Satrum v. Commissioner, 62 T. C. 413, 1974 U. S. Tax Ct. LEXIS 82, 62 T. C.
No. 47 (U. S. Tax Court 1974)

Specialized agricultural structures integral to production processes can qualify for
the investment tax credit as ‘other tangible property’ rather than ‘buildings’ under
IRC § 48(a)(1)(B).

Summary

In Satrum v. Commissioner, the U. S. Tax Court ruled that specialized egg-producing
facilities were not ‘buildings’ but ‘other tangible property’ eligible for the
investment tax credit under IRC § 48(a)(1)(B). The case involved Melvin and Thordis
Satrum, who operated an egg farm and claimed investment credits for constructing
egg-producing facilities. The court found these structures were designed specifically
for housing chickens and integral to the egg production process, distinguishing them
from typical buildings due to their specialized function and minimal human activity.
This decision clarified the criteria for agricultural structures to qualify for tax
incentives, impacting how similar facilities might be assessed for tax purposes.

Facts

Melvin and Thordis Satrum operated Valley View Egg Farm, where they constructed
specialized egg-producing facilities. These facilities were rectangular, quonset-type
structures designed to house 20,000 chickens each. The structures featured
corrugated metal walls with louvers for ventilation control, a concrete slab floor with
a slope for water flow, and a roof with air coolers and support braces. Inside,
chickens were kept in double-decked cages, with minimal human activity limited to
egg collection, feeding, and waste removal, all of which were largely mechanized.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in the Satrums’
federal income taxes for 1967, 1968, and 1969, disallowing their claimed investment
credits for the egg-producing facilities. The Satrums petitioned the U. S. Tax Court,
which heard the case and issued its decision on June 27, 1974.

Issue(s)

1. Whether the egg-producing facilities constructed by the petitioners were
‘buildings’ under IRC § 48(a)(1)(B), thus ineligible for the investment tax credit.

Holding

1. No, because the facilities were specifically designed as an integral part of the
egg-producing process and were not intended to provide working space for humans,
they were classified as ‘other tangible property’ eligible for the investment tax credit
under IRC § 48(a)(1)(B).
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Court’s Reasoning

The court applied a ‘function’ or ‘use’ test to determine whether the egg-producing
facilities were ‘buildings’ or ‘other tangible property. ‘ It emphasized that the
structures were designed specifically for housing chickens and facilitating egg
production, with features like louvered walls for ventilation and a sloping floor for
water flow. The court noted the minimal human activity within the facilities, which
was largely mechanized and ancillary to the chickens’ production work. The court
also considered the legislative intent and previous rulings that certain specialized
structures, despite resembling buildings, could qualify for the investment credit if
integral to a production process. The court rejected the Commissioner’s
classification of the facilities as buildings, finding them more akin to specialized
agricultural structures like hog-raising facilities mentioned in subsequent legislative
guidance.

Practical Implications

This decision expands the scope of agricultural structures that can qualify for the
investment tax credit, allowing farmers and agricultural businesses to claim credits
for specialized facilities integral to their production processes. It provides a clearer
framework for distinguishing between ‘buildings’ and ‘other tangible property’
under IRC § 48(a)(1)(B), focusing on the structure’s function and the level of human
activity involved. The ruling may encourage investment in specialized agricultural
infrastructure by reducing the tax burden on such investments. Subsequent cases
and tax guidance have built upon this decision, further refining the criteria for tax
incentives in agriculture. However, the dissent highlights ongoing debate about the
classification of agricultural structures, which may lead to future challenges and
clarifications in this area of tax law.
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