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FAMILY SUCCESSION PLANNING USING LIFE INSURANCE

How family succession
planning works
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You should consider a succession plan involving life insurance for your farm if you:
•
•
•
•
•

Are 45 to 75 years old.
Own a closely held farm or ranch and want to keep it in the family.
Are interested in equal distributions for your beneficiaries.
Want to help establish a fair market value when you die.
Are willing to take the time to plan for business succession.
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You’ve nurtured your land,
now nurture your legacy
Whether you grow crops or raise livestock, your family farm or ranch is more than just a
business. It is a valuable part of the fabric and history of your community. It serves to nourish
and strengthen the people and businesses around you, and they all depend on the survival
of the farm/ranch as much as you do. In simpler times, the family farm or ranch was easily
handed down from one generation to the next and the continuation of the business was taken
for granted. But times have changed.
Your children may have no desire or knowledge to operate the farm/ranch. Depending on how
it is passed down, your children may be faced with gift or estate tax issues. That is why it
is important to have an estate strategy that takes the succession of ownership of your farm/
ranch into consideration. Properly executed, such a strategy helps to protect the value of the
assets that you’ve worked so hard to build and allows your legacy to keep growing long after
you’re gone.

Lifetime transfers through gifting1
Many farm/ranch owners have a tradition of passing assets to their children through gifting.
This practice has beneﬁts and limitations. An individual donor can annually gift up to
$15,0002 per person, as long as the gift qualiﬁes as a gift of present interest. And as long as
these amounts are not exceeded, no taxable gift is recognized by the donor.
So, for example, a husband and wife with farm/ranch assets totaling $1.5 million could each
gift $15,000 of assets to each of their ﬁve children in one year, resulting in a total gift of
$150,000, repeating this process annually for ten years ($15,000 gift x 5 children x 10 years
for both the husband and wife). In addition to the Annual Gift Tax Exclusion amount, each
individual has a lifetime federal estate/gift tax exclusion amount of $11.7 million (2021).3
As long as no individual donee receives more than $15,000 from an individual donor in a
calendar year, no portion of the donor’s $11.7 million Applicable Exclusion Amount is utilized.
While this approach could help property, equipment, or livestock to be transferred gift taxfree, the donor risks losing control of the property and any revenue it generates. The donor
may be required to make annual modifications of the property’s deeds and maintain additional
documentation to validate the gift, including an appraisal. The gifted property would become
subject to the creditors of the new owners. In our example above, if the husband and wife die
before the gifting of their $1.5 million in farm/ranch assets is complete, the balance of the
assets are includable in their estate and may be subject to estate tax.
As land is not easily divisible in increments of $15,000, an entity such as a family limited
partnership or limited liability company is generally used to more efficiently accommodate
the gifts. Biannual appraisals, using back-to-back gifts, may also prove to be too expensive
for annual exclusion gifts.
2
The annual gift tax exclusion amount is indexed annually for inflation.
3
The lifetime federal estate/gift tax exclusion amount is indexed annually for inflation.
1
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Challenges facing the next generation:
• Cash ﬂow—your spouse may depend on the income generated by the
farm to continue to pay living expenses.
• Inheritance disputes—because many of the farm’s assets are illiquid
(land, facilities, livestock, equipment), your children may need to sell the
farm in order to equalize their inheritances.
• Lack of liquidity—your children may not have the assets needed to pay any
potential estate or gift taxes.
• Lack of credit—your children may not be able to obtain the loans
necessary to continue to keep the farm/ranch operating.

Family succession planning
If you want to keep your farm/ranch in the family, you need to implement an effective
estate and business continuation strategy. It can help you overcome the challenges
facing the next generation and help your family achieve its goals. Life insurance and the
death benefit it provides can play an important role as a component of these strategies,
creating the liquidity necessary to help ensure your wishes are carried out.

Beneﬁts of a succession strategy
A properly designed and executed succession strategy involving life insurance can:
• Help to provide a surviving spouse with the liquidity necessary to maintain his or
her current lifestyle.
• Help provide a designated family member with the liquidity necessary to purchase a
deceased owner’s share of the farm or pay appropriate taxes.
• Provide an orderly transfer of business interests upon death, disability, retirement,
or termination of the business by providing for the purchase of the ownership
interest at a predetermined price.
• Be used to help equalize an inheritance among beneficiaries who have differing
interest in actively participating in the farm/ranch.
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Core steps to an effective
family succession strategy
STEP 1: Initially estimate and later obtain a business valuation. The ﬁrst step to creating
a business continuation agreement is to determine the purchase price—or the fair market
value—of your farm/ranch. Proper business valuation can help eliminate possible conﬂicts
between your beneficiaries and the Internal Revenue Service (IRS). If you fail to establish
an accurate value for your farm, the IRS may establish one for you. If your heirs or
successors dispute the IRS value, years could be lost to legal proceedings before a court
ruling is established.4
STEP 2: Properly title assets. Depending on the assets in question, the amount your
beneficiaries will receive can vary widely. In addition to consulting your attorney to draft
and maintain a current will, one of the most important things you can do is ensure that
titling and ownership of your assets are aligned with your distribution goals.
STEP 3: Structure the agreement. There are several common succession strategies for
farm/ranch owners who share your challenges and objectives. So it’s important to consult
your personal tax and legal advisors before implementing a succession strategy.
STEP 4: Fund the agreement. A family succession agreement may be ineffective without a
source of funding for the buyout. Possible sources for funding the agreement:
Sources for the Funding Agreement

Cash—
may result
in depletion
of savings,
operating reserves,
investments, and/or
retirement assets

Borrowing—this is
perhaps the most
expensive way, as it can
significantly increase
the purchase price and
place a financial strain
on your family

Investment side
fund or sinking
fund—can be
costly since the
investment gains
may be subject
to taxation

Installment
payments—
rely on business
capital reserves
or cash ﬂow that
may be needed for
other purposes

Life insurance—
an effective and
cost-efficient
alternative as the
death beneﬁt may
be income and
estate tax-free5

Additional beneﬁts of permanent life insurance:
A properly designed and executed succession strategy involving life insurance can:
• Offer a source of typically income tax-free proceeds (the death benefit) for your
family in the event of your death.
• Provide a source of funds to pay estate taxes and provide for estate equalization.
• Potentially build cash value that can be accessed for lifetime needs, such as a down
payment on a buyout of the farm/ranch.6
4

L
 andowners can obtain valuation discounts (exemption from estate tax) on land that constitutes “qualified farming or ranching
property” under IRC §2032A. In 2021, the exemption amount is $1.19 million. Moreover, valuation discounts can be obtained when
a landowner has placed a perpetual restriction or conservation easement on land that qualifies for conservation under the rules of IRC
§170(h). An additional $500,000 estate tax valuation discount is also available under IRC §2031(c) for land that transfers at death
and holds a qualified easement under IRC Section 170(h) in which the land value was reduced by at least 30% due to the restriction.
Death benefit proceeds may not be subject to estate tax if the decedent did not have any incident of ownership with respect to the policy,
pursuant to Internal Revenue Code §2042.
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Outstanding loans and withdrawals will reduce policy cash values and the death benefit and may have tax consequences.

6
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Comparison of funding alternatives
Amount required to fund buyout: $1.5 million

The chart to the left illustrates some of
the more common options that would be
considered to fund a family succession
plan. The lower chart illustrates the total
cost of each approach.

HYPOTHETICAL FUNDING ALTERNATIVES9

Hypothetical Funding Alternatives9
•
•
•
•
•

LIFE INSURANCE7

Life Insurance7
10-year bank loan
at 6%
10-YEAR
BANK
LOAN
AT at
6%5%
5-year installment
sale
INSTALLMENT
Sinking fund5-YEAR
at 5%,
balance in cash8
SALE AT 5%
Cash

BUY-SELL AGREEMENT

SINKING FUND AT 5%,
BALANCE IN CASH8

MRS. BROWN

If Mr. Brown dies during the 20th year
of the policy, Aaron would receive a
$1.5 million death beneﬁt after paying
$697,940 in premiums ($34,897 annual
premium for 20 years).

CASH

TOTAL PROJECTED COSTS
LIFE INSURANCE

Total Projected Costs
Life Insurance 10-YEAR BANK LOAN AT 6%
10-year bank loan at 6%
5-YEAR
SALE AT 5%
5-year installment
saleINSTALLMENT
at 5%
Sinking fund at 5%, balance in cash
SINKING FUND AT 5%,
Cash
BALANCE IN CASH

$634,980
$634,980

$2,038,019

$1,732,311

$1,732,311

$1,500,000

$1,032,678

$2,038,019
$1,032,678

CASH
$0

$1,500,000
$0.5M

$1M

$1.5M

$2M

$2.5M

This hypothetical example is for illustrative purposes only.
Actual results will vary.

If Aaron used his own savings to buy the
farm after his father’s death, he could
potentially deplete his savings or assets
that he might need to keep the farm
operating, as some of the funding options
illustrate in the lower chart. Utilizing
the beneﬁts of life insurance to fund the
buyout, Aaron is now able to focus his
efforts on the farm.
Having a good understanding of what you
choose to do with the business that you
have worked so hard to build is critical to
a successful farm transfer, all the while
considering the financial and relationship
effects to those involved.
Stay in control of your legacy and land.
Start the conversation with your financial
professional today.

Product presented is Pruco Life Insurance Company’s PruLife Essential UL® assuming a male, age 60,
Non-Smoker Plus underwriting, $1.5 million face amount, $34,897 level premium for all years.
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Amount contributed to the sinking fund is assumed to be equal to the premium on the life insurance policy,
$34,897 annually, growing at 5% net after tax with a balance necessary of $300,658 in cash at death.

8
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A closely-held business can elect under IRC §6166 to temporarily defer estate taxes attributable to the business portion
of the estate, and then pay the taxes on an installment basis at a preferential rate. The election is available when the
business represents more than 35% of the adjusted gross estate. Under the election, the estate taxes can be deferred
for up to 5 years, with taxes due thereafter in 10 equal installments. It is possible to also use the liquidity from a life
insurance policy in combination with, or even as an alternative to, the tax deferral option under IRC §6166.
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A FINANCIAL LEADER FOR
OVER 140 YEARS
Prudential Financial is a worldwide financial leader with a long
tradition of serving the public interest. Prudential Financial
has approximately 50 million customers. The well-known Rock
symbol is an icon of strength, stability, expertise, and innovation
that has stood the test of time.

We do not provide tax, accounting, or legal advice. Clients should consult their own independent advisors as to any tax,
accounting, or legal statements made herein.
All guarantees and benefits of the insurance policy are backed by the claims-paying ability of the issuing insurance company.
Policy guarantees and benefits are not backed by the broker/dealer and/or insurance agency selling the policy, nor by any of
their affiliates, and none of them makes any representations or guarantees regarding the claims-paying ability of the issuing
insurance company.
This material is being provided for informational or educational purposes only and does not take into account the investment
objectives or financial situation of any client or prospective clients. The information is not intended as investment advice and is
not a recommendation about managing or investing your retirement savings. If you would like information about your particular
investment needs, please contact a financial professional.
PruLife Essential UL is issued by Pruco Life Insurance Company in all states except New York, where it is issued by Pruco
Life Insurance Company of New Jersey; both are Prudential Financial companies located in Newark, NJ. Each is solely
responsible for its own financial condition and contractual
obligations. The contract number is EULPR-2018 or ICC18
Investment and Insurance Products:
EULPR-2018.
Our policies contain exclusions, limitations, reductions in
benefits, and terms for keeping them in force. A financial
professional can provide you with costs and complete details.

Not Insured by FDIC, NCUSIF, or Any Federal Government
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