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§ 20.6166–1 Election of alternate exten-
sion of time for payment of estate 
tax where estate consists largely of 
interest in closely held business. 

(a) In general. Section 6166 allows an 
executor to elect to extend payment of 
part or all of the portion of the estate 
tax which is attributable to a closely 
held business interest (as defined in 
section 6166(b)(1)). If it is made at the 
time the estate tax return is filed, the 
election is applicable both to the tax 
originally determined to be due and to 
certain deficiencies. If no election is 
made when the estate tax return is 
filed, up to the full amount of certain 
later deficiencies (but not any tax 
originally determined to be due) may 
be paid in installments. 

(b) Time and manner of election. The 
election provided under section 6166(a) 
is made by attaching to a timely filed 
estate tax return a notice of election 
containing the following information: 

(1) The decedent’s name and taxpayer 
identification number as they appear 
on the estate tax return; 

(2) The amount of tax which is to be 
paid in installments; 

(3) The date selected for payment of 
the first installment; 

(4) The number of annual install-
ments, including the first installment, 
in which the tax is to be paid; 

(5) The properties shown on the es-
tate tax return which constitute the 
closely held business interest (identi-
fied by schedule and item number); and 

(6) The facts which formed the basis 
for the executor’s conclusion that the 
estate qualifies for payment of the es-
tate tax in installments. 
In the absence of a statement in the 
notice of election as to the amount of 
tax to be paid in installments, the date 
selected for payment of the first in-
stallment, or the number of install-
ments, the election is presumed to be 
for the maximum amount so payable 
and for payment thereof in 10 equal in-
stallments, the first of which is due on 
the date which is 5 years after the date 
prescribed in section 6151(a) for pay-
ment of estate tax. 

(c) Treatment of certain deficiencies—
(1) No election before assessment of defi-
ciency. Where a deficiency is assessed 
and no election, including a protective 
election, has been made under section 

6166(a) to pay any tax in installments, 
the executor may elect under section 
6166(h) to pay the portion of the defi-
ciency attributable to the closely held 
business interest in installments. How-
ever, this is true only if the estate 
qualifies under section 6166 based upon 
values as finally determined (or agreed 
to following examination of a return). 
Such an election is exercised by filing 
a notice of election with the Internal 
Revenue Service office where the es-
tate tax return was filed. The notice of 
election must be filed within 60 days 
after issuance of notice and demand for 
payment of the deficiency, and it must 
contain the same information as is re-
quired under paragraph (b) of this sec-
tion. The notice of election is to be ac-
companied by payment of the amount 
of tax and interest, the date for pay-
ment of which has arrived as deter-
mined under paragraphs (e) and (f) of 
this section, plus any amount of unpaid 
tax and interest which is not attrib-
utable to the closely held business in-
terest and which is not eligible for fur-
ther extension (or currently extended) 
under another section (other than sec-
tion 6166A). 

(2) Election made with estate tax return. 
If the executor makes an election 
under section 6166(a) (other than a pro-
tective election) at the time the estate 
tax return is filed and a deficiency is 
later assessed, the portion of the defi-
ciency which is attributable to the 
closely held business interest (but not 
any accrued interest thereon) will be 
prorated to the installments payable 
pursuant to the original section 6166(a) 
election. Any part of the deficiency 
prorated to an installment, the date for 
payment of which has arrived, is due 
upon notice and demand. Interest for 
any such period, including the deferral 
period, is payable upon notice and de-
mand. 

(3) Portion of deficiency attributable to 
closely held business interest. Only that 
portion of any deficiency which is at-
tributable to a closely held business in-
terest may be paid in installments 
under section 6166. The amount of any 
deficiency which is so attributable is 
the difference between the amount of 
tax which the executor has previously 
elected to pay in installments under 
section 6166 and the maximum amount 
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of tax which the executor could have 
elected to pay in installments on the 
basis of a return which reflects the ad-
justments that resulted in the defi-
ciency. 

(d) Protective election. A protective 
election may be made to defer payment 
of any portion of tax remaining unpaid 
at the time values are finally deter-
mined (or agreed to following examina-
tion of a return) and any deficiencies 
attributable to the closely held busi-
ness interest (within the meaning of 
paragraph (c)(3) of this section). Exten-
sion of tax payments pursuant to this 
election is contingent upon final values 
meeting the requirements of section 
6166. A protective election does not, 
however, extend the time for payment 
of any amount of tax. Rules for such 
extensions are contained in sections 
6161, 6163, and 6166A. A protective elec-
tion is made by filing a notice of elec-
tion with a timely filed estate tax re-
turn stating that the election is being 
made. Within 60 days after values are 
finally determined (or agreed to fol-
lowing examination of a return), a final 
notice of election which sets forth the 
information required under paragraph 
(b) of this section must be filed with 
the Internal Revenue Service office 
where the original estate tax return 
was filed. That notice of final election 
is to be accompanied by payment of 
any amount of previously unpaid tax 
and interest, the date for payment of 
which has arrived as determined under 
paragraphs (e) and (f) of this section, 
plus any amount of unpaid tax and in-
terest which is not attributable to the 
closely held business interest and 
which is not eligible for further exten-
sion (or currently extended) under an-
other section (other than section 
6166A). 

(e) Special rules—(1) Effect of defi-
ciencies and protective elections upon 
payment. Upon election to extend the 
time for payment of a deficiency or 
upon final determination of values fol-
lowing a protective election, the execu-
tor must prorate the tax or deficiency 
attributable to the closely held busi-
ness interest among all installments. 
All amounts attributed to installments 
which would have been due had the 
election been made at the time the tax 
was due to be paid under section 6151(a) 

and all accrued interest must be paid 
at the time the election is made. 

(2) Determination of date for payment 
of first installment. The executor may 
defer payment of tax (but not interest) 
for any period up to 5 years from the 
date determined under section 6151(a) 
for payment of the estate tax. The date 
chosen for payment of the first install-
ment of tax is not required to be on an 
annual anniversary of the original due 
date of the tax; however, it must be the 
date within any month which cor-
responds to the day of the month deter-
mined under section 6151(a). 

(f) Rule for computing interest. Section 
6601(j) provides a special 4 percent in-
terest rate for the amount of tax (in-
cluding deficiencies) which is to be 
paid in installments under section 6166. 
This special interest rate applies only 
to that amount of tax which is to be 
paid in installments and which does 
not exceed the limitation of section 
6601(j)(2). Where payment of a greater 
amount of tax than is subject to sec-
tion 6601(j)(2) is extended under section 
6166, each installment is deemed to be 
comprised of both tax subject to the 4 
percent interest rate and tax subject to 
the rate otherwise prescribed by sec-
tion 6621. The percentage of any in-
stallment subject to the special 4 per-
cent rate is equal to the percentage of 
the total tax payable in installments 
which is subject to the 4 percent rate. 
Where an election is made under the 
provisions of paragraphs (b) or (c) (1) of 
this section, the 4 percent rate applies 
from the date on which the estate tax 
was originally due to be paid. If only a 
protective election is made, section 
6601(j) applies to the amount which is 
to be paid in installments, limited to 
the amount of any deficiency, from the 
due date for payment of estate tax. 
After the date upon which the section 
6166 election is made final, section 
6601(j) applies to the entire amount to 
be paid in installments. 

(g) Relation of sections 6166 and 6166A. 
No election may be made under section 
6166 if an election under section 6166A 
applies with respect to an estate. For 
example, no election can be made 
under section 6166(h) where an executor 
has made an election under section 
6166A. If an election is timely made 
under either section 6166 or section 
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6166A, however, a protective election 
can be made under the other section at 
the same time. If the executor then 
files a timely notice of final election 
under the section protectively elected 
and pays any amounts determined to 
be due currently following final deter-
mination of (or agreement as to) estate 
tax values, the original election under 
the other provision will be deemed 
never to have applied to the estate. 

(h) Special rule for estates for which 
elections under section 6166 are made on 
or before August 30, 1980. An election to 
extend payment of estate tax under 
section 6166 that is made on or before 
August 30, 1980, may be revoked. To re-
voke an election, the executor must 
file a notice of revocation with the In-
ternal Revenue Service office where 
the original estate tax return was filed 
on or before January 31, 1981 (or if ear-
lier, the date on which the period of 
limitation on assessment expires). This 
notice of revocation must contain the 
decedent’s name, date of death, and 
taxpayer identification number, and is 
to be accompanied by remittance of 
any additional amount of estate tax 
and interest determined to be due. 

(i) Examples. The provisions of this 
section may be illustrated by the fol-
lowing examples:

Example (1). (i) Based upon values shown on 
decedent A’s timely filed estate tax return, 
60 percent of the value of A’s adjusted gross 
estate consisted of a farm which was a close-
ly held business within the meaning of sec-
tion 6166. A’s executor, B, made a protective 
election under section 6166 when he filed A’s 
estate tax return. B also applied for an ex-
tension of time under section 6161 to pay 
$15,000 of the $30,000 of estate tax shown due 
on the return. The requested extension was 
granted and was renewed at the end of 1 
year. Eighteen months after the return was 
filed and after examination of A’s estate tax 
return, the value of the farm was found to 
constitute 67 percent of the adjusted gross 
estate. B entered into an agreement con-
senting to the values as established on exam-
ination and to a deficiency of $5,000. B then 
filed a final notice of election under section 
6166, choosing a 5-year deferral followed by 10 
annual installment payments and thereby 
terminated his extension under section 6161 
because that amount of tax was then in-
cluded under the section 6166 election. B 
could have extended payment of 67 percent of 
the total estate tax, or $23,450. $23,450 is eli-
gible for installment payments under section 
6166 and the section section 6166 election is 

considered to be for that amount. B is con-
sidered to have prepaid $3,450 of tax since 
only $20,000 of tax remained unpaid. The 
$3,450 is attributed to the first installment of 
$2,345 and to $1,105 of the second installment 
which would have been payable under the 
section 6166 election. 

(ii) Had B been granted an extension of 
time under section 6161 to pay $20,000 of tax, 
$25,000 would remain upaid when the final 
section 6166 election is made. Payment of the 
full $23,450 (67 percent) of tax which is attrib-
utable to the closely held business interest is 
included under the section 6166 election. The 
balance of unpaid tax ($1,550) is due upon ex-
piration of the estate’s section 6161 exten-
sion. 

(iii) Assume the facts under example (1) (i). 
B must pay all unpaid accrued interest with 
his notice of final election. Since only 18 
months have passed, no installments of tax 
are due. Interest on the $5,000 deficiency is 
computed at 4 percent per annum for the en-
tire 18 months, and interest for 12 months of 
that period is currently due to be paid. Inter-
est for the remaining 6 months is due at the 
next succeeding date for payment of interest. 
Interest on the $15,000 of tax extended under 
section 6161 is computed at the rate deter-
mined under section 6621 until the date of 
the final section 6166 election and is due 
upon termination of the section 6161 exten-
sion. After that date, the interest on the 
$15,000 will also accrue at 4 percent per 
annum.

Example (2). Assume the facts as in exam-
ple (1), except B initially made an election 
under section 6166A and made no protective 
election under section 6166. Following final 
determination of values, B is not permitted 
to make any election under section 6166; 
however, had B protectively elected section 
6166 at the time he made the section 6166A 
election, he could have terminated the sec-
tion 6166A election and finally elected under 
section 6166. In such a case, the full $23,450 of 
tax attributable to the farm would have been 
eligible for extension under section 6166. The 
4 percent interest rate would apply to the 
$5,000 deficiency from the original due date 
of the tax, and, as with the extension under 
section 6161, it would apply to the amounts 
extended under section 6166A only from the 
date on which the election under section 6166 
was finalized.

Example (3). C died in 1977. His estate owes 
Federal estate taxes of $750,000, $500,000 of 
which is attributable to a closely held busi-
ness interest. Payment of the $500,000 was ex-
tended under section 6166. A 5-year deferral 
followed by 10 annual installment payments 
was chosen by C’s executor. Under paragraph 
(f) of this section, only 63.16 percent of each 
installment will be subject to the special 4 
percent interest rate and the remainder will 
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be subject to the rate determined under sec-
tion 6621. The same rule applies in com-
puting interest for the 5 years during which 
payment of tax is deferred. (This is so be-
cause the 4 percent interest rate applies only 
to a maximum of $345,800 of tax less the 
$30,000 of credit allowable under section 
2010(a) rather than to the entire $500,000 ex-
tended amount).

[T.D. 7710, 45 FR 50745, July 31, 1980]

§ 20.6166A–1 Extension of time for pay-
ment of estate tax where estate con-
sists largely of interest in closely 
held business. 

(a) In general. Section 6166 provides 
that where the value of an interest in a 
closely held business, which is included 
in the gross estate of a decedent who 
was a citizen or resident of the United 
States at the time of his death, exceeds 
either (1) 35 percent of the value of the 
gross estate, or (2) 50 percent of the 
taxable estate, the executor may elect 
to pay part or all of the Federal estate 
tax in installments. The election to 
pay the tax in installments applies to 
deficiencies in tax as well as to the tax 
shown on the return, unless the defi-
ciency is due to negligence, to inten-
tional disregard of rules and regula-
tions, or to fraud with intent to evade 
tax. Except as otherwise provided in 
section 6166(i) and § 20.6166–4, the provi-
sions of section 6166 and this section 
apply only if the due date of the return 
is after September 2, 1958. See § 20.6166–
4 for special rules applicable where the 
decedent died after August 16, 1954, and 
the due date of the return was on or be-
fore September 2, 1958. See also 
§ 20.6075–1 for the due date of the re-
turn, and § 20.6166–2 for definition of the 
term ‘‘interest in a closely held busi-
ness.’’ Since the election must be made 
on or before the due date of the return, 
the provisions of section 6166 will not 
apply to a deficiency in a case where, 
for whatever reason, no election was 
made to pay in installments the tax 
shown on the return. However, see 
paragraph (e)(3) of this section con-
cerning a protective election. The gen-
eral administrative provisions of Sub-
title F of the Code are applicable in 
connection with an election by the ex-
ecutor to pay the estate tax in install-
ments in the same manner in which 
they are applied in a case where an ex-
tension of time under section 6161 is 

granted for payment of the tax. See 
paragraph (a) of § 20.6165–1 for provi-
sions requiring the furnishing of secu-
rity for the payment of the tax in cases 
where an extension is granted under 
section 6161. 

(b) Limitation on amount of tax payable 
in installments. The amount of estate 
tax which the executor may elect to 
pay in installments is limited to an 
amount A, which bears the same ratio 
to B (the gross Federal estate tax, re-
duced by the credits authorized by sec-
tions 2011 through 2014 and any death 
tax convention) as C (the value of the 
interest in a closely held business 
which is included in the gross estate) 
bears to D (the value of the gross es-
tate). Stated algebraically, the limita-
tion (A) equals: 
Value of interest in a closely held busi-

ness which is included in the gross 
estate (C) ÷ Value of gross estate 
(D) × Gross Federal estate tax re-
duced by the credits authorized by 
sections 2011 through 2014 and any 
death tax convention (B). 

The executor may elect to pay in in-
stallments an amount less than the 
amount computed under the limitation 
in this paragraph. For example, if the 
total estate tax payable is $100,000 and 
the amount computed under the limi-
tation in this paragraph is $60,000, the 
executor may elect to pay in install-
ments some lesser sum such as $30,000, 
in which event the executor must pay 
$73,000 to the district director on or be-
fore the date prescribed by section 
6151(a) for payment of the tax. Of such 
payment, $70,000 represents tax which 
the executor either could not elect to 
pay in installments or did not choose 
to so elect, and $3,000 represents a pay-
ment of the first installment of the tax 
which the executor elected to pay in 
installments. 

(c) Number of installments and dates for 
payment. The executor may elect to 
pay part or all of the tax (determined 
after application of the limitation con-
tained in paragraph (b) of this section) 
in two or more, but not exceeding 10, 
equal annual installments. The first in-
stallment shall be paid on or before the 
date prescribed by section 6151(a) for 
payment of the tax (see paragraph (a) 
of § 20.6151–1), and each succeeding in-
stallment shall be paid on or before the 
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