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Planning the Farm Estate 
Dale C. Dahl, Extension Economist in Legal Affairs and 

Professor, Department of Agricultural and Applied Economics'" 

Estate planning is one of the most im
portant activities you can undertake. It is 
important because it deals with your 
property, the estate, and your loved ones, 
who will receive the estate upon your 
tleath. 

THE FARM ESTATE 
Your estate i~cludes all things of value 

in which you have ownership interest" 
This includes all real property (your 
farm, buildings, other land, and things 
attached to the land), as well as all your 
personal property (machinery, trucks, car, 
livestock, stocks, notes, etc.). An estate 
inventory includes bank accounts, bonds, 
stocks, notes, mortgages, accounts receiv
able, life insurance, legal description of 
re,d estate, business investments, and a 
listin!! of significant pieces of personal 
property. 

As important as what you own is how 
you own it. Fee simple is the most com
mon form of outright ownership. It al
lows exclusive use and the sole right to 
dispose of property. Variations of this 
form of ownership include those that 
condition the use of the property (fee sim
ple determinable). An important form of 
ownership interest is a life estate. A piece 
of lantl, for example, can be conveyed to 
another person for life. The length of the 
person's life determines how long rights 
in the property last. A remainder owner
ship interest is current recognition of 
who will have rights to the property 
when the person having the life estate 
interest dies. It is possible, for example, 
for a man to give a life estate interest in 
his farm to his wife and remainder inter
Pst to his children. It should be noted, 
however, that such an arrangement 
crc·ates serious commercial transfer prob
lems. 

0 Tlw author anknowlt•dg:Ps the lwlpful eommC'nts 
of Proft·ssor Hoh('rt St<'in of the Univt•rsity of :\tin
IH·sota Law School; Gl'org{' Kt•rr, Hocht•stcr attorn('y; 
and St<'Vl'n Dokk('n, Farihault altonwy. All errors 
:m· lht• author's. i\latt(•rs of law should ht• dwck<•d 
with your attonwy lwfor(' yon initiate C'stnt<' plans. 

1 I\·Jinn. Stalutes .'52.1).13: '' ... tlw word t•statc 
ineltHl<•s c.:•vt•ry right and intt•n•st of a dt•ct•dt•nt in 
Property, J'('al or IWrsonal, <>Xct•pt sudt as an• tl·rnti
nah·d or ot]wrwise cxtinguislwd hy his dt•ath ... Also 
""" pag<' 4, U.S. Estatl' Tax lktnm, Form 706, 
U.S, Tn•asttry DC'partnwnt, Intf'rnal Rt•vt•ntte S('rvice. 

Under co-ownership of property, two 
or more persons share the ownership of 
the same piece of property at the same 
time. Such property can be held as ten
ants-in-common or as joint tenants. Prop
erty held by tenants-in-common indicates 
that the parties each own undivided 
shares of the property. Upon the death of 
one tenant, his share of the property is 
transferred to his heirs. Joint tenants, on 
the other hand, have an agreement to 
transfer the property in its entirety to the 
surviving tenants. 

All real and personal property (includ
ing life insurance proceeds and joint 
tenancy property) is considered the gross 
estate of a deceased person. The concept 
of gross estate is used in determining tax 
liability. The probate estate usually is 
less than the gross estate. The probate 
estate, for example, does not include life 
insurance proceeds~ and joint tenancy 
property. Although a list of nonprobate 
items must be filed with the probate 
court, the probate court transfers owner
ship of only certain property. Insurance 
and joint tenancy property are trans
fen·ed bv means of contract. The means 
whereby other components of an estate 
can be transferred or distributed can be 
selected or modified according to your 
goals. 

PLANNING GOALS 
Estate planning is a complex process 

because it involves satisfying multiple 
goals, usually with sophisticated legal 
and business instruments. You will need 
professional advice in developing your 
estate plan. 

You may have several goals. You may 
want to provide one or more of your sur
vivors with income security. You may 
wish to provide maximum opportunity to 
a son to continue operating the farm or 
to get started in farming. You may want 
to assure that the farm will stav in the 
family and be operable as a single unit 
ov<'r time. You may want to treat your 
children equitably, but not necessarily 
equally. You may want one son to have 

~ Exct~pt where the beneficiary named is the es
tatt• itsdf. 

specific items of your real or personal 
property upon your death. 

All specific estate planning goals 
usually reduce to three major objectives: 

"1. Transfer the largest amount of 
property to the heirs; 

2. Provide income and capital secur
ity for the parents; and 

3. Direct the distribution of the es-
tate assets." 3 

However, no two people are likely to at
tach the same weight to their goals, so 
estate planning is a highly individualized 
process. It is usually individual enough, 
in fact, to cast doubts on anyone advo
cating a single estate plan as best. 

COMMON ESTATE PLANS 
You have an estate plan even if you 

haven't overtly developed one. The state 
legislature has a plan for each citizen 
that will be your plan unless you devel
oped a contrary, legally acceptable alter
native. 

The plan provided you by the state 
can be regarded in two parts: estate set
tlement procedures and the distribution 
formula (intestate succession). 

Estate Settlement. The legal proced
ures for settling an estate are prescribed 
by the probate code, a group of statutes 
detailing the authority of the probate 
court and the steps it follows in handling 
an estate. Additionally, probate court 
rules have been drafted to guide probate 
judges in their responsibilities. Each 
county has a probate court. It deals with 
estates of persons residing in that county. 
Probatable property physically located in 
other states is probated in the state 
where it is located. 

At vour death, vour estate will need to 
be managed. If you have an operating 
farm, a farm manager may need to be 
designated. In any circumstance, your 
representative will be appointed by the 
probate court. If there is a will, the rep
resentative is called the executor (if a 
man) or executrix (if a woman). If there 
is no will, the representative is called the 
administrator or administratrix. 

If there is a will, someone must start 
the proceedings by offering the will for 
probate. This is done by filing a written 
petition with the court. If there is no 
will, the procedure is similar. The surviv
ing spouse, next of kin, or creditors may 
apply to the court for an administrator to 
take charge of the deceased's property. 

\Vhere a will is involved, the court will 
set and publish a date for "proving up" 
the will. Witnesses who originally signed 
the will mav be called to the court. If 
they are dead or unobtainable, other 
ways of proving a will are used. Objec
tions mav be made and, if thev are, the 
court m<tv establish a time to determine 
the valid{t)r of the will. Once proven, the 
will is recorded in the clerk's office and 
an official copy is given to the executor. 

The representative may be asked to 
file a bond to guarantee faithful per-

"l\·1. D. Boehlje and L. ~I. Eisgrnlwr, '"Estat<' 
I\lanngement for Indiana Farm Fan1ilies," Agricul
tural ExpC:'rimC'nt Station manuscript (processed), 
Purdue University, Lafayette, Indiana, August 1970. 
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formance of his duties in handling the 
estate. Upon appointment, the represen
tative takes possession of all personal 
propetty owned by or belonging to the 
decedent at the time of his death. The 
representative's first important job is to 
inventory the estate and file this with the 
probate court. He collects all debts owed 
the deceased, pays all creditors, and even 
may sue to recover money or property 
due the deceased person. 

The estate is held open for a period to 
permit all persons owing or owed by the 
estate to register claims. Some early dis
tributions of the estate mav be made to 
heirs if the court decides that creditors' 
interests are protected. After an appro
priate notice, the representative must 
distribute the property in accord with 
the will or provisions of the law, what
ever the case mav be. 

The executor ·or administrator makes 
reports to the court on his progress in 
settling the estate, including proof of tax 
payments. After h~ has finished his pre
scribed duties, he files a final report and 
petitions for discharge. ·when his report 
is accepted by the probate court, the 
estate is considered settled. 

Intestate Succession. When a person 
dies without a will, he is said to have 
died intestate. Probate assets owned by 
him at the time of his death will be dis
tributed according to a fixed plan pro
vided bv the statutorv law of :tvlinnesota. 
The ph{n is referred ·to as intestate suc
cession. This plan can be complex, de
pending upon the family situation in
volved. Ask an attornev how it fits vour 
special circumstances. · · 

The general pattern of estate distribu
tion under state law. is characterized in 
figure 1. Property distributed by the pro
bate court for the person dying without a 
will goes to his wife (husband), chil
dren, and grandchildren first. If there is 
no spouse, children, or grandchildren, the 
estate goes to the deceased's parents. 
\Vhere there is no spouse or children and 
the parents are dead, the estate is dis
tributed to brothers, sisters, and/or neph
ews and nieces. Beyond these, distant 
relatives have an interest in the estate. 
Where no heirs can be identified, the 
property reverts to the state. 

If you do not have a will and if all or 
part of your estate will be distributed by 
the state law of intestate succession, you 
should learn exactly who will get what. 
The best way to learn how this law 
would operate in your case is to contact 
your attorney and have him explain it to 
you. 

Social Security. The survivors' benefits 
program administered by the Social Se
curity Administration is another estate 
plan that most people have. Most farmers 
qualify for this program. It provi~e~ a 
modest lump sum payment to a surv1vmg 
heir to aid in burial expenses. Addition
ally, certain income is av~ilable to a sur
viving spouse and/or children, depend
ing upon their ages. 
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Grandchildren 

Brothers, 
sisters 

Nephews, 
nieces 

Figure 1. Patterns of estate distribution under 
Minnesota law. 

This program was not intended to pro
vide adequate income for survivors of a 
bread winner. It was developed to pro
vide some income and to serve as a base 
for a more comprehensive estate plan. 
Such a plan would involve the use of 
wills, joint tenancy, insurance, trusts, 
gifts, sales, and business organization. 

ESTATE PLANNING TOOLS 
An entire estate plan frequently in

volves several subplans. If you have no 
will and have done no planning, your 
complete estate plan consists of your so
cial security (a subplan) and the state 
laws of intestate succession (a subplan). 
A person who has a will has replaced the 
state subplan with one of his own. Other 
subplans can be developed using form of 
ownership (joint tenancy), insurance, 
trusts, gifts, sales, and business organiza
tion as your tools. 

Wills. A will is a legal instrument you 
can use to direct the probate court in dis
tributing your estate. If the will is prop
erly drawn and doesn't violate the law, 
it will be accepted by the probate court 
to replace the law of intestate succession. 

Any person of legal age and sound 
mind can make a will. 4 By making a 
will, a person can decide who'll receive 
his property, how much they'll get, how 
they'll own it, and, to some extent, what 
they can do with it. A person making a 
will is called a testator and is said to 
have died testate. 

The restrictions of the testator are few. 
The most important limitation prevents a 
person from depriving a spouse of his 
(her) share of the property. If a will 
gives a spouse less than he (she) is en
titled to under state law, the spouse can 
reject the will and take the share provid
ed by state law. The amended will would 
still operate in disposing shares to other 
heirs. Other than his spouse, the testator 
can disinherit anyone, but he must ex
press his intent in the will. 

·• Minn. Statute .'52.5. 18, Subdivision 1: "Every 
pC>rson of sound mind, not a minor, may. dispose. of 
his c~stat(•, or any part th{·r~of ~ or a,ny ngJ:lt or m
tPrest thl'n .. ·in, hy his last w1ll m wntmg, stgnecl h_Y 
him or hy sonH• person in his preSf:•ncc ;~nd l~y h!s 
express din•ctlon, and att<•sted and suh~cnh('(l ~~ hts 
prl'S('Ill'C hy two or more compdent Witnesses. 
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Most people should have a will. The 
unusual cases where a will is not needed 
may inchtde (1) where the state plan ex
actly conforms to your desires, (2) where 
th·e probate estate is only personal prop
erty and amounts to less than $3,000 in 
value, and (3) in very large or complex 
estates that more favorably employ other 
legal tools. Buying the services of an at
torney to draw n will is still the best buy 
of all legal services. 

Joint Tenancy. Husband and wife 
frequently own their home as joint ten
ants (with right of survivorship). Upon 
the death of one tenant, the property au
tomaticallv transfers to the other. Several 
people ca;1 hold property in joint tenan
cy. If, for example, a father holds land 
with his three sons, all four as joint ten
ants, and the father dies, the sons will 
continue to hold the property as joint 
tenants. 

l\Iany people see the advantages in 
holding property in joint tenancy, but 
not the disadvantages. For example, all 
joint tenancy property does not avoid es
tate taxes. All of the property is subject 
to taxation upon the death of one joint 
tenant, unless rehutted. Further unique 
situations mav arise to form results not 
intended by the parties to the ownership 
form. A lawyer can explain which parts 
of your property should be held in joint 
tenancy and why. 

Insurance. Life insurance, of course, is 
a contract that offers a sum of monev 
paid to designated beneficiaries upon 
vour death for a series of smaller monev 
payments (premiums) during your life. 
Policy types vary by the amount of in
vestment and protection built into each 
contract. Term insurance represents pro
tection only. No recoverable (face) values 
are accrued during the premium paying 
period. Endowment contracts are at the 
other end of the spectrum. Substantinl 
accrual values (investment) are built up 
over the policy period, with limited pro· 
tection offt'red. Between these extremes 
are such popular policies as whole life. 

Life insurance probably should be part 
of your complete estate plan. Life insur
ance can be used to assure income for 
parents (retirement), for achieving spe
cial objectives with children (education· 
al funds, trust funds, etc.), and for pro
viding liquid assets available in settling 
the estate. Life insurance also has the vir· 
tue of immediate estate creation for a 
young man. Life insurance has proven to 
be a flexible estate planning tool. You 
should discuss your insurance needs with 
a reputable life insurance professionnl 
and other estate planners. 

Trusts. A trust is an arrangement 
whereby you give up manangement con· 

Issued in furtherance of cooperative extension 
work in agriculture and home economics, acts of 
May 8 and June 30, 1914, in cooperation with 
the U.S. Department of Agriculture. Roland H. 
Abraham, Director of Agricultural Extension Ser· 
vice, University of Minnesota, St. Paul, Minnesota 
55101. 
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trol of property to achieve specific estate 
planning, personal, or business goals. In 
effect, you entrust some oi your property 
to a trustee, asking him to use the prin
cipal or proceeds to benefit a beneficiary 
of your uesignation. Depenuing on the 
type of trust you put into effect, you may 
be able to avoid certain estate taxes and 
probate costs. The nature of the trust and 
what it can do for you are complex areas. 
A person shouldn't try to develop a trust 
without competent professional guid
ance. 

One kino of trust is called a spenu
thrift trust. A sum of money is placed in 
trust with stipulations to the trustee that 
the beneficiary can not deplete the prin
cipal except at a prescribed maximum 
rate. A variant of this type is where large 
sums are involved and a wife uoes not 
feel confident in her ability to invest it 
wisely. A trust may be created upon your 
death if you outline its provisions in your 
will and direct property to it. This type 
is called a testamentary trust. Other types 
are available. Trusts are flexible legal in
struments that deserve your consideration. 

Gifts. Gift giving is a useful way of 
transferring portions of your estate to 
1·our heirs while vou're still alive. Estate 
transfer is used l)y persons who want to 
see the benefits bestowed upon their 
heirs or persons who want to avoid sub
stantial estate tax payments. 

Gifts that are not taxed (either income 
or estate taxes) must meet certain legal 
specifications. Gift giving must be an es
tablished and varifiable practice. For ex
ample, gifts given less than 3 years prior 
to death may be regarded as gifts made 
in contemplation of death and could be
come subject to estate taxes. Gifts cannot 
exceed prescribed limits without incur
ring a gift tax liability. Each person has 
a single exemption of $30,000 and 
$3,000 per year per donee (gift receiv
er). Thus, a farmer could give $60,000 
over a 10-year period to one son without 
incurring estate or gift taxes. c, 

Gifts can be valuable as an estate plan
ning tool. But they also can be improper
ly used. Children may say "give it to me 
now when I need it most." But parents, 
unable to foresee possible medical and 
living expenses, may be wise to keep gift 
giving to a minimum. As in all estate 
planning situations, general advice is of 
limited value. 

Sales. The simplest way to transfer 
propertv and to obtain a mone~· return 
is a sale. Your son, for example, could 
buy the farm from you. The money paid 
can be used for vour income and capital 
sccmitv. Severa!'variations can be devel
oped t;sing this popular estate planning 
tool. 

The sale method can be combined 
with the gift idea. You could sell your 
farm to your son, having him pay only 
$7,000 of an annual payment of $10,000. 
The other $3,000 could be regarded as 

.. -,It may he possih1<' to give douhlC' this amount 
\\'tthout incurring tax liability. Sc-•e your attorney 
ahoul the use of" gift giving in your estate plan. 
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a gift.li Another technique would be to 
transfer a remainder (ownership) inter
est in the farm to the son, retaining a life 
estate interest for you and your spouse. 
A life estate interest allows you the right 
to use the property as you wish during 
your lifetime and the right to income 
from the property (in the form of rent). 
Income received by your son from oper
ating the farm business would be his un
less you made some other arrangement. 
Such an arrangement, however, would 
not save on estate taxes. And, as indi
cated earlier, this can create transfer 
problems. 

A sale while you are living also can 
prevent a major family squabble. If you 
have two sons who both want the home 
farm and that farm is not big enough to 
support two families, you might be wise 
to sell it, even to someone outside the 
family. 

Business Organization. How your farm 
business is legally organized affects your 
estate plan. If, for example, you are a 
sole proprietor and wish to leave the 
farm to your son, you may want to de
velop a father-son partnership. You 
should make such an arrangement formal 
by putting it in writing. Too frequently, 
partnership arrangements are not in writ
ing and agreements reached between 
partners are lost upon the death of one 
partner. 

Putting the agreement in writing also 
forces partners to stipulate what each 
partner will contribute to the business 
(capital, labor, management), how profit 
and losses will be shared, if salaries will 
be paid, and how decisions will be made. 
Shifting management responsibilities over 
time by drafting new agreements may be 
a wav for a father to ease out and a son 
to take over the farm operation. 

Incorporating the family farm business 
is becoming increasingly popular. 7 It has 
many estate planning advantages. \Vith 
such a business organization, shares of 
stocks can be divided and transferred 
easily, joint ownership problems can be 
avoided, the farm can continue to oper
ate as an undivided unit, gift arrange
ments can be facilitated, and preferred 
stock can be issued to the wife to assure 
some income for her. There are some dis
advantages too. Much formality and red 
tape are involved, good accounting is 
needed, corporation meetings must be 
held, etc. You should consult an attorney 
when weighing this alternative. 

ESTATE TAXES 
Two taxes are levied upon property 

passing at death: the federal estate tax 
ami the "-Iinnesota inheritance tax. Other 
taxes important in estate planning in-

n The inconw tax cons(•qucnct'S of such a method 
should lw discussed with your tax accounblnt or 
;~ltonwy. 

7 Paul Hashar.l.?;en (~t i.\l., Corporate Fanning, De
partnwnt of Agricultural <l.nd AppliPd Econmnics 
Staff Papl'r 1'70-7, St. Paul, Mimwsota, \lay 1970. 
P.M. Haup, What Policies Slwul<l We Haec Toward 
Corporations in Farming? Department of Agricul
tural and Applied Economics St~l.ft PapE-r PG9-2.5, 
St. Paul, ~limwsota, December 1969. 
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Figure 2. State and federal estate taxes in re
lation to size of gross estate. 

elude the federal and state gift and in
come taxes. 

The Federal Estate Tax. The federal 
estate tax is levied upon the value of 
property owned by the decedent at his 
death and other property transfers dur
ing his life in which he retained interest 
or control. As with the more familiar in
come tax, it is progressive (the rate goes 
up as the size of the estate increases). 
Also, certain deductions and exemptions 
are allowed. Items that can be deducted 
include debts, funeral expenses, costs of 
estate administration, certain losses, and 
amount of property left to charitable or
ganizations. This includes property left to 
the surviving spouse (but not more than 
50 percent of the adjusted estate). 

An exemption of $60,000 also is pro
vided for all estates. This means that the 
first $60,000, after all deductions, passes 
free of tax. \Vith the deductions and ex
emptions taken together, a taxable estate 
transferred to a spouse is only taxed after 
860,000 and then on less than half the 
remaining amount. A larger tax bite is 
felt when the surviving spouse dies, leav
ing the property to the chiluren. 

The federal estate tax rate starts at 3 
percent for a taxable estate of $5,000 and 
ranges up to 77 percent for a taxable es
tate of $6 million (see figure 2). Ob
viously, large estates should be planned 
to minimize tax liability. 

The Minnesota Inheritance Tax. The 
.tvlinnesota inheritance tax also is progres
sive, ranging from 2 percent on a 
$30,000 taxable estate for a surviving 
wife to 10 percent on a $1 million estate. 
tllinnesota's inheritance tax rates and ex
emption levels vary depending upon the 
kinship of the heir to the decedent. 
\Vives receive a $30,000 exemption; mi
nor children, $15,000; husbands, adult 
children, and their descendants, 86,000; 
ancl down to $.500 for nonspedfied bene
ficiaries. R 

As with the federal tax, certain deduc
tions are allowed. These include debts, 
certain taxes, funeral expenses, and es-

-" A wifp also recei\'C'S a homcsh'ad exemption of 
up to $30,000. 
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tate settlement costs. The total tax levied, 
both federal and state, is shown in figure 
2. Do not use this graph to assess your 
personal situation. Certain assumptions 
were made in presenting it that may not 
fit your case. It is included to suggest 
rate changes and general magnitudes 
onlv. 

Other Taxes. Other important taxes to 
consider in estate planning are gift taxes 
and income taxes. As noted previously, 
a planner should consider the possible 
advantages of paying a gift tax now over 
an estate tax later. Similar alternatives 
exist for income taxes. Your tax account
ant or Iawver will consider these alterna
tives whe{l he offers you advice. Gift 
taxes may be less familiar to you than in
come taxes. 

There arc both federal and state gift 
taxes. These taxes are levied on gift 
transfers made during your lifetime. The 
tax is due in the year the gift is given. 
And the gift must be a true gift. If a per
son gives $30,000 of land to his son, but 
retains control and use of it, the value of 
that land will be subject to an estate tax 
upon the death of the gift giver. 

Gift tax rates are less than for estate 
taxes, thus encouraging gift giving as a 
means of minimizing tax liabilities. As 
indicated earlier, exemptions are pro
vided in these laws. At the federal level, 
a single $30,000 exemption is provided 
to anyone and a $3,000 exemption for 
each gift receiver (a person could give 
83,000 each to five people in a year 
without incurring a tax and without los
ing his $30,000 exemption privilege). 
The state gift tax allows an annual ex
emption. This, however, varies, depend
ing upon kinship. 
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Taxes arc an important consideration 
in estate planning, especially for large 
estates. More farmers are affected by es
tate taxes now than before because of in
creased land values and major capital 
items required in farming. It is important 
to stress that tax minimization is onlv 
one goal of an estate plan. ' 

YOUR ESTATE PLAN 
Estate planning involves at least four 

steps: estate inventory, goal specifica
tion, plan development, and re-evalua
tion. 

Inventory. You should spend some 
time inventorying your estate now. You 
may be the only person who knows for 
sure the composition of your estate. Up
on your death, your personal representa
tive will be requirec! by the probate court 
to develop an inventory. But he will not 
be sure he has a complete inventory, no 
matter how well he pieces things to
gether. 

Your attorney probably can provide 
you with estate planning inventory sheets 
for this purpose. If not, request a copy 
from the author. 

Goal Specification. You must decide 
what, given the size and composition of 
your estate, you want to achieve, what 
income levels are needed for vour surviv
ing wife and minor children.' What does 
your present plan provide? Do you want 
your son to take over your farm? How 
does he feel about it? Should your oldest 
son have the deer rifle? Should your 
niece have the set of china? 

Consider not only what you want to 
do, hut what you can do. The difference 
between what you want to provide and 
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Prepared by the Agricultural Extension Service 
and the Department of Agricultural and Applied 
Economics. 
Views expressed herein are those of the authors, 
but not necessarily those of the sponsoring in
stitutions. 
Address comments or suggestions to Professor 
Arley D. Waldo, Department of Agricultural and 
Applied Economics, University of Minnesota, St. 
Paul, Minnesota 55101. 

what you can provide may encourage 
you to develop a plan of estate creation, 
a matter not considered here. 

Plan Development. If yoll decide that 
your present plan is inadequate, you 
should seek planning help. Professional 
estate planners include lawyers, account
ants, insurance agents, social seem ity 
representatives, and bankers. If your es
tate is large or complex, all of these ex
perts should be involved. 

Act now to develop your plan. Too 
many problems have been created by the 
fellow who was going to write a will or 
change a deed but never did. Do it to
clay. 

Re-evaluation. Plans are made to fit a 
set of circumstances. When circumstanc
es change, plans may need changing too. 
Your estate will change in size and com
position. Your goals and family situation 
will change too. Be sure to evaluate your 
estate plan periodically. Your estate plan 
is important. It deserves your continued 
attention. • 
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