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TAX LAW MAY CONTRIBUTE TO DEMISE OF MINNESOTA FAMILY FARM 

Minnesota I s farm lass modi fi cation law, Mi nriesota. Statute Section 290. 09, 

subd. 29, was enacted by the 1973 legislature with the support of some major 

farm groups . 

According to the Minnesota Supreme Court, the law appears to have been 

11 intended to curb a popular tax shelter device whereby substantial sums of 

nonfarm income are sheltered by farm losses." However, many farm experts view 

the law as being 11 so broad and overreaching that it is damaging to legitimate 

farmers, 11 ·according to 'the Minnesota Tax Court. 

The Farm Loss Modification Law, in essence, limits the amount of nonfarm 

income a taxpayer can·use to offset farm losses as follows: 

--Farm losses,may freely offset farm income 

"--Remaining farm losses may fully offset nonfarm income if nonfarm 

income is $15,000 or less 
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add one--tax law 

~-If nonfarm.income is more than $15,000, a formula is used to 

decrease the farm-loss-offset as nonfarm income increases. A 
. . 

taxpayer with nonfarm income of $22,500 cannot offset any of that 

income with farm losses, regardless of act,ual farm loss suffered. 

--Farm loss· in the form of interest or taxes may be taken as a current 

deduction 

:'"'"Unused farm loss may be carried back three years or forward five 

years to offset income, but only the the extent allowable under this 

law. 

"The Law's. Constitutionality: was chall~nged in 1978 in a cas~ called 

Guillbms.·11s:~ nie·cortmissiotier of Revenue. The Guilliams are a young couple 

interrested in fanni:ng. The couple filed Minnesota tax returns for 1975 and 

1976, reporti_ng no state tax for 1975 and $175 for 1976. They were audited 

an_d the Commtssioner of Revenue found in A_ugust 1978 that the taxpayers should 

hav_e appli_ed the farm loss modification law. He assessed a tax of about $600 

for. 1975 and $800 for 1976. 

The Guilliams appealed to the Minnesota Tax Court, which reversed the 

Coromissi"oner in October, 1978, holdi_ng the farm -loss modification law was 

unconstit~tional •. 

. "The Taxpayers• ·situation was as follows:· 

--They were cash-basis, calendar year taxpayers both in their mid-thirties. 

They l'ive on a 948 acre farm in a sma 11 rural_ Minnesota town. Both grew 

~pin farotly farm enyironments. The husband has worked as a computer 
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programmer ;-n. the Twin CHies since 1967. During each tax year in question, • 

he earned wages of about $20,000. 

--The couple's objective since they were married in 1969 was to own their 

own farm and raise be~f cattle. They knew they would have to continue 

worki_ng to save enough money to purchase land, farm equipment and cattle, 

and to-have some working capital. 
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add two--tax law 

--They purchased their farm in early 1970 but could not move onto it 

until they had saved enough money for the down payment. During this time 

both were working but took second jobs cleaning a restaurant to raise 

the down payment. 

--The Guilliams have lived on their farm since 1971. The wife quit her 

jrib when she had a child in 1973, but the husband kept his job. He 

drives 146 roung-trip-miles each day 11 to have the necessary income to 

become a full-time, successful farmer 11 , hopefully by January 1982 . 

--The taxpayers were troubled by inflation and falling cattle prices from 

1974 through 1976. They sold their cattle iri late 1974 to minimize 

potential losses. Their 1975-1976 farm income came from the sale of 

hay which they both harvested. In 1977, the Guilliams again bought 

cattle and are now raising brood cows and selling feeder cattle. 

--During 1975-76, the wife baled hay that her husband had cut before work, 

on weekends, and while on vacation. 

--The couple's 1975 tax situation was: 

Gross nonfarm income 
Gross farm income (hay) 
Farm operating· loss 

Real estate taxes 
Interest 

--Their 197i tax situation was: 

Gross nonfarm income 
Gross farm income 
Farm operating loss 

Real estate taxes 
Interest 

$ 20,546. 
7,479. 

14,195.,including 
1,013. and 
2,042. 

$ 20,519. 
8,556. 

13,430.,includirig 
958. and 

3,556 . 

--In'both 1975 and 1976,·the taxpayers took the:ir full farm operating loss 

in calculating the Minnesota Income Tax without applying the Minnesota 

farm loss modification rules . 

--In 1978, as a result of his application of those rules, the Commissioner 

of Revenue determined additional income of $5,827 for 1975 and $4,954 for 
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add three--tax law 

1976. When the Guilliams appealed, the Minnesota Tax Court-reversed 

the Commissioner 1 s decision and came down very hard on the implications 

of the farm loss modification rules as another dissincentive to young 

people who want to become genuine farmers. 

The Minnesota Tax Court Held the Farm Loss Law Unconstitutional: 

(1) The Minnesota Farm Loss Modification Law 11 is clearly unreasonable, 

arbitrary, capricious and discriminatory 11 and therefore, 11 unconstitutional as 

a denial of equal protection, equality and uniformity under the U.S. and 

Minnesota Constitutions, and ,, 

(2) the statute 11 createi a cpnclusive presumption that persons with 

nonfarm income greater than $15,000 are 11 tax loss farmers, which is so 

unreasonable and arbitrary that it constitutes a taking of property without due 

process of law under the U.S. and Minnesota Constitutions. 

Finding t~e Farm Loss Modification law unconstitutional, and reversing the 

Commissioner of Revenue, the Tax Court ordered a redetermination of taxes due 

with full claim of farm losses and without regard to Minnesota Statute 290.09, 

subd. 29. 
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The tax court was very critical of the Farm Loss Modification law in lengthy • 

memorandum. The court objected to a tax system thwich divides those with farm 

in.come into two cl asses: 

Those with nonfarm income of $15,000 or less a'nd those with more than 

$15,000 of nonf~rm income, the classes are distinguished solely on the amount 

of nonfarm income each receives so that those in the first class are allowed 

full use of net farm loss to offset nonfarm income. But those in .. the other 

class (except for taxes, intere~t and carry-back and -for~ard provisions) are 

disallowed 11 otherwise allowable bona fide farm deductions solely on the basis of 

the amount of their nonfarm income. 11 

- more 

• 

• 

• 

• 



• 
# 

• 

• 

• 

• 

• 

• 

• 

• 

• 

add four--tax law 

According to the Tax Court, the Commissioner found 11 this difference in 

treatment is justifiable ... because farm income and
1
losses are 'inherently 

different' from nonfarm income and losses because of the 1many special tax 

rules' applicable to farms. 11 

But the existing law takes no account of a farmer's intent to operate a 

legitimate farm. The Tax Court said 11 whether or not a particular individual 

is engaged in tax loss farming rather than a legitimate operation is relevant.11 

... otherwise the law has no 11 rational basis 11 for its difference in treatment 

of taxpayers. 

The Minnesota Supreme Court reversed the Tax Court in the Guilliams case 

in October, 1980, concluding-that the Minnesota Farm Loss Modification law does 

not offend the Minnesota and U.S. Constitutions. 11 Whether or not respondents 

are 'real' farmers is not·the point; the statute applies to all persons. 

engaged in farming, real or not, with respect to nonfarm income.". 

Federal Farm Tax Shelter law attacts the problem without use of a 11 nonfarm 

income classification. 11 Federal law denies deductions for an activity (in 

excess of income from the activity) which is not engaged in for profit. The 

law is based largely on the intent to make a profit and applies to all 

operations~ rather than. applying only to farming. 

The Bottom Line: Is enforcement of the Minnesota Farm Loss Modification laws 

one more factor blocking entry to and speeding up exit from Minnesota family 

farming? The Tax Court Memorandum indicates that the answer m~y be 11yes. 11 

"Many farming operations are conscientiously conducted, but due to honest . 

problems of management, lack of funds, or-other factors, they have a net loss . 

•.• (The statutory classification) is directly contrary to the concerns expressed 

by th·e Minnesota Legislature and by the pol icy of the State of Minnesota to 

provide·a healthy environment for agriculture and to help and preserve and 

protect the family farm •.. It is becoming increasingly common for one or both 
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(spouses) to seek outside income to· supplement their farm income so that they 
I 

can survive the initial lean years, expand their farm operation, or even just 

stay in farming during this inflationary period ... The facts of life are that 

to stay in farming many farmers have resorted to city work ... 11 

Government reports support the trend toward off-farm work. AT the 

national level, according. to a 1980 USDA report, about 53 percent of the average 

farm operator's income is from off-farm sources. As total operator income 

increases, the amount of non-farm income decreases dramatically. However, 

the average farm operator's total income from all sources is only $23,000~ 

Although current information on non-farm income is not available for 

Minnesota, the 1978 Agricultural Census indicates substantial increases in 

the number of Minnesota farm operators who are working off the farm. In 1974, 

the number of farmers who worked off the farm was 32,260-:-:23,000 of them for 

100 days or more. In 1978, off-farm work included 46,q$9 operators-33,400 

of th.em for 100 days or more. Fourty--.four percent more Minnesota farmers 

worked off the farm in 1978 than in 1974. Fourty-five percent more work 100 

days or more off the farm. 

Information is not available to indicate that need is why farmers work 

off the farm. However,.49,000 Minnesota farms grossed less than $20,000 from 

farm sales in 1978. And the average Minnesota farm had farm production 

expenses of $39,373 on farm cash receipts of $46,653 in 1978. 

"The law in question, ... , contributes, in the opinion of the (Tax) Court, 

to the demise of -the family farm. It throws the.baby. out with the bath water 

when· it tries to get -rid- of the land speculator.· ••. The statute puts 

restrictions on farm losses which are not applicable to any other business 

operation.- So long a~ a business is entered into for profit, losses. incurred 

in the early stages of oper~tion are deductible... Pl~cing restrictions on 
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farms that are not equally applicable to other businesses is discriminatory 

and constitutes invidious class legislation by singling out legal operations 

as a class for less favorable treatment. 11 

The amount of additional tax imposed in the Guilliams case was not a great 

amount and it may not be great in many such cases .. However, this approach to 

the farm tax shelter problem is one more dissincentive against those who want 

to work their way into farming or who want to stay in farming. 

A bill to amend the Minnesota Farm Loss Modification rules was introduced 

in the House of Representatives on Thursday, April 9. The bill's chief author 

is Rep. Merlyn Valan of Moorhead. "The amendment would increase the amount 

of non-farm income at which the rules take effect from $15,000 to $20,000 . 

Representative Valan is a member of the Financial Institutions & Insurance 

Committee, the Semi-State Division of the Appropriations Committee, and the 

Agriculture Committee. He sees no chance of a repeal of the Farm Loss 

Modification Law and is not optimistic about passage of his bill to amend. 

# # #. 
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