Estate of Elmira S. Brandes, Deceased, Robert S. Brandes, Executor,
Petitioner v. Commissioner of Internal Revenue, Respondent, 87 T. C. 592
(1986)

When a decedent sells property under a contract but dies before full payment, only
the value of the remaining payments under the contract, not the property itself, is
includable in the estate for tax purposes.

Summary

In Estate of Brandes, the decedent sold a farm to her son under an installment
contract but died before receiving all payments. The estate sought to include the
farm’s special use valuation in the estate tax calculation, but the Tax Court held that
only the value of the remaining payments under the contract should be included, not
the farm itself. The court rejected the estate’s arguments for applying special use
valuation under Section 2032A and affirmed the sale as a bona fide transaction not
subject to Section 2036, thus impacting how similar estate tax valuations are
approached in cases involving sales with deferred payments.

Facts

In 1977, Elmira S. Brandes sold an 80-acre farm to her son, Robert E. Brandes, for
$140,000, with a down payment and the remainder payable in annual installments
over 15 years. The deed was placed in escrow until full payment. Elmira died in
1980 before receiving all payments, with a balance due of $99,241. 18. The farm
was leased to a nephew on a crop-share basis, and Elmira continued to own another
farm at the time of her death.

Procedural History

The estate filed a Federal estate tax return claiming special use valuation under
Section 2032A for the sold farm, asserting that Elmira retained a life estate. The
Commissioner disallowed this valuation, determining that only the remaining
contract payments should be included in the estate. The estate appealed to the U. S.
Tax Court, which upheld the Commissioner’s determination.

Issue(s)

1. Whether the estate can value the sold farm under Section 2032A with respect to
the decedent’s contract rights.

2. Whether Section 2036 applies to the sale of the farm, making it includable in the
estate.

Holding

1. No, because the decedent’s interest was in the contract rights, not the farm itself,
and thus not eligible for special use valuation under Section 2032A.
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2. No, because the sale was a bona fide transaction for full consideration, rendering
Section 2036 inapplicable.

Court’s Reasoning

The court determined that the sale was completed for tax purposes in 1978 when
possession was transferred, and thus Elmira’s interest at death was in the remaining
contract payments, not the farm. The court rejected the estate’s arguments for
applying special use valuation under Section 2032A, emphasizing that the value of
the contract rights, not the farm, was includable in the estate. The court also found
that Section 2036 did not apply because the sale was for full consideration,
supported by an appraisal, and thus was a bona fide transaction. The court cited
Commissioner v. Union Pac. R. Co. and Estate of Buckwalter v. Commissioner to
support its conclusions on when a sale is considered closed for tax purposes and
how contract rights are valued in an estate.

Practical Implications

This decision clarifies that when a decedent sells property under an installment
contract and dies before full payment, only the value of the remaining payments, not
the property itself, is includable in the estate for tax purposes. This ruling affects
estate planning strategies involving installment sales, particularly in agricultural
settings where special use valuation might be considered. It also guides
practitioners on the application of Sections 2032A and 2036, emphasizing the
importance of recognizing when a sale is complete for tax purposes and the impact
of bona fide sales on estate tax calculations. Subsequent cases, such as Estate of
Thompson v. Commissioner, have referenced Brandes in similar contexts,
reinforcing its significance in estate tax law.
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