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I recently met with Joe, a single farmer with a farming son, to do some estate planning.  Joe’s 
assets consist mostly of his farmland. His estate would be valued at around $1.4 million, net of 
estate expenses, should he die tomorrow. Joe’s comment, as he sat down at my conference table, 
was that at least he did not need to worry about paying estate taxes. He was referring to the fact 
that the federal unified credit will exempt an estate worth $1.5 million from federal estate taxes 
in 2005.  Joe’s estate would have a smaller value, and thus incur no federal estate taxes if Joe 
died in 2005.   
 
However, Joe had neglected to consider Minnesota estate taxes.  
 
State, federal unified credit differs 
The Minnesota unified credit eliminates Minnesota estate taxes on estates of $950,000 or more in 
2005, and increases to exempt estates of $1,000,000 or more in 2006 and beyond. For estates 
above the $950,000 threshold, rates start out at a 0.8%, and increase in several increments to a 
marginal rate of 16% for estates in excess of approximately $11,000,000 or more.  
 
Thus, if Joe were to die in 2005, his estate would pay no federal estate taxes, since the estate is 
below the $1.5 million exemption prevailing in 2005. But in Minnesota, the estate taxes would 
be $58,000 (using 2004 instructions), if we assume all of Joe’s assets were located in Minnesota. 
Joe’s estate would pay a marginal Minnesota estate tax rate of 6.4%. 
 
Deduction replaces credit 
Prior to the passage of the Economic Growth and Tax Relief Reconciliation Act of 2001, 
Minnesota estate taxes were not an extra burden on heirs, because state death taxes were taken as 
a credit against the federal tax. However, beginning in 2005, the federal tax credit has been 
replaced by a deduction, which means the federal estate tax is not reduced dollar for dollar by the 
Minnesota tax; the size of the federal taxable estate is reduced instead. Since Joe’s estate would 
have no federal estate tax liability, the $58,000 in Minnesota taxes would provide no benefit on 
the federal form. 
 
One provision still available to families with a family member who continues to operate the farm 
is the ability to value a large amount of farmland at “special use value,” which is usually lower 
than fair market value, thus reducing the gross value of the estate.   
 
The special use value formula takes the prevailing gross cash rental rate in the area for similar 
land, subtracts property taxes, and divides by the prevailing Farm Credit Bank rate. Joe 
suggested that this valuation method would be his solution to avoiding Minnesota estate taxes. 
However, he was wrong once again. Minnesota does not allow special use value on estates that 
are below the federal estate tax threshold, which in 2005 would be estates above $1,500,000. 
 



Meanwhile, the debate continues in Congress over the elimination of federal estate tax. Under 
current law, the tax is scheduled to disappear in 2010, only to return in 2011.  
 
More information on Minnesota estate taxes can be found at www.taxes.state.mn.us. 
 
 


