Grandchild
will inherit
widow’s farm

By Andrew Allentuck

eleste, as we'll call her, is

75. She lives in south cen-

tral Manitoba and owns 2
320-acre farm, Her husband, who
we'll eall Edward, passed away
carlicr this vear, The farm, a mixed
graiu and grazing operation, was
profitable for inany years. The
couple put about $382,300 into
oli-farm investments over the
vears. Celeste's problem now is to
create a path for her son’s four
davghters to inherit family assets.
‘The son, age 55, has a successful
off-farm business. Celeste’s focus
ix on her granddaughters and their
plans.

Complicating the problem of
deciding how to distribute assets is
that neither her son nor three of
her four granddaughters have any
interest in farming. One grand-
davghter, however, ruises prize
horses. Fdward wanted her to have
the farm with ils stables. Now
Celeste wants to make a fair divi-
sion of assets among the four
grandchildren.

Celeste approached Don Forbes,
a financial planner who heads on
Forbes Associates in Carberry,
Manitoba, tc work out a plan that
would apportion farm assets and
keep income taxes on income from
the assets at or below 26 per cent
each year, rather than frying to
defer tax for as long as possibie
and then pay 50 per cent tax
through the cstate.

The Qualified Farm Land Capital
Gains Tax Credit will avoid lax on
$1 million of taxable gains. As well,
Celesie can claim the $100,000
exemption for a primary resi-
denece. So $1.1 million of personally
ewned farmland and assets can be
free of federal income tax. It would
a0t be entirely tax-free, however,
for that level of ncome, though
exempt, would boost her nominal
taxable income over the Oid Age
Security clawback point, currently
about $74,000, and potentially
increase provineial tax.

Celeste, as a farming parent, can
transter farm ussets and farmland
to the next generation or to grand-
children at any price between haok
value and today's market value.
This would include all farmland,
equipment and inventory. Forhes
noles,

As a planning concept, the goal
should be to use up all available tax
credits when the land is trans-
ferred to beneficiaries while pay-

ing the least amount of income tax
reguired by law,

Tt is important to structure any
transfer of land or other farm
assets as gifts with value embed-
ded in consideration. The consid-
cration value could be as little as
one dollar. There is also transac-
tion value when calculating poten-
tial capital gains. The transaciion
value can be anything hetween
currenl book value and present
market value, Forbes adds,

SPLITTING IT UP

Given that there are four grand-
children, there are several ways to
apportion farm assels, Forbes
explains, One path would be to
have {he provincial office in charge
of land titles separate the 320 acres
into four 80-acre parcels. The
Manitoba land titles office uses a
book-based registry, so no survey
certificate will be needed, Forbes
notes. One parcel can go immedi-
ately to the granddaughter who is
fond of horses. The other parcels
can be retained for a time — per-
fhaps until Celeste passes away, to
previde retirement income
through rent of perhaps $4,000
per year.

There are several
ways to apportion
farmassets

There are three ways to do the
land transfers, Forbes says.
1. Transfer all land at present hook
vaiue, which is really the 1972
value of about $100 per acre.
There would be no capital gain
and thus no income tux. There
would be no OAS clawback for
Celeste in the absence of income.
The grandchildren would have to
pay any future tax on rent or
products from their parcels.
- Transfer one 80-acre parcel to
the davghter who raises horses at
a value of $1,000 per acre. A
$72,000 capital gain  (lhe
$80,000 2017 value less the book
value of $8,000 in 1972) would he
offset by the Farm Land Tax
Credit. There would be no QAS
clawback, but there would be a
small increase, about $1,000, of
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Continued on Page 32 »
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