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The purpose of this publication is to
acquaint farm families (and others) with
basic concepts of and the need for estate
management. Particular emphasis is given to
economic consequences of various practices.
But estate management is a complex prob-
lem and a highly specialized area. Therefore,
under no circumstances should you consider
this publication a substitute for legal assist-
ance. Estate planning requires the knowl-
edge and expertise of a competent attorney.
It might also require the expertise of a com-
petent accountant, trust officer, insurance rep-
resentative, and others.




ESTATE MANAGEMENT FOR INDIANA FARM FAMILIES

M. D. Boehlje and L. M. Eisgruber
Department of Agricultural Economics

I. Introduction

Suppose you are a successful Indiana farmer in
your mid fifties. Through hard work, good man-
agement and wise spending you and your wife
have accumulated considerable wealth. Although
there is still a substantial mortgage on the farm,
your net worth does amount to something in ex-
cess of $500,000. Your family consists of two chil-
dren, a son and a daughter both in their mid-thir-
ties. Your son is farming with you, and because
there have been no major disagreements, you don’t
feel that a written contractual arrangement is nec-
essary. Your daughter is married to an engineer
who has no interest in farming. They live in a
neighboring state. Since you have been in excel-
lent health, neither you nor your wife have felt
the need to draw up a will.

But suppose something would happen to you—
a car accident or a tractor accident on the farm.
Even after claiming all deductions and exemp-
tions, your family would have to face estate taxes,
inheritance taxes and legal fees of about $75,000.
In addition, according to the Indiana Laws of
Descent, your wife, your son and your daughter
would each receive one third of the farm. Does
this provide the security you wanted for your wife?
Will your family be able to come up with $75,000
on such short notice? Will your daughter and her
husband want to get ‘“their money out of the
farm?” What will all this do to your family and
the farm?

Unfortunately, too few farmers ask themselve
these questions. It seems so much easier and so

much more urgent to the farm manager tha 1
spend his time and effort planning and imp}@ﬁg&a‘
’ hl\ ]

ing the production and investment decisions w
increase farm and estate size. Little ¢ i&e(

is given to the problems of transfer/'ng Aarm
estate to future generations. }@weygwmeés ade-
quate plans are made for estate transfer, significant
economic losses can occur—i %’déing the
value of the property received

setting the growth in firm estate size achieved
by profitable production an estment decisions.
In addition, family arguments and other non-eco-
nomic problems may arise unless adequate estate
plans have been developed. Thus, it is difficult to
overemphasize the need for proper estate planning.

_A plan
‘(/ to esign for at least two reasons. First, multiple
\\\lef} often conflicting goals must be satisfied by the

After a lifetime devoted to accumulating property,
you should be able to have some control over the
distribution of your property. Such control can be
obtained only through proper planning. In all
fairness to you and your family, you should ac-
quire some knowledge about transferring property
between generations.

The following discussion is designed to provide
you with basic knowledge about estate planning.
To be sure, there is no “one-best” plan which suits
every farm family. Nevertheless, the ic prin-
ciples discussed below should enable yo delin-
eate and evaluate alternative plans w@f%fon_
sistent with your family’s goals andci
and to overcome apathy with respect t
ning. Finally, we wish to emphaﬁi/}O‘i that any
plan needs to be developed/,wii’.h “h;//ilid of com-
petent professional service/(i ding that of an
attorney. ‘7

II. E@Q%%lanning
1. Wh&g It'All About

Estate planm\mfgwis gk\fé’/development of a plan:

(1) toin /fﬁ\rgg&mic management of the estate
prqp/ert?\ luring and after the lifetime of
—th

A ;Q/"bwner, and

) tok\r‘eate the desired legal consequences in
the/disposition of the property.

manage and transfer an estate is difficult

“estate plan. In the development of the farm estate

lan, such goals as reducing the death taxes, reduc-
Ing the estate settlement costs, assisting one of the
heirs to get established in farming, keeping the
farm or business property in the family, providing
adequate lifetime income for the parents, and/or
reducing the personal conflicts by treating all the
heirs equitably but not necessarily equally must be
considered.?

Conlflicts of interest provide the second source of
difficulty in the development of estate manage-
ment plans. These conflicts can exist not only
among their heirs but also between the heirs and

1 Nichter, A. M., 1965. “Inheritance and Transfer of Property
in Indiana, Extension Circular 490, Cooperative Extension Serv-
ice, Purdue University.



the parents. Thus, if the father has provided the
major amount of labor and management during
the growth and expansion of the farm, he may not
be willing to give this responsibility to the heirs
during his lifetime. Or, the father may give com-
plete management responsibility to the heirs but
maintain sufficient control over the financial assets
of the firm so that the heirs cannot exercise this
responsibility.

2. Why Estate Planning Is Important
in Agriculture
Particular characteristics of the agricultural firm
and agricultural assets not only increase the need
for adequate estate planning, but also increase the
complexity of the estate management problem.

(@) The Capital Input and Costs of Transfer:
Substantial economic losses can occur if the proper
strategy is not used to transfer the estate which
contains large amounts of highly specialized capital
assets. The most obvious source of economic loss
is a result of the state and federal estate, inherit-
ance and gift taxes. Although these taxes may not
be applicable to small estates (for example, estates
less than $120,000 if the marital deduction is
used), the tax rates increase progressively at the
federal level and in most states. Thus, the federal
estate tax rate for a $500,000 taxable estate is
about 309, and, along with an Indiana inheritance
tax rate of about 39, for this size estate, a total
tax liability of $160,000 would be incurred at
death.2

A second source of economic loss occurs when
the transfer taxes are so large that they cannot be
paid from liquid assets (cash, insurance proceeds,
inventories), and capital assets of the firm must be
liquidated. Frequently, a forced liquidation does
not allow the seller to take advantage of season-

ality in asset prices or the traditional bargalmng//

power of a seller to hold the asset if the bid‘pric
is too low. Liquidation prices are typically 758
of market values. Thus, a forced sale may tesult
in the receipt of a lower price for the
its fair market value and an economic (I S\Q the
firm.

The splitting of assets because

or a disagreement among /s is, 1e third
sources of economic loss. \saie of some of
the assets of the firm to p: 1id funds for

2 Internal Revenue Code
tion, Prentice-Hall, Englewood
24,364 US. farms had a value of land and buildings greater
than $500,000. However, in the sameé“year, almost 347,000 farms
had a land and building value greater than $100,000 and thus
would be vulnerable to transfer taxes. Bureau of Census, “Size
of Farms,” 1964 Census of Agriculture, U. S. Dept. of Com-
merce, Vol. II, Chapter 3, p. 242.

2

I.RG), July 1, 1970, edi-
s, N. J., Sec. 2001. In 1964,

one of the heirs or the physical splitting of assets
among the heirs may eliminate the opportunities
to exploit economies of size. As a result, the per
unit returns of these assets which remain intact in
the firm are reduced. Not only may the produc-
tion efficiency be reduced, but marketing advan-
tages such as quantity discounts and financial
opportunities such as a line of credit may be
sacrificed when a large firm is forced to liquidate
some of its assets to pay transfer taxes or to pro-
vide liquid funds for one of the heirs.

The final source of cost or loss is attributable
to the process of estate planning per se. Legal and
management fees are incurred in any transfer plan
and must be considered in the evaluation of the
plan. If no estate plan is made, the legal and man-
agement fees of planning will be minimal. But
the litigation costs and losses from discontinuity in
managing the estate assets may be substantial.

(b) Ownership, Control and Fina of Agri-
cultural Assets: The typical “fami 7
ganized as a sole proprietorship..
production management funct ﬁ/a d the finan-
cial management function a{ §9a11y performed
by the same individual. ‘/ , in contrast to the
public corporation, the m is closely tied to
the life of the own Unless a plan is made to
transfer not only ip but also managerial
and financial o lity, the farm as a firm
often disint ﬁi\wljen the farmer dies because
of the lack of a competent manager and entrepre-
neur to /&k - hi place.

Even (if %ns are made to transfer ownership
erjal and financial responsibility, con-
icts Wll occur if certain responsibilities are not
nsferr)sd together. For example, transferring
agement function but not the financial
resp sibility from the father to a son can result

the father undermining his son’s management

\ /Elecmons by not providing funds to implement

“those decisions.

Usually, not all of the heirs have the interest
or the opportunity to be directly involved in the
farming operation, and when the estate is trans-
ferred to the heirs they rightfully want their share.
Financial arrangements can be made which will
keep the physical assets intact on the farm firm
and still provide liquid funds to compensate the
off-farm heirs. However, these arrangements may
force the farm heir to acquire a much higher
debt position than is desirable. Thus, the farm
firm is frequently refinanced at the end of each
generation.

(c) Age of Farmers: Census data indicate that
the median age of farm operators has increased

{

|

o
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from 48.7 to 51.3 during the last 20 years.3 Thus,
the number of farms that will be going through
the intergeneration transfer process during the
next decade could be quite large. In addition,
farms are larger now than in the past, increasing
the opportunity for large intergeneration transfer
costs.

3. Estate Creation and Estate Transfer

Creation of the farm estate (i.e. accumulation
of net worth) and transfer of that estate are inter-
related processes that must be coordinated for effi-
cient estate planning. To understand the estate
creation process, the farm firm may be viewed as
consisting of specific quantities of productive assets
such as land, hog and cattle facilities, cropping
machinery, inventories of livestock and crops, off-
farm investments and insurance. These assets are
utilized through either production, sale or lease
along with borrowed assets to produce earnings
which can be either consumed or reinvested in
larger quantities of the different productive assets.
This reinvestment results in growth, or net worth
accumulation, of the firm.

For estate transfer purposes, the assets can be
aggregated into the four classes, namely, farm real
estate and improvements, farm personal prop-
perty, off-farm investments and insurance.* Vari-
ous methods of transferring the estate such as joint
ownership, trusts or gifts can be utilized, but the
method chosen will be influenced by the farm
family goals, family characteristics, tax laws and
the laws of descent as well as the total size and
ownership composition of the estate. Once the
transfer decisions have been made, the resulting
tax and management fees must be paid. In addi-
tion, the non-farm heirs may desire to separate
their assets from the firm. Thus, the asset com-
position of the firm may be substantially different |

or losses and death taxes and still maintain the
large size farm unit which is able to exploit econ-
omies of size and capital intensive technologies.
In contrast, taxes are of minor importance in the
transfer of a small estate. The major problem is
to assure a minimal level of income to support
the heirs, particularly the surviving spouse. Thus,
growth of the farm firm (or creation of the farm
estate) and the transfer of this estate to future
generations are inseparable problems. The opti-
mal growth path of the firm over more than one
generation may be substantially influenced by the
differential treatment given different classes of
assets such as farm real estate, insurance or out-
side investments by the income and death tax reg-
ulations. Moreover, any change in the size of the
firm may require a completely different strategy
and set of objectives for the intergeneration trans-
fer process.

7
III. Goals and Estate %g

Various goals must be identlﬁ/
in evaluating the various trar
tools and techniques. All of
are to be achieved by esta
be categorized into the

considered
d creation
major goals that
nagement plans can
owing classes:

1. Transfer the larg ible amount of prop-

erty to the hé% )
2. Provide 11{(0 me, nd capital security for the

parents. ! \\ ) )
. Q/ ~/
3. Direc thc\ istribution of the estate assets.
(A

/i.:\ﬂiisnsfér the Largest Amount of
\\ | Property to the Heirs

e major objectives of any estate crea-
er plan is to reduce the economic losses

/ of the firm during transfer, or to maximize the

ggéregate value of the estate transferred from the
arénts to the heirs. Rather than maximize net

and the growth may be significantly influenced p
the transfer decisions. orth over a period of years which includes only

Although the estate planning and inter
tion transfer decisions are difficult durlng all st
of growth, the problems are usually d ng
ing the early stages of firm expansmn ‘the
estate is small compared to the latter// stage When
a substantial size estate has b acqxf ire The

usually
nsfer costs

3 Bureau of Census, “Characterist
Persons Living on Farms,” .
U. S. Dept. of Commerce, Vol. II, Lhapter 5, p. 513.

4 A fifth type of asset which does not fit into any of these
classes would be the patronage dividends from cooperative input
supply and marketing firms. Frequently, these dividends can be
liquidated only upon death of the owner.

P

his lifetime, a farmer is frequently interested in
the welfare of his heirs and the continuity of the
farming operation after his death. He desires to
maximize the net value of the estate after it is
transferred to the heirs rather than before this
transfer. Consequently, the plan should be devel-
oped to reduce the estate planning and adminis-
tration expenses, death and income tax obligations,
losses due to liquidation at less than market value
and losses because of inability to exploit econ-
omies of scale. The plan which can best satisfy
this goal will involve judicious concern for the
creation of the estate as well as the actual transfer
of that estate.



2. Provide Income and Capital Security
for the Parents

An estate plan should guarantee that the indi-
viduals who have accumulated an estate have the
opportunity to use that wealth for their enjoy-
ment and security. For some individuals this en-
joyment might involve the liquidation and con-
sumption of firm assets with little concern for the
amount of the estate left to transfer. For others,
an adequate level of income and assets to meet
normal living expenses and unexpected contin-
gencies during the retirement years would be ac-
ceptable. In either case the parents should specify
the level of income and capital assets which they
feel is necessary to provide security throughout
their life. Because of changes in the living stand-
ard and income requirements as parents grow
older, the minimum amount of property that
should remain in the parent’s estate may change
during the retirement years.

3. Directed Distribution of Property

One of the explicit purposes of any estate crea-
tion-transfer plan is to guarantee that the property
is divided and transferred exactly as the parents
desire. Directed distribution might include ar-
rangements that will treat all children equitably,
help one or more children begin farming, provide
financial support for a charity or educational in-
stitution or keep the property within the immedi-
ate family. In addition, a parent may desire to
reward certain children for special favors or im-
provements in the farm through specifying what
assets they should receive from the estate. In some
cases, parents may desire to transfer property to

This process of skipping a generation may not

dren to obtain an education or start farmi
it may also reduce the tax liability and
planning problems of children who n&’y ah‘ea
have a sizable estate of their own. éqer/al di-
rected distribution insures that t Wy is
transferred to those heirs or orga/rﬁzﬁtm “who the
parents feel (for whatever @asmy)//shbuld receive
the property. In some cases, goal’of directed
distribution dominates all er._goals of estate
planning. However, e cases there are
alternative methods, so of them more costly
than others, which can be d to guarantee that
certain heirs receive certain property. Subject to
the imposed limitations on transfer, these alterna-
tives must still be evaluated.

4

only provide the financial base for the Uran%&
;b

IV. Alternatives in Estate Planning

Numerous alternatives are available to farm
families who plan the creation and transfer of
their estates. Included are the various production
and investment alternatives employed to create
the estate as well as the alternative legal and finan-
cial methods that can be used to transfer the estate.

1. Creation Alternatives

The creation decisions of the estate creation-
transfer process include the determination of the
level, amount and timing of the production and
investment alternatives. Funds which can be used
in the creation of the farm estate may come from
many different sources including past earnings,
credit, gifts, and inheritances. Because a recent
publication’ from this Experiment Station indi-

cates rather specifically the alternatives and rela-
tionships that must be considered in arm firm
growth or creation process, that ini ation will

not be duplicated here.

2. Transfer Alter: atives

As with creation of an t\a{
ber of methods which ¢4n

estate. Thus, a farmer

method or methods u

fd?(ere are a num-
used to transfer an
t decide not only what
in transferring the

estate, but also ho of each type of prop-
erty to transfe e heir with the different
methods. The’ fo ov/mo discussion will summa-

rize some 0[{% l¢gal characterlstlcs and economic
conseqyén f the various transfer alternatives.

“Qpeswof Property Ownership: Four types

erty ownershlp are common in Indiana.s
ole or) ﬁee simple ownership refers to the owner-
sroperty by one person with all legal rights
ose of the property in any way he de51res

‘Awhen two or more individuals have undivided in-
~terests in the property. Each tenant-in-common

has the right to sell, mortgage, assign or convey by
any legal means, including a will, his interest in
the property. Joint tenancy is a type of property
ownership between two or more individuals which
includes the right of survivorship. Thus, if one
joint tenant dies, his interest in the property is
immediately and automatically conveyed equally
to the other joint tenants. A joint tenant does
have the right to sell, mortgage, or assign his in-

5 See Boehlje, M. D. and T. K. White, 1969. Analysis of the
Impact of Selected Factors on the Process of Farm Firm Growth,
Research Bulletin 854, Purdue Exp. Sta.

6 Casner, A. J. and W. B. Leach, Cases and Text on Property,
First Standard Edition with 1959 Supp., Little, Brown & Co.,
Boston, 1951, pp. 267, 270-275, 304-309. The life estate type of
property ownership is discussed later.



terest in jointly-held property during his lifetime,
but the will is ineffective with respect to jointly-
held property. In Indiana, real estate owned by a
husband and wife is usually owned by them as
tenants-by-the-entireties and the survivorship rights
apply upon the death of either spouse. Property
held in tenancy-by-the-entirety cannot be sold,
mortgaged, assigned or conveyed by one co-owner
alone, except upon divorce.” However, it is pos-
sible for a husband and wife to own real estate as
tenants-in-common.

Ownership of property either in fee simple or
as tenants-in-common rather than as joint tenants
or tenants-by-the-entirety may have a substantial
influence on the death tax liability as well as the
freedom to transfer the property as one desires.
When a person dies, the total value of all jointly-
held property with the right of survivorship is in-
cluded in the decedent’s estate for federal estate
tax purposes, except that portion for which posi-
tive proof exists that the property did not orig-
inate with the decedent.® In most cases this posi-
tive proof is difficult to obtain. In addition, at the
death of the surviving joint tenant or tenant-by-
the-entirety, the total value of the property is
again included in the estate and another tax lia-
bility is incurred.® Thus, jointly-held property
with the right of survivorship may be taxed twice
whereas, if the same property had been held in
tenancy-in-common or split between the individ-
uals involved as sole owners, it would have been
taxed only once (only the ownership portion of
property held in tenancy-in-common is included
in the estate).l® Because of the automatic nature
of the transfer of property held in joint ownership,
the decision to register property in joint tenancy
or tenancy-by-the-entireties is in essence an estate
transfer decision.

(b) Wills: A will is a legal instrument used't
make testamentary transfers or transfers afte

death. Frequently, a will is used as the instru t
to implement other aspects of the estate tra

. /.
plan such as setting up a trust or transftrrlﬁg\a
life estate to the surviving spouse. e _1e-

g Sp

strictions on how property can be ?3711 red by
T
[ ™\

S v— (C

7 Burns, Harrison, Burns Annotated@n ia‘na/Sﬂzt\ tes, Bobbs-
Merrill, Indianapolis, 1954 (revised (196! ec. 56<112; Casner,
A. and W. Leach, Cases and Text o “First Standard
Edition with 1959 Supp., Little, Brow oston, 1951, p.
309.

8 Internal Revenue Code of 1
tion, Prentice-Hall, Englewood Cliffs; J., Sec. 2040.

9 Gromley, C. R., J. A. Hiller, D. R. Hoeppner, Workbook for
Indiana Estate Planners, Bobbs-Merrill Co., Indpls., revised 1969,
Sec. ¥07.1-F07.8.

10 Krausz, N. G. P. and H. R. Allen, 1968. Family Planning
of Titles and Taxes in the Transfer of Farm Property, Circular
885, Un. of Illinois, Coop. Extension Service, pp- 18-19.

LR.C), July 1, 1970, edi-

a will make it a very flexible transfer instrument
in terms of guaranteeing that the property goes
to the desired heirs. However, it must be com-

- bined with other transfer methods to effectively

reduce the economic losses which might occur
during the transfer process.

Only two important restrictions exist with re-
spect to transferring property by will. First, a sur-
viving spouse is entitled to her statutory share,
irrespective of what is transferred to her by the
will. Thus, a spouse may elect to take against the
will and receive her statutory interest in the prop-
erty. In Indiana this statutory share is one-third
of the deceased’s estate, irrespective of the number
of children or heirs.!!

The second restriction on property transfers by
will relates to the type of property ownership. As
indicated earlier, if property is held two or
more persons as joint tenants or tenants-by-the-
entireties, the rights of survivorship™
and the property does not pass t eirs as
specified in the will. Instead it passes to the sur-
viving joint tenant or tenants i\‘s e??ase of joint
tenancy and the surviving/spouse in' the case of
tenancy—by-the—entireties./j"\/SP%

If both the husban “/n ife are still alive
when a will is writt decisions of whether
to utilize the ma 'tz&%@uction must be made.
Under federal st t% law, the deceased can
transfer up to| one-half of his real and personal
property ta%a\é\\kmiy\;ng spouse without incurring
any tax lia] ﬂTt\X\ ‘However, property in which the
decedent &%n\si/?rs a life estate to his wife with a

ind \; ~the children, property in which the
se regeives a conditional interest from the
providing the conditional event must
occur after 6 months from the time of death), and

e “annuities or property which is under contract to

e/nAieﬁt a third party does not qualify for the

\\b
\Mital deduction.

If the taxable estate is valued at more than
$60,000, it is usually advisable to take advantage
of the marital deduction. However, if the spouse
who will receive the property through the marital
deduction already possesses a substantial amount
of property, the progressive estate tax rates will
result in a higher total tax liability on both trans-
fers (the decedent to the spouse and the children,

11 Burns, Harrison, Burns Annotated Indiana Statutes, Bobbs-
Merrill, Indianapolis, 1954 (Revised 1969), Sec. 6-301. The right
of a surviving spouse to receive a statutory interest is frequently
varied by an antenuptial contract entered into before marriage.
If the decedent is survived by a child or children or descendents
thereof from his first spouse, a surviving second or other subse-
quent childless spouse is entitled to one-third of the personal
property of the testator plus a life estate in one-third of the
real esate.

5



and the spouse to the children) when the marital
deduction is fully utilized than when it is only
partially utilized. Thus, the greatest tax saving
from using the marital deduction will occur when
property equal to half the value of the combined
estate of the husband and wife minus the value of
the wife’s estate is qualified for the deduction.

(c) Sales: The use of a contract or mortgage
sale is a common method of inter vivos or life-
time transfer. The sale can be used in two very
different ways to assist in transferring property. If
there is no interest in keeping the farm intact or
transferring it as a unit to the heirs, it can be
sold to a buyer outside the family. Then the lig-
uid proceeds from the sale plus the mortgage or
contract, if one exists, can be transferred to the
heirs by gift or through the decedent’s estate at
his death. The advantage of the sale in this situa-
tion is that the proceeds of a sale may be easier
to divide among the heirs than the specific farm
assets.

However, a more common desire is to transfer
the actual property to the heirs rather than an
equivalent cash value. This can easily be accom-
plished by a contract or mortgage sale to the heir
or heirs that desire to own and operate the farm.
A mortgage sale would involve the transfer of title
from the seller (the parents) to the buyer (a son
or son-in-law) with the buyer making a downpay-
ment and using a mortgage to guarantee payment
of the balance. A contract sale would require the
buyer to make a downpayment to the seller and
also to sign a contract to pay the remainder. How-
ever, the title would remain in the possession of
the seller until the contract is fulfilled. The con-
tract sale is used frequently when the buyer has
a limited amount of capital and cannot qualify for

the sale. However, the sale may facilitate this
estate transfer in that cash and an interest in a
contract or mortgage can be transferred to the
heirs rather than specific assets, thus reducing the
losses caused by liquidation, splitting of assets or
diseconomies of size.

(d) Gifts: Another type of inter vivos or life-
time transfer alternative available to the farm
owner is that of gifts. A gift of real or personal
property can be given by a signed, acknowledged
and delivered deed. Personal property can also be
given from one person to another simply by trans-
ferring possession. Although the gift is subject to
gift taxes, it is no longer part of the estate nor
subject to estate taxes. However, to qualify as a
gift for tax purposes, no conditions or restrictions
can be placed on the gift by the donor (giver).
The donee (recipient) must receive
ership and powers of disposition an
in addition to the tax implications?%
donor of income from gifted property-is an im-
portant determinant of the amo f an estate
which should be given to thehéirs as gifts.

Because of the federal ar \SL;g,,,/{ax regulations,

the timing of gifts is ﬁl%&%: portant decision.

Federal gift tax rules specify that any property

given within 3 years of the“date of death is con-
sidered to be in CO%T&% tion of death and is not
09,

a gift, but is p e estate of the deceased.
Indiana inhéﬁt/an “tax rules consider property
given wit/bi“ .2 years of death in contemplation
of deathfaf\d\ et of the deceased’s estate. Thus,
to /qua%{ gifts for gift tax treatment, not only

/st\%%ﬁ rol ’be completely transferred to another

idual, but the property must be given to the
 specified time before death.

(e)./Life Estates: The purpose of a life estate

a mortgage. In the case of either a contract or>~ js (o divide the ownership interest in property

mortgage sale, a downpayment of less than@%O%‘\s\?

of the total sale price is beneficial to the sel
he can then treat the sale as an installment (sale;
and the capital gain subject to tax can})g%x d
over the contract period and taxed at a/lower rate
rather than the higher rate applic \Q@p&(‘:en-
trated lump sum payments. - e
In one respect, a sale does notf/&lpsfg ‘He estate
from one generation to ano i\\lkli%p‘ugh a sale
transfers the property bet erations, it does
not reduce the size or valu he’estate held by
the parents. A sale on verts’non-liquid assets
into the more liquid form of cash and a contract
or mortgage. Thus, although’specific property has
been transferred, the estate transfer has not been
accomplished and a decision must still be made
as to how to transfer the proceeds received from
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‘Between two parties, one party possessing a cur-

J . .
~—fent interest and the other party a remainder

interest. The party possessing the remainder in-
terest can exercise the rights of ownership and take
possession of the property only after the death of
the party that has the current interest. Thus, title
in property can be held as a life estate in one or
both parents with the heirs having a remainder
interest. The effect of this type of title division
is that the parents have the right to use the prop-
erty and receive the income from it during their
lifetime, but the heirs will receive the property at
the death of the parents. The heirs also have a
present interest in the property that can be sold,
mortgaged or conveyed in any way to anyone.
The use of a life estate may not save death
taxes, but it can accomplish other estate planning



goals. A remainder interest held by a son or son-
in-law who is operating the farm guarantees him
eventual ownership of the property. Thus, he may
be willing to make necessary improvements and
maintenance as well as needed additions to the
real estate and buildings without fear of these im-
provements going to another heir at the death of
the parents. In addition, a life estate held by the
parents or a surviving spouse provides lifetime in-
come security for the parents. However, if an heir
who has a remainder interest in property dies,
leaving this interest to his minor children, it may
become difficult for the parents to mortgage or
convey the property because of the restrictions on
the transfer of property by minors.12

(f) Trusts: A trust is a legal arrangement be-
tween three parties, a grantor, a trustee and bene-
ficiaries. A trust is created when the grantor trans-
fers by will (testamentary) or during his lifetime
(inter vivos) legal title of property to a trustee
whose fiduciary obligation is to manage the prop-
erty for the benefit of the beneficiaries. Because
the trust arrangement is very flexible, a number
of different goals can be satisfied through the use
of this legal instrument. In addition to transfer-
ring ownership of property, transferring manage-
rial responsibility and guaranteeing continuity of
management is one of the major objectives of most
trust arrangements. Thus, the choice of a quali-
fied trustee who has training and experience in the
operation of a farm firm is probably the most im-
portant decision in developing a trust.

Although any type of trust can be used to main-
tain the efficiency of the farm or reduce the eco-
nomic loss from asset splitting or liquidation, not
all forms of the trust arrangement will reduce the
estate size and death tax liability. A testamentary

-
trust comes into existence only at the time, of ((
“death tax and other economic 1mp11cat10ns in the

death and is subject to inheritance and est%x\ f‘@*

taxes. With an inter vivos trust, the death fa

liability depends on the amount of control m%%
tained over the trust by the grantor. If the@an\\tcg

has the power to amend, revoke or alter
ment and specify who should receive
or the income thereof or enjoy the income. thereof
himself, the trust is revocabl@ and fﬁeﬁnroperty
will be considered part of e aﬁhe time
of his death. Only when the tor-has no pow-
ers of control over the no ownership
interests in the property irrevocable trust) is
the estate diminished by the e of the property

12 For a brief review of other problems associated with life
estates, see Harl, N., 1967. Estate and Business Planning for the
Farmer as a Sole Proprietor, Iowa State Un., Coop. Ext. Serv.,
Law-Econ. 31, pp. 21-24.

in trust. Thus, an irrevocable inter vivos trust
may substantially reduce the size of the estate and
the death tax liability. However, the creation of
an irrevocable inter vivos trust may result in a
gift tax liability on the value of the property put
in the trust.

(g) Business Organizations: The reorganization
of the farm business in terms of ownership struc-
ture rather than enterprise structure can have a
substantial impact on the creation and transfer of
the farm estate. It should be noted that business
organization refers to the ownership and manage-
ment of a business entity rather than the particu-
lar assets controlled by this entity. Most farm
firms are organized as sole proprietorships. Al-
though this type of organization does not neces-
sarily hinder the development of estate plans,
other types of business organizations m
help accomplish some of the estate p

The partnershlp arrangement b father
and son or son-in-law can enccy;raa e heir to
become involved in the farm T) nes and can

assist in the transfer of mana
as well as the transfer of speci
heir can participate in management decisions and
reinvest his earnings i e faym operation with-
out the fear of a no% eir receiving control
of the property chased with those earnings.
However, the I§%}%@Aﬁ10n of a firm as a part-
nershlp rather|( han @) sole proprietorship does not

result in t a} J/){ransfer of any property. Al-
though the p}t\ ershlp arrangement will facilitate

Ti 1/r spon51b1hty
assets Thus, the

the fe\ ecific property transfer arrange-

ts sm\\ as periodic gifts, a mortgage or con-
sale, dr a testamentary transfer must be used
convey the assets from the parents to
/t;he heirs. The use of these property transfer
arrangements would have the same income tax,

partnership type of organization as in the sole
proprietorship.

As in the case of the partnership arrangement,
the process of incorporating a family farm will
not accomplish the property transfer objective of
estate planning, but it may facilitate this objec-
tive. In particular, because corporate stock is more
easily divided into the desired units, gifts and
even testamentary transfer of stock may be much
easier than the transfer of particular assets. In
addition, the closed corporate structure allows the
parents to give property to their heirs without
losing the services of that property or control of
its disposition. Unless the heirs have a controlling
interest, they cannot manage or sell the property,
nor can they force dissolution of the firm which
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is using the property.!3 In addition, restrictions
on the transfer of corporate stock can frequently
be used to keep the donee from selling the stock
outside the family.l* Thus, the concern for eco-
nomic losses caused by inability to exploit econ-
omies of scale may not be as important in the
corporate business organization as compared to the
sole proprietorship and the partnership. However,
as in the partnership, and sole proprietorship,
actual property transfer arrangements with their
respective tax and economic implications must be
developed within the corporate structure to per-
form the estate transfer function.

V. Taxes and Estate Planning

As has been indicated earlier, federal and state
taxes are important considerations in estate plan-
ning. Summarized below are some of the key
elements of the state and federal tax regulations.!?

1. Federal Gift Tax

A federal tax is levied on the value of all
gifts given during the lifetime of the donor to all
donees, except those gifts which qualify for the
marital deduction, the annual exclusion, the life-
time exemption, or as charitable contributions.
The marital deduction specifies that only one-half
of all property given to a spouse is subject to gift
tax. The annual exclusion allows an individual
to give away $3,000 annually to each of any num-
ber of donees tax free. In addition, the lifetime
exemption permits a total of $30,000 of tax-free
gifts to all donees during the lifetime of the donor.
If the donee’s spouse joins in the gift, the annual
exclusion and lifetime exemption are doubled to
$6,000 per year and $60,000 lifetime, respectively.

Table 1 summarizes the federal gift tax sched{/

Table 1. Federal gift tax schedule (LR.C. § 2502(a))*

Taxable gifts Tax on amount Tax rate (%) on excess of
From To in column 1 amount in column 1
0)) 2 3) 4

$ 0 $ 5000 3 0 2.25
5,000 10,000 112.50 5.25
10,000 20,000 375.00 8.25
20,000 30,000 1,200.00 10.50
30,000 40,000 2,250.00 13.50
40,000 50,000 3,600.00 16.50
50,000 60,000 5,250.00 18.75
60,000 100,000 7,125.00 21.00
100,000 250,000 15,525.00 22.50
250,000 500,000 49,275.00 24.00
500,000 750,000 109,275.00 26.25

* Only part of the schedule has been reproduced here.

2. Federal Estate Tax

A federal estate tax is levied on the total value
of the gross estate less credits, exemptions and de-
ductions of a deceased individual. The gross estate
is defined as the “value at the time is death
of all property, real or personal /t ible or in-
tangible, wherever situated.” THis. gross estate in-
cludes dower interests,1¢ retain ife estates,!?
revocable trusts, the total val\/U/z} ofproperty held
in joint tenancy, proceeds-of life yﬁéurance owned
by the deceased, and/ﬂ(e ue of all property
transferred other tham/m%n fide sale within 3
years of the date o th, as well as all property
in which the decea intained simple owner-
ship. The taxéﬁt\e\;i; e is defined as the gross
estate minus funeral”and medical expenses asso-
ciated with | the éiéath estate administration ex-
penses, }21’ I{l\h 1d other claims against the estate,
casuahlly eft losses if not compensated for by
1 M@Q{ Xe }(rltable contributions, a marital de-

able 2) erderal estate tax schedule applicable to the
'taxable estate (I.R.C. § 2001)%*

Taxable estate Tax on amount Tax rate (%) on excess of

I‘rom To in column 1 amount in column 1
ule. The tax is cumulative in that the tax lei\ Y, / (1) @ @) @
gifts of the current year are added to all ta@a $ 5000 § 0.00 3.00
Or1fts made in prev1ous years. Then the amoun 5,000 10,000 150.00 7.00

10,000 20,000 500.00 11.00
of tax payable in the current year is ca}giﬂ{ffg 920,000 30.000 1.600.00 14.00
the tax liability on the accumulated amaot tax- 30,000 40,000 3,000.00 18.00
able gifts minus the gift taxes paid<in rf/ ious ‘;g»ggg gg»ggg é’zgg-gg 2§~00

X ) ,000. .00

years. Thus, the glft tax, like theves nd in- 60.000 100,000 9.500.00 ;8 00

come tax, is progressive.  ,  ((_ 100,000 250,000 20,700.00 30.00

~— 7 250,000 500,000 65,700.00 32.00

R : N L . 500,000 750,000 145,700.00 35.00
18 Schrampfer, W., 1957. Law i %atmn to Business,

Rinchard & Co. New York, o 962, 750,000 1,000,000  233,200.00 87.00

poration Organization and
Jowa State Un., Coop. Exten-

14 Harl, Neil, 1968. “Farn
Operation,” Law-Econ. 3 (Rev:
sion Service, p. 3.

15 The following discussion of the tax regulations relies heav-
ily upon: Internal Revenue Code of 1954, I.R.C., July 1, 1970,
edition, Prentice-Hall, Englewood Cliffs, N. J.; Burns, Harrison,
Burns Annotated Indiana Statutes, Bobbs-Merrill, Indianapolis,
1954 (revised 1969).
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* Only part of the schedule has been duplicated here.

16 A dower interest is the spouses’ statutory interest in all
real property owned by the deceased. It is a one-third interest
in Indiana.

17 A retained life estate is a type of property transfer whereby
the decedent retains for life the right to use the property’s
income for the enjoyment of himself or anyone he designates.



Table 3. Credit for tax paid on prior transfers (L.R.C.

Table 5. Federal income tax schedule on individuals

§ 2013) (LR.C. § I(a)(2))*a
Time of prior Credit on estate tax as a (%) of tax Taxable income Tax on amount Tax rate (%) on excess of
transfer paid on prior transfer From To in column 1 amount in column 1b

1 or 2 years ago 100.00 (1) 2) 3) “4)
3 or 4 years ago 80.00 $ 0 $ 500 $ 0.00 14.00
5 or 6 years ago 60.00 500 1,000 70.00 15.00
7 or 8 years ago 40.00 1,000 1,500 145.00 16.00
9 or 10 years ago 20.00 1,500 2,000 225.00 17.00
11 or more years ago 0.00 2,000 4,000 310.00 19.00
4,000 6,000 690.00 21.00
6,000 8,000 1,110.00 24.00
duction of no more than 509, of the adjusted gross 8,000 10,000 1,590.00 25.00
. . 10,000 12,000 2,090.00 27.00
estate (grps§ esta‘te minus losses, debts and medical 12,000 14,000 2630.00 20.00
and administrative expenses), and a $60,000 ex- 14,000 16,000 3.210.00 31.00
emption. Tax rates as summarized in Table 2 are 16,000 18,000 3,830.00 34.00
. . 18,000 20,000 4,510.00 36.00
a’ppl'@d to Fhls taxable. estate to caIFuIate t‘he tax 20,000 22,000 5,230.00 38.00
liability. Finally, credits against this tax liability 29,000 26,000 5,990.00 40.00
are allowed for the amount of gift tax paid on 26,000 82,000 7,590.00 45.00

gifts which are in contemplation of death, a per-
centage as shown by Table 3, of the amount of
estate tax paid on property received from an indi-
vidual who preceded the decedent in death by no
more than 10 years, and an amount as specified by
Table 4, of the state death tax which must be paid.

3. Federal Income Tax

The income from a business enterprise, whether
ordinary or capital gains, is taxed by the federal
government at a progressive rate. The different
methods of transferring property between genera-
tions has definite implications with respect to the
size of the income tax liability.

In general, gross income for tax purposes is de-
fined as all income from whatever source includ-
ing compensation for services, income derived
from business, gains from dealings in property,
interest, rent, dividends, annuities, income from
life insurance, etc. However, gross income does

not include proceeds of life insurance payable by (( ﬁrcrgfation or growth of the farm estate is clear. Not

\\Q\Qﬁl\ is the amount of earnings available for rein-
“vestment reduced by the amount of the tax lia-

reason of death. Neither is property acquired{b
gift, bequest, devise, or inheritance includedp;l

Table 4. Credit for payment of state de:‘a@ﬁf%s
(LR.C. § 2011)* )

gross income. Adjusted gross income is ‘deﬁneﬂ&

Credit on estate /Glf?(}l\l\éz\e/(\:%) on

Taxable estate tax on amount in //ex of-amount
o
n

[5
From To column(} “\‘\j/ 0 column 1
¢Y) (2) L2 (4)
$ 0 $ 40,000 .00
40,000 90,000 .80
90,000 140,000 1.60
140,000 240,000 2.40
240,000 440,000 3.20
440,000 640,000 10,000.00 4.00
640,000 840,000 18,000.00 4.80
840,000 1,040,000 27,600.00 5.60

* Only part of the schedule has been duplicated here.

* Only part of the schedule has been duplicated her
a This tax schedule is applicable to individual taxpa

band and wife file a joint return, the tax is computed by . ividi the
taxable income by two and taking the tax liability q,/t is\income times

two (ILR.C. §2(a)). (f
b These rates apply to ordinary income only. ates on capital gains
income are effectively one-half of the rates in this “column’ up to a

maximum of 25%. //z
[ )

gross income minus trade ar/ld\l)\\{s",fcs] “‘deductions,
509, of net long-term capital gains, Tosses from sale
or exchange of propert}(/ uctions attributable
to property held for t roduction of rents and
royalties (depreciatio ertain deductions of
life tenants and ircome \beneficiaries of property.
Taxable income~is defined as adjusted gross in-
come minus itemized personal deductions or the
standard d ﬁ;u\ti??\)n//;énd the deductions for per-
sonal exe@%&m.ﬁ The tax rate as summarized
in Tabl is j“plied to this taxable income to

in the tax liability. Finally certain credits for
ment /income, partially tax-exempt interest,
owed against this tax liability.

pact of the income tax provisions on the

bility, but the preferential treatment of capital
gains encourages the production of that form of
income rather than ordinary income. In contrast,
the impact of the income tax provisions on estate

18 The standard deduction is the larger of the percentage
standard deduction (percentage of the adjusted gross income)
or the low income allowance. The percentage standard deduc-
tion in each of the future calendar years is:

Maximum
Year Percentage amount
1971 139, $1,500
1972 149, $2,000
1973 and thereafter 159, $2,000

The maximum low income allowance in each future year is
$1,100 for 1973 and thereafter. The personal exemption for the
taxpayer and each dependent is $650 in 1971, $700 in 1972 and
$750 in 1973 and thereafter.
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transfer decisions 1s subtle, but may be quite im-
portant. As indicated by O’Byrne, etal., “it is
important to include in any estate plan an analysis
of the effect of the income tax upon the family
unit during the lives of all parties and upon
spouse, children and heirs after the farm owner’s
death . . . successful tax analysis must integrate
income, gift and death taxes.”1?

One method of reducing the income tax lia-
bility when an estate is passed or gifts are given
to the heirs is to spread the property among the
family members. Because the income tax rates are
progressive, the spreading of property and the in-
come thereof tends to keep the incomes of the
family members in lower tax brackets so that the
total tax burden is lower than when all property

(and income) is concentrated in the hands of one
heir.

Unless proper planning occurs, the capital gains
provisions may also result in a substantial income
tax liability when property is transferred to the
heirs. 'When property is transferred by sale or
other disposition, the gain subject to tax is the
difference between the “basis” of the property in
the hands of the seller and the amount received
for the property from the buyer. If the property
is acquired through a bona fide purchase, the
“basis” is the taxpayer’s cost less depreciation.
However, if property is received as a gift, the
“basis”’ for the donee is the same as the “basis”
of the donor plus gift tax minus depreciation in
the hands of the donor. Thus, if the property
appreciates between the time it is received and
the time of a subsequent sale, a larger gain must
be recognized and is taxable if the property has

been acquired by gift rather than a bona fide
purchase.

In contrast to the treatment of property trans-,
ferred by sale or glft the “basis” of property (at

)
is part of an estate is the fair market value %ﬁ?ﬁ
e “heir

property at the date of death. Thus,
receives the property with a “stepped-u
and if the property appreciates, the/taxaT\)le

and tax liability at the time of li}(rluent sale
will be lower than if the prop had been re-
ceived through purchase or gift.” In ition, the
“basis” of property deter@mne\&%ﬁe \amount of de-
preciation allowed. Depreciation- ;vﬁnot be taken
in excess of the “basis’ property in the
hands of the taxpayer. e.depreciation reduces
the amount of taxable{income, property with a

19 O’Byrne, J., J. F. Timmons, and N. W. Hines, 1966. Plan-
ning Farm Property Transfers Within Families in Iowa, Bul-

letin P-125, Towa State Un., Ag. Experiment Station, pp. 41 and
43.
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higher “basis” will also reduce the income tax lia-
bility through higher depreciation allowances.

4. Indiana Inheritance Tax

In addition to the federal tax, Indiana levies a
state inheritance tax on the property of a dece-
dent. This tax differs from the federal tax in that
the rates are much lower, the tax is computed sep-
arately for each heir (not on the entire estate) with
each heir responsible for paying his inheritance
tax, and real property held in tenancy by-the-en-
tireties is not subject to taxation. Property subject
to Indiana inheritance tax includes all personal
property and all real property not held by the
entireties in the state plus all intangible personal
property wherever title is held. In addition, prop-
erty transferred by gift within 2 years prior to
death is assumed to be transferred in contempla-
tion of death and is part of the ss estate for
Indiana inheritance tax purposes. vever, life
insurance benefits payable to ﬁa%)éneﬁciary
are not included in the gross te. “Deductions
from this gross estate to okfa taxable estate
‘st the decedent’s

include debts and claims!

estate, charitable and \c coﬁtrlbutlons prop-
erty and income tax/p%rtgages, funeral ex-
penses, and closing' an ministration fees. The
tax rates summari i able 6 are then levied
against the amount, e estate received by each

heir. As indic able 6, exemptions depend
upon the‘ref atlgnshlp of the heir to the decedent.

V{ &her Famlly Firm and Legal
\& sfderatlons in Estate Planning

Indiana Laws of Descent

a person dies without a will specifying how
his property should be divided, the property is dis-
tributed according to the state “laws of descent.”
All personal property and all real property in the
state of residence of the deceased is divided by
the descent rules of the state of residence. The
Indiana laws of descent can be summarized as
follows: 20

A. Decedent leaves a surviving spouse and two
or more children or issue thereof—

1. The surviving spouse receives one-third
of the estate and the children receive
two-thirds divided equally among them
(a surviving widow, but not a widower,
gets a $2,000 allowance before division is
made).

20 Burns, Harrison, Burns Annotated Indiana Statutes, Sec.
6-201 to 6-258, Bobbs-Merrill, Indianapolis, 1954 (revised 1969).



Table 6. Indiana inheritance tax schedule (Burns Annotated Indiana Statutes, Vol. 3, § 7-2402, § 7-2403, 1963)*

Beneficiary Exemptions¥# Schedule of rates
From first On remainder $25,000 $50,000 $100,000 $200,000
$25,000 an of first $25,000 to to to to
exemption of above exemption $50,000 $100,000 $200,000 $300,000

Class A
Wife $15,000.00
Husband 15,000.00
Decedent’s children under 18 5,000.00
Other lineal issue 2,000.00 1% 2% 3% 3% 49,
Lineal ancestors 2,000.00
Foster child (defined by

statute) under 18 5,000.00
Lineal issue of same 2,000.00
Class B
Brother, sister, descendant of

brother or sister, wife or

widow of son, huband of

daughter 500.00 5% 5% 5%, 8% 109%,
Class C
All Others 100.00 7% 7%, 7% 10% 129,

* Only part of the schedule has been duplicated here.
** Exemptions—Transfers to the following are entirely exempt: Any

2. If the children are not alive, the grand-
children take their deceased parents’
share.

B. Decedent leaves a surviving spouse and one
child or issue thereof—
I. The surviving spouse receives one-half
and the child receives one-half (a surviv-
ing widow, but not a widower, gets a
$2,000 allowance before division is made).
2. If the child is not alive, grandchildren
take their deceased parents’ share.

C. Decedent leaves a surviving spouse and no
children—

1. If decedent’s parent or parents survive,
they get one-fourth and spouse gets three-
fourths.

2. If no parent survives, spouse gets all.

3. If spouse is second or subsequent spouse
without children from that union, bu
decedent has descendants from a previoy
spouse, the surviving spouse takes one-
third of the personal property an
third life estl;)te in thg reI;l p};op%%
the children from the previo &gzﬁe‘-
ceive the remainder. .

= Y
.. /
D. Decedent leaves no su@wlnc//pgmse and

two or more children or is \ther%()f
1. The children receive-equ ares.
2. If the children alive, the grand-

children take their deceased parents’
share.

E. Decedent leaves no surviving spouse and one
child or issue thereof—
1. The child receives the entire estate.

municipal corporation within the state, public institutions,. charitable cor-

porations, etc. for use within the state.
— s}
a =
e grandchil-

parents’

2. If the child is not alive,
dren take equally thelr/det

share.
F. Decedent leaves no desc \dané/

1. If parents and brothers-and sisters sur-
vive, they all share ally (each parent’s
share shall ess ‘than one-fourth).
If only brot d sisters survive or
issue ther they share equally and the
issue (ﬁ” deceased brothers and sisters re-

ceive %\r arents’ share.
3. If/ \1@ T pérents nor brothers and sisters
B Kl&ve,‘survwma grandparents or their
—issue share equally.
4 no heirs, the estate goes to the State
/Indlana.

o

There/may be cases where the laws of descent

,/ ﬁrowde exactly the divisions desired by the par-
\\en s, particularly where there is only one p0531ble

heir. However, even in such situations, a will is
eeded to make provision for disposition of the
estate if the sole heir fails to survive or to select
a particular person as executor.

2. Age of Parents

The probability of dying in any particular year
increases as the farm owner grows older. In addi-
tion, the interest and motivation of most farmers
to be fully involved in the expansion and manage-
ment of the farm firm decreases during the later
years of life. Thus, as a person ages, it is usually
desirable to make plans for the transfer of his
property and the associated management respon-
sibility to his heirs.
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There are important economic advantages to
inter vivos or lifetime rather than testamentary (at
the time of death) transfers. If an heir is inter-
ested in managing the farm business, the gradual
transfer of property and managerial responsibilities
during the parent’s lifetime will enable the heir to
obtain valuable management experience under the
guidance of the parent. Thus, the economic losses
which might occur from an abrupt transfer of re-
sponsibility to an inexperienced manager at the
time of the parent’s death will be avoided. The
federal tax regulations also encourage lifetime
transfers through larger exemptions on property
transferred as gifts rather than through probate
proceedings. In addition, the federal gift tax rates
are about three-fourths of the federal estate tax
rates, resulting in a lower tax liability on property
transferred as gifts. Finally, in contrast to a testa-
mentary transfer, a lifetime transfer guarantees
that specific property will go to designated heirs
and reduces the possibility of litigation among the
heirs. A contested will or other legal complica-
tions can occur with testamentary transfers. Not
only do these complications result in additional
legal fees and litigation costs, but the heirs may
receive the property with complete disregard for
the parents’ desires or intent.

However, it is not possible to make all bona fide
lifetime transfers until the point of death. The
contemplation of death regulations of both the
federal and state tax code rule out the making
of bona fide gifts (i.e., gifts subject to gift tax
rather than estate tax) within 3 years and 2 years
respectively of the date of death. Thus, a farmer
cannot wait until he is on his deathbed to make
a bona fide gift of the farm to his children.

3. Number, Occupational Interests, //",]

and Health of Children

The number of children in the family wﬂ%&\\\
v if

mﬁcantly influence the division of prope
will is not filed and the property of a dec t
lescent,

must pass under the Indiana laws of n
addition, because the exemption b@e 15&2 the
inea rela-

Indiana inheritance tax is based -
tionship to the deceased, the eﬁt -ta “liability
will be influenced by the number of }thlldren and
the amount of property p: % child. The
opportunity to split ership and the
income thereof to minimize the income tax bur-
den of property transfers is also affected by the
number of children in the family.

Irrespective of the tax impact of the number of
children, a very crucial determinant of the best
estate plan is the occupational interests of the chil-
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(example, if the estate is small,
~the best estate transfer method to use because the

dren. If one of the children is interested in farm-
ing, the parents may desire to transfer the farm
real estate, personal property and inventories to
this child so that he may continue the farming
operation. It is frequently desirable to transfer
some interest in the property to the on-farm heir
during the lifetime of the parents so that he can
be operating the farm during the prime of his
economic life. However, if the family includes
more than one child, the transfer of all the farm
property to one heir presents a problem of treat-
ing the off-farm heir(s) equitably. Liquidation of
farm assets to compensate off-farm heirs may result
in substantial liquidation losses and a loss of effi-
ciency because of decreased farm size and inability
to exploit economies of size. Thus, the advantages
of acquiring off-farm assets or insurance which can
be given to the off-farm heir(s) to ain equi-
table distribution without decreasmﬁg&:\(\efﬁaency

of the farming operation must be

The health of children or % ren may
also influence the division o If one of
the heirs has serious health blems which re-

quire extensive medical ;ttsﬂ( /t’he parents may

desire to give a substantial unt of the property
to his helr to help dfeﬁ%medlcal expenses. A
similar desire m % one of the heirs is
employed in a haz ccupation or for health
reasons cannot qu ly support his family.

//
4. Size ' nd(Composnlon of the Estate

The% 1\\§}Z€’ of the farm estate will change
from year to year as new assets are acqulred
vestment of earnings and borrowed
funds, apd as assets are transferred through gifts,
Thus, in each year a different estate cre-
: ransfer plan would be expected, depending
in part upon the total size of the estate. For
gifts might not be

farm unit might be uneconomical if some of the
assets were no longer part of the firm. In addition,
because the estate may be small enough to not
incur any death tax liability at the time of testa-
mentary transfer, lifetime transfers would not re-
duce the tax liability. However, as the farm grows
over time, the use of gifts even in excess of the
exemptions may be a logical method of estate
transfer. With a large estate, gifts may reduce the
tax liability without a substantial loss in economic
efficiency of the firm as an entity.

For estate transfer purposes, the productive
assets of the farm firm can be aggregated into the
four classes of farm real estate and improvements
(includes land and livestock buildings and facili-



ties), farm personal property (includes machinery
and crop and livestock inventories), insurance and
off-farm assets. The relative amounts of these dif-
ferent types of property in the estate will have an
impact on the best estate planning decisions. For
example, lower liquidation losses may occur if
some insurance or liquid off-farm assets or inven-
tories are included in the farm estate to pay death
taxes or to transfer to off-farm heirs at the time
of death of the parents. Thus, the type of transfer
desired may substantially influence the most desir-
able asset composition. Conversely, a farm estate
that contains a large proportion of marketable
securities or stock can make more efficient use of
tax-free gifts than a sole proprietorship that has
all of its funds invested in farm assets and must
make gifts of specific assets rather than marketable
stock. In this situation the asset composition can
be a major determinant of the best transfer
method to use.

5. Planning, Management and
Administration Fee
Schedules

One of the major cost components of estate
planning is the plan development and imple-
mentation costs. Legal fee schedules indicate that
estate planning costs per se are quite reasonable.
An estate plan that includes only a simple will
(no lifetime gifts, trusts, etc.) can be obtained for
about $25.00.21 A more complex estate plan in-
volving a trust or a life estate will require sub-
stantially more hours to prepare and thus, a higher
cost. It is difficult to estimate the cost of a com-
plex estate plan without some knowledge of the
size and composition of the estate and the methods
being used in the plan. However, suggested mini-
mum legal fee schedules for many counties in

Indiana specify that the minimum fee per hour (|

of time spent in developing the estate plan sho&x

be $25.00.22 (;

\
Estate administration and management fees%%

County minimum fee schedules in I
cate that the attorney’s fee for admi
closing an estate should be a minimum o
plus 49, of the value of the gtoss' es/t{tew (all per-
sonal property and all real estatéexcept that held
in tenancy-by-the-entireties or ance where
the insurance is payable ed beneficiary

result in substantial plan 1mplementat10¢? c\\s
i i

21 Gromley, C. R., J. A. Hiller, D. Hoeppner, Workbook
for Indiana Estate Planners, Bobbs-Merrill Co., Indianapolis
(revised 1969), Sec. 3A0.3.

22 “Suggested Local Bar Rate Schedule,” Carroll County, In-
diana 1965; see also footnote 21.

other than the estate) above $2,500.00. In addi-
tion, the executor or administrator usually receives
a fee equal to 509, of the total legal fees unless
the will specifies differently. Finally, court costs,
newspaper notices, bond costs and appraisal costs
would probably total a minimum of $50.00 plus
.59, of the value of the gross estate.23

An additional management fee is incurred if
property is put in trust with a bank or other
financial institution as a trustee. Although trust
management fees are not uniform and depend
upon the type of property in the trust, a typical
rate in Indiana is .59, on the first $50,000 of
corpus (value of property in the trust), .25%, on

the next $450,000 and .29, on any amount above
$500,000.2¢

VII. Estate Management and
Planning Examples

Y
The following two illustrations, ong two’ 60-
year-old parents and the other fo 75-year-old

widow,?s indicate the type of €sta family
information required and the typé of jestate plan-
ning budgets that should be//ﬁgpe//d to evaluate
an estate plan. These examples-also summarize
estate creation and tr. 3fe cisions that might

be applicable to far milar to the specified
family and estate situa i

W/o 60-year-old Parents
The family fé-{fts}l@ﬁrst example consists of two

1. Example//*l}

60-year- old ts with two grown children—a
marrled SO \o is involved in the farming opera-
tio 1ri d daughter. The son owns some

an(h nost of the farm machmery He also
i teret; in the livestock that is on the farm.
The ;/asset composition, and ownership struc-
~—ture of ‘the estate and farm in 1970 is given in

" Table 7.

N /To find a good estate management plan, 50 dif-

ferent plans were analyzed with the aid of an
electronic computer. Each plan consists of a set
of annual creation plans (what products to pro-
duce and resources to acquire) and a set of annual
transfer plans for the years 1970 through 1974.
The annual transfer plans indicate the type of
property division and the tax and cost implications
if the husband or wife would die in each year.
Then the creation and transfer plans for the sub-

23 O’Byrne, Timmons, and Hines, op. cit.

24 “Trustee Fee Schedule,” First Nat. Bank of Goshen,
Goshen, Ind., 1969; personal correspondence from Purdue Nat.
Bank, Lafayette, Ind., 1969.

25 Although some modifications in the data were made for

purposes of this publication, the examples are based on actual
Indiana farm situations.
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Table 7. Size and composition of the estate for two 60-year-old parents with two children, 1970

Amount, size

Item or capacity

Value owned
by wife

Value owned

by husband jointly

Value owned

Real estate and improvements

Farm real estate

Sow main. fac.

Sow farrowing fac.

Pig nursery fac.

Pig finishing fac. 40 litters

Cattle finishing fac. 250 cattle

Urban real estate —_
Farm personal property

Crop and livestock inventory —_

Cash —_
Outside investments

Checking and savings account —

Certificates of deposit —

Stocks and bonds —_

Home furnishings and auto —_
Insurance

Whole life policy —_
Total values (by ownership)* —
Total value both parents* —_

506 acres
50 sows
50 sows
25 litters

$202,400
$ 1,200

$
$

R —_ $ 14,208
— $

— $27,000 —_

$21,454 — —
$22,550 —_ —

_ $30,200 _
-_ $ 8,500 _
_— $18,000 _
—_ $ 4,300 —_

$ 1,000 -
$45,004 $88,000

$252,328
$385,332

* In addition, the children owned land (140 acres) and equipment,
valued at $79,956. These assets were inputs to the total farming opera-

sequent year indicate the types of production, in-
vestment, ownership, gift and will decisions that
could be made and the implications of these deci-
sions assuming both parents live to that subse-
quent year.

Table 8 summarizes the best management plan
of the 50 investigated.2¢ The annual transfer plans
result in significant changes in the ownership
structure of the firm during the 5-year period. In
1970, over half ($267,334) of the $482,221 of the
net worth of the firm is owned jointly by the
parents. However, because gifts are given to the
children and new farm assets are purchased solely
by the husband or wife (not in joint ownership), -
the amount of jointly held property has been si /
nificantly reduced by 1974. In addition, the’
band and wife have adjusted their sole own
of property during the 5 years so that b 74
they own about equal amounts of propg‘y/ N

Gifts are an important part of th l trans-
fer plans. In 1971, $56,500 of pr “trans-
ferred by gift from both parents to th cjhlldren
More than $160,000 of property" lS/XYa}leCI’I‘Cd to

the children as gifts from 19 hmg/g’h 1974, re-
sulting in a total gift tax of $1,437 for
the husband and $5,297 wife. By 1974,

one-third of the net
one sixth in 1970.

the children own alm
worth of the firm compare

26 Although the computer provides detailed information on
production decisions, this information is not presented here in
order to focus on the transfer aspects of estate management.
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tion. The children also participated in the farm ope: t%ﬁ\\dﬂh livestock
and supplies equivalent in value to that of their / /'ue'% _/

//\
’///\
In most cases, the wm\%fcy results in most
of the deceased’s prof ng transferred to
the surviving spous %rvivorship rights on
jointly owned property provide the main explana-
tion for this type of perty division. Thus, for
example, if t he; ds a simple will (a will that
only 1mplements the state laws of descent and does
not na aﬂ\ eC}ltor) and dies in 1970, $85,078
of prop/e ould be transferred from her to the
childre \Qnd the husband would receive $42,669
prbp nder the will and $258,834 of prop-
ty thi(;)ugh the survivorship rights on jointly
roperty. These will transfers would result
in a federal estate tax liability of $30,533 an Indi-
na inheritance tax of $3,271 and administration

nd closing costs o
s\\/?d losing f $14,640.

2. Example 2: A 75-year-old Widow

The family, farm and estate situation for this
example is very similar to Example 1 except most
of the property is owned by a widow rather than
a husband and wife. The widow has two grown
children, a married son who is operating the farm
and a married daughter. The size, asset composi-
tion and ownership structure of the estate and farm
in 1970 is summarized in Table 9. As indicated in
the footnote to this table, the children own land
worth $56,000. They received $30,000 of this land
as a gift from the widow, so the widow has com-
pletely used her lifetime exemption for gifts.

Fifty estate management plans were analyzed



Table 8. Annual estate management plans for two 60-year-old parents with two children and a $385,000 estate,

1970-1974%*
Years
1970 1971 1972 1973 1974

A. Income, assets, and net worth

Net returnsa $ 16,931 $ 21,400 $ 35,800 $ 56,500 $ 51,300

Ending net worth® $482,221 $489,751 $506,753 $529,714 $555,523

Ending total assetsc $519,353 $515,064 $519,409 $645,474 $683,883

Value husband prop.¢ — $ 21,200 $ 45,262 $ 69,178 $102,096

Value wife prop.d $144,745 $137,500 $ 97,788 $104,621 $ 93,422

Value joint prop.d $267,334 $253,401 $230,163 $204,273 $189,359
B. Transfer plans

1. Gift policy (if both parents live)

Husband to wifee —_ —_— $ 6,000 $ 11,500 —_

Wife to husbande $ 14,500 $ 18,000 —_ — $ 16,000

Joint to childrene $ 8,500 $ 22,000 $ 22,000 $ 11,000 $ 6,000

Husband to childrene —— $ 16,500 $ 1,500 —_— $ 18,000

Wife to children $ 2500 $ 18,000 $ 2,500 $ 6,500 $ 27,000

Gift tax—husband —_ —_ $ 68 $ 163 $ 1,206

Gift tax—wife —_ $ 152 $ 656 $ 523 $ 3966

2. Will policy (implemented if the

husband or wife would die in

that particular year)

a. Husband (dies) 77 P
Type of willt Simple Simple Simple Simple 5\ omplex
Amount to wifeg $ 4,343 $ 7,582 $ 12,613 $ 19,264 | $ 75,072
Joint to wifeh $258,834 $231,401 $208,163 $193,273 $183,359
Amount to childreni $ 9,657 $ 15,118 $ 25,149 $ 38413 $ 25,024
Federal estate tax $ 13,612 $ 14,663 $ 17,180 $ 20;@%\/ $ 22794
Indiana inheritance tax $ 815 $ 604 $ 830 < / $ 333
Admin. costs! $ 6,174 $ 6711 $ 8,082 Ve X%:// § 4,147

b. Wife (dies) A
Type of willf Simple Simple Complex (" omplex Complex
Amount to husbands $ 42,669 $ 33,901 $101,288 \\i@?,&l $ 25211
Joint to husbandh $258,834 $231,401 $208,163 $193,273 $183,359
Amount to childreni $ 85,078 $ 67,599 — \ _ $ 25211
Federal estate tax $ 30,533 $ 29,494 $ 294 ) $ 27,705 $ 14,427
Indiana inheritance tax $ 3271 $ 3,077 $ 3220 % 123 —
Admin. costsi $ 14,640 $ 14,206 $ QﬁBS — $ 5,142 $ 2,587

* The farm involved grew between 640 and 810 acres of corn and raised
up to 1300 hogs from farrowing through finishing.

a Net returns are calculated as the change in net worth of the farming
operation (including the parents’ and children’s interests in the opera-
tion) during the year (or gross income minus all costs of production,

income taxes, and consumption).

b Net worth of the firm at the end of the year.
¢ Value of the total assets controlled by the firm (parents and children)

at the end of the year.

d Value of the assets of the firm at the end of each year (before gift
and will transfers are made) that are owned solely by the husband, solely
by the wife, jointly by the husband and wife, and by the children.
cause the husband solely owns only cash and inventories at the beginning
of year one (Table 7) and these assets are used during the year, he

no assets at the end of the year.

Complex indicates

— /
f Simple indi ﬁ\i lﬁ/will that implements the Indiana laws of
descent and d «‘Zmﬁme an executor for the will.

2y by/ the will to the surviving spouse.

rred by the will to the children.

E}(ecuting the will and closing the estate.

_

a complex will \which ‘enables the division of property among the heirs
i different \pﬁz‘?r[i ' than that specified by the laws of descent. It

ed-that “an” utor with no fee is named with a complex will,
liminati the executor fee and reducing the administration and
cldsing costs. \ |

amount/ of property owned solely by the husband or wife and
t of property owned jointly by the husband and wife and
| the surviving spouse by the rights of survivorship.

-/ 1 The amount of property owned solely by the husband or wife and

\\\\\O i The administration, legal and court costs incurred in administering
T

e Indicates the amount of property transferred between the par
from the parents to the heirs by gift.

S/>Ol'
\\{

with the aid of an electronic computer:
consisted of a set of annual creatio
annual transfer plans for the yearﬂ@hﬂ\ ugh
1979. Table 10 summarizes the Hé%s’b@te man-
agement plan of the 50 investi a%//

mple, gifts

As in the case of the two-p
are again an important p the ahnual transfer
plans for the widow. Almost $125,000 of property
is transferred by gift from the widow to the chil-
dren from 1970 to 1979. In most years the annual
gifts exceed the allowable deductions and exemp-
tions, so a total of $7,966 of gift tax must be paid

A

during the 10-year period. However, the farm
firm is profitable enough that even though these
gifts are made, the value of the widow’s property
increases from $397,072 in 1970 to $530,505 in
1979.

The widow uses a complex will (allows for the
appointment of an executor at no fee and the
division of property different than that specified
by the laws of descent) during most of the 10-year
period. If she would die in 1970, $379,072 of
property would be transferred to the children,
resulting in a federal estate tax liability of $80,955,

15



an Indiana inheritance tax of $9,770 and admin-
istration and closing costs of $18,068. After the
children have paid these costs, they would only
receive $270,279 of property tax free. If the widow
would die in 1979, the children would receive
$348,129 of property tax free from the estate plus
the $124,000 of property given to the children
during the previous 10 years.

An important observation which cannot be
made from Tables 8 and 10 but which is apparent
from the much more detailed computer answers
should be made. This observation relates to the
fact that all estate management plans called for
investment of net returns outside the farming bus-
iness (savings, securities, insurance, etc.) Up to
$20,000 were invested outside the farm in some
years. This outside investment not only diversifies
the asset holdings of the firm, but it also provides
the liquidity that is frequently needed at the time
of death. Outside investments were an important
aspect of good estate management in the case of
both examples.

Table 9. Size and composition of the estate of a 75-
year-old widow with two children, 1970

Value owned

Item by widow

Real estate and improvements

Farm real estate $202,400

Sow main. fac. 1,200

Sow farrowing fac. 15,660

Pig nursery fac. 1,860

Pig finishing fac. 14,208

Cattle finishing fac. 17,000

Urban real estate 217,000
Farm personal property

Crop and livestock inventory 21,454

Cash 22,550
Outside investments

Checking and savings account 30,200

Certificates of deposit 8,500

Stocks and bonds 18,000

Home furnishings and auto 4,300
Insurance

Whole life policy 1,000
Total value* $385,332

* In addition, the children owned land (14Q/t S a\n&,&zuipmem,
valued at $79,956. These assets were inputs t ‘\é total “farming opera-
tion. The children also participated in the far eration/with livestock
and supplies equivalent in value to that of/LhQir nts.

7

@

/

A
7
o
((

Table 10. Annual estate management plans for a 75-year-old widow with two c@ a $385,000 estate, 1970-

1979
1970 1971 1972 1973 1974 1975, \137/6 1977 1978 1979
A. Income, assets, and net worth (| (‘\‘
Net returnsa $ 5538 $ 6588 $ 20412 $ 20816 $ 24,676 $- \3%816,,//&‘: 26,459 $ 22,072 $ 28,019 $ 27,895
Ending net worthb $470,826  $458,769  $463,177  $482,436  $506,995 /$&3%\;4 — $556,797  $577,783  $604,599  $631,130
Ending total assetse  $493,083  $492,978  $571219 $614,532  $607,872( \ $640,583  $666,562  $679,351  $678,631  $684,211
Value widow’s g \\\,7{0/
propertyd $397,072  $395,162  $399,892  $425,902 45,058\\ $473.857  $497,860 $507,333  $519,498  $530,505
B. Transfer plans ) )

1. Gift policy /)

Widow to

childrene $ 18,000 $ 18,000 $ 18,000 $ 6,000 $ 6, $ 6,000 $ 13,000 $ 13,000 $ 13,000 $ 13,000

Widow’sgifttax $ 540 $ 1,080 $ 1440 7§f/ — —_ $ 1,035 $ 1,155 $ 1313 $ 1403
2. Will policy O (A (‘\‘

(implemented if \\\\,, /

the widow would > —

die in respective A x

year) x‘

Type of willf Complex Complex Co’éphﬁ% plex Complex Complex Simple Simple Simple Simple

Amount to (A V)

childrene $379,072  $377,16! 3\8{0 2 //$419,902  $439,058 $467,857  $484,860 $494,333  $506,498  $517,505

Fed. est. tax $ 80955 $ 84,27 89, $ 96,682 $ 99,717 $105,745  $108,328  $111,578  $115,732  $118,246

Ind. inheri. tax $ 9,770 $ 10,231 542 $ 11,817 $ 11,590 $ 12,712 $ 13218 $ 13,834 $ 14271 $ 14,682

Admin. costsh $ 18,068 O$ 1§ ;\92/:\%‘19,815 $ 20,986 $ 21,308 $ 22,064 $ 33416 $ 34487 $ 35732 $ 36448

* The farm involved grew between
between 650 and 1,000 head of cattle
The low net returns in 1970 and 1971 are
tions of new equipment and bdilding

a Net returns are calculated as hange in net worth of the farming
operation (including the parent’s and. children’s interests in the opera-
tion) during the year (or gross incon minus all costs of production,
income taxes, and consumption).

b Net worth of the firm at the end of the year.
¢ Value of the total assets controlled by the firm at the end of the year.

d Value of the property included in the firm that is owned by the
widow.

16

to aé;es/of corn and raised

edin 700 pound vyearlings).
e tovhigh first-year deprecia-

e Indicates the amount of property transferred from the widow to the
children as gifts.

f Simple indicates a simple will that implements the state laws of
descent and does not name an executor for the will. Complex indicates
a complex will which enables the division of property among the heirs
in a different proportion than that specified by the laws of descent. It
is also assumed that an executor with no fee is named with a complex
will, thus eliminating the executor fee and reducing the administration
and closing costs.

g The amount of property transferred by the will from the widow to
the children.

h The administration, legal and court costs incurred in administering
or executing the will and closing the estate.
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VIII. Some Important Conclusions

1. Estate Planning Is Important

Most farmers concentrate their time and energy
on making production and investment decisions
that will create a larger farm and estate. Although
one of the major goals of a farmer’s life work is
to have a large estate to give to his heirs, estate
transfer plans are frequently not made. The fore-
going discussion and examples clearly show that
serious economic and emotional problems can be
avoided with timely and proper estate planning.

2. Estate Planning Should be
Done Early

There is a tendency for all people to postpone
estate planning until that time when “they are
older.” Unfortunately, transfer costs and problems
generally increase as the parents get older because
the time available to accomplish the transfer is
shorter and the estate is usually larger. In addi-
tion, when one parent dies, the number of transfer
options available to the other parent are reduced
considerably. Therefore, farmers should plan the
transfer of their estate before they actually plan to
retire, and then periodically revise it as their estate
and family situation changes.

3. Estate Creation and Transfer
Are Interrelated

In the foregoing discussion we have indicated
that certain types of transfer decisions can decrease
the productive capacity and growth potential of
the farm business. While the use of these transfer
methods may decrease total transfer costs, they
may not result in the transfer of the most wealth
to the heirs or provide the greatest security for
the parents. The interrelationship between busi-
ness growth and business transfer may be such

transfer costs and taxes should be tolerated to

Glossary

Administrator—A person appointed by the probate court to
collect the assets, pay the debts and distribute the residue of
an estate.

Annuity—A yearly payment of a specified sum of money for
life or a definite period of years.

Antenuptial—Determined or made before a marriage.
Beneficiaries—One for whose benefit a trust is created.
Bequest—A transfer by will of personal property.

Bona Fide—In or with good faith; honestly, openly and sin-
cerely; without deceit or fraud.

Conditional Interest—An interest or right in property that is
not settled or does not accrue until a particular condition is
satisfied or a particular event occurs.

Contemplation of Death—The expectation of death provides
the primary motive to make a gift.

Contested will—A will that is disputed or questioned by an
interested party.

Contingency—An event which may occur, but ﬁo%&qut
(" 7

foresight or design. -

Decedent—A deceased or dead person.

Deed—The legal instrument used to tm@reﬂ prop-

erty from one person to another. \ ) )
R N /

// S P e ..
Descendant—One who has descended is—the off-spring of
ki

another. s
(/
Dissolution—The cancellation, oki or termination of a

particular organization or‘entit
Donee—The person to whom a gift is’'made; the recipient.
Donor—The person yhe—;, S ﬁ: /\g'ift; the giver.
[ _/
Estate—The total value of the interest a person has in all prop-
erty, real and/m\ Sbn\\f: ///
Executor—A p¢rson\a pointed by a will to carry out the direc-
tions }nd{i{?gsts ;nd dispose of the property in accordance
i e will,

Wi 1€

iary obligéltion—A duty or obligation of one party to act
e décisions primarily for the benefit of another party.

Gift—A i tary, gratuitous transfer of property from one per-

/—/son to another.

<)
mother.

that for economic and emotional reasons, high@§Ia9t e—The person who receives a grant or property from

maintain the productive potential of the fa 1
business. The interdependencies between/ﬁé’ta\t\é
creation and estate transfer are complex, menu t

be carefully evaluated. AN ,77“

4. Estate Planning Is Nq@a,s}g -~
After reading this publicat'é> bu/wg)i agree
with us that estate planning %}ex under-
taking. Estate planning canno ust not be
the farmer. Only
ily lawyer, an ac-

a “do-it-yourself” project

after consulting with the fa

countant, a farm management specialist and per-
haps others to evaluate how well alternative plans
satisfy certain family goals should estate manage-
ment plans be finalized and implemented.

rantor—The person who makes a grant or transfers property
to another.

Heir—A person who inherits property or receives property be-
cause of and at the death of another.

Intangible Property—Property that has no intrinsic value but
is merely the evidence of value such as certificates of stock,
bonds, promisory notes and francises.

Intergeneration—Between members of different generations as
between a father and his son.

Inter Vivos—Transferring of property from one living person
to another living person.

Irrevocable Trust—A trust arrangement that cannot be can-
celled, rescinded or repealed by the maker (grantor).

Issue—Depending upon the context, a disputed question or fact
or all of the persons who have descended from a common
ancestor.
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Joint Tenancy—Co-ownership of property by two or more indi-
viduals each with the right of survivorship.

Laws of Descent—The state statutes that specify how a de-
ceased’s property is to be divided among his heirs if he does
not have a will.

Life Estate—A property interest that is limited in duration to
the life of the individual holding the interest; the holder of
this type of interest is called a life tenant.

Lineal—Proceeding in a direct or unbroken line from a com-
mon source; Hereditary as from father to son.

Litigation—A lawsuit; a judicial contest to enforce a law or
right.

Marital Deduction—The deduction(s) that can be taken in the
determination of gift and estate tax liabilities because of the
existence of a marriage or marital relationship.

Mortgage—A lien or encumbrance on real property to secure
the payment of a debt.

Personal Property—Property that is not permanently in place
but is temporary or movable; in general, all property that is
not real property.

Probate—The judicial act or process of establishing the validity
of a will and administering or settling an estate.

Proprietorship—Having the legal right or exclusive title to
property; owner.

Real Property—Land and all immovable fixtures erected, grow-
ing or affixed to land.

Remainder—An interest in property that takes effect in the
future at a specified time or after the occurrence of some
event such as death of a life tenant.

Retained Life Estate—A property transfer whereby the trans-
feror retains for life the right to the use of the property’s
income for the enjoyment of himself or anyone he designates.

Revocable Trust—A trust agreement that can be cancelled, re-
scinded or repealed by the maker (grantor).

Right of Survivorship—The ownership rights that result in the
acquisition of title to property by reason of having survived
other co-owners; usually refers to the rights that exist in
property held as joint tenants or tenants by the entirety.

Royalty—A payment which is made for the right of mining for
natural resources or the use of an author’s or inventor’s name.

Statutory—Created or defined by a statute (a legislative act or

law) or conforming to a statute.

&
Tangible Property—Property (real or personal) that can be
or touched. (

)

Tenancy by the Entirety—Co-ownership of proper
husband and wife with the right of surv1vorsh1p

- \4

Tenancy in Common—Co-ownership of propert
individuals where at death the interest own
owner passes to his heirs under his will. —

Testamentary—A document or event that is not to take place
until after the death of the person who arranged it; refers
in most cases to a will.

Trust—The legal relationship created by virtue of one party
holding legal title to property for the benefit of another.

Trustee—The person or entity appointed or chosen to admin-
ister or carry out the terms of a trust for the benefit of the
beneficiary.

Will—The legal instrument used to declare a person’s wishes as
to the distribution of his property after his death.
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