparently
at a fixed rental, but the saving element was that the land was
being used in a closely-held business.20
Conclusion
The one conclusion that can be drawn from the ruling21 is that
assets leased at a fixed cash rental may be eligible for 15-year
installment payment of federal estate tax if the assets were used
as an integral part of a trade or business in which the decedent
was involved. That could be useful authority in farm and ranch
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operations structured with the land rented to the production
entity.
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AALA ANNUAL AGRICULTURAL
LAW SYMPOSIUM

The American Agricultural Law Association is holding its annual
Agricultural Law Symposium on October 7 & 8, 2005 at the Country
Club Plaza Marriott in Kansas City, MO. New this year is 165 minutes
of farm and ranch taxation presentations on Friday, October 7. The
presentations will be made by Neil E. Harl, Roger A. McEowen and
Phil Harris. A special “Friday only” registration is offered to allow tax
professionals to attend the Friday tax presentations without having to
attend both days. More information can be found on the AALA web
site http://www.aglaw-assn.org or by contacting Robert Achenbach,
AALA Executive Director at RobertA@aglaw-assn.org or by phone at
541-485-1090.

