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Preserving Your Legacy 
PNDSA

Getting the Next Generation Ready in 

Today’s Environment

Corey F. Brock

Kennewick Office Davenport Office Spokane Office Moses Lake Office

1030 N. Center Parkway    529 Morgan Street 111 S. Post St., Suite 2280 2900 W. Broadway, Suite E

Kennewick, WA 99336       Davenport, WA 99122    Spokane, WA 99201 Moses Lake, WA 98837

509-622-4707 509-725-3101 509-622-4707

Serving Farm Families in Washington, Oregon & Idaho



LEGACY

ÅWhat does it mean to you?

ÅDo you want to preserve?

ÅAre you working to preserve or hoping?

ÅGet with people that can work with you!



A. KEEPING FARMS IN THE FAMILY

B. SPECIFIC HEIRS TO OPERATE

C. REALISTIC CASH FLOW AND APPROACHES

D. WHAT NOT TO DO

E. PRACTICAL PLAN

GOALS
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The Agriculture Industry

ïMarket Value of Land/Unit Size

ïManagement/Business Technology

ïParticipation by both Husband/Wife

ïChildren Entering Management

ïNon-Farm Children

ïFarm as a Way of Life

ïPreservation of Operating Unit

ïBalancing the interest of Children

ïImpact of Agriculture Policy on Estate Planning
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Evaluating Your Estate Plan

ÅLanguage of Estate Planning

ÅProperty Ownership

ÅUse of Business Entities

ÅTransferring Decision Making Control

ÅGift, Estate & Income Taxes

ÅCalculating Retirement Costs

ÅSetting Goals for Retirement of Farm Transition

ÅSteps for Implementing Your Estate Plan
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Estate Planning Documents

ÅWills/Trusts

ÅPower of Attorneys

ïFinancial

ïHealth Care

ÅLiving Will

ÅCommunity Property Agreement

ÅOut of State Trusts

ÅLong Term Care Insurance
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STRUCTURING YOUR ASSETS

ÅAsset Protection

ÅTax Planning

ÅTransition Planning

ÅAlways Evolving
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ENTITY CHOICES

ÅSOLE PROPRIETORSHIP

ÅGENERAL PARTNERSHIP

ÅLIMITED PARTNERSHIP

ÅCORPORATION

ïTAXED AS A REGULAR “C CORPORATION”

ïTAXES AS AN “S CORPORATION

ÅLIMITED LIABILITY COMPANY

ÅTRUSTS
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CORPORATION

ÅUSE A CORPORATION TO HOLD THE 

OPERATING ASSETS

ÅDO NOT PUT LAND INSIDE A 

CORPORATION



What is a Corporation?

• A separate legal entity

• Replaces the farmer as the operator

• Opens a bank account

• Obtains a Federal I.D. Number

• Collects the operator’s share of farm income and pays the  

operator’s share of farm expenses

• Does operator’s business with the grain elevators, CFSA 

office, •Treasurer, etc...

• Choose any fiscal year end and files a corporate tax 

return
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TRUSTS

ÅIRREVOCABLE

ÅLife Insurance

ÅREVOCABLE

ÅDynasty Trusts- GST

ÅUSE TO HOLD TITLE TO LAND

ÅFIDUCIARY ISSUES

ÅWHAT IF I WANT TO CHANGE
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DYNASTY TRUSTS

ÅEstate Tax levied at each death

Å/ǊŜŀǘŜ ŀ ά{ŜŎƻƴŘ 9ǎǘŀǘŜέ ǿƛǘƘ D{¢

ÅTax savings occur at deaths of descendants

ÅAccumulate significant wealth- TAX FREE

ÅCan be very flexible
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ASSET PROTECTION

GOALS

ÅPRESERVE ASSETS

ÅPROTECTION FROM LAWSUITS
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ASSET PROTECTION

ÅPROTECTING BUSINESS ASSETS

ÅUSE LLC’S, CORPORATIONS

ÅINTERNAL/EXTERNAL PROTECTION

ÅSEPARATEDANGEROUS/VALUABLE 

ASSETS

Attorneys at Law 14Brock Law Firm, P.S.



ASSET PROTECTION-ADVANCED

ÅUSING MULTIPLE [[/Ω{& LAYERS

Å¢w!b{C9w ά/έ /hwt {¢h/Y ¢h [[/

ÅBUY-SELL AGREEMENTS

ÅFOREIGN VS DOMESTIC ASSET PROTECTION 

TRUSTS
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THE HANSON FARM FAMILY

Roger and Helen Hanson are 55

They have three children, Tim who is involved in the 

family farm operation, and two daughters, Gladice and 

Sally.  Their children are all married and the Hansons are 

blessed with five grandchildren.
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HANSON’S FINANCIAL 

STATEMENT

Asset
Farm Realty

Keough/IRA/Stocks

95% interest in R & H Hanson 
Farms, Inc. (operating Corp.)

Life Insurance/Roger (Cash Value) 
(Death Benefit - $300,000)

Life Insurance/Helen (Cash Value) 
D.B - $100,000)

Lake Property/Idaho

TOTAL

Value
$  5,000,000

$ 1,000,000

$ 1,000,000

$ 100,000

$ 50,000

$ 500,000

$   7,650,000

Brock Law Firm, P.S.



Farm Business Transfer Process

ÅA dynamic process

ÅLength of the process
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The Transfer Stages

1. The Testing Stage

2. The Commitment Stage

3. The Established Stage

4. The Withdrawal Stage
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AGRICULTURAL INDUSTRY 

GOALS
A. Minimize Federal Estate Tax and State Estate 

Tax Costs

B. Provide for Succession Planning

C. Protect Income to Roger and Helen

D. Provide for Safeguards from Divorce, 
Bankruptcy and non-approved transfers (non-
lineal Heirs)

E. Maintain CONTROL to Roger/Helen and 
then to their children
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GOALS (continued)

F. Purchase and/or operate additional land

G. Maintain 960 limitation issues



OPERATING STRUCTURE
Hansen Family 

Farms 
Partnership 

Mom/Dad Corp Kid Corp

ÅOperating Entity-Hansen Farms

ÅNot Changing How Farming

ÅThe Why

Land LLC
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How to Accomplish Goal of Minimizing 

Federal / State Estate Tax

A. Need to Gift Several Hundred Thousand 

Dollars of Asset Equity over the Next 15-20 

years.

B. Utilize $14,000 (2016)Annual Gift Tax 

Exclusion Per Done Per Year
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USES OF A LLC

ÅTRANSITION PLANNNING

ÅCONTROL OF ASSETS

ÅLAND HOLDING –RENTAL OF LAND 

ISSUES

ÅAPPROPRIATE LEASES

ÅNEXT GENERATION FAMILY MEMBER 

COMING BACK TO FARM
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What is a LLC

ÅA separate legal entity

ÅNot a Corporation

ÅBy owning the Farm Realty, Replaces Roger/Helen as the 

Landlord

ÅOpens a Bank Account

ÅObtains a Federal ID #

ÅCollects the Landlord’s share of Farm income/pays LL’s share 

of Farm Expenses

ÅDoes the Landlord’s Business with the Elevators, FSA Offices, 

Treasurer, etc.

ÅHas a 12/31 Year End and Files a 1065 Partnership Return
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Taxation of a LLC

ÅPartnership Not a Taxpayer –It is a Pass Through 
Entity

ÅPartners Report Their Distributive Share of 
Profits/Losses as Shown on K-1

ÅAssume Hanson Family LLC Nets $50,000 of Income

ïIf Roger/Helen own 100% - Report all on their individual 
Tax Return

ïIf Children own 2% - then they each would report 2% 
($1,000 on their Tax Return and Roger/Helen report theirs 
at 94% ($47,000))



Estate Tax Issues

ÅFederal - $5,450,000.00 (2016)

ÅWashington State- $2 Million

Å$2,054,000 Exemption (2016)

ÅFarm Exemptions

Å¢Ƙƛǎ ǘȅǇƛŎŀƭƭȅ ƎƻŜǎ ŀǿŀȅ ŦƻǊ άwŜǘƛǊŜŘ CŀǊƳǎέ
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Formation of the LLC

Å Roger and Helen Transfer Farm Real Estate

Å Hanson Family LLC

Å Farm Real Estate - $2,000,000

Å 500 Units of Preferred LLC Membership Interest

Å 24,500 Units of Common LLC Membership Interest

Å Value - $200/Unit based on FMV of Contributed Assets

Å Roger and Helen are the LLC Managers



Brock Law Firm, P.S. Attorneys at Law 29

The Gifting Process
Roger and Helen Gift from Their 24,500 Common Units

Year Units Value Discount Net Gift Tim Gladice Sally

2016 200 $40,000 40%

($16,000)

$24,000 1% 1% 1%

2017 200 $40,000 40%

($16,000)

$24,000 1% 1% 1%

2018 200 $40,000 40%

($16,000)

$24,000 1% 1% 1%

2019 200 $40,000 40%

($16,000)

$24,000 1% 1% 1%

Over a 4 Year Period ï24% of LLC ($480,000) Transferred vs. 
$288,000 (difference of $192,000 in Value)
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Cash Flow

A. Manager’s Complete Discretion

B. Normally distribute cash to pay Partner’s Income Tax

C. May make Disproportionate Distributions

D. Example – Assume 2016 – Net of $50,000

1. Roger and Helen (82%) $41,000

2. Tim, Gladice, Sally (6% each) $  3,000 Each

Roger and Helen could distribute $1,000 of their distributive share to each 

child – and that leaves $2,000 allocated to each child’s capital account, 

but Roger/Helen could distribute the $6,000 cash to themselves.
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Control – Control - Control

A. Hansonsare the designated managers/may 
designate successor manager

B. Complete control over all farm decisions relating to 
the land –rent/sell/exchange, etc.

C. Complete control over cash flow/distribution 
decisions

D. As Complete Prohibition on transfer of ownership 
of units as possible –typically want transferability 
only to Hanson Family Lineal descendants without 
prior approval
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OTHER BENEFITS

ÅPROPERSTRUCTURINGOF OUR FAMILY

FARM IS ESSENTIAL TO A TRANSITION

PLAN THAT WORKSFORTHE FAMILY.

ÅUSE OF PROPER ENTITIES IS THE

ESSENTIAL COMPONENT OF YOUR

FAMILY TRANSITION PLAN.

ÅWHAT ABOUT A TRUST.
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Transition Planning

ÅKeep control of farm operation while younger generation 

transitions into operation

ïUsually no means to buy out parents

ïParents want to keep control

ïAvoid losing farm to in-laws; creditors

ÅRetire for Social Security purposes

ïCollect Social Security

ïKeep all the benefits of the Corporation as an employee of the 

Corporation

ÅNo double taxation of dissolution planned for



GOALS

ÅWhat are your Goals;

ïTransition to the kids

ïProtect one of the kids so they can farm

ïProtect your wealth

ïEasy Transition –do not set the kids up for failure

ïDo not pay Estate Taxes to Uncle Sam

ïTreat the Kids fairly
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Accomplish the Goals

ÅJust get started on the transition plan; 

ÅThe transition plan will change throughout your 
lifetime; so create it with flexibility

ÅThe estate/probate is the very last thing, and is 
very simple

ÅJUST TELL ME YOUR GOALS, AND 

ÅDON’T WORRY ABOUT THE PROCESS, I 
WILL GET YOU THERE, JUST GET 
STARTED
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Use of LLC to Buy Land

ÅSet up LLC

ÅSet up Irrevocable Trust with children as 

Beneficiaries

ÅTransfer LLC interest to the Trust

ÅLLC buys new land

ÅMaintain Control

ÅEconomics will change –watch out for the 

swings.
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Split Interest Purchase

ÅSplit-Interest Purchase

ÅCorporations acquired a temporary interest in the land with 
remainder held personally

ÅRemainder holder obtains full ownership after expiration of 
term

ÅNot advisable under current law for a corporation to purchase 
land

ÅCannot use split-interest purchase with related individuals 
because of anti-freeze rules

ÅRemainder holder receives full basis at end of term 

Paying for the Land Purchase with 15% After Tax 

Dollars



Brock Law Firm, P.S. Attorneys at Law 38

Split Interest Purchase

ÅHanson family purchases land for $100,000 on a ten-year 

note at 9%

ÅPurchase personally

ïHanson family needs $175,000 of farm income to pay IRS his 

$75,000 of tax to leave $100,000 to Hanson’s to pay the 

principal

ÅSplit Interest

ïThe Hanson family and their corporation need $118,000 of farm 

income to pay IRS $18,000 of tax to leave $100,000 to Hanson’s 

to pay the principal

Example ïTax Effect of $100,000 Real Estate Purchase
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Split Interest Purchase
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Buy Personally Split Interest

$57,000 Savings Into Your Pocket



WHAT NOT TO DO

ÅDo nothing

ÅOne size does not fit all

ÅCreate flexibility

ÅWatch out for TRUST TERMS.

ÅEND



Final Thoughts

ÅNew era of business

ÅNeed a team for the future, not the 

past

ÅCreate YOUR plan, not buy 

somebody’s product 


