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Warfield v. Commissioner, 84 T.C. 179 (1985)

Capital  gains  from the  sale  of  farmland development  rights  are  subject  to  the
alternative minimum tax unless there is an explicit statutory exemption within the
tax code,  and general  farmland protection policies  do not  override specific  tax
statutes.

Summary

Albert and Marsha Warfield sold development rights to their Maryland farmland to
the Maryland Agricultural Land Preservation Foundation and claimed the resulting
capital gains were exempt from the alternative minimum tax (AMT). They argued
that the Farmland Protection Policy Act implied an exemption. The Tax Court ruled
against the Warfields, holding that the AMT, as explicitly defined in section 55 of the
Internal  Revenue Code,  applies  to  capital  gains,  including those from farmland
development rights. The court emphasized that tax exemptions must be explicitly
stated in the tax code and cannot be inferred from general policy statutes like the
Farmland Protection Policy Act.

Facts

1. Albert G. Warfield III inherited 229.88 acres of Maryland farmland in 1955 with a
basis of $56,320.60.
2. In 1980, Warfield granted an easement of development rights on the farmland to
the Maryland Agricultural Land Preservation Foundation.
3. The State of Maryland paid Warfield $75,000 in 1980 and $223,850 in 1981 for
the development rights easement.
4. On their 1981 joint tax return, the Warfields reported long-term capital gain from
the transfer but did not pay alternative minimum tax on it, arguing it was exempt
due to farmland protection policy.

Procedural History

The Commissioner of Internal Revenue determined a deficiency of $10,151 in the
Warfields’  federal  income  taxes  for  1981,  primarily  due  to  unpaid  alternative
minimum tax. The Warfields petitioned the United States Tax Court to contest this
deficiency.

Issue(s)

1. Whether the Farmland Protection Policy set forth in 7 U.S.C. § 4201 precludes the
application of the alternative minimum tax under section 55 of the Internal Revenue
Code to capital gains derived from the transfer of farmland development rights to
the Maryland Agricultural Land Preservation Foundation.

Holding
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1.  No, the Farmland Protection Policy does not preclude the application of  the
alternative minimum tax to capital gains from the sale of farmland development
rights because the alternative minimum tax provisions of section 55 of the Internal
Revenue Code are clear and controlling, and there is no explicit exemption for such
gains within the tax code itself.

Court’s Reasoning

The Tax Court reasoned that section 55 of the Internal Revenue Code explicitly
includes capital gains as part of the alternative minimum tax base. The court stated,
“The unambiguous express provisions of section 55 are controlling in this case.” The
court found no language in either section 55 or its legislative history that suggested
any exemption for  capital  gains  from the sale  of  farmland development  rights,
except for the sale of a principal residence, which is explicitly mentioned in section
57(a)(9)(D).  The  court  rejected  the  Warfields’  argument  that  the  Farmland
Protection Policy Act created an implied exemption, stating, “We would certainly
require  specific  evidence of  legislative  intent  before we would conclude that  a
subsequently  enacted  nontax  statute  overrode  specific  provisions  of  a  taxing
statute.” The court emphasized that the Farmland Protection Policy Act, 7 U.S.C. §
4203(b),  merely  directs  federal  agencies  to  develop  proposals  to  conform with
farmland protection policy, and does not mandate or authorize the Internal Revenue
Service  to  create  tax  exemptions  that  contradict  the  express  language  of  the
Internal Revenue Code. The court also dismissed other arguments by the petitioners,
including that the tax was inequitable or that the transaction was not a “true”
capital gain, finding no basis for creating exceptions to the clear statutory language
of section 55.

Practical Implications

1. **Strict Interpretation of Tax Exemptions:** This case reinforces the principle that
tax exemptions must be explicitly stated in the Internal Revenue Code. Courts will
not infer exemptions based on general policy statutes or arguments of equity.
2. **Alternative Minimum Tax Scope:** Legal professionals must advise clients that
the alternative minimum tax is broadly applicable to capital gains, and transactions
that generate capital gains, even those serving public policy goals like farmland
preservation, are not automatically exempt.
3. **Legislative Action Required for Tax Incentives:** If Congress intends to provide
tax incentives for specific activities like farmland preservation, it must do so through
explicit  amendments  to  the  Internal  Revenue  Code,  such  as  creating  specific
exclusions,  deductions,  or  credits.  General  policy  statements  are  insufficient  to
create tax benefits.
4.  **Tax Planning:** Taxpayers engaging in transactions with significant capital
gains should consider the potential impact of the alternative minimum tax and plan
accordingly. Strategies like installment sales might be considered, although, as the
court noted, the tax outcome depends on individual circumstances and planning
choices made before the transaction.


