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Estate Planning for Alabama Farms
A CASE STUDY

WILLIAM J. HARDY, JR., and SIDNEY C. BELL

INTRODUCTION

M ANAGEMENT OF THE FARM and farm-related small
business can be a challenging experience. Probably no other single
business has as many uncontrollable variables to manage as agricul-
ture. Farmers are well acquainted with weather problems, but
when the policies and politics of certain government programs (i.e.,
unexpected grain embargos, importation of foreign produced beef,
uncertain export quotas, foreign policy agenda, domestic social pol-
icy, allotments, etc.) are added, the farmer businessman often finds
himself in a “financial squeeze”™—a struggle for economic survival.

Yet the majority of farmers will “weather” the storms. They will
survive many adverse circumstances and will even build a sizeable
estate. They will have mastered the difficult task of management in
an environment where much is unpredictable; then, because of one
slight oversight, they may lose much of what they have worked for
years to accumulate. Such can be the plight of farmers and small
business people who through either lack of knowledge or neglect
fail to plan their estate.

Estate planning is the continuous process whereby an estate
owner seeks to organize his affairs to fulfill objectives with regards

! Former Graduate Research Assistant and Professor of Agricultural Economics and Rural
Sociology.
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to the accumulation, conservation, and distribution of wealth (5).
This definition identifies three phases that largely characterize the
estate planning process: the accumulation, conservation, and dis-
tribution of one’s holdings. Although it is somewhat traditional to
associate the third phase, “distribution,” with “estate planning,”
the process does encompass two other major planning fields: per-
sonal and business financial planning (the accumulation phase) and
federal and state income tax planning (the conservation phase).
The major emphasis of the research reported here was to analyze
the estate transfer process, utilizing data collected from 10 selected
farm case estates that had been transferred and settled within the
past 15 years. These case estates were used to illustrate the function
of various estate planning tools and to define the relative changes
that have occurred in the transfer tax laws, both federal and state.
The research is divided into two phases: a descriptive phase and
a technical phase. The descriptive phase is contained within this
bulletin and focuses on analyses of the actual transfer of the 10 case
estates. The technical phase is contained in a companion
publication?, which explains the tools of farm estate planning and
their role in the estate planning process. Combined, these analyses
should provide useful insight into the estate planning process and
make available to present or future estate owners information which
they can use in planning their estates. The information presented in
these research bulletins is not intended to be a substitute for legal
or professional counsel; it is designed to be educational in nature.

Research Objectives

This two-phase research project was the second segment of a two-
segment estate planning project entitled “Estate Planning for
Farmers.” The project was executed with support provided under
Hatch Project No. 576, through the Alabama Agricultural Experi-
ment Station, Auburn University. The objectives for this study
were four-fold in nature and provided the guidelines for the re-
search effort:

1. Define, describe and evaluate the various tools of estate plan-
ning currently available to Alabama farmers, with special attention
given to current-use valuation.

2. Analyze, using a case study approach, the means by which 10

2 Alabama Agricultural Experiment Station Bulletin 581, “Tools of Estate Planning for Ala-
bama Farms.”
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full-time Alabama farm estates were transferred, giving emphasis to
the objectives associated with the transfer, the tools selected by the
estate owner to accomplish such objectives, the federal and state es-
tate tax liability associated with the transfer, and the resulting ef-
fects upon the family and farm situation.

3. By utilizing current estimated land values, update the values
of the 10 case estates in an effort to examine the potential tax liability
that could be associated with a given estate owner’s plan under
present conditions. Then, by utilizing selected estates with these
updated values, examine the effects of the application of selected es-
tate planning tools in accomplishing the estate owner’s objectives,
with the overall aim of reducing the tax liability.

4. Provide a framework for understanding the application of the
current (1985) estate planning laws by identifying the regulations in
effect during the time of a given estate’s transfer, and by examining
various historical aspects of the estate transfer process.

The results of objectives one and four, gathered in phase two of
the study, are reported in Alabama Agricultural Experiment Station
Bulletin 581. The results and findings of objectives two and three
are contained in this publication. All four objectives relate directly
to the parent project, “Estate Planning for Farmers,” as set forth by
the Alabama Agricultural Experiment Station.

Procedures

The objectives stated for this research dictated that primary data
be used for the study, since secondary sources would not provide
the essential information. Therefore, data were collected through
personal interviews with the executor and/or executrix of a given es-
tate. The questionnaire used was designed to secure data concern-
ing the family situation prior to and after death, the farm business
situation at the time of death, the estate plan of the decedent in-
cluding his specific objectives and the means to accomplish these
objectives, and the effects of the transfer on the business and
whether the estate objectives were accomplished. The final part of
the questionnaire was designed to determine the actual financial li-
ability incurred by the estate, as reflected in the estate’s actual fed-
eral estate tax return, Form 706.

For data collection, county extension personnel were asked to
submit names, addresses, and type and size of farm information for
farm estates that had undergone transfer within the last 15 years.
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The criteria imposed for qualified estates were that the farm or
farm-related business be the main occupation of the decedent and
that a minimum of 300 acres be involved in the estate. County
agents in 26 of the 67 Alabama counties responded. From the re-
sponse, a qualified list of potential case estates was developed.
These families were then contacted by phone to determine whether
the estate owner was either a full-time farmer or the operator of a
farm-related business. If the answer was affirmative, the families
were then asked whether they would agree to participation in this
research. Fifteen families were interviewed and 10 were selected
for inclusion in the study. Although the cases selected were scat-
tered in a random manner across the State, no statistical inferences
were examined due to the smallness of the sample size and the stip-
ulated bias with respect to physical size of the farms.

The data were subjected to analysis and compilation according to
the period of transfer: pre-1977, 1977-81, and post-1981. These
three periods were delineated based on the major changes in the es-
tate tax laws of 1976 and 1981. The 10 case estates were also eval-
uated subject to the effects of current estimated land prices to
determine the ability of the estate owner’s plan to fulfill the estate
objectives under current conditions. Finally, three selected case es-
tates were exposed to hypothetical application of various selected
estate planning tools in an effort to reduce the present estimated tax
liability while fulfilling the estate owner’s objectives.

CASE STUDY ANALYSIS

The case study analysis was an examination of 10 selected farm es-
tates that underwent transfer in Alabama over a 15-year period,
1968-82. Passage of the Tax Reform Act of 1976 and the consequent
Economic Recovery Tax Act of 1981 marked the first major altera-
tions in the estate tax laws since creation of the marital deduction in
the Revenue Act of 1948 (8). The first four estates (A,B, C, and D)
illustrate estate planning under the Tax Reform Act of 1976, the
years 1977-81. The next three estates (E, F, and G) illustrate pre-
1977 estate planning. Finally, the last three estates describe the ma-
jor features of estate planning as specified by the Economic Recov-
ery Tax Act of 1981, the post-1981 period.

Two other tax acts have been passed since the Economic Recov-
ery Tax Act of 1981: The Tax Equity and Fiscal Responsibility Act
of 1982 and The Technical Corrections Act of 1984. However, nei-
ther had any major impact on the estate tax laws.
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Farm Estate A

This farm estate transferred in the 1977-81 period and is an ex-
ample of how “current-use” valuation of farm property was utilized
to reduce federal estate taxes. The estate tax liability for both the
“fair-market” and the “current-use” valuation methods is shown, il-
lustrating the value of this tool for the estate planning process.

Farmer A was between 60 and 65 years old at death and had been
farming for approximately 42 years. He had graduated from high
school and had received 2 years of education at a major university.
Farmer A was survived by his wife, three daughters, and a son. The
children were between the ages of 30 and 40 at their father’s death.
Farmer A had one sister and three sons-in-law, but none of these
were interested in farming or involved in the settlement process.

Farmer A’s farm was organized and managed under a partnership
arrangement, with the son and Farmer A holding 1/3 and 2/3 inter-
est in the partnership, respectively. The farm consisted of about
1,190 acres of land; 620 acres were in cotton, 70 acres were in corn
silage, and 500 acres were in permanent pasture which was utilized
by a cattle enterprise of about 240 commercial brood cows. The
partnership also rented 900 additional acres for pasture and the pro-
duction of cotton. All the land owned by Farmer A was situated in
one county.

About 5 years prior to his death, Farmer A had a will prepared
which contained the following objectives:

1. Provide for the wife until her death. Farmer A planned to ac-
complish this objective by leaving his wife fee simple ownership in
half his land (about 595 acres) and a granted life estate in the other
half, with the three daughters holding equal remainder interests in
the life estate. He also willed his wife 3/4 of his 2/3 interest in the
farm partnership and left her all his personal property (i.e. insur-
ance, cash, stocks, etc.).

2. Provide for the smooth, continuing operation of the farm. To
accomplish this objective, Farmer A stated in his will that his son
was to receive complete managerial control of the farm, since he
would assume management of the partnership.

3. Provide an equitable distribution of the estate to the children.
The son had been in partnership with his dad for at least 10 years,
and under the son’s leadership, the volume of business and farm in-
come had increased considerably. This accomplishment was rec-
ognized in the father’s will by the son being given an additional 1/6
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ownership in the the farm. The son was also to receive, at his moth-
er’s death, all of the land Farmer A had left his wife in fee simple
(approximately 595 acres) and entire ownership of the farm part-
nership. Farmer A provided for his daughters by naming them as
remaindermen to the wife’s life estate.

Farmer A had a simultaneous death clause in his will stating that
if both husband and wife died simultaneously in an accident, the
wife would be considered to have survived him; thus the estate
would pass through her and be distributed according to her will.
With current laws providing an unlimited marital deduction, it is
just as critical for the wife to plan as for the husband, since she has
the potential of inheriting a large estate. Mrs. A in this instance also
had a will, and her will worked to complete her and her husband’s
wishes concerning the farm business. Farmer A and his wife had
communicated with each other concerning their goals and objec-
tives, and had thus developed an estate plan to complete their
united purpose.

Other provisions of Farmer A’s will included specific instructions
as to which parcels of property would be left to the wife outright and
which would be included in her life estate. The son and wife were
named co-executors to administer the estate and were given broad
powers of administration which excluded any posting of bond or
court accounting of the administrative process. The marital deduc-
tion and the extent it was to be used was also included in the will.
No guardian was specified in the will since the children had reached
the age of majority.

Farmer A had used professional advice from several different
sources in developing his estate plan. The family lawyer and ac-
countant were both consulted for their advice and services, along
with certain trust officials and other business friends.

Farmer A’s estate is summarized in the following outline utilizing
both the current-use and the fair-market valuation methods:

Valuation method

Current-use Fair-market
Real estate (1,190 acres)... $352,274 $ 662,675
Notes and cash .............. 271 271
Life insurance (5 policies).... 41,013 41,013
Jointly owned property (no land).. . 26,790 26,790
Other miscellaneous property ................o..cou. 348,966 348,966
Total gross estate ............ocouveernnn.s ererneaa $769,314 $1,079,715

As indicated in the above summary, the current-use valuation
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method decreased the gross estate by $310,401. This contributed to
tax savings as 1nd1cated by the following calculations:
Valuation method

Current-use Fair-market
Total gross estate .............ccoeevveriviiiinrinnnnnn. $769,314 $1,079,715
Debts, mortgages, liens................ . (-) 2,393 (- 2,393
Administrative and funeral costs .. (-) 14,669 (-) 14,669
Adjusted gross estate ..........coeeeviiiiiiiiiniiininn. $752,252 $1,062,653
Estate marital deduction
(250,000 or 1/2 adjusted gross estate)............ (-)376,126 531, 327
Charitable bequests.............cocccevriiiiinnnn. (=) -0-
Taxable estate .............. e $376,126 $ 531, 326
Tentative gross estate tax ..........c..coeevvnennennene $113,683 $ 167,391
Available unified credit...........................e. (-) 34,000 -) 34,000
Credit for Alabama death tax...................... (-) 6,036 (-) 11,253
Federal estate tax due .............coocoeviviieinnnnn. $ 73,647 $ 122,138
Total estate tax due.............covvvvniiirneinennn, $ 79,683 $ 133,391

The tax savings this farm gained from utilizing current-use val-
uation was $48,491 in federal estate tax and another $5,217 in state
death tax, a total of $53,708. Thus, current-use valuation proved
helpful in easing the tax liability. This farm estate also utilized other
estate planning tools in addition to current-use valuation. Prior to
1976, the lifetime specific gift exclusion of $30,000 ($60,000 if joint
between spouses) was in effect and Farmer A used this $60,000
available gift exclusion to bring his son into the farm partnership at
1/3 interest. This move saved the estate at least $11,160 in addi-
tional federal and state death taxes, assuming there was no appre-
ciation in value of this 1/3 partnership interest between the time the
gift was made until the time of Farmer A’s death and assuming
Farmer A would utilize his same estate plan. Actually, the savings
are under-estimated, because the value of the business had appre-
ciated considerably under the son’s influence.

In general, it can be said that Farmer A’s estate plan fulfilled his
objectives. Although other things could have been done to reduce
the tax liability, the family feels Farmer A accomplished his objec-
tives concerning the family and farm situation. Mrs. A is currently
enjoying a nice income and the farm business is working smoothly.
The son feels his and his sisters” interests are satisfied in Mrs. A’s
will, which as mentioned earlier, serves to complete Farmer A’s to-
tal objective. A final analysis reveals the total financial expenditures
associated with Farmer A’s death.

Federal estate tax paid...........coeevveeiinneiiineennn. $73,647
State inheritance tax paid..............cccoivreeiniiieeen. 6,036
AHOIrNEY fEES ...oevvviviiiiiiii e 3,897
Accountant fees..........ocoeiviiiiriiniiiineaas 8,453
Funeral €Xpenses..........c.co.veruieerneeinneennnnns N 2,319
The costof death ..........cocoeviiviiiiiiias $94,352
The debtatdeath ............coovevviiiiiiiinin, 2,393

Total financial liability assessed at death ............ $96,745
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This farm could have further decreased its financial liability. In
fact, under current tax laws, as passed in the Economic Recovery
Tax Act of 1981, it could have escaped taxes altogether because of
the unlimited marital deduction (1,9). However, the tax burden at
the death of the surviving spouse would probably have been large,
depending on the date of death of the surviving spouse.

Farm Estate B

This farm represents one of two “million dollar” estates included
in the study. It is similar to farm estate A in that current-use val-
uation was utilized for valuing the land. Comparison is again made
between the current-use settlement and the fair-market settle-
ment, since this estate also transferred in the 1977-81 period.

Farmer B was 60-65 years old at the time of farm transfer. He had
farmed all his life as a sole proprietor. He was a high school graduate
and neither he nor his wife had ever attended any workshops or
seminars on estate planning. Farmer B was survived by his wife,
two daughters, and a son. The children were 28-38 years old at
Farmer B’s death. Farmer B had no living brothers or sisters.

Farmer B managed a farm of approximately 2,270 acres, of which
2,200 were owned solely and 70 acres were owned as tenants-in-
common with his wife. The farm grew 500 acres of cotton, 570 acres
of soybeans, 1,000 acres of timber, and 200 acres of permanent pas-
ture which supported 150 commercial brood cows. This farm also
rented an additional 700 acres, which was utilized in crop produc-
tion and pasture.

Concerning the family situation, only Farmer B’s son was inter-
ested in continuing the farm business; however, the two daughters
and their families were interested in the farm assets for inheritance
reasons. These facts were part of Farmer B’s considerations in de-
veloping his will, which was adjusted approximately 6 months prior
to his death. The provisions of the will are summarized as follows:

1. Provide for the wife until her death. To accomplish this objec-
tive, Farmer B willed his wife fee simple ownership in half his land
(1,135 acres) and a life estate in the other half (1,100 acres) with the
children holding equal remainder interests in the life estate. He
also designated his wife to receive all personal farm property (i.e.
farm machinery, cattle, etc.) in order to take full advantage of the
marital deduction for that time. Finally, Farmer B designated all
other personal property (i.e. life insurance, cash, stocks, and bonds)
to go to the wife.
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2. Provide an inheritance for his children that would not be taxed
again at Mrs. B’s death. Farmer B did this by naming his children
as equal remaindermen to the wife’s life estate. Farmer B also
wanted his son to have the opportunity to continue farming if he so
desired. To do this Farmer B stated in his will that he wanted his
son to be able to rent the land in the life estate from Mrs. B and at
Mrs. B’s death have the option of either renting, or purchasing at
fair-market value, the land owned in fee simple by her. It was
Farmer B’s desire to keep the land “intact.”

3. Save taxes. Farmer B planned to do this by taking full advan-
tage of the marital deduction, by utilizing any unified credit that
might be available to the estate, and by employing current-use val-
uation in valuing the farm land.

Farmer B had few specific provisions in his will (i.e. no simulta-
neous death clause, specific bequests, or testamentary trusts).
However, he did name his wife and son as co-executor/executrix
and gave them broad powers of administration in handling the af-
fairs of the estate.

Farmer B’s estate is summarized as follows, utilizing both the
current-use and fair-market valuation methods:

Valuation method

Current-use Fair-market
Real estate (2,235 2CTes)........ovvvvevverninnenneennn. $ 710,810 $1,310,810
Stocks and bonds ..o 13,438 13,438
Notesand cash ..........cocooviiiiiiiininnns 151,059 151,059
Life insurance (3 policies)............ccccocevnniiin. 85,765 85,765
Other miscellaneous property
(cattle, machinery)........................ .. 251,000 251,000
Total gross estate ....... $1,212,072 $1,812,072
Debts, mortgages, liens........... (-) 400,933 (-) 400,933
Administrative and funeral costs ... (-) 32,153* (-) 32,153*

Adjusted gross eState -......coovoveocriiii$ 778,986 $1,378,986
Estate marital deduction

($250,000 or 1/2 adjusted gross estate) .......... (-) 389,493 (-) 689,493
Charitable bequests.............o..ccoooviiiiinnii =) -0- -) -0-
Taxable estate .............ocoeeviviennnn. $ 389,493 $ 689,493
Tentative gross estate tax ............... $ 118,228 $ 225,912
Available unified credit............... (-) 47,000 (-) 47,000
Credit for Alabama death tax (- 6,464 (-) 17,580
Federal estate tax due ................ $ 64,764 $ 161,332
Total estate tax due............oceeevirieninnennnnn. $ 71,228 $ 178,912

*Administration costs of this estate are high primarily because the executors paid them-
selves the maximum commission for administering the estate.

The tax savings gained by this farm from utilizing current-use val-
uation were $96,568 in federal estate tax and $11,116 in state estate
tax, for a combined tax savings of $107,684. The total estate tax due
under fair-market valuation was about two and one-half times the
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amount of tax due under current-use valuation. Thus, current-use
valuation was helpful in reducing the tax liability.

Farmer B basically fulfilled his objectives. He met his objective
of providing for his wife, since she was left ample assets to cover
whatever needs she might have. The son was given the opportunity
to continue farming, and he is currently managing all 2,270 acres of
the farm. The daughters were provided an inheritance by being
named as remaindermen to Mrs. B’s life estate. However, in
Farmer B’s objective of saving taxes, the results probably could
have been different. While the utilization of current-use valuation
did reduce the tax liability considerably, some additional early plan-
ning on Farmer B’s part could have been advantageous to the es-
tate. For example, Farmer B made gifts of 100 acres to his son and
36.5 acres to both daughters, all of which was brought back into the
gross estate to be taxed because the transfer was made within 3
years of Farmer B’s death (1,9). This illustrates the importance of
early planning of the estate to ensure all objectives are completely
fulfilled. Early planning of an estate allows the estate owner time to
evaluate his objectives in light of possible new and often changing
circumstances. If the means to accomplish the objectives need to be
changed, the estate owner has the liberty and time to do this.

A summary of the financial liability faced by the family at Farmer
B’s death appears in the following calculations:

Federal estate tax paid ...................... $ 64,764
State inheritance tax paid........ - 6,464
Attorney and accountant fees... e 9,403
Funeral €Xpenses............oceveeneiiiiiiiniiiniiininn, 750
The costof death ............cooiiiiiiiiiiiins 81,381
The debtatdeath ................oooiiiiiiiiiiins 400,933
Total financial liability assessed at death ............... $482,314
Actual financial liability resulting from death ......... $ 81,381

The debt of this estate was the largest of all the estates studied,
and was in the form of a mortgage on the land. However, since this
farm was to continue in operation, the debt did not affect operation
of the business. The debt was handled as another cost of operation,

just as it was prior to Farmer B’s death. For this farm estate, the ac-
tual financial liability payable was $81,381 ($482,314 - $400,933).

Farm Estate C

This farm estate transferred in the 1977-81 period. It is an ex-
ample of how non-taxable gifts, specifically the lifetime specific gift
exclusion, were used to reduce the value of the gross estate and thus
the size of the taxable estate.
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Farmer C was between 60 and 65 years old at his death and had
farmed all his life. He had completed 8 years of formal education
and had never attended any formal estate planning seminars. He
was survived by his wife and five children. The three girls and two
sons were between the ages of 30 and 40 at Farmer C’s death. Only
one son was involved with Farmer C in the farming operation. The
other children were interested in the farm assets for inheritance
reasons and this was one of Farmer C’s considerations in his estate
plan. Farmer C also had two brothers and three sisters at his death,
but they were not involved in the settlement process.

The farm business was a sole proprietorship and had enterprises
of row crops and livestock. Farmer C had previously owned 737
acres, but this had been reduced by 200 acres through a gift pro-
gram. Of the 537 acres remaining, approximately 339 were devoted
to cotton production and 113 acres were allocated to soybeans. The
other 85 acres contained the homestead and permanent pasture,
which supported 50 head of commercial brood cows. The farm also
rented 500 acres, which was split 4 to 1 in the production of cotton
and soybeans.

Farmer C had a will, which had been revised in the year of his
death. He had the following objectives in his will:

1. Provide for the wife until her death. Farmer C planned to ac-
complish this by leaving his wife fee simple ownership in approxi-
mately half of his real property (269 acres) and a life estate in the
other half (268 acres), with the children holding remainder inter-
ests. In his will, Farmer C set up this situation as a marital trust
(Trust I) and a family trust (Trust II), with the wife being trustee of
Trust I and the wife and on-farm son being co-trustees of Trust II.
The wife also received the homestead and all other personal pro-
perty (life insurance proceeds, cash, other miscellaneous property).

2. Provide an inheritance for the children. Farmer C had already
accomplished part of this objective with his gift program, but rein-
forced this desire by citing the children as remaindermen to the
family trust. Also, these testamentary trusts were structured to al-
low the on-farm son to continue the farming operation
uninterrupted.

3. Save taxes and reduce administration costs. Farmer C helped
accomplish this objective by making specific reference in his will to
the marital deduction, the unified credit provision, and how these
provisions were to be utilized in transferring his estate.

There were several other provisions in Farmer C’s will that aided
in the transfer process:
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1. The will specifically delegated the wife and son broad powers
of administration in handling the estate and specifically voided the
posting of bond for the administration process.

2. A simultaneous death clause was included and specific guide-
lines were outlined stating that if both husband and wife died si-
multaneously in an accident, the wife would be assumed to have
predeceased the husband and thus the property would be distrib-
uted according to specific guidelines set forth in his will.

3. A specific bequest of 40 acres was utilized to provide for the off-
farm son.

These provisions aided the transfer process and the family was
satisfied with the outcome. The on-farm son was allowed to con-
tinue total management of the business, utilizing most of the land.
Also, since Mrs. C had a will at Farmer C’s death, additional pro-
visions were made for this son in her will. By going ahead and taking
care of the other children in his will (i.e. granting the wife a life es-
tate with the children as remaindermen), Farmer C saved his wife
the burden of having a very large estate (i.e. her owning all property
outright) and thus the possibility of a sizeable tax liability.

In preparing his estate plan, Farmer C used the services of both
a lawyer and accountant, especially in the preparation of his will.
Farmer C’s estate plan is summarized in the following outline, il-
lustrating the actual settlement with the gift program and an esti-
mated settlement without the gift program:

Actual estate Estimated estate
settlement, in- settlement, ex-
cluding the gift cluding the gift

program program

(537 acres) (737 acres)

Real estate..........c.ovevniinniineiniiiiiiniinieienas $518,240 $711,253*
Notesand cash .........c.oovveniiiieiiiiiiiiiiineieinnn, 75,229 75,229
Life insurance owned by decedent (3 policies).... 22,974 22,974
Other miscellaneous property .............c......... 8,350 8,350
Total gross estate .........coecovevivveiineiinnenines $624,793 $817,806

*The estimated real estate value was derived by dividing the actual total real estate value
by the number of acres (537), then multiplying this figure by the number of acres in the gift
program. The resulting value was added to the actual total real estate value to yield an esti-
mated total real estate value.

The gift program consisted of 200 acres of land valued at $60,000
given over a period of 2 years. Each of Farmer C’s five children re-
ceived 40 acres tax free. These gifts were helpful in reducing
Farmer C’s estate, thus avoiding payment of some estate taxes that
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otherwise would have been due. The difference of $193,013 in the
value of the gross estate for the above settlements, less the original
gift value of $60,000, reflects the estimated appreciation in the
value of the gifts ($133 013) from the time they were made until
Farmer C’s death, a period of approximately 10 years.

Calculation of the estate taxes appears in the following outline:

Actual estate Estimated
settlement estate settle-
with gift ment without gift
(537 acres) (737 acres)
Total gross eState.........ccvvrvviiiniiineriineiineenines $624,793 $817,806
Debts, mortgages, liens .............. (-) 9,744 (-) 9,744
Administrative and funeral costs.... (-) 8,106 (-) 8,106
Adjusted gross estate.............ccoveiiiiiiiniiiniiinne. $606,943 $799,956
Estate marital deduction (250,000 or
1/2 adjusted gross estate) ................ccoceeeeene -)303,472 (-)399,978
Charitable bequests ............. -) -0- -0-
Taxable estate.................. $303,471 $399,978
Tentative gross estate tax.... $ 88,980 $121,793
Available unified credit............... (-) 38,000 (-) 38,000
Credit for Alabama death taxes ..................... (-) 3,711 (-) 6,799
Federal estate tax due ...............cooevviiiinnennnnn. $ 47,269 $ 76,994
Total estate tax due...........oevvevriniininiinennn. $ 50,980 $ 83,793

The estimated tax saving from utilization of the gift program was
significant. The difference in the federal estate tax liability was an
estimated $29,725 and the difference in the total tax liability, both
federal and state, was an estimated $32,813. A final look at Farmer
C’s estate settlement is given in the following summary:

Federal estate tax paid ...............ccooviiviinninnnnn, $47,269
State inheritance tax paid...............ccooeeeiinii. 3,711
AttOrney’'s feS .. .ovvviiveeii et 3,000
Accounting fe€s..........covvviviiiiiiiii 1,225
Funeral eXpenses.........c..ovevvieeiiiiiiniiaineieninnnns 3,881
The costofdeath ...............cooiviiiiiiiiiin 59,086
The debtatdeath ...............ocooii, 9,744

Total financial liability assessed at death ............ $68,830

Although this farm did incur some tax liability, such liability
would have been much greater had no planning taken place.
Farmer C’s plan probably could have been improved, but his plan
did accomplish most of his objectives including helping reduce his
estate’s tax burden.

Farm Estate D

This farm estate transferred in the 1977-81 period and is an ex-
ample of an estate that escaped both the federal and state death tax
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altogether. It is also an example of an estate that chose not to utilize
current-use valuation.

Farmer D was between 60 and 65 years of age at his death. He
had been a farmer all his life and had completed high school and 4
years at a major university. He was survived by his wife and two
sons; the sons were between 30 and 35 years of age at their father’s
death. Both sons had graduated from college, but only one son was
interested in the farming operation. Farmer D was also survived by
a brother, but the brother was not involved in the settlement
process.

The farming operation consisted mainly of beef cattle, approxi-
mately 150 brood cows and stocker calves. Other enterprises of the
farm included a commercial haying operation, a mature pecan or-
chard of about 200 trees, and timber. Farmer D was a sole propri-
etor, but the sons were involved in the business on a part-time
basis. Farmer D owned 290 acres solely and another 38 acres as a
tenant-in-common with his wife. An additional 800 acres were
rented and utilized for winter grazing and hay production.

Farmer D and his wife both prepared wills in 1965. Farmer D’s
will contained two provisions: take care of the wife for the remain-
der of her life and conserve as much of the estate as possible.
Farmer D planned to accomplish these objectives by leaving his
wife full ownership in all of his property, both real and personal,
farm and non-farm. In doing this, Farmer D was utilizing as much
of the marital deduction, which at the time of transfer was limited
to $250,000 or one-half the adjusted gross estate (1,9), as he could
to aid in the transfer of the property. Farmer D also expressed a de-
sire for the land to be held together and not be divided for sale if
possible. This type of clause or statement in a will generally holds
no legal credibility and cannot be enforced as such. However, as an
expressed desire, it most often will be adhered to out of respect for
the deceased. The only other provision of Farmer D’s will was a si-
multaneous death clause, stating how the property would be dis-
tributed if he and his wife should die simultaneously. Though
Farmer D’s will was old, it was prepared with professional assist-
ance and served to accomplish his basic objectives.
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The settlement for this estate is given in the following summary:

Real estate (328 CTes).........ovvuvvieneiineiieniieeinanienns e, $213,050
Stocks and bonds.......... U 6,260

Notes and cash..........cooooiiiiiiiiiiii 12,228
Life insurance (7 policies) ........ . 36,009
Jointly owned property (no land) 5,363
Other miscellaneous property ... 79,604
Total gross estate................ . $352,514
Debts, mortgages, liens ...........cccooveiiiiiiiiiiiiiei (-)101,951
Administrative and funeral costs...............ocoieiiiiiniiiiinniin (-) 6,617
Adjusted gross eState .........co.uiveiiiiieiiiiieiiiiiee e $243,946
Estate marital deduction
($250,000 or 1/2 adjusted gross estate)...................ceevvveenn. (-)250,000
Charitable bequests ...............viiiiiiiieriiiiieiiie e, ) -0-
Taxable eState .. ....vvuiei et $ -0-
Tentative gross estate tax.........c.vuviieiiiieniiiiniiniieiiiriieiniannas $ -0-
Available unified credit .................coociiin (-) 38,000
Credit for Alabama death tax ................cooeviiiiiiniiin (-) -0-
Federal estate tax dUe..........ovieeiiirieii e $ -0-
Total estate tax dUe ..........oveiiiiiiiiiiineiiiinreein e $ -0-

There are two items within the above settlement that stand out:
the valuation of the real estate and the debt of the farm business.

Current-use valuation was excluded from valuing the farm real
estate. There were probably several reasons for this: (1) the estate
was not large enough to realize any tax savings from employment of
current-use since the farm debt and marital deduction served to re-
duce the taxable estate to zero, (2) the employment of current-use
would have limited the options as to how this property could be uti-
lized for a 15-year period following the decedent’s death (1,9), and
(3) the income tax consideration involved, namely that of an in-
crease in the value of the basis for the property for determining cap-
ital gains and/or losses. Since real property is the major item of
value in most farm estates, its valuation needs to be carefully eval-
uated, with consideration given to all possible tax and family
situations.

The second item evident within this estate settlement is the debt
of the farm business. The debt was in the form of a mortgage on the
land. The debt served to reduce the gross estate and thus reduced
the potential estate tax liability. However, while the potential es-
tate tax liability was reduced, the debt liability remained. A debt li-
ability may or may not be detrimental to a farm estate, depending
mainly on whether the business is to continue. If the business is to
continue, the debt usually can be refinanced and continue as a part
of the fixed costs of operation. However, if the business is not to
continue, the debt most likely will become due and payable. If the
latter situation is the case, the economic “squeeze” faced by the
family will be dictated by the amount of liquid assets available to the
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estate. If there are relatively few liquid assets, the estate must sell
assets that may be relatively non-liquid in nature, assets that may
not be easily converted to cash (i.e., cattle, land, machinery). The
problem with liquidating these type assets is that the seller is at the
“mercy” of the current market for these items. Sometimes, the
available current demand for such assets is weak and the estate suf-
fers an economic loss due to the untimely sale of such assets.

For Farmer D’s estate, Mrs. D assumed the debt liability and uti-
lized certain estate assets left her to help cover the liability. All live-
stock and some machinery were sold and receipts from these were
applied to the debt. She also had some liquidity available (approx-
imately $54,497, excluding any cash that might have been in a joint
checking and savings account) to help with these needs. As a result,
the wife was able to keep the land and is currently renting the prop-
erty to one of the sons.

The final settlement for this estate appears in the ensuing outline:

Federal estate tax paid..............coovviiiiniiiini $ -0-
State inberitance tax paid................cooo -0-
Attorney, accountant, and appraisal fees......................... 5,454
Funeral eXpenses...........oocoveiiiiiiiiiii 1,163
The cost of death .............cooivviiiininnn. . $ 6,617
The debtatdeath ..............ooeviiiiniinnnn. . 101,951

Total financial liability assessed at death .............................. $108,568

Farm Estate E

This farming operation is an example of an estate being trans-
ferred by the surviving spouse. This estate also shows some of the
changes that have occurred in the estate tax laws. For example, at
the death of this farm owner, current-use valuation and the unified
credit provision did not exist. However, land values had not inflated
at this time either, so much of the estate was able to escape tax
liability.

This farm estate transferred prior to 1977 and was owned by a
widow whose farmer husband had died prior to 1968. In his will,
Farmer E had anticipated a tax burden, so he designated that Mrs.
E and their daughter, an only child, were to share all the property
as tenants-in-common. Mrs. E was to own 2/3 and the daughter 1/3
undivided interests in the property. This arrangement included all
farm assets: land, machinery, and cattle. Farmer E owned 1,592
acres of land at his death; therefore, Mrs. E had approximately
1,061 acres included in the valuation of her estate.

Mrs. E died approximately 9 years after Farmer E and was be-
tween 55 and 60 years old at that time. She and her husband had
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farmed together for approximately 25 years. She had completed
high school, but neither Farmer E nor Mrs. E had ever attended
any workshops on estate planning. Farmer and Mrs. E had one
child, a daughter who was 45 to 50 years of age and married at Mrs.
E’s death. Mrs. E had one sister and two brothers who also survived
her, but they were not involved in the settlement process.

At Farmer E’s death, the daughter and her husband had assumed
management of the farm along with Mrs. E, but no formal partner-
ship or corporate agreement was ever developed. At Mrs. E’s
death, the farm consisted of approximately 465 row crop acres in-
cluding corn, soybeans, and peanuts or cotton, depending on the
year. There were also approximately 50 head of commercial brood
cows on 325 acres permanent pasture and 575 acres of managed tim-
ber. An additional 200 acres were along a river and were for the
most part covered by backwater from a dam.

Mrs. E did not have a will at the time of Farmer E’s death, but
did develop one sometime thereafter. The main objective in Mrs.
E’s will was to pass all property, both real and personal, to her
daughter. She also had a desire for the farming operation to con-
tinue and be maintained within the family (which the daughter has
done), but this was not mentioned in the will. Basically, there were
no other objectives noted in the will, primarily because there was
no surviving spouse in this instance. So nothing was mentioned of
the marital deduction, testamentary trusts, the simultaneous death-
clause, or specific requests; all was left to the daughter. Mrs. E did
acquire professional help from a local lawyer in developing her will.

Mrs. E’s estate settlement is summarized in the following
outline:

Real estate (1,061 aCres)* .......c...uveeiuinnieiiinneriiineeriieecriieenens $106,133
Stocks and bonds ..........cooiiiiiiiiii 13,654
Notes and cash...........oooviiiiiiiiii 3,783
Life insurance (1 policy) ........ooovviiiiiiiniiiiiiiiin e 1,000
Other miscellaneous property....... 12,122
Total gross estate................. $136,692
Debts, mortgages, liens ........... (- 2,910
Administrative and funeral costs. () 2,999
Adjusted gross estate.................. $130,783
Marital deduction (1/2 adjusted gross estate (-) .
Lifetime specific exemption ......................... (-) 60,000
Charitable bequests ............c.ooviiiiiiiiiii e (=) -0-
Taxable estate .......c..vviviiiiiiie e s $ 70,783
Tentative gross estate tax..........cooeieiiiiiiiiiiiiniinieenanen $ 12,519
Available unified credit .............o.coiiiiiii ) -0-
Credit for Alabama death tax ................occoeiiiiiiiiininn, (-) 246
Federal estate tax due...........c.ooviiviiiiiiiiii $ 12,273
Total estate tax dUe ..........ovvvvniiiiniiiiie s $ 12,519

*Appraised value of $100 per acre at time of death.
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The main problem with this estate was that no marital deduction
was available, but since Mrs. E’s goal was to transfer the entire es-
tate to her daughter, other estate planning tools were available and
could have been utilized, such as the lifetime specific gift exclusion
of $30,000 per donor individual and annual tax free gifts of $3,000
per donee (1,9). However, these were not utilized and the result
was payment of the tax.

Nevertheless, Mrs. E did fulfill her objective. The farm was
transferred to the daughter, complete and intact. Also, no land, ma-
chinery, or other farm assets had to be sold to pay the tax, since
Mrs. E had sufficient liquidity in reserve to accomplish this.

A final summary of Mrs. E’s estate appears in the following
outline:

Federal estate tax paid ..........oovvvieiiiiiineiiniiiieneierieeiin $12,273
State inheritance tax paid...........ccooeeiiiiriiiiiiiiiii 246
ABOINEY fEES ... eevt it ittt 2,022
Funeral eXPenses...........ouuiuiiniiiiiiiieieieiiee e eieaaas 977
The costof death ............occoovviiiiiiiiii $15,518
Thedebtatdeath ................coooiiiii 2,910

Total financial liability assessed at death ...... e $18,428

Farm Estate F

This farm estate, which transferred prior to 1977, is an example
of an estate where little planning took place; in fact, only one at-
tempt was made to help this estate situation. The heirs of the estate
are still feeling the effects of this oversight, even though several
years have elapsed since the death of the estate owner.

Farmer F was between 70 and 75 years of age at his death and had
been a farmer all his life. He had completed 12 years of high school
and 1 year of college. He was married and had one child, a daugh-
ter, who was 25-30 years old at his death. Farmer F also had three
sisters, but they were not involved in the settlement process.
Farmer F had never attended any seminars on estate planning. He
was the sole proprietor of this farming business, which consisted of
about 1,807 acres at his death. The business was mainly a cow-calf
and timber operation, with approximately 945 acres devoted to a
timber contract and 850 acres in pasture and hay fields. The other
12 acres contained Farmer F’s homestead. The farm at one time had
over 200 commercial brood cows, but this number had decreased to
around 50 at the time of death.

Farmer F took one step in planning his estate which helped the
family’s situation to some degree. Approximately 6 years prior to his
death, Farmer F gave 270 acres of land to Mrs. F, utilizing his life-
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time specific gift exclusion of $30,000 and annual gift exclusion of
$3,000 to transfer the property (9),which contained some swamp-
land. This gift helped reduce the total tax liability of the estate.
There were no family disputes involved in the settlement, which
greatly simplified the process.

Farmer F’s estate settlement is shown in the following calcula-
tions, considering the actual settlement which included the gift and
an estimated settlement which excluded the gift:

Estate with Estate without
gift (1,807 gift (2,077
total acres) total acres)
Real estate..........ooovvviiiiiiiiiiiiiiiiiens $263,629 $303,019*
Stocks and bonds ...............coiiiiiii, 5,416 5,416
Notesand cash ............o.coooviiiiiiiinns 20,623 20,623
Life insurance (3 policies).............c.ccoeveriiinnne 6,758 6,758
Other miscellaneous property ....................... 13,345 13,345
Total gross estate ................oevrvveerineennnnnn. $309,771 $349,161

*This estimated real estate value was derlved by dividing the actual total real estate value
by the number of acres (1,807), then multiplying this figure by the number of acres in the gift
program (270). This value was then added Eack to the actual total real estate value to yield an
estimated total real estate value.

As can be seen in the above calculations, the gift of 270 acres had
appreciated in value from $33,000 at 6 years prior to death to
$39,390 at death. Thus, Farmer F not only transferred the gift, but
also the appreciation on the gift.

The remainder of Farmer F’s settlement process was as follows:

Estate Estate

with gift without gift

(1,807 acres) (2,077 acres)
Total gross estate ...........cc.oeevveiiniiiiiiieinainnns $309,771 $349,161
Debts, mortgages, liens...............ccooevunneen. (-) 27,221 (-) 27,221

Administrative and funeral

COSES tvneiteiieieet et e e et e e e e e rans (-) 14,901 (-) 14,901
Adjusted gross estate ................... $267,649 $307,039
Bequests to spouse ................... (-) 32,799 (-) 32,799
Lifetime specific exemption (-) 60,000 (-; 60,000
Charitable bequests.................. (=) -0- (- -0-
Taxable estate ..............cocveiieiinnnnns $174,850 $214,240
Tentative gross estate tax ............ccooeeveennennee. $ 43,155 $ 54,972
Available unified credit.......................n ) -0- -) -0-
Credit for Alabama death tax........ e (-) 2,036 (-) 2,982
Federal estate tax due ..........coovevivvvvinininennnns $ 41,119 $ 51,990
Total estate tax due..........cocovvvvivivinininnnn. $ 43,155 $ 54 972

Farmer F’s gift of 270 acres saved the estate an estimated $10,871
in federal taxes and another $946 in estimated state death taxes for
a combined estimated tax savings of $11,817. Thus, by giving prop-
erty to his wife (270 acres at a value of $33,000), Farmer F saved his
estate $11,817, or about one-third the value of the gift. A good ques-
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tion now might be, “What would the estate settlement have been
like if Farmer F had made a will?.”

One problem with Farmer F dying intestate was that the marital
deduction was completely left out of the estate planning scheme.
The marital deduction at the time of Farmer F’s death was limited
to one-half of the adjusted gross estate (8,9). However, even with
this limit, the estate still could have benefited from its use. The
brief summary which follows shows the effect of the marital deduc-
tion being included in Farmer F’s actual estate settlement:

TOtal Gross @StALE ...vvvveieeeiin ettt $309,771
Debts, mortgages, Hens ..........coevvuvnviiiiiiieiiiiniiiiiiciiineeies (-) 27,221
Administrative and funeral costs .............ccooiiiiiiiiiiii (-) 14,901

Adjusted gross €StAE ........ceuuierireiineiieiirer e $267,649
Marital deduction (1/2 adjusted gross estate) ............c.ccceeerrnnnnenn 2-;133,825
Lifetime specific exemption ...........c.covvviiiiiiiiiiineiiiinn -) 60,000

Taxable estate ................... TSR $ 73,824

Tentative gross estate tax .. $ 13,371
Available unified credit.. (-; -0-
Credit for Alabama death tax. (- 270

Federal estate tax due ............ $ 13,101

Farmer F’s estate settlement as is
(no will); real tax liability: ..o, $ 43,155

Farmer F’s estate settlement with
a will; estimated tax liability.......................... (-) 13,371

Excess of tax paid; estimated cost of no will for this estate: $ 29,784

The price of not using the marital deduction, for this particular
estate, was relatively high. The above difference in the two tax fig-
ures is not just a “paper difference.” It is a real cost that this estate
had to bear, resulting in the estate having to liquidate approxi-
mately 332 acres of land and some equipment to pay this and other
debts. Finally, because there was no will, some confusion was as-
sociated with the settlement process. Mistakes were made in valu-
ing certain parts of the business and there was disagreement
between the administrators of the estate and the Internal Revenue
Service as to how certain property should be valued. This confusion
resulted in additional estate tax returns having to be filed and an ad-
ditional $4,000 being paid as interest on additional taxes due. A final
summary of expenses assessed at Farmer F’s death appears in the
following outline:

Federal estate tax paid...........c..viviiiieiiiiinieii e $41,119
State inheritance tax paid........ 2,036
Attorney and accountant fees ... 14,300
Interest on additional tax......... 4,062
Funeral expenses ......... . e 601
The cost of death.... 62,118
The debtatdeath......................oocooiiinns s 27,221

Total financial liability assessed at death......................ccoo. $89,339
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Farm Estate G

This farm estate is an example of how gifts were used jointly by
husband and wife to transfer the entire farm virtually estate tax free.
The gifts made were both taxable and non-taxable in nature, since
Farmer G utilized all legal exemptions and exclusions allowed at
that time. This estate transferred prior to enactment of the Tax Re-
form Act of 1976, and many of the available exclusions and exemp-
tions have undergone a “restructuring” since that time. However,
the important feature to note in this example is that Farmer G ex-
amined the means available to avoid taxes, then developed a plan to
accomplish his objectives. The first step in estate planning is the re-
alistic evaluation of one’s situation.

Farmer G was 60 to 65 years old at death and had farmed all his
life. He had completed 12 years of education and, although having
never attended any estate planning workshops, had read various es-
tate planning publications published by Auburn University, Pro-
gressive Farmer, Successful Farming, Farm Journal, and other
similar publications. Farmer G was married and had three children
(all married) between the ages of 30 and 40. He also had two sisters,
but neither was involved in the settlement process.

Farmer G operated his farm as a sole proprietor for many years,
but after the two sons matured, the business was converted into a
partnership, with Farmer G and the sons each owning 1/3 interest.
All farm assets except the land were included in the partnership.
Farmer G retained title to the 800 acres of land. The enterprises of
the business included: (1) 260 acres of row crops, utilizing corn,
cotton, soybeans, and grain sorghum, (2) 130 purebred brood cows
on 275 acres of pasture, (3) 225 acres of timber, and (4) 30 com-
mercial brood sows. The homestead was situated on 12 acres. No
additional land was rented for use in this business.

In developing his estate plan, Farmer G had made a will several
years before his death. His will was updated about 6 months prior
to his death and included the following objectives:

1. Provide for his wife until her death. Farmer G planned to ac-
complish this by leaving to his wife the homestead of 12 acres, his
personal property including stocks and bonds, insurance proceeds,
and cash in the joint checking account, and his 1/3 interest in the
farming operation. ‘

2. Keep the farm in the family and the land “intact.” Farmer G
had largely accomplished this objective through his gift program to
his sons, about 2%% years prior to his death.
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3. Save taxes and administration costs. Farmer G planned to ac-
complish this goal by utilizing the marital deduction along with a
gift program. He also granted his executor broad powers of admin-
istration, which precluded additional administrative costs.

In developing his estate plan, Farmer G utilized the expertise of
various professionals. There is a cost involved in securing such help,
but it is generally negligible when compared to the costs of no plan-
ning and the tax liability that could result.

Farmer G’s estate settlement is given in the following
calculations:

Real estate (home and 12 2CTes) ... .co.uueeeviniiiiiinieiiiinieiiiineeiann, $ 52,000
Stocks and bonds...........coooiiii 13,294
Notes and cash.........cccoveiiiiiiiiiniiii e -0-
Life insurance (2 policies) ............oeuuiieriiiiireiinneiiiieciiiineeenns 12,926
Jointly owned property (no land) .............cccooviiiiiiiiiiiiiiiii. 15,618
Other miscellaneous property (1/3 farm partnership) ................. 87,380

Total Eross StAtE ... vvvvivveeiieeiiiii e e e ee e $181,218

Notice that under real estate, only 12 acres are included. This is
because of the gift program that Farmer and Mrs. G. utilized ap-
proximately 22 years prior to his death. The settlement process con-
tinues as shown in the following outline:

Total gross estate ..........coovvviiiniiiiiiiniii e $181,218
Debts, mortgages, liens ............ocooiviiiiiiiiiniii (-) 1,145
Administrative and funeral costs.............c.cocviiiiiviviiiiniinnnn. (-) 3,228

Adjusted gross eState .. ... . eiuuueriiiniiiiie et eeaies $176,845
Estate marital deduction (1/2 adjusted gross estate)................. (-) 88,423
Lifetime specific exemption ............ccoccovinriiiiniiniiiieiin. (-) 60,000
Charitable beqUests .............ccvuiiiiiiieiiiinieeiine e (=) -0-

Taxable @StAte ... vuiviriririeiie ittt $ 28,422

Tentative gross estate tax........coveviiviiniiiiiiiiiniicieiieanees $ 2,779
Available unified credit ..............cocoviiiiiiiiiii -) -0-
Credit for Alabama death tax ...............ooooviiiiiiiiiniinens -) -0-

Federal estate tax due...........cooviiiiniiiiiiiiiii s $ 2,77
Total estate tax dUe ........oevvvviniiiiiiiiiee s $ 2779

The net federal estate tax paid for this farm was $2,779. Farmer
G utilized his will to take advantage of the marital deduction and re-
duce his taxable estate by $88,423. Farmer G also utilized a gift pro-
gram which served to keep the farm in the family and reduce the
estate’s tax liability. The gift program involved 788 acres and is sum-
marized in the following outline: ’

Value of gift (788 aCTeS) .. .e.uvvvvniiiiiiiiiiiiieir e erie e ineaanes $157,377
Annual gift exclusion of $6,000 for ]omt giving between

husband and wife (4 donees).......cc.cooevveiiriiiiiniiiiineiineien (-) 24,000
Lifetime specific glft exclusion, $30 000 ($60,000 joint

husban(f and Wife) . ..o.onii e (-) 60,000
Net taxable gift value $ 73,377

Net gift taxpald $ 6,306
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Each of the two sons received approximately 394 acres of land,
valued at $78,688 ($157,377/2). Prior to the Economic Recovery Tax
Act of 1981, an estate owner could give away $3,000 per year to as
many individuals as desired and a husband and wife together could
give away $6,000 per individual per year (1,9). Farmer G and his
wife combined their giving to give $12,000 to each son and his wife,
thus making a total of $24,000 that was given away tax free. This gift
was allowable under Internal Revenue Service regulations at that
time.

Farmer and Mrs. G also used their lifetime specific gift exclusion
of $60,000 to give an additional $30,000 to each son again tax free.
After these tax free gift advantages were used, a net taxable gift
value of $36,688 per son remained, which resulted in a total gift tax
of $6,306 ($3,153 x 2).These gifts were successfully proved “not in
contemplation of death”; i.e., there was a life motive in making the
gifts (1,9). Thus, the gifts were not brought back into the estate at
Farmer G’s death. Also, the gifts were an excellent means of trans-
fer since the rate of the tax was, at that time, three-fourths that of
the estate tax rate (4,6). Thus, Farmer G was taxed at a lower rate
on these transfers.

What degree would Farmer G’s estate tax liability have changed
if these transfers had not occurred? This question cannot be an-
swered in total accuracy, mainly because appreciation or deprecia-
tion in the value of the property cannot be fully determined.
However, an estimate can be made and once this figure is calcu-
lated, it can be compared with the actual total tax paid by Farmer
G (including that for his gifts and the estate) to determine if Farmer
G saved taxes. Farmer G’s plan:

Total @State taX ... .uvuinir ittt ettt $2,779
Total gift tax (83,153 X 2).....1vrvorrs oo, 6,306
Total tax on transfer of estate ............cooovviviiiiiiviiiiinininns $9,085
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Farmer G’s estate, no plan (assuming no appreciation in the value
of the property from the time the gift was made until Farmer G’s

death):

Real estate (home and 800 acres) ..... $209,377
Stocks and bonds...............coeeenin . 13,294
Life insurance (2 policies) ............ccovviiiviriiiiiniiiniiiin 12,926
Jointly owned property (no land) ..........ccoooiviiiiiiin 15,618
Other miscellaneous property............cc.ccccovviiiiiniiiinnn 87,380
Total Zross @StALE .. .. vvvniiteiin it e et erir et ee et $338,595
Debts, mortgages, liens .............ccooeiiiiiiiniinin (-) 1,145
Administrative and funeral costs................ccooieiii (-) 3,228
Adjusted gross state ........coociieriiiiiiiiii $334,222
Estate marital deduction (1/2 adjusted gross estate) (-)165,111
Lifetime specific exemption ...............ccooviiiiiiniiinnn. (-) 60,000
Taxable eState ..........cc.uveiiieiiriiiiriiiiinee $107,111
Tentative gross estate tax..........oocoeviviiiiiiiiiiniiinn, . $ 22,833
Available unified credit.............coociiiiiiiiiiinn e (-) -0-
Credit for Alabama death tax ...............ccoocoveenninnn. (-) 674
Federal estate tax due...........ccovvviviiiiiniiiiiinerieinnnen. $ 22,159
Farmer G’s estimated tax liability, no gifts ................ $ 22,833
Farmer G’s actual tax liability, utilizing gifts.............. (-) 9,085
Farmer G’s estimated tax savings...........c..ccoovieiiiiniiiniiininnn, $ 13,748

This example illustrates how a farmer did some planning, utiliz-
ing the tools and means that he determined were best for his par-
ticular situation. The important point is that Farmer G acted, and
the family believed his plan accomplished his objectives.

A final summary will reveal this estate’s total financial liability
assessed at death:

Federal estate tax paid ...........c.cooeviviviiiiiiniiii $ 2,779
State inheritance tax paid...... . -0-
Attorney fees.............oouunne. 534
Accountant and other fees..... 1,118
Funeral expenses................ 1,576
The cost of death ............. 6,007
The debtat death ............coviiiiiiii e 1,145
Financial liability at death.. 7,152
Costs Of @ifts.......vevunrerieiiiiiineieci 6,306

Total costs of estate transfer $ 13,458

Farm Estate H

This farm estate, which transferred after 1981, is an example of
how the marital deduction and the unified credit tax provision were
combined to reduce estate taxes. It is also an illustration of how the
Economic Recovery Tax Act of 1981 affected farm estate planning.

Farmer H was 65 to 70 years of age at death. He had farmed all
his life and had completed 8 years of education. Farmer H was sur-
vived by his wife and five children. The children were ages 25 to 40
at their father’s death. He had several brothers and sisters, but they
were not involved in the settlement process. This farm had row crop



ESTATE PLANNING: A CASE STUDY 27

enterprises of peanuts, corn, and soybeans and livestock enter-
prises of commercial brood cows and feeder pigs. There was also a
small amount of timber acreage. The farm was operated under a
partnership arrangement, with Farmer H and two of his four sons
each having 1/3 interest. Farmer H owned approximately 413 acres
solely and approximately 256 acres as a joint tenant with right of sur-
vivorship with his wife. The partnership owned about 3 acres and
rented approximately 773 acres in addition to that already owned by
Farmer H, bringing the total land farmed to about 1,445 acres. This
additional acreage was used for pasture and row crops.

Farmer H had a will which was written 7 years prior to his death
and was revised 5 years later. The will contained the following
provisions:

1. Provide for his wife until her death. This was accomplished by
leaving the wife fee simple ownership in half the real property (in-
cluding that jointly owned) and a granted life estate in the other
half, with the five children holding equal remainder interests in the
life estate. The wife then received 1/2 of Farmer H’s 1/3 interest in
the partnership (a 1/6 interest) and all personal property (i.e. insur-
ance, cash, stocks, and bonds, etc.).

2. Treat all the children fairly. To do this, Farmer H named all
five children as remaindermen to the life estate, all receiving equal
interests. Also, each on-farm son was designated to receive an ad-
ditional 1/12 ownership in farm partnership (1/2 of 1/2 of 1/3
interest).

3. Save taxes and administration costs. Farmer H planned to ac-
complish this by taking full advantage of any unified credit that
might be available to the estate and by utilizing in a proper manner
the new “unlimited” marital deduction. He then planned to save
taxes at his wife’s death by giving her a life estate in half of his real
property, with his children holding remainder interests. He speci-
fied for his executrix to have broad powers of administration in han-
dling the affairs of his estate to help reduce administration costs.

Farmer H had another provision in his will that is a good safe-
guard: the simultaneous death clause. This clause stated how the
property was to be distributed if Farmer and Mrs. H should die
simultaneously.

Under current (1984-85) estate tax laws, husband and wife are
considered as one economic unit and thus unlimited tax free trans-
fers can occur between them (9). However, a trap to avoid is the
“lumping” of assets into the surviving spouse’s estate. Farmer H,
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having gained some legal advice and expertise, avoided this trap by
creating a life estate in part of his property for his wife, thus assuring
that these assets would not be taxed again at her death.

Farmer H’s estate settlement is given in the following
calculations:

Real estate (413 acres).. $388,984
Stocks and bonds .. 1,130
Notes and cash........... 5,847
Life insurance (7 policie 49,426
Jointly owned property (including 128 acres) .............cccooeiiininn. 106,353
Miscellaneous property (partnership interests;
lacreincluded)............vieviiiiiii $ 55,867
Total Gross @StAte ..........evvureriieiiieeireineeie e $607,607
Debts, mortgages, liens .............c.cooccoiii (-) 67,014
Administrative and funeral costs..............oocoviiiiiiinn (-) 8,641
Adjusted gross €State ...........eveiiieririiieeiiiie i $531,952
Estate marital deduction (unlimited)................c..ocoooinill (-)303,804
Charitable bequests .............ccccovieiiiiiiiiiii -) -0-
Taxable @State .........ocvviiiiiiiiiii e $228,148
Tentative gross estate tax..........covveviveiiiiiiiiiiiiii $ 63,807
Available unified credit ...............coiviiiiiii (-) 62,800
Credit for Alabama death tax ..............coocooiiiiiiiii, (-) 1,876
Federal estate tax due............cocooviiieiiiiiiiiiiii $ -0-
Total estate tax dUe ..........ccovvinininiiiiieiie s $ 1,876

The marital deduction and the unified credit provision were used
together to pass this estate free of federal estate tax. Since unified
credit is a “dollar for dollar” reduction of the gross tax liability, it was
used to a maximum. The marital deduction was used to reduce the
adjusted gross estate by the amount needed to allow the taxable es-
tate to pass tax free under the unified credit provision. The amount
of taxable estate that will pass tax free is in the Internal Revenue
Code, section 2001 (7), by comparing the current available unified
credit (Appendix F) to the amount of tax due. When the amount of
tax due equals the available unified credit, that corresponding size
taxable estate will pass tax free.

Farmer H accomplished at least part of his objectives. Mrs. H
was provided for by receiving half ownership (fee simple) in the real
property and ownership of a life estate in the other half. She also
received 1/6 interest (1/2 of 1/3 interest) in the farm partnership. As
to the children being treated fairly, this will depend at least in part
on the wife’s will. The two sons who were farming were treated
equally with the other children (all holding equal remainder inter-
ests in Mrs. H’s life estate), except that each one received an addi-
tional 1/12 interest in the farm partnership. These sons have since
purchased their mother’s interest in the business. However, a
clause that would have given them the option to purchase the real
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property at fair-market value was omitted from the revised will and
these sons are concerned about the future and the business being
able to continue. Thus, farmer H may have fulfilled only part of his
objectives.

Farmer H’s estate plan did not utilize the current-use valuation
provision, an election that can be selected for use at death if the re-
quirements for its use have been previously fulfilled (7). This pro-
vision would have provided no benefits since other estate planning
tools (i.e. the unlimited marital deduction, current available unified
credit, and the life estate) served to reduce and eliminate the fed-
eral estate tax liability. Also, since current-use valuation was not
used, there were no restrictions associated with the continued use
of the property and the property itself received a “stepped-up” basis
equal to its current fair-market value for income tax purposes (1,9).
A final analysis reveals the total financial liability at death:

Federal estate tax paid ............ccooeevviiiiiiiininii $ -0-
State inheritance tax paid..............c.ooooviii 1,876
Total administration costs (including attorney, accountant,
and funeral eXPenses .............co.ovieiiiiiiiiiiiiiin 8,641
The cost of death .......ooviieiiii e 10,517
The debt at death ............cccooieiiiniineii 67,014
Total financial liability assessed at death .........................l. $77,531

Farm Estate I

This farm is an example of how the lifetime specific gift exclusion,
the marital deduction, and the unified credit provision were com-
bined to exempt an estate from all federal estate tax liability. The
lifetime specific gift exclusion provision is no longer in effect since
it was replaced by the unified credit provision in the Tax Reform Act
of 1976 (9). However, because Farmer I had done some planning
prior to 1976, he was able to take advantage of this particular pro-
vision. Estate planning is a continuing process where laws are sub-
ject to change; therefore, it is important for farmers and business
people to be aware of the changes in order to react appropriately.

This estate transferred after 1981, when Farmer I was 75-80 years
old. He had farmed for approximately 36 years, but had retired for
health reasons approximately 5 years prior to his death. Farmer I
had graduated from high school and had received 2 more years of
education at a major university. He had attended at least one work-
shop on estate planning, sponsored by a local bank, and had read
various articles on estate planning in Farm Journal, Progressive
Farmer, and Southern Living. Farmer I was survived by his wife, a
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son, and daughter. The children were 25-30 years old at his death,
were married, and were not interested in farming. Farmer I was
also survived by one sister at his death, but she was not interested
in farming nor involved in the settlement process.

Farmer I was the sole proprietor of the farming business. His op-
eration, prior to his health problems, was a commercial cattle and
timber operation. Prior to 1970 the farm contained 370 acres of pas-
ture, which supported about 125 brood cows, and 335 acres of
woods; total land was thus about 705 acres. All the land was situated
in one county.

Farmer I had prepared a will in 1970 and revised it in 1980. Also
in 1970, Farmer I utilized his lifetime specific gift exclusion and an-
nual gift exclusion to transfer the homestead and 70 acres of pas-
tureland to his wife. This move was of great value in helping the
estate conserve taxes, because this property has since been con-
verted into a subdivision with a significant increase in value. Since
his children were not interested in farming, Farmer I had the fol-
lowing objectives in his will:

1. Provide for the wife for the remainder of her life. This was ac-
complished by setting up a marital trust, Trust A, and a family trust,
Trust B, with the wife having a life estate in Trust B. In forming
these testamentary trusts, the will named the wife as trustee of both
trusts and gave her broad powers of administration. The will pro-
vided that all expenses and taxes, including debts, were to be paid
out of the family trust. The will specified that Mrs. I was to receive
the pastureland in her trust (300 acres), with the timberland and all
land along the river (335 acres) to be placed in the family trust. Mrs.
I also received all personal property, including stocks, bonds, cash
from the joint savings account, and other miscellaneous property.
Farmer I had already provided partially for his wife’s welfare with
his gift program in 1970.

2. Conserve as much of his estate as possible and minimize all li-
abilities, including estate taxes. To accomplish this objective,
Farmer I set up the family trust, thereby making sure that at least
part of his property would not be taxed again at Mrs. I's death. Mrs.
I had no power in directing the benefits or changing this trust in any
manner; she could only have its use.

3. Provide some inheritance for the children. Farmer I helped to
accomplish this objective by naming his two children as equal re-
maindermen to the wife’s life estate.
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Farmer I also had other provisions in his will to fulfill these ob-
jectives. He made specific reference to the marital deduction and
the extent it was to be utilized in relation to the unified credit pro-
vision. Furthermore, he included a simultaneous death clause, stat-
ing how the property would be distributed if simultaneous death
occurred. Finally, Farmer I delegated broad powers of administra-
tion to his executrix in handling the affairs of his estate, thus elimi-
nating bond or the need for court accounting of the administrative
process. Farmer I's will was developed by a close friend who was a
lawyer. He also received advice from various trusted business
friends.

Farmer I's estate settlement is summarized in the following
outline:

Real estate (635 acres) $242.000
Stocks and bonds................ 8,000
Notes and cash................... 467
Life inSUranCe.......ocvvveiiveiiniiiieiiiecieeeieeineaannns -0-
Jointly owned property noland) ............oocooiiiiiiiiiii 15,593
Other miscellaneous property.............coecciviiiiiinneiiiinniinineen. 8,175
Total Gross €StAte .........cvvivviiniiiiineieiieiieee e e iaeaans $274,235
Debts, liens, mortgages ..............ccovvvveiineiiiiiiiiaiiieeinnnnnn, (- 262
Administrative and funeral costs..........cccooeviiiiinniinnin (-) 3,525
Adjusted gross estate .............oooiiiieiiiiiiiiii e $270,448
Estate marital deduction (unlimited)... (-)179,247
Charitable bequests .................... (-) -0-
Taxable estate.............. $ 91,201
Tentative gross estate tax... $ 21,336
Available unified credit.............oocceiiiiiiiinieii (-) 62,800
Credit for Alabama death tax ...............ccoovieviniiiiiniiin, () -0-
Federal estate tax dUe.........oevviiiiiiiii e $ -0-
Total estate tax dUe ......ovvieiiieiiiii s $ -0-

As noted in the summary, Farmer I's gross estate of $274,235 es-
caped federal estate and state death taxation altogether. Because of
the sizable difference in the available unified credit and the tax lia-
bility, Mrs. I utilized a disclaimer, a relatively new estate planning
tool, to pass on some property immediately to the children. This
was done to keep Mrs. Is estate from becoming excessively large,
since she believed she had sufficient assets to meet her needs. A fi-
nal summary of the expenditures associated with death are given in
the following outline.

Federal estate tax paid ..............o.cooeviviiiiiiiiiieie e $ -0-
State inheritance tax paid....................... -0-
Attorney fees........cooooviiiiiiiiiiiniiniiin. 300
Accountant fees................ccooiviiiilinnnl. 2,372
Funeral expenses..................cccccoieeennl. 853
The costofdeath ..............cooeiivivininnnn.. ' 3,525

The debtatdeath ............coociiiiiiiinii e, 262
Total financial liability assessed at death
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Farm Estate ]

The final farm estate examined also transferred in the post-1981
period and was the largest case reviewed. The total gross estate was
in excess of $2 million, with about $500,000 being paid in federal
estate taxes.

This farm is an example of an estate passing through relatives and
illustrates the importance of early planning not only for the estate
owner, but for potential heirs as well. Estate planning is not merely
a one-generation effort; rather, it is a process that should involve
several generations, each successively building upon the foundation
previously laid. The estate planning process of wealth accumula-
tion, conservation, and finally distribution should be accomplished
within the context of the total estate objective, an objective care-
fully developed and prepared by the potential estate owner. Once
the plan is developed, comparison against the current federal estate
tax laws will provide a relatively close estimate of the potential tax
liability, and alterations can be made accordingly. Proverbs 13:22 of
the Holy Bible states, “A good man leaves an inheritance to his chil-
dren’s children.” This can only be accomplished with careful, well-
informed planning by the estate owner.

This farm estate had as its owner a woman, Mrs. J, who had in-
herited the property from her aunt approximately 7 years prior to
her own death. Mrs. J had been married but was divorced many
years prior to receiving the inheritance. She was between 55 and 60
years of age at death. She was survived by her two sons and the for-
mer spouse, who was not involved in the settlement process. She
had no surviving brothers or sisters. Mrs. J had completed 4 years
of college and had been involved with the farm for several years.

As for the estate, the majority of this farm (including the land) was
owned and operated under a partnership arrangement with Mrs. J
and her two sons as partners. Ownership of the partnership was as
follows: Mrs. J, 38.2 percent; the two sons, 23.25 percent each; and
an additional 15.3 percent was undivided, separate, and held
equally among them. Mrs. J owned 837 acres solely (including the
homestead) and approximately 3,663 acres as land interest in the
partnership. Roughly 677 acres of her solely owned property were
utilized in the production of row crops, with corn, soybeans, and
cotton dominating the rotational scheme. This same land was also
double-cropped with wheat or oats. The 3,663 acres in the partner-
ship were utilized exclusively in a timber enterprise, which in-
cluded the planting, cultivating, managing, and harvesting of



ESTATE PLANNING: A CASE STUDY 33

timber on a rotational basis. All property was in Alabama and the
farm rented no additional land.

Mrs. J’s estate plan had only one main objective: leave all prop-
erty, both real and personal, to her sons equally. Her will utilized
specific bequests and devises to designate certain properties to each
son; the devises included all personally held real property. How-
ever, there were no testamentary trusts established and since there
was no spouse, the marital deduction was not available. Mrs. J’s es-
tate plan also included utilization of the annual gift exclusion. She
utilized this tool to pass approximately $79,000 in cash, stocks, and
bonds to her sons over an 11-year period, tax free. It was also Mrs.
J’s desire that the farm partnership remain operative. Mrs. J's estate
settlement appears in the following outline:

Real estate (837 acres, with home, solely owned) $ 558,857
Notesand cash...............cocooiiiiiiiiiiii i, 15,545
Life insurance (2 policies) 11,973
Other miscellaneous property (38.2 percent partnership interest, 1,548,483
including approximately 3,663 acres) .
Total gross estate........... . $2,134,858
Debts, mortgages, liens . (-) 156,337
Administrative and funeral costs e (-) 62,912
Adjusted gross estate ...........ooeeiiiiiiiiiiii $1,915,609
Estate marital deduction ..............cocccooiiiiiii ) -0-
Charitable bequests ...............cooviiiiiiiiiii ) -0-
Taxable @State .......ocvviviieeiiriiii e $1,915,609
Tentative gross estate tax.............cooooiiiiiiii $ 742,824
Available unified credit .............occooeiiiii (-) 62,800
Credit for Alabama death tax .............ccoovviiiiiiiiiiiiniennn, (-) 93,524
Credit for tax on prior transfer ...............ccovveieiineiiiniineen. (-) 40,182
Federal estate tax due...........ooooeiiiiiiiniiii $ 546,318
Total estate tax dUe .........ovviviiniiieieiiiii e $ 639,842

The preceding settlement contains an estate tax credit that was
not available for any of the previous settlement examples: the credit
for tax (due or paid) on prior transfers. This credit is available against
the tax liability of property within an estate that transfers twice
within a 10-year period and is basically a provision that helps avoid
“double taxation” on the property, Appendix E. The credit only ap-
plies to property that specifically transferred twice within 10 years
and is based on the tax liability generated solely by the particular
property. There are limitations for the total amount of credit al-
lowed and the time frame within which the estate transferred. Cur-
rently, “the credit is limited to the smaller of the following amounts:
(1) the amount of the federal estate tax attributable to the trans-
ferred property in the transferor’s estate, or (2) the amount of the
federal estate tax attributable to the transferred property in the de-
cedent’s estate” (4).
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There are also limitations relative to the percentages of the total
amount of credit allowed based on the number of years involved. An
outline of these percentage limitations is contained within Appen-
dix E. In Mrs. J’s estate, a credit of $40,182 was allowed against
some of the property she had received in the partnership. The
credit was based on 40 percent of the total tax liability generated by
the property.

Mrs. J was able to fulfill her objectives for the two sons to receive
all the property, in equivalent value, that was not lost to taxes.
However, the tax burden was heavy, and the sons had to liquidate
approximately 4,000 acres of timberland to satisfy the tax and other
debts. The situation was also complicated somewhat by the tax that
was due from the original estate’s transfer. So the business as a
whole has suffered a loss of approximately one-third its assets, a rel-
atively serious setback. Why was the tax burden so large? Three
reasons were discovered that may help provide an answer to that
question.

1. The marital deduction was not available for inclusion in the es-
tate plan. Currently (1985), the marital deduction alone can elimi-
nate the entire tax liability (both federal and state) on any size
estate.

2. Mrs. J's health precluded the purchase of additional life insur-
ance to help with liquidity needs. Also because of health reasons,
the private annuity was eliminated from utilization in the planning
scheme.

3. Current-use valuation was not selected for valuing the real
property. Reasons as to why this tool was excluded from the estate
plan are unclear, but such reasons may be related to either the rig-
idity of the qualifications associated with current-use or to the de-
sires of the heirs. At any rate, current-use was omitted from the
estate plan.

A final assessment of the financial liability of Mrs. J's estate ap-
pears in the following summary:

Federal estate tax paid .........c.cccvuvieiiriiiiiiinniiii $546,318
State inheritance tax paid 93,524
Attorney fees............... 1,344
Accountant fees............ 7,000
Funeral eXpenses.............ooiiiiviiiiiiiiiiiii 4,568
Interest on deferred taxes ...........oevviiiiniiniieineenns 50,000
The cost of death .........ovuieiiiiiiiii e $702,754
Thedebtatdeath ..........cooviviiiiiii e 156,337

Total financial liability assessed at death .............................. $859,001
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EFFECTS OF CURRENT (1984) LAND VALUES
VERSUS NO ESTATE PLANNING

The 10 case estates were evaluated utilizing present real estate
values for farmland and were compared with the consequences of no
estate planning under the present estate tax structure. All real es-
tate values utilized were based on fair-market valuation and were
updated utilizing information from the U.S. Department of Agri-
culture publication, “Farm Real Estate Market Developments,
Outlook and Situation Report,” as developed by the USDA Eco-
nomic Research Service (10).

In general, farm real estate prices in Alabama have increased on
a year-to-year basis since 1950, and only since 1981 have these
prices moderated, Appendix A. However, this decline has been rel-
atively small, and when compared to a previous era of 8 to 10 years
ago, farm real estate prices have increased significantly, making
necessary the need for revising existing estate plans.

The estimated average price of an acre of farmland, including
farm buildings, in Alabama on a year-to-year basis from 1949 to 1984
is reported in Appendix A. The prices set forth are estimated aver-
ages as established by the USDA Economic Research Service and
serve as guidelines to the relative changes that have occurred in
farm real estate values. These stated prices may not reflect the true
market conditions within a given locality; therefore, consideration
should be given to the actual conditions of such locality. For this
study, the relative percentage changes in these average prices were
assumed to be indicative of the relative percentage changes in the
real price levels, and this concept was incorporated into the scheme
of determining the present estimated values for the case estates.
For example, the estimated average price of farm real estate in Ala-
bama for 1984 was approximately 540 percent greater than the av-
erage price of similar real estate found in 1967. The relative
percentage changes in the average price levels are included in Ap-
pendix A, as are the per acre indices of relative prices (1967 = 100),
all on a year-by-year basis.

The current real estate values utilized in this section for the case
estates were derived by finding the per acre price of the real estate
as established in a particular farm’s federal estate tax return. This
figure was multiplied by the yearly percentage changes in the price
levels from Appendix A, up to and including the current year, to
yield a current estimated per acre price. This estimated per acre
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price was multiplied by the total number of acres involved to yield
a present estimated real estate value.

In determining the estimated current value of the total gross es-
tate, only the real estate values were adjusted. This was done be-
cause real estate composes the largest single value component of
most full-time farms and is the most important appreciable asset on
farms in general. The value of such things as personal property (ma-
chinery, cattle, investments, insurance, etc.) and debts was held
constant, as only a current estimate of the value of the total gross
estate was necessary for illustrative purposes.

An important assumption made in developing this section relates
to current-use valuation of real property. In the original settle-
ments, two estates utilized current-use, while the others did not.
For farms, current-use valuation of real property represents an
election that is available to the executor of an estate as an alternative
valuation method at the time of death (7,9). Because this method of
valuation is an option, the individual farm circumstances must be
examined at the time of death to determine if such election should
be made. The individual case estates were assumed to employ the
same valuation procedure currently as they did at the time of orig-
inal estate transfer. That is, if a given case estate did not utilize spe-
cial valuation at the time of transfer, it was assumed this same farm
would not utilize special valuation under present conditions. Es-
tates A and B utilized special valuation at the time of transfer, and
thus current-use was employed in estimating the present value for
these estates.

The calculation of the estimated per acre current-use value for
the present estate situation was accomplished by finding the per
acre value of the real estate at the time of farm transfer. Since both
estates A and B employed the current-use method in valuing all the
real property, the original current-use per acre value was found by
dividing total value of the real property by the number of acres on
the farm. Once this per acre value was found, the “formula method”
(9) of calculating the per acre current-use value was utilized to es-
timate a present per acre current-use value. The formula method of
estimating this value is presented below.

Average annual per acre Average annual per acre
gross cash rent for — state and local tax on
the property the property

Average annual effective interest rate charged
on new Federal Land Bank loans
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The components of the numerator for the above current-use val-
uation equation are given in Appendix B. These are the average es-
timated cash rent per acre for whole farms, cropland, and/or
pastureland in Alabama and the average annual per acre farm real
estate tax, 1977 through 1984. In Appendix B, three different cash
rent figures are given and each could be used for calculating the cur-
rent-use value depending on the type of farm. ThlS study utilized
the cash rent figure for whole farms.

The equation now reads:

Average annual per acre Average annual
gross cash rent for — per acre tax
farms in Alabama on the property

= 0.C.U.V.
Average annual effective Federal

Land Bank interest rate

where O.C.U.V. is the original per acre current-use value. The
original per acre current-use values for farm estates A and B were
$296.03 and $318.04, respectively.

The numerator of the above equation can be further simplified to
become “net rent,” as given in Appendix B. Net rent is the average
annual per acre gross cash rent of the property minus the average
annual per acre tax on the property. For example, the average net
rent in Alabama in 1979 was $24.68 ($25.60, the average per acre
cash rent for whole farms, minus $0.92, the average in per acre
taxes). The equation can now be rewritten as:

Net rent per acre

: - 0.C.U.V.
Average annual effective interest rate

The original per acre net rent value for both farms A and B was
calculated by inserting the original current-use per acre value into
the above equation, along with the average annual effective interest
rate for the year in which the farm transferred, and solving for net
rent. The average annual effective interest rates for each of the 12
Federal Land Bank districts are given in Appendix C on a per year
basis, 1977-84. Since Alabama is in the New Orleans (now Jackson,
Mississippi) district, only the rates for this district were utilized.

Once the original per acre net rent value for the example farm
was found, it was divided by the average per acre net rent for all Ala-
bama farms in the original year of transfer to yield an “adjustment
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factor.” The adjustment factor represented an estimated difference
by which a particular farm would deviate from the “average” farm.
This adjustment factor was multiplied by the 1984 average net rent
per acre value to yield an estimated 1984 net rent per acre for the
particular example farm in question. This resulting value was in-
serted back into the equation, along with the 1984 average annual
interest rate, and solved to yield an estimated 1984 per acre cur-
rent-use value for the farm.

With respect to the calculations for the total gross estate, the es-
tate summaries for estates A, C, F, G, H, 1, and ] are divided into
two parts, reflecting the value of the gifts that were transferred.
These gifts were added back to the estate to reflect the “no plan”
situation and were included at the original (unappreciated) values;
however, if land was used in the gift program, the land values were
updated to reflect current estimated values.

Relative to calculation of the tax, the marital deduction utilized in
this section for the estate owner’s updated plan was based on the
specifications for the marital deduction as set forth in the estate
owner's original plan. The value of the marital deduction for the hy-
pothesized current intestate estate was based on the current Ala-
bama Probate Code, section 43-8-41 (2).

Farm Estate A at Present Estimated Values

Farm Estate A transferred in the 1977-81 period and at that time
had a total fair-market farm real estate value of $662,675, or $557
per acre for the 1,190 acres, including farm buildings and the home-
place. The 1984 total estimated fair-market value of the farm real es-
tate was $1,079,330, an increase of almost 63 percent from the time
of farm transfer. The 1984 estimated estate settlement of Farm A
appears in the following outline:

Estimated 1984
fair-market

total value

Real estate (1,190 acres at $907 per acre) ..........ocoeeveeiveinneennnn. $1,079,330
Notes and cash...........oooiiiiiiiiii 271
Life iNSUFANCE ... ...civiieiit i eeee e 41,013
Jointly owned property (no land) .............ccooviiiiiniii 26,790
Other miscellaneous property (2/3 farm partnership e 348,966
Total gross estate, farmer A’splan...............c......... $1,496,370
Estimated value of son’s 1/3 interest in farm partnersh $ 174,483

Total gross estate, no estate plan $1,670,853
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Calculation of the Estimated Tax, Fair-market Valuation

Farmer A’s Intestacy;

estate plan no estate plan
Total gross estate ...........c.oevvvevinviiiieeineninnnnnnns $1,496,370 $1,670,853
Debts, mortgages, 10ss€s..........cc..oveiiiiiinninnn. - 2,393 (- 2,393
Administration and funeral cost (-) 14,669 (-) 14,669
Adjusted gross estate.................... $1,479,308 $1,653,791
Estate marital deduction ............ (-) 869,464 (-) 851,896
Charitable bequests .................. (=) -0- -) -0-
Taxable estate.............cocovvvvniininn. $ 609,844 $ 801,895
Tentative gross estate tax............... $ 196,442 $ 268,539
Available unified credit .............. (-) 96,300 () 96,300
Credit for Alabama death tax .......................... (-) 14,394 (-) 22,891
Federal estate tax due............cooovivviviiiiniininnn.. $ 85,748 $ 149,348
Total estate tax due ...........cocovvviviiiniinininnnn, $ 100,142 $ 172,239
Current estimated total estate tax, noplan..............ccoocoeveviniinnn, $ 172,239
Current estimated total estate tax, Farmer A’s plan s 100,142
Current estimated estate tax SAVINES ...........vvvvnieiinerinneiinerinninnns $ 72,097

The preceding estimated estate settlements outline the potential
tax liability ($100,142 and $172,239) that would exist if the estate
currently transferred utilizing fair-market valuation for the real es-
tate. Farmer A’s plan has a current estimated tax liability of about
58 percent of that as established under the Alabama Probate Code.
However, even with some planning the projected total estate tax li-
ability is still large at $100,000.

The following settlement options outline a comparison of Farmer
A’s estate plan under current conditions utilizing current-use val-
uation for valuing the real estate. The estimated settlement for no
estate planning is also shown utilizing current-use valuation, since
this provision represents an election that can be utilized at the time
of estate transfer.

Estimated 1984 estate

settlement utilizing
current-use valuation;

total value

Real estate (1,190 acres at $267 per acre)..............oeeerveennnns $329,330*
Notes and cash ........oooviiiiiiiiiiiiii 271
Life iNSUFANCE .. .vovviriitiiiie e 41,013
Jointly owned property (no land)............ccoooocini, 26,790
Other miscellaneous property (2/3 farm partnership)............. 348,966
Total gross estate, Farmer A'splan ...........c....coo.ooiii. $746,370

Estimated value of son’s 1/3 interest
in farm partnership...................o.o... 174,483
Total gross estate, no estate plan $920,853

*Currently, current-use valuation can reduce the fair-market valuation of the property by
a limit of $750,000 (1,7,9). The estimated total value of the real property in this example was
$317,730 (1,190 acres x $267 per acre), $761,600 below the established estimated fair-market
value of $1,079,330. Therefore the roperty is valued under current-use valuation at
$329,330 to meet the requirement of tﬂe value reduction limit. Also, the marital deduction
utilized in Farmer A’s estate plan below is based on this $329,330 real estate value.
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Calculation of the Tax, Current-use Valuation

Farmer A’s Intestacy;
estate plan no estate plan
Total gross estate ..........cevvvvvvreeeiinvernnerinerennannn $746,370 $920,853
Debts, mortgages, losses ..............ccoeviiniininn (-) 2,393 (-) 2,393
Administration and funeral costs...................... (-) 14,669 (-) 14,669
Adjusted gross estate ............oevrvireriiineeriiieennns $729,308 $903,791
Estate marital deduction ..................... . (-)494,464 (-)476,896
Charitable bequests ........................... - -0- (-) -0-
Taxable estate.............cocoviivviniiniiinnnnn. e $234,844 $426,895
Tentative gross estate tax...........coocvevviniiniiinin.n. $ 65,950 $130,944
Available unified credit...............cooccoeeiiiinnn. (-) 96,300 (-) 96,300
Credit for Alabama death tax ...........c..o.ccn (-) 2,036 () 7,661
Federal estate tax due...............cooviviivininninnnn.n. $ -0- $ 26,983
Total estate tax due ..........oooevvviviiiiiiiiiiennns $ 2,036 $ 34,644
Current estimated total estate tax, noplan...............ccooeiiviiinennn. $ 34,644
Current estimated total estate tax, Farmer A’s plan 2,036
Current estimated total estate tax savings..............coooeeeiinion $ 32,608

As can be seen in the above calculations, the inclusion of current-
use valuation in the estate plan served to reduce the tax liability of
Farmer A’s estate under present estimated conditions in both the
“estate plan” and “no estate plan” situations. The calculated cur-
rent-use value of the property was actually reduced below the value
as calculated at the original time of farm transfer. Since the formula
method was used in the calculation process, a general rise in the
level of interest rates since the time of farm transfer could be re-
sponsible for this decrease.

Concerning property distribution, Farmer A’s plan (both in these
calculations and in the former ones for fair-market valuation) al-
lowed Mrs. A to receive, by way of the marital deduction, half the
land in fee simple ownership (595 acres). She received the other half
in the form of a granted life estate, with the four children holding
remainder interests in the life estate. The life estate is a tax saving
feature for the surviving spouse’s estate because the surviving
spouse can have full control of the property with the right to receive
an income from it. However, because the surviving spouse does not
actually own the property, it will be excluded from the surviving
spouse’s estate at death. Utilization of this tool by Farmer A re-
duced the tax liability of Mrs. A’s estate. Mrs. A also received half
the total partnership interest (3/4 of Farmer A’s 2/3 interest) and all
other personal and jointly held property of Farmer A. Also because
Farmer A’s plan was dynamic in nature, a 1/3 partnership interest
was effectively omitted early from the gross estate and was directed
to the desired heir, an interest which had appreciated considerably
from the time of original transfer.

Under the no estate plan situation, Mrs. A would receive $50,000
plus half of the remaining adjusted gross estate in outright owner-
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- ship (2). She would not receive a life estate in the other half of the
adjusted gross estate, since this property (including part of the land
and partnership interest) would be split equally among the four chil-
dren. This situation would probably complicate the workings of the
partnership and restrict the growth of the business.

In summary, Farmer A’s plan, as exercised under current estate
planning regulations, served to distribute the estate in accordance
with the stated objectives at a minimum tax outlay.

Farm Estate B at Present Estimated Values

Farm Estate B transferred in the 1977-81 period and at the time
of transfer was valued under fair-market valuation at $1,310,810 for
the 2,235 acres involved, including farm buildings. The 1984 esti-
mated total fair-market real estate value was $1,200,195, or $537
per acre. This $537 per acre value represents a decrease of about 8
percent from the original fair-market value of approximately $586
that was assigned to the property. The current estimated estate set-
tlement of Farm B appears in the following outline.

Estimated 1984
fair-market
total value

Real estate (2,235 acres at $537 per acre) ..........ccooevvevveiiineenin. $1,200,195
Stocks and bonds ..........coviiiiii 13,438
Notesand cash.........cooviiiiiiiiiiii s 151,059
Life inSUIanCe. ... .oovvniiiiisee e eeaes o 85,765
Other miscellaneous property 251,000

Total gross eState ..........cvvuiivrieiiniiiieeiiierieraieeeenennns ... $1,701,457

Calculation of the Tax, Fair-market Valuation

Farmer B’s Intestacy;
estate plan no estate plan
Total gross estate .............ooceuveeiineiiineiieiinennnn $1,701,457 $1,701,457
Debts, mortgages, losses ...............ooevvverinnnnnn. (-) 400,933 (-) 400,933
Administration and funeral costs...................... (-) 32,153 (-) 32,153
Adjusted gross estate .................cooeeeiiiiieiinnninn. $1,268,371 $1,268,371
Estate marital deduction
(unlimited in 1984) ... ...vovovoveveereeeeeees, (L110,757 () 659,186
Charitable bequests ...............c.ccoovvvieiiiiiinn.. (=) -0- (-) -0-
Taxable estate.............cocoviviiiiiiiiiiiiieiieee, $ 157,614 $ 609,185
Tentative gross estate tax...........ocovvviiiinvininennanns $ 41,236 $ 196,198
Available unified credit...............ccocovviininnnn (- 96,300 (-) 96,300
Credit for Alabama death tax .......................... (-) 522 (-) 14,367
Federal estate tax due.................coooveieiiiiiiinn. $ -0- $ 85,531
Total estate tax due ..............ocoeevviiiiniiinnan..n. $ 522 $ 99,898
Current estimated total estate tax, no plan .................. U $ 99,898
Current estimated total tax, Farmer B’s plan.. 522

Current estimated total tax savings .............ooevvviviiieeiiriiniiinnennnes $ 99,376
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The preceding estimated estate settlements depict the potential
estate tax liabilities that would exist if the estate currently trans-
ferred utilizing fair-market valuation. Farmer B’s estate plan shows
a current estimated tax liability of $522, as opposed to $99,898 for
the no estate plan situation, at fair-market values. The difference in
tax of about $99,000 is attributable to the difference in the marital
deduction of the two plans: $1,110,757 for Farmer B’s plan as op-
posed to $659,186 for the intestate plan.

The above settlement options appear in the following outline uti-
lizing current-use valuation:

Estimated 1984
current-use

total value

Real estate (2,235 acres at $256 per acre) ...........cooovviiiiiinninn. $ 572,160

Stocks and bonds...........cocoiiiiiiiiiiiiinns 13,438

Notes and cash....... 151,059

Life insurance.................c..... s 85,765

Other miscellaneous property.............ccooviiiiiiniiiiiinn, 251,000

Total Zross @StAtE ... ...vvuiveneiriieneiieeie et $1,073,422

Calculation of the Tax, Current-use Valuation
Farmer B’s Intestacy;
estate plan no estate plan

Total gross estate .......cooovvviiiiieiiininiiiniieninennnnn, $1,073,422 $1,073,422
Debts, mortgages, 10ss€s ...........ccoccceviiiniinn (-) 400,933 (-) 400,933
Administration and funeral costs...................... (-) 32,153 (-) 32,153
Adjusted gross estate .............oooiviiiiiiiin $ 640,336 $ 640,336
Estate marital deduction .................c.cooll (-) 791,822 (-) 345,168
Charitable bequests ...............c.cooiiiiinn (=) -0- =) -0-
Taxable estate ... ....oovvvviiiiiieiiiieiiee e $ -0- $ 295,168
Tentative gross estate tax............cocoeiiiviiiinininnn. $ -0- $ 85,254
Available unified credit ....................c (-) 96,300 (-) 96,300
Credit for Alabama death tax ........................ (- -0- (-} 3,484
Federal estate tax due..........cocoviiiiiiiieininnnns $ -0- $ -0-
Total estate tax due ..........ocoveviviiiiiiiiiinannnnn. $ -0- $ 3,484
Current estimated total estate tax, noplan......................oo $ 3,484
Current estimated total estate tax, Farmer B's plan ....................... -0-
Current estimated total estate tax savings..............ccooeiiiiinnin. $ 3,484

The preceding calculations reveal the effect of current-use val-
uation being included in the estate plan. The present estimated tax
liability decreased under the “no estate plan” situation from
$99,898 to $3,484; it decreased under the “estate plan” situation
from $522 to 0.

Analysis of the above calculations reveals a marked difference in
the present estimated tax liability of Farmer B’s plan as established
under fair-market valuation, as opposed to the tax liability as estab-
lished at the original time of transfer under current-use valuation,
$522 compared to $71,228, respectively. This occurs even though
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the land under fair-market valuation is presently estimated at a
much higher value than it was at the original time of farm transfer
under current-use valuation. The reason for this relates to the new
status of the marital deduction and debt of the business. Together
these two available deductions effectively remove in excess of 98
percent of the total gross estate from the taxable estate. The marital
deduction itself, as stipulated in Farmer B’s will, reduces the estate
by about 75 percent. The marital deduction at the time of original
transfer was limited to $250,000 or one-half the adjusted gross es-
tate (1,9). Therefore, even though the surviving spouse could re-
ceive property in complete ownership by way of a will, there was a
limit as to how much of this property could qualify for the marital
deduction. However, under current laws, the marital deduction has
become unlimited and all property passing to the spouse in com-
plete ownership can qualify (1,9).

Concerning the property distribution, Farmer B’s plan under
both the fair-market and current-use valuation methods transfers
most of the property to Mrs. B. She receives 1,135 acres outright
and all other personal property, both farm and non-farm. All this
property currently qualifies for the marital deduction and this ac-
counts for the tax liability being so low under Farmer B’s current
estimated plans, $522 under fair-market valuation and 0 under cur-
rent-use valuation. The wife also receives 1,100 acres in a life estate,
with the children holding remainder interests. The property distri-
bution under the Alabama Probate Code would change Farmer B’s
arrangement considerably. Under the Code, Mrs. B would receive
$50,000 outright, then half the adjusted gross estate in fee simple,
including both real and personal property (2). The three children
would then divide equally the remaining half of the estate in fee
simple ownership, again including both real and personal property.
No life estate would exist under the Code.

In summary, Farmer B’s plan under current estimated conditions
proved satisfactory in distributing the property in the desired man-
ner, with a minimum loss to taxes.

Farm Estate C at Present Estimated Values

Farm Estate C transferred in the 1977-81 period and at that time
had a total fair-market real estate value (including land and build-
ings) of $518,240—$965 per acre for the 537 acres involved. The
1984 estimated total fair-market real estate value was $695,415, or
$1,295 per acre, an increase of about 34 percent from the time of
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farm transfer. Farmer C’s current estimated estate settlement is
outlined as follows:

Real estate (537 acres at $1,295 PEracre) ...........covevveiuuneieneinnns $ 695,415
Notesand cash..........cooviiiiiiiiiii s 75,229
Life iNSUTANCE. ....vv et 22,974
Other miscellaneous Property............c.ocveeiiiiiiiinnieniinnieninee. 8,350
Total gross estate, Farmer Cs plan ...........ccoooeciiiiiiiiniiiiinn. $ 801,968
Current estimated value of 200-acre gift program ($1,295 per acre) $ 259,000

Total gross estate, no estate plan ...........coooeoeviiiiiiniin $1,060,968

Calculation of the Estimated Tax

Farmer C’s Intestacy;

estate plan no estate plan
Total Zross €State ..........vevveveiuneeiineiineeinnernennn $801,968 $1,060,968
Debts, mortgages, 10SS€s .........cccviviriniiiiinnie (-) 9,744 () 9,744
Administration and funeral costs...................... (-) 8,106 (- 8,106
Adjusted gross estate..............cooovviiieiieiniiiniinnnn. $784,118 $1,043,118
Estate marital deduction ..............c.coccvviinennn. (-)454,908 (- 521,559
Charitable bequests ...............ccovivviiiiiiiniinne. (-) -0- ) -0-
Taxable estate..........c.oovvvivviiiiiiiiiiieiiieieenan, $329,210 $ 521,559
Tentative gross estate tax..........ocoeeveeieninveninnnn.e. $ 97,731 $ 163,777
Available unified credit....................occoeiiinne. (-) 96,300 -) 96,300
Credit for Alabama death tax ................cccooe (-) 4,535 -) 10,862
Federal estate tax due.............cooevviiniineiieinnann.n. $ -0- $ 56,615
Total estate tax due ...........ccoevvenviiiniiiiiiniinns $ 4,535 $ 67,477
Current estimated total estate tax, noplan..............c..coooeiin. $ 67,477
Current estimated total estate tax, Farmer C’s plan ....................... 4,535
Current estimated estate tax savings for 1984 death ....................... $ 62,942

There is a $62,942 difference between the current estimated tax
liabilities of Farmer C’s plan under present conditions and the es-
timated intestate plan as outlined in the Alabama Probate Code. A
major item contributing to the size of the tax liability of the intestate
plan was Farmer C’s gift program of 200 acres. This gift had appre-
ciated from $60,000 at the time of transfer to $259,000 under cur-
rent estimated conditions. The current estimated tax liability on
this gift was $44,677, or about 71 percent of the current estimated
total estate tax for the hypothesized intestate estate. This tax was
found by calculating the tax due for the total gross estate less the es-
timated value of the gift, under the intestate plan for estate distri-
bution. The resulting tax was then subtracted from the tax of the
intestate estate, $67,477, to yield the estimated tax associated with
the gift, $44,677. Therefore, Farmer C’s gift program helped his es-
tate considerably relative to the current estimated tax situation.

The current estimated tax liability of Farmer C’s estate is also less
than the tax liability incurred by the farm at the time of actual trans-
fer, $4,535 as compared to $50,980. Two items are primarily re-
sponsible for this situation: the marital deduction and the unified
credit provision. The change of the marital deduction to an “unlim-
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ited” status allows for all property left to the spouse to be eligible
for the deduction. The amount of unified credit available in 1984
had also increased considerably and would exempt an estate of
$325,000 from tax liability, Appendix D.

Relative to the marital deduction and consequent distribution of
property for the intestate estate, the Alabama Probate Code sets the
guidelines. In this case, the marital deduction was half the adjusted
gross estate, since one child of Farmer C’s was the result of a pre-
vious marriage in which that spouse had died (2). This intestate mar-
ital deduction is in contrast with such provision in Farmer C’s plan,
where Farmer C designated for his spouse to receive half of his real
property and all personal property (cash, life insurance, etc.). This
contrast is clearly seen when Farmer C’s marital deduction
($454,908) is compared with the intestate marital deduction for
Farmer C’s estate plan (omitting the 200-acre gift of $259,000, 1/2
of $784,118 or $392,059). The difference of $62,849 saves the estate
approximately $18,200 in taxes. With respect to the property dis-
tribution, the probate code would grant Mrs. C half ownership in
~ all the property (half the adjusted gross estate). The five children
would divide equally the remaining half portion, with the half sib-
ling taking equally with the full siblings (2). This particular situation
would probably have precluded the fulfillment of Farmer C’s ob-
jective of having the farm business continue, since the on-farm son
would lose control of part of the land.

In summary, Farmer C’s estate plan, with the aid of the current
estate tax laws, continued to be effective in fulfilling Farmer C’s es-
tate objectives, even when subjected to increased current real es-
tate values.

Farm Estate D at Present Estimated Values

The 1984 estimated total gross estate of this farm was $425,480
under fair-market valuation. The 328 acres of farm real estate (in-
cluding buildings) had a value of $286,016 or $872 per acre. This fig-
ure represents an increase of about 34 percent over the value held
by the property ($213,050) at the time of actual transfer in the 1977-
81 period. Farmer D’s current estimated estate settlement appears
in the following outline:

Real estate (328 acres at $872 per acre)..........cooovvviiiiiniiiini. $286,016
Stocks and bonds............ooviiiiiniinns e 6,260
Lif€ IISUIAINCE . .. ittt i et eaeas 36,009
Notes and cash...........coveiiiiiiiiiiiiii 12,228
Other miscellaneous property.............ccovevveiiiiirinniinsenninnen 79,604

Jointly owned property (noland) ............cooooiiii 5,363
Total gross estate ...........ccovviiviiiiiiiiniiin $425,480
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Calculation of the Estimated Tax

Farmer D’s Intestacy;
estate plan no estate plan
Total gross estate ..........coeevvvveiiierinieiiieriennnnnn, $425,480 $425,480
Debts, mortgages, 108s€s .........ccovveeeiiiiiinnnennn. (101,951 (101,951
Administration and funeral costs...................... (-) 6,617 () 6,617
Adjusted gross estate...........cooeveeiiieiiieiiieninnnn, $316,912 $316,912
Estate marital deduction .............ccoocevureiinnn. (-)316,912 (-)183,456
Charitable bequests ...............cccoiviiiiiiiiiiinnn. (-) -0- - -0-
Taxable estate .............covuvviviiiiiiiiiiiiiiiineinnn, $ -0- $133,456
Tentative gross estate tax...........c.ocoveiveiniieinninns $ -0- $ 33,837
Available unified credit....................oooiiinnll (-) 96,300 (-) 96,300
Credit for Alabama death tax .......................... (=) -0- (-) 268
Federal estate tax due..............cooceeinvinviniiinnnnnn. $ -0- $ -0-
Total estate tax due ..........co.coevivviiivininninnin. O $ -0- $ 268
Current estimated total estate tax, no plan...............cc.ccooevvnieinnn.ns $ 268
Current estimated total estate tax, Farmer D’splan....................... -0-
Current estimated estate tax savings for 1984 death ....................... $ 268

In the preceding estimated settlement under Farmer D’s plan,
the tax liability is zero. Three factors are primarily responsible for
this situation: (1) the size of the estate, (2) the debt of the estate, and
(3) the marital deduction. The 328 acres of Farmer D’s estate did not
significantly increase the value of the gross estate after being sub-
jected to current estimated price levels. The size of the farm debt
served to reduce the gross estate below the level that would cur-
rently pass tax free under the unified credit provision. The marital
deduction was utilized to the fullest extent possible, since Farmer
D designated property to go to his wife. Because of these factors,
the taxable estate was zero and thus no tax liability was incurred by
the estate.

With respect to the current estimated intestate estate plan for
Farmer D’s estate, the total tax liability changes only slightly to
$268. However, the probate code would have distributed the prop-
erty in a different manner than prescribed in Farmer D’s will. Un-
der the code, Mrs. D would have received $50,000 “off the top” of
the gross estate, plus half the remaining balance of the adjusted
gross estate. The two sons would then have split equally the re-
maining half of the adjusted gross estate (2).

In summary, Farmer D’s estate plan continued to fulfill his de-
sired objectives when subjected to increased current real estate
price levels. For this particular size estate, Farmer D’s plan appears
to have worked satisfactorily. A possible improvement would have
been the purchase of additional life insurance (probably term) to
help cover the mortgage and thus avoid any threat of a forced sale
of assets. Mrs. D could have been made the owner of the policy to
prevent the proceeds from being included in Farmer D’s estate.
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Farm Estate E at Present Estimated Values

This farm estate had the largest percentage increase in estimated
real estate value of the cases examined, changing from a total value
of $106,133 in the pre-1977 period to a current value of approxi-
mately $535,805, an increase of about 405 percent. Only the fair-
market method of valuation was utilized in valuing the 1,061 acres
involved. The current settlement for Farmer E’s estate appears in
the following outline:

Real estate (1,061 acres at $505 per acre) ............ccvvveeevrennennnnn. $535,805
Stocks and bonds............ccoooviiiiiiii 13,654
Life inSUrance............oooviiviiiiiniiee e 1,000
Notes and cash...........cooviiviiiiiiiiiii e 3,783
Other miscellaneous property..............c.cevvivviiieiiiiieeiiinennnnnn 12,122

Total Gross €State ............vvveiuiiieiiiiiiiineciiierciiiee e $566,364

Calculation of the Estimated Tax

Mrs. E’s Intestacy;
estate plan no estate plan
Total gross estate ...........cooevviiniiiiiiniiniiiiieinnnn. $566,364 $566,364
Debts, mortgages, losses .............ccooeevviiennnnnn. () 2,910 (- 2,910
Administration and funeral costs...................... (-) 2,999 () 2,999
Adjusted gross estate ................ccoeeiiieiiiiiiiieiinnns $560,455 $560,455
Estate marital deduction ......................ocll -) -0- (-) -0-
Charitable bequests ...................ccvveveiiienennn -) -0- (=) -0-
Taxable estate............ccooveiviiiiiiiiiiiieeeen, $560,455 $560,455
Tentative gross estate tax.........c...cocoveuerennennnen. $178,168 $178,168
Available unified credit.............cooovieiiiiiiinnn (-) 96,300 (-; 96,300
Credit for Alabama death tax .......................... (-) 12,418 (-) 12,418
Federal estate tax due.............coovvevivviiiniininninnn. $ 69,450 $ 69,450
Total estate tax due ............ooeviiiiieiiininnnn, $ 81,868 $ 81,868
Current estimated total estate tax, noplan..............cccccceeviiineinn..n. $ 81,868
Current estimated total estate tax, Mrs. E’splan...........cc.....ooc.0. 81,868
Current estimated estate tax savings for 1984 death ................. I $ -0-

It is apparent from the preceding estimated settlements that in-
creasing farm real estate values have had an effect on the present
estimated tax liability of this estate. The total estate tax due has in-
creased approximately 554 percent over that which the estate in-
curred ($12,519) at the original time of transfer. Also apparent is the
present tax liability which, when calculated under Mrs. E’s plan,
shows no difference from the tax liability as calculated under the
probate code for intestate estates. Review of the circumstances sur-
rounding the original estate transfer reveals that there was no sur-
viving spouse to qualify for the marital deduction. Therefore, other
tools would have to be incorporated into the estate plan for it to be
effective in reducing the present estimated tax liability. Probably
two of the easiest and most effective tools to employ in this situa-
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tion, considering Mrs. E’s single estate objective to pass all prop-
erty to her daughter, would be utilization of the annual gift
exclusion and the employment of current-use valuation. Either of
these tools, singly or in combination, would have helped reduce the
tax liability.

With respect to property distribution, there would currently be
no difference between Mrs. E’s plan and the Alabama Probate
Code. Far this particular estate situation, the code, Section 43-8-
42, (2) would allow the entirety of the property to pass to the daugh-
ter, just as Mrs. E’s will would.

In summary, Mrs. E’s present estimated estate plan showed no
difference from the present estimated intestate plan with regard to
the tax liability and the property distribution. However, there are
tools currently available that would aid in reducing the tax liability
for estates that are in this particular situation.

Farm Estate F at Present Estimated Values

Farm Estate F represented the only intestate estate examined in
this study. Farm Estate F transferred in the pre-1977 period and at
that time had a total real estate value (including buildings and 1,807
acres) of $263,629, a per acre value of approximately $146. The 1984
total estimated real estate value was $684,853, or $379 per acre.
This change represented an increase in value of 160 percent from
the time of actual farm transfer. Farmer F’s current estimated estate
settlement is given in the following outline:

Real estate (1,807 acres at $379 peracre) ..........ccovvvveviiniinnn. $684,853

Stocks and bonds..........ooviiiiii 5,416
Life INSUIANCE . ...vviiii e 6,758
Notes and cash.........covoviiiiiiinii s 20,623
Other miscellaneous Property.............coveeiviireiiiiineiinineeiiine. 13,345

Total gross estate, Farmer F's plan...........c...ccoovviiinn. $730,995
Current estimated value of 270-acre gift program ($379 per acre).. $102,330

Total gross estate, no estate plan ...............cooooinii $833,325



ESTATE PLANNING: A CASE STUDY 49

Calculation of the Estimated Tax

Farmer F’s Intestacy;
estate plan no estate plan
Total gross estate ..........ocvveeuiiiviiniiniinieiinenn. $730,995 $833,325
Debts, mortgages, 10sse€s ..........ocovvviiieiieinnnn. (-) 27,221 () 27,221
Administration and funeral costs...................... (-) 14,901 (-) 14,901
Adjusted gross estate..............oeeevunieiiiinieiiiinnin. $688,873 $791,203
Estate marital deduction .............coooiiiiin (369,437 (-)420,602
Charitable bequests .............ccocociiiiiiiinniiin. ) -0- ) -0-
Taxable estate............ccoovvvviiniiiiieiiiniiinaiiiniiinn, $319,436 $370,601
Tentative gross estate tax...........cveevvveenniinnniinnnn. $ 94,408 $111,804
Available unified credit..............ooccoo (-) 96,300 (-) 96,300
Credit for Alabama death tax ...................ccc. (-) 4,222 (-) 5,859
Federal estate tax due...............oooveiiiiininnennn. $ -0- $ 9,645
Total estate tax due ..........o.cooevviiiiiiiiinennnnn. $ 4,222 $ 15,504
Current estimated total estate tax, no plan..................cooeeveiinncn, $ 15,504
Current estimated total estate tax, Farmer Fs plan ....................... 4,222
Current estimated estate tax savings for 1984 death ....................... $ 11,282

Examination of the preceding estimated settlements shows some
of the effects of increased property values on the estate. The real es-
tate in this example has increased about 160 percent since the time
of farm transfer. However, because of changes in the Alabama Pro-
bate Code and the federal estate tax laws, these increased real es-
tate values have had little effect on the estimated tax liability. In
fact, if comparison is made between the present estimated tax
liability and the actual tax liability incurred by the estate at the orig-
inal time of transfer, the tax liability has decreased by $38,933
($43,155 - $4,222).

Since Farmer F’s estate was intestate, the difference in the above
estimated tax liabilities can be attributed in part to Farmer F’s gift
of 270 acres to his wife. The estimated tax liability of the gift
($11,282) actually decreased slightly from that which was estimated
at the time of transfer ($11,822). This shows in part that the present
Alabama Probate Code, along with the present federal estate tax
laws, has become more effective in its ability to distribute estates
with a reduced tax burden. In general, however, there will always
be greater administration costs associated with an intestate estate
than with a testate estate.

With respect to property distribution, both the above estimated
settlements would be distributed under the Alabama Probate
Code. In each case, Mrs. F would receive $50,000 “off the top” of
the estate, then half of the adjusted gross estate. Since the daughter
was an only child, she would receive the other half of the adjusted
gross estate (2).
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The current Alabama Probate Code awards the spouse a much
greater share of the estate than previous Alabama statutes, such as
the statute of “curtesy and dower.” Under the old laws of descent
and distribution in Code of Alabama, 1977 (3), the spouse would
have received a life estate in one-third of the real property (Sections
43-5-1,2;) and half of the personal property outright (Section 43-3-
10). The only part of the property that would have qualified for the
marital deduction would be that property she had received out-
right. This fact is reflected in the original settlement under “be-
quests to spouse.”

In summary, because of revisions in the Alabama Probate Code
and changes in the federal estate tax laws, the tax burden of Farmer
F’s estate was actually less under present estimated values than at
the time of actual farm transfer. The specific areas that were re-
sponsible for this situation were the marital deduction and the un-
ified credit provision.

Farm Estate G at Present Estimated Values

Farm Estate G transferred in the pre-1977 period and at that time
had a total real estate value (including the home) of $52,000. This
value is low because 788 acres were given away prior to Farmer G’s
death. The real estate was valued using fair-market valuation. The
per acre value for the real estate (including the home) of $4,333 at
the time of farm transfer increased to approximately $8,744 at cur-
rent levels, thereby yielding a total current estimated real estate

~value of $104,928. This change represented an increase of roughly
100 percent. The current estimated settlement for this estate is out-
lined in the following summary:

Real estate (12 acres at $8,744 per acre)...........ocovvveiiiieniiiinnnn. $104,928
Stocks and bonds ..........cccoviiiiiiiiii 13,294
Life INSUIANCE ... ...uivtiiiiiei e e e a e e eaeanes 12,926
Jointly owned property (noland) ............ccccooeiiiiiiiiiiniiiinn 15,618
Other miscellaneous property (Farmer G’s partnership interest)... 87,380

Total gross estate, Farmer G's plan ...........cc.oooociinni $234,146
Current estimated value of 788-acre gift program ($643 per acre) $506,684
Value of sons’ 2/3 partnership interests.. . $174,760

Total gross estate, no estate plan ........ $915,590
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Calculation of the Estimated Tax

Farmer G’s Intestacy;
estate plan no estate plan
Total gross estate ..........oeuueeveiiviineinniiienieinennnen. $234,146 $915,590
Debts, mortgages, 10sses ..........cccoveviviiniennnin (-) 1,145 (-) 1,145
Administration and funeral costs...................... (-) 3,228 (-) 3,228
Adjusted gross estate .............oeeeiiiiiieiiiiiiineiienes $229,773 $911,217
Estate marital deduction ...........c...ccoooeiin (-)229,773 (-)480,609
Charitable bequests ............ccooccovviineiiniiinen. (=) -0- (- -0-
Taxable estate............coocviiiiiiiiiniiiinn $ -0- $430,608
Tentative gross estate tax............cccovviiniviniinenn. $ -0- $132,207
Available unified credit ............c.ooccoveiniiin (-) 96,300 8 96,300
Credit for Alabama death tax ..................cc.oc. -) -0- -) 7,779
Federal estate tax due.............ccoevvviiveeniiniininnn. $ -0- $ 28,128
Total estate tax due .............ocoviiiiviiniinninnn. $ -0- $ 35,907

Current estimated total estate tax, no plan................ $ 35,907
Current estimated total estate tax, Farmer G’s plan .... -0-
Current estimated estate tax savings for 1984 death .... $ 35,907

As can be seen in the preceding estimated calculations, the total
gross estate of the no-estate-plan situation is several times larger
than the total gross estate as estimated under Farmer G’s plan. In-
cluded under the no-plan situation is the current estimated value of
Farmer G’s 788-acre gift program and the value of the sons’ part-
nership interests. The difference in the above estimated tax liability
can therefore be attributed to these two items.

Farmer G’s estate plan under current estimated real estate values
shows a tax liability of zero. However, consideration needs to be
given to the cost of executing the gift program. The cost of transfer-
ring the land (788 acres) to the sons was $6,306 at the original time
of transfer and, although this cost does not show up in Farmer G’s
current estimated plan, it does represent a cost of transfer even un-
der the current situation. The current estimated estate tax savings
of Farmer G’s plan over the hypothesized no-estate plan is $35,907,
if the two plans are compared against each other at the time of
death. However, if the estate plans are compared over time, the tax
savings are $29,601 ($35,907 - $6,306). This latter figure would
more clearly represent the true tax savings when comparing the two
plans.

With respect to property distribution, Farmer G’s plan distrib-
utes the land to his sons and Mrs. G is left ample assets for her care.
The probate code would have distributed the estate in a different
manner, Mrs. G receiving half the value of the adjusted gross estate
(including both real and personal property) plus $50,000. The chil-
dren would split equally their part of the property. For this partic-
ular estate, the property distribution under the probate code has
the potential of causing a much higher tax liability for Mrs. G’s es-
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tate because the code increases Mrs. G’s estate considerably over
that provided her in Farmer G’s plan. Thus, Farmer G’s plan has
served to distribute the property in an effective manner, reduce the
tax liability for the estate at his death, and also reduce the potential
tax liability at his wife’s death, even when subjected to current es-
timated real estate values.

Farm Estate H at Present Estimated Values

This farm estate transferred in the post-1981 period. The total
fair-market real estate value at the time of transfer was $388,984, or |
approximately $942 per acre for 413 acres, including buildings. The
1984 current estimated value of the real estate was $361,788, or
$876 per acre. This change represents a decrease in value of ap-
proximately 7 percent, and reflects to some degree the general con-
ditions that have been associated with the rural real estate market
during the past 2 to 3 years. Farmer H’s current estimated estate
settlement is given in the following summary:

Real estate (413 acres at $876 per acre)...........ccooevvvevviinviinnein $361,788
Stocks and bonds.........c.oviiiiiiii 1,130
Life inSUIANCE ... ...ttt e aaa s 49,426
Notes and Cash......c.uuiviiiireiriiiiiiee e e e e ans 5,847
Other miscellaneous property (Farmer H’s 1/3 partnership 55,867
interest) ........ et teeeteetertettietrereeaeeteatete e rebaneae it eaneaneen
Jointly owned property (128 acres at $773 per acre) . 98,944
Total gross estate, Farmer H's plan..................ccooei, $573,002
Value of sons’ 2/3 partnership interests...............coooeeiiiniiin. $111,734
Total gross estate, no estate plan .............ooocoeviiiiii, $684,736
Calculation of the Estimated Tax
Farmer H's Intestacy;
estate plan no estate plan
Total gross estate .........ovevvervnvieneeiiiiiiniineiinns $573,002 $684,736
Debts, mortgages, losses ..............ocoiviiiinii. (-) 67,014 (-) 67,014
Administration and funeral costs...................... (- 8,641 (-) 8,641
Adjusted gross estate ...........coouvrieiiiiieiiiinniiininn $497,347 $609,081
Estate marital deduction .............c.cccoeiiiiennnie (-)252,485 (-)329,541
Charitable bequests .............cccoooviiiiiiiiin (- -0- (- -0-
Taxable estate ..........cocvviiviviiiiiiiiiieeeiiiienans $244,862 $279,540
Tentative gross estate tax.... . $ 69,156 $ 80,844
Available unified credit ......... .. (-) 96,300 (-) 96,300
Credit for Alabama death tax ................ () 2,217 (-) 3,109
Federal estate tax due.............ccooeeeiiiiniiiinnn $ -0- $ -0-
Total estate tax due ..........coovvviviiiiniiinenenee. $ 2,277 $ 3,109
Current estimated total estate tax, noplan...............c...coovini $ 3,109
Current estimated total estate tax, Farmer H's plan....................... 2,277
Current estimated estate tax savings for 1984 death ....................... $ 832
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The decline in real estate values from the original time of farm
transfer, along with an incréase in the available unified credit, ex-
empted this farm from federal estate tax liability under both Farmer
H’s plan and the hypothesized no estate plan. The estimated tax
savings of Farmer H’s plan over the no-plan situation is $832. This
figure reflects the difference in the state inheritance tax liabilities of
the above alternative plans for the estate.

The marital deduction for both of the above calculations is im-
portant in reducing the potential tax liabilities. Under Farmer H's
plan, Mrs. H receives half the total of all real estate (including
jointly owned property), half of Farmer H’s one-third interest in the
farm partnership, and all personal property. Under the no-plan sit-
uation, Mrs. H receives half of the adjusted gross estate (including
both real and personal property) plus $50,000. Both marital deduc-
tions in this instance effectively reduce the taxable estate below the
levels that are tax exempted by the available unified credit. The re-
sult is that both estimated estates are exempted from federal tax.

Relative to the property distribution, the probate code provides
for Mrs. H to receive $50,000 plus half the value of the adjusted
gross estate, including both real and personal property. The chil-
dren then receive the balance of the estate to divide equally.
Farmer H’s original plan provided for Mrs. H to receive half the to-
tal real estate in fee simple ownership and a life estate in the other
half of the real property. Also, Farmer H’s plan provided for Mrs.
H and the two on-farm sons to share the one-third partnership in-
terest, a situation that would not have occurred under the present
Alabama Probate Code.

Farm Estate I at Present Estimated Values

The 1984 current estimated total real estate value for this farm
was $224,790, or $354 per acre for the 635 acres involved. This
value represents a decrease of approximately 7 percent from the
original value of $242,000 at the time of farm transfer in the post-
1981 period. The current estimated settlement for this farm estate
appears in the following outline:

Real estate (635 acres at $354 PEr aCre)......cc.ovivvvvirviiniiiiiniinnns $224,790
Stocks and bonds .......o.viiiiiiiiii 8,000
Jointly owned property (noland) ..........c.ccccovviiiiiiiiiin 15,593
Notes and cash..........coveeiviiiiiiiiii 467
Other miscellaneous property..............coovvviviiiiiiiinin . 8,175
Total gross estate, Farmer I's plan ...........ccooovieiiniiinn, $257,025
Current estimated value of 70-acre gift program ($2,020 per acre).. $ 41,400

Total gross estate, no estate plan ............ccooeveviiiiininnn, $398,425



54 ALABAMA AGRICULTURAL EXPERIMENT STATION

Calculation of the Estimated Tax

Farmer I's Intestacy;
estate plan no estate plan
Total gross estate ............cooeevviviiineiiiiiieineinennnnn, $257,025 $398,425
Debts, mortgages, 10SS€S «......ccovuneeiiinneiininnin 5 262 - 262
Administration and funeral costs...................... -) 3,525 -) 3,525
Adjusted gross estate............coevvvveiiiieiiiiiieninnns $253,238 $394 638
Estate marital deduction .................cooovvvnennnns (-)138,435 (-)222,319
Charitable bequests .............coecvvviiviiiiinieennnn. (=) -0- ) -0-
Taxable estate...........coviriviiiininiiiiiiieiniens $114,803 $172,319
Tentative gross estate tax............cooceeeviiininninian. $ 28,241 $ 45,942
Available unified credit......................oceeennen -) 96,300 (-) 96,300
Credit for Alabama death tax -y 118 (- 757
Federal estate tax due.. $ -0- $ -0-
Total estate tax due .................... . $ 118 $ 757
Current estimated total estate tax, noplan.............cc...ccoeini $ 757
Current estimated total estate tax, Farmer I's plan ........................ 118
Current estimated estate tax savings for 1984 death ....................... $ 639

Farmer I's current estimated estate plan shows a federal tax lia-
bility of zero and a state death tax liability of $118. There was no
other previous tax paid, since Farmer Is gift of 70 acres to his wife
passed tax free at the original time of transfer. The marital deduc-
tion under Farmer I's current plan includes 300 acres of land cur-
rently valued and all other personal property of the estate (stocks
and bonds, jointly owned property, etc.). The estimated settlement
under the current no-estate-plan situation for Farmer I's estate also
shows a federal estate tax liability of zero. The state inheritance tax
liability is calculated at $757.

With respect to property distribution, the probate code would
award a greater share of the property to the children in outright
ownership. The marital deduction under this situation provides for
Mrs. I to receive $50,000 plus half of the adjusted gross estate, in-
cluding both real and personal property. The children in this case
receive the other half of the property to divide equally. Mrs. I's total
share would be less than that given her by Farmer I's plan, since the
70-acre gift would be shared with the children. Also under the pro-
bate code, the trust situations as designed in Farmer I's will would
not exist. Even though the present estimated tax savings are not
great in magnitude, Farmer I's plan does save the estate approxi-
mately $600 and distributes the property in a manner that meets
and fulfills particular family needs.

Farm Estate J at Present Estimated Values

Farm Estate ] transferred in the post-1981 period and at the time
of transfer had a total fair-market real estate value of $558,857 for
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the 837 acres of real estate solely owned. The 1984 estimated real
estate value was $621 per acre for a total of $519,777. This repre-
sents a decrease of approximately 7 percent from the time of trans-
fer. The current estimated settlement for estate J is shown in the
following calculations:

Real estate (837 acres at $621 per acre) $ 519,777
Stocks and bonds -0-
Life insurance......... 11,973
Notes and Cash........oviviiiiiii s 15,545
Other miscellaneous property, partnership interest
(approximately 3,663 acres at $393 per acre) ............ccooeeeeinnne 1,439,559
Total gross estate, Farmer J’s plan $1,986,854
Value of gift program to sons ................ . $ 79,000
Total gross estate, no estate plan $2,065,854
Calculation of the Estimated Tax
Mrs. J's Intestacy;
estate plan no estate plan
Total gross estate ...........coveeviiiiinniiiiiniiniean. $1,986,854 $2,065,854
Debts, mortgages, losses ..................... (-) 156,337 (-) 156,337
Administration and funeral costs (-) 62,912 (-) 62,912
Adjusted gross estate ............c.c.eeiinnnns $1,767,605 $1,846,605
Estate marital deduction .................. (- -0- (=) -0-
Charitable bequests ........................ - -0- (-) -0-
Taxable estate ..............coooveiviiiiinninns. $1,767,605 $1,846,605
Tentative gross estate tax..................... $ 676,222 $ 711,772
Available unified credit .................... -) 96,300 (-) 96,300
Credit for Alabama death tax ............. -) 82,868 (-) 88,556
Federal estate tax due..................ocu.ee $ 497,054 $ 526,916
Total estate tax due ...........coooveiiiiiiiniininenns. $ 579,922 $ 615,472
Current estimated total estate tax, noplan............ccc.ccoeviniiniennn. $ 615,472
Current estimated total estate tax, Farmer J'splan ........................ 579,922
Current estimated estate tax savings for 1984 death ....................... $ 35,550

The current estimated tax liabilities of both the preceding settle-
ments are high relative to such liabilities of the other estates in-
volved in this study. The difference of $35,550 in tax savings for
Mrs. J's plan over the no-plan situation reflects the potential esti-
mated tax liability of Mrs. J’s gift program to her sons. Approxi-
mately half the value of the gifts would have been paid in tax had the
gifts not been made.

Mrs. J's estate plan incurred a present estimated tax liability of
about $580,000. This is a decrease of approximately $60,000 from
the tax liability actually assessed at the time of farm transfer and re-
flects the depressed nature of current farm real estate values. The
only item in this instance that separates Mrs. J's estate settlement
from the current no-plan situation is the gift program. Had Mrs. J
been able to utilize other estate planning tools in reducing the tax-
able estate (specifically current-use valuation of the farmland, the
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private annuity, and the annual gift exclusion for other family mem-
bers), her overall objective of transferring the estate intact to her
sons could probably have been more fully accomplished, with a re-
duced tax burden. However, even though the tax liability was large,
Mrs. J's plan still helped save taxes.

With respect to property distribution, the current Alabama Pro-
bate Code would have passed all the property, both real and per-
sonal, equally to the two sons. This arrangement would not have
differed greatly from Mrs. J's will, except that the will named spe-
cific properties for each son.

In summary, while Mrs. J did have a plan, at least some of the
resulting tax liability could have been avoided had the plan been in
execution early. However, for one reason or another, a plan was not
implemented early, and the result was payment of the tax.

SELECTED ESTATE PLANNING TOOLS IN ALTERNATIVE
PLANS VERSUS ESTATE OWNER’S PLAN UNDER
CURRENT ESTIMATED CONDITIONS

Three case estates at present estimated values were selected to
illustrate the potential effects of alternative plans being applied to
the estate situations. The alternative plans were formulated within
the circumstances associated with the original estate transfers and
thus reflect realistic alternatives that could have been employed by
the estate owners to aid in reducing the estate’s tax liability. Only
those tools which would be allowed under a given estate’s circum-
stances were utilized in developing these individualized alternative
plans. Selection of these example estates was based primarily on the
present estimated tax liability, but consideration was also given the
estimated tax liability of the surviving spouse’s estate since the un-
limited marital deduction is currently effective.

There are no doubt alternatives other than the following that
could be developed for these farm estates. However, those de-
scribed are relatively simple and serve to accomplish the objectives
of the estate owners within their particular situations.

Farm Estate B, An Alternative Plan

Farm Estate B transferred in the 1977-81 period and at that time
employed current-use valuation for the real estate. The estimated
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1984 estate settlement appears below, followed by an estimation of
the tax liability for the surviving spouse’s estate:

Real estate (2,235 acres at $256 per acre) .........c.ceevvneeiieinnennn. $ 572,160
Stocks and bonds ...........coiiiiiiiiii 13,438
Notesand cash..........ccooiiiiiiiiiiii s 151,059
Life insurance....................... . - 85,765
Other miscellaneous property 251,000
Total gross estate........... $1,073,422
Debts, mortgages, losses ......... (-) 400,933
Administration and funeral costs (- 32,153
Adjusted gross estate................. $ 640,336
Estate marital deduction () 791,822
Taxable estate................ $ -0-
Tentative gross estate tax $ -0-
Available unified credit................coooeeiin. () 96,300
Credit for Alabama death tax .............c.ccooiiiiiiiiiininnn, ) -0-
Federal estate tax due............c.ovvvuviinieinieiiineinceineiineainecinns $ -0-
Total estate tax due ..........oouviineiiiiiiiiiiiiei e $ -0-
Current estimated total estate tax,
Farmer B's plan .........cccooiiiiiiiiiiiiiiii $ -0-

Apparent in the above calculations is the amount of the marital
deduction ($791,822) which exceeded the value of the adjusted
gross estate ($640,336). Currently, all property received by a sur-
viving spouse in ownership by way of a will qualifies for this deduc-
tion; hence, the reason for the value of the marital deduction in the
above outline.

Because of this particular situation with the marital deduction (re-
sulting from the provisions of Farmer B’s will and the current estate
tax laws) and current-use valuation, Farmer B’s estate escaped all
tax liability at his death under present estimated conditions. A cas-
ual inspection of the above summary may lead to the conclusion that
Farmer B’s estate plan did a “good” job of distributing his estate.
Such a conclusion would be partially true, since Farmer B’s estate
plan under current conditions would pass his estate tax free and
would distribute it according to his desires. However, examination
of the estimated settlement for the estate received by Mrs. B from
Farmer B reveals that this estate could be taxed rather heavily upon
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Mrs. B’s death. The estimated settlement for Mrs. B’s potential es-
tate appears in the following outline:

Total Gross ESTALE . ....uueeiiiiie et e ettt e et e e et e e e e eees $791,822
Debts, mortgages, 10SS€s ..........vviiiiiiiiiiinniiiiineciii s (- ?
Administration and funeral costs...............ccoeeiiiiiieiiinniniiien.. (- °

Adjusted gross @State ...........uuveiiiiiieiiiieeiiii et $791,822
Estate marital deduction ...............coooiviiiiiiiiiine (-) -0-
Charitable bequests ............ocooeiiiiiiiniieiiie ) ?

Taxable eState ...........vvuiiiiiiiii i $791,822

Tentative gross estate tax.............ocoveeiiiiiiniiniiniiiie $264,611
Available unified credit..............cooiiiiiniiiiiiii (192,800
Credit for Alabama death tax ................cccooiiiviieiiiiieniiiinnn.. (-) 22,407

Federal estate tax due............ccovevviiiiiiiiiiiiiineieee $ 49,404
Total estate tax dUe ......seeovevriieiiin e, $ 71,811

Current estimated total estate tax, Farmer B'splan................... $ -0-

Current estimated total estate tax, Mrs. B’s estate,
as designated under Farmer B’s plan .............ccooeciiieiiiinnee. $ 71,811
Total estimated tax liability for both deaths .......................... $ 71,811

Several assumptions were made in developing the preceding es-
timated calculations for Mrs. B’s estate. The total gross estate in-
cludes only property passed to Mrs. B by Farmer B in his will. This
included 1,135 acres of land and all other personal farm and non-
farm property of Farmer B. It did not include the value of any prop-
erty that Mrs. B may have personally owned before Farmer B’s
death. Also, all property was held constant at its current value, in-
cluding the land under current-use valuation. No appreciation was
considered in the calculations and thus the total gross estate is con-
servatively estimated. The mortgage, the administration and fu-
neral costs, and the charitable bequests are variables in the
calculation process, and the actual tax liability will vary according to
the influence exerted by these variables. A final assumption relates
to the amount of unified credit for the estate. The calculation for the
estimated tax liability allowed the maximum level of unified credit
($192,800) which, in 1987 and beyond, will exempt an estate of
$600,000 from all federal estate tax liability.

The conservative assumptions exercised in the above estimated
estate summary reveal that this estate could have a tax problem at
Mrs. B’s death. While Farmer B’s plan may have been “good” un-
der current conditions in accomplishing his objectives for his death,
the same plan is inadequate in its ability to conserve the estate at
Mrs. B’s death, primarily because the plan causes Mrs. B’s estate to
become unnecessarily large by way of the marital deduction. The
“unlimited” status of the marital deduction makes this tool ex-
tremely flexible for utilization in an estate plan; however, improper
use of the marital deduction can lead to tax problems in the surviv-
ing spouse’s estate.
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Concerning solutions for this estate situation, there are probably
many which could be developed. The solution selected was rela-
tively simple and easily accomplished within the confines of Farmer
B’s estate objectives. The objectives of Farmer B’s will at the orig-
inal time of farm transfer were (1) provide for the wife until her
death, (2) provide some inheritance for the children, and (3) save
taxes. In an effort to fulfill these objectives, Farmer B had originally
designated Mrs. B to receive 1,135 acres outright, 1,100 acres in a
life estate, and all other personal farm and non-farm property. The
children were to be provided for in the life estate, with taxes to be
saved by taking full advantage of the marital deduction (then limited
to $250,000 or one-half the adjusted gross estate) and any unified
credit that might be available. The solution proposed would fulfill
the above objectives and eliminate most of the tax liability in Mrs.
B’s estate. The solution is stated in the following summary:

Decrease the size of the marital deduction in Farmer B’s will by
placing all 2,235 acres of land in a life estate for Mrs. B. The children
would then hold equal or whatever interests deemed appropriate
by Farmer B. The life estate would allow Mrs. B control and use of
the property, without actual ownership. Thus, the life estate will be
excluded from her estate at her death.

Decreasing the size of the marital deduction in Farmer B’s estate
would tend to increase the tax liability for his estate and decrease
the tax liability for Mrs. B’s estate. However, much of the tax lia-
bility created by this alternative in Farmer B’s estate would be off-
set by the available unified credit, which Farmer B’s current
provisions completely ignore. Also by utilizing the land in the life
estate, the appreciable asset of the farm is removed from Mrs. B’s
estate. Thus, not only the land at its current value but also its po-
tential appreciation is sheltered from the tax. The alternative cal-
culations for both estates appear in the following summary:

Farmer B, Revised Plan, Current Estimated Values

Total gross estate $1,073,422
Debts, mortgages, losses ......... -) 400,933
Administration and funeral costs . -) 32,153

Adjusted gross estate................. .. $ -640,336
Estate marital deduction .. (-) 501,262

Taxable estate.................... U UORPIN $ 139,074

Tentative gross estate tax..........cooviuviieiiiniiiiniinin, $ 35,522

Available unified credit .............oooiiiiiiiiiii (
Credit for Alabama death tax ...........c.oocoviiiiiiiiiini, ) 313
Federal estate tax due...........ooovvveiniiiiiiiiiiiinei e $ -0-
Total estate tax due ..........ooevvveirniiiiierineieieeeei e $
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Mzrs. B, Revised Estimated Estate Summary, Current Values

Total Gross @StAte .......vvvvviiiverieeeiieeii e et e e e eaieeeaeeaans $ 501,262
Debts, mortgages, 10SSes .......c..uviiivinieiiiinreiiinneiiiineeciiinaas -) P
Administration and funeral costs.................ccoeiviiiiiiiineiinn.s - ?

Adjusted gross eState ...........oevvuieiiiiiiieiiieeeie s $ 501,262
Estate marital deduction ................cocoiieiiiniiiiiiineiiieeinn, -) -0-
Charitable bequests ...........c.ccoveiiiiiiiiiiiniiiie e (-) -0-

Taxable State........oovviuiiniiieiii e $ 501,262

Tentative gross estate tax.........cocovevviiiiiiiiiininiiiiiin, $ 156,267
Available unified credit..............coviiiiiiiiiii (- 192,800
Credit for Alabama death tax ................ccoveiiiiiiiiiiniinns (- 10,050

Federal estate tax due............cccoeevviiniiiiiniiieiieiieei e, $ -0-
Total estate tax U .....c.vniriinieiinie it $ 10,050

Current estimated total estate tax, Farmer B’s
alternative Plan ...........oveiivinieiiiin e $ 313

Current estimated total estate tax, Mrs. B’s
estate under Farmer B’s alternative plan .........cc.....ccoooeeien. $ 10,050

Current estimated total estate tax, both deaths,

Farmer B’s alternative plan.............ccoooviiiinniinniiinnennn. $ 10,363

As can be seen in the above totals, the estimated tax liability for
the combined deaths of Farmer and Mrs. B under the alternative
plan is considerably less than under Farmer B’s original plan
($10,363 as opposed to $71,811). This difference of $61,448 has re-
sulted without changing any of the basic objectives of Farmer B’s
will. Only the means to accomplish the objectives were altered.

Another possible solution with basically the same tax conse-
quences would be creation of a testamentary trust (or trusts) with
either all or part of the land. Like the life estate, the trust(s) could
be designed to allow the son to continue farming, with the wife and
daughters designated as trustee(s) and/or beneficiaries depending
on which structure best fits the family situation.

A third solution would be for Farmer B to maintain his estate plan
as is, leaving Mrs. B the responsibility for distributing her own es-
tate. However, because time of death is so uncertain, there is no
guarantee that Mrs. B would be able to execute the necessary plan.
The risk involved for this alternative would be higher than for the
previous mentioned alternatives. It should be recognized that, if
this is the case, Mrs. B would have to be much more discrete in the
selection and utilization of tools in her estate plan since no spouse
is available for the marital deduction. Utilization of the annual gift
exclusion would probably be the primary tool employed, because
$10,000 per year could be given to as many donees as desirable, tax
free. Mrs. B could thus effectively reduce her estate by $60,000 per
year to her three children and their spouses for as many years as
necessary to reduce her estate under that level covered by the un-
ified credit provision.
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Farm Estate E, An Alternative Plan

This farm estate transferred in the pre-1977 period. Because cur-
rent-use valuation for the real property was not available at that
time, it was not considered for inclusion in the alternative plan de-
veloped under the present conditions. Also, since there was no sur-
viving spouse involved in this estate (the estate owner was a widow),
the marital deduction was excluded from the alternative plan. The
estimated 1984 estate settlement appears in the following outline:

Real estate (1,061 acres at $505 per acre) $535,805
Stocks and bonds...........c.oceeiinens 13,654

Life insurance............ 1,000
Notes and cash................. 3,783
Other miscellaneous propert; 12,122
Total gross estate............ . $566,364
Debts, mortgages, 10SSes .........c.uuueriiiiiiiiiiiniiiiiiiiaen (- 2,910
Administration and funeral costs.............coooviiiiiiii (-) 2,999
Adjusted gross eState ..............coeiiiiiiiiiiiiiiin e $560,455
Estate marital deduction .............ccocooviiiiiiiii (-) -0-
TaXaDLE EStALE .. v vevniteeirtie ettt eeens $560,455
Tentative gross €state taX...........ovviviiiiieiiinriineiieeaenrn $178,168
Available unified credit ..........co.cooiiiiiii (-) 96,300
Credit for Alabama death tax ...........ccoooeviiiiiiiiiiinin. (-) 12,418
Federal estate tax due.........oooivveniiiiiiiiriniiii $ 69,450
Total estate tax due .......oeveiniveiniiineee $ 81,868
Current estimated total estate tax, Mrs. E’splan ..............oooniil $ 81,868

As can be seen in the above calculations, the current estimated
tax liability for the estate under Mrs. E’s plan at present estimated
values is rather high. Two reasons for this are that the marital de-
duction and current-use valuation provisions were both unavailable
for utilization in the estate plan. These two tools are primarily ap-
plied to an estate at the time of death, since they are testamentary
in nature. Therefore, in developing the alternative plan for this es-
tate, consideration was given to the use of other tools, some of
which were of an intervivos nature.

A review of Mrs. E’s estate objectives reveals that her desire was
to pass all property, real and personal, to her daughter. There are
two tools, along with their possible modifications, that are readily
available for utilization in this situation: the annual gift exclusion
and the unified credit provision. The alternative plan for this estate
is stated as follows:

Utilize the annual gift exclusion to pass property (either real or
personal) tax free to the daughter, at least in that amount necessary
to reduce the taxable estate to the level that will pass tax free under
the unified credit provision.

If lifetime gifts under the annual gift exclusion had been em-
ployed in this estate plan by Mrs. E, the gross estate could have
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been effectively reduced by about $192,000 from the time of
Farmer E’s death to the present time, assuming Mrs. E would make
the gifts to both her daughter and the daughter’s husband. The
$192,000 is a conservative estimate because it represents only the
value of the annual gift exclusion over those years. However, the es-
tate would probably have been reduced even more because if land
had been the substance of the gift, the exclusion would have passed
not only the land at its gift value, but also any appreciation that
might have accrued to the land. The projected settlement of Mrs.
E’s estate plan with the inclusion of lifetime gifts is shown by the
following estimated settlement:

Total gross estate before gifts.........cccooeeoiniiiiiiiiiin . $566,364
Lifetime gift utilizing the annual gift exclusion
($6,000 x 22 years, plus $20,000 x 3 years)..........cccceevveerennenn. (-)192,000
Total gross estate after gifts ....... TP $374,364
Debts, mortgages, 10SSes .........cocoviiiiiiiiiiiiiiiin i (-) 2,910
Administration and funeral costs...............cocevviiiiiiiinninnaiinn. (-) 2,999
Adjusted gross estate................ PRI $368,455
Estate marital deduction =) -0-
Charitable bequests .. =) -0-
Taxable estate............. $368,455
Tentative gross estate tax $111,075
Available unified credit.......... e () 96,300
Credit for Alabama death tax .............ccooviviiiiiieiiiiiniinenn. (-) 5,791
Federal estate tax due............ooiviiiiiviiiiiiie s $ 8,984
Total estate tax dUe ..........ovviiviiiiiiiiiiiiii s $ 14,775
Current estimated total estate tax, Mrs. E's Plan...................... $ 81,868
Current estimated total estate tax, Mrs. E’s
alternataive plan with gifts ............ccoocoovin $ 14,175
Current estimated total estate tax SaVings ..............coveevveeinerinnes $ 67,903

The above estimated settlements reveal the realistic tax liabilities
that this estate could encounter under present conditions, assuming
current-use valuation would not be employed in the appraisal
scheme. The estimated tax savings gained from the inclusion of gifts
in the estate plan are also shown and, as can be seen, these reduced
the estate tax liability about 82 percent from $81,868 to $14,775.

Transfer of the estate by annual tax free gifts reduces the gross es-
tate gradually, but effectively. In general, for the gift to be effective,
the donor must relinquish all control and ownership of the gift.
Many estate owners are sometimes reluctant to do this, and the rea-
soning for this attitude is understandable. Also understandable,
however, is the question, “Who would you rather receive your
property — your family or the government?”

There are two other estate planning tools that can be of service to
estate owners in this situation, and these could have been employed
by Mrs. E if she had so desired: the irrevocable trust with a “Crum-
mey’ provision and the corporation. Under both of these tools, the
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estate owner could maintain some control over the gifts without
ownership. For the irrevocable trust, the control would be in an in-
direct manner. The trust agreement would state the conditions of
how the beneficiaries could receive or use the property. For the
corporation, the estate owner would have more direct control be-
cause 51 percent ownership in the stock governs the direction and
actions of the corporation. For Mrs. E’s estate, the main concern
with both these tools would be the consequences of utilizing land as
the gift corpus. In this case, competent farm tax lawyers and ac-
countants may need to be consulted.

Farm Estate J, An Alternative Plan

This farm estate transferred in the post-1981 period and is similar
to farm estate E in that no spouse was available for utilization of the
marital deduction. It is also similar to farm estate E in that current-
use valuation was not employed in appraising the farm real estate.
The estimated 1984 estate settlement under Mrs. J’s original plan
appears below:

Real estate (837 acres at $621 PEr acre)............cveevveierviiiiiiiinnns $ 519,777
Stocks and bonds ..........eiiiiiiii -0-
Life INSUTANCE ... .. iviiniieireeteieit et eee e re s et eaaene e eaneneaeaeins 11,973
Notes and CaSH......viviieiiiieii e e 15,545
Other miscellaneous property partnership interest.................... 1,439,559
Total Gross eStAte ........ccuvuvveriniiiiiinieiiiine e $1,986,854
Debts, mortgages, 10SSes ........c.cocvviiiiiiiiiiiii (-) 156,337
Administration and funeral costs...............cooiiiii (-) 62,912
Adjusted gross eState ..........uuvrnreeiiiiiiiinneinii e $1,767,605
Estate marital deduction ............cocoeviveiiiiiiniii O] -0-
Taxable @State ... ....iviviiiiiii e $1,767,605
Tentative gross estate tax...........oovviiiiniiiiiiiiieiiniines $ 676,222
Available unified credit ..........c.oooooiii (-g 96,300
Credit for Alabama death tax ............cooccoivviiiin (-) 82,868
Federal estate tax due.........oooeviviiiiiiiini $ 497,054
Total estate tax dUe ........ovvviiiiiniiiiieiiiie e $ 579,922

The preceding outline shows Mrs. J’s estate plan under current
conditions. The calculation of the total gross estate gives consider-
ation to Mrs. J’s gift program of $79,000, which was accomplished
for the two sons over an 11-year period.

Review of the circumstances surrounding this estate reveals that
major obstacles were involved which prevented the use of certain
basic tax saving tools in the estate plan. There had been a divorce
and this prevented the utilization of the marital deduction. Mrs. J's

“health was poor and this precluded the purchase of additional life
insurance as well as the use of the private annuity. The partnership
was arranged in such a manner that either it did not qualify for, or
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the executors chose not to use, current-use valuation. These factors
combined to basically limit the options available to this estate for re-
ducing the tax liability. However, had some early intense planning
been applied to the situation, Mrs. J could possibly have accom-
plished her estate objective of passing the property equally to the
two sons with a reduced tax liability.

The tools applied to the alternative plan for this situation had the
capability of either reducing the gross estate or reducing the taxable
estate. The proposed alternative estate plan for Mrs. J’s estate un-
der current conditions appears in the following summarization:

Increase the level of lifetime gifts, utilizing the annual gift exclu-
sion, to include other family members within the two sons’ families.
Utilize the unified credit provision to aid in transferring the specific
devises to the two sons at a reduced tax cost. Then by way of the
will, establish a “life estate” in the residual property, naming the
two sons to receive an income interest for life in such property, with
remainder interests (the principal) to vest in either a private chari-
table foundation or another charitable entity of some type (for ex-
ample, an educational institution, a timber or forest preservation
and/or promotional foundation, etc.). This arrangement could then
be utilized to qualify the remainder interest for the charitable de-
duction and could help reduce the tax liability.

This particular arrangement would not be commonplace in its
usage and results only from the circumstances surrounding this
estate.

The settlement for this plan is outlined below and has included
five grandchildren who, along with the two sons’ wives, could qual-
ify for the annual gift exclusion over the same 11-year period as the
two sons:

TOtal GroSs ESALE ...vu.eerriiireeiiiineeiiiiee e $1,706,854
Debts, mortgages, 10Sses ...........cccooveeiniiiiinniiin . (-) 156,337
Administration and funeral costs.............cociveiiiiiiiniiinniinnne. (-) 62,912

Adjusted gross €state ...........veevuueieiiiieiiiiiieii e $1,487,605
Estate marital deduction .. (-g -0-
Charitable bequests ..... (-) 967,828

Taxable estate............. $ 519,777

Tentative gross estate tax.. $ 163,117
Available unified credit . §-) 96,300
Credit for Alabama death tax .. -) 10,791

Federal estate tax due............ S PP $ 56,026
Total estate tax dUe ........ovviviririiiiiiiieiiei s $ 66,817

The total gross estate in the above settlement is $280,000 less
than the total gross estate for Mrs. J's plan and reflects the utiliza-
tion of the annual gift exclusion over an 11-year period for the two
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sons’ wives and five grandchildren (10 years X $3,000 per year, and
1 year X $10,000 per year). The gifts to the children could be made
to an irrevocable trust with a “Crummey” provision with the par-
ents established as trustees. Various types of property could be used
to fund this arrangement, be it certain parcels of land or cash from
the sale of timber. If the gifts were made with property of an appre-
ciable nature (i.e. land), the effect on the gross estate would be
more pronounced because not only the gift value but also any ap-
preciation would be removed from the gross estate.

Establishment of the charitable deduction by way of the private
charitable foundation or other charitable entity requires specific
wording and structure and would need to be accomplished with
professional legal help. In general, the provision could be struc-
tured for the two sons to receive an income interest with the re-
mainder to charity; the two sons could receive the income produced
by the charitable trust for their life. The advantage of this particular
tool is that the family could still retain a monetary benefit from the
property. The disadvantage is that direct control of the property is
lost; however, this was the case anyway since much of the property
had to be sold to pay the taxes. While giving to “charity” may not
be the number one priority of an estate plan, if done correctly it can
save taxes and provide benefits for the family or business as well.
Again, competent legal assistance would need to be secured to es-
tablish this provision.

The settlement shows the unified credit provision used to pass
$519,777 in specific devises to the sons at a reduced tax cost. How-
ever, the provision may have been more effective if used during
Mrs. J’s life, especially if property of an appreciable nature (such as
land) is utilized in the transfer. Utilization of the unified credit pro-
vision during life means that it would not be available at death; how-
ever, if it would exclude more property from the tax, it would be
more efficiently utilized in life.

Concerning the property distribution, each son would receive a
little less property under this alternative plan than otherwise would
have been transferred under Mrs. J's actual plan at the time of
death. However, the income interest from the charitable entity
should help lessen this difference and, in the long run, the sons
would gain from this arrangement.

SUMMARY AND CONCLUSIONS

This study sought to describe and explain the various aspects of
the farm estate transfer process. The primary focus of the research
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centered on 10 actual farm case estates that had undergone transfer
within the past 15 years. The actual settlement process of these es-
tates was examined in detail, with consideration given to the objec-
tives and means of transfer, the federal and state estate tax liability
associated with the transfer, and the resulting effects of the transfer
upon the family and farm situation. Of the 10 cases examined, 7 (A,
B, C, D, G, H, and I) had the primary estate objective of caring for
the wife for the remainder of her life. Providing for the wife until
her death thus seemed to be the main concern of farm estates in-
volved in this study. The most common method used to accomplish
this objective was to leave the wife fee simple ownership in half the
real property and a life estate in the other half. Varying proportions
of personal or farm personal property were left to the wife in each
of these instances.

The second and third objectives of the estate plan became more
varied and personalized with the individual estate, and these in-
cluded both tax and non-tax objectives. Dominant in these second-
ary objectives, however, was the desire to provide an inheritance
for the children that would represent a “fair treatment” for each
child. In most instances, if the farm operation was to continue, con-
sideration was given to the on-farm heirs. In two of the estates ex-
amined, the wife was the estate owner, and in both instances the
main objective of the estate plan was to leave all property directly
to the immediate children. One case passed under the intestate
laws of descent and distribution in the pre-1977 period.

Concerning tax liability, the range of federal estate tax paid for
the 10 case estates in their original settlements was rather varied,
the low being 0 as recorded in estates D, H, and I and the high
being $546,318 as recorded in estate J. Estates A, B, C, and F in-
curred federal tax liabilities ranging from $41,119 to $73,647, and
estates E and G incurred federal estate tax liabilities of $12,273 and
$2,779, respectively. Two cases in this study, A and B, utilized cur-
rent-use valuation in the estate plan. This tool aided in reducing
their federal tax liability, an estimated $48,491 for estate A and an
estimated $96,568 for estate B.

With respect to the effects of the transfer on the family and farm
situation, most of the heirs of the various estates did believe that the
estate owners” objectives were accomplished in the transfer pro-
cess. Several operations have been rearranged as the result of the
transfer, and some are no longer directly involved in agriculture.
No major family problems developed as a result of transfer for any
of the 10 case estates examined.
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In the second part of the research, the 10 case estates were up-
dated to current estimated values by updating the estimated land
values of the particular estate. Because of the current “unlimited”
status of the marital deduction, the current level of unified credit
available, and other tools such as current-use valuation, the esti-
mated tax liability of several estates actually decreased from the ear-
lier period of actual transfer. Estates A, B, C, and F experienced
drastic decreases in their estimated tax liabilities under the estate
owner’s actual plan. Farm estate F experienced a tax decrease from
the earlier actual settlement because of the updated Alabama Pro-
bate Code. Estates D, G, H, I, and ] also experienced some de-
crease in the estimated tax liabilities, although such decreases were
not as pronounced as in the four previously mentioned estates. Es-
tate E, contrary to the other estates, underwent an approximate
five-fold increase in the estimated tax liability, with respect to the
actual period of estate transfer. When compared to the current es-
timated tax liabilities for no estate planning, all estates except E dis-
played a savings over the plan imposed under the Alabama Probate
Code. This held true under both fair-market and current-use val-
uation alternatives. Estate E was an exception because the plan for
this estate corresponded exactly to the Alabama Probate Code for
the given set of circumstances involved. There was no difference in
the updated estimated tax liability of estate E’s plan and the Ala-
bama Probate Code’s distribution of the property.

In the final part of the research, three case estates were selected
to illustrate the effects of the application of certain estate planning
tools to the estate transfer process. The three cases for this phase
were selected on the basis of the size of the present estimated tax
liability that would be incurred in both the estate owner’s and the
surviving spouse’s estate. The objective of this phase was to develop
an alternative plan that would reduce the estimated tax liability
within the circumstances associated with the particular estate. In all
three cases, an alternative plan was developed which accomplished
the estate owner’s objectives with a considerable reduction in the
present estimated tax liability. The tax liability of estate B was re-
duced from $71,811 for both deaths to $10,363; the tax liability of
estate E was reduced from $81,868 to $14,775; and the tax liability
of estate J was reduced from $579,922 to $66,817. In the property
distribution for each case, the heirs under the hypothesized alter-
native plans received the same or greater amounts of property as al-
lowed under the original transfer plan.

Results of this research seem to indicate that while the federal



68 ALABAMA AGRICULTURAL EXPERIMENT STATION

transfer tax does exist, most estate or transfer tax liability can be
avoided if farmers and farm-related small businesses will take the
time to do the necessary planning. While most estates in this study
incurred some level of federal transfer tax liability, the results in-
dicate that, with the current tools available and the range of flexi-
bility of these tools under current legislation, many farm and farm-
related estates should be able to eliminate most intergenerational
transfer tax and non-tax problems. The results also indicate that
avoidance of the tax liability can occur without loss of the estate
owners non-tax objectives for the estate transfer process. Both tax
and non-tax considerations can thus be accomplished with a prop-
erly developed and executed estate plan.
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APPENDIX A

NOMINAL AVERAGE FARM REAL ESTATE PRICES IN ALABAMA,
1949-84, INCLUDING THE PERCENTAGE CHANGE
IN PRICE AND THE RELATIVE PRICE INDEX

Year Average price Change in Price index
per acre price (1967 =100)
Dollars Percent
1949 51
1950 49 () 3.9 31
1951 53 8.2 33
1952 58 9.4 36
1953 60 3.4 38
1954 56 (-) 6.7 35
1955 60 7.1 38
1956 67 11.7 42
1957 71 6.0 45
1958 76 7.0 48
1959 86 13.2 54
1960 91 5.8 57
1961 95 4.4 60
1962 99 4.2 62
1963 106 7.1 67
1964 118 11.3 74
1965 130 10.2 82 -
1966 142 9.2 89
1967 159 12.0 100
1968 170 7.0 107
1969 187 10.0 118
1970 200 7.0 126
1971 226 13.0 142
1972 236 4.4 148
1973 267 13.1 168
1974 331 24.0 208
1975 364 10.0 229
1976 425 16.8 267
1977 477 12.2 300
1978 527 10.5 331
1979 639 21.3 402
1980 792 23.9 498
1981 935 18.1 588
1982 922 (-) 1.4 580
1983 876 (-) 5.0 551
1984 858 () 2.1 540

Source: United States Department of Agriculture, Farm Real Estate Market Develop-
ments, Outlook and Situation Report. Economic Research Service, Selected Annual Issues,
Washington, D.C.
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APPENDIX B

ESTIMATED PER ACRE AVERAGE CASH RENT FOR WHOLE FARMS, CROPLAND, AND PASTURE
LAND, ESTIMATED AVERAGE FARM REAL ESTATE TAXES PER ACRE, AND AVERAGE
ANNUAL NET CASH RENT FOR FARMS, ALABAMA, 1977-84

1977 1978 1979 1980 1981 1982 1983 1984

Cash rent,

farms........ $22.60 $23.50 $25.60 $28.30 $29.00 $30.10 $30.60 $28.80
Cash rent,

cropland ... 27.20 28.80 31.60 35.00 35.30 36.10 37.80 35.40
Cash rent,

pasture...... 11.80 12.10 13.60 16.10 17.10 17.40 17.40 18.20
Taxes .......... 0.57 0.67 0.92 0.90 0.90 1.20 1.20%  1.20%*
Net rent....... 22.03 22.83 24.68 27.40 28.10 28.90 29.40 27.60

*Calculated estimates of the average per acre rent in Alabama for 1981-84, since no official
estimates have currently been published.

Sources:

1. United States Department of Agriculture. Economics, Statistics and Cooperatives Ser-
vice, Farm Real Estate Market Developments, August 1980, CD-85, pp. 43-45.

2. United States Department of Agriculture. Economics Research Service, Farm Real Es-
tate Market Developments, August 1981, CD-86, pp. 38-40.

3. United States Department of Agriculture. Economic Research Service, Farm Real Es-
tate Market Developments, Outlook and Situation Report, August 1984, CD-89, pp. 18-20;
31.

4. United States Department of Agriculture. Economics and Statistics Service, Farm Real
Estate Taxes, 1979, No. 666, 14 pp.

5. United States Department of Agriculture. Economic Research Service, Farm Real Es-
tate Taxes, 1981, No. 701, 8 pp.

APPENDIX C

AVERAGE ANNUAL EFFECTIVE INTEREST RATES CHARGED ON NEW FEDERAL LAND
BANK LOANS, AVERAGED OVER THE FIVE PREVIOUS YEARS,
1977-84, FOR ALL 12 LAND BANK DISTRICTS

1977 1978 1979 1980 1981 1982 1983 1984
Pct. Pct. Pct. Pct. Pct. Pct. Pct. Pct.

Baltimore, Md................. 865 88 9.04 924 9.66 1048 11.82 12.07
Columbia, S.C. ... 858 879 896 9.17 940 981 10.93 11.14
Houston, Texas 829 848 860 876 9.09 974 10.88 10.92

Louisville, Ky. ................ 864 880 888 921 953 10.02 11.39 11.76
New Orleans, La.............. 8.26 8.48 872 8.96 33 9.88 1113 11.37
Omaha, Neb. .................. 8.70 892 9.05 9.25 .59 10.17 11.52 11.86
Sacramento, Calif. ............ 8.67 882 9.04 935 10.12 11.35 11.43

St. Louis, Mo...
St. Paul, Minn..

63
. 77 10.37 11.71 11.93
.. 821 847 8.69 8.95 .30 9.84 11.17 11.43
Spokane, Wash......... .... 863 888 9.10 9.31 .60 10.13 11.31 11.57
Springfield, Mass. ..... . 842 855 8.65 8.81 .10 9.52 10.71 11.03

Wichita, Kans. ............... 852 872 888 9.08 956 10.26 11.65 11.91

Source: United States Department of the Treasury, Internal Revenue Service. Federal
Estate and Gift Taxes, Publication 448; 1979, 1980, 1982, and 1984.

9
9
9.
. 850 871 893 920 9.
9
9
9
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APPENDIX D

UNIFIED CREDIT AVAILABLE PER ESTATE AS ESTABLISHED IN THE TAX REFORM ACT
OF 1976 AND THE ECONOMIC RECOVERY TAX ACT OF 1981

. . Amount of transfer exempt
Year Available credit from estate and/or gift tax
1977 $ 30,000 $120,666
1978 34,000 134,000
1979 38,000 147,333
1980 42,500 161,563
1981 47,000 175,625
1982 62,800 225,000
1983 79,300 275,000
1984 96,300 325,000
1985 121,800 400,000
1986 155,800 500,000
1987 192,800 600,000
Sources:

1. Internal Revenue Code; Volume 2, 1983; 2010(b), Commerce Clearing House, Inc.,
Chicago, Ill.

2. Analysis of the Economic Recovery Tax Act of 1981, 1981, Matthew Bender Company,
Inc., Section 161, New York, N.Y.

3. Uchtmann, Donald L., J. W. Looney, N.G.P. Krausz, and H. W. Hannah. Agricultural
Law: Principles and Cases, 1981, 567 pp., McGraw Hill Book Co., Inc.

4. Federal Estate and Gift Taxes: Code and Regulations, p. 9, February 1984, Commerce
Clearing House, Inc., Chicago, Ill.
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APPENDIX E
Credit Allowed for Estate Tax on Prior Transfers

This is a credit that is allowed against the tax liability of property within an estate
that transfers twice within a 10-year period. The credit is limited strictly to the tax
liability generated by the particular property, and is generally not available for the
estate as a whole. The amount of credit is limited to the smaller of the following:
(1) the amount of federal estate tax attributable to the transferred property in the
transferor’s estate, or (2) the amount of federal estate tax attributable to the trans-
ferred property in the transferee’s (decedent’s) estate.

The credit is limited in amount to the smaller of the tax liabilities generated by
the property in either the transferor’s or the transferee’s estate. There is also a limit
with respect to how much of either of the above can be applied as a credit, de-
pending upon the number of years involved. If the transferee deceased within 2
years of the transferor, the credit is 100 percent of either (1) or (2) above. If the
transferee deceased after 2 years of the transferor, the credit shall be as follows:

1. 80 percent, if the transferee deceased within years 3 and 4 of the transferor,

2. 60 percent, if the transferee deceased within years 5 and 6 of the transferor,

3. 40 percent, if the transferee deceased within years 7 and 8 of the transferor,
and

4. 20 percent, if the transferee deceased within years 9 and 10 of the transferor.

No credit is allowed if the transferee did not decease within 10 years of the
transferor.

Sources:

1. Internal Revenue Code, Volume 2, Section 2013, 1983, Commerce Clearing
House, Inc., Chicago, Ill.

2. Internal Revenue Service, Department of the Treasury, Federal Estate and
Gift Taxes, Publication 448, Rev. Sept. 1984, 33 pp., U.S. Government Printing
Office, Washington, D.C.

3. Federal Estate and Gift Taxes: Code and Regulations. February 1984, Com-
merce Clearing House, Inc., Chicago, Ill.
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@ Main Agricultural Experiment Station, Auburn.
v E. V. Smith Research Center, Shorter.

. Tennessee Valley Substation, Belle Mina.
. Sand Mountain Substation, Crossville.

Upper Coastal Plain Substation, Winfield.

. Forestry Unit, Fayette County.

. Chilton Area Horticulture Substation, Clanton.
. Forestry Unit, Coosa County.

. Piedmont Substation, Camp Hill.

. Plant Breeding Unit, Tallassee.

. Forestry Unit, Autauga County.

. Prattville Experiment Field, Prattville.

. Black Belt Substation, Marion Junction.
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. Lower Coastal Plain Substation, Camden.

. Forestry Unit, Barbour County.

. Monroeville Experiment Field, Monroeville.

. Wiregrass Substation, Headland.

. Brewton Experiment Field, Brewton.

. Solon Dixon Forestry Education Center,
Covington and Escambia counties.
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. Gulf Coast Substation, Fairhope.

. The Turnipseed-lkenberry Place, Union Springs.

. North Alabama Horticulture Substation, Cullman.

. Ornamental Horticulture Field Station, Spring Hill.



