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“Justice Is the ligament
which holds civilized
beings and civilized
nations together.’
—Daniel Webster

PIK is profit from the land

The bankrupicy court for the district of Colorado has ruled 1that a PIK payment is covered
by a security interest in land aud ‘‘the rents, issues, and profits thereof and income there-
from.”” in re Preisser 10 BCD 1306 (D. Col. September 14, 1983). In that case, the debror
asked the court to allow him to assign his PIK benefits 1o his attorney in payment of fees.
The United States objected stating that it had a valid security interest in the benefits by virtue
of a deed of trust with the above quoted language. The court agreed with the United States
saying that any benefits the debtor receives from the government for the non-production of
grain on his land must be construed 1o be rents ot profits from the land.

— Philip E. Harris

Deducting interest on deferred federal estate tax

In Estate of Bailly, 81 T.C. ____, No. I8 (Septcmber 6, 1983) the estate elected installment
paymeni of estate taxcs under 1.LR.C.§ 6166 and wanted 1o immediatcly deduct the interest it
expected 1o pay in the future. The court agreed with the 1.LR.S, that the future interest pay-
ments could be deducted only as they were paid. The courl stated thal no rcasonable ¢sti-
mate of the future intcrest could be madc becausc the intercst rares fluctuate and the payv-
ment of tax can be accelerated. 1n a later decision, the court ruled that the entry of the first
decision must be posiponed until the final installment is due or is paid. The second ruling
was necessary because 1.R.C. § 6512(a) appears to preclude a refund based on a deduclion
for interest that accrues after a Tax Court decision becomes final. Estate of Bailly &1 T.C.
__, No. 59.

— Phitip E. Hurris

Useful life for noncorporate lessor rules

The tax court ruled in Fredericks, er al 47 CCH Tax Ct Memo 523 (December 5, 1983) that
the useful life for use purposes of 1.R.C. § 46{e) (3} (B) is the same as the useful life ¢laimed
far purposcs of depreciation. 1.R.C. § (46)(c) (2). The taxpayer was not allowed Lo claim in-
vestment tax credit because the term of the leasc equailed the useful life that was claimed for
purpases of depreciation,

— Philip E. Harris

IRS changes position on special use recapture

In a second major change of interpretation in the special use valuation area in less than a
year, the Internal Revenuc Service has apparently abandoned the position of dispropor-
lionate recapture. In an carly 1983 ruling, IRS had changed its position to allow full deduc-
tibility of mortgage indebtedness for special use value land.

The change in recapture calculations came in £fr. Rul. 8350035 (no date given). In several
rulings since 1980 and in numcrous audits, the IRS positon had been that no rceapture be-
cause of disposition of only a part of a qualified heir’s special use value land, the amount of
federal estate tax recaptured was the lesser of the total amaunt of federal estate tax saved for
that qualificd heir or the gain on disposition. [n Ltr. Rul. 8245036, January 15, 1982, IRS
outlincd its position with an example —

“If the qualified heir received 100 aeres wilh a special use value of $5,000 per acre and the
estate tax savings as a result of the 2032A elcction in the decedent’s ¢cstate with respect 1o
that interecst was $50,000, the recapture tax imposcd on the sale of 1 acre of specialiy
valued property would be the lfesser of (1) $50.000 (the adjusted tax difference ai-
iributable to the heir’s interest), or (2) the amount realized on the salc in excess of
£5,000.

(eontinued on puge 2)




IRS CHANGES

continued from page |

That position meant that disposition of
only a relatively small part of the land could
lead to recapture of rhe entire amount of
Sfederal estate tax saved. In one recent case,
sale of 80 acres out of 840 acres inherited
triggered recapture of nearly $90,000 of
federal estate tax saved.

Now, in Ltr. Rul. 8350035, IRS has
adopted the position that the amount of
federal estate tax recaptured is propor-
tionate to the amoun! of property transfer-
red outside the family or otherwise ceasing
10 meet the post-death requirements to
avoid recapture. In the ruling, a personal
residence was built on two acres of special
use land in 1978. The land involved was
owned by two qualified heirs, each with an
undivided one-half interest. Each undivided
half intercst in the two acres had a fair mar-
ket value at death of $2250 with a special
use value of $584. All land under special use
valuation had a fair market value at death
of $704,000 and a special use value of
$211,400. The total amount of federal
eslale tax saved was $127,000,

The formula for recapture used by IRS
was —
$2,250 - $584

DT - 208% . 3127,000
£704,000 - $211,400

Amount recaplured =

= _L&6 o 27,000
492,600
~ $429.52

The change of position is expecled to
meet with widespread approval and squares
with whal many thought was the correcl
statutory interprelation,

The major problem with the ncw inter-
pretation will be in determining the fair
market valie of Lthe portion disposed of (or
otherwise triggering recaplure) as of the
date of death. This could be a substantial
problem.

— Neil E. Harl
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Request for taxpayer identification numbers
and back-up withholding

The lcgislation repealing mandatory with-
holding of income tax on dividends and in-
terest, Pub. L. 98-67, added two important
features for payors of dividends and in-
terest and patronage dividends. Anyone un-
der a duty to file information returns for
dividends and interest, including those buy-
ing land on contract from individual sellers,
are to — (1) exercise ''due diligence’’ in ob-
taining taxpayer identification numbers of
payees (with mailing by December 31, 1983,
on pre-1984 accounts) and (2) commence
back-up withholding at a 20 percent rate if
any one of Four conditions is met. Payors
use new Form W-9 to obtain taxpayer iden-
tification numbers of payees and to obtain
certification from payees that back-up
withholding does not apply.

For payments after December 31, 1983, a
payor is to iniliate back-up withholding if

® The payee fails to furnish the taxpayer
identification number to the payor,

* IRS notifies the pavor that the tax-
paver identification number furnished by
the payee is incorrecl,

* IRS has notified the payor that the
payee has underreported income tax on in-
terest, dividends or patronage dividends, or

® There has been a ‘‘payee certification
failure,””

In thc event the payee fails to respond
with a taxpaver identification number, or to
give the correct number, the payor must re-
peat the request each vear for the correct
number.

Note: back-up withholding applies to
payments other than dividends and interest
if the payee fails to furnish the taxpayer
identification number or the number is in-
correct.

— Neil E. Harl

Single purpose agricultural structures

In 1978, Congress resolved the controversy
over whether confinement livestock facili-
ties were eligible lor investment tax credit
by authorizing the credit for **single pur-
pose agricultural and horticultural struc-
lures.”” Final regulations have now been
issued on the 1978 enactment; several re-
cently published leticr rulings add to the
guidance on designing facilities to be cligi-
ble.

Basic rule

To be eligible for investment tax credit, a
single purpose agriculiural structure must
be ‘‘specifically designed, constructed and
used for housing, raising and feeding a par-
ticular type of liveslock and their produce
and for housing the equipment (including
any replacements) necessary for the hous-
ing, raising and feeding of such livestock
and their produce.’”

¢ The emphasis on ‘‘livestock™ in the
definition has been carried into the regula-
tions, The dehaition of hivestock is that us-
ed for determining eligibility for investment
tax credit. Thus, horses are not gonsidered
tor be livestock bul poultry arc livestock flor
this purpose. See Lir. Rui 8330011, April
25, 1983 (barn and arena for breeding, rais-
ing and training show horses ineligible for
investment tax credit.)

¢ A dairy facility used solely 1o slore
milk does not qualify for investment 1ax
eredit unless the cows are milked there.

*The regulations permit “ancillary post-
produetion activilies’” such as ‘‘gathering,
soriing and loading livestock, plants and
mushrooms, and the live offspring and un-

processed produce of livestock.” Bul Lhe
regulaiions do not permil processing ac-
tivities such as slaughtering or packing meat
or marketing activities,

* A siructure may be used for storing
feed or machinery bul more than incidental
use for these purposes disqualifics the siruc-
Lure. Storage is presumed Lo be subordinate
if not more than one-third of the structure’s
to1al usable volume is devoted to slorage.

One type of livestork

The regulations specify that a strueture
does not qualily for investment tax credit il
designed, constructed or used lor more
than one particular type of livestock., Each
species is considered to be a different type
except that all specics of poultry are con-
sidered 1o-be of a single typc. Thus, if a
confinement facility built for calves on feed
15 later used for hogs, investment tax credit
apparently would be recaptured. With this
approach taken in the regulations, it ap-
pears to be important to watch hogs follow-
ing cattle in an otherwise eligible facility.

Required equipment rule

Under the Mnal regulations, a single pur-
pose agricullural structure must  house
equipment necessary to house, raise and
feed livestoek. 1T rot, investment {ax credil
cannol be claimed.

The required equipment must be an in-
tegral part of the siructure such as equip-
ment necessary (o contain the livestock,
provide the livestock with water or feed or
1o control temperature, humidity or

lighting. fcontinued on page 5}
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The impact of the windfall profit tax on royalty owners
by Judon Fambrough, Texas A&M University

In April of 1979, President Carter announc-
ed that there would be a gradual phase out
of all price controls on domestically pro-
duced oil under the authority granted him
by the Energy Policy and Conservation Act
of 1975. The price phase out was Lo be com-
pleted by September 30, 1981. However,
prior to the projected termination date,
President Reagan lifted all price controls on
January 2§, 1981.

To offset any ‘‘windfall profit’™ which
might accrue to the ol! companies and
royalty owners due to the price decontrols,
Congress passed the Windfall Profit Tax
(WPT). This act imposes an excise, or
severance tax, on the price increases of do-
mestically produced crude oil attributable
10 the Administration’s decision to phase
out price controls. The tax will remain in ef-
fect for ten years and nine months or at
least through Seplember, 1990, The tax will
be phased out at 3% per month beginning
January, 1988 (for 33 months thereafter) or
until the reserve revenue targel of $227.3
billion 1s raised, whichever is later.

In view of recent record profils by sonic
oil companies, many people heralded the
new law as being justified. At the same
time, many pcople did not realize that the
tax affeeted royalty owners just as severely
(and in some cases, more adversely) than il
does the producers. This lact ¢can be quickly
verified by an examination of Table 1, a
table relating to the respective tax rates on
(1) indcpendent producers, (2} integrated
producers and (3) royalty owners.

In order to understand Tufhfe [ and the
windrall profil Lax, the royaliy owner must
first grasp the differences in the three ticrs
(or types) of oil just described. Without go-
ing into any great detail, here is a brief
synopsis of cach tier.

A. Tier # 1}

Generally this is oil produced from prop-
erty on which oil was originally discovered
and put into production before Janvary 1,
1979. This class will include any other il
not fitting into tier # 2 or tier # 3. [t receives
the highest tax rate of all classes.

B. Tier # 27

This is stripper oil and oil in which the
UJ.S. has an economic interest — i.e., Na-
tional Petroleum Reserve Qil. Stripper oil
encompasses property whose average daily
production of ¢crude did not exceed 10 bar-
rels per day during any preceding con-
secutive 12-month period beginning after
December 31, 1972,

C. Tier # 3*

This includes oil which is newly dis-
eovered, heavy oil, and incremental tertiary
oil. It does not include Tier # 2 oil.

1) Newly Discovered Ol - This is oil pro-
duced from property from which rhere was
no commercial production in the calendar
vear 1978 Production is not commercial if
it was produced incidental 10 exploratory or
test wells.

2) Heavy il - This is oil with an API
specific gravity of 16 degrees or less, cor-
recied 1o 60 degrees Fahrenheil.

3) Incremental Tertiary Ol - Basically
this is the amounl of exira oil attribulable
Lo a qualified tertiary recovery operation in-
itiated after Mav 31, 1979

Several problems become ¢vident upon a
cursory examination of the tiers. For in-
stance, what happens when one class ol oil
fits into more than one tier? Take [or exam-
ple a royaltv owner having production on
his or her property since 1975, The produc-
von averages less than 10 barrels a day. Is

Tabie 1.
Type of ol
Tier # 1 - Mainly old ail
Tier # 2 - Stipper

Tier # 3 - Newly discoverd Heavy
and Incremental Tertiary

Windfall Profit Tax Rates’

Indep. Co. Integrated Co. Royalty Owner
50% 0% 0%,

30 60% 60%

30T 30% 3%

Table 2.
Tier RTR
#l 0T
§2 6007
43 300

RTR & ABP for Royalty Owners

ABP

$12.81 ’barrel
$15.20/barrel
$16.55/barrel

the production tier # 1 {old oil) or tier # 2
(stripper 0il)? According 1o the [nternal
Revenue Code (IRQC). the production would
be tier # 2. Tier # 1, by definition excludes
oil fitting into any of the other categories,

The formula tor determining the magni-
tude of the WPT is fairly simplc.” By solv-
ing the following equation the rovalty
owner can determine the imposition of the
tax on a per barrel basis.

WPT = RTR x [SP - (ABP + STA)]
where:
WPT :=1he windfall profil tax calculated
on a per barrel basis,
RTR = the relevant tax rate for each tier
of il involved,
SP = current market sales price,
ABP = the adjusted base price as speci-
fied in the tax regulations, and
STA = the srare severance (ax adjust-
ment.

Before the rovalty owner can  fully
undersiand and apply the tormula. certam
amplifications and explanations are neces-
sary. For example, the relevan! ax rales
(RTR) and the adjusted base prices (ABIY
must be known. Both are contained in
Tubie 2.

The relevant 1ax riates (RTR) are lixed by
law .* They have remaimed unchaneed until
the recent passave ol the Eceonomic Re-
covery Tax Aer (ERTA)Y of 1981, (Theo
changes will he discussed later) Howoavr,
the adjusted base prices (ABP) are not
stativ but are subject to changes each quar-
ler of the vear.”

Also the rovalty owner nceds to hnow
what constitutes the current tarker sales
price (SP). Acvording 1o [RC Seclion J938
(C) the sales price (or removal price. as 101
called) isqhe amount [or which (he barrel s
sold. However, il the sale is between related
persons, M rhe oil is removed Itom the
premises before it is sold, or if the oil is re-
fined on the premises, rhe removal price i<
the *‘constructive sales price.”” The con-
structive sales price 1% the price used in
determining the gross income from the prop-
erty for purposcs of computing percentage
depletion according 1o Seetion 613 of the
IRC.

And lastly, (he royalty owner must un-
derstand the state severance tax adjustment
(STA).

[n geroral, a state severance tay is levied
by a state upon a pereeniagc of the ““aross
value® of the crude ol remmoved. If the tax
15 levied upon anvihing ¢lse such as the val-
uc ol the remaining reserves, the net pro-
ceeds from production or upon a tised Tee

{continued on next page)
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per barrel, it is no/ considered a severance
tax for purposes of the WPT.*

The state severance tax adjustment (STA)
as used in the formula refers only to that
part of the severance tax levied upon the
dilference between the adjusted base price
(ABP), as discussed earlier, and the decon-
trolled price of the crude. In order to dis-
courage states from raising the severance
tax too high, any rates in excess of fifteen
percent (15%) are disregarded in computing
the WPT.*

The following examples illustrate the im-
pact of the WPT on royalty owners. For the
sake of simplicity, the quarterly adjust-
ments (0 the ABP have been ignored due to
its constant change. Also the STA has been
dropped from the formula because of its
variance among the states.

A, Example of Tier #1 Oil

Consider a royally owner who has a well
that has consistently produced 100 barrels a
day for the past five years, The royaltly
owner has a 1/8 royalty interest in the well
or a fully vested interest in §2.5 barrels of
daily production (1/8 of 100).

The ocil is being sold at the market price
of $32.00 per barrel. Net expenses deducted
to the royally awner are $4.00 per barrel.
The rovalty owner would receive approxi-
mately $10.500 a month if therc was no
WPET. (528 ‘barrel x 12.5 barrels/day ~ 30
daysh

Under these circumstances, the royalty
owner would suffer a $13.43 1ax per barrel
from the imposition ol the WPT.

WPT - Relevanl Tax Raie x (Sclling
Price - Adtusied Base Price)
or
S13.43 tax/barrel = 70 » (832.00 - §12.8D
The royally owner’s monthly check would
actually approximate $5463.75,
$5461.75 = ($28 nct per barrel 10 owner
$13.43 rtax/barrel) » 12.5
barrels/dav x 30 days.

H. Example of Tier #2 Oil

Apain assume the same facts except the
rovalty owner has a 1.8 interest in 12 strip-
per wells on different property and each
well has consistently produced eight barrels
a day for the past five years. Assuming the
same sclling prices and expenses mentioned
earlier are applicable to this royalty owner,
the monthly check would be approximately
$10,080 if there was no WPT.

[$28/barrel = (1/8 of 96 barrels/day)

x 30 days]

The royalty owner would suffer a $10.08
tax per barrel from the WPT.
$10.08 tax/barrel = .60 x ($32.00 — $15.20)

The royalty owner’s check would actually
approximate $6451.20.
$6451.20 = (328 net per barrel to owner

— $10.08 tax/barrel} x 12
barreis/day x 30 days.

C. Example of Tier #3 Qil
Last of all, assume the same set of facts

except the 100 barrels per day is flowing
from an oil field discovered in February
1979,

In this case, the royalty owner’s check
would be the same as in case #1 — i.e.
$10,500. if there was nop WPT.

{328/barrel x 12.5 barrels/day x 30 days)

The royalty owner would suffer a $4.64
tax per barrcl from the WPT,
$4.64 tax/barrel = .30 x ($32.00 - 16.55)

The royalty owner’s check would actually
approximate $8760 alter the tax.

$8760 = ($28 net per barrel to owner —

$4.64 tax/barrel) x 12.5
barrels/day x 30 days

As one can readily see, tier #1 would sul-
fer the most. Also note that if the current
selling price of crude were the same as the
specified adjusted base price levels, the roy-
alty owner would experience no change in
the monthly payments. This fact can be
easily demonstrated by using the figures in
case #1. If the oil was selling for
$12.81/barrel immediately before and after
the tax was imposed, there would be no
WPT,

Tax/barrel = .70 = ($12.81 — $12.81)

Tax/barrel = 0

It is far more important for ithe rovalty
owner to grasp how the tax is computed
than (o be able 1o actually figure il, Accord-
ing to IRC Section 4995, the WPT is both
withheld and paid by the first purchaser of
the o). Consequently the aclual computa-
tion and pavment of the tax is bevond the
control of rovally owners who are not ail
purchasers.

D. Recent Developments in the WPT

I'he Feonomic Recovery Tax Act of 1981
increased the royalty owner's credit from
$1,000 to $2,500 for the vear 1981:" It elimi-
naled all subscquent annual credits and
replaced them with a two-barrel a day qual-
ified exemption or refund from production
for the years 1982, 1953, and 1984, For the
year 1985 and thereafier, the daily exemp-
tion goes o Lhree barrels a day. Certain
limitalions on the exemptions are specified
for relaled taxpayers and family farm cor-
porations:’

Royalty owncrs whose share of daily pro-
duction does not exceed 2 barrels a day on a
quarterly basis may cxempl (hemselves
from the amount of this withholding by fil-
ing Form 6783 with the purchaser of the oil
or other withholding agent.

Il the form is not filed, the purchaser or
other withholding agent will be required to
withhold taxes on all the production. In
such cases, the royally owner must file
Form 6249 with his or ker annual tax return
in order 10 obtain the taxes on the withheld
exempted production.

Second, the new law lowers the WPT rate
on tier #3 — i.e., newly discovered oil. The
reduction will go from the present 30% to
15% over a five-year period according to
Table 3!*

The new rates have been instituted to
stimulate exploration and development of
new oil prospects.

Lastly, stripper oil produced by indepen-
dent producers will be completely exempt
from the WPT beginning in 1983. This pro-
vision does not appear to give the same
reliel to royalty owners who have an in-
terest in the same stripper well(s).?

E. The WPT and Depletion Allowances

A problem voiced by many royalty
owners was the treatment of the WPT on
the individual’s tax return. Section 164(a)
(5) of the Code allows a deduction for the
amounr of the WPT paid or withheld dur-
ing the tax year. Royalty owners also eligi-
ble for percentage depletion did not know
whether the deduction was allowed before
or after the percentage depletion was
calculated. Here is the question.

Percentage depletion is computed by tak-
ing a stipulated percent of the “‘gross in-
come from the property.” The rovally
owner were wondering if the ‘‘gross income
from the property’” was first adjusied
downward 1o reflect the amount of the
WPT paid or withheld before the percen-
tage depletion was figured. According to
the Repulations, the percentage depletion is
laken before, nol after, the WPT is dJe-
ducted."”

Cost depletion appears to be calculated in
much the same manner.

Conclusion

Even though royalty owners do not cal-
culate and pay the WPT directly, semc
basic knowledge ot the Lax is important.
Qualificd royalty owners should make sure
the Form 6783 is filed with the purchaser or
entity withholding (he tax so that a quicker
return for the daily exemption can be
achieved. Also, the proper deduction of the
tax on the igdividual’s tax returnin rclation
10 the depletion allowanges can save time
and money.

1 i R4 Soo ase”

DR See d8eha

RO Ser 499

41RO See 99T

SR Sec 4987 and Seu J9RK

6 1RO Se0 98Ty

T LR Sew 4989 and 1)

LR AO Sed JN9a0

W, Ihd

10RO Sec 642900 through (01 as amended by e
Lganonmic Recovers Tay Act ol 19K]

11 TR See 499301, o amended by the Tuoneane Recovers
Tay Act ol 1981

12,1 R € See 93700, s amended byorie L oonesmie
Recosers Tay A ot 19R)

13 1RO Soe 49900, as amended My the T eononng Rewovers
Tav Avt ol 19K]

19 1 KO Secnon 1eKai(%)

Table 3.
1981 1982 1983
30%% 27140, 250,

New WPT Rates on Newly Discovered Qil

1984
22%

1985 1986
20% 15"
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AGRICULTURAL STRUCTURES

cominued from page 2

Status as Section 1245 property

The Economic Recovery Tax Act of 1981
made it clear thal single purpose agricul-
tural {(and horticultural) structures are Sec-
tion 1245 property. The final regulations,
however, permit facilities placed in service
before 1981 to be trealed as Section 1250
property for depreciation recapture pur-
poses if rapid depreciation nethods were
not used that could only be used for Section
1245 property.

Dairy facilities

A pair of recently published letter rulings
have focused on eligibility of dairy facilities
as “‘single purpose agricultural structures.”’
[n Lir. Rul 8323011, March 2, /983, a
structure was ¢ligible that was built for a
dairy operation. The structure was compos-
ed of

*...(A) bottom base section containing
stalls for the dairy cows and a loft, lo-
cated in the roof section of the structure.
The loft runs the length of the roof peak
of the structure and is used for the stor-
age of hav used to feed all the dairy cat-
tle in the structure. ...
**The base section also houses equip-
ment, used in the housing, raising and
feeding of dairy cows and their produce,
such as 44 stalls for the dairy cows, 17
stalls for the yearlings, a box stall for
fresbing the dairy cows, and a sloping
pipeline which runs through the struc-
ture following the sialls, for carrying the
milk to the bulk milk tank.”

The hay storage was less than 11% of the
total volume of the structure.

In Lir. Rul. 8324009, no date given, a
similar facility was eligible for investment
tax credil. In thart facility, hay storage made
up about 29% of total volume of the struc-
ture. — Nerl E. Harl

Watch contingent remainders

It is clear that the creation of contingent re-
mainder interests at the death of a land-
owner can cause serious problems of eligi-
bility for special use valuation of land. In
Lir. Rul. 8346006, July 29, 1983, the ques-
tion was raised whether the remote passibil-
ity that the property might pass to in-
dividuals outside the decedent’s family
would bar special use valuation.
Example: X dies leaving land 1o the sur-
viving spouse, Y, for life, remainder in-
terest to the four children. The will pro-
vides that if any child predeceases Y,
that child’s interest is to pass to the other
children or their issue. If no children or
issue survive Y, the property is to pass to
X's heirs as though X had died intestate
under the laws of that state.

The low probability that all X's issue
would predecease Y with the result that X’s
land would pass to X's heirs in intestacy is
apparently sufficient to preclude special use
valuation for the land.

For thal reason, it is essential thar alf
wills and trusts fof individuals olding land
Jor which special use valugtion mnay be de-
sired} be reviewed and, where necessarvy, re-
vised to assure thar — (1) all interesis n-
cluding remainder interests vest in family
members of the landowner ai the fan-
downer's death or (2) provisions be added
limiting, in all events, passuge of properiy
interests only o wmembers of the
lundowner’s famnily.

In an earlier ruling, L. Rul 83320)2,
April 22, 1983, a contingent devise to a
charitable organization on failure of a
spouse Or issue to survive barred special use
valuation.

The so-called disaster or catastrophic
clauses providing for disposition of proper-
ty if no member of the immediale family
survives should only be used with wrmost
caution. The decedent’s dispositive instru-
meni must not be the means by which, even
on a low probability basis, the decedent’s
land can pass outside the decedent’s family
if special usc valuation is to be assured.

The necd for careful drafting is also
dramatized by rccently published L. Rul.
8349008, Augusi 23, /983 In that ruling,
the husband as the surviving spouse receiv-
ed a life estate in farmland with the farm-
land passing under a testamentary special
power of appointment in the husband. [n
the event the power of appointmcnt was not
exercised, the properly was to pass to the
decedent’s children then surviving and the
children of any predeceased child. If a
deceased child did not have living descen-
dants, the property was 10 pass to the dece-
dent’s living descendants. If there were no
desecndants of the decedent, a **catastroph-
ic”” ¢lause would be activated with the pro-
perty divided into 1wo parts with one part
“*distributed to the heirs of my husband per
stirpes, and one part to my heirs per stirpes
to be determined as though we had died at
the termination of the life estate.”” Special
use valualion was barred because — (1) the
special power of appointment was ao
limited to qualified heirs and (2} the proper-
tv could have passed outside the decedent’s
family under the catastrophic provision.

— Neil . Huari
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AALA requests nominees

The AALA Nominating Committee requests your candidate suggestions and
selection comments for the 1984-85 Office of the President-Elect and two new
members of the Board of Directors for the three-year term of 1984-87. Please
communicate your nominee and ideas to:
Dr. Dale C. Dahl,
217 Classroom Office Building,
University of Minnesota,
St. Paul, MN 55108.
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