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Keeping the Estate Tax

any is the year that a good

calving season is decimated

by disease, weather or coy-
otes. It's a simple thing to call the vet,
and with a lot of hard work a snow-
bound herd can be nourished through
a storm. Unfortunately recent legisla-
tion has made it increasingly difficult to
get the coyotes. Similarly, modern
ranchers are more suscepti-
ble than ever to estate losses
due to “tax coyotes” that can
eat up 55% of an estate’s
value. While other high net
worth individuals have much
of their estate in financial as-
sets, agricultural wealth usu-
ally is tied up in acreage,
equipment, livestock and
other commodities. This leaves the
agricultural estates of most ranchers
cash poor upon their death, and the
IRS does not operate on the barter
system.

Today, an estate worth $2,000,000
is required to pay a tax of $780,800
due within nine months of death (this
tax rises astronomically with larger es-
tates). Typically an estate of this size
will have a tax credit of $202,050
(1998 figure), providing the deceased
did not make excessive lifetime gifts.
After applying this credit, the tax bill is
still in excess of $575,000! Coming up
with enough cash to pay this bill is a
tough order for any producer, let alone
a temporary manager called on to
work only during an estate’s settle-
ment period.

The executor(s) or personal repre-
sentative(s) of the estate must first
drain what cash is available and then
are forced to sell off assets to pay the
bill. Stored grain and livestock go first
as they are the most liquid, and the
market dictates the price. If you died
when these commodities were at a
premium, your estate might benefit,
but there is not a lot of leeway if the
price is low. Even after selling these
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liquid assets most of the tax bill is
often left unpaid. Equipment comes
next, and that great deal you got on
old so-and-so’s grinder becomes an
even better deal for the guy whose
cows have been doing the two-step
with your bull without paying for the
dance!

The executor(s) may try to retain
some equipment so that your heirs

Before you can say “hailstorm coming”
the $2,000,000 farming operation you
spent your lifetime putting together is
cutinhalf...

can continue to produce, but usually
that means turning to the most durable
of all farm goods, LAND!! This will
command better prices than equip-
ment, and often will sell for more than
what you thought it was worth, with
land more and more difficult to obtain.

Before you can say “hailstorm com-
ing” the $2,000,000 farming operation
you spent your lifetime putting togeth-
er is cut in half (and other creditors
and estate settlement advisors have
yet to be paid). Part of the ranch that's
been in your family for years is now
under new ownership, and what is left
to your family may be difficult to man-
age, given the lack of equipment and
capital. This is the last thing most men
and women of the land want as their
legacy.

How can this be prevented? The an-
swer lies in estate conservation plan -
ning. This is the science of preventing
estate erosion, and involves the right
mixture of simple and complex tech-
niques. The process can be simplified
by developing the right estate planning
team. Begin by finding an expert who
specializes in estate conservation.
Make sure their reputation extends be-
yond your hometown. This might be

an accredited life insurance agent
(CLU, ChFC, or CFP), a tax attorney
(LLM) or a CPA with an estate plan-
ning focus. If the normal person who
handles your insurance, legal or tax
work does not specialize in this area,
then be prepared to extend your
search.

One place to find the expert is
through successful producers who re-
cently updated their estate
plans. Estate planning is a
complex, ever changing
process, and many people
with perfect plans five
years ago now have one
that’s full of holes. Last
year (1997) was a key year
for changes, most of which
greatly benefited the agricultural pro-
ducer, and therefore all pre-1997
plans need review. Ask for and check
the references of anyone you don’t
know, and be wary of anyone who can
solve your problems quickly without
getting to know you, your operation
and your dreams for the future.

The ideal estate planning expert will
be a cross between a coach and a
guarterback as they guide you through
the process. They should be able to
prove their knowledge and compe-
tence to you with a thorough analysis
of your situation that you can under-
stand. They should be adept in the
use of various techniques based on
the different scenarios for your future
(you die first, your spouse dies first,
you die together, etc.). Any plan they
design should be a natural fit, and not
a pre-packaged gimmick that “works”
for everyone.

At some point your estate planner
should suggest the involvement of spe-
cialists from other fields. These individ-
uals should not complicate the
process. Attorneys are needed to draft
legal documents such as wills and
trusts, life insurance agents and finan-
cial planners can provide funding for



RANGELANDS 21(1)

estate taxes, and accountants and tax
attorneys can give advanced tax ad-
vice. They all should be able to work
seamlessly with your life-long advisors.

Everyone needs some estate plan-
ning, and if you have assets in excess
of $625,000 and do not want to see
the government as one of your primary
beneficiaries, then it is especially im-
portant you uncover some of the facts
pronto! Two weeks spent working on
your estate will be more valuable to
your survivors than ten years of ex-
panding herds. It is particularly impor-
tant to plan now if your spouse is living
in order to capitalize on a second es-
tate tax credit of $202,050. A qualify-
ing farm/ranch exemption might save
an additional $200-300K in taxes on

note each properly applied credit low-
ers your tax bracket, and saves more
money from taxation. Finally, it is pos-
sible to put off all taxes until death of
both spouses, which can significantly
reduce or altogether eliminate the bill.

Estate planning becomes more ex-
pensive as you get older, and your op-
tions will decrease, so it's best to bite
the bullet early. Life insurance, wills,
trusts, gifting and asset shifting can all
be involved and the use of these tech-
niques gets more complicated
with age. The proper applications of
these tools are the estate planner’s
best weapon against a pack of howling
IRS coyotes. With education, most
ranchers realize the importance of
these methods, and embrace their

usage, so its important to seek out the
right solutions with an open mind. It
might help to keep in mind that there
are not too many lawyers and insur-
ance agents who appreciate the
essence of a summer feed lot, but that
has not stopped them from eating T-
bone!

Sean McCann, CLU, ChFC, is a financial
consultant specializing in rural estate and
small business planning. A graduate of the
University of Colorado School of Business,
Sean is from a family rich in agricultural tra-
dition. He works with farmers and ranchers
throughout the Rocky Mountain and High
Plains region and resides in Littleton,
Colorado with his wife and son. He can be
reached at (303) 871-7217.
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The Mule Deer Foundation-Executive Director

The Executive Director serves as chief operating officer for the
Foundation and is charged with implementing policies and pro-
grams of the Foundation for the benefit of Mule Deer. The
Executive Director is administratively responsible to the Mule Deer
Foundation Board of Directors. Essential tasks include (1) main-
taining Foundation administrative operations, (2) public relations,
(3) fund raising, and (4) Board relations and communications. The
Executive Director is an Ex Officio member of both the Executive
Committee and Board of Directors. In this capacity the Executive
Director serves as overall liaison to all Foundation program adviso-
ry committees and maintains personal contacts with office and field
staff, the Board of Directors, volunteers, and the public. Applicants
must have demonstrated an ability to administer a private, nonprofit
Foundation structured with office staff, field staff, and volunteers,
including an understanding of the legal responsibilities and con-
straints of such an organization. Excellent written and oral commu-
nication and interpersonal skills and the ability to establish and
maintain effective working relationships with federal, state, region-
al, and local agencies, community |eaders, and the general public
are a must. Applicants must possess a B.S. degree in
Administration, Biology, Natural Resource Management, or suit-
able closely related fields and have a minimum four (4) years of
demonstrated responsible administrative experience. Competitive
salary and benefits package. For more information contact Dr.
Terry A. Messmer, Chairperson, MDF Executive Director
Search Committee, UM C 5210, L ogan, Utah 84322-5210. Phone
435-797-3975, email:

terrym@ext.usu.edu. To apply send a resume and references to
address provided.




