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AN ACT

Amendi ng the act of March 4, 1971 (P.L.6, No.2), entitled "An
act relating to tax reformand State taxation by codifying
and enunerating certain subjects of taxation and inposing
t axes thereon; providing procedures for the paynent,
col l ection, adm nistration and enforcenent thereof; providing
for tax credits in certain cases; conferring powers and
i mposi ng duties upon the Departnent of Revenue, certain
enpl oyers, fiduciaries, individuals, persons, corporations
and other entities; prescribing crinmes, offenses and
penalties,” providing for alternative valuation of farm and
cl osely hel d business property.

The General Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:

Section 1. The act of March 4, 1971 (P.L.6, No.2), known as
t he Tax Reform Code of 1971, is anmended by adding a section to
read:

Section 2123. Alternative Valuation of Farm and C osely Hel d

Busi ness Property.--(a) (1) |If the decedent was, at the tine

of his death, a resident of this Commonweal th, and the executor
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el ects the application of this section and files the aqgreenent

descri bed in subsection (c)(2), then, for the purposes of this

article, the value of qualified real property shall be its val ue

for the use under which it qualifies as qualified real property.

(2) The aggregate decrease in the value of qualified real

property taken into account for purposes of this section which

results fromthe applicati on of paragraph (1) with respect to

any decedent shall not exceed seven hundred thousand doll ars

($700, 000).

(b)Y (1) There is hereby i nposed an additi onal estate tax

if, within seven years after the decedent's death and before the

death of the qualified heir:

(i) The qualified heir disposes of any interest in qualified

real property, other than a di sposition to a nenber of his

(ii) The qualified heir ceases to use for the qualified use

the qualified real property which was acquired, or passed, from

t he decedent.

(2) (i) The anount of the additional tax inposed under

par agraph (1) with respect to any interest shall be the anount

equal to the | esser of:

(A) the adjusted tax difference attributable to the

i nterest; or

(B) the excess of the anpbunt realized with respect to the

interest, or, in any case other than a sale or exchange at arnis

l ength, the fair market value of the interest, divided by the

value of the interest determnm ned under subsection (a).

(ii) For purposes of subparagraph (i)(A), the adjusted tax

difference attri butable to an interest is the anount whi ch bears

the sane ratio to the adjusted tax difference with respect to
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the estate as the excess of the value of the interest for

pur poses of this article, determ ned without regard to

subsection (a), divided by the value of the interest determ ned

under subsection (a), bears to a sinmlar excess determn ned for

all qualified real property.

(iii) For purposes of subparagraph (ii), the adjusted tax

difference with respect to the estate is the excess of what

woul d have been the estate tax liability but for subsection (a)

over the estate tax liability. For purposes of this subsection,

the estate tax liability is the tax i nposed under section 2116

reduced by the exenpti ons and deducti ons al | owabl e agai nst the

tax.

(iv) For purposes of this subsection, if the qualified heir

di sposes of a portion of the interest acquired by or passed to

the heir, or to a predecessor qualified heir, or there is a

cessati on of use of the portion:

(A) The val ue determ ned under subsection (a), taken into

account under subsection (b)(2)(i)(B) with respect to the

portion, shall be its pro rata share of the value of the

i nt erest.

(B) The adjusted tax difference attri butable to the interest

taken into account with respect to the transacti on i nvol ving t he

second or any succeedi ng portion shall be reduced by the anpunt

of the tax inposed under this subsection with respect to al

pri or transactions involving portions of the interest.

(3) If the date of the disposition or cessation referred to

in subsection (b)(1) occurs nore than one hundred twenty nonths

and | ess than one hundred eighty nonths after the date of the

death of the decedent, the anpunt of the tax inposed under this

subsection shall be reduced, but not bel ow zero, by an anpunt
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deternmined by multiplying the anount of the tax, determ ned

wi thout reqgard to this paraqgraph, by a fraction:

(i) the nunerator of which is the nunmber of full nonths

after the death in excess of one hundred twenty: and

(ii) the denom nator of which is sixty.

(4) |In the case of an interest acquired from or passing

from any decedent, if paragraph (1)(i) or (ii) applies to any

portion of an interest, the ot her subparaqgraph shall not apply

with respect to the sane portion of the interest.

(5) The additional tax i nposed under this subsecti on shal

becone due and payable on the day which is six nonths after the

date of the di sposition or cessation referred to i n paragraph

(1).
(6) The qualified heir shall be personally liable for the

addi ti onal tax i nposed under this subsection with respect to his

i nt erest.

(7) For purposes of paragraph (1)(ii), real property shal

cease to be used for the qualified use if:

(i) The property ceases to be used for the qualified use

under which the property qualified.

(ii) During any period of eight years ending after the date

of the decedent's death and before the date of the death of the

qualified heir, there were peri ods aqqgregati ng three years or

nore duri ng which:

(A) In the case of periods during which the property was

held by the decedent, there was no material participation by the

decedent or any nenber of the decedent's famly in the operation

of the farm or other business.

(B) In the case of periods during which the property was

held by a qualified heir, there was no nmaterial participati on by
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the qualified heir or a nenber of his famly in the operati on of

the farm or other business.

(c) (1) The election under this section shall be made not

|later than the time prescribed for filing the return of tax

i mposed under section 2116, incl udi ng extensi ons thereof, and

shall be made in the manner whi ch the departnment prescri bes by

requl ati on.

(2) The agreenent referred to in subsection (a)(1) and in

the definition of "qualified real property" in subsection (g) is

a witten agreenent signed by each person in bei ng who has an

i nterest, whether or not in possession, in any property

desi gnated in the agreenent, consenting to the applicati on of

this section with respect to the property.

(d) (1) |In the case of real property which neets the

requi renents of subparaqgraph (3) of the definition of "qualified

real property," residential buildings and rel ated i nprovenents

on the real property, occupied on a reqular basis by the owner

or | essee or by persons enpl oyed by the owner or | essee for the

pur pose of operating or nmintaining the real property, and

roads, buil dings and other structures and inprovenents

functionally related to the qualified use, shall be treated as

real property devoted to the qualified use.

(2) (i) Except as provided in subparagraph (ii), the val ue

of a farmfor farm ng purposes shall be determ ned by dividing

the excess of the average annual gross cash rental for

conparabl e | and, used for farm ng purposes and |ocated in the

locality of the farm over the average annual State and | ocal

real estate taxes for the conparable | and by the average annual

effective interest rate for all new Federal | and bank | oans. For

pur poses of the precedi ng sentence, each average annual

20010H0936B1055 - 5 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

conputation shall be nade on the basis of the five nbst recent

cal endar years endi ng before the date of the decedent's death.

(ii) The fornul a provided under subparaqgraph (i) shall not

be used:

(A) Were it is established that there is no conparable | and

fromwhich the average annual qgross cash rental nay be

det er ni ned.

(B) Where the executor elects to have the value of the farm

for farm ng purposes determ ned under paragraph (3).

(3) In any case to which paragraph (2)(i) does not apply or

in which the executor elects to apply this paragraph under

par agraph (2)(ii)(B), the followi ng factors shall apply in

deternm ning the value of qualified real property:

(i) The capitalization of incone which the property can be

expected to vield for farmng or closely held busi ness purposes

over a reasonable period of tinme under prudent managenent usi ng

traditional cropping patterns for the area, taking i nto account

soil capacity, terrain configuration and simlar factors.

(ii) The capitalization of the fair rental value of the | and

for farm and or cl osely hel d busi ness purposes.

(iii) Assessed |land values if a differential or use val ue

assessnent | aw exists for farm and or cl osely hel d busi ness.

(iv) Conparable sales of other farmor closely hel d busi ness

land in the sane geoqgraphi cal area far enough renoved from a

metropolitan or resort area so that nonagricultural use is not a

significant factor in the sale price.

(v) Any other factor which fairly values the farmor closely

hel d busi ness val ue of the property.

(e) |If qualified real property is di sposed of or ceases to

be used for a qualified use:
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(1) The statutory period for the assessnent of any

addi ti onal tax under subsection (c) attributable to the

di sposition or cessation shall not expire before the expiration

of three years fromthe date the departnent is notified, in such

manner as the departnent nay by requl ati on prescri be, of the

di spositi on or cessati on.

(2) Additional tax nmay be assessed before the expirati on of

the three-year period notw thstandi ng the provisi ons of any

other law or rule of | aw which woul d otherw se prevent an

assessnent.

(f) The departnent shall pronul gate requl ati ons setti ng

forth the application of this section in the case of an interest

in a partnership, corporation or trust which, with respect to

the decedent, is an interest in a closely held business.

(g) Definitions.--As used in this section, the foll owi ng

wor ds and phrases shall have the neani ngs given to themin this

subsecti on:

"Adj usted val ue."

(1) In the case of the gqross estate, the value of the gross

estate for purposes of this article, determ ned w thout regard

to this section, reduced by any anpunts all owabl e as a deducti on

under the I nternal Revenue Code of 1986 (Public Law 99-514, 26

U.S.C. 8§ 2053(a)(4)).

(2) In the case of any real or personal property, its val ue

for purposes of this article, deternm ned without reqgard to this

section, reduced by any anounts all owabl e as a deduction in

respect of the property under the Internal Revenue Code of 1986.

"Farm" Includes stock, dairy, poultry, fruit, fur-bearing

animal and truck farns, plantati ons, ranches, nurseries, ranges,

gr eenhouses or sinmilar structures used prinmarily for the rai sing
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of agricultural or horticultural commpdities and orchards and

woodl ands.

"Farni ng purposes."

(1) Cultivating the soil or raising or harvesting an

agricultural or horticultural commodity, including the rai sing,

shearing, feeding, caring for, trai ni ng and managenent of

aninmals, on a farm

(2) Handling, drying, packing, grading or storing on a farm

any agricultural or horticultural commpdity in its

unmanuf actured state, but only if the owner, tenant or operator

of the farmreqularly produces nore than one-half of the

commpdity so treat ed.

(3) (i) The planting, cultivation, caring for or cutti ng of

(ii) The preparation, other than mlling, of trees for

"Menber of the famly."

(1) Wth respect to an individual, only the individual's

ancestor or |lineal descendant.

(2) A lineal descendant of a grandparent of the individual,

the individual's spouse or the spouse of a |lineal descendant

enunerated i n subparagraph (1) or this subparagraph. For

pur poses of this definition, a legally adopted child of an

i ndi vidual shall be treated as a child of the individual.

"Qualified heir." Wth respect to any property, a nenber of

the decedent's fanmily who acquired the property, or to whomthe

property passed, fromthe decedent. |If a qualified heir di sposes

of an interest in qualified real property to a nenber of the

qualified heir's famly, the famly nenber shall thereafter be

treated as the qualified heir with respect to the interest.
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"Qualified real property." Real property located in this

Commpnweal th which, on the date of the decedent's death, was

bei ng used for a qualified use, but only if:

(1) Fifty percent or nore of the adjusted val ue of the gross

estate consists of the adjusted value of real or personal

property whi ch:

(i) on the date of the decedent's death, was bei ng used for

a qualified use; and

(ii) was acquired fromor passed fromthe decedent to a

qualified heir of the decedent.

(2) Twenty-five percent or nore of the adjusted val ue of the

gross estate consists of the adjusted val ue of real property

whi ch meets the requirenments of subparagraphs (1)(ii) and (3).

(3) During the period of eight years ending on the date of

the decedent's death there have been peri ods aggreqgating five

vears or nore during which

(i) the real property was owned by the decedent or a nenber

of the decedent's famly and used for a qualified use; and

(ii) there was material participation by the decedent or a

menber of the decedent's famly in the operation of the farm or

ot her busi ness.

(4) The real property is designated in the agreenent

referred to in subsections (a)(1) and (c)(2).

"Qualified use." The devotion of a property to any of the

(1) Use as a farmfor farm ng purposes.

(2) Use in a trade or business other than the trade or

busi ness of farmn ng.

Section 2. This act shall take effect in 60 days.
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