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BASIS: Example

« Buy a farm in 1980 for $100,000. The farm is now
worth $500,000.

* If | SELL the farm during my lifetime: | owe capital
gains tax on $400,000

» |If | GIFT the farm to my children during my lifetime:
| do not owe capital gains tax, but my children
will owe capital gains tax on the difference
between $100,000 and what they sellit for if/when
they sell farm

» If | GIVE the farm to my children at my death: my
children will have a basis of $500,000 in the farm.
!rf children sell the farm, will not owe capital gains
ax
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WHERE ARE WE GOING?

Elimination of Stepped-Up Basis?

Taxation of Unrealized Gain at Death?

Proposed Exemp’rions: $1M plus primary
residence (up to $500,000)2

Exemption for Farms that Stay in the
Familye
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Possible Business Structures

 Individual (Sole Proprietorship)

» Partnerships (Formal or Informal)
« Limited Partnership

« Limited Liability Company

« Corporations
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Choosing a Business Structure

« Simplicity

« Liability Protection

e Taxes

« Government Payments
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TRUE or FALSE

If | have a farm LLC (Limited
Liability Company), | can
eliminate liability for our

operation.
HADEN FALSE!!
COLBERT
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Managing Risk:
Incorporation

Incorporating your operation can help
shield your personal assets from liability
incurred on the farm, and vice versa

Incorporation separates your business
and personal assets intfo separate
pools that can limit recovery for a
plaintiff
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Liability Insurance

This is still your best
protection against liability
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Formation

» Through Secretary of State

+ “Unigue” Name

*+ Member-Managed or Manager-
Managed

» Registered Agent and Address

» Length of Existence

* Operating Agreement

» Tax ldentification Number
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You Must Observe Formalities
« Keep Personal Funds Separate

Keep Minutes

Document Major Decisions

File Appropriate Tax Returns

If you don't freat it like a separate
business, neither will a court

* Know how it is owned HADEN
COLBERT
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Operating Entity

Separate the ownership of
the underlying assets from
the business of farming
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