Land As Your Legacy®

Sample plan

An inside look
What you can expect from a
Land As Your Legacy® transition plan

About

96%

Only

1 in 3

of U.S. farms are operated by families1

of them have transition plans in place2

Without a plan in place, the state you live in will decide
how your farm will be distributed.

1

“2017 Census of Agriculture,” USDA (April 2019).
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“U.S. Farm Succession Plans and the Process of Transferring Land Ownership,” J. Michael Harris
and Ashok K. Mishra, Agricultural & Applied Economics Association Annual Meeting (2016).
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Page highlights
•

Our overview of the family
and farm’s operation,
along with a snapshot of
assets and cash flow

Discussion points

4

•

Consider the need to
establish business entities:
commonly one for land
and a separate one
for operations

•

Consider any needs to
establish or update estate
documents

•

Consider the need for life
insurance to cover debts,
provide equalization of
estate or to cover the lives
of key employees

5

6

Page highlights
•

Provides a summary of
the family’s current
estate documents

•

Compares current
transition plans with the
family’s stated goals to
identify needed changes
to the estate plan

Discussion points
•

7

Review risk of farm
fracture given current
estate planning
documents, and consider
any needed changes to
preserve both the farm
and the owners’ intentions
for its future

Farlll Real Estate
Trust Example

Don
Smith

Gail
Smith

Page highlights
•

Benefits
• Control farming real estate for
generations

Revocable Living Trust
Dated (Not Yet Established)

• Provide cash to the trust to allow farm
operators to acquire or purchase

Grantor(s): Don and Gail Smith

non-active family member's interest
Property subject to
Probate

Life Insurance
on family members owned
by business entity or the
trust

in the farm.
• Ability to restrict distributions to
beneficiaries, i.e. spendthrift
provisions
• Ensure privacy in the settlement of
your estate

Ashley
Smith

Brenda
Jones

Dan
Smith

• Avoid probate costs

Revocable Living Trust Example
• Don and Gail, the grantor(s) control the trust during life and retain access to trust income and principal. The trust
owns and controls the farm real estate (or business entity that holds the farm real estate) while Don and Gail are alive.
Upon the death of the grantor(s), the successor trustees manage the trust according to the terms of the agreement.
• After the death of the grantor(s), the trust may continue to hold the farm real estate or distribute the real estate to the
trust beneficiaries.
• Life insurance on the grantor(s) can provide additional liquidity to the trust to balance inheritances, or help expand
the farm operation.

Important Note: Federal income tax laws are complex and subject to change. This information is based on
current interpretations of the law and is not guaranteed. Neither Nationwide, nor its employees, its agents,
brokers or registered representatives gives legal or tax advice. You should consult an estate attorney or
competent tax professional for answers to specific tax questions as they apply to your situation.
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See how the use of a
revocable living trust and
life insurance can work
together to provide the
liquidity at death that may
be necessary to ensure
the farm can pass
successfully to its next
generation of owner(s)

This report is not complete unless all pages are included
CONFIDENTIAL - All Numbers are approximate and subject to change
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Discussion points
•

Identify wishes for the
transition of both the
farm’s operation and,
if different, the future
ownership of all land

Page highlights
•

Presents a strategy to get
the farm or ranch business
to the individuals who
will take over operation;
additionally, we show ways
to distribute non-farm
assets or cash (from life
insurance) to beneficiaries
who will not play a role in
the succession of the farm
or ranch

•

You can more clearly see
how properly designed
estate documents can help
get the land, equipment
and any other farm-related
assets to the active children

Discussion points
•

9

Begin discussion of using
life insurance as a solution
that can help provide an
income tax-free death
benefit to nonactive heirs

Page highlights
•

Identifies the current
business structure of the
operation and both the
current and future key
decision-makers

Discussion points

10

•

Consider if the current
business structure is best
to meet stated business
planning goals

•

Also begin discussing
a tool called a buy/sell
agreement and how it can
be used as an automatic
trigger to transition
operations upon such
events as retirement,
disability and/or death

Page highlights
•

Review how an installment
sale could be used to
transition operations
during the life of the
current owner(s)

Discussion points
•

This method for sale
could accomplish
multiple objectives:
– For the current owners,
it may provide a source
of retirement income
or lessen capital gains
taxes (compared to a
lump-sum sale)
– For the new ownership,
this method can be
easier to finance,
given that it is over
many years

11

Page highlights
•

See how a buyout could
be implemented either
before or after the passing
of current owner(s)

Discussion points

12

•

How and when do current
owners want to receive
compensation?

•

Is the next generation
ready to take control
prior to the passing of
the senior generation?

Page highlights
•

Review the current
structure of the business
entity (sole proprietorship,
partnership, limited
liability corporation
(LLC), S corporation,
C corporation, etc.)

Discussion points

13

•

Does the business entity
have a mix of active and
nonactive members?
How is each party
compensated? Which
members seek control?

•

Is the business capable
of being continued in
the event an owner
becomes disabled,
retires or passes away?

Page highlights
•

Consider a family limited
partnership (FLP) for
your operation when
you have a mix of active
and nonactive members
that may pool together
financial support, but
don’t all share leadership
decisions; an FLP may
provide opportunities to
maintain control of your
operation while minimizing
estate taxes upon death

Discussion points
•

14

Consult with your
planning team to identify
whether an FLP can help
reduce the value of your
estate while it transfers
ownership to your children

Page highlights
•

We provide an example of
how to structure your farm
or ranch to help receive
the maximum amount
of Farm Service Agency
(FSA) payments

Discussion points
•

15

Review FSA payment
eligibility guidelines and
whether changes to your
business structure could
benefit your operation

Page highlights
•

Identifies a nonfamily
employee integral to your
operation and protection
measures you should
consider; if something
were to happen to this
employee, consider steps
you’d take to hire and train
a replacement

Discussion points

16

•

If your key employee is
loyal and unlikely to quit,
your first step should be to
consider a key person life
insurance policy to soften
any financial impacts from
a sudden death

•

Cash value life insurance
could also be considered
a fringe benefit that could
be gifted upon retirement
and used as a source of
tax-free retirement income
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Page highlights
•

With a tax-advantaged
retirement plan, you can:
– Help reduce the
taxable income of
your operation
– Provide a source
of future income
independent from
your farm or ranch
– Provide a vehicle to
retain and reward
long-term employees

Discussion points
•

18

Review options with your
financial professional and
your accountant to find a
tax-advantaged retirement
plan aligned to your
operation and objectives

Page highlights
•

Review how a donoradvised fund operates and
how it can help the farm
owner fulfill a charitable
intent; this strategy can
provide an up-front
tax deduction and may
provide the ability to
direct distributions and
investment of fund assets

•

Note that a donor-advised
fund is a separately
identified fund or account
that is maintained and
operated by a section
501(c)(3) organization,
which is called a
sponsoring organization
(such as a public charity)

•

Once the donor makes
the contribution, the fund
has legal control over
it; the donor, or donor’s
representative, retains
advisory privileges with
respect to the distribution
of funds and the investment
of assets in the account

Discussion points

19

•

Will income and tax
breaks from the donoradvised fund be sufficient
to replace your current
income situation?

•

Who will manage the
donor-advised fund?

Page highlights
•

A charitable remainder
trust (CRT) is another
tool to consider that can
accomplish charitable
goals, while providing
tax benefits during the
farmer’s lifetime; the
senior farmer transfers
highly appreciated
property (that, during
one’s lifetime, may
otherwise require the
payment of capital gains
taxes upon its sale) to the
CRT; the donor retains a
right to a level of income,
but because trust assets
must be distributed to a
qualified charity at death,
an immediate income tax
deduction is allowed

Discussion points

20

•

How would income from
the CRT be used?

•

Could additional wealth
transfer strategies be
used to provide tax-free
benefits for children
or beneficiaries?

Page highlights
•

An additional tool to
facilitate the sale of highly
appreciated property is
a deferred sales trust; this
tool may help to minimize
capital gains taxes for
the seller

•

Reduces potential tax
burdens and allows more
of your money to go to
work for you

Discussion points

21

•

How can trust income be
used to accomplish your
overall financial goals?

•

How can taxes on trust
income be minimized?

•

What new investments can
be considered, given this
new source of cash flow?

Page highlights
•

Introduced as part of
the 2017 Tax Cuts and
Jobs Act, this strategy
may allow tax defferal of
capital gains taxes through
2026 (or until your taxes
are due for 2026 on
April 15, 2027)

•

Those who qualify may
receive a potential 15%
reduction in overall capital
gain tax exposure

•

Lastly, this strategy
allows for the elimination
of capital gains tax on
growth if held in the
qualified opportunity fund
for over 10 years

Discussion points
•

22

Consult with a local
accountant to identify
whether this strategy
can help alleviate
capital gains taxes on
appreciated property

Page highlights
•

There are likely many
discussions to be had
between the family, the
Land As Your Legacy®
advisor, and the family’s
tax and legal professionals

•

Use this checklist to help
prioritize discussions
and to identify which
specialists can best help
with each topic

Discussion points

23

•

Which matters need to be
addressed soonest?

•

What risk management
gaps have been uncovered?

•

Is the family’s business
structured appropriately
to meet stated goals and
objectives?

24

25

26

27

28

29

30

Have additional questions
about Land As Your Legacy?
Please contact your
Land As Your Legacy
advisor or visit us at:
Nationwide.com/YourLand
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This material is not a recommendation to buy, sell, hold or roll over any asset, adopt an investment strategy, retain a specific investment manager or use a particular account type. It does
not take into account the specific investment objectives, tax and financial condition, or particular needs of any specific person. Investors should discuss their specific situation with their
financial professional.
Federal income tax laws are complex and subject to change. The information in this paper is based on current interpretations of the law and is not guaranteed. Nationwide and its
representatives do not give legal or tax advice. An attorney or tax advisor should be consulted for answers to specific questions.
Nationwide, the Nationwide N and Eagle, Nationwide is on your side and Land As Your Legacy are service marks of Nationwide Mutual Insurance Company. © 2019, 2021 Nationwide
NFM-18455AO.2 (03/21)
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