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I. I NTRODUCTI ON 

Estate planning has many definitions, and perhaps really means 

something different to the different kinds of people and professions, 

but it can best be described as a means of passing from this world 

into the next without passing through the Internal Revenue Service. 

Even though there are several factors in good estate planning other 

than a tax savings, such as the creation, conservation, and utilization 

of the family resources to obtain ma ximum security and support for the 

family,1 these objectives could not be accomplished without primary 

concern for the minimization of income taxes, estate and inheritance 

taxes, probate costs, and the conservation of principal currently and 

after death. Whether the estate plan is for a doctor, corporate executive, 

young professional, or farmer and rancher, the ultimate goal is for each 

to make the most of what they have. The diversity and fast change by 

which the American people work and live today causes unique problems 

characteristic to each phase, and in recent years, the changes in 

agriculture have been the most severe. 

Yesterday's farmer and rancher can be called today's "agricultural 

businessman", emphasizing the fact that estate planning problems of the 

contemporary farmer and rancher have become more akin to those of the small 

businessman. While the size of the average farm has nearly doubled since 

1945 and expected to double again by 1980, 2 the farmer and the rancher 

must not only have the capability of aggregating a capital investment of 

-nearly a quarter of a million dollars, but the technical know-how and 

estate management skills to make the farm or ranch a productive and efficient 

investment. The change from man-power to machines, the real property 
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improvements, the huge volume increase of livestock and acreage to help 

cover the fixed expenses ... all of these changes have thrust the old dirt 

farmer and cowpuncher into the business world . The need for proper estate 

planning is apparent, but the apathy of the farmer and his distrust of 

legal terms and instruments present the biggest problems in trying to 

plan a sound estate. This paper will hopefully give an overview of the 

valuation and liquidity prob'lems in an unplanned estate, post mortem 

estate planning, and the administration of an estate as an income tax 

entity. 

II. VALUATION AND LIQUIDITY PROBLEMS 

A. VALUATION 

A good starting point is with the definition of gross estate: 

The value of the gross estate of the decedent shall be 
determined by including to the extent provided for in 
this part, the value at the time of his death of all 
property, real or personal, tangible or intangible, 
wherever situated. 3 

Li vestock and harvested and growing crops must generally be itemi zed 

and the value of each item separately returned as property of the estate. 

Growing crops at the decedent's death must be valued as an asset and 

included in the gross estat e even though they are later plowed under and 

not harvested. Estate of Bgy~. Tompkins. 5 Includable in the decedent's 

gross estate are property interests such as crop shares or livestock 

received as rent prior to death and owned at death, crop shares or 

livestock which decedent had a right for rent accrued at the time of his 

death, and cash rental payments attributable to that portion of the lease 

term which expired prior to death of the decedent.6 These interests are 

examples of property interests unique to the farmer and rancher that 

require the attorney advising as estate planner to be well aware and 
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knowledgable. 

The Internal Revenue Code provides for valuation of the entire estate 

at the time of the decedent's death or an alternative valuation date six 

months after the decedent's death.7 If the executor elects to value the 

property under the al ternate valuation method, then these properties are 

included in the gross estate at their F.M.V. at that date so designated 

in I.R.C. § 2032. The value is arrived at by accertaining as a basis the 

F.M.V. for each unit property as of t he applicable valuation date. Each 

property interest, including harvested crops, growing crops, crop shares, 

livestock and cash rental payments must be itemized and valued separately, 

taking into consideration all relevant facts and elements affecting value 

as of that date.8 

An important concept to remember about the alternative valuation 

date is which property is lIincluded propertyll and which is lIexcluded 

propertyll . 

If an executor elects the alternate valuation method under 
§ 2032, the property included in the decedent's gross estate 
on the date of his death is valued as of whichever of the 
following dates is applicable: 

(1) . Any property distributed, sold, exchanged, or 
otherwise disposed of within six months after 
the decedent's death is valued as of the date 
on which it is first distributed, sold, exchanged, 
or otherwise disposed of; 

(2) Any property not distributed, sold, exchanged, 
or otherwise disposed of within one year after 
the decedent's death is valued as of the date 
six months after the date of decedent's death.9 

Property earned or accrued after the date of decedent IS death and during 

the alternate valuation period with respect to any property interest 

existing at decedent's death which is not lIincluded propertyll or rep

resentative of receipt thereof, is lIexcl uded propertyll in val uing the 
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gross estate under the alternate valuation method.lO An example of such 

a distinguishment is rent accrued at the date of death as being "included 

property" versus rent accrued after death and before subsequent valuation 

date as "excl uded property" . l1 The gain or appreciation in the value of 

cattle sold during the al ternate valuation period is not property earned 

or accrued and does not fa ll within the category of "excluded property", 

but is rather ;iincluded property".12 In regard to growing crops, if they 

are considered "included property" at t he date of decedent ' s death, then 

even though they undergo changes of fo rm during the alternate valuation 

period, they are still "included property" and valued at fair market as 

of the applicable alternate valuation date. 13 

The determination of fair market value and t he amount includable 

in the gross estate for livestock and crops owned by decedent can be 

accomplished by reference to comparable markets. These markets are 

the daily reports that come out for livestock and harvested crops, and 

serve as an acceptable base for establishing F.M.V. However, the 

determination of F.M.V. for growing crops is made parti cularly diffi!d'ult 

because there are no known markets to reference for comparable sales. 

The methods set out below represent different ways in which the 

determination may be approached: 

(1) Consider the cost of sowing the crop, taki ng into 
consideration the seed, labor, fuel, and use of 
machinery; next estimate the value of the mature 
crop; then prorate t he increase over the months 
of the growing season to the date of death taking 
into consideration the variables that might effect 
the yield or ,price. 

(2) Consider the ultimate sales price as a starting 
point which would be reduced by the cost of bringing 
the crop to maturity from date of death, and the cost 
of harvesting. Net proceeds would be allocated by 
use of a fraction having the number of days in the 
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(3) 

growing season as the denominator and the number 
of days in the growing season up to the time of 
death as the numerator. Advantages to this approach 
include the estate or its successors receiving a 
stepped up basis under § 1014 of I.R.C. and 
the relative ease and accuracy by which it is 
calculated . The objection to its use stems from 
the requirement that it consider post-death factors. 
Consider the size of a loan which the farmer might 
have been able to negotiate at the time of his death 
using the growing crop as security . This amount would 
be highly conservative since it is usually determined 
by a percentage of the total value of the crop.14 

These methods are not all of the acceptable approaches to valuation of 

growing crops and should certainly not be considered as mutually exclusive. 

Perhaps a combination of these would be best depending on the facts 

and circumstances of each case . 

A typical owner-operator of a farm or ranch has assets of substantial 

value which he wants to maintain to the extent necessary to provide a 

comfortable standard of living and security for himself and his wife. 

He may wish to commence some distribution scheme for any assets which 

exceed his need, but if he feels that he is capable of further productive 

efforts, as most old farmers think, he will want to retain some of t~e 

assets and provide for some form of distribution upon his death. Another 

objective of most farmers and ranchers is to provide incentives for family 

members to carryon the operation and family tradition. These objectives 

can only be achieved by look'ing at the entire operation in its economic 

sense. 

Each economic element of the farm or ranch should be considere~ 

separately to help simplify the valuation problems and achieve the 

objectives of the owner-operator. These elements are land, producti9n 

assets, operating capital, personal items, and owner-operator's pers~nal 

value. I5 The land is an appl'eciable asset with probably the highest value 
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to the operation, and it affords a standard by which its value can be 

measured--specifically the rental value . The production assets i nclude 

such things as buildings, irrigation pumps, fences and the like, which when 

coupled with the land constitute a major portion of the estate. However, 

each of these items depreciates and must be considered individually. 

Operating capital consi sts of cash, savings, harvested crops, and marketable 

livestock. These assets are valued by their economic alternative use value, 

which is their interest producing capabi lity .16 Perhaps somewhat indistin

guishable to operating capital are the personal items. These items are 

defined as those which can be withdrawn from the business without disabling 

the operation. The owner-operator's personal value is a "flowing resource" 

whose value is in its use when the owner-operator devotes his abilities to 

the business. 17 This potential loss should be covered by insurance. 

The personal items of the farmer or rancher can be handled as in any 

other estate. Direct will and trust provisions are the most common. The 

general provisions for planning any estate are applicable to the per~pnal 

items. 

A business form created to hold the land and production assets, which 

are the two elements compri s"ing the major part of the estate, has n~~~rous 

benefits. Establ i shing a business entity separate from the operatir~ :1 

business entity allows the real estate to be transferred partially or lin 

whole with more advantages and fewer problems. Ownership of land at;lW:the 

major improvements can be fractionalized fo r distribution with fewer! title 

problems and such will guard against any partition action by one of :the 

heirs. For illustration: A corporation's ownership is represented by its 

stock which is easily fractionalized and a partnership's ownership is · 
'I 

represented by ownership shares which likewise can be fractionalize9 r18 
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Both methods are much easier and present fewer problems than dividing 

title to real estate. 

Various business forms allow partial gifts to be made without a loss 

in control of t he assets . So long as the owner reta i ns the majority of 

voting stock or controll ing interest i n the par tnership, to the extent that 

the gift is effective under the gift tax provision~9 for estate tax purposes, 

his estate will receive savings on future federal estate taxes. Byrum v. u.s. 
408 U.S. 125 (1972). There exists t he means for current i ncome tax savings 

by setting up certain bus i ness forms. In t he case of a corporation whose 

income is taxed at a flat rate of 22% fo r the f irs t $25,000;20 if the corporate 

income reduces the controlling owner-opera t or's personal income and he can 

avoid distribution of the corporate income wi thout incurring the accumulated 

earnings tax, an income tax savi ngs wi ll resul t. Partnership and trust 

arrangements can accomplish the same objectives by distributing the income 

to other entities, thereby getting lower income tax bracket s for each entity. 

A corporate business form can reduce property valuations for e~~9te 

tax purposes by discounting the value of the minority interes t of uM';l'sted 

corporations below the propor tioned share of the assets tha t the i nterest 

represents .21 The same can be argued for the majority interest. 

If the objective of the owner-operator is t o encourage his chi 1~ten 

to hold onto the family real estate after hi s death , it is very impor~ant 

that the proper business form is used so that the real estate is somewhat 

of an easily managed investment as well as monetarily beneficial. ~f ~ trouble 

or discrepancies arise among the children, or heirs, more often than ; ~ot it 

is due to the poor planning and lack of fo resight on the owner-operqt~r's 

behalf to setup a stable entity that will cause few man agement problems 
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while returning something on the investment . Too often, the sentimental 

reasons of the donors for wanting to keep the old farm house or ranch 

in the famil y are regretably forgotten when such problems arise. 

An important concept to keep in mind i s t he entity that will hold the 

real estate as an investment and lease it to provide income. The leasing 

arrangement could commence du ring the owner-operator 's life, with the 

owner-operator· being the lessee. Upon his death or retirement , the real 

estate could then be leased to a fami ly member or t o anyone else in farming 

or ranching. If such an arrangement takes place within the planner's life, 

a properly conceived entity can provide hi m wi th control over the assets 

even after gifts are made and work fo r the prevention of any partition action . 

In several instances, the owner-operator could ma nage the investment property 

for the recipients of the gifts and be compensated for his services. This 

approach has several advantages : first, it al lows the entity to reduce its 

taxable income by providing for the deduction of a sala ry expense and pre

venting double taxation; second, all the children would receive a portion 

of the rental as investment income; third, each child would share in the 

appreciat10n of land values; and fourth, it provides a much better method 

for valuation and exercise of buy-out provisions .22 

Acquisition of part of the business entity pe r taining especially to 

the ongoing operation can not only be accomplished by gifts and inheritance 

but also through earned shares and opportunities fo r personal investment 

in the operation. The participating heir could protect himself by receiving 

a higher incremental income and investing this outside the operation. It 

is always possible for him to buy an additional interest in the operation, 

however, at each time the increment is to be purchased , a new valuation 
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of the operation would be required. Whereas, other investments may not 

have such a unique valuation problem and fluctuation. Because, farms and 

ranches have such a low liquid ratio, the funds to pay the salary which is 

deserved are just not there. If these funds were to be borrowed through 

the normal channels, t he overall borrowing power , which is of utmost 

importance to the continuing growth of the operation, would be severely 

restricted. 

The valuation problems of t he farm and ranch can only be solved by 

breaking the operation down into its several economic elements and analyzing 

each one. The land is perhaps the mos t val uable asset and it is expected that 

there will be an overall upward climb in capital investment requirements. 23 

With the separate entity holding the land, the t ime value of the l and 

will be taken as an expense to the farming or ranching operation. The 

rental from the land allows the owner-operator to ma in tain a source of 

income as well as have possible an additional amount to invest elsewhere. 

It also provides for an orderly distribution or fractionalization of the 

land, thereby avoiding continuous title divisions; while if structured 

correctly, keeps the management powers vested in the planner . 

The separate valuation of the production assets is important as per 

the depreciation deductions which are allowed. The production assets can 

be of such varying kind, nature, dollar amount , and lasting life that it 

serves a very useful purpose to keep track of the different depreciation 

schedules and adjusted basis of each production asset. If the farming 

or ranching operation is to continue, these items can be converted into a 

liquid state by a contract of sale to the ongoing entity. Any contracts 

or contract rights can be handled in the same manner. 
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Operating capital is fairly easily valued because it exists in the 

form of liquid assets or a debt instrument owned by the owner-operator. 

The estate plan also handles the stock or partnership interest which 

the owner has in his business. The ownership interest will probably have 

an increased value and will be distributed fairly amonq the heirs or sold 

to others and proceeds so distributed. There is a readily determinable value 

of the business entity figured through standard appraisal procedures. The 

portions distributed by gift at earlier times or sold to participatin~ heirs 

is not includable in the gross estate. As briefly mentioned earlier, the 

plan should include a buy-sell arrangement with the holders of the other 

interests to ensure a value and liquid ma r ke t for the stock or interest. 

If the buy-sell agreement is to be included as a corollary to an estate 

plan, there are four basic rules to i nsure liqui dity: 

(1) 
(2) 

(3) 

(4) 

Avoid fixing definite dollar prices. 
Reject formulas wh i ch are based on book net worth and 
ignore the good wi l l and other intangibles. 
Formulas should be based on current earnings, not past 
earnings. 
Be prepared to fund the obligations if the business 
or survivor cannot afford the purchase price of the 
decedent's stock over a relatively short time. 24 

The option or contract price will fix the value if the aqreement is a 
, , 

bona fide business arrangement and not a sham to pass decedent's sh~t.ds 
i 

to his heir for less than adequate consideration in money or money's 'I'worth. 25 

The option price is usually accepted as the F.M.V . for estate tax pur

poses. 26 Very akin to all the valuation problems which arise is th~ niquidity 

of !these assets. 

B. LIQUIDITY 
I: , 

The farmer/rancher is perpetually "broke" in terms of ready cas,h 

-10-



because he is forced to use his cash to discharge indebtedness and acquire 

additional land, machinery, seed and livestock. 27 The average farmer and 

rancher have very little funds invested in life insurance or other liquid 

assets. Since the farm and ranch require a continuous pattern of reinvestment, 

the farm or ranch business constitutes the only significant asset in the 

family estate. 28 With the increase in taxes and transfer costs incurred in 

the intergeneration transfer of the farm, the lack of liquidity in the 

estate will be a heavy drawback for accomplishing the primary objective of 

passing the business in tact and "making the most of what you have".29 The 

incumbrance of significant farm assets to pay estate settlement costs and 

taxes will greatly hinder the farm operation. 

Since many farm and ranch estates are sign ificantly larger than the 

exemptions and deductions allow, substantial tax liabilities can be incurred 

at death. 30 The vulnerable farm to transfer taxes are those of $150,000 and 

up, 31 wherein in 1964 187,000 farms in the U.S. had land and building values 

greater than $150,000 and 24,364 had value of land and buildings greater 

than $500,000)2 In several instances of farms of this size, the estate can 

be required to liquidate capital assets to pay expenses of administration 

and taxes. When this situation occurs, the seller no longer has the 

traditional bargaining power to hold the asset if the bid price is too 

low. Declines in value may induce executors to seek an immediate sale 

of assets which they might otherwise feel free to retain. Liquidation 

prices for the agricultural assets are often 75-80 percent of market 

values,33 therefore, a forced sale results in substantial economic loss 

to the estate. The splitting of assets, whether for liquidation purposes 

or heir disagreement, can be very detrimental to the growth of the farm 
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and 'ranch which is so important i n modern ,agriculture . The reduction of 

assets also results in loss of quantity discounts available to a large 

business and various financial opportunities, such as a l i ne of credit. 34 

The Federal Estate Ta x is not the only liability of the estate which 

requires liquid funds at the time of death . Often times the decedent has 

outstanding obligations for prior years' income and gift taxes, to spouses 

and children by former marri age , and to whatever who knows. 35 Funeral 

expenses and expenses of las t illness frequently are predictable and 

relatively nominal. Admin i st rati on expenses including attorneys' fees 

and executors' commissions may vary f rom fo ur percent of large estates to 

ten percent of a small estate. 36 

1. Gifts in Contemplati on of Death 

Gifts in Contemplation of Death are those t ransfers by the decedent 

that were made within three years of his death37 and are thus included in 

his gross estate. 38 These inter vivos gifts , even if the value of the donated 

property ends up in the gross estate for federal estate tax purposes, can 

reduce liquidity burdens. The Code permits the deduction from the gross 

estate of all gift taxes payable by reason of gifts made by the decedent 

before his death.39 Also a credit is given for the gift tax on property 

subsequently included in the gross estate. 40 There is also that possibility 

of the testator living for three years after t he gi f t is made , therefore 

not being subject to these provisions . 

Some cautions of gifts in contemplation of death are the reduction 

of the amount of marital deduction when gifts are included in the gross 

estate,41 and the relatively liquid property in a nonliquid estate being 

ill-suited for a deathbed gift. The amount of credit with respect to any 
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gift of property included i n the gross estate is limited to an amount E: 

E = 
Value of Gift 
Value of Gross Estate, X 
less marital & charitable 
deductions 

Gross Estate Tax 
less credit for 
State Death Taxes 

42 

Computations on taxabl e effects of a gift in contemplation of death have 

been previously discussed. 43 

2. Life Insurance 

Life insurance does i ndeed provi de liquidity for an estate. 44 By having 

the proceeds of the policy paid to named beneficiaries and retaining for 

himself no "incidents of ownership", the t esta t or keeps the proceeds out of 

his gross estate,45 but still makes cash available to pay t axes, debts, 

and other expenses. 46 

3. Tax Deferral Arrangements 

a. § 6166 

To qualify for an extention of time for payment, t he value of an 

interest in a closely held business which is included in determining the 

gross estate of the decedent must exceed either: 

(1) 35% of the value of the gross estate of such 
decedent, or 

(2) 50% of the t axable estate of such decedent, .. . 47 

Under § 6166, the executor by appropriate notice makes an election to pay, 

in not more than ten equal installments, the part of the federal estate 

tax attributable to the inclusion of the gross estate in a closely held 

business, plus nine percent per annum on the unpa i d balance. 48 This section 

can also be used in the cases of noncorporate interests , such as: (1) a 

sole proprietorship or (2) a partnership if 20% or more of the capital 

interest is included in the decedent's gross estate , or if the partnership 
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has ten or fewer members .49 The stock of a corporat ion qualifies under this 

section if 20% or more of the value of the votinq stock is included in the 

decedent's gross estate or if the corporation has ten or fewer shareholders. 50 

Other tax deferral provisions include § 616351 which qrants an extension 

of time on payment of the portion of t he estat e t ax att ri butable to the 

value of reversionary or remainder interests . Such payment may be postponed 

until six months after the terminati on of the precedent interests, as per 

the estate's election .52 A further extension, not in excess of three years 

from the expiration of the period of pos tponement , may be qranted to prevent 

undue hardship to the estate. 53 Section 616154 pertains to the extensions of 

time granted at the discreti on of the Commiss ioner not in excess of ten 

years from the original due date, for the payment of taxes involving "undue 

hardships to the taxpayer.,,5S 

These deferral sections are an effort by t he Internal Revenue Code to 

ease the consequences of an estate with very little llquidity. As seen in 

the above discussion, liquid'lty is vital to the successful estate plan. 

The farmer should realize that liquidity is a "must" if the farmi nq operation 

is to continue after his death .56 The farmer and rancher should begin 

acquiring substantial amounts of stocks, bonds and life insurance . 

If and when liquidation of some of the assets of the farm and ranch is 

necessary, perhaps one of the most important th i ngs for the fiduciary of 

the estate to remember is to consult someone with the "knowhow" about the 

business. An illustration of the importance of this is the liquidation of 

a horse ranch and stables. 57 The small items become inconspicuously 

important such as which sale barn or horse auction woul d tend to be 

more profitable. 
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II!. ' POST MORTEM ESTATE PLANNING , . 

Post mortem estate plannin9 is that portion of the estate plan 

that occurs after death and involves the planning of tax savings during 

the process of administering the estate. Several of the available plans 

that can be utiilized t o effect a savings during the post mortem period 

have been discussed in earlier sections of this paper. For instance, 

gifts in contemplation of death, the alternate valuation date, and tax 

deferral periods were discussed previously. The importance of these first 

two facets in post mortem estate plannin9 involve the executor's decision 

whether to pray for inclusion or exclusion in the estate, as the case may 

be, for gifts in contemplation of death and whether to have the assets 

valued at the decedent's death or six months l at er . Computations as to 

the most beneficial ' tax savings are necessary to determine which approach 

to take where a choice is available. In some circumstances it may be 

desirable for the estate not to fight the inclusion of gifts in contemplation 
I 

of :death in the estate. The new basls for measuring gain or loss obt:q~ned 

by 'the incl usion of the property in the gross estate may produce future 

income tax savings which far more than offset any increased estate tax' 

arising out of the inclusion of such property.58 

Jointly held property with rights of survivorship , including re~:r 

estate, bank accounts and notes, is included in a decedent's estate,5~ 
I 

unless the executor submits sufficient facts to show that the proper~, was 

not acquired entirely with consideration furnished by the decedent onl 

Unless the joint owners acqui red the property by gift or inheritance ~~O 

The complexity of tracing ownership and contribution by the joint own~rs 

Qver a peri od of several decades makes it diffi cult for the executor ,t~ 

-15-



, 
determine which porti ons of the property might be excludable from the 

estate. 

Although post-death planning cannot provide the same fl exibility 

as that of lifetime estate planning, there are alternatives available to 

get property directly to alternate beneficiaries or heirs rather than to 

primary beneficiaries who have no need for the property. If the property 

was required to pass through their estate, it would be subject to subsequent 

gift and estate taxes. One mechanism that the executor can use is the 

right of the heir or beneficiary to renounce the interest which would pass 

to those next in line under the dispository or distributive scheme.61 

There is no gift tax if local law gives to the beneficiary or heir the 

right completely and unqualifiedly to refuse to accept ownership and 

if the refusal is made within a reasonable time. 62 Even an income interest 

on a residuary trust might be renounced when the income would not be 

needed by the income beneficiary and if included in his tax return would 

be taxed at the highest rate.63 

Post mortem planning is of utmost importance to each estate plan that 

is short of perfection. The methods, considerations, and tax angles have 

been briefly discussed throughout this article, and claim to be only a 

mere preview of what the estate planner can do, not only during the lifetime 

of the decedent, but after death. 

IV. INCOME IN RESPECT TO A DECEDENT 

Many items are recognized as gross income notwithstanding the fact 

that they are includable in a decedent's estate for federal estate tax 

purposes. These various income items are classified as "income in respect 

of a decedent" ~ 64 The rules for these items are applicable in general to 
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income accrued in the economic sense, to a cash basi s taxpayer prior to 
I 
I 

his death, but have not been received by him.65 To be treated as income in 

~espect of a decedent, he must have been entitled to or had a right to 

the income. Such income is required to be included in his return for the 

t~xable period during which it is received. 

Income in respect of a decedent may consist of: 

(1) 

(2) 

(3 ) 

(4) 

(5) 
(6) 

(7) 

(8) 

salary and fringe benefit s accrued at death (e.g., salary 
or wages which a cash basis decedent earned but which 
were not included in the las t paycheck he received prior 
to his death); 
fees and commissions based on services performed during 
life which are indefini te in amount at the time of death 
or are measured by transactions occuring after death; 
an enforceable right to receive amounts under a deferred 
compensation arrangement; 
dividends both declared and payable to a shareholder of 
record prior to death, but paid after dea th; 
interest owed to the decedent at the time of his death; 
cash rental payment s attributable to the portion of the 
lease term expired prior to the death of the decedent; 
the capital gain element of proceeds received after 
death from a completed sale; and 
certain payments due from business interest (i .e., sole 
proprietorships and partnerships).66 . 

Deductions for business expenses, interest, taxes and depletion which 

are not properly allowable on the decedent's last income tax return are 

allowed to the estate of the decedent in the taxable year when paid. 67 

The general rule that expenses may not be deducted on both the federal 

estate tax r~turn and the fiduciary income tax return does not apply to 

deductions in respect of a decedent. 68 If these deductions are such as to 

more than offset gross income, they should be taken on the fina l i ncome 

tax return of the estate so that the excess deductions will be available 

to the beneficiaries on termination of the estate. 69 

Both pre~death and post-mortem estate planning considerations are 

pertinent to the disposition of income in respect of a decedent. The 

-17-



testator can: 

(1) 

(2) 

(3) 

(4) 

(5) 

make specific bequests of identifiable items of income 
i n respect of a decedent to low bracket taxpayers; 
ves t broad powers in the fiduciary in distributing 
estate assets to permit the f i duciary to also take 
into account the income tax effects to recipients of 
income in respect of a decedent; 
provide for disposition of these items to a charity 
since, as a t ax-exempt enti ty , the income will not 
be diluted by t ax i n the hands of such a recipient; 
provide for not more than 50 percent of the income to 
go to the surviving spouse ; and, 
avoid the ins t allment sal e of appreciated property 
(if an elderly indi vidual ) .70 

V. CONCLlJS ION 

The valuation and l iquidity probl ems , post mortem planning, and 

income in respect to a decedent are intricate facets of the overall 

estate plan. The farmer and rancher have several problems that are 

growing in similarity to those of the small busi nessman; however, 

the estate plan for the farmer and rancher still retains some unique 

problems and characteristics . An understanding of these problems and 

the appropriate methods for solving them is vital to a sound estate 

plan. 

Valuation of the assets of the farm and ranch is difficult when 

dealing with non1iquid assets, growing crops and livestock , and 

production assets wh i ch have limited marketability. The need for 

liquidity in the estate is t oo often overlooked in efforts by the 

ambitious farmer and rancher to reinvest for continuing growth of t he 

operation. The alternatives available to the executor in post mortem 

administration for tax savings can be very beneficial to the heirs 

especially where the estate pl an has l eft matters unattended during the 

- 18-



decedent's lifetime. Income in respect to a decedent requires special 

treatment under the Code of which the estate planner or executor must be 

knowledgeabl e. Hopefully this article has given some insiqht on how 

to recogn ize and deal with the estate planning problems of the farmer 

and rancher. 
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