Estate of Blanche Knollenberg v. Commissioner, 107 T. C. 259 (1996)

The duty of consistency prevents a taxpayer from disavowing a prior position taken
on an estate tax return to avoid additional estate tax under section 2032A(c).

Summary

In Estate of Blanche Knollenberg, the Tax Court addressed the validity of a special
use valuation election under section 2032A for farmland. The petitioners argued that
the election was invalid due to the farmland not meeting the qualified use
requirement at the time of the decedent’s death. The court rejected this argument,
applying the duty of consistency doctrine. It held that the petitioners, who had
consented to the election and benefited from reduced estate taxes, were estopped
from later denying the validity of the election when faced with additional taxes due
to the cessation of qualified use. The decision underscores the importance of
maintaining consistency in tax positions and the implications of electing special use
valuation for estate planning.

Facts

Blanche Knollenberg died on July 24, 1983, owning six parcels of farmland in Butler
County, Kansas. Her executor, William LeFever, filed an estate tax return electing
special use valuation under section 2032A for five of these parcels. The election was
based on the farmland being used for qualified purposes at the time of her death.
Subsequently, petitioners William and Betty Lou LeFever, heirs of the estate, cash
rented portions of the farmland, which is not a qualified use under section 2032A.
The IRS issued notices of deficiency for additional estate tax under section 2032A(c)
due to the cessation of qualified use. Petitioners then argued that the farmland was
not qualified real property at the time of death, attempting to invalidate the election.

Procedural History

The IRS accepted the estate tax return and the special use valuation election
without audit. In 1990, the IRS sent a questionnaire to the petitioners, who reported
that portions of the farmland were being cash rented. The IRS then issued notices of
deficiency for additional estate tax under section 2032A(c) in 1992. The petitioners
challenged the deficiencies in the Tax Court, arguing that the special use valuation
election was invalid due to the farmland not being qualified real property at the time
of the decedent’s death. The court granted the IRS leave to amend its answer to
include the affirmative defenses of estoppel, quasi-estoppel, and duty of consistency.

Issue(s)

1. Whether the petitioners are estopped under the duty of consistency from denying
that the farmland was qualified real property at the time of the decedent’s death and
from challenging the validity of the special use valuation election.

2. Whether the petitioners’ cash renting of the farmland constituted a cessation of
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qualified use under section 2032A(c).
Holding

1. Yes, because the petitioners had represented on the estate tax return and in their
agreements that the farmland was qualified real property, and having benefited
from the reduced estate tax, they are estopped from later denying these
representations to avoid additional estate tax.

2. Yes, because the cash renting of the farmland by the petitioners, who were not
the surviving spouse, constituted a cessation of qualified use under section
2032A(c).

Court’s Reasoning

The court applied the doctrine of duty of consistency, noting that the petitioners had
made representations on the estate tax return and in their agreements that the
farmland was qualified real property. The court cited cases such as Beltzer v. United
States and United States v. Matheson, where taxpayers were estopped from taking
positions contrary to their earlier representations that had been relied upon by the
IRS. The court emphasized that the petitioners had consented to the special use
valuation election and the potential liability for additional estate tax under section
2032A(c), and they could not disavow these positions after the statute of limitations
on the original estate tax assessment had expired. Furthermore, the court found that
the petitioners’ cash renting of the farmland constituted a cessation of qualified use,
as it did not meet the requirements of section 2032A(b)(2). The court also noted that
the IRS was notified of this cessation in 1990, and thus the notices of deficiency
issued in 1992 were timely under section 2032A(f).

Practical Implications

This decision reinforces the importance of the duty of consistency in tax law,
particularly in the context of estate planning and special use valuation elections.
Attorneys and estate planners must ensure that clients fully understand the
implications of electing special use valuation under section 20324, including the
requirement to maintain qualified use for a specified period. The decision also
highlights the risks of cash renting farmland that has been elected for special use
valuation, as it may trigger additional estate tax liabilities. Practitioners should
advise clients to carefully document the use of the property and any changes in use
to avoid similar issues. This case has been cited in subsequent cases dealing with
the duty of consistency and the application of section 2032A, underscoring its
ongoing relevance in estate tax law.
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