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Pajaro Valley Greenhouses Inc. v. Commissioner, 59 T. C. 113 (1972)

The case establishes that greenhouses, even if less substantial, can be classified as
‘buildings’  under  section  48(a)(1)(B)  of  the  1954 Code,  thus  not  qualifying  for
investment credit.

Summary

In Pajaro Valley Greenhouses Inc. v. Commissioner, the Tax Court ruled that the
petitioner’s greenhouses did not qualify for the investment credit under section 38
of the 1954 Code because they were classified as ‘buildings. ‘ The court relied on a
similar  case,  Sunnyside  Nurseries,  and  determined  that  despite  differences  in
construction materials  and usage,  Pajaro  Valley’s  greenhouses  were sufficiently
similar to those in Sunnyside to warrant the same classification. The decision hinged
on the interpretation of ‘section 38 property’ and the exclusion of ‘buildings’ from
this category.

Facts

Pajaro Valley Greenhouses Inc. sought an investment credit under section 38 of the
1954 Internal Revenue Code for expenditures on greenhouses. These greenhouses
had  wood  frames,  fiberglass  roofs  and  walls,  and  bare  ground  floors  where
employees  planted rosebushes  and carnation  sprigs  directly.  The Commissioner
disallowed the credit, arguing that the greenhouses were ‘buildings’ under section
48(a)(1)(B), and thus ineligible for the credit.

Procedural History

The case originated with the petitioner’s claim for investment credit, which was
disallowed by the Commissioner.  Pajaro Valley then appealed to the Tax Court,
which heard the case concurrently with Sunnyside Nurseries and issued its decision
on the same day, applying the ruling from Sunnyside to Pajaro Valley’s case.

Issue(s)

1.  Whether  Pajaro  Valley’s  greenhouses  qualify  as  ‘section  38  property’  under
section 48(a)(1) of the 1954 Code, thereby allowing for an investment credit.

Holding

1.  No,  because  the  greenhouses  were  classified  as  ‘buildings’  under  section
48(a)(1)(B) and thus did not meet the criteria for ‘section 38 property. ‘

Court’s Reasoning

The court’s decision was heavily influenced by the concurrent case of Sunnyside
Nurseries,  where similar  greenhouses were deemed ‘buildings.  ‘  Despite Pajaro
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Valley’s  greenhouses  being  less  substantial,  with  wood  frames  and  fiberglass
materials,  the  court  found  them  functionally  equivalent  to  the  Sunnyside
greenhouses. The court emphasized that both sets of greenhouses served the same
purpose: creating controlled environments for plant growth and providing space for
employees. The court concluded, ‘Having held that the greenhouses in Sunnyside
were “buildings” within the meaning of section 48(a)(1)(B), we find no reason to
regard the structures involved herein any differently. ‘ This reasoning underscores
the court’s focus on the functional and structural similarity between the two cases,
rather than the materials used or specific methods of plant cultivation.

Practical Implications

This decision sets a precedent for the classification of greenhouses as ‘buildings’ for
tax  purposes,  impacting  how  businesses  in  the  agricultural  sector  can  claim
investment credits. Attorneys and tax professionals advising clients in this industry
must  now consider  the  structural  and  functional  aspects  of  greenhouses  when
determining eligibility for tax benefits. The ruling also implies that less substantial
structures may still be categorized as ‘buildings’ if they serve similar purposes to
more  traditional  buildings.  Subsequent  cases  have  followed  this  precedent,
reinforcing the need for clear criteria in distinguishing between ‘buildings’  and
other  structures  for  tax  purposes.  This  case  also  highlights  the  importance  of
consistency in tax law application, as seen in the court’s reliance on the Sunnyside
decision.


