Farm Management
88 www.FarmProgress.com ◆ September 2011

Prairie Farmer

Make hay while the sun shines
M

Y father used to say, “You have to
make hay while the sun shines.”
We all know what that means. You
cannot do some things except when the
conditions are right, and if you need to do
those things, you have to act when the opportunity presents itself.

Start making hay
In 2009, Bob and Sue were in their early
80s. Sue was in good health with a sharp
mind, but Bob’s Alzheimer’s disease was
getting serious. Sue and their four children
acknowledged they had not done proper
estate planning, and panic was setting in.
Bob and Sue’s estate consisted of
about $2 million in savings, securities and
a home, plus farm ground appraised at
more than $8 million. Half of the land was
in a corporation and the other half held in
joint tenancy. Incidentally, the appraiser
was conservative. I know they would not
have sold that land for under $11 million.
At the time, the Illinois death tax exemption was $2 million per person, and the
federal exemption was $3.5 million. The
lifetime gift tax exemption was $1 million.
Both state and federal death taxes were set
to expire for 2010, with the federal death
tax to return at $1 million in 2011.
Had they died in 2009 and the Internal
Revenue Service appraised the property
at $11 million, the death tax would have
amounted to more than $1 million to
Illinois and around $2.7 million to the U.S.
(If the federal exemption dropped back
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to $1 million, you don’t even want to see
that number!)
The family agreed they better make hay!

How we solved their tax problem
What I am about to write must be read with
caution. I am leaving out very complicated
details to give you an overview of what has
turned out to be a very effective plan.
The first hurdle was how could Bob
plan at all? He was not of sound mind. This
definitely clouded the haymaking sky.
Fortunately, a few years ago he signed a
very broad power of attorney, giving Sue
the right to give assets away and to create
trusts on his behalf. That was a very unusual power of attorney; in many cases I
advise against it. But under the circumstances, it was a lifesaver. Sue could plan
on Bob’s behalf.
We formed a foreign limited liability
company, or FLLC, to hold the land and
corporation. Sue formed a revocable trust
and an irrevocable trust, and did the same
on Bob’s behalf. Sue created another special trust for their home that allows the
children to own it after three years. Doing
so was considered a gift of about twothirds of the actual value of the home.
After appropriate business appraisals

were performed, Bob and Sue each
gave a small fraction of their FLLC
to their irrevocable trusts. Each reported a gift of just over $200,000,
and no tax was due. Each sold
their remaining FLLC shares
to their irrevocable trust in exchange for an installment note
paying about $125,000 annually
to each of them. They held the
rest of their assets in their revocable trusts.

Fast-forward to 2011
Life goes on for two years, with Bob and
Sue receiving two annual payments. Their
farmland has appreciated to more like $14
million. The 2010 Tax Act changed the lifetime gift tax exemption from $1 million (of
which each had used about $200,000) to $5
million. Time to make the next crop of hay!
Bob makes another gift of $1.25 million,
but will continue to receive payments
from his irrevocable trust in the amount
of $75,000 per year for seven more years,
longer than his life expectancy. Sue makes
another gift of just under $1 million, and
will receive $125,000 per year for life, but
increasing 4% annually.
No gift taxes have been paid or are due.
Bob has made gifts of $1.45 million and
still has an estate of $1 million, which will
shrink every year by about $70,000. Sue
has made gifts of $1.275 million, and her
remaining estate is less than $550,000.
So long as the death tax exemptions

(state and federal) remain $2 million per
person or greater, their mostly federal
death tax will be between $125,000 and
$0, depending on how long Bob lives; the
taxable estate goes down every year, so
“long live Bob.”
Because of the type of trusts used,
$16 million of family wealth will pass deathtax-free for as many future generations as
the children choose to let it.

Ask the expert
Curt Ferguson is an attorney
from Salem who helps families
accomplish estate-planning goals.
Go online to www.tlcplanning.com to
learn more.
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Come visit us...

24FT Trailer Tender

Lot #350
Join us at:
Doyle Equipment
Manufacturing

Worldwide
Quality Fertilizer
Blending, Conveying,
Tending, and Spreading Products !

Two Hard-Working
Field Hands
5 & 6 Ton
PTO Drive
Pull Type Spreaders

DIESEL KLEEN® +Cetane Boost ®
For maximum engine performance and fuel economy.
Cleans dirty injectors and boosts cetane up to 6
numbers. Contains Power Service proprietary lubricator
Slickdiesel ® for maximum fuel lubrication to protect
fuel pumps and injectors from excessive wear.

CLEAR-DIESEL® Fuel & Tank Cleaner

Field Loaders

2, 5, 6, 8, 10 & 13 Ton Direct Drive
Rotary Blend System
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D
l Equipment
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Mfg. Co., Inc.
4001 Broadway, P.O. Box 3024, Quincy, IL 62305
Toll Free: 800-788-8085 Fax: 217-223-3655
Email: doyle@doylemfg.com Web Site: www.doylemfg.com

Advanced fuel tank cleaning technology for preventive
maintenance or immediate clean-up of equipment or
fuel storage tanks. Disperses diesel fuel contaminants
and removes water. +PetroFresh® keeps fuel fresh for
long-term storage stability.
Visit us at www.powerservice.com for a
complete list of stores and locations where
we can put America’s No. 1 selling brand of
diesel fuel additives to work for you.

www.powerservice.com

