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What about . . .

Farm Succession Planning in the
Absence of a Step-Up in Basis ??
• We’ll talk about the
proposal, and what it
could mean.
• Let’s recall some basic
reminders about farm
succession
considerations.
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STOP the procrastination!
Get going,
move
forward
with your
plans NOW.

How recently have you updated
your plans?
• 89% of farm families have NO
farm transfer plan
• 60% do not have an updated
estate plan
• Many keep waiting for the
“perfect” plan.

(There is no perfect plan, but some plan is
better than nothing.)
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Intestate
succession:

Those who die with no
plan get the state’s plan.

“I’m gonna farm until I die.”
This might be a
“plan” but it’s not
a good one – in
terms of farm
succession.
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Have you defined your
destination? – If you
don’t know where you’re
headed . . .

. . . any road will get you there.

You need to have a VISION for your farm
retirement or transition describing where
the farm family business is going.
Then – specific Goals establish steps for
how to get there.
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What is it?? – Here’s an example:

What is the current law?
►If you inherit a capital asset that increased in
value when the person who died owned it, the
asset's basis is increased to the property's fair
market value at the date of the previous owner's
death.
►This is the "step up" in basis (or "stepped-up"
basis).
►The increase in basis also means that a person
who inherits the property can sell it immediately
without paying any capital gains tax, because
there is technically no gain at that point to tax.
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Think about farmland:

►Daughter Debbie’s father (Fred the Farmer) inherited 640
acres of farmland in 1975 – with a fair market value of
$700/acre.
►The value of Fred’s inheritance was about $448,000 – and
his basis for tax purposes is $700/acre.
►WHAT IF . . . Fred sold the farmland in December 2020 for a
fair market value of $8000/acres – or a total of $5,120,000 ??
►Fred’s GAIN would be $4,672,000 - - - and he would have a
capital gain tax bill after holding the farmland for 45 years.
►Without taking into account any possible deductions or
other tax planning—let’s say Fred pays a 15% capital gain tax
on the entire sale price – that would be a $700,800 tax bill.
►Fred would realize a net $4,419,200 in cash from the sale.

What if Fred died in December 2020?
(Assume Mom died earlier).

►The fair market value of the farmland at the
time of Fred’s death was $8,000 per acre.
►The value of the 640-acre inheritance to
Daughter Debbie is $5,120,000.
►Debbie’s stepped-up basis is $8,000/acre.
►Debbie can keep the land and farm it. OR
she can sell it.
►If Debbie sells it, there is no gain. She can
take the $5.12 million and do whatever she
wants, with no tax consequences.
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What are the current proposals being discussed at this time?
Appreciated Property in General (not farmland):

Transfer of appreciated property at death would be treated as a sale,
meaning that unrealized capital gain in the hands of the decedent would be
taxed at the time of transfer.
 Each person would be allowed to exclude up to $1 million in gain from
taxation.
 Married persons would each get their own exemption (presumably
portable) so each couple could exempt $2 million in gain from tax.
 Preserves the current rule excluding up to $250,000 in gain from taxation
for the sale of a personal residence ($500,000 for married filing jointly) and
apply it to death transfers.
 This means a married couple could potentially exempt up to $2.5 million in
gain from taxation at death.
 Basis would continue to be adjusted (usually stepped up) for assets
transferred at death. Those assets with unrealized gain of $1 million or less
would receive a tax-free step up.
 Basis of those assets with gain above $1 million would be stepped up in
conjunction with the payment of the tax.

Protection for Family-Owned
Businesses and Farms?
•

•
•

The “reform will be designed with protections so that familyowned businesses and farms will not have to pay taxes when
given to heirs who continue to run the business.” Little details at
this time.
USDA press release states that any tax liability on family farms is
deferred as long as the farm remains family-owned and operated.
This would mean that farm property transferred to family
members who continue to actively farm the property would
receive a carryover basis in the hands of the recipient to the
extent the unrealized gain exceeds $1 million per person.
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So if Fred dies in December 2021?
►Fair market value of the farmland at Fred’s death is
$8,000 per acre -- inheritance to Daughter Debbie is
$5,120,000.
►Debbie’s stepped-up basis is $8,000/acre.
►Debbie can keep the land and farm it with no tax
consequences.
►If Debbie would rather have the cash, she can sell and
probably exclude at least $2.5 million from the gain—so
a possible capital gain of $2,172,000.
►Assuming NO other planning or exemptions & 15%
capital gain tax, there could be a possible $325,800 tax
bill. She clears $4,794,200 inheritance of the farmland.

What is the
likelihood of
passage for a
proposal to
eliminate stepped
up basis on
inherited
farmland?
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But—what else could you do?

Planning could
make a big
difference.

A Gentle reminder:

►80% receive
no inheritance.
►Among the
20% of
Americans that
receive some
inheritance, the
median amount
is $49,000.
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Discuss the future early & often.

Have regular meetings:
• Be consistent and
committed
• Keep records
• Have agendas
• Consider outside
facilitation
• Meet remotely!
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Generation 1: 90s ?

Generation 2: 70s ?

Involve all
generations in the
conversation.

Generation 3: 50s ?

Generation 4: 30s ?

Generation 5:
6 – 8 – 10 – 12 ?

“Reading of the Will?”
No!—and don’t keep secrets!
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Making decisions based on correct
information about Federal Estate
Tax (FET) or State Inheritance Tax
issues.

A super-brief overview of
key points related to:
• State Inheritance Tax
• Federal Gift Tax
• Federal Estate Tax
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Check your own State
Inheritance Tax rules
• In Iowa -- NO TAX due on any
estate shares left to surviving
spouse, any lineal descendants
(children, stepchildren, grandchildren,
great-grand-children) or Charitable,
religious, educational
institutions.
• AND—entirely phased out by
2023.

Federal Gift
Tax highlights
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Gifting is:
• Voluntary transfer of property
(including money) from one living
person to another living person
completely free of payment or strings
• Lifetime gifts are different from gifts
made in a will, properly known as a
bequests.
• Gifts are NOT “income” to the recipient.

Why gifting strategies as part of
estate-succession planning?
•
•
•
•

Reduce taxable estate
Transfer tax obligations to person
(perhaps child) in lower tax bracket
Provide for charity and take a
charitable deduction.
REMEMBER: There’s a “look-back”
period to ensure that an individual did
not purposefully impoverish themselves
to become eligible for government
assistance (like Medicaid).
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Annual and Lifetime
Gift Exclusions
•
•
•
•
•
•

Unlimited gifts can be given to spouse (marital deduction) or to
qualifying charities with no gift tax consequences.
Annual exclusion amount is indexed for inflation – in 2021 it is $15,000.
Each US taxpayer may give $15,000 per year per donee without federal
gift tax implications.
A taxpayer may give as many $15,000 gifts (to different recipients) as
the taxpayer chooses.
Each spouse may give $15,000 in gifts to unlimited recipients.
NO gift tax is due until you exceed the lifetime exemption (currently
$11.7 million) – (or $23.4 million per couple).

FEDERAL
ESTATE
TAX (FET)
Highlights
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Quick review
of rules:
•
•
•
•
•
•

Federal Estate Tax: Based on date-of-death estate value.
Unified Credit = Amount of property that can be transferred at
death without FET obligation. (How much is that?)
Unlimited transfers to surviving spouse & charities.
As of 2021: $11 Million (inflation-indexed) permanent – so $22
Million+ per couple.
2021 Indexed amount = $11.7 Million/person (so that’s $23.4
Million per couple).
But even if you’re not worth that much, there are many other
reasons to PLAN.

Maintain
liquidity –death
isn’t cheap.
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Costs that arise
at death.
•
•
•
•
•

Farmers – and others – accumulate assets: land, equipment,
farm buildings, livestock.
Costs of illness, medical care, funeral expenses add up.
Cash may be needed to continue farm operations at the time of
death prior to final estate settlement.
Maintain assets with sufficient liquidity to convert to cash and
cover these costs; or consider life insurance.
Related: If an heir(s) will want to buy out other heirs’ interests
at the time of death, provisions need to be made for sufficient
cash or credit to achieve those purposes.

Life Insurance?
Can be a good
tool in the right
place.
Determine
whether it fits
into your goals.
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Build a team of professionals to
support the planning process.

Tax Legal Accounting Banking Financial Planning Insurance Spiritual

CONTACT YOUR
Extension Service with

Farm Transition and
Estate Planning questions
Melissa O’Rourke

B.S., M.A., J.D.

Attorney –and–
Farm & Agribusiness Management Specialist

563-382-2949

morourke@iastate.edu
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