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FARM TAX FAIRNESS

WEDNESDAY, APRIL 29, 1992

U.S. SENATE,
SUBCOMMITTEE ON ENERGY AND
AGRICULTURAL TAXATION,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 2:06 p.m,, in
room SD-215, Dirksen Senate Office Building, Hon. Tom %aschle
(chairman of the subcommittee) presiding.
Also present: Senator Grassley.
[The press release announcing the hearing follows:]
[Press Releane H--20, April 23, 1002}

DascHie ScHEDULES HEARING ON FArM Tax FAIRNESS, SUBCOMMITTEE TO [IXAMINE
Possisre CHANGES IN Tax CoDE

WasninaTtoN, DC.—Senator Tom Daschle, Chairman of the Senate Finance Sub-
comumittee on anergy and Agricultural Taxation, Thursday announced a hearing on

farm tax fairness,
The hearing will be at 2 p.m., Wednesday, April 29, 1992 in Room SD-216 of the

Dirksen Senate Office Building.
Daschle (D., South Dakota) said the hearing will focus on tax incentives for firat-
time farmers, eatate and gift tax issues of transferring a farm to children, and cap-

ital gains and debt relief.
“This hearing will give us the opportunity to examine changes needed in the Tax

Code to make it fairer for family farmers,” Daschle said.

OPENING STATEMENT OF HON. TOM DASCHLE, A U.S. SEN-
ATOR FROM SOUTH DAKOTA, CHAIRMAN OF THE SUB.

COMMITTEE

Senator DASCHLE. The hearing will come to order. I want to wel-
come everybody here this afternoon. We are here to discuss certain
aspects of the Tax Code as it applies to agriculture.

n the context of this issue, we are going to cover a number of
proposals pending before the Finance Committee that seek to pro-
vide tax relief to farmers in a number of specifically identified
areas.

Unfortunately, efforts to enact broad tax fairness and economic
growth legislation have failed this vear. Nonetheless, I believe it is
an appropriate time to learn more abhout the economic health of ag-
riculture and to better understand how the Tax Code helps or
hinders the survival of our Nation's family farms,

I am told that seven percent of farmers are currently facing se-
vere financial vulnerabihity, meaning that they have a debt-to-asset
ratio of 40 percent or higher, and a negative cash flow.

(n
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Although this is down from the 12 percent level of the mid-1980s
during the Great Farm Crisis, continued low commodity prices,
coupled with the damaging natural disasters we have seen, threat-
en to push that percentage higher today.

Today's hearing will focus primarily on the impact of the Tax
Code on farmers in three areas. First-time farmer assistance. As
cox('j)orate farming continues to grow, family farms are dwindling
and fewer young people are entering the business of farming.

When I conduct public meetings with farmers in my %tate, I
rarely see young faces in the crowd. Nationally, 50 percent of farm
assets are controlled by persons likely to retire within the next 10
years.

If we are going to maintain a strong agricultural economy in the
218t century, we have to do a better job of attracting our young
people to farming. The Tax Code is one tool with which to do that.

The second area we will consider involves transferring the farm
to children, estate and gift tax issues. Under current law, for estate
tax purposes, farm property may be valued in its special use as a
f'afn:m, so long as inheniting family members continue to use it as
a farm,

Current interpretations of this Tax Code provision have threat-
ened the availability of special use valuation for those who inherit
farm property aad could lead to substantial tax assessments for
many unwary farmers.

The third area is capital gains and debt relief. Today, farmers
who run into financial difficulties and are forced to work out their
debt with creditors often find that these transactions result in tax-
able capital gains and cancellation-of-indebtedness income.

Other farmers are hit hard by capital gains taxes when they sell
their farms, hoping to live off the proceeds for retirement. For too
many, the cirrent Tax Code leaves them little, if anything, for re-
tirement after a long and productive lifetime of family farming.

That does not seem fair. We should investigate the possibility of
providing improved vehicles for converting equity in one’s farm into
a retirement fund of some kind.

Family farmers have served our country well from the days of
the first settlers. They have helped to make our country the envy
of the world by continuously producing quality commodities in
quantities sufficient to feed America and many of the world’s hun-
gry. Family farms are a precious natural resource that we must
preserve for future generations.

Today, we will focus on the feasibility of the various tax propos-
als presented from an agricultural andy tax policy perspective. Le-

itimate questions to ask are, “Will the proposals work?” and “Is
1t good tax policy?” ~

In response to a number of queries we have had with regard to
the scope of this hearing, let me emphasize at the very beginning
that this is the first in a series of hearings that we would like to
conduct on the Tax Code as it relates to agriculture.

There are so many provisions we want to assess and consider in
greater detail that we simply did not have time to cover all of them
today. In the interest of providing as much understanding as pos-
sible of these provisions, we chose to lump them in the categories
we have today with the expectation that, at some point in the near
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future, we will continue this series and hold additional hearings,
as time allows and the committee provides.

As always, let me remind each witness that their entire state-
ment will be made part of the record, and we would agk them to
summarize their remarks as they come before the committee today.

Before we call on our first witness, let me ask my colleague, Sen-
ator Grassley, for his opening comments,

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S,
SENATOR FROM I0WA

Senator GRASSLEY. First of all, thank you for conducting such a
hearing on the important issue of agricultural tax incentives. I es-
pecially want to thank you for including my proposal, S. 710, which
permanently extends the first-time farme. program in this hearing
schedule.

I have introduced this legislation in each of the last two Con-
gresses. These first-time farmer bonds, or I call them Aggie Bonds,
are part of a larger package of tax-exempt Small Issue %’m’vate Ac-
tivity Bonds that wilY expire at the end of June this year.

However, on its own, the Aggie Bond program only costs a little
under $30 million over a five-year period of time. And, so, with this
figure in mind, I do not think we can afford to let such an inexpen-
sive, cost-effective program fall through the cracks of the current
budget crisis.

Aggie Bonds are used to finance low-interest farm loans targeted
to beginning farmers. The borrower must secure a participating
private lender who assumes all of the loan risk.

Federal law limits use of the bonds for loans for first-time farm

urchasers, and restricts them to a maximum of $2560,000 per fam-
1ly, per lifetime. Of course, State law may impose additional re-
strictions, such as net worth or residency requirements.

Unfortunately, State programs could be extinguished if the tax-
exempt status 18 lost, since the tax-exempt status is precisely what
enables the finance program to issue low-interest loans to first-time
farmers.

In addition, continuation of this program could be a real boon for
rural development. The program agdresses the one problem admit-
ted by the Task Force on gg‘ricultural Finance—that of accessible
and affordable credit to beginning farmers.

To date, over 4,200 loans worth more than $250 million have
been processed through the Aggie Bond program. The failure rate
has been extremely low, 7 percent.

Iowa was the first in the nation to implement an Aggie Bond pro-
gram, and it has been extremely successful in processing over 1,200

rst-time farmer loans since 1981.

I appreciate very much, Mr. Chairman, that you have invited a
constituent of mine, Bill Greiner, who heads the lowa Agriculture
Development Authority. to testify before this committee today.

He is truly an expert on the Aggie Bond program, and will be
effective in underscoring the nee(% to preserve this program. I
thank him very much for taking time out of his busy schedule to
be with us to present his testimony, and, more importantly, for his
involvement in this Yrogram over the years which has been very
much the success of the program in my State.
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So, thank you, Mr, Chairman. I look forward to considering all
of the issues before us today.

Senator DASCHLE, Thank you very much, Senator Grassley.

Our first witness this afternocon 1s someone who is, perhaps, the
most credible expert on agricultural tax issues in the Senate, a
former tax commissioner in one of the most agricultural States in
the country, and someone who has devoted the last 6 years to agri-
cultural issues and tax matters of consequence to rural America.
We are very pleased he could join us, and, Kent, we invite you to

proceed as you see fit.

STATEMENT OF HON. KENT CONRAD, A U.S. SENATOR FROM
NORTH DAKOTA

Senator CONRAD. Thank you very much, Mr. Chairman. First, I
want to thank you for holding this hearing and taking your time
to delve into the igsues that are facing the committee.

I would ask that my full statement be made part of the record.

Senator DASCHLE. Without objection.

[The prepared statement of Senator Conrad appears in the ap-
pendix.] '

Senator CONRAD. And [ will try to summarize in a way that gets
us through this as quickly as possible.

I want to indicate to you, Mr. Chairman, that there will be two
witnesses following me; our agricultural commissioner from the
State of North Dakota, Sarah Vogel, who has done an absolutel
outstanding job in that position for the State of North Dakota, and,
more broadly, for the farmers of this country; and David Saxowksy
an NDSU economics professor who is very knowledgeable on the
subjects that are before the committee. I hope every courtesy of the
committee will be extended to them, as I know tiiis Chairman al-
ways deals courteously with witnesses.

Mr. Chairman, as you know so well, family farmers suffered se-
vere economic hardship in the 1980s. Net farm income, when ad-
justed for inflation, was lower in the decade of the 1980s than in
anly decade since record-keeping began in 1910.

n addition, the net value of farm assets in real dollars dropped
from $1.1 trillion to $600 million between 1981 and 1987. With
that sharp drop in income and asset values, we saw severe prob-
lems develop some of which involved taxes.

Farmers engaged in debt restructuring can, unfortunately, re-
ceive large tax bills on either capital gains or ordinary income aris-
ing from the transfer of property to satisfy indebtedness or from
discharge of indebtedness.

One of the first issues we deal with is what we call phantom cap-
ital gains. When a farmer deeds back land to a lender, the IRS
treats as a capital gain the difference between the fair market
value and the basis 1n that property, even though the farmer re-
ceives no cash from the transfer.

Imagine, Mr. Chairman, the shock of farmers who deed back
land to discharge indebtedness and find out, low and behold, that
they have a substantial income tax obligation.

'I?lrmey are being forced out of business, in many cases, have vir-
tually no assets, and are faced with very large income tax burdens.
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Now, that is the final shock that puts many farmers in a position
that is really untenable.

In addition to that problem of phantom capital gains, we have
the problem of discharge of indebtedness. Mr. Chairman, as you
know, farmers can also find themselves owing tax on debt relief re-
ceived from a lender, which is considered discharge of indebtedness
income by the IRS unless a farmer is insolvent or has unused tax
attributes to apply as offsets.

A(fain, I have seen it. I have had farmers come to me who were
ready to finally resolve their economic trauma. They were receiving
discharge of indebtedness from a creditor, As a result, they were
going to then face huge tax bills, tax bills that they had no re-
sources to pay.

Mr. Chairman, this should not happen, and there is a solution,
Now, some have suggested that the Agricultural Credit Act of 1987
was designed to provide farmers with the opportunity to restruc-
ture their debt, and that is the case. But many farmers find that
they are unable to restructure because of the tax burdens that fol-
low from the situations that I have described above.

Let me just give a quick example. Suppose a farmer had a loan
of $200,000 and conveyed back land worth $150,000 to eliminate
this debt. Assume this land had a cost basis of $75,000. Under cur-
rent law, this farmer would have to pay tax on a capital gain of
$76,000. That gain is illusory; it will be taxed as ordinary income.,

The farmer 1n this example would also realize $60,000 of dis-
charge of indebtedness income unless he or she is insolvent or has
unused tax attributes to apply as offsets.

Mr. Chairman, S. 900 that is before this committee has heen co-
sponsored by the Chairman, and Senator Symms, of Idaho. It has " °
also been supported by Senator Boren, as past Chairman of the
subcommittee,

S. 900 it provides a limited, once-in-a-lifetime exclusion for farm-
ers with low to moderate incomes and no other assets to velieve
them of the tax owed on discharge of indebtedness income or cap-
ital gains that arise from debt restructuring.

Mr. Chairman, let me just review with you very quickly the
qualifying test to get this one-time exclusion. First, at least 50 per-
cent of gross receipts in six of the last ten years must be attrib-
utable to farming. .

Second, modified adjusted gross income is less than 100 percent
of the national median adjusted g‘ross income. Finally, equity in all
other property is less than $25,000, or 150 percent of the tax liabil-
ity, whichever is greater.

The exclusion 1s limited to $300,000; the same limit on the size
of the write-down that exists under the Agricultural Credit Act.

Mr. Chairman, Joint Tax has not released a revenue estimate,

but it is worth noting that, in real terms, the amount of tax reve-
nue foregone would be minimal, because it is highly unlikely that
anf' of these farmers will ever be able to pay these enormous tax
bills when they are flat broke.
Mr. Chairman, another bill I have sponsored S. 1061, a technical
correction concerning the special use valuation, is also before the
committee. After the large increases in farm prices in the 1970s,
many farm families had problems paying their estate taxes.



mM

6

The law was changed to hase estate taxes for family farms on
what the farm can actually produce, not on the market value, If the
farm is sold outside the family or converted to non-farm use, the
heirs are liable for retroactive tax liability.

Therefore, this is not a case where we are opening up a loophole
for people to go out, sell land for substantially more than the tax
bases on the land, and then reap a tremendous reward.

Following an IRS ruling that leasing farm land on a cash-lease
basis disqualified family farms from special use valuation, Con-
gress passed a technical correction in 1988 extending special use
valuation of farm property to surviving spouses who continued to
cash-rent farm property to their children. Without this change, a
recapture tax would have been imposed in such situations.

However, we have found in real life rare instances where there
ig no surviving spouse and it 18 not possible, under the 1988 law,
to transmit such property to one’s children or grandchildren with-
out triggering the recapture tax. S. 1061 would apply in such cases.

For example, we have a case of a North Dakotan, who may have
lived very close to South Dakota, now that I think about it, who
cash-rented farm property from his mother, who had received the
property from her father.

either the daughter nor the grandson qualifies for special use
valuation under a provision ap%lymg only to surviving spouses.

In the House, Congressman Dorgan, of my State, who is a mem-
ber of the Ways and Means Committee, has introduced companion
legislation. In addition, this bill is quite similar to legislation intro-
duced by Senator Kassebaum.

My bill would apply to qualified heirs who are immediate mem-
bers of the decedent’s family, while Senator Kassebaum'’s bill ap-
plies to lineal descendants only. That is the basic distinction be-
tween Senator Kassebaum’s legislation and my legislation.

Joint Tax has not groduce a revenue estimate for this year, but
last year indicated that there would be a loss of only $9 million
over b years, due to the very few number of people affected by this
legislation.

t is not very much, but it addresses a serious concern. I hope
this committee will look favorably on S. 1061, a technical correction
regarding the special use valuation, and on S, 900, the Farm Debt
Tax Relief Act. I would be happy to answer any questions.

Senator DASCHLE. Kent, tf:ank you for your testimony. Let me
again acknowledge your leadership in both of these areas. I do not
know of anyone who can speak with greater credibility about the
need for changes in the Tax Code, and you certainly addressed two
very important areas.

Let me ask you if you know the percentage of farm liquidations
where liabilities currently exceed assets, either in North Dakota, or
throughout the Midwest. Any rough figure on that?

Senator CONRAD. I do not. I would be happy to try to get a num-
ber for you. I can tell you that we know this is not something that
would cost the Federal Government a substantial amount of
money.

If you think about it. people affected by the Farm Debt Tax Re-
lief Act are without additional assets, without substantial income,
and yet, who, in many cases, face staggering tax bills. I have lit-
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erally seen cases where people owe $30,000, $40,000, $50,000 in
Federal taxes, and they do not have a dime.

They have gone through the whole process of debt restructuring,
and perhaps they are ready to get discharge of indebtedness be-
cause creditors have worked with them. Yet, they are faced with
huge tax bills, and, at that point, they finally throw up their hands,
give up, and go into bankruptcy, in which case there is no chance
of work out or relief.

Senator DASCHLE. I think you are absolutely right. I would have
to verify this, but something in the back of my mind says it is 26
percent.

Perhaps Sarah can shed some light on this. But 25 percent of
farmers today who liquidate find that their debt has exceeded all
assets and find themselves in the very position that you have just
described. Thank you.

Senator CONRAD, Yes. I would not be surprised if it is that high.

Senator DASCHLE. Thank you very much. r“3Ve appreciate your tes-
timony.

Senator CONRAD. Thank you,

Senator DASCHLE. Our next witness is also someone who comes

from farm country; the senior Senator from the State of Wisconsin.
We are pleased he could be with us. Bob, we invite you to present
your testimony at this time. Senator Robert Kasten.

STATEMENT OF HON. ROBERT W. KASTEN, A U.S. SENATOR
FROM WISCONSIN

Senator KASTEN, Mr. Chairman, first of all, thank you very
much. A number of us want to thank you for having this hearing,
because there are a lot of different approaches to some of the same

problems.
And I think it is important to group these ideas together and I

thank you for this opportunity and for the work that your sub-
committee is doing on the important topic of retirement security for
America’s farmers.

I am pleased to note that later in this heaving you are going to
be hearing from a Wisconsin farmer, Jim Harris, who is rght be-
hind me, ie ig the architect of the proposal that I am going to be
discussing with you, the Farmer’s Retirement Account.

And I think it is important that we hear, first of all, from people
who are involved day-to-day in agriculture. Jim is a real farmer.
He is involved every single day in his farm in Racine County. He
came here at his own expense, representing himself, because he
feels very, very strongly about these issues.

As you are aware, I believe, Mr. Chairman, we have got,
throughout the upper Midwest, some difficult problems with regard
to farm income.

Dairy prices, for example, the M-=W price just dropped 23 cents
from last month. We are now at $10.98, just under $11. A year and
a half or so ago, we were above $13.

So, the price for milk in the Dakotas, and Minnesota, and Wis-
consin, and Iowa has gone down significantly. And it is with that
backdrop that we are trying to struggle for solutions to some of the
problems that America’s family farmers are faced with.
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They need our help, and I think it is particularly important for
us to listen to people who have had the day-to-day, on-the-job, full-
time experience like Jim Harris. So, I thank you for allowing him
to appear.

I also note that Senators Shelby, Burns, Kohl, Cochran and
Coats have joined me as co-sponsors of the Farmer's Retirement
Account,

In recent months I have held Small Business Committee field
hearings throughout Wisconsin. In Racine, in Eau Claire, in Supe-
rior, in Green Bay, in West Bend, and in Waukesha. At each of
these hearings from small businesses, community organizations
and farmers, people have voiced their concern about the overall di-
rection of Wisconsin and America’s future,

But they spoke, primarily, of excessive taxation, of massive Fed-
eral deficits, the burdens of government red tape, the high cost of
health insurance, and the frustration in dealing with a Federal
Government that has lost tough with hard-working Americans.

And one of the principal topics discussed was the tremendous
struggles that are faced by small- and medium-sized family farms,
Today, a dairy farmer in Wisconsin who works a lifetime on the
farm and then sells part or all of that farm in the hope of a com-
fortable retirement faces an immediate 28 percent Federal capital
gains tax, and that is, of course, on top of State taxes.

There is no consideration given to the fact that much of the farm-
er’s so- called profit is due solely to inflation—Ken spoke about that
a moment ago, and I think a number of us are going to be talking
about that all day-—or that nobody gives consideration to the fact
that farmers do not have access, generally speaking, to company
pension and retirement plans, or government pension and retire-
ment plans.

Even their Social Security benefits are often lower than other
workers because they pay themselves low wages in order to plow
much of their gains back into the farm each year.

Farmers work hard their entire lives. They feed America’s fami-
lies and a good portion of the world, And the gift they get at retire-
ment is a confiscatory tax of one-third the value of their farms.

As two Wisconsin farmers from Union Grove wrote, Chester and
Delores Davis:

While farming and raising a family we had to reinvest any income in machinery

or upkeep and could not buy tax-deferred IRAs.
Now they are taking so much\of our retirement investment for taxes that it leaves

little to retire on. Is this (air?

Senator KASTEN, I think the answer is, it is not fair, and that
is why you are having these hearings here today.

Dan Poulson, who is the President of the Wisconsin Farm Bu-
reau observes:

As {armers, we build a great deal of personal property and other investment into

our operations, the investments accrue over a long period of time.
We face exceptional inveslment risks and the uncertainty of weather problems.
Yet, when it comea time to retire, we are faced with a lump-sum tax on the product

of our lifelong work and risk-taking.

Senator KASTEN. I believe that farmers deserve better, Mr.
Chairthan, and the Farmer’s Retirement Account is a straight-
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forward and simple approach to help farmers build a better retire-
ment for their families,

The proposal does not create a new p:ogram, it simply builds on
the ]existing Individual Retirement Account or IRA that is already
in place.

ur legislation provides that farmers who sell farm assets be
permitted to defer taxation on those assets, provided the profits are
rolled over into an Individual Retirement Account,.

A similar {)rovision is currently provided for millions of Ameri-
cans who sell their personal residences each year. Capital gains
taxes are deferred, providing the sales proceeds are rolled over into
a new residence witYﬁn 2 years.

So, this mechanism is mn place in a couple of different ways, we
just need to extend it to include famnily farms. The Farmer's Retire-
ment Account merely defers taxation and permits the farmer and
spouse to spread the eventual payment of tuxes out over a number
of years ag funds are gradually withdrawn from the IRA to meet
retirement expenses.

As the Joint Committee on Taxation notes in its analysis of the
bills being reviewed at today’s hearing: “The rollover of gain on

ualified %arm property would effectively create income averaging
or the taxpayer.” -

In addition to the henefits to the farmers, the economy is helped
I believe, by the billions of dollars in additional savings invested
in JRAs.

The government will not lose a substantial amount of revenue
from the Farmer Retirement Account. The Joint Committee on
Taxation has provided a 5-year revenue estimate for this proposal.
It is $837 militon, or less than $200 million per year.

The Farmer’s Retirement Account is supported by the American
Farm Bureau Federation, the Wisconsin Farm Bureau, Commu-
nicating for Agriculture, and a number of other farm organizations.

Last month, Mr, Chairman, I offered this provision as an amend-
ment to the tax bill. I am pleased to say that you voted in favor
of my amendment, and for that, I thank you.

Even though this is a relatively new proposal, we received 45
votes. It is my hope that, as the Finance Committee reviews tax
legislation, it will consider including a farm asset rollover provision
among proposals that expand on the existing IRA. This would help
America’s farmers and would help the economy by increasing na-
tional savings.

You are going to hear a number of different proposals here, Mr.
Chairvman. But I feel very strongly that we can reach and must
reach bipartisan agreement on dealing with this important problem
somehow. And I think we have got to reach it soon, not later.

This is not a Republican or a Democratic idea. We have got Re-
Fublicans and Democrats testifving before vou, and we had Repub-
icans and Democrats both supporting the IKasten amendment with
the 45 votes.

I think we have got to make the rest of America understand
some of the problems that we understand representing farm States.
But I look forward to reaching a consensus on these issues with
your leadership. And, once more, 1 thank you for these hearings

today.
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['I“j}}e ]prepared statement of Senator Kasten appears in the ap-
pendix,

Senator DASCHILE. Well, Bob, thank you for your testimony. I ap-
plaud you, again, for your idea and the leadership you have shown
in this area.

I followed the debate on the floor about a month ago with some
interest, and it was on the basis of that debate that I enthusiasti-
cally supported the amendment on the floor.

You made reference to income averaging. The fact is, as you re-
call, in 1986 we eliminated income averaging. So, we really do not
have the ability to use income averaging as a financial tool in any
avea, and it has really been one of those financial tools, those tax
tools, the loss of which has been very detriinental to agriculture.
So, this proposal as you say, brings it back to a certain degree, es-
pecially for those farmers who may need it the most.

Let me ask you this. I should know, and I do not. Do you put
any cap on eligihility for this plan?

enator KASTEN. Mr. Chairman, each spouse is limited to a roll-
over of $10,000 of farm gain for each year of farming up to a life-
ltixlne cap of $260,000, however there is presently no income eligi-
ility cap.

Senator DASCHLE. All right. Listen, thank you again. I appreciate
your testimony this afternoon.

Senator KasTEN. Thank you very much,

Senator DASCHLE, Our next witness is a good friend and someone
I have worked with for many years. He also knows agriculture ex-
tremely well. We are pleased he could join us this afternoon. Con-
gressman Jim Slattery, from Kansas. Jim, we will take your testi-

mony at this time.

STATEMENT OF HON. JIM SLATTERY, A U.S. REPRESENTATIVE
FROM KANSAS

Congressman SLATTERY. Thank you, Mr. Chairman. First, let me
say that it is good to see you, and it is good to see you in the posi-
tion that you are in. I commend you, Mr. Chairman, for taking the
initiative to conduct these hearings.

As I was sitting here I could not help but observe that this is the
kind of tedious, difficult work that is unglamorous, yet is so essen-
tial in the law-making process.

And I commend you for spending an afternoon listening to the
different ideas under consideration in the Congress that I think are
important to making the Tax Code more equitable and fairer for
Kansas farmers, and farmers all over this country.

So, again, I commend you for taking the time, and commend you
for your leadership in this area, also.

Senator DAscHLE. Thank you.

Congressman SLATTERY. I would like to point out that our col-
league from North Dakota, Byron Dorgan, wanted to be with us
today. He is unable to be here.

But Congressman Dorgan is really carrying the ball for us on
this issue in the Ways and Means Committee on the House side.
And, when I refer to the ball, I am talking about H.R. 1711, which
Congressman Dorgan and 1 introduced last this year.
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As a way of background, let me just observe that, under current
law, a taxpayer, if he or she is aged 65 or older, can sell his or her
principal residence and the first $125,000 in capital gains is ex-
empt from taxation, That is the existing law.

When a farm is sold, however, the farmer must allocate the sell-
ing price between the personal residence, including the immediate
surroundings and outbuildings relating to it, and the property used
in the farm operation.

Under H.R. 1711, we propose that if a farmer who is over age
55 sells his or her principal residence, and also sells qualified farm
property, he or she could exempt up to $125,000 of the total capital
gain on the sale of the homestead from taxation,

The property would be considered qualified farm property if the
taxpayer's family materially participated in the operation of the
farm for at least three of the past 5 years. This legislation would
bggcgue effective for taxable years beginning after December 31st,
1989,

Let me just be very brief in observing also that this legislation
was included in H.R. 4210, which the Congress passed earlier this
%;emi. And, unfortunately, this legislation was vetoed by President

ush.

But, again, this was a very simple concept and one that I believe
will make the Tax Code more equitable for family farmers all
across this country.

And, again, just to reiterate, under existing law, tax ayers over
age 66 are entitled to this one-time exclusion from their capital
gains tax on the sale of their personal residence equal to $126,000.

I am suggesting in thig legislation that this one-time exemption
should be also extended to and made available to family farmers
who sell up to 160 acres of qualified farm land as the legislation
defines it.

And, by so doing, we would get away from this current situation
that requires farmers to segregate the value of their house and few
outbuildings in the country from the value of the land.

And I would just observe that, under the current situation, the
houses in the country are wortfm, oftentimes, a mere fraction of
what they were worth if they were located in town,

And this creates a fundamental inequity, as far as I am con-
cerned. Because I think it is important for us to look at that 160
acres in the country as the homestead, in effect. And that is what
this legislation proposed to do.

It has been estimated that the cost of this would be about $100
million a year over the next 6 years. So, it is realistic, I think, te
look at this kind of a correction.

And when we talk about the need for capital gains tax relief, thig
is a very targeted approach that, in my opinion, will provide some
very needed relief to a group of people 1n this country that, to date,
as far as I am concerned, 'mve not been treated fairly under the
existing Tax Code.

So, I would be happy to try and answer any of your questions,
Mr. Chairman. Again, I commend you for taking the time to hold
these hearings here by yourself, and I commend you for your lead-

ership.
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Senator DASCHLE. Thank you very much for your testimony, Jim.
Let me clav:fy something for the record, because I do not know if
people undcrstand this very well, and you would be an ideal person
to address it.

When a house is sold in a small town in South Dakota, the value
of that house is calculated, of course. And if the person selling the
house is over the age of 65—

Congressman SLATTERY. b5.

Senator DASCHLE. 65. Excuse me,

Congressman SLATTERY. Yes.

Senator DASCHLE. They have a one-time capital gains exclusion.
If a house with adjacent property is sold on the farm—and usually
it is a house and adjacent property, as I understand it, and I would
be interested in your claz‘igcation of that—it is only the house, not
the adjacent property, that is subject to the exclusion, which makes
it very difficult for tax calculation purposes, does it not?

Congressman SLATTERY. Absolutely.

Senator DASCHLE. It is almost impossible to separate out the
house and its value from the adjacent property on which the house
sits.

Congressman SLATTERY. The land,

Senator DASCHLE. But that is what somebody has to do. They
have to make that calculation before they can determine the
amount of the exclusion for which someone over the age of 56 may
be eligible. Is that not correct?

Congressman SLATTERY. Absolutely. And I will tell you how this
was brought to my attention. A constituent in Baileyville, Kansas
was in the process of trying to sell his homestead to his son.

And, in the process, he learned that he had to segregate the

;mh(ie of the residence, the house, in effect, from the value of the
and.
And, of course, the problem you get into in rural Nemaha Coun-
ty, Kansas, and I am sure the same is true in rural counties all
over this country, is that the value of that house in the country,
by itself, is generally a fraction of what it would be worth 20 miles
away in a city.

And the problem you get into is that it is extremely difficult to
determine what the value of that house is sitting out in a remote
avea of the country.

And it only makes sense, in my judgment, for us to evaluate the
price of the residence in the context of a homestead, in the context
of 160 acres, as we suggested in this legislation.

Senator DASCHLE. But you put a cap on it, do you not, of
$125,0007?

Congressman SLATTERY. We put a cap of $125,000.

Senator DAsCHLE. That is right.

Congressman SLATTERY. And we further cap it by the 160 acre
limitation.

Senator DASCHLE. Right. So, it is subject to the same exclusion
as a house in town. :‘

Congressman SLATTERY. Absolutely. s

Senator DASCHLE. If you include the adjacent land, which is real-
ly part of the integral value of the '})roperty being sold here, all
would be subject to that $125,000 cap? :
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Congressman SLATTERY. Yes. And the other observation I would
make 1is that, historically in many of our States, like Kansas, and
I would guess it is similar in the akotas, the State laws have his-
torically acknowledged that the homestead is the 160 acres. So, if
you had homestead exemption laws, for example, they would his-
torically exempt the 160 acres not just the house.

So, what I am suggesting is that that concept should be applied
to the Tax Code in this area and treat the sale of the homestead,
the farm residence, in effect, the same as we would treat the sale
of iIiJ ;Aerscnal residence in Topeka, or in Kansas City, or New York,
or LA,

Senator DASCHLE. Would you not say that in Kansas, as we find
in South Dakota, the vast majority of farm homes that are now
being sold are being sold by people aver the age of 56, trying to find
somebody within the family or somebody close by who may buy the
farm and keep it together?

Congressman SLATTERY. Well, in fact, when you look at the aver-
age age of farmers in this country today, it is alarming to realize
that the average age is above 55.

And it makes the point that you are tt'yin%1 to make, and that
there are an awful lot of family farmers now that are over age b5,
many of them over age 65, that are attempting to sell their farms
or their residence in the country to a son, or a daughter, or to an-
other family member, or to anyone that is willing to buy 1t, for that
matter.

And, in the process, they learn that their entire homestead is
subject to capital gains tax, unlike their brother or sister who may
be selling their residence in the city. And that is the fundamental
point that we are trying to corvect with this legislation.

I would hope that if the Senate Finance ommittee later this
?'ear moves any kind of a tax bill, that you, Mr. Chairman, would
ook kindly on this legislation and use your enormous persuasive
skills to include it in any bill that might f;ave your body.

Senator DASCHLE. Well, I am a co-sponsor of a similar bill on this
side, and I very much appreciate knowing the broad support that
appears to exist in this House for this legislation. Thank you very
much for taking the leadership to advocate on behalf of this pro-
posal this afternoon.

Congressman SLATTERY, Very good.

Senator DASCHLE. Thank you, Jim.

Congressman SLATTERY. Thank you, again.

Senator DASCHLE. As Congressman Slattery indicated, Congress-
man Dorgan had originally intended to testi:?'. Without objection,
his statement will be made a part of the record at this time, as well
as that of Senator Kassebaum, who also has expressed an interest
in these areas and has a bill pending similar to the one that we
have just been discussing. So, without objection, her statement will
be made a part of the record as well.

[The prepared statements of Congressman Dorgan and Senator
Kassebaum appear in the appendix. |

Senator DASCHLE. Senator Jim Jeffords, from Vermont, is sched-
uled to testify. And I see he is walking into the room as we speak.
Jim, if you have your wits about you, we will take your testimony

at timis time, as well.
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Senator Jeffords. I have got half of them, anyway. [Laughter.]

Senator DASCHLE. All nght. Welcome. We are very pleased to
have you come before the committee. I had the good fortune to
work with you for many years on the House iculture Committee
and enjoyed that opportunity immensely. I look forward to working
with you on issues related to agricultural tax, as well.

So, we are delighted you are here, and invite you to proceed as

you see fit.

STATEMENT OF HON. JAMES M. JEFFORDS, A U.S. SENATOR
FROM VERMONT

Senator JEFFORDS. It is a pleasure to be here. I have enjoyed
working with you and am amazed at the common interest we have
between our States so far apart, between South Dakota and Ver-
mont,

Again, I would like to bring to your attention an issue which we
believe 18 an important one, and which we hope just a small modi-
fication of the tax law without too much of a ramification on the
aspects of taxes could be of significant help in trying to help solve
the problem. I have a statement. I would like to make that part
of the record, if that is quite all right.

Senator DasCHLE. Without objection, that will be done.

['I;ll}e f)repared statement of Senator Jeffords appears in the ap-
pendix.

Senator JEFFORDS. I will probably just proceed on the basis of
the fundamentals of the issue. We all know that we have problems
with wetlands in this country. The preservation of those wetlands
is extremely important. It is extremely important because we have
allowed so many of the wetlands to be filled in and to disappear.
And the same is also true for undeveloped land, forest land, and
whatever.

The bill that I have introduced, S. 887, is called the Wetlands
and Greenspace Preservation Assistance Act. What it is trying to
deal with is especially in the case of death and the transfer of prop-
erty from one generation to another.

We have already recognized in the tax law that we ought to give
special attention to farm lands and other kinds of land. What this
bill does is broadens the means of trying to protect these lands into
the area of wetlands and also greenspace lands.

Basically, what the bill says is that if you will subject these
kinds of lands to an easement, the land will be not taxed at the
highest and best use, but will be taxed on the value of the land
with respect to the easement that is attached. Thus, the cost to the
taxpayer would be considerably less in taxes upon the transfer at
death, which would remove the incentive to sell these lands for de-
velopment.

I think preservation of these kinds of lands are a very major
part, for instance. of our endangered species dilemma, it contrib-
utes to landfill siting problems, significantly impacts on the activi-
ties allowed on Federal and other public lands. Deforestation, for
example, is another land use problem. One nation’s use of their
land can affect not only their citizens, but also the world as a

whole.
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Closer to home, one of the main controversies surrounding, for
instance, the James Bay hydropower project, is flooding of thou-
sands of square miles og land. Kll of tﬁese problems have created
pressure to preserve what the undeveloped lands we have left.

So, basically it is a relatively simple bill that would try again to
expand existing farmland preservation programs to wetlands, as
wfeclll ashgreenspace lands for the purposes of taxation at the time
of death,

I know we do not have all the answers to resolve these conflicts,
but I do believe that private property owners are entitled to certain
rights and that we should not infringe on these rights unneces-
sarily without compensating the owner or the public benefit that
results from environmental protection.

The continuing controversy over wetlands is evidence that we
now have not yet figured out how to resolve these conflicting goals.
One thing I am certain of is that our government now sends con-
flicting signals of environmental protection and development.

For example, today, the Environment and Public Works Commit-
tee began working up a bill to re-authorize the Resource and Con-
gervation Recovery Act. One of the most controversial issues is re-
cycling. To reduce the needs for landfills which cities often cannot
site, cities are undertaking recycling programs. Unfortunately, in
many cases it costs more to use recycled materials than virgin ma-
terials. Thus, the current proposal will re(i](uire industries to recycle
and re-use a portion of their product’s pac a?ng.

One reason virgin materia?s are cheaper for industries to use is
that the Federal Government subsidizes the use of virgin mate-
rials. Thus, on the one hand, we are telling industry not to use vir-
gin material, while on the other hand we are subsidizing virgin
materials to encourage their use. The American taxpayer and
consumer end up paying twice; once for each conflicting goal.

Conflicting signals are also sent in terms of land preservation.
The government has regulations to discourage the development of
wetland areas, yet, when calculating taxes on the same lands, the
govemment requires that the land be assessed at the highest and

est use,

To our government, highest and best use means development.
The effect of our government’s highest and best use is to basically
encourage landowners to develop land or to sell land to pay the
taxes. To me, the highest and best use of land is its natural unde-
veloped form, not as a condominium development.

The Federal Government is not the only level of government that
sends mixed messages. Local governments often calculate property
taxes in the same manner. This is most obvious when lang is pro-
posed for inclusion in national parks. Local governments express
significant concern of the loss of this land for their tax rolls. Local
government's often feel money is more important than greenspace
or wetlands.

I do not %ro ose to change the local property taxes, but we can
change the Federal Tax Code. The approach contained in this legis-
lation is the same as is cwrrently used to protect the family farms
from the tax assessor. The Inheritance Tax Code allows family
farms to be assessed at their cuwrrent use and not the highest and
best use, providing that the family continues to farm the land for
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at least 10 years. I propose the same approach for other undevel-
oped land.

I thank you for your attention in this matter. I know you will
give it your deep consideration, and hopefully pursue these public
policy changes. 'ghank ou, Mr. Chairman,

Senator DASCHLE., Thank you, Jim, for your testimony. Let me
just ask a couple of questions to clarify the proposal.

Senator JEFFORDS. Sure.

Senator DASCHLE. You are recommending or proposing a preser-
vation easement for how long a period of time?

Senator JEFFORDS. Ten years.

Senator DASCHLE. Is it renewable?

Senator JEFFORDS. It could be, but such renewals would not be
required under this act. A minimum of 10 years is required for the
preservation easement,

Senator DASCHLE. A minimum of 10 years.

Senator JEFFORDS, Right.

Senator DascHLE. And then, subject to a potential for an addi-
tional period of time.

Senator JEFFORDS. Right, but to receive the favorable tax treat-
ment, only 10 years is required. And I have no problem if longer
time is necessary to ensure presevvation. I believe we picked the
10-year period because that is the present provisions with respect
to the preservation of farm lands.

Senator DASCHLE, Would it be considered a charitable deduction?

Senator JEFFORDS. I am sorry.
Senator DASCHLE. Would it be considered a charitable deduction

for tax purposes?

Senator JEFFORDS. No. It would just be a difference in land valu-
ation, that the land valuation would be based upon the land subject
to the restrictions on its use, and, therefore, its value would be de-
creased, at least to the extent of the time that it could be used for
that purpose.

The valuation would be determined by the length of time that
the—in other words, if it was perpetual, then that obviously would
reduce the value of the land more than if it is only subject to a 10-

year option.
Senator DASCHLE. So, the whole purpose would be to lower the

estate tax?
Senator JEFFORDS. Lower the estate tax so that it can be pre-

served. Basically, that is it.

Senator DASCHLE. What if the heir fails to maintain the contract
durin(? that 10-year period of time, is there a recapture tax re-
quired?

Senator JEFFORDS. There are provisions to recapture the tax.

Senator DASCHLE. So. there would be a retroactive recapture tax,
or would it be a tax that would be implemented as of the date the
heir chooses not to—-—-

Senator JEFFORDS. It is retroactive.

Senator DASCHLE. It is a retroactive tax. Very good. Well, I think
it is an excellent idea. We have wetland concerns and problems in
our State, and, I know, in the upper Midwest. We have got to find

ways to resolve this matter.
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You are using the carvot rather than the stick, and I think there
is an approqriate place for both. I like the carrot approach much
better myself, to the degree it works. This is an innovative ap-
proach, and I applaud you for it.

Senator JEFFORDS. Thank you very much.

Senator DASCHLE. Thank you for your testimony, Jim.,

Senator JEFFORDS, Thank you, Mr. Chairman.

Senator DAScHIE. That concludes our series of Congressional
witnesses. Our next witness is an official with the Department of
the Treasury. He is the Acting Deputy Tax Legislative Counsel,
Mr. James Fields.

If Mr. Fields can come to the table at this time, and anybody who
wishes to accompany him, we will take his testimony.

Again, thank you for coming, Mr, Fields. We are pleased you
could be with us. You have had the opportunity to hear rrogonents
of various proposals that are currentf;' pending before the Finance
Committee. We have your written testimony. We invite you to pro-

ceed any way you see fit.

STATEMENT OF JAMES FIELDS, ACTING DEPUTY TAX LEGIS-
LATIVE COUNSEL, DEPARTMENT OF THE TREASURY, WASH-
INGTON, D.C.

Mr. FIELDS, Thank you very much, Mr. Chairman. The adminis-
tration appreciates the opportunity to provide its views on the
seven proposals that you are considering today.

The administration shares your concern for small farms and fam-
ily farmers. We are very troubled by the statistics you cite and the
statistics we have seen.

However, with respect to these specific provisions, we wish to
evaluate them in the way you suggested, which is based on tax pol-
icy considerations and on revenue considerations, since we are con-
strained by the pay-as-you-go provisions.

In that light, we object to and oppose several of the provisions
on both tax policy and revenue ﬁrounds. We have not done final
revenue estimates; however, we have done preliminary estimates.
If we took the package as a whole—and we realize that no one is
proposing that, but just to give you an idea of the magnitude of the
revenue costs of the entire package—we are talking about $3 hil-
lion revenue loss over the b-year period going forward. We consider
that to be a fairly significant expenditure without an offset.

If I may, I would like to go through briefly the seven proposals,
and try to focus on the ones that we believe are most controversial,
leaving to later questions those that may not be as controversial.

I would like to start with 8. 710, the Aggie Bond proposal. The
President’s 1993 budget included an 18-month extension of the
Ag&;ie Bonds.

e continue to support an extension in the context of general
legislation dealing with extenders of expiving provisions. We do not
see it as appropriate to deal with Aggie Bonds separately; we
should deal with all of those issues together.

Next, I would like to deal with S. 887, the Wetlands and
Greenspace Preservation Assistance Act of 1991. The administra-
tion opposes this provision. The Code currently provides for chari-
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table deductions for both estate tax and income tax purposes for
the creation of permanent easements.

So, this proposal adds a tax benefit for certain 10-year easements
but, unlike current law, it includes none of the protections that en-
sure that tax subsidized easements provide public benefit consist-
ent with the policy of granting a charitable deduction.

The current Code and regulations make sure that the easements
have social value; that the grantor does not benefit from the ease-
ment, and that there are means to protect continued preservation
of the easement. The bill lacks all of those.

- And, if I could briefly go through them, I think you can get a fla-
vor for it. First of all, the bill laﬁs any {)ublic benefit requirement.
Seemingly, any open space would qualify. It could be a rubble-
strewn lot with no sociar value that would qualify for the bill to the
extent that it provided advantages for estate planning purposes.

Second, there is no public access requirement. The pub{i)c can be
excluded from the property, the public may not even be able to see
the property, yet it could qualify for the special valuation.

Third, the transferee need not be a charitable institution, Cur-
rent law requires the transferee to be a charitable institution.
From cuar reading, it appears that the bill would permit the owner
of the property or the heir to transfer the easement effectively to
a family memger and they could continue to enjoy full use of the
property, other than development, to the exclusion of the public.

Moreover, because we do not have a charitable donee requive-
ment, there is no one to police the easement except the IRS. Under
the current preservation easement system, the tension between the
charitable donee and the grantor gives us at least some assurance
that the easement will be maintained.

Lastly, there is no limitation on private inurement of benefit to
the donor or the donor's family. Under current law, if the developer
gives an easement in a land area, but his adjacent development ap-

reciates in value as a result of the gift, his charitable deduction
18 reduced, which makes sense. There is no such reduction for pri-
vate inurement of benefit in the bill.

For all those reasons, we are very concerned about this hill.
Taken ag a whole, the bill inadvertently creates an excellent estate
planning device. And, for that reason, we oppose it. The revenue
cost, as stated is about $800 million over 5 years.

Next, I would like to address S. 1046 and S. 1061, the Expan-
sions of the Special Use Valuation Rules. In general, the adminis-
tration supports expansion of these rules. We would like to expand
the use of cash leasing by heirs, however, we believe that liberal-
ization should be prospective only.

We believe that S. 1045 reflects the appropriate balancing be-
tween the need for flexibility for the family and the needs to really
limit the special use valuation in terms of an immediate family
unit and not in terms of allowing what start to appear like com-
mercial transactions. But, within those confines, we think S. 1045
is very appropriate. We have previously testified in favor of ex-
panding the availability of cash leasing.

Next, I would like to address S. 900, the Farm Debt Reform Act
of 1991. Again, the administration opposes this provision.
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This provision itself, though addressing a troubling problem, does

not require financial difﬁculty or an inability to pay tax for the tax-

gayer to receive its benefits. Even solvent taxpayers receive the
enefits of this provision.

The bill provides no benefits to any other taxpayers other than
farmers, thou‘%h many, many businessmen, small businessmen and
otherwise, suffer very similar problems.

They are subject to renegotiation of their debts, they are subject
to satisfaction of bank debts with property. Yet, this provision ad-
dt‘gfses only farmers. We feel, for that reason, it is very inequi-
table.

And, if you are going to start forgiving this kind of taxable in-
come, a broader-based proposal would have to be considered. Of
courge, the revenue implications of such a proposal would be very
si%iﬁcant.

inally, and I think very importantly, this proposal draws an in-
teresting distinction between sales of property to third parties and
transfers to the bank in satisfaction of indebtedness. We think that
distinction is going to result in some very bad incentives.

If I sell my property, whether under water or not, in the market
I pay a tax. If},) however, I transfer it, even if it is above water, to
the bank, I do not pay any tax, which means the bank becomes the
first best buyer of appreciated property in the farm community. We
do not think, given what we have seen over the past several years,
that that is the incentive that we want to create.

Finally, we believe the revenue estimates for this are very sig-
nificant, approximately $1 billion, with more than half of that due
to the retroactivity provisions.

Next, I would like to address S. 1130, the Asset Rollover Account

vovisions. The administration opposes this proposal. Clearly, this
18 not a provision designed to promote the survival of troubled
farms, it 1s a proposal designed to assist exiting the farming busi-
ness by seeminglilvery successful farmers. The troubled farmers
we have been talking about do not have half a million dollars to
invest in asset rollover accounts.

If these accounts were really intended to assist small farmers, we
would expect to find some form of wealth restrictions, some form
of limitation on availability, but there are none. The only restric-
tion is a maximum contribution amount of $5600,000.

Moreover, we think it is inequitable to provide this benefit only
to farmers. Why should this group, as opposed to any other family
business, be able to liquidate their business and receive this bene-
fit? They would have a preferred savings and investment vehicle
available to no one else.

Finally, under current law, to take advantage of the variety of
qualified plans, savings and investment vehicles, a farmer who em-
ploys other individuals and who has done very well must also pro-
vide benefits to the employees.

This proposal means that a farmer could have a preferred sav-
ings and investment vehicle without providing benefits to employ-
ees. This is a benefit unavailable to any other small or medium-
sized businessman in the country. We think that is inappropnate.
Again, the overall revenue cost of this proposal is about $800 mil-
lion, and we consider that to be fairly significant.
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The last item is S. 2202, which is the Extension of Section 121
Benefits to Adjoining Farm Land. The administration opposes this,
. but would consider suggestions and ideas regarding deminimus
rules to reduce conflicts between the Service and taxpayers over
what is the farm and what is the principal residence.

Simply assuming that all of the farm land is part of the principal
residence we feel is inappropriate. But, if there are controversies
arising because of the line being drawn, we are willing to consider
various deminimis rules to deal with that.

Basically, we see this proposal as being inequitable. It would pro-
vide farmers an opportunity that no one else has to essentially
defer or eliminate gains on business property. There are many indi-
viduals who do not get the benefit of t[l)\e full $125,000 exclusion.

Are we to say that renters should get to exclude their business
property, that mobile home people should get to exclude their busi-
ness property because they cannot enjoy the $126,000 exclusion?
We do not think that is appropriate policy here, and we oppose the
provision. Thank you. I am wiﬁing to take questions.

[The prepared statement of Mr. Fields appears in the appendix.]

Senator DASCHLE., Thank you, Mr. Fields. Let me just pick up
where you left off. You are not from a rural community, are you?

Mr. FiELps. No, I am not.

Senator DASCHLE. All right. Well, in rural communities, I think
it is safe to say that in just about every State I have visited, the
home place when you are on a farm is not the home, it is the home
place and includes the contiguous land the home is on, It really is
not divided.

When someone sells the home place, they are selling the area
around it. It may include the buif:iings, it may include the land.
But, in any case, it is looked upon as a unit very different from
what you have in a town where you have a house.

In Washington, for example, $125,000 may be a garage. It may
not he much more than just that. So, it is all related, of course, to
the demography and certainly the conditions that one is consider-
ing. But trying to differentiate between a building which may be
the house and the home place is almost impossible.

I do not know if you ﬁad experiences in your work where that
issue has come up, but, clearly, that is the problem. And by putting
a cap on it, which I think you would have to admit is substantially
lower than the value of any house in Washington, DC, we are not
really talking about a windfall here.

Mr. FieLps. Well, first, I do not have personal experience with
the allocation process. We have begun some discussions with the
Internal Revenue Service as to whether there are, in fact, extensive
controversies about this, whether taxpayers are having a fight with
the Service in this allocation process.

On a very preliminary basis, the answer has generally been no.
That farm land, separately, is sold on a regular Easis in the areas,
and, therefore, it is velatively straightforward to appraise the land
separate from the house.

erhaps the unfortunate consequence of that is that the house
does not have much value, as you described, whereas if that same
house was moved into Georgetown, it would. However, that is true



21

of many, many, many Americans whose homes do not appreciate,
or who are not homeowners, or who live in a mobile home.

The leag from there to say that because they are unable to bene-
fit from the $125,000 exclusion on their principal residence, that
they should be able to also exclude $125,000 of business property,
we believe to be inappm{)riate.

Senator DASCHLE. Help me, if you can. When a house is sold in
a town, is the property upon which the house is located part of that
calculation for exclusion purposes?

Mr. FIELDS. Actually, if you have a part of your house that is,
for example, used for business purposes

Senator DASCHLE. No, no. I am not talking about for business.

I am just talking about the lot.
Mr. FieLps. All right. If there is no business use of that property,

no.
Senator DASCHLE. The lot the house is located on——

Mr. FienLps. If there is no business use of the property, no. But,
if you had, for example, an adjacent lot that was undeveloped, I do
not know the answer, but I believe that that is separately dealt
with, that that is not part of your principal residence. But 1 am not
sure of that. But the basic answer—-—

Senator DASCHLE. I am almost sure. Could you check, or maybe
somebody who is accompanying you correct this?

Mr. FiiLps. No, they coule not.

Senator DASCHLE. They would not know either?

Mr. FiELDs. 1 do not believe they will know off the top of their
head, sir. No.

Senator DASCHLE. Well, I am told, and let us make sure for the
record that I have this right, that a house that has a lot—and obvi-
ously, every house has a lot—that that lot is included as part of
the calculation for exclusion purposes.

Mr. FigLDs. Oh, yes. The lot on which the house sits is excluded.

Senator DASCHLE. Well, that is what I was asking.

Mr. FieLDs. Absolutely. No. I am sorry. I was saying if there was
aln da(éiacent property or a business property, that would be ex-
cluded.

Senator DASCHLE. No, no, no.

Mr. FIELDS. I am sorvy. Yes.
Senator DASCHLE. Well, so, in essence, that is what we are say-

ing on a farm. I mean, you have got a lot. A lot is the contiguous
property upon which the house sits.

But current tax law precludes the “lot” from being included with
respect to a farm. Obviously, a lot has a different definition in a
farm setting than it does in a town, but the principle remains the
same.

The contiguous land around a house ought to be considered, for
I)urposes of tax treatment. the same as land in a town. And, so, I
rave difficulty understanding why the tax treatment would be dif-
ferent in a rural setting than it is in a town.

Mv. FIELDS. If, in town. | used my garage as an auto repair shop
and deducted it. I would not be able to take any gain associated
with that portion of my house, and apply the $125,000 exclusion to

it.
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To the extent that there is business use of the property, that
property is excluded. Here, what you are describing is the whole
farm really includes business property.

It includes out-buildings, tractor sheds, the works. Those are
business properties which, traditionally, are not the residence and
are deductible and generate depreciation deductions and the like.

Senator DASCHLE, Well, but it is not just business. When you are
on a farm, I mean, it may be business, but it is part of the defini-
tion of that particular farm unit that goes beyond just business. It
goes to the cultural and historical and traditional appreciation of
what that farm unit actually is,

In any case, let me ask you something with regard to special use
valuation and cash leasing. I understand it, you do not oppose lim-
ited extension of the right to cash lease, and you say S. 1045 rep-
resents a reasonable approach. But I was unclear as to your posi-
““tion with respect to S. 1061. What is your position on S. 1061?

Mr. FIELDS. We would generally oppose S. 1061 as going too far.
What we think the basic way to looﬁ at the problem is, and we
have testified in the past to this effect, is that essentially a quali-
fied heir should be able to cash lease to any other person, member
of the family, that the decedent would have been able to directiy
devise his property to, and that broperty would have been eligible
for special use valuation.,

So, if the property had gone directly to that person and property
would have geen eligible for special use valuation in the hands of
that person, we think it makes sense that the heir can cash lease
to that person. And that defines a family narrowly.

We believe that S. 1061 goes far beyond that, and gets a little
complicated. But, essentially, S. 1061 means that the property
could be cash leased not merely to the family of the decedent, in-
cluding spouses and in-laws, but also to the extended family of the
decedent's heirs.

So, you could have a situation which we think gets fairly tenu-
ous, for example, where the stepson of the decedent leages to his
grandniece’s spouse. I mean, it may sound farfetched, but the cur-
rent definition of family is very broad and you begin to get fairly
broad classes of people, who do not seem to be in the immediately
family, covered by S. 1061,

Senator DASCHLE. What about hrothers und sisters?

Mr. FieLns. Brothers and sisters would be covered by S. 1045,
and we think that is appropriate. Brothers and sisters should be
covered. I think it is just a question of line drawing.

But it seems to us that all of the complaints we have heard deal
with fact patterns that are somewhere in the range of S. 1045 and
potentially a slight expansion of it. But it is not necessary to go to
Sl. 1061, which may, in some cases, take in large numbers of peo-
ple.
Senator DASCHLE. But is family member not very narrowly de-
fined in the Tax Code today?

Mr. FieLns. No. For this purpose, Mr. Chairman, we believe it
is very broadly defined because the intent was to try and allow a

fair number of heirs te be able to use it.
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Senator DASCHLE, Well, actually, the fact is, though, Mr. Fields,
we have a case in South Dakota right now where brothers and sis-
ters are excluded.

Mr. FIELDS. Absolutely. And that is the cash lease problem,

Senator DASCHLE. Well, that is what I am talking about.

Mr. FIELDS. Yes.

Senator DASCHLE. Where is it broadly defined?

Mr, FIELDS. Well, the relevance of family member is who is a
ualified heir, who may receive directly. We believe that to be a
airly broad term. It includes parents, grandparents, brothers, sis-

ters, all descendants of brothers and sisters and the particular
arty, as well as spouses. The problem is, that we cannot cash
ease between those people.

Senator DASCHLE. That is right,
Mr. FiELDS. And we agree that there should be some cash leas-

ing.

genator DASCHLE. So, you think the same broad interpretation
for cash leasing ought to exist?

Mr. FiELps. As long as the lessee could have been a qualified
heir of the decedent, so brothers and sisters would qualify, we
think that is fine. What we are not comfortable with is an in-law
of a spouse, which is where you get in S. 1061. You start to get
some very, very extended family members.

But I think we are basically in the same place, it is just a ques-
tion of where we draw that line. I am convinced that we would be
able to deal with the problems.

Senator DASCHLE. Let me ask you about S. 900. You say that it
would cause a significant loss in revenue, and, yet, you are dealing
with farmers, who, by definition, have no capacity to pay revenue
today, pay taxes today. Is it not true that you are actually losing
revenue with these people today?

Mr. FIELDS. Well, there are two classes of people subject to the
rules. One class are insolvent farmers. What we find most trou-
bling is the extension of Section 108 of the Code under this provi-
sion to solvent taxpayers, taxpayers, who, by definition, have more
than enough cash to pay their taxes. That 18 where the revenue is,
Mr, Chairman. It is not in the blood of the insolvent.

Senator DASCHLE. But if you are talking about a lot of farmers—
and I am told that it may be as high as 26 percent who are insol-
vent today—who fit this category—what aﬁ;ernatives would you
suﬁfest‘ they consider?

r. FIELDS. Well, first of all, for cancellation of indebtedness in-
come purposes, there are two pieces here. The cancellation of in-
debtedness piece——insolvent farmers are already taken care of.

The Code protects them on cancellation of indebtedness income.
If they are insolvent, the income first reduces tax attributes, and,
then, if they run out of attributes, the remaining income is forgot-
ten, it is gone.

With respect to gain, they are not protected. but nor is anybody
else when they are insolvent and they sell property at a gain. No
olne-~n0 one in this room, no small businessman—is protected from
that.

The only thing you can do in that circumstance, if you do not
have the cash to pay your tax and you are not bankrupt but you
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are insolvent, is to enter an agreement with the Service. The Serv-
ice has the authority, and, in appropriate circumstances, enters
into installment agreements and defers the tax if the taxpayer can
prove hardship. The Service is actively doing that when appro-
priate.

But, you are absolutely correct, Senator. In those events, there
is a tax liability unless you go bankrupt, at which point the bank-
rugtcy court sorts out which creditors get what,.

enator DASCHLE. But I am told that, even in bankruptcy, many
of these debtors are still subject to tax debt; that they are not ex-
empt or absolved from their tax liability. Is that not correct?

Mr. FieLDs. That can be true, yes. But, again, when we are talk-
ing about sales of assets, that is true of anyone. It is not vestricted
to farmers, it is true of you, me, anyone who gets into trouble.

Senator DASCHLE. Well, Mr. Fields, I really appreciate your com-
ing to share the administration’s position with us this afternoon.

ﬁ staff may have talked to you about this. We would love very
much if you could enter into a discussion with some of our wit-
nesses following their testimony if your time permits.

Mr. FIELDS. Yes.
Senator DASCHLE. We would like very much for that to be made

part of the record, as well. Can you do that?

Mr. FIFLDS. Yes. We can stay for an hour or so, if that is helpful.

Senator DASCHLE. Great. All vight. Thank you. We will bring
them to the table at this time.

Mr. FieLps. All right,

Senator DASCRHLE. I appreciate very much your testimony.

Mr. FiELDS. Thank you very much,

Senator DASCHLE., Our panel consists of Sarah Vogel, the com-
missioner of agriculture from North Dakota; Richard Dees, capital
partner, McDermott, Will & Emery, from Chicago; William Greiner,
the executive director of the lowa Agriculture Development Author-
ity; Brad McNulty, a partner from McGladrey & Pullen, from Rapid
City; and David Saxowsky, associate professor of agricultural eco-
nomics from North Dakota State University. If they will come
forth, wé will take their testimony at this time.

Sarah, we are pleased you are with us in yet another hearing.
We appreciate very much your willingnees to come all the way from
North Dakota. I do not know that there is a better commissioner
of agriculture or secretary of Agriculture in the country at this
time.

You certainly have fought the battles and understand these is-
sues as well as anybody ? know. We are pleased you are with us,
and we would invite you to proceed at this time.

STATEMENT OF HON. SARAH VOGEL, COMMISSIONER OF
AGRICULTURE, STATE OF NORTH DAKOTA, BISMARCK, ND

Commissioner VoGEL. Thank you, Senator. I am very pleased to
be here today to testify on this very important issue.

I have prepared remarks and I would like to have those just in-
serted in the record, and. instead, today. hring out some of the
practical realities that face farmers in North Dakota, and, I believe,

throughout the United States.
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[The prepared statement of Commissioner Vogel appears in the

apgendix.]

ommissioner VOGFL. In North Dakota, we have a service called
The Ag Mediation Service. It has been around since 1984, We have
dealt with at least a quarter of the farmers in our State.

At the present time, we have over 800 farmers that we are work-
ing with, and as many as 1,600 will be with us shortly because
Farmer's Home will soon be sending out another package of re-
structuring applications under the Farm Credit Act of 1987.

In this program, we have 33 negotiators and mediators who work
hand-in-hand with farmers all over the State. The negotiators and
mediators tell me that the IRS problems faced by distressed farm-
ers is the number one problem that they encounter.

In many instances, farmers and lenders are able to work out
win-win solutions, solutions in which the lender may get a portion
of the property back, the farmer may be able to keep the home-
stead free and clear, and keep some of the debt,

Frequently, they work out an arrangement that is satisfactory to
the farmer and satisfactory to the lender where they are both bet-
ter off than they would have been if there were a foreclosure or a
bankruptcy.

Only they find that, should the farmer and the lender go forward
with this arrangement, they run into the IRS problem, which
throws a monkey wrench into the arrangement.

Now, I think many people might assume that many of the farm-
ers whom this occurs to are farmers that bought land in the late
1970s, early 1980s when land values were at their peak. That is
not the case.

This is, for the most part, an older farmer {)roblem. The typical
farmers who encounter this problem are in their mid-to-late 50s.
They cannot keep on farming any longer. They have decided to
throw in the towel, fully or partially, And the IRS issue create seri-
ous difficulties for them.

One thing that happens on occasion is that if the farmers are in
their late 50s, they will seek to postpone the day of reckoning until
they can qualify for Social Security instead of cleaning up the issue
witg a lender directly.

The IRS cannot offset Social Security payments; they can offset
ASCS payments and other types of income. So, the farmers basi-
cally wait until they can go on Social Security.

Generally, farmers rveceive the lowest amount of Social Security
that is available. They then move into town and apply for low-cost
housing, fuel assistance, food stamps, and so on. nd it is a very,
very undignified way for us to treat these people who have worked
very hard all their lives.

At other times, they may file a hankruptcy hoping that the bank-
ruptcy estate will carry the taxes. However, we sometimes find that
many bankruptcy trustees simply abandon the property and the
farmer is stuck with that liability.

Sometimes, the farmer will go out of business. incur the tax li-
ability, and just let that liability exist until the farmer dies. And,
again, that is a very harsh way to treat these people who have

worked very hard.



26

I was interested in hearing the comments of the administration
witness, who was talking about farmers versus other kinds of busi-
ness. I have attached to my testimony a chart of the incredible rise
and then fall of land values and property values for farmers.

This sudden shift in property values did not happen to lawyers,
accountants, doctors, shoe-shine businesses, and so on. This was
something I think that happened to farmers and only farmers.

Another factor is that it has been government policy that farmers
live and work on their land. You could not get a homestead unless
you lived there, built a house, and plowed the land or planted trees
and farmed it.

Farmer's Home does not make loans to absentee farmers, they
have to live there. Farmers businesses are different from in town
businesses. The farm and the home are connected. They are inter-
twined. It is one and the same. And, for the most part, lenders do
not put any value on the farm house unless it is 1n connection to

the farm land.
I also support S. 1061, I will conclude my comments and would

be happy to take any questions.
Senator DASCHLE. Thank you very much, Sarah, Mr. Greiner.

STATEMENT OF WILLIAM GREINER, EXECUTIVE DIRECTOR,
IOWA AGRICULTURE DEVELOPMENT AUTHORITY, DES

MOINES, 1A

Mr. GREINER. Thank you very much, Senator. I appreciate the
opportunity be before you today. 1 will brief my statement, and I
would like to ask that it be placed in the record.

Senator DASCHLE. Without objection, the full statement will be
made part of the record.
d_l'l;he prepared statement of Mr. Greiner appears in the appen-

ix.

Mr. GREINER. Thank you. I want to appear here to support S.
710, which is sponsored by Senator Char'\)es Grassley, which calls
for the much needed permanent extension of tax-exempt Small
i}ssuela Private Activity Bonds, more commonly referred to as Aggie

onds,

And, as Senator Grassley stated, Iowa has a highly successful
Beginning Farmer Loan Program, and the continuance of the pro-

vam is dependent upon this extension of the sunset. Iowa was the

rst State to offer a program whereby tax-exempt bonds would be
utilized for agricultural projects. And we have operated a program
since 1981 under which an individual bond is issued for each loan
approved by our hoard.
ow, the Iowa program is highly targeted in that an applicant
must be a first-time tarmer, and, under Federal guidelines, a first-
time farmer is a person who has never owned any substantial
farmland.

And a beginning farmer, under the State of lowa guidelines, and
that is a person who has a net worth of $200,000 or less. including
spouse and minor childven.

It should be noted in the beginning that one of the important fea-
tures of the program specifies that in the event of default on a
loan, neither the Federal Government or the State authority is lia-

ble for any damages.
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The principal and interest on the bond are payable solely by the
beginning farmer and do not constitute an indebtedness of the Au-
thority, the State, or the Federal Government, or a charge against
their general credit or general funds. And since the beginning of
the program, there have been very tew defaults.

Since the first loan was made in Iowa in 1981, the authority has
financed 1,288 loans totaling almost $110 million.

Unfortunately, the authority did not keep a record of the total
number of acres financed during the first 4 years of the program,
but since 1985, a total of almost 83,000 acres have been Enaneed.
It is estimated that the number financed have been well in excess
of 115,000 acres.

The calendar year 1991 was the best year ever for the lowa pro-

am, with 287 loans being closed, for a total of more than $26 mil-
ion. This includes the financing of 23,683 acres of lowa farmland,
plus numerous buildings, equipment, and livestock used for breed-
m%purposes.

alendar year 1992 is off to a very good start, with 44 loans
closed thus far, totalling over $4 million. And we have financed
4,762 acres of land this year. Our average size loan in Iowa is ap-
proximately $86,000.

Other States have experienced similar successes with Aggie
Bonds. As an example, Ilhnois has been and continues to be highly
successful. It issues $11 million in Aggie Bonds in 1991 and has
a total of more than $131 million.

- Colorado issued $10 million in 1991; Kansas, $9 million; Ne-
- braska, $6 million; Missouri, $4 million. And the State of Min-
nesota started a new program in 1991 and bei‘{an igsuing in the lat-
. ter part of the year and issued $400,000. Kentucky was active,
closed approximately $600,000 in loans. So, the program is going

| ve%wel.
e program in Towa has been copied by many other States dur-
~ ing the last ten year. As a result, more than 4,200 first-time begin-
ning farmers have been assisted with their purchases.

I might add that the State of South Dakota has called us several
times to inquire about our program, and is interested. We have
also received inquiries from South Dakota farmers about financing
gsome of their projects, which we cannot do if they do not live in
Iowa. And we have also received inquiries from bankers in South
Dakota.

In Iowa, the largest purchaser of Aggie Bonds are commercial
banks. And, currently, the interest rate on our bonds with banks
are running about 76-85 percent of the banks’' in-house prime,
base, or agricultural rate, and generally falls some two to four per-
centage points below the conventional rate.

I want to close by saying that Aggie Bonds have been and con-
tinue to be plagued by the constant threat of termination. There
have been four sunset dates for Aggie Bonds in the Federal Tax
Code in recent years: December 31, 1989, September 30, 1990, De-
cember 31, 1991, and, now, June 30th of 1992,

I would like to submit that working around these sunsets is a
waste of precious time to the various authorities administering the
program, the lenders and borrowers using the program, and, cer-
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tainly, Congress expends too much time contemplating the exten-
sion of this type of financing each year.

We all need to direct our creative energies toward making the
program better and more usable rather than debating the sunset
1ssue each year.

We need the help of your subcommittee to support S. 710 to re-
move the sunset date for Aggie Bonds entirely. %gie Bonds work
and are being used for the purposes intended by Congress and the
General Assemblies of the respective States,

I again encourage you to support S. 710 to permanently extend
the sunset and allow Iowa and other States to go forward with our
missions of assisting first-time farmers with their credit needs. The
country will be a better place as a result. Thank you very much.

Senator DASCHLE. Thank you, Mr. Greiner. I appreciate very
much your testimony. You make a very compelling case. Mr.

Saxowsky.

STATEMENT OF DAVID M. SAXOWSKY, J.D.,, ASSOCIATE PRO-
FESSOR OF AGRICULTURAL ECONOMICS, NORTH DAKOTA

STATE UNIVERSITY, FARGO, ND

Mr. Saxowsky. Thank you, Mr. Chairman, I have a written
statement that I would like to have as part of the record.

Senator DASCHLE, Without objection,

g [’IJ‘he prepared statement of Mr. Saxowsky appe::= in the appen-

ix.
Mr. Saxowsky. Thank you. I appreciate the opportunity to ad-
dress S. 900 this afternoon, the Farm Debt Tax Reform Act of 1991,
and I will focus my comments on that legislation.

There are several points that I would like to emphasize. First of
all, when we think about the farmers that will be going through
debt restructuring or reorganizing their farm businesses in the fu-
ture, it is not farmers that will become delinquent for the first time
at some future time. *

These farmers are already delinquent. They have been delin-
guent for a number of years, but they have been, for one reason
or another, reluctant to restructure their debt.

And, as I will point out in a few moments, some of that reluc-
tance 18 due to the tax consequences. So, as we think about S. 900,
it is not limited to fai: .ers that will become delinquent for the first
time at some future date.

I would like to re-emphasize what the Commissioner has already
indicated, and that is that this is a major tax consequence for our
mid-career, low equity farmers; people who have been in the indus-
try for 16-20 years, or longer.

This is not the same pruoblem for those people who have been in
the industry for less than 15 years. Again, we are looking at pri-
marily the mid-career, low equity farmers that are facing the type
of tax consequences that are being addressed by S. 900.

The taxab?e gain that we are looking at with S. 900 is not limited
to farmers that are leaving the industry, nor limited to farmers
that are simply trying to restructure within the industry. Bank-
ruptcT is a possible alternative for both of these groups of farmers,
the Chapter Seven liquidation.
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Unfortunately, that does not seem to resolve the tax problems be-
cause of the abandonment issue, which we have already alluded to.
That is, when a farmer goes into bankruwtcy in Chapter Seven, he
may find that the bankruptcy trustee wiil abandon the property be-
cause there is no value in that property to the bankruptcy estate.

At this time, tax laws are not clear as to who really pays the
taxes when that land is subsequently abandoned ang then lig-
uidated for the resolution of debt obligations.

Even though the bill we are looking at today does not directly ad-
dress the bankruptcy issues, these bankruptcy issues are a consid-
eration because they clearly demonstrate that there is little alter-
native for these farmers in terms of finding ways of reducing their
tax obligations when they arise from restructuring or liquidating a
portion of their farm business.

Likewise, these farmers are with low equity. The limitations of
the hill assures that they are being targeted. These individuals do
not have the resources to pay the taxes.

Consequently, the tax im{)lications of this type of legislation, the
tax revenue for the Federal Government, probably is not as great
as it might appear at first blush.

I would argue and I would suggest that we carefully look at
whether or not these farmers are going to have an upportunity to
paf' these taxes if the current law is retained as it is.

think a more significant impact that needs to be recognized by
this subcommittee is that farmers are reluctant to go into restruc-
turing their business when they have this uncertain tax obligation
being held over their head.

I think if we clarify some of these tax issues, the farmers, work-
ing with their creditors, are going to be more interested in resolv-
ing their delinquent debts, and, that with this certainty, will have
a better oprortunit to plan how these resources, our land and our
capital, will be used in the future.

here are going to be alternative uses and there are going to be
alternative users within the Ag industry. This legislation has a po-
tential of rectifying some non-neutral tax law at this time.

My experience in working with farmers, as well as dealing with

ractitioners in our States, reinforce my understanding that the
1ssue of taxable gain remains a problem for the farmers who are
restructuring their business.

In a conversation last week, one practitioner emphasized to me
just as an example that farmers ave stayin% in the industry longer
than they wish, or than they perhaps should be, because of the un-
acceptable tax liability.

I would conclude by making the statement that the financial re-
structuring that we had experienced in agriculture is perhaps at a
lower rate than it was several years ago, but business reorganiza-
tions are going to continue to occur into the future.

We expect that the restructuring will occur for farmers that are
currently delinquent with their debt, or that they will become de-
linquent in the future for various economic reasons,

is problem, which has impacted thousands of farm operators
since 1986, we do expect to continue into the 1990s. Thank you. I
would be happy to answer questions.

Senator DASCHLE. Thank you, Mr. Saxowsky. Mr. McNulty.

58-578 0 - 92 ~ 2
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STATEMENT OJ' BRAD W. McNULTY, PARTNER, McGLADREY &
PULLEN, RAPID CITY, SD

Mr. McNuvLTty. Mr. Chairman, thank you for the opportunity to
fm)vide oral cornments, as well as written testimony on this issue.

would like to speak briefly on each of the three topics and com-
ment on how our certified public accounting practice in South Da-
kota has dealt with these three issues.

The first topic i8 the first-time farmer assistance, S. 710. The
concept behind this bill is a very desirable goal. The cost of borrow-
ing money is an often-discussed topic when I meet with my agricul-
tural clients. It is common that they mention the excessive costs of
borrowing as a large item of cash outflow. They would like to do
whatever they can to lower that.

For first-time farmers, due to the large capital requirements of
farming, be it for land, equipment, or livestock, it takes a signifi-
cant amount of money to get started in the business. It is not un-
common for them to have a $200,000-$400,000 loan liability. Any-
thing that could be done to provide a rate reduction would be
greatly desirable for these first-time farmers.

I believe that the program needs expansion. As was previously
mentioned, South Dakota has been questioning Iowa on how the
l(;pex('iation works. South Dakota currently does not issue tax-exempt

onds.

Maybe permanency in the program would help a rural State like
South Dakota become more interested in proceeding with issuing
these tax-exempt bonds, knowing that the program would not be
terminated in the near future.

The second topic is transferring the farm to children in S, 1046
and S. 1061, When Section 2032A was originally adopted, it was
meant to help ease the estate tax transfer liability and help over-
come that obstacle to the transfer of the farmland to children.

Since it was originally introduced, it has been amended several
times to help make its provisions available to more individuals. I
think it is time that it be amended again.

It is common that more than one brother or sister to inherit
farmland, and it is common that only one of the siblings may oper-
ate the farm and the others are non-operators.

The current provisions essentially provide for the use of a cro
share arrangement between siblings, and siblings often do not wor
well together. They may not trust each other. The operator may not
want or appreciate input from the non-operating brothers and sis-
ters,

In our practice, we continue to advise our clients to not use cash
leases, but to be sure they use crop share arrangements, due to the
disastrous consequences of using a cash lease.

Some of them fail to see why they need to use the crop share ar-
rangement when a cash lease would be more suitable to their
needs. The bills would both allow use of the much-needed cash
leases among family members.

I prefer the broader definition of S. 1061, which uses the quali-
. fied heir definition, over S. 1045, which uses a more restrictive def-
inition. The broader definition provides additional capabilities for
improving the transfer of farmland, as is the intent.
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The third topic the capital gain and debt relief issue. This was
an arvea in which we saw a great deal of activity during the period
1986 through 1991,

Due to the agricultural financial crisis, we saw many instances
of agricultural operators entering into debt work-outs with their
lending institutions.

Some of them were straight debt write-downs, which the current
tax provisions handled very well. Others involved the transfer of
land, equipment, or livestock as part of the work-out.

The second type of transaction has two-part reporting; part cap-
ital gain and part discharge of indebtedness.

S. 900 would permit qualified taxpayers to exclude up to
$300,000 worth of gain for this type of transaction. It would help
mitigate the current tax consequences for those eligible to use the
provisions outlined in the bill,

The provisions are available bhoth for bankrupt and insolvent
farmers, as well as farmers who fall under the qualified discharge
of debt provisions, The bill contains a needed rule change, and I

urge its adoption.
[The prepared statement of Mr. McNulty appears in the appen-

dix.|
Senator DASCHLE. Thank you very much, Mr. McNulty, for your

testimony. Mr. Dees.

STATEMENT OF RICHARD L. DEES, CAPITAL PARTNER,
McDERMOTT, WILL & EMERY, CHICAGO, IL

Mr. DERs. Thank you. My name is Richard Dees. I am a capital
partner at McDermott, Will & Emery in Chicago. 1 have been inter-
ested in special use valuations since I was a law student at the
University of Illinois, working for the AgEconomics Department.

Although not required by statute, the IRS values family-owned
businesses and farms at its sale or liquidation value, if that is
higher, for estate tax purposes.

%Vith an estate tax of up to 60 percent, this means that the es-
tate taxes can actually be Ligher than the value to the heirs if they
operate the farm.

This creates a perverse incentive for the next generation to sell
rather than operate the farm or business. The beneficiary of that
incentive is the real estate speculator, the wealthy investor, or the
bi%corpm‘ate competitor.

his perverse incentive has been limited by Congress since 1976,
to some extent, with respect to family farms, allowing up to a
$760,000 reduction in value for farmland that meets strenuous pre-
death qualification tests, and, if the farmland is converted or sold,
or the family quits farming, a substantial recapture of estate tax
benefits recurs.

The substantial drop in farmland values in the 1980s previously
testified show that this was a particularly important provision. So,
far, so good.

But then something went terribly wrong with 2032A. Despite the
fact that the rules were structured so the family farmers prac-
tically qualified without any estate planning efforts or trusts like
they might have to do for other benefits, the IRS started using
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technicalities to deny deserving farm families benefits intended by
Congress.

The courts have rebuked the IRS. This Congress has acted in
1981, 1984, and 1988 to liberalize and overcome some of these tech-
nicalities.

Yet, with respect to two issues that I want to discuss today—the
ualified use test and the election requirements—the courts have
elt constrained by the legislative history from liberalizing these

statutes and have refused to help family farmers.

The first problem I want to discuss is the IRS qualified use test.
And, Senator Daschle, you are familiar with that, from a problem
that the Kretschmar’s {nave had in South Dakota. Unfortunately,
th%/ could not be with us here today.

heir three sisters inherited the farm from a mother who had
died. The three sisters rented to the husband of one of the sisters,
cash rented. This was done back in 1980, before anyone had even
heard of the qualified use test.

Seven years later, the IRS sent out a questionnaire, and, of
course, these farmers being truthful, the way farmers usually are,
sent back and said, yes, we continue to farm it and the family cash
leased to each other.

They went back and assessed a $64,000 recapture tax with pen-
alties and interest more than twice the amount of the tax.

They have even assessed it with respect to the wife, who rented
on a cash basis to her husband, saying even that, even though the
money was co-mingled together and they operated the farm jointly,
that they had a problem.

In the past, I have talked about the policy reasons for the
change. I would like to address some issues today that people raise
in terms of why this relief should not be granted.

First of all, some people say that family members who are not
fan&mers may benefit from special use valuation if this change is
made.

From the very beginning in 1976, Congress recognized that farm

owners did not want to disinherit their children who were not
farming. And so, they set up the touchstone of material participa-
tion,
As long as one family member of the qualified heir continued to
farm, then that was sufficient. I heard the government statement
today, which would impose a second level of tests for qualified use
for these persons.

In other words, it would say that you had to be a famjly member
of the decedent and a family member of the qualified heir, which
would create two different tests. We should go back to the only test
that Congress intended to put into the law, and that is that family
members, as long as one 1s materially participating, is sufficient,
and not this artificial qualified use test.

Some have suggested that this will allow dynasties to continue.
Nothing could be further from the truth. The definition of the fam-
ily farm member prevents that from happening.

Sume say that this relief should not be retroactive, and at one
time I would agree as to closed cases. However, we are in a situa-
tion here where Congress has essentially opened the door a few
times and let a few people in, and said, 1t has cynically been sug-
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gested in the legislative history, closed the door for everybady else.
Because the courts have looked at the legislative history that ex-
isted and refused to allow relief.

Finally, I have included a chart that goes through the history.
Some have said that this provision has been in the regulation since
1979-1980.

If you look at it, notice a Treasury decision 7786 that was en-
tered. Congress repudiated its own position as to cash rents among
family members and did not change the language in the regulation
because it was suggested as being unnecessary.

I have some other suggestions that would improve 2032A, and I
offer them in my written statement, Thank you,

[The prepared statement of Mr. Dees appears in the appendix.)

Senator DASCHLE. Well, Mr. Dees, thank you very much for your
very enlightening testimony. I appreciate having a chance to re-

ceive it this afternoon.
As you alluded to, the farmn couple in South Dakota is fairly rep-

resentative of a lot of farm families that are experiencing the prob-
lems that have been addressed in the testimony this afternoon.

Let me ask Mr. Fields if he could come to the desk at this time,
and maybe we can get into a little bit of a discussion. Mr. Fields,
as he is coming up, as you all heard in his testimony, said, lovk,
if it is available for farmers, it ought to be available for others, as
well. That was the reason he gave for opposing several of the bills
this afternoon. What ahout that, is that a legitimate reason for op-
position to the legislation we are considering this afternoon for
farmers? Sarah,

Commissioner VOGEL. I do not think so. I think that there are
special issues and special problems that face farmers: First, their
home and their buginess is intertwined; second, they are subject to
macroeconomic forces to a greater degree than almost all other
businesses, as illustrated by the exhibit to my testimony.

I also disagree with the administration’s estimatc of $1 billion.
The bill is very clear that it is limited to very low-income farmers
and that at the resolution of the restructure the farmer cannot
have assets worth more than $25,000 or 160 percent of the tax li-
ability.

My experience is that you can not get blood out of a turnip, and
that $1 billion that they are talking about as a loss, for the most
part, is just myth. Furthermore these people cannot move into a
differsnt occupation, for the most part.

Senator DASCHLE. Anybody else wish to comment on that? Mr.
Saxowsky.

Mr. SaxowsKy. Yes, I would like to. Thank you. As much as I
try to emphasize to people in my State that farming is a business,
it 1s still an industry that has some characteristics unique from
other industries.

As the Commissioner has indicated, and as we are all well
aware, various forces caused owr land values to rise rapidly
throughout the 1970s and into the early 1980s. Very similar forces,
only the reverse direction, caused our land values to drop signifi-

cantly the following years.
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This rapid rise and fall in land values, I do not think, has been
experienced in other industries on their major assets to the same
extent that agriculture has endured it in the last 15 years.

During that time of rapid rise and fall of this major asset for this
major industry, we had all sectors of the industry—farmers, lend-
ers, government, and so forth—looking at the increases in these
land values and basing long-term decisions on these rapidly rising
land values. When the land values began their reversal, the de-
clines, we were caught in a situation where we had debt to service
without the income to meet those obligations.

This is why we are facing the consequences we are looking at
right now, and that we have looked at for the last several years,
and that I think we will—and I am confident we will—be looking
at in some form in the future.

Senator DASCHLE. What about that, Mr. Fields? I think what
they are saying is that there are unique features to agriculture, as
there are unique features to other industries.

I am reminded, as I listen, that we have an oil depletion allow-
ance which is unique to the energy industry. One could argue, as
I have heard our farmers argue, that over a ]on{; period of time we
lose the productivity in the soil if we simply plant the same crop
over and over again,

Were a farmer to do that, would you, based upon what you have
suggested is the reason for your opposition to these tax benefits,
would you then suggest that we apply a depletion allowance to
farmers who have seen the productivity of their land reduced?

Mr. FIELDS, No, I would not.

Senator DASCHLE. So, there is some recognition of the unique-
ness of various industries and the applicability of tax features to
those industries.

Mr. FiELDS. Yes. Industries are different.

Senator DASCHLE. So, then, if that is the case, how can you put
the stock you appear to in the need for some kind of broad apphca-
bility of tax features in agriculture to other areas as the condition
upon which the administration would support them?

Mr. FiELns, Becatise the conditions wﬁlch generate the problem,
that is satisfaction of debt with the bank and cancellation of in-
debtedness income, are not problems that are unique to the farm-

ing industry.
es, the farming industry is different, but the source of the fun-

damental problem they have is not unique.

As you know, Mr. Chairman, we have been faced with sertous
problems over the last decade with bankruptcies and declines of
small businesses. People who were led to believe in the boom and
invested their life savings in their business, whether it is a tailor,
or a shirt maker, or a vestauranteur, are in serious peril.

I see no reason why, when they go to the bank to renegotiate
that they should be treated any differently than a farmer. Yes, the
businesses are different. but the economic pressures on everyone
have been extreme.

That is, by the wa%'. also not our sole objection to the bill. But
we believe that the bill is inequitable and we should consider, when
we think about these things, other similarly situated groups.

Senator DASCHLE. Sarah, did you have a response to that?
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Commissioner VOGEL, Again, I want to observe that the farmer
and the farm business is intertwined. If a business takes a loss out
there, the owner, unless he or she has directly pledged their home
in gupport of the business loan, will not lose their home. Farmers—
and there are thousands and thousands of them—Ilose it all.

When I was hearing the discussion about having the machine
shop in the garage, | simply cannot conceive of a dairy farm or a
cat;;le ranch, for example where the farmer is not close to the ani-
mals.

Senator DASCHLE. What you are saying is, in other businesses,
generally a person could lose his business but not his home.

Commissioner VOGEL. That is right.

Senator DASCHLE, But home and business are all one unit in ag-
riculture, so it does make agriculture unique in that regard. Does
that not sound like a pretty logical defense of the uniqueness of ag-
riculture for tax purposes, Mr, Fields?

Mr. FIELDS. If 1t were true.

Senator DASCHLE. It is true.
Mr. FIELDS. I do not have the statistics at my hands, and I do

not know what the empirical evidence is. But we hear an awful lot
from small businessmen who mortgage their homes, their only
asset, to invest in their business.

And when that business goes south, they also have problems
with their homes. That is a very common complaint, not unusual
at all. So, I am not sure that the mere fact that the home is there
makes the difference. Small business has had terrible problems. -

It is not as if the administration is not sympathetic to these
problems, but there are other sectors of the economy. If you think
* about the real estate industry, the exact same problems described
by the other witnesses have devastated the real estate industry.
Should we forgive all of their cancellation of indebtedness income
and gain on sale? We have to grapple with those issues,

Senator DASCHLE. Let me turn to special use valuation, if I
could, for a minute. There is a distinction between crop share
agreements and cash leases. I had intended to ask you earlier, Mr.
Fields, if you could differentiate between these.

Obviously, we all know that a crop share agreement is eligible
for special tax treatment; more generous than a cash lease. Could
you give us some basis for that distinction?

Mr. FIELDS. Yes. Again, the Code—and let me repeat——

Senator DASCHLE. Well, I know what the Code calls for.

Mr. FIELDS. Yes. It requires that a qualified heir make qualified
use of the property. The legislative history describes qualified use
as more than mere passive participation, that is, more than merely
cash rental.

Those words are used in the legislative history in 1976. The
courts and the Internal Revenue Service have accepted crop shares
as having sufficient equity participation in the business to suggest
that quahfied use is going on.

Perhaps someone could have argued—and the Service has in cer-
tain cases when the participation gets tenuous—that that is not

good enough, that is not enough participatien. -
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But the theory is, if you are sharing in the profits of the husi-
ness, that is qualified use. A cash rent does not share in the profits
of the business,

Senator DASCHLE. What about that, Mr. McNulty? Is that a log-
ical explanation as to why there ought to be a- differentiation?

Mr. McNurty. The people that would be cash renting would still
be at an economic risY(. ust because you have a cash lease with
somebody does not mean you are going to get paid.

So, they are still, as a family member, at economic risk for the
operation of that farm. They are counting on the other qualified
members of the family to make sure the farm shows a profit so
they can allocate a portion of the profit on a cash method rather
than on a crop share method. I think we can easily make the dis-
tinction that the cash lease in that scenario between family mem-
bers would be a qualified use.

Senator DASCHLE. Mr. Dees.

Mr. DEES, The government equates the words “passive rental” in
the 1976 legislative history with cash leases. That shows their lack
of experience with the word in the long lu'story of farming.

Since about 1958, the term “passive rental” has been used in the
Social Security area to mean a lease without material participation
by the owner. An active rental was one with material partici(imtion.

So, consistent with the government's test, it said if you did not
materially participate, then your rental was not sufficient,

And if you went on in that same passage that he is referring to
in the legislative history, the 1976 legislative history cited on page
four of my statement, it says this is true if you have material par-
ticipation, even though the party carrying on the business was not
the decedent or a member of his fami'l);, 8o long as the decedent or
member of his family materiallg participated in the business.

That exactly contradicted the IRS’s original position, And, in
1981 when called before another subcommittee of the Senate Fi-
nance Committee the IRS did repudiate its position on qualified
use and said that family member cash rentals were all right.

It went on on page five and six and actually had a Treasury deci-
sion that, even before Congress changed the law, wheremn the
Treasury said, “It has been determined that the equity interest re-
quirement may be satisfied by either the decedent or a member of
his family. Thus, a passive rental of a farm by a decedent to a
member of decedent’s family should not disqualify the property
from special use valuation.”

And they went on to say, “At a future date, the regulations will
be reviewed to provide guidance where the parties involved include
persons other than qualified heirs and members of the decedent's
family.” And, of course. that regulatory change has never been is-
sued since 1981.

So, there is plenty of legislative history back contemporaneously
to show that the 1976 statute did not have the qualified use test
in it. The words in the statute are: “Used as a farm for farming
purposes,” and the IRS and Treasury has acknowledged this.

It was only after the legislative lustory to the 1981 act. and. sort
of codifying their position—the IRS—it came out that and sug-
gested that perhaps it was a limited relief and that they reverse
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their position later, first, in non-family member cases, and recently
in family member cases.

Senator DASCHLE. Well, that sounds like a pretty full explanation
of the legislative history, Mr. Fields. Do you have any disagreement
with that interpretation?

Mr. FIELDS, Yes. Mr, Chairman, I do not wish to get into a col-
loquy with Mr, Dees, but I believe that most of the facts he cited
ave not applicable to the qualified use standard and are distortive
of the legislative history.

I really do not want to get into a debate on it, but I will point
out several things. First, in his remarks, he referred to these rules
as IRS-created and artificial.

The Code includes the requirement for qualified use. The legisla-
tive history says passive rental is not qualified use. The Service,
if it arbitrarily imposed this test, would have lost in court.

But, in fact, on this issue where we are dealing with whether a
cash rental is a qualified use, the Service has won in court, most
recently as 1989 where the Tax Court, a very respected judge,
Judge Featherson, on the court, said the Code is clear. Qualified
use for this purpose is not a cash rental. That is not hased on
something the IRS made up, that is something that was in the
original legislation.

1at Mr. Dees is referring to a very complicated statute with a
number of other provisions, some of which relate to the participa-
tion by the decedent prior to his death, some of which relate to ma-
terial participation test of the heirs that is separate from the quali-
fied use test.

There are a lot of tests here. His references all relate to those
two situations—the decedent before death and material participa-
tion after death-—not the qualified use test.

The Service has been uniform in its application there and the
courts have suﬁported it. We sit here today saying we agree the
change should be made. But I think IRS bashing here is inappro-
priate.

Mr. DEES. I would call attention to the definition of qualified use
8o no one is misled as to what the definition is in the statute. It
says, “use as a farm for farming purposes.”

And that does not suggest that there is any at-risk requirement.
I mean, if it is being farmed, I would submit that that language
is plain on its face.

ere are differences between the pre-death test and the post-
death test for qualified use. There was not in the original statute
as it was enacted in 1976. Those differences arose because of the
1981 legislation addressing specific cash rent issues rulings that
were involved pre-death.

The hearings at the time looked at those rulings and said, this
is ridiculous. The IRS and Treasury said, we agree, it is ridiculous.
We are willing to reverse. And then Congress codified the result on
a pre-death side.

veryone at that time was saying that it was clear that this was
not the intent. Yet, the codification of this agreement for the pre-
death rule somehow closed the door on the post-death question.
And that is what the judge and the Tax Court relied on.
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The legislative history in 1981, which, unfortunately, suggested
that they were opening the door for a few Oﬁle and closing it
cynically on everyone else, when I do not think that anyone thinks
that that was the case.

Senator DASCHLE. Mr. Fields, I will give you the last shot here
and then move on.

Mr. FIELDS, Yes. I will say, the notion that the 1981 legislative
history somehow subtly opened the door to this—may I just quote
from the legislative history? “The bill does not change the present
law requirement that a qualified heir owning the real f)roperty
after the decedent'’s death use it in the qualified use throu%]wut the
recapture period.” This is not made up.ql‘hat requirement has been
there. If you go back to the original legislative history, a mere pas-
sive participation in 1976 woulg not have satisfied qualified use.

If T can just briefly quote—from the 1976 legislative history:
“Your committee intends there must be trade or business use, The
mere passive rental of property will not qualify.” This language,
coupled with the statutory language, is what made the courts com-
fortable with the strict position on cash lessinf;. They may not be
happy with the result, but they are comfortable that that is what
was intended.

Senator DASCHIE, Let me ask one final question with regard to
special use valuation. In terms of eligibility, Mr. Dees and Mr.

cNulty, you have heard Mr. Fields define and quantify what he
believes to be the eligibility criteria for special use valuation. Are

ou satisfied with that interpretation of eligibility for family mem-
[‘;ers'? Mr. Dees or Mr. McNulty, either one.

Mr. McNurTy. I did not ungerstand the question, Mr. Chairman.

Senator DASCHLE. The question is, what legislation, if any, we
should consider? :

As I understand it, he thought that the term “family members”
ought to include brothers and sisters. Are you satisfied with that
general definition for cash leasin»g1 purposes?

Mr, McNuLTy. I believe Mr, Fields wanted the narrower defini-
tion applied. I would recommend the broader definition of family
member.

Senator DASCHLE. Now, what is broader, in your interpretation?

Mr. McNuLty, Anybody that would be defined as a qualified heir
under 2032A, which essentially includes family members of a lineal
descendent.

Senator DASCHLE. So, would you include it so far as to also add
to the list spouses of brothers and sisters?

Mr. McNuULTY. Yes, | would.

Senator DASCHLE. You would. What ahout you, Mr. Fields?

Mr. FieLDps. Mr. Chairman, we would be supportive within the
confines that anybody who could have been a qualified heir of the
decedent may interlease, I guess.

Senator DASCHLE. Right.

Mr. FIELDS. However, that is not what S. 1061 does.

Senator DASCHLE. Oh, I understand.

Mr. FIELDS. All vight. 1 just want to make sure that that is not
S. 1061. But we would be willing to broaden that definition.

Senator DASCHLE. So, you would broaden it to brothers and sis-

ters and spouses.
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Mr. FIELDS, Oh, yes, Yes.
Mr. DEES. And would you have two tests, one under the material

participation test, and one under the cash lease test that would be
different people so that you had to cash lease to a narrower group

of people?
r. FIELDS. I will answer this question directly. No bill under

consideration is modifying the basic structure of 2032A. If there is
going to be a proposal, I would have to see it specifically as to ex-
actly where we are going. Moreover, I would spend a little more

time on that specific 1ssue.

Senator DASCHLE. For the record, it is probably asking a lot in
each one of these cases, but I would like, for the record, if you could
address that particular issue. Because, at some point, I want to de-
sign some legislation that addresses this whole area, and I want

to do it as eftectively as we can.
And I do not want to get into a debate about some of the tech-

nical questions related to eligibility, but I think it is a valid ques-
tion that I would like to have some consideration of by the Treas-

uxKlDePartment at least for the record.
r. FIELps. Mr. Chairman, we believe that 2032A is very com-

plicated, and agree that careful consideration of how to make it
more effective and more understandable is completely reasonable.

I am not sure the problem that Mr. Dees describes, once we de-
fine the potential class of lessees in terms of the decedent’s quali-
fied heirs, is really that significant a problem. But I think that we
should review the whole statute. In response to his specific ques-
tion, I will submit a response to you. But I have to think more

abhout it.
| The information follows:|

Hon. TrHoMAas A, Dagsong,
.S, Senate,
Washington, DC.

Dear Senator Daschle: This lelter is to follow up on an issue raised during the
April 29 hearing before the Subcommittee on Energy and Agricultural Taxation re-
F{urding s(Bncinl uge valuation of farm property under aection 2032A of the Internal

evemte Code,

At the hearing, ! presented the Administration’s views on 8. 1061 and S. 1046,
each of which would expand the ability of a decedent’s heirs who inherit farm prop-
erty to lease their interest in the farm on a nel cash basis without disqualifying
the property for the benefita of special use valuation. As | indicated at the hearing,
we believe a qualified heir of the decedent should be able to net cash lease his or
her interest to eny other person who is & member of the decedent's family. Under
that test, for example, a child of the decedent would be permitted to net cash lease
to a sibling without jeopardizing the special uae valuation.

A question waa raised by one of the other witnesses whether, under the standard
Tressury used o evaluate the two billa, the poople to whom a qualified heir may
cash lease would be a narrower group than the people who may satiafy the “mate-
rial participation” teat under the atatute. You asked ug to respond to the quesation
for the record.

Under the Code, the qualificd use teat must be met by the qualified heir, 1 s
clear that the ability to cash lense is related to whether the q\m&iﬁed heir is using
the property in a “qualified use.” Thua, the narrow exception in current law thal
allows a surviving spouse to net cash lease to a family metber is atated in terms
of the apouge not %«\iling the “gualified use” Leat by reasons of the cash lease.

The “material participalion” teal ja a separate test that musat he met by the dece-
dent or a member of his family, as well as the qualified heir or a member of the

ualified heir'a family. The material participation and Tmliﬁe(l use leata apply to
:1if1"erenl. groups and have differenl purposes. Both legislative proposals under con-
sideration (aa well ar the teat suggested in my testimony) would liberalize the
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“qualified use” test under current law, but would not alter the separate “material

participation” teat.
Please let us know if we can provide you with any further information regarding

this matter,

Sincerely,
JamEes E. FIELDS, Acting Tax Legislative

Counsel

Senator DASCHILE, Mr. Dees, I would also invite you to do the
same, if you could give us a more elaborate analysis of the complex-
ities of that particular question, I would be appreciative.

Mr. DEES. The qualified use definition also creates some prob-
lems if it actually exists, in terms of the five out of eight year rule,
and when it is applied on retired and disabled spouses.

There are lots of changes that were made by Congress with the
idea that the qualified use test did not exist, and complexities occur
;'Jf‘ we start to acknowledge that it does exist and operate and that

agis. -

Senator DASCHLE. We have one more panel, but I want to clari
a couple of matters with Sarah Vogel and Mr. Greiner. Sarah, wit
regard to the number of cases, perhaps even in North Dakota, that
you have witnessed relating to liquidation, to what degree, from

our experience, in those cases where liquidation occurs do farmers

ave greater liabilities than they have assets?

Commissioner VoggL. If I may, 1 think I would like to also have
Dave Saxowsky respond to this question.

In 1989, North Dakota State University did a study and found
that about half of the farmers who ceased farming had additional
income tax liability because of their departure from farming. Of
those, the average liability was $20,000. Afain, the 33 negotiators
and mediators that I work with have indicated that this is the
number one problem of the farmers we work with.

It is also, I believe, the number one problem for lenders who
would like to either work these financial problems out so the farm-
er can keep on farming, or assist the farmer in a graceful exit by
means other than bankruptcy, foreclosure or any other harsh legal
methodology. I believe Dave Saxowsky may have more to add.

Senator DASCHLE. Sure. Mr. Saxowsky.

Mr. Saxowsky. As part of that same study, we had an oppor-
tunity in our department to ask farmers, and, more importantly,
gormer farmers about their financial situation as they left the in-

ustry.

The former farmers at that time—1987, 1989—were indicating
that a third—not quite a third, but approximately a third—were
looking at no equity in their farm businesses.

Now, whether that holds true in 1992, we have not had a chance
to update our survey recently. But in 1987 and 1989 we were look-
ing at approximately one-third.

enator DASCHLE. Thank you. Mr. Greiner, you have addressed
support for legislation that would extend the first-time farmer bond
program for 18 months, but I assume you would support perma-
nent extension.

Mr. GREINER. Yes. Absolutely.

Senator DASCHLE. You would.

Mr. GREINER. Yes.
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Senator DASCHLE. Do you know why it is that some States have
chosen not to avail themselves of the bond program?

Mr. GREINER. Well, 1 think there are several reasons. One of
them is the extension. As I said, we have gone through four of
them now.

And the uncertainty of it. a lot of States hesitate to start up a
rogram with the problem that it may be closed down. California,
wowever, is moving legislation througf; its General Assembly now,
and hopefully they will have something up and running. There are-
many other States that are interested. As I said, South Dakota has
expressed an interest; North Dakota has attended our meetings
and expressed an interest in the program. They already have a be-
ginning farmer program through their bank. There are States in
the south that want to reactivate their programs.

One of the problems that happened was that in the 1986 Tax Re-
form Act, banks lost their deductibility on cost of funds. These
bonds are not what we call bank qualified.

In other words, the bank cannot deduct ite cost of funds. So, they
felt that there was nothing in it for them, but there is. We have
some banks that have 20-30 of these loans in their loan portfolio.

And I think the reason that many banks do this is they want to
help an existing customer or get a new customer in the bank. They
have used it some as a promotion. These bonds also qualify under
the Community Reinvestment Act, and then they are tax-exempt.
Of course, the interest income is tax-exempt.

But I think probably the overriding reason is the uncertainty. We
in lowa have gone along and just keep plugging away. Fortunately,
we have done that, because we have ?Jeen aﬁle to close a lot of
loans. But some are very fearful to get into it for that reason.

If we had a permanent extension, you will see more States com-
in% in. And we have had lenders tell us, your program is about the
only thing available to beginning farmers right now that can help
them. It is a lower interest rate, as Mr. McNulty said. It helps the
cash flow, and the lenders are more anxious to do it.

In addition to lenders, we also do contract sales in lowa where
a farmer is wanting to quit and maybe does not have any children
that are interested in taking over the farm. They will sell their
farm on a contract to a qualified beginning farmer.

And those bonds, under Iowa law, are also State tax-exempt. So,
that gets an even better rate for that beginning farmer. We have
some going out at 6 or 6.5 percent under the contracts.

Senator DAsCHLE. Well, I appreciate very much the testimony
and the answers to the questions and the give and take that oc-
curred with this panel. Mr. Fields. thank you for participating.

And, to all of you, thank vou for traveling as far as you have.
I know Mr. McNulty has a plane to catch and had to be out of the
hem’ing room by 4:15. U is now 4:15, so let me excuse the entire
panel. Thank you all very much.

Commissioner VoL, Thank you.

Mr. Degs. Thank vou.

Mr. McNuLry. Thank yvou.

Senator DAscHLE. Our final panel consists of Cheryl Cook, the
assistant director for legislative services for the National Farmers
Union; Jim Harris, of Union Grove, Wisconsin, and Ferdinand
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Hoefner, the Washington representative, the Center for Rural Af-
fairs; and Grace Ellen Rice, the associate director of national af-
fairs for the American Farm Bureau.

If those people could come forth, we will take their testimony at
this time. We are pleased you could be with us. Let me begin with
the person to my left, Cheryl Cook, who is no stranger to agricul-
tural issues, especially tax questions. Cheryl, please proceed.

STATEMENT OF CHERYL L. COOK, ASSISTANT DIRECTOR, LEG-
'II‘SO%TDIXE SERVICES, NATIONAL FARMERS UNION, WASHING-
’

Ms. CooK. Thank you, Mr, Chairman. We appreciate the chance
to be here today. Let me express my personal appreciation to you
for letting Mr. %‘ields go home, because there is no way I want to
debate him on 2032A. That almost single-handedly caused me to
fail tax class in law school. [Laughter.]

I would also like to say that, as we address these issues and as
we try to get our arms around the myviad of ways that the Internal
Revenue Code affects farmers, we have got to keep everything in
perspective.

And, as I know you know, income taxes are one thing, but you
have got to earn tfze income in the first place. And the one thing
that is going to attract new farmers into agriculture, that is going
to keep old farmers selling their farms as farms and not as shop-
pin% centers, or condos, or something else, is the restoration of
profitability to agriculture. That has to be the number one issue,
and everything else, including the Tax Code, comes after that.

Particularly in times of recession when we are concerned about
creating new wealth, agriculture takes a special role, I think. And,
as one of our basic industries, agriculture creates wealth through-
out the rest of the economy that affects not just farmers, but the
tax and revenue spending side as well.

Within the bigger picture, I would encourage you in any tax bill
that may come up before the end of the year to take another stab
at breaking down the fire wall between defense spending and do-
mestic spending, and really all program savings to other programs.

We found out last year in doing a dairy bill, for example, that
savings in that program were not able to ge used in offsetting the
impact on the \%15 program, and that kept us from doing some
things that really should have been done for dairy farmers.

I would also like to talk about taxes in terms of international
trade. Something else that we have heard quite a bit about in agri-
culture lately is the GATT negotiations, and also the North Amer-
ican Free Trade negotiations.

I would like to submit for the record, if I may, a copy of a study
done by Oregon State University comparing sample wllleat farms in
Montana and Canada and Australia. :

Senator DASCHLE. Without objection, that will be made part of
the record.

[The study appears in the appendix.| .
Ms. CooK. Thank you. This report comes to the conclusion that

American farmers are at a disadvantage, compared to Australian
farmers and Canadian farmers, questions of farm program and ev-
erything else aside, simply on the basis of the Tax Code.
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There is a tremendous competitive disadvantage for American
farmers, and that is something that has to be considered in any tax
bill, and certainly any trade bill that may come along,

On the consumer side, again, getting back to farm income, I sup-
pose we have to look at how the Tax Code affects demand for farm
products and how farmers are able to sell their products.

In my home State of Pennsylvania, there is a considerable
amount of unemployment. And many of my personal friends at this

oint who would love to be eating steak three nights a week, in

act, are eating corn flakes for two meals a day.

Tfuat has a direct impact, not just on farmers, but eventually on
tax revenues, because the farm income comes down. Some of those
same people also discovered barely two weeks ago today that they
owed taxes on their unemployment benefits, and that, too, has had
an impact on what they have been able to purchase, not just from
the grocery store, but elsewhere in the economy as well.

My testimony consists of a laundry list of areas in the Tax Code
that we think should be addressed, and many of them have already
been touched on. So, in the interest of summarizing, I will move
on to some of the other things that have not been touched on.

We talked a little bit about income averaging, but I would like
to encourage you to consider some sort of legislation, again, rec-
ognizing that with fewer tax brackets, there is only so much we can
do with income averaging.

We would recommend some kind of carry forward of unused per-
sonal exemptions at least for 3 years.

We are in favor of expanding the investment tax credit, but we
would prefer to target 1ts use to investments in American-made
rroducts if any way possible. Farmers are not the only ones who
1ave not been able to replace worn out equipment, but certainly
the{ provide a good example.

If a farmer can go out and buy a new tractor and that tractor
was made of American steel, and running on American tires, and
he is looking out at his crop through his American window, then
certainlg the entire economy will benefit, and the taxes, as well.

The deductibility of health insurance 1\rremiumrs is something
that has been a major issue within the National Farmers Union.
It has been time and time again a special order of business from
our annual conventions, and this year was no exception.

We would recommend full deductibility of health insurance pre-
miums, and that that be made a permanent part of the Internal
Revenue Code.

We are in support of an idea that has been proposed by the
President a couple of times, and that is the transfgr tax on traded
stocks and commodity futures.

We think this i1s a new source of revenue that could be used in
any number of ways, most especially for us in funding some kind
of a crop insurance program.

The speculators on the Commodity Futures Boards are those who
come up with the greatest benefit when there is a natural disaster,
and we think they ought to be contributing toward those who take
the greatest hit where there is a natural disaster. And if you have
Egtoany farmers in your State getting their disaster checks, you

w what I am talking about.
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We would encourage you to have a separate hearing, even. Actu-
ally, all of these issues deserve their own hearing, but particularly
on the case of Arkansas Best Corporation v. the Commissioner o
IRS, a decision which is being interpreted as allowing only capita
treatment of hedging.

We think there is a difference between hedgers, such as farmers,
and speculators, and there ought to be ordinary income consider-
atio?{ for those who are hedging what happens to them in the cash
market.

Let me skip over to the end and talk for a moment about the tax
congequences of debt restructuring. This is an issue we have been
working on for a long time, as you know.

And the American Agriculture Movement and the National Fam-
ily Farm Coalition have both asked me to indicate their support for
pres!sing forward on this issue. I will end there. Thank you very
much.

[The prepared statement of Ms. Cook appears in the appendix.]

Senator DASCHLE. Thank you very much lf)or your very fine testi-

mony. Mr. Harris.
STATEMENT OF JAMES HARRIS, UNION GROVE, WI

Mr. HARRIS. First of all, I would like to thank you, Senator, for
this opportunity to testify on behalf of the American farmers.

We strongly endorse Senator Kasten’s bill, S. 1130, entitled Fam-
ily Farm Tax Relief and Saving Act of 1991, and other similar bills
that have been sent up by the members of dong:‘ess.

I recall you asked, Senator, was there any caps. I do not know
the definition of caps, but there certainly are some limits that are
written into the bills.

For brevity, the bill may be referred to as FRA, which stands for
Farmers Retirement Account, in this presentation.

FRA re-establishes the farm assets as the Farmer’s Retirement
Fund, correcting the hardships caused by the capital gains tax revi-
sion of 1986 and the oversight or failure of Congress to recognize
that the farm investment unit does satis? the intent and cnteria
for investment of funds required with the IRA concept.

The bill is unique in that it neither advanta?es nor disadvan-
tages any farm region, product, or activity. It will provide great in-
centive for substantial long-term investment commitment to rural
America, also to the farm unit, because a farmer can, without res-
ervation, devote all assets to the farm development, keeping his re-
tirement funds at home on the farm, not Texas S&Ls or South Afri-
can gold mines.

The bill recognizes the need of the special farming situations—
tennant and custom farming—which holds little or no real estate,
but has huge investments in crops, animals, and machinery.

What I am saying here is, (Ilo not stand behind the proposed
$125,000 farm homestead exemption as the total answer, because
there are too many farmers that do not hold real estate property,
but do urgently need old age survival funds.

Our goal is to treat a portion of the family farm assets as a self-
directed IRA, with income tax deterral, rollover, and make-up privi-
leges comparable to those granted other taxpayer's self-directed

IRAs.
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Farming is an extremely capital-intensive profession and occupa-
tion. Long-term growth and success of a family farm requires all
of the farmer’s capital resources. One dollar of the farmer income
yields ten cents to the kitchen, 90 cents to the bank to borrow $10
more, and that is on a good day.

White and blue-collar worf('ers and other professionals make
large incomes that require little capital outlay. These people are al-
lowed generous tax preferential treatment of large sums invested
in retirement packages, the IRAs, the KEOUGHSs, 401ks, deferred
compensation, S.S. doubled by employers contribution, and so forth,
and employer-paid retirement funds and paid—non-taxed--insur-
ance packages.

These funds are invested in commerce. Let the farm be the com-
merce for the farmer's IRA. The farm investment certainly satisfies
the intent and purpose of an IRA, and is much more valuable to
Rural America then Boelsky’'s Junk Bonds and California and
Texas S&L’s which qualify for IRAs.

Throughout history, the farmer’s capital appreciation was a
farmer’s retirement fund and was given tax preferential treatment
by means of the previous long-term capital gains tax exemption,

Capital gains accumulated by a family’s hard labor on the farm
certainly deserves more consideration than passive stock market
poker money.

Genetics of a farmer's dairy herd is family developed from grand-
parent to grandchild, and the farmer is an active, not a passive,
risk participator. Plus, he is the major investor and tax supporter
of the rural infrastructure.

When retiring, all proceeds are taxed at a high tax rate, as if
one’s lifetime blood and sweat assets were earned that year; no
consideration for the devastating taxes on inflationary gain,

Paper stock gains are easily held and averaged for retirement
ears; agricultural assets, impossible. When net farm income is
imited or non-existent due to the combination of pervsistent low
prices and required capital expenditures, by law, no tax-exempt
IRAs and only limited Social Security can be funded.

As a result, IRAs are unaccessible for many farmers. Let me also
add that, unfortunately, many farmers chose not to pay the alter-
native minimuwn Social Security tax, not realizing that if they do
not pay any Social Security tax in five of the last ten years, they
are not covered by disability insurance. A farmer is vegarded as
vital society. The farmer's capital is invested locally, and so forth.
I will move on.

The typical annual retirement package available to a $12-$14-
an-hour Wisconsin State employee—and basically I am talking
about my wife's package as a State employee of the State of Wis-
consin as a clerk-tvpist—the employer paid rvetirement is worth
around $3.900 a year.

Employer paid Social Security, 7.65 versus 15.3 is worth another
$2,300. On top of that, she is allowed to go to $7,500 shared or self-
paid 401k, with a $22,500 hardship maﬁe-up privilege in three of
the last 4 years of employment.

She has an annual $2,000 self-paid IRA, we have a total there
of $14,800. On top of that, she has employer-paid non-taxed health



46

insurance—a $65,000 a year package. An equal spousal IRA account
would be available if I worked there.

Let me say this. The $10,000 farm F-RA bill cost considerably
less than one-half of the typical IRA package—refer to attached
graphs to amended testimony. I could go on and on on the unfair-
ness of this issue. If one must, take some away from the over-en-
dowed, let us do it, and give it to the ones that are under-endowed.

I see the light is on, so I would like to call attention to the
graphs that are in my testimony. What I have here is a computer
print-out of a hypothetical $1,000 a year contribution to an IRA
—one-half of the allowed $2,000.00 annual IRA. The account pays
8 percent per annum, compounded monthly, deposited at a rate of
$83—that is $1,000.00/12 months—a mont{ In 46 years, that $83
a month achieves the $500,000 that we are asking for in this pack-
age—$63.80 monthly achieves $600,000 in 50 years or total cash
input of $38,300.

ow, if we go to some of the more liberal ones that we have, my
brother is one I could talk about. He is entitled to roughly $20,000
annually in retirement account deposits. He achieves $500,000 in
about 14 years. Within 60 years, an account of $13 million plus.

Now, I said the $1,000 per annum—one-half of a $2,000 IRA—
at 50 years has a value of $652,000, if we pro-rate that down, then

766 deposited annually at $63.80 per month rate achieves
600,000 at 50 years.

Now, that is8 much less than a quarter of a working couple’s com-
bined $4,000 IRA. A couple could have two $2,000 ones, so that is
$4,000. A working farm couple’s $65600,000 F-RA costs $766.00 per
year, that ig only 19 percent of the minimal $4000.00 IRA. I do not
think we are asking too much, and more we should get.

Senator DASCHLE. That is a very helpful chart. You say that is
part of your statement, Mr. Harria?y

Mr. HARRIS. I modified it a bit here to talk from, but I could re-
make it and send it to you.

Senator DascH1.E. Could you do that?

Mr. HARRIS. I certainly could.

Senator DASCHLE. I would like to put that in the record as well,
if I could.

[The chart appears in the appendix.]

Senator DASCHLE. Mr. Hoefner.

STATEMENT OF FERDINAND HOEFNER, WASHINGTON REP.
RESENTATIVE, CENTER FOR RURAL AFFAIRS, WASHINGTON,
DC
Mr. HogfFNER. Thank you. And thank you for this opportunity to

testify. I have submitted a written statement and will just summa-

rize. | state at the outset that the Center for Rural Affairs, as you
well know, has been outspoken in opposition to special farm tax

breaks that stimulate investment in agriculture.

The result of most tax incentives in fayrming has been declining
profitability, increased volatility in the land market, farm consol-
dation, and competitive disadvantage for smaller and heginning
farmers—in sum, tax policy-inspired decline of the family farm sys-

tem.

]
.
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The capital gains exemption is particularly troublesome. It turns
breeding and dairy livestock into a tax shelter and it turns appre-
ciating land values into a tax shelter. That, again, puts moderate-
sized, moderate-income farmers at a competitive disadvantage as
sugplies expand and prices drop.

o, we have historically been very wary of any special tax breaks
in farming. But, despite that caution to start with, we nonetheless
believe that there is a role for some carefully targeted tax relief
measures to enhance opportunities for beginning farmers and to re-
move tax obstacles to farm debt relief.

American agriculture is certainly in need of a new generation of
family farmers and a new source of affordable and accessible cap-
ital for those farmers.

And we stand at a crossroads where half the nation's farmers are
soing to retire within the decade, and yet, new farm entry rates are

ropping very severely.

So, we have a public policy choice to make, I believe, as to wheth-
er we are going to allow the permanent loss of rural people and
rural economic opportunities, or whether we are going to revitalize
and restructure agriculture for a new generation.

We strongly support the Beginning Farmer and Rancher Credit
Act, which 18 a subject of hearings in the other body today and to-
morrow. And, at the same time that that bill would restructure and
revitalize Farmer's Home, we believe that there are things that
this committee could do to complement that effort.

The first one, which has been addressed by many people today,
is the Aggie bond program. Just to summarize, we believe that the
{;)ax_exemption should be extended, and preferably on a permanent

agis.

But, also, we would point out that Congress should override an
OMB directive that prohibits Farmer's Home from guaranteeing
Aggie Bonds. If that was overturned, it would greatly expand the
market and help beginning farmers,

That is a change that is included in the Beginning Farmer and
Rancher Credit Act, and that bill has been endorsed by Farmer's
Home and USDA.

The third thing we would raise is not a tax issue, per se, but if
community-based non-profit rural development corporations could
be allowed to service Farmer's Home guarantees, that would also
extend the Aggie Bond program further to reach more beginning
farmenrs.

Our second recommendation deals with capital gains relief for re-
tiring farmers. We would oppose the bills under consideration that
offer capital gains relief, unless they were targeted to land owners
who were selling to qualified first-time farmers. .

We need to cm'efully target both the buyer and the seller end of
these transactions if we are going to achieve a public policy goal
of supporting a new generation in agriculture.

So, we would strongly advise that if those bills arve considered
further, that targeting on who is buying the land be included so
that they are targeted to beginning farmers.

We would point out that it would be fairly easy to do that kind
of targeting. lI)‘here is already the first-time farmer provision in the
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Aggie Bond program, and there are also Farmer’s Home definitions
that could be applied in the Tax Code.

A final set of recommendations on heginning farmers deals with
IRAs. This committee has discussed in the past possible penalty-
free withdrawals from IRAs for various purposes, and we woui,d
{"ust like to throw into that hopper the idea of first-time farmers

eing able to withdraw money from IRAs without penalty for the
first-time purchase of land and other assets.

If we did that, we would invent a savings and equity investment
approach to entering agnicultut'e to complement, and maybe in part
to replace, the debt nnancing approach which is more familiar.
This would, at the same time, begin to counteract the bias within
IRA policy against self-employment.

And, finally, turning to the tax on farm failures, we continue to
urge this committee to pass S. 900, the Farm Debt Tax Reform Act.

This bill contains careful’.’ crafted exclusions for capital gain and
debt discharge income upon the transfer of farm assets to satisfy
debt obligations.

And it includes strict income equity and material participation
tests, a joint lifetime cap, and a write-down of tax attributes. I con-
sider that a fairly significant amount of targeting.

I would just like to comment briefly on the administration’s testi-
mony and suggest that we need a revised Joint Tax Committee rev-
enue estimate on this as soon as possible because their previous
one certainly conflicts with what you heard about today by a sig-
nificant amount of money.

I would also point out that the revenue estimates that we heard
about today seem to be in conflict. If we have an $800 million 5-
year estimate on a broad-based capital gain exemption for retiring
farmers that is untargeted, how can it be that the far more tar-
geted provision for farmers who are in a situation where they do
not have an ability to pay cost more? I know there is retroactivity
involved in it, but it just does not seem to make sense to me.

And, finally, asking a rhetorical question, how can the adminis-
tration argue unlocking of capital gains with a great boost in reve-
nue on general capital gain exclusions, and then say for these lim-
ited number of people with no ability to pay that to unlock their
assets so they can get on with their life, maybe get a new job to
start owing taxes again, and to unlock those assets so that some-
body else is using them productively and paying taxes, but that
costs $1 billion? It does not make sense.

Senator DAsCHLE. Mr. Hoefner, I wish I would have thought of
asking that question. That is an excellent question. They were
using it all year long as a revenue-generating measure. Now, when
it comes to applying it directly to agriculture, they see it as a defi-
cit-creating measure, which is hard to reconcile.

Mr. HOEFNER. That is right.

Senator DASCHLE. Thank you for your very excellent testimony.

Mr. HOEFNER. Thank yvou.
| [The prepared statement of Mr. Hoefner appears in the appen-
dix.]

Senator DASCHLE. Ms. Rice.
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STATEMENT OF GRACE ELLEN RICE, ASSOCIATE DIRECTOR
OF NATIONAL AFFAIRS, AMERICAN FARM BUREAU, WASH-
INGTON, DC
Ms. Rice. Thank you, Mr, Chairman. My name is Grace Ellen

Rice, and I am Associate Director of the Washington office of the

American Farm Bureau. I will summarize iy statement for you

this afternoon.

First of all, we would say that the tax decisions of the Senate Fi-
nance Committee affect our membership as much as the decisivns
of the agriculture committees. We are {) eased that the subcommit-
tee is holding a hearing on several bills important to farmers and
ranchers.

Our policy in Farm Bureau is adopted by our producer members
at the county, State, and national levels. And there are several po-
sitions which are important and speak to the bills before the sub-
committee today.

These positions are: we urge Congress to permanently extend the
authority for Aggie Bonds, which are used by States to finance

loans to beginning farmers.
We support a capital gains exclusion for insolvent farmers on lig-

uidation of farm property.

We support a capital gains exclusion for landowners who were
forced to sell by condemnation and who do not wish to purchase
new land to continue agricultural operations.

We su&gmrt continuation of the once-in-a-lifetime exclusion of up
to $126,000 in capital gains on the sale of a primary residence for
taxpayers over age 56, and changes in the law which would permit
portions of the resident farm other than the immediate farm resi-
dence to be eligible for this exclusion,

We support a provisien to allow a farmer, other business owner,
or self-employed taxpayer in contemplation of retirement, to invest

roceeds from the sale of property and machinery in an IRA,

OGH, or similar retirement account.

In addition, our policy calls for the repeal of Federal estate taxes.
And until that repeal is accomplished, we oppose any reduction in
the current Federal estate tax exemption, or, to continue, we sup-
port the elimination of the $750,000 ceiling on special use valu-
ation.

While we have not had an extensive amount of time to analyze
the technical implications of the bills before the committee, our pol-
icy does addrvess several of these specifically: S. 710, First-Time
Farmer Bonds, S. 900, Capital Gains Relief on Transfer of Pmperty
to Satisfy Indebtedness; S. 1130, which is the Farmer IRA; and S.
2202, Exclusion of Gain on the Sale of Farmland. We support these
bills, based upon our policy.

With regard to the other hills, while we do not have specific pol-
icy on S. 887, or S. 1045, or S. 1061, we support any legislation
w%ich lessens the estate tax burden on the transfer of property
from one generation to the next. With that position in mind, we
would also support those bills.

There are two additional points. We encourage the subcommittee
to continue to look at the importance of capital gains treatment to
agriculture because of the effects that it has on owners of timber,

or farmland, or livestock.
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And, we urge 100 percent and permanent deductibility of the
health insurance tax deduction for the self-employed, which we
know that you and others on the subcommittee have been very ac-
tive on. We certainly look forward to that day when the deduction
is permanent and when it is for the total amount of premium. With
that, I conclude. Thank you for your attention.

Senator DASCHLE, Thank you very much, Ms. Rice.

[The prepared statement of Ms. Rice appears in the appendix.]

Senator DASCHLE. Could you give me any indication as to how
the Farm Bureau might prioritize each of these bills in terms of
their helpfulness to gami y farmers? Do you have a sense as to
which might be the most important?

Ms. RICE. I can tell you the ones that we hear from our members
most, and I think that would be a good indication. The $125,000
ca;,)ital gains exclusion extending to a farmstead, and the Individ-
ual Retirement Account for farmers that was mentioned previously.
And I suspect that those two would be the most important ones.

We also have members in certain States where Aggie Bonds are
sold who are very supportive of the Aggie Bond exemption. So, I
would say really those three.

Senator DASCHLE, Mv. Hoefner, I sympathize somewhat with
your commentgs—more than somewhat, substantially with your
comments about the need to carefully create tax treatment, espe-
cially relating to capital gains so as not to create shelters that have
somewhat of a negative effect, a substantial negative effect, in
some cases, ag we have seen in the past.

Could you give the subhcommittee guidelines by which one dif-
ferentiates between effective tax treatment and sheltered income
related to agriculture?

Mr. HOEFNER. I think we could. I would just suggest, in terms
of the two capital gains bills, that if the break is going to go, but
the land is going to bhe sold to investors or to well-established farm-
ers with significant farm assets, that we have not achieved a valid
public policy objective to justify spending that amount of money,
whatever the revenue estimate 18,

Where we come down is that if it is a real active farmer, materi-
ally participating, selling to the next generation, using any one of
several definitions of first-time farmers—and I think we could put
one together that would probably satisty everybody—that then you
have created a situation where there is a much larger public policy
purpose to be served. And that is the kind of thing that we would
sugpm‘t‘

enator DASCHLE. Well, you say first-time farm buyers. Let me
just take one example that we talked about this afternoon in dis-
cussing special use valuation and cash leasing.

What if you had a second generation operation in the area, con-
tiguous to a farm where the father has chogen, now, to sell.

He wants to sell to his son who is already farming. or. you could
even argue, in this cage would inherit the land should the father
pass away. Under an arrangement like that, would you say that
cash leasing for tax purposes ought to be treated as we have dis-
cussed in the legislation this afternoon?

Mr. HogrFNER. 1 think so. I think if the son was probably renting
most of the ground or had some small ownership stake but not a
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very large one, I would think they would meet most first-time
farmer tests and that that would be Kagitimate.
Senator DASCHLE. Generational transfers ought to he encouraged
to the extent we can. But you would tie them as much as possible
to access to first-time operators.
Mr. HOEFNER. Yes. That is right.
Senator DASCHLE, What about associated family members?
Mr. HOFFNER. 1 do not think you need to make too much of a
distinction of who the person is, as long as they would meet the
first-time farmer test. Whether they were heirs or completely out-
side the family would not make that much of a difference.
Senator DASCHLE. Right. But I guess my question was, what
about family members who are currently farming. Let us say,
spouses of sons or daughters. Do you have any probﬁem with that?
Mr. HOEFNER. No.
Senator DASCHLE. All right. What about the question or the ob-
jection raised by Mr. Fields fairly consistently which was, look
there is nothing unique to agriculture tax-wise. I can put a small
businessman into the same set of criteria, and they ought to be eli-
gible for the same treatment that farmers are eligii;le for.
So, you really cannot define a situation unique to agriculture
that would then qualify them for unique tax treatment. Is that a
fair statement? And, if not, how would you rebut it, anybody?
Mr. HARRIS. I will take that.
Senator DASCHLE. Mr, Hoefner, go ahead. And then Mr. Harris.
Mr. HOEFNER. I would just throw in this slightly different tack,
which is to remember that this whole tax discussion on farm debt
relief came as a result of the 1987 Ag Credit Act.
And that act, in terms of the revenue side, was premised on the
fact that the government was going to save money gy writing down
rather than foreclosing. Then, suddenly, everybody realized that
tltl)i? was not going to work for many people because of the tax li-
ability.
So, whether or not farmers are unique overall, this has a legisla-
tive history that is not unique to the tax side. And if the promise
of the 1987 Credit Act is going to be fulfilled, the tax question has
to be resolved. And, obviously, if you are going to resolve it beyond
farmers, you are going to get into a lot more revenue.
Senator DASCHLE. Mr. Harris.
- Mr. HARRIS. The comment that I would make in that line is that

a ﬁyear or two back, General Motors published a statement to the
" effect that they had $29,000 worth of capital investment per em-
ployee. You go out to the farm, it is not hard to find $1 million of
capital investment per employee.

You go into the other small business that may be going through
bankruptcy, the restaurant chain changes inventory roughly every
4 days, the hardware store changes its inventory every 3 months.
Our inventory of our tractor and combines may change once every
20 years. Add to expand my cow and calf operation.

e get into the real estate tax business and in our county, before
I go out to the field, I have $40 per acre of real estate taxes to pay
for, which certainly is going to support a lot of other homes than

the one that is on the farm.
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Besides that, if we are looking at $2,000 an acre land and 10 per-
cent money, we ]get $240 to cover taxes and interest before we head
to the field. A lot of our crops today do not raise $240 worth of
crops per acre. We, too, have gone through 3 of the last 4 years
which have been very bad.

I would like to also comment that this FRA, many people tell me,
this would be very much of advantage to them as an incentive for
the son to take over the farm, because it gets dad out of the oper-
ation clean and free without long-distance, tied up sales that bring
in lots of tax consequences and incurring tie-ups and lawyer fees.

That if they could just walk away from it and say, this i1s yours,
son, I have got my retirement account. I do not have to go through
all the Mickey Mouse of getting the attorneys rich in working out
a method to hand the farm operation over.

We can do this with a nice little basic simple FRA law that says:
You must farm 6 years to be a full-time farmer to qualify. Then
you can count the years that your wife was a full-time helpmate,
or the spouse was a full-time helpmate, up to a maximum of 50
years per farm unit.

Now, it may be a bachelor for 60 years, or a spinster for 50
years, or a married couple for 25, or any combination. The next
thing is, you multiply the total years by $10,000, and you have to
have qualified farm assets to seil to get the money into it. It is a
1very simple law. Nobody needs to enrich a lawyer’s pockets by uti-
izing it.

Senator DASCHLE. Thank you, Mr. Harris. Ms. Cook.

Ms. Cook. If I could jump in quickly here. I do not know how
I would top that, Mr. Harris. But there are a couple of areas where
I would disagree with Mr. Fields. And you have got to take each
of these tax issues almost on a case-by-case basis, I suppose.

I strenuously disagree on the debt restructuring question, wheth-
er agriculture is the same as other small business. I do not think
it is. I think agriculture is unique, for a number of the reasons that
have already been articulated, particularly by Sarah Vogel.

But even in cases where they are the same, for example, the de-
ductibility of the health insurance premium, is the answer that you
do not give it to anybody, or is the answer that you encourage

small businesses by ‘ﬁwing it to everyone?
My Freference would be the latter. I think we would take a much
1

more holistic view of how do we get this entire economy moving
agﬁ’in to everybody’s benefit, than I think Mr. Fields seemed to be
taking.

Senator DASCHLE. Good point. Well, I have no further questions.
I appreciate very much this panel waiting as long as they did to
present their testimony. I think it has been a very productive after-
noon. You have enlightened us substantially.

This is an area that I think will continue to receive additional
consideration and attention. We would like the opportunity from
time to time to consult you with regard to these changes as we get
closer to the time that we will markup legislation relating to taxes
and af'n'culture. But we made a good start today, and we thank
you all very much. The hearing stands a%iourned.

[Whereupon, the hearing was concluded at 4:51 p.m.]
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PREPARED STATEMENT OF SENATOR KENT CONRAD

Mr. Chairman and nmiembers of the Committee, thank you for the opportunity to
testify this afternoon. I commend you for addressing these important taxation issues

that affect farmers,
I am here to address a topic of central imfortance to rural America—survival of

the family farm. I have sponsored two bills to help families hold on to their farms
in times of economic distress or death in the family, and to relieve some of the enor-
mous tax burden that can occur when a farm is lost.

Before I begin, I would like to thank two witnesses who have traveled from North
Dakota to be with us today. Allow me to introduce Sarah Vogel, North Dakota’s dis-
ting‘:uiahed Commissioner of Agriculture, and David Saxowsky, a highly regarded
profeesor of economics at North Dakota State University. Thank you both for shar-
Ing your expertise with this committee.

r. Chairman, net farm income was lower in the 1980's in real dollars (after ad-
{usti for inflation) than in any decade since the record keering began in 1910—
nelu n% the worst 10 years of the Great Depression. That led to a crash in the
value of the assels of the agricultural community—netl assets dropped from $1.1 tril-
lion in 1981 to $600 billion &,1987 .

Despite attempta to counter the current crisis in family farming, thousands of
farmers will fail if the current tax treatment of debt restructuring arrangements is
left unchanged. For others who have lost their farms, huge tax bills will hang over
their heads for years to come, clouding what prospects they had for making a mod-
est living. Other families find themselves atuck with big estate tax bills because of
gi 1tieclmicality in the tax code, which Congress partially addressed in the 1988 tax

8. 800! CAPITAL GAINS RELIFF FOR FARMERS IN DEBT

Farmers en%aged in debt restructuring can encounter either—or both—of the fol-
lowing tax problems, When property is deeded back to a lender in exchange for debt
relief, the farmer will realize a capital gain if the fair market value of the property
is above the basis (purchase price plus improvements). It is the same tax the farmer
would owe if he or she sold the [and, only in this case there is no cash from the
sale. The farmer cowd also owe some tax on debt relief received from a lender, un-
less he or she is insolvent or has unused tax attributes to apﬁly as offsets.

Let me provide a numerical example, Suppose a farmer had a loan for $260,000
and conveyed back land worth $150,000 to eliminate this debt. Assume this land
had a cost-basis of $60,000. Under current law, this farmer would have to pay tax
on a capital gain of $100,000. Though such gains are illusory, they will be taxed
as ordinary income,

The farmer in this example would aleo realize $100,000 of discharge of indebted.
ness income. To offset this income, he or she can draw on any tax attributes, such
as unused investment tax credits and net operating lose carrvovers, and can reduce
basis in other property. After taking these steps, there will still be a tax on dis-
charge of indebtedness income, unless the farmer is insolvent.

My bill, which has been cosponsored by several of the distinguished members of
this committee, addresses both of these tax problems for farmers who are tech-
nically solvent but clearly lack the ability to pay. It would provide a limited, once-
in-a-lifetime exclusion for farmers with low to moderate incomes and few other aa-
sets, to relieve them of the tax owed on discharge of indebtedness income or capital

gains that arise from debt reatructuring.
(63)
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The exclusion is clearly targeted: large farmers, weallthy investors and specu-
lators, and others with significant assets will not be helped. To qualify for the exclu-
sion, farmers would need to meet the following three tests: (1) at least 50 percent
of gross receipts in 6 of the last 10 years must be altributable to farming; (2) modi-
fied adjusted gross income is less than 100 percent of the national median adjusted
gross income; and (3) equity in all other property is less than $25,000 or 1560 percent
of tax liability, whichever is greater. The exclusion is limited to $300,000, the same
limit on the size of the write-down that exists under the Agricultural Credit Act.

This bill is similar to measures I introduced in 1988 and aiain in 1989, In Jul
of 1989, the Senate Finance Committee held a hearing on the le%islation, whic
demonstrated the need for such tax chan‘fea and suggested a number of technical
revisions that have now been incorporated, During action of the fiscal 1990 budget
reconciliation bill, the Committee adopted key provisions of my bill which extended
relief from the laxes on discharge of indebledness income. Subsequently, however,
thie Jegislation was deleted from the reconciliation bill on the Senate floor in a lead-
ership move to scale back and expedite passage of the omnibus budget measure,

Since the Agricultural Credit Act of 1987, over 12,000 borrowers from the Farm-
ers Home Administration have received some form of debt forgiveness as part of
their debt restructuring. As we continue to deal with the aftermath of the farm cri-
sis of the 1980's, more farmers will receive debt restructuring. Enacting this legisla-
tion will help thousands of family farmers whose attempts to restructure their debts
have led to huge tax bills which they clearly cannot pay, and will save thousands
more from such personal tragedy in the future. I strongly urge the committee to
support this legislation,

r. Chairman, ]| am awaiting a revenue estimate on this bill from the Joint Tax
Committee, I would like to note, however, that in real terms the amount of tax reve-
nue forgone would be minimal because it is unlikely that many of these farmers will
ever be able to Yay such enormous tax bills,

I would also like to address another section of the tax code which affects family

farmers.
8. 1061: A TEGHNICAL CORRECTION ON BPECIAL USE VALUATION

In 1988, the technical corrections act made an important change in the estate tax
law that will enable more farm families to keep an ongoing farming operation in
the family when the property owner dies.

Section 20324, as amended by the technical correction, extends special use valu-
ation of farm Fl;g?erty to surviving spouses who continue to cash-rent farm property
within their families, Without this change, a recapture tax would have been im-

osed in such situations. B?r allowing the spouse to qualify for special use valuation,
he correction was clearly intended to allow a farmer to transmit farm land to his
or her children who would then continue to farm the property.

The 1988 provision, which applies to cash rentals occurring after December 31,
1986, was clearly helpful, but it did not entirely solve the problem. If there is no
surviving spouse, it is not ﬁouible under the 1988 law to transmit such property
to one's children or grandchildren without triggering the recapture tax,

My bill would apply to such analogous cases. For example, a North Dakota farmer
cash-rented farm property from his mother, who had received the property from her
father. Neither the daufhter nor the grandson qualifies for special use valuation be-
cause the provision applies only to surviving spouses.

I do not believe such situations are widespread, and it seems likely that Congress
did not anticipate them when the language on surviving spouse was approved in
1988, But these cases do exist, and | believe they deserve the same treatment under

section 2032A.

In the House, Congreseman Dorgan hes introduced ¢ ion legisiation. In ad.
dition, this bill is quite similar to legislation introduced by my distinguished col-
le from Kansas, Senator Kassebaum, which I have cosponsored. My bill would
agp y to qualified heirs (including ancestors, s;iouaee, and lineal deecendants and
their spouses) who are inumediate members of the decedent's family, while Senator
Kassebawu's bill applies to lineal descendants only.

Although legisl:gon covering lineal descendants would solve the problem faced by
the constituent I referred to above, broader language may well save us from future
technical corrections covering unforeseen family circumstances.

While I have not yet received a revenue estimate from the Joint Tax Committee,
I expect minimal loss because of the very low-numbers of people affected by this.

Mr. Chairman and Members of the Committee, | thank you for the opportunity
to address the unfair tax burden faced by some of our nation's famndly farmers, and
for your attention to these important matters.
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ADDITIONAL VIEWS OF BENATOR CONRAD IN RESPONSE TO TREASURY DEPARTMENT
COMMENTS

I would like to address some of the erroneous concerns raised by the Treasury De-
partment over S. 900, the Farm Debt Tax Relief Act. .

(1) The Administration believes this legislation would result in “substantial reve-
nue loss.” An honest and realistic look at the tax situation of farmers and former
farmers affected by this bill reveals that there is little likelihood that the federal
government will ever be able to collect these taxes, Remember that these farmers
are being taxed on phantom capital gains assessed when land is deeded back to a
lender or on debt forgiveness received from the lender.

Many of these farmers lost their land and everything else. Others are, at best,
merely less in debt than they used to be. They are not making a great deal of money
and there is no cash to pay thease unfair tax bills. Furthermore, the bill incorporates
strict targeting criteria, including net income an equity tests, to ensure that only
those without ability to pay benefit from the relief. The primary effect of these tax
liabilities is to frusirate farmers as they attempt to start new lives or leave older
farmers destitute and facing an impoverished old age.

While the Joint Tax Comittee has not yet produced a revenue estimate on S,
900, in 1990 it estimated revenue loss of $362 million over five years on identical
legislation which I introduced last Congress. This is considerably lower than the
Treasury Department's estimate, although both estimates fail to take into account
that most of these taxes will never be paid.

(2) The Administration objects to the proposal because it sEeciﬁca]ly targets farm-
ers, ar%uing that farmers should be treated no different than any other troubled
family business. There is, however, clear evidence that the family farmer is indeed
different from other family businesses.

No other business sector is subject to such dramatic fluctuations in prices and
property values. Nor is any other business so completely land-based. We have only
to look at the past two decades for evidence. The huge increase in farm values of
the 1970's as export markets boomed was then followed by a staggering decline in
the 1980's, when exports plummeted and the real value of net assets dropped from
$1.1 trillion in 1981 to $600 billion by 1987.

Moreover, farmers are uniquely and routinely subject to weather conditions which
can cr'll{ple their businesses. The drought of the last decade is surely proof of that.

(3) The Administration argues that this legislation is unfairly targeted to solvent
farmers and does not require that a farmer be unable to pay the taxes or in finan-
cial difficulty.

As the Aefmin,istration notes, insolvent farmers are protected under current law
from being taxed on discharge of indebtedness income, This legislation is designed
to help those farmers who are technically solvent, but clearly do not have the ability
to pay. For these farmers, payment of the tax (to the extent thef' could muster the
funds) would push them into insolvency or bankruptcy, ironically putting them in
the relief area where they would be protected from the tax.

As for the Administration’s argument that the bill does not require farmers to be
in financial difficulty—would you deed back your land to the lender if you weren't
in financial difficulty?

Moreover, this legislation is targeted to farmers who meet the following tests: (1)
at least 50 percent of gross receipts in 8 of the last 10 years must be attributable
to farming; (2) modified adjusted gross income is less than 100 percent of the na-
tional median adjusted gross income; and (3) equity in all other property is less than
$25i,000 or 160 percent of tax liability, whichever is greater; and (4) material partici-
pation.

(4) The Administration argues that this legislation would distort the market for
farm property, creating an artificial tax incentive for transferring farm property to
a lender in satisfaction of a debt, even if the property has fair value significantly
in excess of the indebtedness,

Frankly, would vou deed back your land if you could make a lot of money selling
it on the open market? Why give back property that is far more valuable than the
debt carried on it?

(6) The Administration objects that the legislation would be too complex to admin-
ister. Clearly, as I have mentioned above, tilie legislation has specific eligibility cri-
teria to insure that only those farmers truly in need would receive tax relief (an-
other concern of the Administration). These criteria were developed in response to
comments that a simple test could not sufficiently target the farmers in need of help



66

while excluding those with the ability to pay. While specific, none of these criteria

are overly burdensome.
To summarize, while I appreciate the attention which the Administration has de-

voted to studying this proposal, I believe that its conclusions are unsubstantiated.
I hope that the information which I have provided above will lead to a reexamina-

tion of the Administration's opinion,

PRrEPARED STATEMENT OF CHERYL L. Cook

Thank gou, Mr. Chairman. I am here today—exactly two weeks after doing my
part for the Internal Revenue Service—on behalf of the 260,000 farming and ranch-
ing families of the National Farmers Union, and we appreciate this opportunity to
comment on tax issues facing farmers. The ideas in my statement have been
gleaned from our 1992 policy program, and represent part of our larger economic
recovery proposal, which is attached.

Lot me begin by stressing that queations of income taxea, as complicated and bur-
densome as theg may be, are secondary to questions of earning tKe income in the
firat place. In the mid-1980's hietor{ repeated itself when a?'n'culture led the wa’yl'
into the recession now being felt hﬁ he rest of the economg. cannot streas enou
the importance of reatorin% profitability in agriculture—not just for farmers, but for
the rest of the economy and even for the government's tax receipts,

One purpose of taxation is to redistribute wealth, and the creation of new wealth
is essential both to a socially-just wealth distribution system and to any long-term
economic recovery, We will never prosper as a nation by frying each other’s ham-
burgers for minimum wagel

As the most basic of industries, agriculture serves as one of the United States’
hest sources of renewable wealth. The wealth created with each year’s crop multi-
plies countless times throughout our economy, as raw commodities are tranaported,
processed, prepared, and sold to consumers here and abroad. In 1986, roug T‘! 21
million jobs in this country were related in some way to providing food and [iber
Froductmn, representing nearly 17% of groes national product. In short, proaperity
n agriculture—in a system of diverae competitive fami { farms, through which con-
trol of our food and fiber production rests in as many hands as possible—must be
a cornerstone of any economic recovery plan.

This must also be the foundation of any concerted effort to bring new farmers into
the businese of agriculture. Without profit potential, tax incentiv-s for first-time
farmera will take uas hackwards to pre-1986 tax changes by attracting primarily
}hose. individuals seeking to offset profits from some other business with losses in
arming.

Having said that, there are several tax policy changes which, if enacted, could fos-
ter continuation of family farm agriculture and help bring about sustafnable eco-
nomic recovery. Frum income taxes to excise taxes to estate and gift taxes, we have
woven a complex web for which a farmer needs a tax attorney in the famiiy to stay
competitive with his neighbors and, just as imfortantly in these days of free trade
negotiations, to stay competitive with farmers of other nations.

ough by no means exhanustive, our list includes the following ideaa:

1. Any new income tax bill—Any new income tax measure ought to begin by rec-
ognizing that the Omnibus Reconciliation Act of 1990 has done little to reduce the
federal udget deficit, yet serves as a major obstacle to passage of meaningful legis-
lation on either the revenue or spending side. We are not suggesting that the coun-
try give up on gains made in that legislation toward a more progreasive tax struc-
ture. In fact, we would urge adding additional tax brackets at the highest income
levels to make our tax system even more progireasive. Neither are we suggesting
that the country give up on getling its financial house in order, but we would like
to see the Congress make one more try at breaking down the firewall that prevents
savings in one budget area from being used in another. Savings from reductiona in
defense spending must be made available to meet domeatic needs, such aa edu.
cation, health care, job training, and job creation— for farmers and for other Ameri-
cans. Savings from programs such us a two-tiered supply management program to
stabilize the dairy induatry should be available to offset the impact on food asasist-
ance programs, particularly Women, Infants, and Children. We do not recommend
ueing defense savings to provide minimal tax cuts—it ia more important to create
jobs that bring more taxpayers onto the rolls and allow more consumers to pay fair
prices for food and fiber.

2. Some type of income averaging—The inability for any t)"ye of income averaging
affects young people going from full-time education to their first jobs. It affecta sen-
ior citizens, as they retire from full-time employment to a smaller fixed income. And,
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in volatile industries such as agriculture, the lack of income averaging leaves those
taxpayers with even less ability to plan their business management strategies.

e recognize, though, that the old pre-1986 form of income averaging has its limi-
tations now that there are fewer tax brackets. What we would recommend inatead
would be either or both of (1) a three-year “carry forward” provision for persunal
exemplions and standard deductions that are of little or no benefit to a taxpayer
in a particularly low-income year or (2) a limited restoration of the old income aver-
aging targeted only to those taxpayers who had sustained a within the three prior

ears, and based on adjusted gross income rather than taxable income (which failed
0 consider instances in which income fell below the amount that would be exempt
from tax anyway due to personal exemptions and atandard deductions).

3. Expand the investment tax credit, but target its use to investments in American-
made products—Farmers are not the only small businessmen who have been wait-
ing for better times to replace worn out equipment, but they provide an excellent
example. A new tractor can cost anywhere from $40,000 to §130,000—-15,000 to
50,000 bushels of corn, given USDA's projections for corn prices in 1992. Very few
farmers will be buying new tractors in 1992 if they can possibly help it.

If farmers could afford somehow to invest in new tractorr, somewhere ateel work-
ers, tire manufacturers, glass workers, and equipment dealers would benefit. But
for the U.S. economy to be the ultimate winner, that tractor should be huilt of
American steel, running on American tires, with the farmer looking at his crop
through an American window. It is time to invest American tax dollars directly into
American jobs, This is not an attempt to bash m\{ other nation's producers, If any-
thing, it is simply a rocoimiti(m that access to the U.S. market will mean more when
Americans are fully-employed and have greater disposable income.

4. Deductibility of health insurance premiums—Health insurance premiums
should be fully deductible for self-employed individuals, and the deduction should
be a permanent part of the Internal Revenue Cude. Too many farmers cannot afford
to carry health insurance, despite the fact that farming is one of the most dangerous
occu!mtions in the country. Health care reform appears to be a rallying cry for both
parties in this election year, and improvementa eventually may come out of the cam-
gni debate. But, the premium deduction is too important to leave at risk, and the

est way to “depoliticize” it is to make the deduction permanent.

As a matter of simple fairness, deductions for sell-employed individuals should be
no less than deductions allowed for other employers. Ar a matter of encouraging
{obq and economic growth, incentives for entrepreneurship, including new farms, al-
owing full health insurance premium deductions makes sense.

5. an.n:[er taxes on traded stocks and commodity futures—The last two budget
roposals from the Bush administration have included the idea of imposing a trans-
er tax or user fee on traded slocks and commodity futures. We bog.ieve that this

is an idea whose time has come, particularly in the case of agricullural commodities,
where the funds raised could offeet the costs of an improved crop insurance pro-

am.
gr“m speculation frenzy of the last decade made millionaires out of people who
never worked a day for the company whose stock they traded like basebnn cards
and never produced a bushel of the wheat they sold. %hey have closed plants and
cost jobe through leveraged buyouts, and they have wreaked havoc with commoditg
prices. It is time for these individuals to malke a positive contribution to the U.S.
economy—even if the funds ave used primarily to offset the coats of the Securities
and Exchange Commission and the Commeodity Futures Trading Commissjon.

In agricultural commodities, one of the greatest opportunities for speculative prof.
it comes in limes of natural disaster, For traders, a short crop means higher prices
and profits. For farmers caught by the natural ciiaaater, a short crop often means
financial ruin. Crop insurance has had limited success in helping farmers protect
themselves from routine losses, and it was never intended to handle widespread dis-
asters. The money for comprehensive disaster assistance legislation has been ex-
tremely tight, as wilthessed this vear, as farmers are even now beginning Lo receive
disaster assistance checka amounting to pennies on the dollar of their actual losa.
Why not ask those who benefit the moat from commodity disastera to help those
most severely affected?

6. Querturn the 1988 Supreme Court decision in the Arkansas Best Corp. v, Com.
missioner case—Congress should either enact legislation overturning the 1988 deci-
sion, or it should at ﬁ)ns(, clarify the interpretation being given by the Internal Reve-
nue Service. At issue is whether traditional hedging activities, the type of market-
oriented risk management in which farmers have been so encouraged to engage by
the laat two farm bills, should receive the same capital gaina treatment that specu-
lators receive or whether the gains and losses from hedging activities should be seen
aa ordinary income or losses. Because capital lossea are deductible only againat cap-



68

ital ﬁqﬂaina, capital treatment of hedging loeses can reduce substantially the after-tax
profit of a farmer trying to reduce the risks he faces selling his crop or livestock
in the cash market.

7. Reject any additional excise taxes—These regressive measures fall d.isgro or-
tionately on the g:jor and on emall businessmen, such as most farmers, who buy
their inputs at retail but sell their production at wholesale. Further, several of the
these taxes are intended as much to reduce demand for certain agricultural prod-.
ucts, such as tobacco and grains used in distilling alcohol, as they are to raise reve-
nues.

We also oppose any further increases in the gasoline tax, even though farmers can

obtain refundse of gasoline excise taxes for gasoline used on the farm. Rural citizens
mttgst ilrive farther for basic services, and public transportation options are limited,
at best.

8. Reject an across-the-board cut in the capital gains tax rate, except for the limited
purpose of passing a small business, such as a ﬁarm, to @ new generation—In gen-
eral, while a]l taxpayers with capilal gains income could take advantage of a cut
in the capital gains tax rate, far and away the largest benefits would acecrue to the
wealthiest taxpayers, The Congresaional udget Office has estimated that in 1988
the richest 1% of the nation's households had average capital gains income of
$166,000, while the remaining 90% had average capital gains income of $262. One
need not hold a Ph.D). in economics to see who would benefit most from a capital
gaina tax cut, and one need not be a farmer to recognize that nothing grows from
the top down, including the economy.

In agriculture, most capital gains are realized when a farmer sells out. Farmers
Union would prefer to concentrate on tax measurer that will help farmers stay in
business. This country needs more people on the land, not fewer. However, there
are far more farmers over the age of 60 than there are under the age of 30 in the
United States. Young people are understandably shying away {rom taking over the
family farm or otherwire getting started in production agriculture. Older farmers
looking forward to retirement are realizing that their lifetime’'s achievement is
worthless if no one can take over. Interest rates in private banka remain fairly high
on farm loans, a risk factor likely to remain \mlif something is done about farm
profitability. The Farmers Home dministration, traditionally the lender of last re-
sort, has seen its direct lending funds reduced to near oblivion.

It ia time to become creative in seeking new ways to get the next generation of
farmera on the land. Reduction, or even forgiveness, of capital gaina taxes is worth
exploring for this limited purpose.

9. Other retirement measures—For many farmers, the equity built up over a life-
titue on the fawily farm has been the primary source of retirement funds, and this
is true of other amall buriness owners, as well. We would recommend this Sub-
committee’s consideration of legislation allowing small business owners to treat a
portion of equity in a family-owned business as qualified contributions to an Individ-
ual Retirement Account (TIRA). In addition, we would recommend restoring the full
$2,000 deduction for IRA contributions, regardless of the taxYayor'p income level.

In addition, we urge you not to accept any future proposals for encouraging early
withdrawals from IRA's by reducing penalties. We cannot accept a plan that allows
reople to wipe out their retirement savings and then claims that we've addressed

he high cost of education and health care, or the inability of a0 many middle income

Americans to save up a down-payment for a home. We need to solve those problems
head-on, not mask them by creating another problem down the road as people try
to get by in their retirement without the proceeda of their IRA's.

e also urge you to reject any Proposa}l)s that may be forthcoming to tax accruing
interest on annuities uni,eas two-thirds of the annuity value ia placed at risk. Pur-
chasers of annuities tend to be middle-income individuals with little or no pension
to fall back on in retirement, such as farmers. They are seeking a secure invest-
ment, a long-term savings plan funded with after-tax dollars that provides capital
for other investments. Since accrued interest on annuities is taxed eventually, any
short-term revenue gains from such a proposal must be measured against long-term
revenue dropse from fewer annuities being purchased.

Finally, we urge you to reject any proposal to eliminate the deductibility of inter-
est paid on loans secured with business-owned life insurance. Many small busi-
nesses, including farms. rely heavily on business-owned life insurance to guard
against the income loat should someti\ing happen to a key employee. Many lenders
now require farmers to buy this type of insurance as a condition to receiving a loan.
The nbi\ity to borrow against the policy and deduct the interest on the loan at least
adds a degree of flexibility and a “last resort” in meeting unexpected cash flow
needs of the farm operation—including the costs of passing the farm to the next

generation.
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10. The tax consequences of debt restructuring—FEver since Chapter 12 of the
Bankruptcy Code was enacted, and even more 80 since the passage of the cul-
tural Credit Act of 1987, farmers have been working their wax out of financial prob-
lems with their creditors, only to discover that a debt write-down could leave them
having to sell their farmes angway to satisfy the Internal Revenue Service, National
Farmers Union supports S, 900, which would address much of this problem., With
another round of delinquency notices to be sent out by the Farmers Home Adminis-
tration shortly, we urge this Subcommittee to move aggressively on S. 900,

11. Parity giving—I suppose that I will end my testimony the way I began it—
farmers need income. One way to build markets for a?cultura) commodities, while
at the same time meeting other social needs, is through the concept of parity Tving.
As (ﬁroposed, any taxpayer (including a farmer) who donates an agricultural com-
modity, such as cheeee, to a qualified organization, such as a soup kitchen, is al-
lowed to deduct the parity value of that commodity as a charitable contribution, re-
gardless of the actual basis price. Farmers win by increased demand, low-income
consumers win by increased donations, and the taxpayers involved win by getting
higher deductions,

have covered quite a bit of ground today, Mr. Chairman. 1 would be happy to
address any questions you might have either at this time or more fully in writing

for the hearing record.
Thank you.
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AN ANALYSIS OF COMPETITIVE ADVANTAGE
BETWEEN THE UNITED STATES, CANADA,
AND AUSTRALIA FOR WHEAT PRODUCTION

The purpose of this study is to suggest how tax policy, key social programs,
government farm programs, and relative costs of production impact the profitability of wheat
farms in the United States, Canada, and Australia. These three countries were selected for
analysis because: (1) They represent three of the five major wheat exporting countries in the
world (the other two being the European Community and Argentina); (2) all three countrics
are major exporters to the Asian wheat market, which represents the largest potential future
market for wheat exporters; and (3) all three countries operate under similar legal and tax
systems. Further, English is the major language spoken in each country, facilitating a

comparative analysis.

The focus of this research is at the farm level and, in particular, deals with wheal-
fallow farming systems in all three countries. The introductory section provides background
and motivation for the study. After the introduction, a detailed comparison of production
costs, government farm programs, tax policy, and nongovemnment social programs is provided
for all three countries. This information is then incorporated into a simulation model to
estimate net returns to representative farms in each country. Sensitivity analysis is then used
to better understand how government tax and social policies provide competitive advantages

in trade.

Introduction

Since the close of World War II a major effort has been made by countries throughout
the world to reduce barriers to trade. Greater trade leads to specialization in production of
goods based on ones natural comparative advantage, The result is increased overall
productivity and greater societal welfare than occurs with complete self-sufficiency.

Of course, specialization brings with it a number of potential problems. Complete
dependence on trade for essential goods (such as food and fuel) can jeopardize the recipient
nation’s national security, leaving it quite vulnerable to blackmail by the supplying country.
Elimination of & non-competitive industry can be painful for some segments of a society and
may generate a political backlash (if these groups don't want the industry eliminated). In
addition, govemments may intervene to provide subsidies that offset the natural disadvantages
faced by a noncompetitive advantage. Govemments may also provide additional support to
an industry with a comparative advantage in production and trade, to enhance market share or

meet some social goal, i
Trade negotiations are designed to reduce or eliminate factors that provide competitive
advantage in trade, leaving the marketplace to determine where commodities should be
produced. Perhaps the foremost vehicle used to reduce trade barriers is the General
Agreement on Tariffs and Trade (GATT). This agreement provides a mechanism for
negotiating the removal of trade barriers between countries. Agriculture is one of the
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industries provided substantial protection by countries throughout the world. Consequently,
agriculiural subsidies are among the most discussed topics in virtually every "round” of
GATT ncgotiations.  And because most countries seek to maintain some degree of self-
sufficiency in agricultural production, these subsidies have been among the hardest to

climinate,

Much of the focus in the GATT trade negotiations has been on direct and indirect
subsidies provided by each country to its farmers. A useful tool in measuring relative subsidy
levels across different countries is the Producer Subsidy Equivalent (PSE). Table 1 contains
PSE and CSE (Consumer Subsidy Equivalents) values for wheat production in the major .
wheat exporting countries. The PSE values reflect all direct payment subsidies received by
farmers (including income support payments, transportation, and other input cost subsidies),
as well as the value of services provided to farmers (¢.g., extension personnel, rescarch
expenditures). The idea is that competitive advantages in trade provided by government will
be eliminated when these types of subsidies are climinated by all countries.

The elimination of these types of subsidics may not eliminate government's influence
on trade competitiveness, however. Completely ignored in these trade negotiatiuns has been
the influence of tax policy. Yet, there are good reasons why tax policies should be should be
given equal consideration with traditional farm subsidies in trade negotiations. first, taxes
represent another form of government interaction with farm businesses and, as such, can have
as much influence on trade competitiveness as direct farmi subsidies. As an example, farmers
who receive substantial subsidies but also pay high taxes may be in the same after-tax
financial position as farmers in another country who receive no subsidies, but have much
smaller tax obligations, Second, focusing on the PSE as a measure of government
intervention may not cause the reduction of subsidies, but may instead cause some
governments (who find it desirable to subsidize their fanners) to switch to tax policy as their
subsidy vehicle. Including taxes in trade negotiations will ensure they are not used to

circumvent trade agreements.

Tax revenues are used to provide a number of other services in addition to agricultural
subsidies. Many of these services, however, also contribute to trade competitiveness. Any
government program that subsidizes the farmer's standard of living (e.g., government health
insurance) or reduce the fanmer's total tax burden allows him (or her) to lower the acceptable
rate of return, thereby enhancing trade competitiveness. Consequently, government services
should also be considered in any comparison of tax burdens between countries.

Other researchers have recognized the importance of tax policy on competitiveness in
trade. Sharples (1990) argued that policies to reduce tax burdens on farmers were one of
several ways in which government could make commodities more competitive in international
markets, A recent study of the U.S. - Canada Free Trade Agreement by researchers at
Agriculture Canada also recognizes the importance of tax policy in trade and suggests that
more research is needed to quantify the tax burden faced by farmers in both countries

(Growing Together, 1990).
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Table 1. Wheat Producer and Consumer Subsidy Hquivalents for Major Wheat Exporting
Countries 1982-1987.

Producer Subsidy Equivalents 1982 1983 1984 1985 1985 1987
Argentina 35 -51 -64 26 -7 6
Australia 9 4 3 s 15 4
Canada 19 23 32 39 53 51
EC 27 10 4 3 59 55
United States 15 38 28 39 61 63
Consumer Subsidy Equivalents ‘
Argentina — — - - — -
Australia - - . . - 4
Canada ‘ -1 - 4 1 -1 B
EC -23 7 -2 24 -50 45
Uniled States 0 0 0 3 -10 -23

Source; Webb, Lopez, and Penn (1990)
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" Descriptive Cross Country Comparisons

General Description of Study Areas

Table 2 provides a general overview and specific characteristics of ‘he three representative
farms. Typical production practices were identified by talking with farmers, extension agents,
and economists in each arca. All prices and costs in the paper (unless otherwise indicated)
are reported in U.S. dollars using the exchange rates $1 US = $1.18 CDN = $1.27 AUS.

The United States and Canadian farms were placed in adjoining counties (Toole County,
Montana and Wamner County, Alberta) to minimize differences in soil type, topography, and
climate, Spring wheat is the major grain grown in both counties. Durum and Hard Red
Spring wheats dominate in Wamer County, with Hard Red Spring dominating in Toole
County. Severe winters and poor snow cover make winter wheat a riskicr crop. Barley is
also grown in both counties as part of a wheat-barley rotation, but lower profit margins limit
its acreage. Rainfall variability is great and causes farmers to anticipate a crop failure in two

or three years out of ten.

In Australia, most wheat farms are part of a substantial livestock operation. The tax
treatment of livestock operations is somewhat different than that for griin operations. To
facilitate a clear comparison of tax law in each country, the Australian farm was assumed to

focus on grain production only.

Costs of Production

Table 3 summarizes production costs for the major inputs used cn each study farm. A
number of inputs can be purchased on cither side of the U.S.- Canadian border for the sume
price, including seed. farm equipment, tools, and equipment parts. Fertilizer costs are
relatively close for the United States and Canada, with Australian farmers paying substantially
more. Wholesale prices for diesel in the United States and Canada are approximately the
same. All three governinents waive a portion of their fuel taxes for farmers, although the
higher tax in Australia leaves their fuel costs at a much higher level, The result is a distinct
cost disadvantage for Australian wheat farmers. Australia imports most of its petroleum
products and uses taxes as a means of reducing consumption.

Most agricultural chemicals are manufactured in the United States; consequently, prices
are lowest there. In addition,both Canada and Australia levy duties on importation of
chemicals, making their cost somewhat higher. The U.S. - Canada Free Trade Agreement
calls for elimination of these duties in Canada.

Labor costs are lowest in the United States, with costs in Canada and Australia being
roughly the same. The greater availability of transient labor, with its low overhead costs,
contributes to lower U.S, agricultural wages. Higher labor overhead and general living
expenses (both influenced by government trade and agricultural policies) were cited as
reasons for higher Canadian and Australian wages. A detailed discussion of marketing costs

is deferred to the section on government farm programs.
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Table 2.  Summary of Crop Production Information by Country

United States

Canada

Ausiralia

Moree District New

Location Toole County Warner County
L Montana Alberta South Wales
Crop Mix (acres)
Spring Wheat 700 400 1500
Durum Wheat 0 470 0
Winter Wheat 50 80 0 |
Barley 300 100 500
Fallow 1050 1050 0
Total Acres 2100 2100 2000
Crop Yield (bu'ac)
Spring Wheat Mean 30.0 Mcan 30.0 Mean 359
SidDiie SidD 11.0 S1d D 19.0
Winter Wheat Mean 35.0 Mean 350 e
Stb1lo Stb13o coeeee |
Barley Mean 45.0 Mean 45.0 Mcan 39.9
StDh19.0 $tD 19.0 SidD 194
Crop Price
(S$US’bu)
Durum Wheat - Mean d.02 | e
———ee StD 0.7 ———
Location _ Vancouver, B.C.
Spring Wheat Mean 445 Mean 3.79 Mean 3.78
St D 0.60 St D075 St D 0.66
l.ocation ' Portland, Oregon Vancouver, B.C. New Castle,
New South Wales
Winter Wheat Mean 4,34 Mean 3,79 eenes
StD0.59 StD0.75 osaee
Location Portland, Oregon VYancouver, B.C.
Barley Mean 2.18 Mean 1.60 Mean 1.02
StD0.33 StD0.38 StD 0.67
Location Montana Lethbridge, Alberta New Castle,
New South Wales
Spring Wheat
Planting April April May
Harvest Aug-Sept Aug-Sept Nov-Dxc
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Selected Cost of Production Estimates for Wheat in Each Country (1990 $US)

Table 3.

Ttem Unit us Canada Australia
Sced bushel 4.68 4.68 473
Fertilizer Unitof N 0.152 022 0.34
Gasoline gallon 1.23 1.13 242
Dicsel gallon 0875 18 1.38
24D gallon 11.95 13.15 14.35

Marketing Costs

(Wheat)

Storage bushel/yr, 0.36 0.102 0.096
Shipping bushel 0.75 (600 miles) 0.24 (720 miles) 0.50 (270 miles)

Port
Handling bushel 0.0 0.33 0.226
Other Costs bushel 0.0 0.31 0.075

Interest )
Operating percent 1.5 15.0 200
Equipment percent 11.25 1.9 12.9
Land percent 11.25 9.0 20.0
Inflation percent 4.7 6.0 8.1

Rate

Insurauce
Crop $100 value 345 370 6.00
Equipment $1000 value 5.00 2.60 10.42
Liability $1 million value 783.00 47 8s
Labot Hour 5.00 5.50 5.50

Month 1500 1600 1550
Farm
Equipment
Case-1H 4994 tractor 100,000 100,000 146,150
1660 corabine 92,7200 92,700 142,200
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Both nominal and real open market interest costs in Canada and Australia are higher than
rates on similar loans in the United States, but for different reasons. In Canada, high federal
deficits necessitate high interest rates to encourage purchases of government bonds, Interest
rates are high in Australia because of their reliance on monetary policy. In addition, Australia
suffers from a higher inflation rate than the United States and Canada.

Govemments in all three countries have provided programs to reduce interest costs to
farmers. The most accessible of these programs, unti] its cancellation in 1990, was the
Alberta Farm Credit Stability Program (AFCSP). This program provided up to $212,500 at a
9 percent annual interest rate to virtually any farmer for purchases of land, equipment, or
consolidation of debt. Loan terms were 20 years for Jand and 10 years for equipment',
Alberta provided over $2 billion for this program between 1986 and 1990 (Government of

Alberta).

Farmers Home Administration (FmHA) functions as a lender of last resort for farmers in
the United States, providing operating and, occasionally, land purchase monies at below
market interest rates. The FmHA program continues to be scaled back in size, making it
difficult for more than a handful of farmers in each county to annually qualify for loans. In
addition, Montana has a small (less than $250,000/year) interest subsidy program for farmers.
Australia’s interest subsidy program is about on the same scale as that for Montana.

Crop insurance is subsidized in Canada and the United States. The costs are similar on
both sides of the border, but the U.S. program provides greater flexibility for the farmer. The
U.S. fanmer can select from three different yield guarantee levels (versus two in Canada),
three different price elections (only one provided in Canada), and may use historical yiclds as
a basis for calculating insured yield levels (Scubert 1989). Australian crop insurance is

provided through private industry and is not subsidized.

Farm equipment can be freely purchased and brought across the U.S. - Canadian border.
Consequently, prices are assumed to be the same. In Australia, major items of farm
equipment such as tractors and combines are all imported from the United States, Canada, and
Japan. Shipping costs and high dealer markups make this imported equipment much more
expensive for Australians. Some Australian farmers reduce their equipment costs by
travelling to the United States, purchasing their equipment here, and skipping it back to their

home country.

In summary, production costs are slightly lower in the United States than Canada, and are
substantially less than costs in Australia. High fuel and equipment costs, combined with
roughly equivalent labor costs, encourage Australians to focus on agricultural activities that
require much land. Consequently, beef and sheep production, and broadacre grain production
are the mainstays of Australian agriculture. Inexpensive capital goods (particularly farm
equipment) tend to favor crop production over grazing livestock in the United States.
Canadian agriculture tends to favor livestock production, primarily because climate and soils

'AFCSP Joans on equipment were generally limited to consolidation of existing debt on several pieces of
equipment into one loan,
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limit the profitability of grain production. In the study area, however, grain production is
generally more profitable than livestock alternatives.

amily Living Expense

Economists refer to the set of items purchased by an individual or family during a time
period as a "basket of goods”. Prices of these items vary somewhat between the three subject
countries, causing the basket of goods to also vary. The total cost of each basket of goods
(referred to here as family living expenses) must be estimated for each country because sales
tax on these purchases is an important component of total taxes paid. 1deally, one would
identify the basket of goods purchased ir each country such the farmer (as a consumer) is
indifferent as to which basket he (o~ siie) would prefer. In practice, however, estimating what
the basket would be in each country is difficult and very expensive. Even data indicating the
typical basket of goods purchased by households in a particular area of the United States or
other countries are difficult to obtain.

To address the question of living expenses, estimates of expenditures by category were
made for a typical farm family of four living in Toole County, Montana. These expenditures
are reported in Table 4, along with associated sales and fuel taxes, The coauthors from
Canada and Australia (both of whom have lived in the United States) were asked to estimate
what this same basket of goods would cost if purchased in Canada and Australia. The
Canadian and Australian estimates are also given in Table 4. A quick comparison reveals that
living expenses in Canada and the United States are similar, with Australian expenses being

about $350 higher per month.

Govermment Farm Programs

The Australian government provides little in the way of government programs for its
farmers. By contrast, both Canadian and U.S. governments spend billions of dollars on
special programs for agriculture. Consequently, government farm programs substantially
impact on the profitability of grain farms in Canada and the United States, although the

impact is different in each country.

The U.S. farm program focuses on commodity prices and supply controls. The
Commodity Credit Corporation (CCC) loan program provides farmers with a ready cash
income at harvest. In addition, the CCC loan acts as a pscudo-price floor, meaning farmers
may forfeit grain ownership to the government to satisfy their debt. Each U.S. farmer also
receives up to $50,000 per year in deficiency payments if market prices do not exceed target
levels set by Congress. The U.S. government typically requires farmers to forego planting a
percentage of their farm acreage base to qualify for most farm program benefits.

The U.S. government also provides other benefits to grain farmers. Barge transportation
on some river systems (such as the Columbia) is subsidized. All-risk crop insurance is
subsidized heavily. In addition, the U.S. government has at times provided other programs to
benefit farmers (e.g., Conservation Reserve Program, disaster payments). The provisions
outlined in the 1991 U.S. Farm Bill suggest agriculture will continue to receive fewer and
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Table 4. Monthly Living ' Expenses by ltem for US Farmer and Corresponding
Expenditures in Canada and Australia

United States Canada Australia

Item Cost Tax Cost Tax Cost Tax
Housing 0 .00 0 .00 0 00
Food 350 00 410 3.00 486 4,00
Ulilities ' 108 .00 102 714 65 .00
Family Vchicle

Payment v 469 6.00 488 34.00 474 70.00

Insurance 50 .00 43 .00 40 .00

Fuel 54 21,00 50 75.00 &0 87.50
Clothing 150 .00 150 10.50 166 00
Furniture 150 .00 150 10.50 155 10.00
Entertainment 150 .00 |- 150 10.50 330 .00
Medical 00 '

Insurance 200 .00 63 0.0 38 .00

Out-of-Pocket

Costs 40 .00 40 0.0 40 .00
Miscellaneous 100 00 100 7.00 300 30.00
Total $1.818 1 $27.00 $1,746 | $157.00 $2,154 $197.50
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fewer subsidics from the federal government. The 1991 Toole County target price, for
example, has been reduced to $3.99/bushel and farmers receive deficiency payments on only
80 percent of eligible acreage.

The centerpiece of Canadian farm policy for grains is the Canadian Wheat Board (CWB),
which controls the sale of all exported wheat and barley. The Canadian government (through
Parliament) sets an initial price at the beginning of the crop production period, generally
based on 80 percent of the price the CWB expects to receive for its grain, Supplemental and
final payments arc made to farmers if the actual price exceeds this initial price level, If final
price does not exceed initial price, the Canadian government makes up the difference.

Although (in theory) sales restrictions are in place to discourage overproduction of
Canadian wheat and barley, the method of calculating these restrictions is sufficiently flexible
to allow most wheat-fallow farming operations the freedom to allocate acreage among any
crop. The estimates in Table 3 suggest there are substantial handling and other marketing
costs for Canadian wheat. The other costs are imposed by the Canadian Wheat Board to
cover their operating expenses.” Handling charges are levied by the Alberta Wheat Pool
(Hansen, 1991).

In 1991 the Gross Revenue Insurance Program (GRIP) replaced the Western Grain
Stabilization Program as a means of stabilizing farmer’s incomes. GRIP is a voluntary
income insurance program, with insurance premiums calculated as some portion of target
income. Target income is the product of average yield (as calculated for crop insurance)
multiplied by 70 percent of long term price. Long term price is a fifteen year average of
provincial prices, lagged two years and inflated to current dollars using a producer price index
(0.70 « $4.99/bushel). As an example, the target price for hard red spring wheat in 1991 is
$3.49/bushel. If target income exceeds actual income (including expected crop yield
insurance indemnities), an indemnity is paid to the producer.

‘The cost of shipping grain to port is subsidized by the Canadian govemment. As a
consequence, the price differential between Warner County and Vancouver is  $0.24/bushel
for wheat. By contrast, the price differentials between Toole County and Portland, Oregon

are about $0.75/bushel for wheat.

The Province of Alberta also provides a number of production cost subsidies to their
farmers®, aside from the AFCSP. For example, the Alberta Agricultural Development
Corporation offers a number of financial programs similar to those administered by FmHA in
the United States. The Alberta Farm Fertilizer Price Protection Plan also provides rebates on
nitrogen and phosphate costs. In addition, the Permanent Cover Program (like the
Conservation Reserve Program in the United States) provides farmers with cash payments to

retire highly erodible acreage from production.

These operating expenses include carrying charges, keeping the St. Lawrence seaway open, and administration
costs.
The value of these subsidics has aiready been reflected for costs reported in Table 1.
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Australian farmers market their grain through the Australian Wheat Board (AWB). Unlike
its Canadian counterpart, however, the AWB provides revenues to farmers consistent with
revenues from grain sales. A payment is made approximately three weeks after harvest
representing about 65 percent of anticipated revenue. An additional 25 percent is received
approximately three months later, with the remaining 10 percent received over the next four
years. The Australian government provides essentially no direct subsidies to its wheat
farmers. An exception was in 1986, when some $250 million dollars was spent to provide a
guaranteed minimum price for wheat. Although 1990-91 wheat price is near 1986 levels, no

plans are being made to provide a similar subsidy.

Govemment Tax Policy

The income tax is the largest source of revenue to federal governments in Australia,
Canada, and the United States. Canada and Australia also rely on sales taxes to generate
revenue for both state (provincial) and national government, whereas in the United States
most sales tax revenues are generated at the state level. Fuel and property taxes are also an
important income source for governments in all three countries.

Tax reform has been continuous in all three countries during the past decade.
Conservative governmenis have been dominant during much of this time and changes in taxes
have generally reflected a conservative philosophy. Tax rates have generally been lowered
and tax brackets reduced in the belief that lower income tax rates will spur productivity. An
exception has been in Australia, where taxes have not been reduced as much as in Canada
and the United States. Australia has, however, been abie to generate budget surpluses during
much of the 1980's by cutting some government programs such as those for agriculture.

*Federal Taxes

A comparison of federal tax laws of each country is given in Table 5. Both Canada and
Australia provide one tax schedule for individuals and a second for corporations. The United
States, by comparison, provides four different schedules for individuals: (a) Married filing
jointly, (b) married, filing separately, (c) head of household, and (d) single. Regular U.S.
corporations are subject to a separate, progressiv~ tax schedule. The clear incentive provided
by a single, progressive tax schedule is to have both husband and wife generate income for
the family, thereby having the family’s income taxed at an overall Jower rate. Income
splitting can be easily accomplished in a farming situation by creating a husband-wife
partnership for tax purposes, with each spouse sharing equally in any proceeds from the
farm‘, A similar income-splitting husband-wife partnership in the United States would
enable each spouse to pay taxes under the married filing separately category, resulting in
approximately the same tax federal obligation as would have occurred had they filed their

taxes jointly.

*The major requirement for partnerships in both Canada and Australia is that both each partner provide labor,
financial capital, or assets in proportion to their share of farm income.
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Federal Tax Rates and Tax Brackets for Australia, Canada, and United States

Table 5.
Federal Income Australia Canada United States
Taxes
Individual Rales 4029 or less 0 24,466 or less 17% | 17,000 or less 15%

4030-13,944 21% | 2446748933  26% | 17.001-41,078 28%
13,945-16,274 29% | 48934 ormore  29% | 41,076 or more  31%
16.275-27,650 319%
27,651-39,500 47%
39.501 or more 48%

Same as individual.

Same as individual. Up

34,000 or less 15%

Sales Tax

wholesale price

Husband and Wife
Rates Up to $948 deducted to $832 tax credit if 34,001-82,150  28%
from taxable income if spouse not employed, 82,15t or more  31%
spouse not employed.
Corporate Rates 19% 38% rate, reduccd lo 52400 or less 15%
12% if qualify as small | 52.401.78,600 25%
business 78,601-104,750 4%
104,751
351,000 9%
351,001 or
more 34%
Surtax None For individuals 5% of None
tax when tax is less
than 10,625. 10% of
tax if over 10,625, For
corporations 7% of tax.
Government None 4.6% of first $25,925 12.4% of first $53.400
Retirement of earmed income. or eamed income
(self-employed)
Medicare 1.25% of taxable income | None 2.9% of first $125.000
(self-employed) if above $8161 of camed income
10%-30% tax on 7% on retail price None
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Canada and the United States have only three tax rates for individuals, with a top rate of
29 percent in Canada and 31 percent in the United States. Surtaxes are also levied on regular
Canadian taxes, resulting in a effective top tax rate of almost 32 percent’. Australia has a
much more progressive tax system and, at 48 percent, a much higher top rate. Note,
however, that the federal government in Australia collects essentially all income tax dollars,
whereas both Canada and the United States have substantial state income taxes. Each country
has some important distinctions in treatment of corporate taxes. Both Canada and Australia
have a flat tax rate for corporations, whereas in the United States corporations are subject to a
progressive tax rate system with five different tax brackets. A widely recognized
disadvantage of incorporation is double taxation of revenues. Double taxation means the
corporation pays tax on its profits and then distributes these profits as taxable dividends.
Australia taxes corporations (companies) at a flat 39 percent rate. In Australia, dividend
imputation allows the individual to avoid double taxation. For example, if the individual
receiving the dividend was in the 47 percent tax bracket, they would reccive a 39 percent tax
credit on each dollar of dividends received, resulting in an additional tax payment by the
individual of eight percent (Miller, 1990).

In Canada, corporations are taxed at a 38 percent flat rate. If the corporation has less than
$170,000 in 1axable income, however, it qualifies as a small business and receives a federal
tax abatement of 10 percent and a small business deduction of 16 percent, resulting in an

effective tax rate of 12 percent,
The United States provides for two different types of corporations, referred to as "S" and
"C" corporations. The S corporation is essentially treated like a partnership for tax purposes,
so will not be considered in this study. C corporations are subdivided into regular or personal
services corporation. Farms typically qualify as regular C corporations. Tax rates for regular

C corporations range from 15 percent to 34 percent.

Both Canada and the United States generate tax revenues separately for government
retirement programs. In 1991, Canadians pay 4.6 percent of their self-employment income,
up to a maximum of $1,192 (c.g.. income above $25,925 is not subject to this tax). In the
United States, self-employment income is taxed at a 12.4 percent rate on the first $53,400 of
income. Salaried and hourly workers pay tax at 50 percent of these rates, with the other 50
percent paid by employers. Australia covers its government retirement program out of

general tax revenues.
Australia and the United States levy taxes to pay for indigent and elderly medical care. In
Australia, this tax is 1.25 percent of taxable income, if income exceeds $8,161 (adjusted for
number of dependents). The United States levies a 2.9 percent tax on the first $125,000 of
self-employment taxable income. Canada pays for this form of medical care through federal

and provincial taxes.

There is a personal exemption phase-out in the U.S. for high income taxpayers which effectively increases the
top rate,
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Canada and Australia also levy federal sales taxes. Australia’s tax is on the wholesale
price of goods and is aimed primarily at imported goods. Tax rates are 30 percent on luxury
goods (such as sports cars, jewelry, VCRs, etc.), 20 percent on regular goods (such as motor
vehicles, computers, alcoholic beverages, etc.), and 10 percent on some household goods
(such as furniture, snack foods, water heaters, bathroom fittings, etc.). Food, medical care,
books, utilitics, and agricultural inputs are exempt from wholesale tax (Australian Taxation
Office). Canada implemented its seven percent General Sales Tax (or GST) on January 1,
1991. The tax covers virtually every kind of expenditure in Canada, except regular food and
medical care. The GST is refundable on most goods purchased for agricultural production.
Estimates of sales taxes in Australia and Canada are given in Table 4.

All three countries levy substantial taxes on fuel purchases. Most of these taxes are
waived when the fuel is used in agricultural production. Data on all taxes levied on fuel are
difficult to obtain, particularly in Canada and Australia. To estimate taxes for fuel used by
houscholds on a pre-tax basis, the monthly household fuel expenditure estimated by the Toole
County farmer (sce Table 4) was reduced by the federal and state tax amounts ($0.34/gallon).
This cost was then used as a basis for estimating pre-tax fuel costs in Canada and Australia,
The difference between what was actually paid for fuel and the pre-tax fuel cost was assumed

to represent the fuel tax.

+State and Local Taxes

A summary of state/provincial and local taxation policies is outlined in Table 6. During
World War I, Australia’s states merged their income taxation system with the federal
government. Consequently, no income taxes are levied at the state level. Property taxes
(rates) are levied on land and buildings. The revenue is used to cover some local government
expenses, but the tax is small compared to property taxes in Canada and the United States,

Montana has no sales tax, so it must depend on income and property taxes to fund
government services, State income tax is the major government revenue source in Montana.
A single, highly progressive rate schedule is used for all taxpayers, with a larger standard
deduction provided for couples filing joint returns. Property taxes are also levied on land,
buildings, and farm machinery. '

Canadian provincial taxes are generally collected by the federal government and are based
on a percentage of federal tax payable. The marginal rates, however, are generally a larger
percentage of the federal rates than in the United States. Property taxes are normally levied
on land and buildings. A waiver is provided for most farm homes (McKeltine, personal
communication). Farmers in Montana are required to pay 10.4 percent of estimated living
expenses for worker's compensation insurance, with a minimum of $1,121/year. Because
Canada and Australia provide medical care, disability payments and retraining for the injured
farmer, disability insurance is not needed like it is in the United States.
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Table 6. State and Local Tax Rates and Tax Brackets for Australia, Canada, and United

States
State Income Taxes Australia Canada United States
Individual Rates None 46.5% of federal tax 1,600 or less 2%
1.601-3,100 3%
3.101-6,300 4%
6,301-9,400 5%
9.401-12,600 6%
12,601-15700 7%
15,701-2,200 8%
22,001-31400 9%
31,401-55000 10%
55,00] or more  11%
Husband and Wife None Same as individual Same as individual
Rates
Corporate Rates None 15% reduced 10 6% il | 6.75% of taxable
qualify as small income
business
Surcharge None 8% of provincial tax None
over $2978
Property Taxes
(per $100 market value)
Farm Land 395 1.59 6.46
Home 3.95 exempt 7.69
Equipment None None 6.73
¥
Worker's Compensation
Insurance None Optional 10.4% of normal
living expenses
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+Special Tax Treatment Iterhs

Table 7 provides a summary of items receiving special tax treatment in all three countries.
Australia, Canada, and the United States provide preferential tax treatment for capital gains.
In Australia, the purchase price for the capital gain item is indexed upward to the dollar value
at time of sale. Consequently, individuals pay tax only on the real capital gain. Canada
levies tax on nominal capital gains at 75 percent the regular rate. The United States taxes

nominal capital gains at a maximum rate of 28 percent.

Depreciation allowances for tax purposes in all three countries have been modified
numerous times during the last decade. Canada and the United States allow only one-half the
annual depreciation allowance in the year of acquisition. In Canada, deduction of an
allowance for the capital cost of depreciable property (capital cost allowance or CCA) is
permitted in licu of depreciation. Depreciable properties are pooled together in classes on the
basis of their similarity in use. Annual capital cost allowances are deducted from the year-
end balance of each class at rates that are class specific. In most cases, depreciation rates are
applicd on a diminishing-balance basis. Taxpayers may also claim less than maximum CCA
and even vary the depreciation rate from year to year. There is no stipulated minimum and
no requirement that the deduction be related to amounts claimed for financial reporting
purposes. The basic depreciation rate is 30 percent of current depreciable basic for motorized
farm equipment, 20 percent for non-motorized equipment, and five percent for buildings.

Depreciable assets in the United States are pooled by economic life, with most farm
machinery being in the seven-year class. Once a method of depreciation (accelerated versus
straight-line) is selected, a change in method is allowable only with approval from the
Internal Revenue Service. Farm buildings are placed in a twenty-year class life. United
States depreciation schedules also require no deduction for an asset's salvage value, thereby
providing for a tax-writeoff of 100 percent of the purchase price. The United States also
allows for some or all of the equipment purchase price to be expensed in the year of
purchase. Total expensing for all durable assets cannot exceed $10,000 in a given tax year.

Australian farmers may choose between straight-line and diminishing balance depreciation
schedules. Assets are assigned a straight-line (or prime cost) depreciation rate based on their
use classification. If a diminishing value pattern is chosen, the rate is 50 percent higher than
the straight-line rate. In addition, 20 percent loading rates apply to assets purchased after
May 25, 1988. Loading increases the depreciation rates for both prime cost and diminishing
value depreciation. For example, a 25 percent prime cost depreciation rate would increase to
30 percent under a 20 percent loading scheme, with the diminishing value rate increasing to
45 percent. Most self-propelled farm equipment purchased in 1991 would be depreciated
(with loading and a diminishing value pattern) at a 27 percent rate, with other farm equipment
depreciated at 18 percent. Farm buildings are depreciated at 5.4 percent.

Income averaging was eliminated during the 1980's for both Canada and the United States.
Australia, however, permits a form of income averaging for primary producers (farmers and
ranchers) only. A better description of the Australian approach is tax rate averaging. 1f
averaging is selected, the farmer calculates the average tax rate for farm income eamed in the
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)
Table 7. Tax Preference lemi and Non-Farm Govemment Programs in Austalia, Canada, and United States

Austnalia

Caada

United States

Depreaistion (cumrent law)
tpment

Buildings

27% of current depreciable
basis for maonized
vehides, 18% for other

equipment
5.4% of cumrenl depreciable
baris

30% of vurrend deprecisble
basit for moton red
vehides, 20% for athet
equipment

5% of current deprecisble
basis

MASCRS depreantion
schedule, $ or 7 year life

MACRS d istion
schedule, 20 year Wfe

Capital Gaing

Determined as real capital
pain, taxed based on
income formula

Taxed ot 75% of regular
income

28% if income iy in J1%
tax brackel

Income Avensging

Yeu, sverage of svenge 1ax
nites cument plus Lt four

_yesns

Not available

Not svailable

Income Equalization/ Retirement
Fund

Total fnd balance Limited
10 $197,500 per farmer. No
penalty for withdrawal,
Avadable 1o farmen only,

Regutercd reurement
nving plan, deposits
limited 1o

39150/ eardpenon or 18%
of uxable income. No
penalty for withdrawal,

KEOGH Account, Limited
10 25% of eamed incame
or 330.00|0A lo%uuux
penalty plus regulsr taxes
in yc-lf& vithsnwnl
(before 39 172 years of
age)

Child Suppon Payments

Available for children under
18, based on number of
children and ages.
Muumum of
$45.7/montVchild. Phased
out above 346,500 family

18, bused on number of
children and age. Maximum
of $41.40/month/child.
Must repay 273 1f Laxable
income exceeds $44,000.

Expenting Not available Not available Up 10 $10,000 per year in
year of acquitition
Investment Tax Credit Not svailable Limited to Eastern Canada Not available
provinces
Availsble for chuldren under | Eamed Income Credit,

deducted from federa] ux
obligation. Maximum tax
credit of $1,000 when
tatable income is $7,125-
$11,26), Credit is zero
sbove $21,232 taxable

rebgious chanuble
contnbuions deducted (rom
taxable income

deducted from tax at 17%
of value. Chariable
contnbutions deducted st
17% ot 29% of value.

tanable income. Tax Subpect 1o tax, ‘ N e i by
exempl. income. Not influen
number of children.
Exemptions None $876 wx credit for $2150 per exempion
peon wxpayer, 363 each for first deduas from J:‘;ble
two dependents, $138 for income
each additiona dependant
Deductions Excessive medical, noo- 50% of CPP uxes, State incame tares,
excestive medical, tuition medical, chanitshle

contribtions deducted
from wxable income if
tolal exeeeds $5,700. 50%
of self-employment
deducted a farm expense,
Additional exemption &
federa] and state Jevel if
Lax retum i joint.




79

current and previous four yéars. These rates are then averaged and multiplied by current
year's taxable income to obtain tax payable (Douglas, personal communication).

Tax-deferred funds are often used by farmers in all three countries to reduce tax
obligations in high income years. The Income Equalization Deposit program in Australia
allows farmers to deposit some of their income® in a government-sponsored tax-deferred
account. The farmer can withdraw the money at any time with no penalty, but must report
the withdrawals as taxable income. Total deposits in this program cannot exceed $197,500
per person (Tomes, 1991). This program was created in responsé to the high level of income
variability faced by most Australian farmers.

The United States has a nuimber of retirement programs that can be used by self-employed
persons. A program commonly used by farmers is the tax-deferred KEOGH plan. Under this
plan farmers can annually contribute up to 15 percent of their taxable income (maximum of
$30,000) to a KEOGH account. In theory, KEOGH plans can be used like the Income
Equalization Deposit program to stabilize income. In reality, they seldom fill this type of role
because the government assesses a 10 percent tax penalty on early withdrawals (before 59 172
years of age). When combined with normal taxes assessed on the amount withdrawn, the cost
of withdrawal before retirement is generally too high to justify its use for income stabilization
purposes. Canada created the Registered Retirement Savings Plan (RRSP) to function much
like a KEOGH plan. However, there is no tax penalty on withdrawal, allowing farmers to use
the RRSP much like an income stabilization program. Deposits are limited to 18 percent of

taxable income, or $9,350 per year. -

All three countrics provide special aid to middle and lower income families with children.
Family allowance payments are made monthly to families in Australia and Canada based on
income level and the number and ages of children. In Australia, regular allowance payments
are $34/month/child for up to three children, then $45.70/month for each additional child.
This program is phased out if a family with one child had a previous year's taxable income
exceeding $50,000, Somewhat higher income levels apply for larger families. Only children
under 18 qualify for this benefit. Australia also provides a supplement to the family
allowance payment if income for a single child family is $16,400 or less. The supplement
provides $90/month/child for those under 13 years of age and $132/month for children aged
13-15. All Australian family allowance payments are tax-free (Social Security, 1990).

Canada's family allowance payments are also limited to children under 18 years of age.
Amounts range from $40.63/month/child for 16-17 year old children to $22.35/month/child
for children under 7 years. Canadians are required to repay two-thirds of their allowance if
taxable income exceeds $43,223. These payments are subject to tax (Good, personal
communication). In addition, Canadians receive a child tax credit (above the standard
exemption) of $489/year/child. This credit is phased out as taxable income (for the person
claiming the children as dependents) exceeds $21,000.

*The minimum deposit is $3.950 in any year.
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The United States provides an Earned Income Credit (EIC) program to provide for low
income families with children. EIC is calculated as a tax credit to federal income tax. The
credit is at its maximum ($953) when eamed income is between $6,800 to $10,750. The
credit is zero for incomes above $20,264 or below $0. The EIC is the same regardless of
family size. The credit cannot be claimed if a couple file their income taxes separately.

The treatment and value of personal deductions and exemptions is also quite different
between countries. In the United States, taxpayers receive 8 deduction of $2,150 for each
personal exemption and may deduct the cost of itemized deductions (medical expenses,
nonbusiness interest and property taxes, state income taxes, and charitable contributions) if

they exceed the standard deduction ($5,700).

Rather than itemizing personal deductions Canadian taxpayers are allowed to deduct 17
percent of medical expenses and tuition directly from federal tax payable. In addition,
chantable expenses above $213 are deducted from taxes at 29 percent of their value, Tax
exemptions for children in Canada vary by family size, with more generous. benefits given to
larger families. Rebates of the GST are provided for lower income families.

Australia generally provides no exe:aptions for family members besides the spouse rebate,
which becomes available when one spouse carns less than $4,000/year in income ($3,382 if
the couple have no dependent children). The rebate reduces taxable income by a maximum
of $1,200. Limited deductions from taxable income are available for medical expenses or

non-religious charities.

Methodclogy, Data and Assumptions

Modelling Approach

A farm-level simulation model was used to estimate the effects of agricultural policy, costs
of production, and tax policy on farm profitability. The farm simulation model was
developed at Oregon State University by Perry (unpublished manuscript). The model attempts
to replicate the financial behavior of a farm over time, calculating monthly cash flow
statements and annual income statements and balance sheets for each year simulated. Crop
yields and prices of inputs and outputs can be randomized in a Monte-Carlo framework based
on distributions provided by the user. A key part of the model output is the income
statement.  An example income statement is given in Figure 1. The income statement uses
cash variable costs from the cash flow statement in combination with changes in asset values
provided on the balance sheet to calculate the change in farm net worth. An abbreviated and
slightly modified form of the income statement is used in presenting the simulation results.

The advantage of a simulation approach is the ability to analyze ex:remely complex
situations over time and be able to sort out issues of importance to the decisionmaker. In this
setting, tax policy is extremely complex and often contradictory within each country
considered in the analysis, making it virtually impossible to determine which country's
policies favor farm operators.
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Figure 1. Example Income Statement from Farm Management Simulation Model (FAMS)

1991

CASH FARM INCOME
Crop Receipts 119392,
Direct Government Payments 0.
Crop Insurance Indempities 24508,
Direct Govemment Loans 0

Less: Repayment of Govemment Loans 0.
Other Farm Income 0

Savings Interest 136.
TOTAL CASH RECEIPTS 144035,
CASH FARM EXPENSES
Per Unit 0.
Materials 4080.
Chemicals 44800
Fuel 6013,
Labor 0.
Insurance Premiums 16987.
Equipment Repair 10949,
Equipment Lease 0.
Cash Rent 0.
Interest:
Operating Loan 3144,
Equipment and Livestock 0.
Land and Buildings 2250.
Other 0.
Property Taxcs 3947,
Misc. Cro 1575.
TOTAL AS EXPENSES 93745.
NET CASH FARM INCOME 50290.
+ Ending crop inventories 0.
+ Change in value of
crops in ground 0.
- Economic dcpmcialion
Equipment 18438,
Long term assets 356.
NET FARM INCOME 31497,
- All federal taxes 4556.
- All govemment pension 1182.

- State corporale income tax .
NET INCOME AFTER TAXES (NIAT)23665.

+ Land capital gains 0.
NIAT AND CAPITAL GAINS 23665.
+ = Net family withdrawals 24612,
+ Change in nonfarm net worth 0.

CHANGE IN TOTAL NET WORTH %47,
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tThc disadvantage of & simulation approach is the difficulty in providing decisionmaking
ability as part of the modelling process. For example, if the barley price is expected to be
low over the next few years, the farmer may opt to plant fewer acres of barley. To model
this behavior in a simulation model would require a set of rules that determine when to shift
away from barley acreage, how much to move into other crops, and identification of what
other crops should be planted. Because many thousands of similar decisions are available to
& farm operator, the use of decision making rules in this simulation mode] was generally
avoided, A method of reducing the number of decision rules, while maintaining a realistic
analysis of a farm situation, is to shorten the simulation period. In this study, therefore, the

analytical focus is on the 1991 tax year.

Data and Assumptions

A detailed presentation of the dala used in the base scenario for the United States and
Australian models are given in the Appendix. The U.S. farm is so similar to its Canadian
counterpart that the Canadian data set was not included. Major differences between the data
sets for Canada and the U.S. are given in the first seven tables or included in the discussion
in this and previous sections. Assumptions specific to a set of analyses are discussed in the

Results and Analysis section of the report.

Farmers in both Canada and the United States were assumed to participate in govemment
programs, including the purchase of crop insurance. U.S. target prices and loan rates were
consistent with values defined in the 1991 Farm Bill. Set-aside rates of 7.5 percent for barley
and 15 percent for wheat reflected 1991 farm program provisions. The 1991 target prices for
Canada’s GRIP program were based on actual values. The insurance premium for GRIP was
6.0 percent for barley, 7.5 percent for spring wheat, and 9.5 percent for durum wheat.

The farmer was assumed to be married, with two children (ages 16 and 8). Living
cxpenses were treated as normal, Jong-run expenditures that do not respond to year-to-year
fluctuations in income. The exception to this assumption was for charitable expenditures,
which represented 2.5 percent of taxable faim income. ‘The 2.5 percent figure is consistent
with U.S. Internal Revenue Service averages for itemized charitable contributions (Prentice-

Hall, Inc.). Tuition deductions in Canada were assumed zero.

Equipment complements for each farm situation were identified based on actual farming
operations in the study areas, supplemented by expert advice of extension agents and
specialists. No equipment was replaced in 1991. Functions provided in the Agricultural
Engineers Yearbook were used to calculate repair costs. Depreciation estimates reflected
actual change in market value each year and were made using functions estimated by Cross,

Prices and yields were assumed the major sources of uncertainty and were treated as
random varicbles. Both sets of random variables were assumed to exhibit multivariate,
normal distributions. Data for the yield distributions were based on actual farm level yield
information, A special effort was made to ensure the price data from each country reflected
the same time period (1981-90) and (when possible) the same marketing year, Australian and
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Canadian prices were converted to their U.S. dollar equivalent using the exchange rate in
effect each year,

Means and standard deviations for Canadian wheat prices were calculated using the CWB
wheat prices for 1981-90 time period. Barley prices were calculated using prices registered in
the Lethbridge, Alberta feed market. Because the CWB market year (August-July) does not
coincide with that used in USDA calculations (June-May), monthly average prices for wheat
and barley at Portland, Oregon were averaged for August through July. Australian price was
based on the Australian Wheat Board price for the 1981-90 period.

As Figure 2 demonstrates, the Portland price was consistently higher than its Canadian or
Australian counterpart. The lower Australian price can be attributed to differences in
transportation costs, The difference between U.S. and Canadian prices, however, is larger
than the transportation difference between Vancouver and Portland. The CWB price is a pool
price for wheat shipped out of Vancouver, B.C. and Thunder Bay, Ontario. One would
expect the Thunder Bay price to be considerably lower than that in Vancouver, because of the
additional transportation costs from Thunder Bay to the Atlantic Ocean. Consequently,
pooling has the effect of subsidizing farmers who ship their grain to Thunder Bay at the

expense of those shipping to Vancouver,

Section 179 expensing of $10,000 was elected by the U.S. farm operator. A MACRS
depreciation schedule was used for calculating depreciation in the United States, with
declining balance methods used in Canada and Australia. Participation in Canada’s RRSP
program and Australia’s Income Stabilisation Program was based on a breakpoint income
level. The assumption was that if taxable income was above this breakpoint income, the
farmer would put money in these funds (subject to the rules of each program); if below the
breakpoint income, withdrawals would be made. The breakpoint income levels varied from
scenario to scenario, but were sct so that the expected ending fund balance would be within

$100 of the beginning balance.

Typical grain farms in all three counties contain about 2,000 acres of cropland. In the
United States and Canada, half of the acreage is in fallow during any given year. In Australia
the land is usually in continuous production. The representative farm size for both Canada
and the United States was 2,100 acres, of which 640 acres were currently being purchased.
The purchased acreage was financed through Farm Credit Services (FCS) in the United States
and the AFCSP in Canada. The Australian farm was 2,000 acres, all of which was being
purchased by the farmer. The Australian farm had a much smaller debt load, consistent with
the actual farm debt situation in that country. The farmer was assumed to begin the 1991
year with $10,000 in cash. In the United States this cash was available to pay operating
expenses. In Canada, this cash was invested in the RRSP, with the cash invested in the
Income Stabilization Program for the Australian scenarios. The farmer's wife was assumed to
help on the farm and also generated $200/month in off-farm income.

Unless otherwise indicated, the analyses are based on the presumption that the farm
business was organized as a husband-wife partnership in Australia and Canada and a sole
proprictorship in the United States. In the husband-wife scenarios, the husband receives 60
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percent of the farm income. The wife receives the remaining 40 percent, all off-farm income
(including child support payments) and claims the children as dependents for tax purposes,

Base Scenario Results and Analysis

The base scenario consists of nine different simulation situations, The first three situations
are given in Table 8. Working backwards, situation three is an analysis of the Montana farm
as described, being subject to United States, Montana, and Toole County taxes and receiving
U.S. social program benefits’, The second situation uses the same Montana farm, but
subjects it to taxation under the Canadian system and allows the farm family to receive
Canadian social program benefits. It is as if the intemational border were moved south and
the Montana farm became subject to taxes and qualified for social program benefits in Wamer
County, Albenta, but participated in the U.S. govemment farm program, purchased farm
production inputs, and procured family support items in Montana. The first situation is
identical to the second, except that Australian tax and social programs are substituted for their

Canadian counterparts.
Siwations four through six and seven through nine follow this same pattern, except thie
base farms are located in Alberta and New South Wales. This approach allows the taxation

benefits (and costs) to be separated from the farm program benefits for each country. By
comparing the situations in Table 8, for example, one can obtain an estimate of comparative
advantage between New South Wales, Alberta, and Montana for tax policy and social
programs.

In the base analysis of the Montana farm (Table 8), both crop receipts and govemment
payments remained the same under all three scenarios. But other farm income varied
somewhat because of differences in interest income, Cash farm expenses were higher in the
U.S. scenario because of worker's compensation insurance. Canadian and Australian cash
receipts were lower and interest expenses higher because the U.S. farm had $10,000 cash
available for operating expenses, thereby reducing operating loan needs and increasing savings
interest. The net effect was an approximate $1,500 income advantage for the Canadian and
Australian scenarios vs, the U.S. scenario,

Total tax payments were highest in the U.S., with $9,040 in expected federal, state, and
local taxes. Canadian taxes were approximately $1,300 lower, with Australian taxes some
$2,700 lower, The single biggest tax disadvantage for the U.S. farm was pension and
medicare payments. Sales and fuel taxes in Australia were higher than the other two
countries, Family withdrawals were substantially lower in Australia and Canada because of
the family allowance payments and lower health care costs. The "bottom line" measure of tax
and social program differences was the change in net worth. A comparison of these measures

*To make the subsequent discussion easier to follow, the federal, state, and Jocal taxes and social programs for
the Toole County, Montana farm will be referred 10 as "U.S. taxes®, with "Canadian taxes” being used to refer lo
the same set of tax and social programs for Wamer County, Alberta and "Australian taxes® referring (o the tax and

soclal programs in Moree District, New South Wales.
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Table 8, Comparison of 2,100 Acre Montana Farm Under Alternative Tax Policies and

Social Programs
1991 Expected Values Australian Canadian U.S. Taxes
Taxes Taxes
Situation Number 1 2 3

Crop Receipts 72,185 72,185 72,185
Govemment Payments 10,377 10,377 10,377
Other Farm Income 2,219 2,201 2,443
‘Tota] Cash Receipts 84,781 84,763 85,005
Cash Farm Expenses 48,683 48,730 50,426
Net Cash Farm Income 36,098 36,033 34,579
Fixed Costs 11,316 11,316 11,316
Net Farm Income 24,782 24717 23,263
Tax Payments

Federal 3,180 1,860 1,866

State 0 1,243 1,086

Sales\Fuel 2,055 1,946 324

Pension\Medicare 148 1,995 3,467

Property 912 1,700 2,297
Total 6,295 7,744 9,040
Net Family Withdrawals 16,096 16,942 19,416
Change in Net Worth 2,391 31 -5,193
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suggests the Australian tax and social programs provide a $7,584 advantage over the U.S,
farm. Stated in percentage terms, this additional profit was approximately equivalent to a 20
percent increase in net cash farm income for the U.S. farm. The Australian tax and social
programs also had a $2,360 advantage over the Canadian tax policies. The Canadian tax and
social programs, in turn, dominated the U.S. tax programs by $5,223, or 15 percent of net
cash farm income.

Although on the surface the comparison presented here seems appropriate, a few caveats
are needed. First, fixed costs reported in Table 8 are largely economic depreciation of farm
equipment and buildings. Although they are equal in all three scenarios, ditferences in
government tax policy between countries mean that tax depreciation is not the same,
Depreciation is lowest ($3,834) under U.S. taxes because of the accelerated nature of U.S.
depreciation schedules. Canadian tax depreciation is somewhat higher ($4,915) and
depreciation under the Australian tax code is substantially higher (89,010). Consequently, one
reason why Australian and Canadian taxes are lower than they are in the United States is
because taxable income is lower in those two countries.

A second point is the treatment of the tax-deferred funds in the model. As was noted
previously, deposits and withdrawals were based on a breakpoint income level, with the goal
of keeping ending expected fund balances at the same level as the beginning balances. Not
included in these calculations, however, was the interest eamned on the fund itself. 1If this
additional income were added as other farm income to the income statement and tax
depreciation allowances were lowered to United States levels, the change in net worth for
Australian taxes would fall by about $600 (to $1,779) and that for Canada would rise by $450
dollars (10 $494). Consequently, these adjustments do not change the relative ranking
between countries.

Table 9 contains a summary of the results for the Alberta furm, under Australian,
Canadian, and U.S. tax policies and social programs. The rankings among the different tax
and social programs was similar to that exhibited in Table 8.

The similarity in size and productive potential of the Alberta and Montana farms permits a
comparison of government farm program and production cost advantages that may exist in
each country. This type of comparison is appropriate only if tax policy is the same for both
farms. For example, comparing the Montana and Alberta farms under Canadian tax policy
suggests the Montana farm generates a change in net worth that is $3,898 above that for the
Alberta farm. Similar results are obtained when comparing the two farms under U.S. or
Australian tax policy. This comparison suggests: (1) For this farming situation, U.S. farm
programs and cost of production advantages provide a return that is about $3,800 (or about 11
pereent of net cash farm income) higher than that for the Canadian farm programs and costs
of production, and (2) tax and social programs provide an competitive advantage in trade of
about $5,200 (or about 15 percent) in Canada. From this comparison it can be concluded
that, for this particular fann, taxes and social programs play a greater role than government
farm programs and costs of production in determining competitive advantage in trade.

Table 10 highlights results comparing tax policy between the three countries for the
representative New South Wales farm, This farm was much more profitable than its Alberta
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Table 9, Comparison of 2,100 Acre Alberta JFarm Under Alternative Tax Policies and
Social Programs

1991 Expected Values Australian Canadian U.S. Taxes
Taxes Taxes

Crop Receipts 72,162 72,162 72,162
Government Payments 11,337 11,337 11,337
Other Farm Income 1,893 1,887 2,097
Total Cash Receipts 85,392 85,386 85,596
Cash Farm Expenses 53,314 53,371 54,894
Net Cash Farm Income 32,078 32,015 30,702
Fixed Costs 12,069 12,069 12,069

20,009 19,946 18,633

Net Farm Income

Tax Payments

Federal 2,163 884 1,053
Siate 0 749 730
Sales\Fuel 2,024 1,892 312
Pension\Medicare 28 860 3,037
Property 912 1,700 2,351
Total 5127 6,085 7,483
Net Family Withdrawals 16,860 17,728 20,064

Change in Net Worth -1,978 -3,867 -8,914
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Table 10, Comparison of 2,000 Acre New South Wales Farm Under Alternative Tax
Policies and Social Programs

1991 Expected Values | Australian Taxes | Canadian Taxes U.S. Taxes
Crop Receipts 206,891 206,891 206,891
Govemnment Payments 0 0 0
Other Farm Income 12,267 11,903 12,498
Total Cash Receipts 219,158 218,794 219,389
Cash Farm Expenses 95,359 95,694 98,996
Net Cash Farm Income 123,799 123,100 120,393
Fixed Costs 19,751 19,751 19,751
Net Farm Income 104,048 103,349 100,642
Tax Payments

Federal 33,949 21,861 22,114

State 0 11,125 9,630

Sales/Fuel 4,164 5471 688

Pension/Medicare 1,208 1,879 7,456

Property 1,873 3,947 4,638
Total 41,194 44,283 44,526
Net Family Withdrawals 31,904 31,157 34,952
Change in Net Worth 30,950 27,909 21,164
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and Montana counterpart, resulting in much higher profits and tax payments. Living expenses
and sales tax levels reported in Table 11 were used in this analysis. Australian tax and social
program advantages remained substantially above those for Canada which, in tum, remained
above those for the United States. In percentage terms, however, the advantages provided in
Australia and Canada over the United States were less than half that generated for the
Montana farm.  When differences in tax depreciation and interest on tax-deferred funds were
included, the advantage under Australian vs. U.S. taxes was reduced to $5,318 and the
advantage for Canada vs. the United States shrunk 1o $2,696. This set of scenarios suggests
Australian and Canadian tax policies tend to provide their greatest advantages over U.S, tax
policies at low income levels, Jargely because their tax exemptions and social programs are
more generous at this level. The difference between Australian and Canadian tax and social

program policies remains roughly the same across all three farms,

Sensitivity Analyses

The results presented in Tables 8-10 are for three typical farms. As such, care is required
in making general statements about competitive advantage between the United States,
Australia, and Canada. As these base analyses already suggest, differences in farm size could
cause the results to differ. Numerous other variables could cause the results 1o differ,
including business organization, debt level, and family size. The following analyses were

created to address these concerns.

Alternative Farm Sizes

Two additional faz.ns were created for Montana and Alberta to further investigate the
influence of farm size on the base results. The first farm created for both countries contained
960 acres of land and is designated as the "small” farm for discussion purposes. The large

farm contained 4,200 acres of farmland.

Small Farm

In the small farm scenario one spouse was assumed employed full-time off the farm,
generating a gross income of $24,000/year, The farmer remained employed full-time on the
farm. A grain-fallow rotation was again followed, with roughly the same crop mix as that
given in Table 2. Of the 960 acre farm, the farmer was purchasing 640 acres and renting the
remainder. The farmer began the year with $5,000 in cash, either available as operating
capital or invested in a tax-deferred fund similar to the base scenario. Living cxpenses are
unchanged from the base analyses. In summary, farm income was less important to this farm

family and family income was also much more stable®,

™Net family withdrawals were negative in this scenario because family living expenses were less than the
combination of off-farm income and family allowance payments. In essence, the off-farm income was being used
to offset some of family's income tax obligations,
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Table 11, Monthly Living Expenses by Item for US Farm and Corresponding Expenditures
in Canada and Australia—Large Farm Scenario

United States Canada Australia
Cost Tax Cost Tax Cost Tax

Housing 0 .00 0 00 0 .00
Food 400 00 470 330 485 5.00
Utilites 150 .00 153 10.71 93 .00
Family Vehicles

Payment 723 11.00 753 5$2.00 762 102.00

Insurance 75 00 65 .00 60 00

Fuel 105 40.28 100 150.00 120 175.00
Clothing 225 .00 225 “15.75 249 .00
Fumiture 228 .00 225 15.78 233 15.00
Entertainment 200 00 200 14.00 220 .00
Medical

Insurance 200 .00 63 0.00 38 .00

Out-of-Pocket Costs 40 .00 40 0.00 40 .00
Miscellaneous 200 00 200 14,00 450 45.00
Total $2.543 $51.28 §2.494 $275.51 $2,750 $347.00
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In this scenario (Table 12) the U.S. farmer had a significantly lower tax burden than the
Canadian or Australian farmer. Family allowance payments, lower medical costs and no
worker's compensation insurance all contributed to favor Australia and Canada by almost
$4,000°, or 25 percent of net cash farm income. Most of the tax benefit for the U.S. farm
(relative to previous analyses) was the result of full-time employment of the spouse off the
farm, resulting in the employer paying half of the social security tax. Consequently, taxable
income was roughly the same as it was under the 2,100 acre farm scenario, but the family’s
social security taxes were much lower. If these additional pension and medicare taxes were
added to both Canadian and U.S. tax scenarios, total U.S. taxes would be approximately
$1,100 higher than in Australia and $600 higher than in Canada.

Table 13 contains results for the 960 acre Alberta farm under different tax and social
programs. The tax results again reflected those exhibited for the Montana farm,
Comparison of farm programs and costs of production (Tables 12 and 13) suggests the
Montana farm had an approximate $1,900 change in net worth advantage. As in the base
scenario, the Canadian tax and social program advantages outweighed U.S. farm programs

and cost of production advantages.

«Large Farm Size

Two large farms were next analyzed for Montana and Alberta. Each farm contained 4,200
acres of tillable land, of which 2,520 was being purchased by the farmer and the remainder
was rented under a crop-share arrangement. The wife had no outside employment. Living
expenses used are given in Table 11. The crop mix was consistent with that used for the
other Alberta and Montana farms.

Results of this large farm analysis for the Montana farm are given in Table 14, The
patterns exhibited in the results were consistent with those seen earlier in the New South
Wales farm scenario (Table 10). Australia's change in net worth was again highest, followed
by Capada and the United States. Adjusting for differences in tax depreciation and tax-
deferred interest had litde impact on these results. The results in Table 15 also exhibit
similar results for the Alberta farm. Differences in government farm programs and costs of
production (comparing Tables 14 and 15) suggest a $10,000 advantage favoring the Montana
farm. This difference is greater than the tax advantage between the United States and
Canada, suggesting government farm programs and costs of production are more important in
determining competitive advantage than tax and social programs for larger farming operations.

Alternative Business Qrganizations

In the base scenarios it was assumed that farmers operating under Canadian and Australian
tax law would prefer to be organized as a husband-wife partnership, whereas a sole

*Tax depreclation was nearly identical under both U.S. and Canadian tax law and was approximately $3,000
higher under Australian tax law, Because these differences (and interest eaned on ax-deferred funds) were small,

no adjustments were estimated foe change in net worth,
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Table 12. Comparison of 960 Acre Montana Farm Under Altemative Tax Policies and

Social Programs
1991 Expected Values Australian Canadian U.S. Taxes
Taxes Taxes

Crop Receipts 33,672 33,672 33,672
Government Payments 4,920 4,920 4,920
Other Farm Income 1,165 1,167 1,302
Total Cash Receipts 39,7157 39,759 39,894
Cash Farm Expenses 22,984 22,971 25,080
Net Cash Farm Income 16,773 16,788 14,814
Fixed Costs 6,764 6,764 6,764
Net Farm Income 10,009 10,024 8,050
Tax Payments

Federal 5714 2,985 2,248

State 0 1,820 1,166

Sales\Fuel 2,055 1,946 324

Pension\Medicare 284 933 2,808

Property 497 850 1,334
Total 8,550 8,534 7,880
Net Family Withdrawals -4,867 -4,685 -2,184
Change in Net Worth 6,326 6,148 | 2,354

58-578 0 - 92 - 4
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Table 13. Comparison of 960 Acre Alberta Farm Under Alternative Tax Policies and Social
Programs
1991 Expected Values Australian Canadian U.S. Taxes
Taxes Taxes

Crop Receipts 33,836 33,836 33,836
Government Payments 4,985 4,985 4,985
Other Farm Income 862 873 1,007
Total Cash Receipts 39,683 © 39,694 39,828
Cash Farm Expenses 24,525 24,450 26,530
Net Cash Farm Income 15,158 15,244 13,298
Fixed Costs 7,002 1,002 7,002
Net Farm Income 8,156 8,242 6,296
Tax Payments

Federal 5,279 2,657 2,075

State 0 1,709 1,020

Sales\Fuel _ 2,024 1,892 300

Pension\Medicare 284 832 2,522

Property 497 850 1,343
Total 8,084 7,940 7,260
Net Family Withdrawals -4,102 -3,872 -1,524
Change in Net Worth 4,174 4,174 560
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Table 14. Comparison of 4,200 Acre Montana Farm Under Alternative Tax Policies and
Social Programs
1991 Expected Values Australian Canadian U.S. Taxes
Taxes Taxes

Crop Receipts 163,066 163,066 163,066
Govemment Payments 21,379 21,379 21,379
Other Farm Income 4,802 4,796 5,053
Total Cash Receipts 189,247 189,241 189,498
Cash Farm Expenses 94,252 94,209 92,687
Net Cash Farm Income 94,995 95,032 92,684
Fixed Costs 18,175 18,175 18,175
Net Farm Income 76,820 76,857 74,512
Tax Payments

Federal 20,269 12,705 11,456

State 0 6,402 5,231

Sales\Fuel 3,516 3,515 612

Pension\Medicare 867 2,056 7,354

Property 3,255 6.224 7,000
Total 27,907 30,902 31,653
Net Family Withdrawals 26,828 27,899 30,516
Change in Net Worth 22,085 18,056 12,343
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Table 15. Comparison of 4,200 Acre Alberta Farm Under Alternative Tax Policies and

Social Programs
1991 Expected Values Australian Canadian U.S. Taxes
Taxes Taxes

Crop Receipts 163,277 163,277 163,277
Government Payments 22,674 22,674 22,674
Other Farm Income 3,883 3,873 4,124
Total Cash Receipts 189,834 189,824 190,075
Cash Farm Expenses 109,230 109,214 111,619
Net Cash Farm Income 80,604 80,610 78,456
Fixed Costs 18,192 18,192 18,192
Net Farm Income 61,912 62,418 60,264
Tax Payments

Federal 14,110 8,729 7,975

State 0 4,445 3,730

Sales\Fuel 3,492 3,306 588

‘“ension\Medicare 682 1,982 6,714

Property 3,255 6,224 7,032
Total 21,539 24,686 26,039
Net Family Withdrawals 27,854 29,106 30,732
Change in Net Worth 12,519 8,126 2,993
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proprictorship was the preference in the United States, The analysis reported in Table 16 was
conducted to verify that these organizational forms were indeed more profitable from a tax

standpoint.

The results support the organizational assumptions made in the base scenario. Using a
sole proprietorship in Australia cost the farmer approximately $2,300 in additional taxes. In
Canada, a sole proprietorship was less costly, increasing the farmer's tax burden by about
$1,500. In the United States, a husband-wife partnership only increased taxes by $400. This
last result can be attributed to Montana state taxes, which are structured like the income tax
systems in Australia and Canada and discriminate against single income families. The loss of
eamed income credit was largely responsible for the higher U.S. federal tax obligation.

+Corporate Farms

The effect of incorporation was next considered for the 2,100 and 4,200 acre Montana
farms. Corporations are treated as a separate entity for taxation purposes, making a
comparison between corporations and other business forms potentially misleading. In the
base scenario it was assumed that the farmer was making withdrawals from the business to
cover family living ‘expenses and taxes, with remaining profits reinvested in the business. To
assure a fair comparison between corporate and noncorporate organizations, it was assumed
the farmer was paid a salary by the corporation equivalent to the withdrawals he was making
from the farm when a sole proprietor. That is, the salary was equal to net family withdrawals
plus federal and state taxes paid by the business for this salary. No other payments were
made by the corporation to the farmer. Farm corporations are in fact often structured in this
manner, with the corporation paying the farmer a salary to avoid double taxation on
dividends. Even in Australia, where some attempt is made to minimize double taxation, a
farmer is better off to have the corporation pay him (and his wife) a salary, rather than
receiving all income in the form of corporate dividends. In line with the base scenario
assumptions, both husband and wife received a salary from the corporation for Australia and

Canada, with only the farmer receiving a salary in the United States.

Additional assumptions were needed to deal with income stabilisation programs in Canada
and Australia. The income stabilisation fund in Australia, for example, receives contributions
or accepts withdrawals only from individuals, not corporations. To assure a stable income for
living expenses and tax obligations it was assumed the corporation changed the salary paid to
the farmer so as to match the deposits or withdrawals into tax-exempt funds. For example, in
an unprofitable year it may be determined that the farmer should withdraw $5,000 from his
tax-exempt fund. The corporation would reduce the farmer's salary by $5,000 and the fund
would be depleted by the same amount.

The results for the 2100 acre Montana farm are reported in Table 17. Incorporation was
clearly profitable under the U.S. tax system, reducing the total tax burden by about $1,700 (or
18 percent of the base scenario tax burden). Over half of this tax savings was in the form of
reduced social security taxes, the result of corporate profits being exempt from this tax. The
Canadian farm also realized a reduction in taxes. Taxes under the Australian system went up
by about 20 percent, a result of the 39 percent tax rate on corporate profits.
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Table 16. Comparison of Alternative Organization Structures for 2,100 Acre Montana Farm

1991 Expected Values Australian Canadian U.S. Taxes
Taxes Taxes
Organization Type Sole Sole Husband-
Proprietor Proprietor Wive

Partnership
Crop Receipts 72,185 72,185 72,185
Government Payments 10,377 10,377 10,377
Other Farm Income 2,202 2,185 2,439
Total Cash Receipts 84,764 84,747 85,001
Cash Farm Expense 48,745 48,830 50,435
Net Cash Farm Income 36,019 35,917 34,566
Fixed Costs 11,316 11,316 11,316
Net Farm Income 24,703 24,601 23,250

Tax Payments

Federal 5,368 2,949 2,443
State 0 1,869 828
Sales 2,055 1,946 324
Government Pension 251 751 3,553
Property 912 1,700 2,297
Total 8,586 9,215 9,445
Net Family Withdrawals 16,096 16,942 19,416
Change in Net Worth 21 -1,556 -5,611
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Table 17. Comparison of 2,100 Acre Montana Corporate Farm Under Alternative Tax

Policies and Social Programs

1991 Expected Values Australian Canadian U.S. Taxes
Taxes Taxes
Crop Receipts 72,185 72,185 72,185
Govemment Payments 10,377 10,377 10,377
Other Farm Income 2,202 2,501 2,447
Total Cash Receipts 84,764 85,063 85,009
Cash Farm Income 48,748 48,003 50,415
Net Cash Farm Income 36,016 37,060 34,594
Fixed Costs 11,316 11,316 11,316
Net Farm Income 24,700 25,743 23,277
Tax Payments
Federal Individual 1,929 -223 -55
Federal Corporate 2,665 1,648 1,505
State Individual 0 147 312
State Corporate 0 770 598
Sales\Fuel 2,055 1,946 324
Pension\Medicare 0 706 2,396
Property 912 1,700 2,297
Total 7,561 6,694 7,377
Net Family Withdrawals 16,096 16,942 19,416
Change in Net Worth 1,043 2,107 -3,516
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The benefits of incorporation' were even more dramatic for the 4,200 acre Montana farm
(Table 18). In this case, however, it was the Canadian tax system that provided the greatest
tax savings, with a total tax burden that was some $7,800 (or 25 percent) lower than occurred
for the same farm under a husband-wife partnership. The large tax savings in Canada can be
attributed to the much lower federal and provincial corporate tax rates.

Tax savings were also large under the U.S. tax system, with a reduction in tax of about
$7,300 (or 23 percent). These tax reductions were again the result of much lower social
security taxes. Also important was the lower average personal and federal tax rates, caused
by splitting income between the corporation and the individual. Australian taxes were also
Jower under incorporation, an initially surprising result given the high corporate tax rate. In
this case, however, personal income and medicare taxes were substantially lower, reducing the

overall average marginal tax rate.

Differences in State and Local Taxes

State/provincial and local taxes both represent a substantial portion of the tax burden for
farmers in both Canada and the United States, Yet, the state/provincial tax laws vary greatly
in different parts of both countries. In order to determine the impact of varying
state/provincial tax laws on the results, the Montana and Alberta farms were analyzed
assumning they were located (for tax purposes) in North Dakota and Saskatchewan,

North Dakota imposes a five percent sales tax on nonfood items, an income tax similar to
that of Montana, and a property tax on land and homes that is higher thaa that of Montana.
Saskatchewan levies an income tax equal to 50 percent of federal tax plus two percent of
taxable income, a sales tax on the same items taxed under the GST, and a relatively small

property tax on land.

On the social programs side, Saskatchewan provides a comprehensive health care program
at no cost to its citizens, provides family allowance payments that are somewhat lower than
those received in Alberta, and provides tax credits to low income families to offset sales tax
and child support expenses. North Dakota, on the other hand, does not require that farmers
purchase worker's compensation insurance. - -

Table 19 contains a summary of the comparison between North Dakota and Saskatchewan.
The tax burden was some $500 higher in North Dakota than Montana and about $850 higher
in Saskatchewan than Alberta. Not having to purchase worker's compensation insurance left
the North Dakota farmer better off than the Montana farmer. By not buying insurance,
however, the North Dakota farmer is open to potentially serious financial consequences
should the farmer or an employee be injured.

Although the Saskatchewan farmer paid much higher taxes than his Alberta counterpart, he
also saved about $750 in health insurance costs. As a result, the change in net worth was
only about $200 lower in Saskatchewan than Alberta. Overall, changes in net worth under
the Canadian system remained higher than in the United States, with Australia remaining

substantially higher than both.
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Table 18. Comparison of 4,200 Acre Montana Corporate Farm Under Aliernative Tax
Policies and Social Programs

1991 Expected Values Australian Canadian U.S. Taxes
Taxes Taxes
Crop Receipts 163,066 163,066 163,066
Government Payments 21,379 21,379 21,379
Other Farm Income 4,739 4,848 5,139
Total Cash Receipts : 189,184 189,316 189,584
Cash Farm Expenses 94,470 93,976 96,600
Net Cash Farm Income 94,714 95,340 92,984
Fixed Costs 18,175 18,175 18,175
Net Farm Income 76,539 77,165 74,809
Tax Payments
Federal Individual 6,846 5,310 7,534
Federal Corporate 15,425 2,630 1,938
State Individual 0 2,481 2,182
State Corporate 0 1,610 910
Sales\Fuel 3,516 3,515 612
Pension\Medicare 439 1,296 4,166
Property 3,255 6,224 7,000
Total 29,481 23,066 24,342
Net Family Withdrawals 26,828 27,889 30,516
Change in Net Worth 20,230 26,210 19,951
\
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Table 19. Comparison of 2,100 Acre Montana and Alberta Farms Under North Dakota and
Saskatchewan Tax Policies and Social Programs

Montana Farm Alberta Farm
North Dakota Taxes | Saskatchewan | North Dakota | Saskatchewan
Taxes Taxes Taxes

Crop Receipts 72,185 72,185 72,167 72,162
Gov't Payments 10,377 10,377 11,3717 11,337
Other Farm Income 2,467 2,208 2,065 1,885
Total Cash Receipts 85,029 84,770 85,609 85,384
Cash Farm Expenses 48,073 48,721 52,450 53,408
Net Cash Farm 36,956 36,049 33,159 31,976
Income
Fixed Costs 11,316 11,316 12,069 12,069
Net Farm Income 25,640 24,733 21,090 19,907
Tax Payments

Federal 2,218 1,798 1,422 894

State 791 1,590 538 1,048

Sales\Fuel 876 3,010 865 2,983

Pension\Medicare 3,796 1,002 3,404 865

Property : 1,864 1,189 - 1,864 1,189
Total 9,545 8,589 8,093 6,979
Net Family 19,416 16,326 20,195 17,109
Withdrawals
Change in Net Worth -3,321 -182 -7,198 -4,181
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Valu i 's Benefi

A number of the tax exemptions and social program benefits in all three countries are
geared toward children. Family size, therefore, might be expected to make some difference
on the results reported in the base scenario. To better understand this issue, a scenario was
developed in which the number of children was increased to four (ages 16, 8, 6, and 4).
Because the focus of the analysis was on understanding tax and social program bencfits, the
family living expenses were held constant for this scenario. An analysis was conducted for
the 2,100 acre Montana farm,

The results, which are given in Table 20, suggest Canada provides the most lucrative
package of tax exemptions and social programs for children. Increasing the family size by
two increased change in net worth under Canadian taxes by about $2,100, or $1,050 per child.
Australia’s change in net worth increased by almost $1,000, the result of increased family
allowance payments. The U.S. family's tax bill fell by about $650, mostly because of

reduced federal income taxes.

No Farm Debt

Debt levels vary a great deal among different farms in the same area. In this analysis all
farm debt was eliminated to examine what impact debt has on the base scenario results. The

results of this analysis are in Table 21,

Profitability improved substantially as a result of debt elimination. Tax burdens also
increased by large amounts, particularly for the Canadian tax scenario. The relative tax
changes, however, were similar, Taxes increased the most under the Canadian system
($3,914) and the least under the Australian system ($3,117). Rankings between countries

remained unchanged.

Social Programs and Retirement Benefits

One factor not considered in these analyses is the future value of retirement benefits.
Farmers in the United States, for example, pay a hefty tax that is supposed to go toward their
retirement. How large are these benefits compared with those provided in Australia and
Canada? In this section a brief overview is provided of the different retirement programs,
recognizing that a detailed comparison is well beyond the scope and focus of this study.

Under current provisions of the U.S. Social Security program, maximum benefits (of
$1,462) are obtained if maximum self-employment taxes have been paid over the last five
years.!® In Canada, all residents age 65 and older receive $292/month in old age security
benefits. In addition, they can receive $490/month from the Canada Pension Plan if their
contributions over the last 10 years have been at the maximum ($25,925) level. In Australia

°This presumes a single income household. If both spouses have maximum self-employment tax payments, the
monthly maximum benefit is $1,950.
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Table 20. Comparison of 2,100 Acre Montana Farm Assuming the Family Contains Four
Children
1991 Expected Values Australian Canadian U.S. Taxes
Taxes Taxes
Crop Receipts 72,185 72,185 72,185
Government Payments 10,377 10,377 10,377
Other Farm Income 2,226 2,231 2,445
Total Cash Receipts 84,788 84,793 85,007
Cash Farm Expenses 48,659 48,623 50,420
Net Cash Farm Income 36,129 | | 36,170 34,587
Fixed Costs 11,316 11,316 11,316
Net Farm Income 24,813 24,853 23271
Tax Payments
Federal 3,206 595 1,360
State 0 1,122 939
Sales\Fuel 2,055 1,946 324
Pension\Medicare 102 999 3,467
Property 912 1,700 2,297
Total 6,275 6,362 8,387
Net Family Withdrawals 15,165 16,337 19,416
Change in Net Worth 3373 | 2,154 -4,532
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Table 21, Comparison of 2,100 Acre Montana Farm Assuming No Debt for Farm Operator
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1991 Expected Values | Australian Taxes Canadian Taxes U.S. Taxes
Crop Receipts 72,185 72,185 72,185
Govemment Payments 10,377 10,377 10,377
Other Farm Income 2,218 2,204 2,403
Total Cash Receipts 84,780 84,766 84,965

37,590 37,645 39,386
Net Cash Farm Income 47,190 47,121 45,579
Fixed Costs 11,316 11,316 11,316
Net Farm Income 35,874 35,805 34,263
Tax Payments

Federal 6,084 4,231 3,521

State 0 2,362 1,802

Sales/Fuel 2,055 1,946 324

Pension/Medicare 361 1,419 4,797

Property 912 1,700 2,297
Total 9,412 11,658 12,741
Net Family Withdrawals 16,096 16,942 19,416
Change in Net Worth 10,366 7,205 2,106
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the pension for a married couple is $832/month. This pension amount is not influenced by
the quantity of taxes paid in previous years. Retirement benefits in all three countries are

reduced as taxable income increases.

For a husband and wife, maximum benefits from federal retirement programs would be
$1,462/month in the United States, $1,565/month in Canada, and $832/month in Australia. In
addition, health care is provided at minimal cost in Canada and Australia whereas those over
65 in the United States receive only partial support under Medicare.

Summary and Conclusions

The objective of this study was to estimate competitive advantage for case farms in
Australia, Canada, and the United States. The particular focus of this analysis was on those
factors influencing competitive advantage that have not normally been considered in trade
negotiations, including tax policy and government social programs. A representative farm
was developed for each country and the tax and social programs of each country were
analyzed using these representative farms. Sensitivity analyses were conducted to provide
greater insight into the results.

The results suggest that tax and social programs in Australia provide that country’s
farmers with a competitive advantage in trade, particularly for small and medium-sized farms.
The only exception is large, incorporated farms, where U.S. and Canadian tax laws eliminate
Australia's advantage. Canadian tax laws and social programs also generally provide
competitive advantage to its farmers vis-2-vis the United States. Canadian tax and social
program advantages are smallest for large nonincorporated farms, but the greater profitability
of incorporated farms suggests this type of farming organization is probably rare in both

countries,

Australia’s tax laws definitely favor a husband-wife business organization. Corporations in
Australia are only desirable from a tax standpoint if the farm is relatively large. Canadian tax
law also favors a husband-wife partnership for small operations, but the corporate form is
much more desirable for large farms. The corporate form is generally preferred in the United

States, particularly for moderate and large scale businesses.

Australian and Canadian tax Jaws seem most favorably disposed toward self-employed
individuals (such as farmers) and large businesses. The Australian tax burden falls much
more heavily on moderate income salaried individuals than is the case for the United States
and Canada. The U.S. tax law, on the other hand, seems to levy taxes relatively more heavily
on the self-employed businessman than Canada and Australia. United States tax law also
does not provide the tax breaks for low income persons that are available in the other two
countries, Salaried workers seem to fare best in the United States than other countries.
Differences in taxes exist between states and provinces, but these differences seem less

important than the differences between countries. .
There was a clear advantage to farm under U.S. govemnment farm programs and costs of

production versus those in Canada. This advantage was particularly apparent for large
farming operations. The high costs imposed by the Canadian Wheat Board on the case farm
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are largely responsible for the noncompetitiveness of Canadian production costs, In fact,
these costs almost completely offset the competitive advantage provided by the Canadian farm
programs. Caution must be exercised in gencralizing this result, however,. Quite likely
farmers in Saskatchewan and Manitoba receive a market price that is above the level they

would receive if there was no marketing board.

Canada provides the best set of benefits for families with children. The United States
provides the worst set of benefits. The relative rankings given in the base results did not
change when farm debt was eliminated.

A number of assumptions have been made which are critical to the analysis. Cost of
living estimates were tied to the farm, rather than the government tax and social program
scheme. No doubt this is not completely correct because some living expenses are influenced
by government policies (e.g., tariffs on imports). Further investigation is needed to determine
what effect government policies have on living expenses. :

An important assumption under both Australian and Canadian tax policy was managing the
tax-exempt funds to maintain an approximately level expected fund balance. This assumption
is particularly important for the Australian tax scenarios because the beginning fund balance
was so low relative to the limits placed by government on total balance. The Australian
farmer c1in save a great deal in taxes, for example, by allowing the fund to accumulate
reserves over time. In addition, a larger fund reserve provides more flexibility in reducing
taxes while maintaining a constant fund level.

Further work is needed to compare tax policy in these three countries with that in other
major wheat exporting countries, particularly Argentina and the EC. For example, the
competitive disadvantage suggested by the PSE in Table 1 for Argentina may not be nearly
that large, because most Argentines do not pay any income taxes.

: Other commodities should also be analyzed. Livestock enterprises, for example, are
treated differently for tax purposes and so should be examined in a future study. Other types
of cropping enterprises (such as vegetable production) may differ substantially in their mix of

land, capital, and variable input use, generating substantially different results than those

presented here.
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APPENDIX
DATA SETS FOR MONTANA AND NEW SOUTH WALES FARMS

) THE PARN MANAGEMENT SINULATION MODEL
DEVELOPED AT ORBOON STATE ONIVERSTITY

Y
GRECORY M. PERRY

VERSION 2.0, JOUve 1990
L R AL L Y N N NI YY)
PAMSIN ANALYSIS POR REPRESENTATIVE TOOLR COUNTY, MONTANA PARNM.
BASED ON DATA ONTAINED FPROM OF SHELBY, MONTANA.
PARM CONTAINS 2100 ACRES OF LAND, IN SPRING WHEAT.
BARLEY, AND SUMMER PALLOW. WITH A DURUN ACTIVITY THATS NOT ACTIVE
The simulation is for 1 years, with the first year being 1991
The simulation is stochastic, with 25 fcersctionsspecified
There are $ crops included {n the model
There are 9 regular varfables in the mods) treated as stochastic. all
others are asawmed hknown with certainty;
Of these stochastic varisbles, 3 are correlated using one correlation matrix.
A second set of & varisbles are correlated usiing s second correlation matrix. The two matrices
are sssumed independent of one another.
There sre 2 ASCS farm unite w. :hin this operation.

There are 4 iong-term . s¢  in the model.
There are T““. of vl mnt in the complement
Parm lo locuod n the Unit d Scates for tax purposes.

Section 179 deduction {expensing) is in effect.

Parm is 8 sole proprietorship for tax purposes

Proven yields are sverage of previous proven yields

No attempt will be made to improve projected cash- tlou statement if it does not meet criteris for operating loan.
The following information will be printed:

« All input data

« Only the final cash flow, income, and balence sheet statements

- statistical {nformation on all output variables

.'I.'.."I.Io'lllotclt'.'llltlt.toocm 'Roomxw lmmflo“l.'l'l!'t!'."t"'lb'lt.l't"t".ll

ACREAGE BY ASCS OR OTHER SUBPARM UNIT

tecseserotpnnCs Farm Unit ¢ )
Name: HOME ACREAGE

Land Scatus: OWNED Asset Number: 1.
AREAGE
CROP NAME 199}
spring wheat 220.
Winter Wheat 0.
fallow 310,
Barley 100.
Durum wheat 0.

OPTIONAL ACREAGE

IOLEMENT PROGRAM PROGAAN PARTICIPATION BY YRAR
CROP NAME ” (2} 1991
spring wWheat Y&
Winter Wheat Yes
Pallow NO
Barley Yes
Durum Wheat NO
evsesesanpngcs Parm Unit 0 2
Name: GRANDPA'S FARM
Land Status: RENTRD Asset Mumber: 0.
RENTAL ACREAGR
CROP NAME ARRANGEMENT  COST 1991
spring Wheat SHARE .00 480.
Winter Wheat SRARR .00 $0.
Pallow SHARE .00 130.
Berley SHARS .00 200,
ourum Whest SHARE .00 0.
OPTIONAL ACRRAGR
. IDLEMENT PROGRAM PROGRAN PARTICIPATION BY YEAR
uor‘ml.l”“ [} [} l;::
spring at .
Winter Wheat Yas
Pallow
Barley Yis
Durum Wheat w0
prrrmRDCE lm £ POLLOWING INTERRST RATRS
THR nm RATR
TYPR OF INTERRST M

Variable operating .010



Varisble savings -.0)0
variable {nt. term 010
Pined intermed. torm 000
Variable long term .000
rixed long term .000
CCC loan -.030
OFP-PAN DICONE AND W SCELLANGOUS 1K PRI B8

Y. Jaary Nared [l " 3 3 Soptomber Ont Neveser Decanbe
otttarm taoeen e, a0, . ”::o' . T 1173t roakdiel H il rridhatd
Riseellansens smp. .. . e . HIN e, . . [N .. .. ..

WIRY M CORT

Pamily laber (tree) e, TS i 6. e . . 0. 3. 200, . W,
Panily Jober il (S . [ I3 .. .. x (B .. [B .. [N
Pll-tiom hired help .. [N .. ., . .. . .. .. . .. [N
Pamily laber selesy [N [ B 0. [] 9. [] 4. 4. 4. .. ..
Bired salary per van ‘.. ‘. .. .. .. .. .. ° .. .. .. ..

111

Hoyrly labor receives $ $.00 per hour
Parm employs 0. full-time laborers.
Puel costs sre § .48/gallon.

CUCEEIVIRNOIINIPIENONINIIOIIRVESRNIES NARKETING INFORMATION POR CROPSCTOCRIRG000 00400000 00000200000000000

PROFORTION OF CROP SOLD RACH WOMNTE OF MARRETIWG YRAR

LK) March  April -y Nae .m‘
P31 Vheat .808 .49 800 .000 400
wnter Whet 900 K1 .40 400 000

Pallew 600 .00 .098 00 008
Sariey .408 .08 .000 .60 000
008 .80 008 . 080
NONTHLY PRICE D®ICES FOR CROPS
Spring Yheat §.000 t.010 1.020 1.90
Vinter whest 1.000 1.018 1.028 1.00
Vellew 1,900 1.000 090 1.0
sarloy 1008 1030 1020 1,90
Ourue 1000 1010 1.020 1.8
NOMTHLY AU
Spring Wheat 1.000  1.000  }.000 08
Winter Wheet 1.80¢  1.000  1.000  1.00
Pellev 1,090 1,806 1.000  1.00
sarley 1,000 1.600  1.068 1.0
Durus Wheat 1.000 1,000 1.008  1.80
PROPONTION OF CHOP NARVESTED BY MOWTE
ing Whaat .00 000 .90 .908 -000
3?:.'.‘2 Whest .600 N1 'l 000
Pallew a0 000 1]
Sarley 000 000 .000
D 400 N1 000
BECINNING EXPECTED PRICE FPIRST MAR
CROP STOCKS POR STOCKS MONT
spring wheat 0. .000 Septenmber
sinter wheat . .000 September
Pallow 0. 000 August
Sarley 0. .000 August
Durum Wheat 0. .000 August

Avgust  §. - b
000 100 +150 il 480
600 190 1] 330 300
Ll 1.908 N1l .00 toe
000 100 1 30 .$90

1] i8¢ e 3 .%00
B all Bl Bl

.20 Bl -0

1.000 1.000 1.000

6 Bl L9480

B2l 1 ”e

KETING LIVESTOCK
H rFEED

NO
NO
N
NO
NO

SINRIIOEIIONUREINRIPNORIIPOIIOIIIOVIFIIBOUIPMENT AND PIELO OPERATIONSY 00t serverevnsunvisenvstntneoncey

2
i
"
i

L mic
32 Chtasel Plw 36, 140
312° Jo Dridle M. 1068
edore n. 1001
- HE
1173 ¢ Trues 4. ahoe.
311 T tevad (3] e
3 13" Ml Drill M. 13600
30'Verstt dwmt! o, 400
F/U Neumt Sprey 44, .
. (1]
38 Ottset Dine 4. 800
$) GmC 1.9¢ tra  6). 1500
Fart Sproeder 3. e
e VTP Tracter 1 130
4080 & Trecter 3. 14040,
080 P ) Treer 3. 100
Kioe & ipmwet ", 490
Augere .. 3908,
ltﬂ‘u Ber 111 1. 45000
JD 1780 Combine 9. e,
PINANCING
AN sounce

32° Chiesel Plv  Single
3 12’ JD Drills  Growp

Rodweeders group
Rockpicker single
Pickup single

PERCENT AZP. COST SALVAGE ORPRECIATION
vscs SCALAR VALV rERIce
1.00 . He. 1.
1.40 . 1008, 1.
1.88 . e ..
1.8 . . [
1.6 . .. [N
B . . 1.
. 80 . .. e,
1.. . 1300, 1.
1.0 B (B ..
1.0 3. . 7.
3.00 1. ", 1.
5.0 . 1. [ B
1.0 . 1. 1.
1.0 X, (B ..
1.00 1. [ D $.
1.0 1, .. [ B
1.88 1. .. ..
1. 80 ¥ [N [ B
1.0 s ¥ .. [
1.0 1.4 .. [ B
1.8 1.8 . 1.

DRET INPORMATION ON BEGINNING COMPLEMENT

PAYMENT INTRREST

[N .1
9000, .47
1800 .47

4. Y
4000 .00
360 AT
4800 47

10800 A7
e, N3

“e. .47

“e. 41
1. 4
7. .47
3tee. 47
1449, 47
", 4

4“9, .47
08 3
008 4

3000, 7
4r00 1)

RATR AMOUNT TOTAL
SCHRDULE RATR TYPE  PAYHENT PINANCED PRINCIPAL PAYMENTS REMAINING

Annual 10.33 Pixed 00

. .00
.00 .00
Annual 10.50 rined 1041.98
Annual 10,80 rixed .00

CURRENT PAYHENT.
0. 0. s, 0.
0. 0. 0. 0.
0. 0. 0. 0.
3900, 3900, s. S.
0. 0. S. 0.



2 1/2 7 truek Group .00 .00 0. . Q.
3172 ¢ Truck  single  Anual 18050 Pixed 200 0. 0. 5. 0. December
3 13° wel Drill  single Annual 10.50 Pixed 00 0. 0. s, 0. December
30°'Verd00 swath  Group .00 »00 0. 0. 0. 0.
P/Q Mount Spreay  QGroup .00 .00 0. 0. 0. 0.
. Harrow crwf .00 .00 0. 0. 0. 0.
20" offset Disc  gingle Annual 10.80 Pixed M 1300. 599. S. 2. Detember
$3 OMC 1.87 Trk  Group .00 .00 0. . 0. 0.
Pert Spresder Group .00 .00 0. 0. 9. 0.
MM OTS Trector Group 00 .00 0. 0. 0. 0.
4040 JD Tractor gingle Annual 10.%0 Pixed %402 880, 117, s, 2. December
450 Pord Tracer Group .00 .00 0. 0. 0. 0.
Nisc Bquipment Group .00 .00 0. 0. 0. Q.
ers crouf .00 .00 0. 0. 0. 0.
Steiger Bar 111 single Annual 10.80 rixed .00 0. 0. S. 0.  Janvary
JD 7700 Combine Single Annual) 10.50 rlxed .00 0. 0. s, 0.  Janusry
OTHER BEGINNING INTEAMEDIATE DEDT COMMITINENTS TOTALS 0.
GROOP INTEAMEDIATE DET INPORMATION IS A POLLOWS ¢
Beginning Principal [
Time Period Remaining $. Years
Interest Rate 10.5 Percent
Rate Type Pixed
Month Paid Decomber

Insurance premiums for farm sssets are peid in  April

REPLACEMENT INPORMATION POR ROUIPHENT
. .
8001 MMENT HOURS AT NAXIMUM  REPLACEMENT  AGE WHEN HOURS WHEN  LEASE COST PINANCING TYPEL OF PAYMENT
HOURS COST RATR  SCHRDULE

NAME TRADEIN PURCHASED  PORCHASED {$/HONTH] SOURCE
32' Chiesel Plw 6300, €300. 20000. 0. 0. 1500. Private Pixed Annual
2.12° J0 prille 3800, 2000, 14000, 3. 400. 2000. group Variable Annusl
Rodweeders 13000. 13000. 10000. 0. . 0. 1000. Group Variable Annuasl
Rockpicker 9000. 9000, 6000. 0. 0. 200, QGroup Variable Annual
Pickup 100000. 100000, 12000. 0. 0. 300. Private Pixed Annual
3 1/2 7 truek 200000. 200000. 25000, 0. 0 200, Sroup Varisble Annual
2 172 T Truck 200000. 200000, 38000, 0. 0. 800, Privace Pixed Annual
2 12' wel Drill 2900. J200. 14000. 3. 400. 2000. Group Variable annual
30°Verdé00 swath 2500, 2500, 10000. 4. $00. 1400. Group variable Annual
P/0 Mount Bpray 9000. 9000, 1000. 0. 0. 100. Group variable annual
Harrow $000. 9000. 8000, 0. 0. 400, Group variable Aanual
20* Offset Disc 9000. 9000. 2000. .. €00, 1000. Group Variable Annual
5) aaC 1.5T Trk  200000. 200000. 6000. 15. $0000. 000. Group Variadble Annual
Pert Spreader $600. 9000. 3000. 10. 1000. 400. Group Variable Annual
Wt UTS Tractor 9000. 9000, 1000, 20. 4000, 100. Group variable Annusl
4040 JD Tractor 7000, 1100, 18000, 10. 2000, 1300. Private Fixed Annual
$50 Pord Tractr 9000, $000. 1000. - 20. $000. 100. GQroup Variable Annual
Hisc Bquipment 9000. 9000, 0. 30. €000. 0. Group Varisble Annual
Augers 9000. 9000, 4500, 5. 100. 400, aroup Variable Annual
nllgor Sar 111 9000, 9000. 99000. 0. 0. 39¢0. Private Pined Annusl
JD 7700 Combine 3000. 3500. #7000, 0. 0. $000. Private Pixed Annuel

FIED OPEDATIONE POR NACH CROF

OFSRATIONS PO NORE TRAN ONE CROP

OMBATION AKX/ YIME PERICO COFt  WATEAIALS CENMGCAL MEL WS FIRD T LABOR UST  PEICINFT COSTE PAID BY LANDLORD
MQUINEST WED  ACCORMLESWED /NG COPT/ACIE  COPT/AC (QAL/AC]  IEPS/ACAR) (ENS/ACI  PER UMIT JATERIALS CREXICALE

ey mm IR R 1] N1 nl g Bl N1 J nll ] N1 N1 J Nl e
oo
Thi® operstion wae perterwed tor Spring Vuset Vister Yaeat
Maper to Bine LRI 1Y K1l N NIl 80t T N1 R 400 8.1}
re
Ustse af squipsent (0 Doted on erep yleld
Tale sporetion wae poriorssd tor .lt.l L viater Mot arioy
Sl Lo Market T 3 - M 3 Bl Nl J N ) ) 0208 S0 g1} 3 -0
33/3 T Prean
A LI N 1014
[3 ey y.
This eperation was porformed tor Mpring Whwet Water Msat Serley

OPEMATIONS PERPONEID SPECIPICALLY FOR Sprisg Muset
OFIRATION WU/  TIIE PERIO0 CONT  MATIBIALS  CEBGCAL PR BB  PTMLE TDW LANOR LR PERCINT COSTS MID BY LADLORD
BOUIMEST UBED  ACCONIL] SERD ANIT COPT/ACIE  CORT/AC  (BAL/AC)  (WI/ACNE) (DS/ACH  PER UNIY IATERIALS CXMRICALS

brill o wmeat APR } - APR 30 i) .00 N AL 3111) A3 T N, ]
NReiger dar 151
3213° me) arill

Serdicide MY 18 - A 38 e 00 I Bt ) Nt 390 ) N N1

»”"
PV et prey

Sarvest v L BURE . 21 i, L] L] 0 0% e 0040 R S0 N
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I9 1700 Condine
Veage of sqvigmont (o Doood on sive pield

el S Viwes AVS 1S - 880 1Y 9 Nl e N
Rides por waes 10 0
L
Uage ol squigmeat (8 Desed s srep yield
Custon Coshine 069 | - 08P 1 -.100 N 1) ait
amo tmmn
(el ore
"l o lpmont h Sased on srep ylold
SIPATIONS PEVONEED SIECIPICALLY FOR Water Waeet
OMIAYION WU/ T PERICO COST  WATIRIALS  CWEKICAL s
SIPENT BED  ACKONILI D JAMIT COPT/ACNE  CORT/AC (WE:
Seill W st OCT 48 - Wow 1) NI .00 N1 81}
Steiger bor 110
31 W eille
Bernicide WY 1 - WY e 40 N1 e
Piane
#/V Rownt Sprey
Barveest W L BRI IRl 000 e N1} N7
I 1100 eum
Usege of oquigment ¢ based ea arep yield
Seul ¥ Wheat A 1 - AUs Y 000 Nl 00 e
2 173 T Treek
nilee nt aare is
Useps ol sqguigownt u bosed sa srep yield
OPERATIONE PERPONED CFICIFICALLY FOR Poliew
OPIPATION NI/  TDNR PERIOD CONT  MATERIALS  CHDOCAL PURL B8
BUI DI USED  ACTORPLISNED /UNIT  CORT/ACME  COST/AC {GAL/AC)
Chiveel Plow MY 1 - WAY 1Y Nl N} N1l 400
Storger Bar 111
33" Chivedl) Pv
Thie speration (nsluied on hlun Sheet wmder the .
satogury 'Velus of Creps ia Srewad’
low & Rodveod A R 1) N1 Nl ) K1 N1
Scolger bar 111
”w EN”-I Ny
™ mnun included oo Dalance 0hest wnder the
-tagery ‘Velve of Crepe (n Greusd
Plov & hodwned JUL 10 - T2 400 Nl " .00
HOIHU ll' l"
33’ Caiessl Piv
™is mmlu intluvded oh bolasce sheot wnder the
tegery ‘Velus of Creps in Grewnd’
.t:{ wild oets MOV 1 - WOV 3} NIl 40 1.0 AL
/U houmt Mprey
™ie sperstion ineiuded sa delance ohost. nber the
stteogery *Yalue ¢t Crepe ia &
Plow & bodweod sHP 30 - OCP 3 nil} Nl j 0 Bl
nclnr sar i1t
33 Chiesel Plv
Aoduaoders
nie oﬂuua Lacluind on belance sbost wder the
®Mispery ‘Valus of Crees n Creund*
Piek Maek ocY 318 - OCT 0 e N1 N1l) L)
“e Jo l’uﬂ.u
:’- mnun included o lﬂuu nm usder the
mtopery ‘Value of Crepd ia
Slak Plelle L IR SR Nl e Rl 40
Stwiger dor 311
Basrew
30 Oftset Dise
Thi® eperation Lasivded ou hl-« SBOSL et Ahe
stegery “Value of Crope ia Ground®
OIPATIONS PERFONED SPICIFICALLY FOR Darley
CPMIBAYION WU/  TIR PERICD COST  MTEIALS  CRBGCAL MWL W8
V1 prr \ID ACTORILS PUED JNIT CORT/ACIE  COBY/AC (GAL/AL)
il Sard WA 30 - APR 1S N [N ] ] K1 4"
Iulur 1
212w} Drill ‘
mma MY 1% - e 2 Nl N1 IR 1] Bl
uv nomt Sprey
Besvest Serley AU 1+ AVS 30 5. 1) " 080 N
IB 11400 Conbine
Usope o1 omnipmant (0 besed sa crep yield
) mriey A} o« A0 N N K11} Nt
’ 173 T Tresk

Rilen por sere io
Usope of L—uhmduuwvhu

OFETATIONS PRAFOMNED §PICIFICAILY IOR Burvn Vst

N30 S100
e N ]
FIND TINE LASOR (B
R /ACRE)  (ENS/AC)
W31 JA1ie
Nl 0308
Nl ) LI
N RI0J

FIND TIME LABOA (BE
(NME/ACKE)  (HRS/AC)
LIS 4938
St ANt
NI} 9838
AL e
N3} NI
e NAl1)
e 0210
FIBD THR LASOS USE
(MRS /ACRE)  (RRS/ACH
R Ry} 4110
Nl Ni1
L) il
N2 180

1) 480 008

N N 089
PERCINT COUTS PAID BT LANGLORD
PR AMIT MATERIALS  CRINICALS
e 406 e

N et 8.

Nl Nl -000

a0 R R}
PERCENT CORTS PAID BY LANDLORD
PER UMIT NATRRIALS CUBUICALE

N1 ) N e

N 0 N

N1 e - 048

Nl J -hee [ ]

N1 B I1} N

.00 Nl Bl

N Nl N1
PERCINT COSTR PAID §Y LANDLORD
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008 400 N
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OPIBATION WVEI/ YIS FERIOD  COST  WAYERIALS  CYING AN remcwer corre LANDLORD
BVIRENT D ARSULINED AT CORTIMM  CWTIAE G/ EIMel Terat P e T cema s
0 SFCIPIC CPORATIONS '
ou pon WE P
BEGIMNING SET OF LONG-TERM ASSETS
ASSET 0D PURCHASR WARKET YeAR YRAR DRPRBCIABLE SALVAGE  INSURANGE COST
DRSCRIPTION w0, mice VALUR NeW PURCRASED ACRES 1214 VALOR (PRR $100 VALOE)
Nows Place 1, “0000« 224000, 0. 1900. 640. 0. 0. 078
INCLUDED WITH ﬂl!l LAND ASSET 181
House . 10000. 15000, 1945, 1900, 0. 0. 0. .500
[} ontn bins 7. 7000. 10800 1949, 1900. 0. 20. 2200. 500
outbuildings 4. 9000. 11000 1945, 1980. 0. 30, 1500. .500
BEGIMNING DRNT INPORMATION FOR LOMG-TERM ASIETS
ASSE? THITIAL  CURRRNT PAYMENT INTEREST RATE  TOTAL  PAYMENTS  MONTH  PINANCING
DRICRIPTION  PRINCIPAL PRINCIPAL PAYNENT PERIOD  RATE TYPE PAYMENTS REMAINING  PAID SOURCE
uo~ Place 80000; moa. 12122.;: Annual 1. 2 rixed 1g- Iz- Decesber #ingle
e erain bine 0. 0. 100 0 0. 0.
outbuildings 0. 0. 00 .0 0. 0.
OTHER BBGINNING LONG-TRRM DRET COMMITTMENTS TOTAL § 0.

GRoOP m-nﬂx DEPT INPORMATION él AS FOLLOWS

log(nm’n? frincipal .
Timg period Remaining 0. Years
Interest Rate -0 Percent
Rate Type Variable

Wonth Paid Decenbar

MININUM CHANGE IN CASH FLOW REQUIRED TO QUALIFY POR AN OPERATING LOAN

SCUITY RATIO INTRRVALS CHANGE IN CASH PLOW  PREMIUMS ON VARIABLE RATR LOANS
! 000 - 1.000 -9%0000. 000
Ages of chlldron (in years) sre as follows: 16., 8.,

900000008 vNTENORReeTTICIGENRRAL TAX INFORMATION FOR THE PARMOCSecCevsossessasssevacee

PROPRRTY TAX RATES PER TNOUSN!D DOLLARS ASSESSED VALUER AREK:
Mowe and building 7 690
Parm land 460
squipment and livestock ‘.130

WONTHLY LIVING EXPENSES FOR THE FARM PAMILY

Mous i 0. 0.
vtilicies 105, 60.
Puel 28, 50.
rocd 380, 0.
Nedicsl Insur 200. 0.
Medical Rxpense 40, 0.
Retirement 0. 0.
Kiscellaneous 1078 25,
PERCENTAGE OF INCOME ALLOCATED TO EACN PERSON POR TAX PURPOSES

Off-Farm Income 100.
Farm Income 100.
Non-Parm Government

[ 3 te 100.
charitable

Centributions 3.

PREV.OUS YBARS TAX PAYMENTS AND CARRYOVER LOSBLS

Govt Pension 3600,
Pederal Income 1000.
state Income ?00.
Carryover Loss 0.

AVERAGE PEDERAL TAX RATRS FOR PREVIOUS YRARS

YRAR T-1 .000
YRAR T-2 .000
YRAR T-3 .000
YRAR T4 000

RIMI TAX AND OTHER INPORMATION
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Limit on Section 179 oxponﬁng is 10000,
Carryover net operating loss {s 0.
Rate for Workmens Compensation Insursnce is 10.40
Exchange rate from native currency to $US is ,0000
Previous years personal income for farmer was 0.
Parmer tax status is married, filing joincly

BALANCE SHEET POR THE PARN AS OP DECEMBER 31,1990

ASSETS LIABILITIRS
g)ﬂ'h hand 0 mi ing 1 0
ash on ha . ng operating loss .
savings 10000. Accrued taxes:
Livestock inventories 0. Pederal 0.
Crop inventories 0. sState 9.
value of crop in ground 12000. Self-employment 0.
Accrusd rent 0.
€CC loan 0.
INTERMEDIATR ‘NTERMEDIATE
Machinery value 84516. Principal owed on machinery 5816.
Breeding livestock value 0. Principal owed on livestock 0.
LONG TERM LONG TERM
Land market value 224000, Parm mortgage 94503,
rarm buildings 15000,
Home (8) 21500,
Off-farm i{nvestmants 0.
TOTAL EQUITY 267097,
TOTAL ASSETS 367816, TOTAL EQUITY + LIABILITIES 367816,
GENERAL PINANCIAL INFORMATION
current asset-to-liability ratio  seescers
Intermediate equity ratio zggg

Long-term equity ratio
Overall beginning equity ratic L7262
Maximum allowable debt ratioe

on any intermediate-terw asset .9000
Maximum allowable debt ratio
on any long-term asset .1000

Discount rate used in calculating NPV 1s .100

P0OOIRUINRNISIVORICINICIINIIIGENRRAL STATISTICAL INFORMATION POR THE FPARMY®Cscttccserevstotnsoeore

The Distribution Por Spring Wheat Yield Is Normal
Nean 30,0000 std. Brror =11.0000

The Distribution Por Winter Wheat Yield Is Normal
Mean 35.0000 std. Rrror 13,0000

The Discribution Por Barley Yield Is Normal
Mean 24%.0000 std. Brror »19.0000

The Distribution Por Durum Whaat Yield Is Normal
Mean = 0000 std. &rror « .0000

The Distribution Por Spring Wheat Price ls Norm.l
Mean = 1.7000 8td. Rrror « 6000

The Distribution For Winter wWheat Price Is Normal
Mean = ).5900 std. Brror « 5900

The Distribucion Por Sarley Price ts Norwal
Mean e 2.1800 std. Rrror s .3300 )

The Distribution Por Durum whest frice Is Normal
Mean = . 0000 scd. grror s ,0000

The Distribution Por Prime interest rete 1Is Normal
Nean s 1050 std. Brror = .0000
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THE POLLOWING RANDON VARIARLES ARR ?liAI:D'M DETERMINISTIC IN THE ANALYSIS

VARIABLE RAR INITIAL v
Pallow Yield .000
Pollow Price .000
Puel inflation . 1,000
Chemical inflation 1.000

1.000

Material inflation
Labor {nflation b
Repair inflation b
Wow squipment infl. 1
Lease equipment inf. 1
Per unit cost irf, 1
Misc. cost inflation 1.000
Land inflation 1
Building inflation 1
crl 1

1

1

ONP Deflator
Mat. net farm income

SCALERS TO CHANGE MEAN OF RANDOM VARIABLES OVER TIME

VARIABLE 1991
spring wWheat  Yield 1.0000
Winter wheat Yield 1.0000

Pollow Yield 1.0000
Barley Yield 1.0000
Durum wWheat Yield .0000
spring Wheat  Price 1.0000
Winter Wheat Price 1.0000
Pallow Price 1.0000
Barley Price 1.0000
Durum Wheast Price .0000
Prime interest rste 1.0000
Puel inflation 1.0000
Chemical inflation 1.3030

.0000

Material inflation 1
Labor inflation 1
Repair inflation 1
New equipment infl. 1
Lesse aquipment inf. 1
Por unit cost inf. 1
Misc. cost inflation 1.0000
tand inflation 1
Sujlding inflation 1
crl b
GNP Deflator 1
Mat. net farm income 1

OCALRRS TO CHRANGE VARIANCE OF RANDOM VARIABLES OVER TIME

spring Wheat Yield 1.0000
winter wheat Yield 1.0000

Pallow Yield 1.0000
Barley Yield 1.0000
Durum Wheat Yield . 0000
spring Wheat Price 1.0000
winter Wheat Price 1.0000
Pallow Price 1.0000
Serley Price 1.0000
Durum Wheat rrice . 0000
Prime interest rate 1.0000
Pue] inflation 1.0000
Chemical inflat.on 1.0000
Naterial inflatin 1.0000
Labor inflation 1.0000
Repair inflation 1.0000
Now equipment infl. 1.0000
Lease equipment int. 1.0000
Por unit cost inf. 1.0000
Misc. cost inflation 1.0000
Land inflation 1.,0000
Suilding infletion 1.0000
cr 1.0000
awe Deflator 1.0000
Nat, net fasm income 1.0000

PIRST? CORRELATION MATRIX

ing Wheat Yield 6870 -3940 7203
8183

ng
Winter theat Yield .0000 .5790
Berley rield .0000 .0000 1.0000

SBCOND CORRELATION MATRIX

ing Wheat Price <1906 .4040 .83)9 46101

Winter Wheat Price «0000 3719 .6209 .690)
Price 0000 .0000 .8047

rley .$93?
Prh- interest rate L0000 .0000 ,0000 1.0000
Seed for random muber generator is 46788,

TANGET MRICS
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CROP NANE 1991
afrlng wheat 3.9600
Winter Wheat 3.9600
Pallow .000
sarley 2.3600
Durum Whest .0000

PIXED LOAN RATES

ring Wheat 2.0000
Winter Wheat 3.0000
rallow .0000
sarley 1.3200
Durum Wheat .0000

RBQUIRED ACREAGR IN SET-ASIDR (PEACENT)
spring wWheat 18.0000
Winter wheat xs.oooo
Pallow .0000
sarley 7.5000
Durum Whest 0000

OPTIONAL ACREAGE IN PAID DIVERSION ({PERCENT)
spring wheat .0000

Winter wheast .oooo
Pallow .0000
sarley .0000
Durum wWheat .0000
PAYMENT RATE/ACRE ON PAID DIVERRION
spring wheat .0000
Winter Wheat .0000
Pallow .0000
Barley .0000
Durum Wheat .0000
OPTIONAL ACREAGE IN PIK DIVERSION (PRRCENT)
spring wheat .0000
winter wWheat .0000
Fallow +0000
Barley .0000
Durum Wheat . 0000
PAYMENT RATE/ACRE ON PIK DIVERSION
spring Wheat .0000
winter wheat .0000
Pallow .0000
sarley ,0000
Durum Wheat .0000

MAXIMUM REDUCTION IN PORMULA LOAN WHEN
CALCULATING ADJUSTED LOAN (PERCENT)

spring whast .0000
winter Wheat . 0000
Pallow .0000
Sarley .0000
Durum Wheat .0000
STORAGR COSTS FOR CCC LOANS
spring Wheat .0300
Winter Wheat 0300
Pallow .0000
sarley 0300 .
Durum wWheat .0000
MININOM LEVELS POR PORMULA LOANS
mlm Wheat .0000
ter Wheat 0000
Pallow +0000
Sarley ,0000
Wheat .0000
NININON REDUCTIONS IN PORMULA LOANS FROM
PREVIOUS YRAR (IN PRRCENT)
m Wheat .0000
13 +0000
meriey 0000
rley .
Wheat .0000

PRRCENT OF NEAN HISTORICAL MARKE? Mics
USED 1O CAICULATE FLEXIBLE LOANS
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|pring Wheat .0000 ’
Winter Wheat .0000 ’
Pallow .0000
Barley .0000

Wheat .0000

PERCENT OF BASE ACREAGE ELIGIBLE POR
DEPICIENCY PAYMENTS

ring Wheat $0.0000
Winter Wheat $0.0000
Pallow 40.0000
Barley 80.0000
Durum Wheat . 0000
PRODOCTION SLIPPAGE ON IDLED ACREAGR (PERCENT)
spring Wheat .0000
winter Wheat .0000
Pallow . 0000
Barley .0000
Durum Wheat .0000

PER ACRR CONSERVATION RESERVE PAYMENTS BY CROP
pring Wheat .0000

hinter wWhaat .0000
Pallow .0000

Barley .0000
Durum Wheat .0000

PIXED MARKETING LOAN -
REPAYMENT LEVEL AS A PRRCENT OF NONRECOURSE LOAN

spring Wheat .0000
Winter Wneat .0000
Pallow .0000
Barley .0000
Durum Wheat .0000

VARIABLE MARKETING LOAN -
DIPPRRENCE BETWEEN WORLD PRICE AND MARKET PRICE

spring wWheat .0000
Winter Wheat .0000
Pallow .0000
Barley .0000
Durum wWheat .0000

PERCENT OF ADVANCE DRPICIENCY AND PINLEY PAVMENTS
PAID IN PIK CRRTIPICATES

spring Wheat .0000
Winter whest . 0000
rallow .0000
Sarley .0000
Durum Whest .0000

PERCENT OF REMAINING DEPICIENCY AND PINLEY PAYMENTS
PAID IN PIK Cl-l‘l‘!”g&?ll

spring Wheat
Winter wheat .0000
Pallow .0000
Darley .0000
Durus wheat .0000

TROP INSURANCE WMM!ID YIELD LEVELS (PERCENT)
o ing Wheat 75.0

Winter Wheat 8. 0000
PFallow .0000
sarley 5.0000
Durum Wheat ,0000
CROP INSURANCE PRICE ELBCTION
spring Wheat 3.4500
winter wheat 3. 6500
Pallow
barley 3. noo
Durum Wheat .0000
CROP IRSURANCE PREMIUM (PER $100 COVERAGE)
spring Wheat 6.6000
Winter Wheat 6.7000
Pallow .0000
Sarley 6.0000
Durum Wheat .0000

GRAMM-RUDMAN PAYNENT :mcfxou LEVELS (PERCENT)



PAYMENT LIMITATIONS:
Deficiency payment $0000.

Pinley payment

200000.

HISTORICAL YIRLDS OSED TO

TR PROVEN YIRLD
CROP NAMR 1990 1989 1988 1987 1286
3pring Wheat 31.40 17.70 36.80 35.50 10.9%0
Winter Whest 36.50 18.10 40.20 40.20 16.60
Pallow .00 .00 .00 .00 .00
Barley 41.00 25.20 54.10 43.20 16.80
Durum wheat .00 .00 .00 .00 .00
HISTORICAL PRICES USED TO CALCULATE VARIABLE LOANS
Spring heat .00 . .00 .00 .00
sMinter wheat .00 .00 .00 .00 .00
Pallow .00 .00 .00 .00 .60
Jarley .00 .00 .00 .00 .00
Durum Wheat .00 . .00 .00 .00

PORMULA
Spring Wheat

-
winter Wheat .000
Pallow - -000
Sarley - .000
Durum Wheat - .000

PERCENT OF GROSS REVENUE SUSTRACTRD TO PARTICIPATE
IN COVERMMENT PROCRAM

Spring wheat
Winter Wheat
Fallow
Barley
Durum Wheat

BUSINESS ACTIVITY
Crop placed in loan

-0000
-0000
.0000
.0000
.0000

LOAN POR 1990:
00

MONTHS IN WHICH TMEZ FOLLOWING TRANSACTIONS AREPERPORMED

Crop taken out of regular loan

PIK certificates sold
CRP payments received
Markating losn repaid

Crop insurance premiums pald
Crop insurance indemnities pd

40.0 percent of the deficiency payment is paid in March
. with the remainder paid in Decembe:

8pring wheat

October
March

September
September

r

winter wheat

October
March

September
September

fallow Barley
October october
March March
September September
September September

Durum Wheat

October
March

September
Saptembder

611



CASE AVAILAMLE
Boyimning Cash 0. ..
Milk end Livestech Pred e. 9.
Crep receipts 6. 0.
Cull Livesteck Sales 0. o.
Direct Gevermment Peym 9. 9.
Direct Geverwmswat Leens [ B 8.
Other Govermment Puywes 8. ..
Niscellaneous Inceme e. 8.
TOTAL AVARIABIE CASE [] 8.
CABE PEQUIRED
Per Unit Cests o. 9.
Peed Costs o. s.
Nisc. Livesteak Rupense .. 0.
Nateriel Cests [ B |
Chamienl Costs s. Q.
Pus)l Costs 9. o.
Laber Coests . 8.
Ve 8. ..
Repair Costs 9. ..
Bquipswnt Lesse Cests 0. 8.
4 Dowa Pay ®. e.
Lamé Cash Rent Cests .
Met Cash Withdrawals 16465, 1645 .
Nisc. Crep Bxpsases . [ ]
ieen paymante:
Iatesrmediste [ B :
Lesg-tern . .
Leans e. ..
paymeat s
Pedars) inceme 8. s.
State imesme 8. ..
D!-l ’?orty e. o.
Self-employment 8. e.
REQUIRIDEDITS 164% 1648.
FOTAL AVAILABLE CASH
TOTAL REQUINDONTS -164% -364% .
ris: Cosh trem
saviage 1645. 1648 .
MET CASR POSITION ] ..
LESE: Cash added te
sevings e. 9.
LESE: Coash wsed to reduse
opersting leas . [ B
ADD: Tremster te epersting
lean . o.
BDDKC CASE OB SAD . e.
SOIG STATUS (PAINCIML « DITEREST)
Savings 8413. 6818
Qporeting leea o. 9.

CASE FLOM STATEMONT FOR 193931
March Moril Ny June July August

e. ¢ o. ° (4 8. 9. 108. 8.
0. 0. [ e. 4 L L 8. °
Q. 8. 0. 0. 8. - [ B 4207 €376.  18736. 21693.
0. e. Q. 0. 0. [d o e. Q. o.
e. 0. 0. 9. [} . . 9. 6. ..
8. 6. LB 9. [ [J [ 4 18664. .. 0.
6. e. 0. 0. 0. [ B .. o. 6. e.
9. e. ® e. 8. 16209 . 0. L
e. e. [ .. L] 8. 2816 23860.  10036. 21693.
e. S. 8. 8. 0. 14 ~3697. -61. S. ..
¢. 0. s. [J s. [ e. 9. [ B s.
[ B ¢ o. [ 4 .. 8. 0. 9.
[ 21) 4336, 9. 0. 0. s. 9. 127. 127. o.
e. 0. 31676 1837, 478. Q. $. 9. 2068. Y.
.. 333. m. ™. 73S, $18. 408 oss. 328 305.
8. 0. 0. 8. 8. . 8. s. .
$%6. 939, 8. 8. o. e. 4383. o. .. 876,
a8s. 813, $06. 3. €52, 2941. asa. 643, 138. $.
0. 0. s. e, 0. S. . e. 8. 9.
e. 0. 0. ® 0. 0. 9. 8. .. 9.
o. e. 0. Q. 0. ®. 8. 8. $. .
1645, 164S. 3645 . 2643 . 1645 . 3645, 1648 . 1668 1645 . 1648.
280. 300. 300. 200. ase. a0s. . o. - [ B
8. e. s. e. e. 9. . 8. e, 2383,
8. 0. 9. e. e. s. . e. $. 137322
e. . 9. L . 9. 0. ns. $388. 10000.
3%0. 9. 0. ase. s. . 380, 9. 8. 280.
17%. 8. e. 17%. 6. e. 1. e. . 178.
[ B 8. 9. s. e. e. . s. 2297. [ B
630, o. 9. 630 . 9. [ B 650. 8. e. 650,
Q1. 8167. 4804. 8479, 3710, $308. 089¢. 6648.  31982. IS,

~4327.  <~8167. <6884. -6479. -3TI0. -$300. 311723. 10882. ~2146. -7664.

€127, 3317, 8. 0. .. .. e. .. 1346. 3243.
8.  -5630. -4884. ~6€79.  -3710.  -$308. 31722. 1e892. 8. <~an.
.. . 9. $. L ] [ B o. 3634 .. €8s,
0. [ B 8. e. 8. 0. 11722. 130%8. e. [ B
.. 6%8. 4884 “y. 3ne. $300. §. 8. .. 5421,
s. 9. e. [ e. ] .. 100. e. 00,
%17, 6. [ B 6. 0. 8. s. 33172, 243, 9.

e. $669.  10850. 17161. 21083.  26581. 33088. 9. e. $640.

021
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PERSONAL INCOME STATEMENT FOR EACH YEAR

1991
CASH PARM INCOMR
Crop Receipts 43009,
Milk and Livestock Receipts 0.
Direct Goverrvment Payments .
Crop Insurance Indemnitcies 16209,
Direct Government Loans 10664,
Less: Repayment of Goverment Loans 19187,
other Parm Income 0.
Savings Interest 179.
Other Government Pasyments Q.
TOTAL CASH RECRIPTS $0974.
CABH PANN RXPENSES
Por Unitc -1758.
Materials 4938,
Chemicals $82).
Puel §092.
Labor 0.
Insurance Premiums 7048.
Peed Purchases 0.
Misc. Livestock Expenses 0.
Squipment Repair 99567,
Squipment Lease 0.
Cash Rent 0.
Interest:
Operating Loan 924).
Squipment and Livestock 611.
tand and Buildings 10629.
Other a10.
Property Taxes 2297,
Misc. Crop Expenses 1250.
TOTAL CASH EXPENSES 46636,
NET CASH PARM INCOME 12238,
¢+ Ending crop inventories 0.
+ Change in value of
crops in ground 2.
« Bconomic depreciation
tquipment 10330,
Long term assets 065.
s NET PARM INCONE 1125.
- Pederal income tax -872.
- Social security 738,
-« All state taxes 0.
® NET INCOME APTER TAXES (NIAT) 1259,
+ Land capital gains 0.
= NIAT AND CAPITAL GAINS 1259.
- Net family withdrawals 19740.
+ Change in nonfsrm net worth 0.
s CHANGE IN TOTAL NET WORTH 18401,

TAX INCOME STATEMENT POR EACH YEAR

1991

CALCULATION OF BUSINESS TAXABLE INCOME:

Net cash farm income 12238.
- Depreciation:

Lquipment 3330.
suildings $04.
dection 179 expensing 0.
~ Business savings interest 179.
- Tan-deductable living expenses 4300,
Parm income from Schedule P 3928,

INCOME TAX STATEMENT FOR SOLE PROPRIETOR

Taxable income from farwm 3925,
+ Off-farm income 2400.
» Non-Parm Covt Payments 0.
+ Depreciation recapture 0.
+ Interest on savings 179,
- Half of self-employment Soc Sec 2.
- Deductions » exemptions l:ggg

l?onblo income



ASSETS:

Bnding cash on hand

gnding cash in savings

Ending crop inventories

Value of crop in ground
Market value of machinery
Market value of land

Market value of residence
Market value of buildings
Mxt. value of off-fa m \nvest,

TOTAL VALUR OF ASSETS
LIABILITIRS:

outstanding operating loan
Accrued taxes

-Pederal

-gtate

~8elf-employment
Outstanding Government loan
Machinery debt
Land and buildings debt

TOTAL LIABILITIES

0UITY
BQUITY PLUS LIABILITIES

122

]
INITIAL

0.
10000,
0.
12000.
84516,
324000,
15000.
21500.
0.

367016,

100719.
267097,
367016,

MARKET VALUE BALANCE SHEET
1991

100.

0.

o’
12862,
74106.
324000,
14644.
30993.

346003,

$440.

-1872.

-700.

‘1.62'
0

4273,
92810.

98089,
248714,
346803,
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3
THE FARN MANACEMENT §IMULATION HODEL
OEVELOPED AT ORBGON STATE UNIVERSITY

”
GREGORY M. PERAY

VERSION 2.0, JOWR 1990

FEPOHOUERPINCORPPIRONO R RSOV ONENONIRNINOORIORINRRORRIRIRIREEtOOsRROIRRObROOEOROOIPREEY
PAMSIN ANALYSIS POR REPRESENTATIVE NEN SOUTH WALRS, AUSTRALIA PARM
BASLD ON DATA OFTAINED PROM Now
'AN! CONTAINS 1000 ACRES OF LAND, IN SPRING WHEAT AMD BAMLEY
8 TAXES INPOSED ON PARN
w-uuum is for 1 years, with the first yesr being 1991
The simulation Se stochastic, with 2% iterstionsspecified
There sve § crops included in the model
There are 9 regular variables in the mode) trested as stochastic. all
others are assumed known with certainty;
Of these stochastic variables, 3 are correlated using one correlation matrix.
A second set of 2 variables are correlated usiing & second correlation matrix,
are assumed independent of one another.
There are 1| ASCSH farm units within this operation.
There are 3 long-term asssts in the model.
There are 11 pleces of equipment in the complement
Parm {s located in Australia for tax purposes.
Parm is a parenership for tax purposes and has 3 partners.
Expensing will not de used to reduce deprecisble basis.
Proven yields au Avoun of previous proven yields.
No stcempt will be made to l-?rovc proioeud cash-flow statement If It does not meet ¢riteria for operating loan.
T™he (ollowing information will be printed

« ALl input dats
« Only the final cash flow, incoms, and dalance sheet statements

- statistical information on all output varisdles
ARGRGRONNGINENIOROOESISBIINREDRERBONY m "m,u 'mlr‘wq".!'Oll'I'li.....o.l"'t..".l"n

MREAGE §Y ASCS OR OTHLR SUBPARM UNIT

The two matrices

essesacteipgCs Parm Unit 6 |}
Nams:  HOME ACRRAGE

Land Status: OWNED Asset Number: 1.
ACREAGE
CROP NANS 1991
spring Wheat 1500.
Pallow 0.
oats 0.
Sarley $00.
Slank 0.
OPTIONAL ACREAGR
IOLEMENT PROGAAN PROGRAN PARTICIPATION BY YEAR
CROP NAME [1} L1} 1991
;pring Wheat [
Pallow [
cats "0
barley [l
slank NO
DIFPPERENCE BETWEEN THE FOLLONING INTEREST RATRS
AND THR PRINE AATR
TYME OF INTRRRST 1M
variable operating .010
Vvariable savings -.030
Variable int. term -.080
Pixed intermed. term .000
vomm- lm term .000
Pixed leu .000
€CC loa .000
COV-TAMI DICONE MMD NIICELLANECUS (N PRESS
3 [ Cetever
TR e TIYISNGT WA el g peg e s 3 e
Riscellanorus vup. 1. 300. m. M. 8. 0. 1. 1. 1. " 100, 1.
LASOR QUIPLY A COST
Panily laber (treet "e. . . »e. 3. 3. 1. . . " . 0.
Panily lober tpaid) .. .. 0. " .. [ [3 .. .. . .. .
PNlleCime hired Bolp .. .. . [N . s. .. .. . .. ..
Panily ishor sslary [B .. <. . .. .. .. .. .. .. .. ..
Blred selery por wm 4. .. . 9. ¢ .. [ B L] .. .. .. [N
wourly labor mot $ 5.30 per hour
Parm smploys 0. full-time hbororc.
Puel costs are $ 1.38/gsllon

G00000000¢5000000000000000008000000% MARKETING INPORMATION POR CROPSCSTC0000E00ERIPI0N0000000CERIIITNY
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PROPORTION OF COOP SILD BACH NOFIY OF MIKNYING YBAR

Ot oboy

!

1]
3nd Pobrw Warek LS i oy
Soning Wiy 4 7 - "fjc e M0 M "o TR T R T
Pellow 1T T B SN ¢ T SN+ I 1 SR+ SN+ T S T+ SN 11 S 1 S 11
i O - O
Slaar B+ R A - I B L+ B I B
WIFELY FRICS DOICES PR CROM
1ng Waeet 1.0 100 LeM 1.4 KT AN 0 1.008  1.00 1600 1008
efred 10 Lae e 1oee e b i bhe b b bim b
i P OLEOJEOLE bE o fE b O G NE
Slaak EICH I 0+ S ¥+ e+ -+ N 1060 1000 L0 108 1.0
NIEELY PREGUN DNBICEE FOR PIR CORTIPICATSS
Soring West 1U88 1000 10w 4, . . . 1M 5000 5000 10N 1.e80
Pellow veee ok fdee b I & R I -+ I N R
St PG OREOQH bW oM odm b nm b
Slank 1086 100 1060 1.0 .00 1. THM L0000 L.000 L0001
PROICATION OF CROP IREVIETES BY WM
Waest o e . . . .. .0 o
e %11 It B - N O 1 SN + B~ 1+ B+ SN 1+ B
ote [T T T+ T BN 1 SN T K1 I SN T B 11 e
Sasiey LTI T+ T+ TR 1+ S+ SN IR 1 SN 1 SN N T 11
Slema BT I B e e ! R+ SN 1 SR+ SR+
SEGINNING BXPECTED PRICE PIRPT MARKETING LIVRSTOCK STORAMLE .
CROP aTOCKS POR FTOCKS PERD CRO
ing Wheat 0. .000 January [ YRe
Pallow 0. .000 Janusry s Yes
oats 0. 000 January NO Yes
Sarley 0. .000 Janvary [ ocd s
Blank 0. .000 January n Yis

GINOLIPLICIININNINENIINRNNIERIINICIROOT PENT AND PIRLD OPERATIONSOREI0EREsIIRINIIOIREOIIRINININIGIOTY

i
13

V3 et CODE PACHASE  TBAR  YEAR  DNITIAL MAADRM PERCINT ABP. COST SALVAGE BRPRECIAYION
(3 ", mics MUSET  BOUNS [T ] KALM  vALR FEAIOD  BEFRECLATED
Cose 4994 Treat 7. DI T TP T T 3009, 300, 1.0 .00 [B [ i, 3l
40 Chisel Plew M. 15000, 1978, 1978 3004 Mo, 1.0 Nt .. .. 13090 .0}
Medvosdere ga 408, 1900, M8 [T M. 1M .40 . .. M. .0
IH 1400 Cowbime  3F. 13040, 3001 3981, 2a00. e 100 (W1 .. N 101, 11
I I8 rue Oril) 5. 1IN TN 1000, 0. 1H a8 .. . 13 T 1]
4 P Tremer 1. WEE. M. 108 1308, Mo, 1.0 1.08 9. .. 3. .00
15 Searifier . NS, 1996, 196 . 9. 1090 1.40 .. .. . N
8" dureper . " :um 1988, 8. W0, 1000 3.0 .. .. ’m. k1)
8 3000 treed (18 IA0E. 1903, 106D 200N a0eb. ¢ Nt .. .. WM. b
Trveh 9. 100, INNE. INER. MeRNe. 3N, L300 Bl [ . 2086, 400
Rder oquipmuat M. 0IN0. 1IN 1INy, 9. 316, 1.008 .38 .. s, "o ..
Lenderwi ey .. 3000, 19N, 3966, 400N, INMS. 1.0 40 .. [N T TR
DEBT INPORMATION ON BRGINNING COMPLRMENT
PINANCING PAYHENT INTERRFT RATE AHOUNT CURRENT TOTAL PAYMENTS WONTH
KA SOURCE  SCHEDULR RATE TYPE  PAYMENT FPINANCED PRINCIPAL PAYMENTS REMAINING PAID
Case 4994 Tract  Crouwp .00 .00 0. . 9. 0.
40' Chisel Plow  Group .00 .00 0. 0. 0. 0.
Rodweeders aroup .00 .00 0. 0. 0. 0.
IN 1460 Combine Group .00 .00 0. Q. 0. 0.
IX 20 run Dri}l Group .00 .00 0. 0. 0. 0.
40 WP Tractor Group .00 .00 0. 0. 0. 0.
18' scaritier Group .00 .00 0. 0. 0. 0.
40 spreyer Group .00 .00 0. 0. 0. 0.
IH 3070 Truck Group .00 .00 0. 0. 0. 0.
fruck Group .00 .00 0. 0. 0. 0.
Other squipment  Oroup .00 .00 0. 0. 0. 0.
tandcruiser Group .00 .00 [ 0. 0. 0.
OTHER BRGINNING INTRRXEDIATE DROT COMMITIWENTS TOTALS 0.
GROOP INTEANEDIATE DEST INPORMATION 18 AS POLLONS:
loclnnlnf erincipel 0.
Time Period Remaining $. Yoars
Interest Rate .0 Percent
Rate Type variable
month Paid December

Insurance premiuse for farm assets are paid in October

ARPLACEMENT THPORNATION POR QU3 PWRINT

8001 PeRIT NOURS AT NAXDUN  REPLACENENT  ACE WNEM NOURS WHEN . LRASE COST PINANCING TYPR OF PAYMENT
NANE TRADSIN HOORS o PORCHASED  PURCHRASED (8/7HONTH) S00URCR RATE  SCHEDOLE
Cose 4994 Tract 10000, 11000, 146007, 9. 0. a300. Private Pixed Annual
40’ Chisel Plow 9000, 00. 30000. Q. [ D 1500, Growp  Verisble Annual
re 9000, 9000, 0000, | [ B 0. 300. Greup  Varisdle Anvwae
1460 Combine 9000, 9000, 142200, 0. 0. 3000. Qroup  Varledle M
18000, 0. 0. 800. Greup  Varisdle Annwel

™
™ 28 run Oril) $000. $000.



0 WWP Tractor 9000. $000. 20000, 9.
"' uum-r 2000, 000, 1000. 0.
40° Sprayer 000. 9000, 4500, 9.
IN 3070 Truck 900000, 900000. $0000. 9.
otheF squi T'9000. 9000, 9800, "
r equipment ' . .
Landeruiser 180000, 180000, 31000, 0.
FIND GPERMATIONS POR BACH CROP
OPERATIONS FOS NORE TUAN VB CROP
CPEATION NUG/ THER FRIOS COI?  MATERIALS CERGCAL PV NS
QUIMEINT WIS ACCOWIL] S /Y COST/ICAR  CORTIAC (GAL/AC)
Syrey hevnive v 1y - et 1 N1 800 1400 i)
oor
40 fpreyer
Thie spersiion was portervad for Wpring Waset iy
1.0 20 N1l . N1 400
Cone 4194 Ty
' Chisel Plow
TRie speretion was perfornnd tor Spcing Wieat Sarley
ity m - B il N LI 33
(‘a 4944 Treet
1 Searitior
T™his speretion wan perterond for Spring Waost uriey
saazily oW 008 L} nll) 2330
Cone 4HN4 Tract .
13’ Searitier
This eporetion vad perfersnd for Mpring Wheat bariey
wids liae SVIL APR % - APR DD e R1J Ml il
Cane 4994 Trast
re
This rperation wee petlerced tor Bpring Whwat bdarioy
Custen Pore WA 14 - APR 1Y N1} K1) [ Bl 00
Re_oquippent wied
This speretion vas periormad for Bpring Waeet berley
OFSPATIONS PEIPONED JPRCIFICALLY FOR Sprisg Waset
OFDAATION MUR/  TDNR PERICO COST MATERIALE CWDMICAL PFUKL WSS
BQULPENT USED  ACCORILI SNED JUNIT COST/ACRE  COST/AC GALIAC
wide llae OVl L IR 1) alll 408 NIl A
Code 4994 Trast
Modvesdere
Plant Weset WY 1 - MY I RIl} .0 il Bl
Cove 4996 Traet
20 e brill
prey t L BRI N1l e .78 N2
Landarviver
88 Spreyer
Barvest Waset L. BURN 21 . b0 A N1t
I3 1489 Combine
Usege ¢! squigsmat (e bessd o8 srep yield
OPERATIONE PEAFONED SPECIPICALLY FOR Pullew
orsAtTion “I TN PERIOO CORY  FATERIALS  CNBMICAL MURL U8
WU T ACORI. 1 NED JUMTIT CORT/ACAE  COST/AC  (GAL/AC)
o !miﬂ(‘ ona.ma-
OPEIATIONS PEN"AED SPICIVICALLY FOR Qats
OFWRATION WANE/  YTMR ml“ CONT  FATERIALS CEEKICAL NAL Wil
e B JOMT? COSTIACAR  COST/AC  1GAL/AC)
O IPICITIC CPDATION
OMEMTIONE POVONEE SPOCIPICALLY FOR Basliey
OPERAYTION MU/ YIIR PERICD COST  MATERIALS CWBNSICAL ML WIS
SQUIMEBIT \BED  ACCOWILS SUED JAUMTT CORT/ACAR  COST/AC  IGAL/AC)
Plaat Bariey AR 1 - AP 30 nl] Nl 31.40¢ 1
Coss 4004 M?
28 rue Drild
Barvest Barley L ARIEE 1) 40 L) ot o
I 1460 Condine
Usegs o8 oquipment is besed sm arep yleld
OMBATIONS PRIPONED SPECIFICALLY FOR Blank
OPERATION NUE/ TTIE PERIOS CU?  IATERIALS  CHIICAL PUBL N8
0 ACCONPLISNED /WY COSY/ACER  COST/AC  (QAL/AC)

L i ]
“A JMCINIC CPEMTION

0.
0.
0.
Q.
90000,
0.
0.
FIND TIME LABOA USB
N/ACRE)  1SNS/AL)
e “nve
L0 BEE)
0328 9230
Nt ) 4
Nit] 13
Al ] RI111)
PIRD TINE LABOR B8
IRRE/ACRE) (MRS /AC)
0120 0130
N1} 4930
.nn Ni%)
N1t 0820
FIND TTHR LANOR B8
(RRB/ACRE)  (BM/ACH
PIGD TIME LABOR NS
INRS/ACRE] (NS /AC)
PIELD TINR LABOR &"l
(BRS/MNE}  (KN/AC)
0 S
n A
PIND D@ AN BB
(RNS/ACRR)  (RDS/AC)

200. qroup varfable Annus
400, Group variable Aanus
200, Group variable Annua
800. Group Variable Annusl
$00. aroup Varisble Annua
3. Qqroup varisble Annus
400, QGroup varisble Annus
PERCINE COETS PAID BY LANDLORD

PER WNIT PRATEAIALS CUBRICALS

R K ..

KT 40 .

N1 000 000

K] K1) -

KT 1] e

)
. K11 e

PERCOIT COSTS PAID BY LANDLORD
PER MIT MATERIALS CWENICALS

000 004 -400
N1 R1l} e
N1 408 000
NI N1l) L L]

PALD WY LANOLOMD

CosTS
CUINICALS

rencet
R NIT  MATERIALS

FERCINT COSTS PAID Y LANDLORD
PER W IY MATERIALE CHBNICALS

PERCINY CORTS PALD BY LANOLOMD
PER AMIT WATERIALS CHENICALS

.0 L] e
008 480 e
PEACIINY COSTS PAID 0T LANOLORD
PER WMET PATERIALS CRERICALS

CONPOPISINETRININITLICLISIGENERAL PINANCIAL INPORMATION POR THE PARMOR OISO s 00RO RORIRRINS

SEGINNING SET OF LOWG-TERN ASSETS

58-578 0 - 92 -~ 5
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DEPRECIABLE SALVAGE

ASSET CODR  PORCKASE MARKET YRAR YEAR
DRESCRIPTION NO. mics VALUR L PURCHASED MKnes Lire VALVE
1]
Wome Place 1. 150000, $20000. 0, 1978, 2100, 0. 0.
INCLUDRD WITH THIS LAND ASSET 18
Kouse 3. 310000, 18000, 1948, 1978, 0. 0. 0.

SBOINWING DRST INPORMATION POR LONG-TERM ASSETS

IAL PAYMENT INTEREST

ASSEY piixd CURRENT
DRICRIPTION PRINCIPAL PRINCIPAL PAYMENT PERICD
Nowe Place 28009, 18000. 4474.7)  Annua)
House 0. .00

OTHER BBGINNING LONG-TERM DEST COMMITTMENTS TOTAL §

GROOP LONG-TERN DRST INPORMATION I8 AS POLLOWS:
Beginning Principel 0.
Time Period Rewsining 0. Years
Interest Rate .0 Percent
variable
Decenbde

Rete Type
Month Pajd r

RATE
15.0
.0

0.

RAYR TOTAL  PAVMENTS HONTH
TYPR PAYMENTS REMAINING PAJD

Pixed 20.
0.

NINDMOW CHANGE IN CASH FLOM REQUIRED TO QUALIPY POR AN OPERATING LOAN

loom IAT!O INTRRVALS
1,000 -90000.
Ages of chdnn (ln yosrs) are as follows: 36, 0.,

SOCETICNINSIINIERIITIVIOGENTRAL TAX INPORMATION POR THE PARMIOCot0000s0seedttscsvsvre

PROPEATY TAX RATES PEX THOUSAND Mﬁsouaucm VALUR ARE:

Home and buildings .
Parm land 3.800
Squipment and livestock 0

MONTHLY LIVING RXPENSES POR RACH PARTNER

nnmron ) nwto pertner 42 8 lxwt

Housing . . 0.
Ocilicies 9. 60, 0. 60.
Puel 298, 50. 0. $0,
Pood 490. 0. 0. 0.
Medfcal Insur 3. 0. 0. 0.
Medical Rxpense 40, 0. 0. 0.
Retirement ., 0. 0. .
HE 0. 2.

Miscellenecus 141,

PERCENTAGE OF INCOME ALLOCATED TO RACM PERSON POR TAX PURPOSES

Partner 61 Partner 92
Off-rarm Income 0. 100.
Parm Income 80, $0.
Mon-Farm Govermmant
Paymants 0. 100.
Charitable
Cmtrlwuom 3. 3.

PREVIOOS YRARS TAX PAYMENTS AND CARRYOVER LOSSES

Qovt Pension 800. 500,
Podara) income 16000. 16000,
state Income 0. 0.
Carryover Loes 0. 0.

AVERAGE PEDERAL TAX RATES POR PREVIOUS YRARS

YRAR T-3 »370 37
YRAR ¥-2 .370 370
YEAR T-] 37 370
YRAR P-4 70 .37

INCOME BOUALISATION DRPOSIT INPORMATION

Income Bres 99100, 99100,
$000.

sepinning Ba $000.

NISCELLANBOUS TAX AMD OTNER IMPORMATION

Linit on section 179 mlnt is 10000.
Carryover net opersting less ls 0.

rartner ¢3

INSURANCE COST
(PER $100 VALOS)

1.020
1.500

PIRANC ING
SOURCE

Decenber single

CHANGE TN CASH FLOW  PRENTONS ON VMXA-:lo-: RATE LOANS
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Rate for wWorkmens Compensation lnwunn is .00
fxchange rate from native currency to $U3 {s ,7900
Previous years personal fncome for farmer was 63000,
Rach parctner assumed tax status is married. (iling separately

BALANCE SHEET FOR THR FPARM AS OF DECEMBER )1,1990

AsseTs LIABILITIES
CURRENT CURRENT
Cash on hand 0. Ending operasting loss 0.
Savings 10000. Accrued taxes:
Livestock inventories 0. Pederal 0.
Crop inventories 0. State 0.
value of crop in ground 0. Self-smployment 0.
Accrund rent 0.
CCC loan 0.
INTERMEDIATE INTERMEDIATER
Machinery value 172918, principal owed on machinery 0.
sreeding lives~ock value 0. principal owed on livestock 0.
LONG TERM LONG TERM
Land market value £20000. rarm morcgage 15000,
rarm buildings 15000,
Home (s) 0.
oftf-farm investments 0.
TOTAL EQUITY 702919,
TOTAL ASSETS 717918, TOTAL EQUITY + LIABILITIES 717918,

GENERAL PINANCIAL INFORMATION

Curvent asset-to-liability ratio #reesese

Intermediate equity ratio 1.0000
Long-term equity ratio .9720
Overall beginning equity ratio L9791
Haximum allowable debt ratio

on any intermediate-term asset .9000
Maximum allowable debt ratio

on any long-term asset .1000

Discount rate used in calculating NPV is .100

COFNERNIOIORNOINICNERIIRNNNSICNERAL STATXS.T!CM XNFOWT‘ON FOR Tug FWI'O.'l'l'l!l'.l.'ll"l"l

The Distribution Por Spring wheat Yield Is Normal
Mean ¢35,9000 Sed. Brror =18.9700

The Distribution For Fallow Yield Is Normal
Mean = .0000 std. EBrror s .0000
The Distribution Por Barley Yield Is Normal

Mean =39.9000 Std. Error »19.3900
The Distribution Por Blank Yield Is Normal
Mean = ,0000 Std. EBrror =« .0000 °
The Distribution Por Spring Wheat Price Is Normal

Mean = 2.9800 ».d4. Brror = .6600

The Distribuction Por Pallow Price Is Normal
Mean = ,0000 Std. Error = .0000

The Distribution Por Barley price 1s Normal
Mesn s 2.3800 std. Error = .6700

The Distribution For Blank Price Is Normal

Mean = ,0000 Std. grror = .0000
The Distribution Por Prime interest rate Is Normal
Mean « .1500 std. error s .0000

THE POLLOWING RANDOM VARIABLES ARE TREATED AS DETERMINISTIC IN THE ANALYSIS

VARIABLE NAME INITIAL VALUR
Oats Yield ,000
Oats Price .000
Puel inflation lggg

Chemical inflation 1
Material inflation 1
Labor inflation 1.000
Repair intlation 1.000



Now eguipment infl,
Lesse equipment inf.
Per unit cost int,
Misc. cost inflation
Land inflation
Iu:ldtnq inflation
cr

GNP Deflator
Nat. net farm income

SCALERS
VARIASLE

Spring Wheat  Yield
Pallow Yield
Oats Yield
Barley Yield
8lank Yield
lprlng Wheat Price
Pallow Price
Cats Price
Sarley Price
Blank Price

Prime interest rate
Puel inflation
Chemical inflation
Material inflation
Labor inflation
Repair inflaction
New equipment infl.
Leaase equipment inf.
Per unit cost inf.
Misc. cost inflation
Land inflation
Suilding inflation
crl

GNP Deflator

Nat. net farm income

SCALRRS
spring Wheat Yield
Pallow Yield
Oats Yield
Barley Yield
Blank vield
spring wheat Price
Pallow Price
Oats Price
Barley Price
Blank Price

Prime interest rate
Puel inflation
Chemical inflation
Material inflation
Labor inflation
Repair inflation
New equipment infl.
Lease equipment int.
Per unit cost inf.
Nisc. cost inflation
Land inflation
:\:ildim inflation

GNP Deflator
Nat. net form income
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PIRST CORRELATION NATRIX

spring wheat Yield
sarley Yield

SE2COND
mlng Wheat Prlcc
ce

J7546 . 49%¢
»0000 1,000V

CORRELATION MATRIX .

4283 .7%61
.0000 1.0000

lud ter nndo. mnbor generator is 4679¢.

© CROP NAME
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Qats .0000
Barley .0000
Blank ,0000
REQUIRED ACREAGR [N SET-ASIDE (PERCENT)
spring Wheat .¢000
rallow .0000
Cats 0000
Sarley .0000
Slank 0000
OPTIONAL ACRERACR IN PAID DIVERSION (PERCENT)
spring wheat L0000
Fallow .0000
Oats .0000
Barley .0000
slank L0000
PAYMENT RATE/ACRE ON PAID DIVERSION
spring wheat .0000
rallow .0000
Oats .0000
Barley .0000
slank .0000

OPTIONAL ACREAGE IN PIK DIVERSION (PERCENT)
Spring wheat .0000

rallow .0000
oats .0000
Barlay L0000
slank .0000

PAYMENT RATE/ACRE ON PIK DIVERSION
spring wheat .0000

rallow . 0000
OCats .0000
Barley L0000
Blank .0000

MAX IMUM REDUCTION IN FORWULA LOAN WHEN
CALCULATING ADJUSTED LOAN (PRRCENT)
Spring wheast .0000

rallow 0000
Qats .0000
Barley .0000
Blank .0000

STORAGE COSTS POR CCC LOANS
8pring Wheat .0000

Pallow L0000
OCats . 0000
Barley .0000
Blank . 0000

MINIMUM LEVELS FOR PORMULA LOANS
Spring wheat .0000

Pallow .0000
Oats .0000
Barley .0000
Blank .0000

MINIMUM REDUCTIONS IN PORNULA LOANS FROM
PREVIOUS YEAR (IN PERCENT)

spring wheat .0000
Pallow .0000
Cats ,0000
Sarley .0000
Blank .0000

PERCENT OP MEAN HISTORICAL MARKET PRICE
OSED TO CALCULATE PLEXIBLE LOANS

spring Wheat .0000
Pallow .0000
Oats .0000
Barley .0000
Slank .0000

PERCENT OF BASE ACRRAGR ELIGIBLE POR
DEPICIENCY PAYMENTS

spring wheat .0000
Pallow ,0000
Oats .0000
Barley L0000

slank .0000
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PRODUCT JON IL!FPMIOON IDLED ACREAGE (PRERCENT)

!prtnv Whest 00
Pallow .0000 '
Oats L0000
sarley . 0000
slank . 0000

PER ACRE COMSERVATION RESERVE PAYMENTS BY CROP
fpring Wheat Q000

Pallow .0000
Oate L0000
sarley .0000
Blenk .0000

PIXED MARKETING LOAN -
REPAVIENT LEVEL AS A PRRCENT OF NONRBCOURSE LOAN

spring wheat .0000
Pallow .0000
Cats .0000
Barley ,0000
Blank .0000

VARIABLE MARKETING LOAN -
DirrmapCe lmg.govomw PRICR AND MARRET PRICE

Spring Whaat

Pallow .0000
Oats .0000
Sarley ,0000
Blank L0000

PRACENT OF ADVANCE DEFICIENCY AND PINLEY PAYMENTS
PAID IN PIK CERTIFICATES

spring wWhaast .0000
Pallow .0000
Cats .0000
sarley .0000
Blank .0000

PRRCENT OF REMAINING DRPICIENCY AND PINLEY PAYMENTS
PAID IN PIK CERTIFICATES

spring wheat . 0000
Pallow . 0000
osts .0000
Barley .0000
Blank .0000
CROP INSURANCE GUARANTEERD YIELD LEVELS (PERCENT)
spring Wheat 75.0000
Pallow .0000
Cats .0000
Sarley 75.0000
Blank . 0000
CROP INSURANCE PRICE n.ncnou
spring Wheat 2.500
Pallow .0000
Cats . 0000
Sarley 2.5000
Blank . 0000

CROP INSURANCR PREMIUM (PRR $100 COVERAGE)
spring wheat 6.0000

Pallow . 0000
Oats .0000
Barley 6.0000
flank .0000

GRAMNM-RUDMAN PAYMENT REDOCTION LEVELS (PERCENT)

PAYMENT LINITATIONS:

Deficiency paymant 0.
Pinley psymant 0.

HIFTORICAL YIELDS USED 7O CALCULATE PROVEN YIELD
CROP NANE 1990 1909 1980 1987
spring Wheat 44.10 €46.10 36.70 45.90
Pallow .00 .00 .00 .00
Oats .00 .00 .00 .00
Barley 39.70 30.90 35.30 €7.00
Blank .00 .00 .00 .00

HISTORICAL PRICES USED TO CALCULATE VARIABLE LOANS



Spring Wheat
Pa..

Oata

Barley

Blank

.60
-00
“00
‘00

.00
.00
.00
.00
.00

FORMULA LOAN FOR 1990:

Spring wheat = .000
Fallow = .000
Cats - .000
Barley = .000
Blank = .000

PERCENT OP GROSS REVENUE SUBTRACTED TO PARTICIPATE
IN COVERNMENT PROGRAM

Spring wheat
Fallow

Qats

Barley
Blank

BUSINESS ACTIVITY
Crop placed in loan

.0000
.0000
-0000
.0000
.0000

MONTHS IN WHICH THE POLLOWING TRANSACTIONS AREPERPORMED

Crop taken out of regular loan

- PIK certificates sold
CRP payments received
Marketing loan repaid

Crop insurance premiums paid
Crop insurance indemnities pd

1

.00 .0C
.00 .00
.00 .00
.00 .00
.00 .00

Spring wheat

September
October

.00
.00
.00
.00
.00

Pallow

September
October

Oats

September
October

Barley Blank

September September
october October

161



CASN FLON STATIDGNT POR 1993

Narch 51 I
x January Pebruary apr. Nay uoe July August Septesber Octeber Neovember Deessber
Begimning Cash 0. 200. 0. 3100. 0. 8. [ ] o. 0. [ 9. 8.
M1k and Livestock Prod 0. Q. 0. e. 0. 6. ] 0. 9.
Crop receipts 3881, 0. 29896 . 23%8 9. 0. 3881 0. 0. 2388 . 0. 948,
Cull Livestech Sales [ Q. 0. [] [ B 0. . 0. ° Q.
Direct Gevermmsnt Peyme 0. 0. o. °. 0. [ [] 0. °. 0. 0. °.
Direct Governswnt Loans 0. 0. o. 0. 0. 9. 0. [} e. 0. 0. .
Other Government Payses 0. 0. [ B 0. 0. [ o 0. 9. 9. 9. 0.
Niscellaneous Income 0. [ 8. 0. [] 0. 6. 1099, 8.
TOTAL AVALLABIR CASK 3881 100. 29396, 2468. 0. 0. 3851 .. 8. 21307, 0. Wy,
CASE PSQUINED
Per Unit Cests 0. 0. 0. 0. 0. [ B 9. [ B 0. . 0. [ B
Peed Costs 8. 9. 8. ¢. e. [ B 8. e. 9. . 8. 0.
Risc. Livesteck Dpense 0. 0. ®. 6. 0. 0. 0. [ e. 0. e. e.
Nateria) Costs 0. 0. 6. o. 4080. 9. 0. [ B ®. [ B 9. .
Chemical Ceste 0. 0. 8780.  318300. Q. 702¢. 726. [ B 0. 0. $310. $690.
Pusl Ceets 0. aes. 976. 897, 1138. 30. 332. e. 0. 8. [ 21 166S.
Laber Coste 0. 9. 0. 0. B . 0. 9. e. 0. e. e.
Premivee S. o. s. 0. o. 0. 9. [ B 7864 2213. o. 9.
Repeir Costs 0. 338. 390. 364 1358. €. ve. 0. 8. e. . 34808,
Bguipment Leass Cests 9. 8. 9. o. 0. [ B ©. . . 0. [ B 9.
Beui Down Pey 0. 0. 0. 0. 9. e. 0. 0. [ B 8. . 8.
Lanéd Cash Rent Costs 0. 8. L e. 0. 0. 0. 8. 9. 8. e. 8.
Wet Cash Withdrswals 3006. 3006. 3006. 3006. 3006 . 3006. 3006 . 3006. 3006 . 3006 . 3006 . 3006.
Rise. Crep Rxpensece 100. 300. a7rs. 300. 100. 100. 100. 100. 100. 100. 100. 108,
peyRants s
Iatermediate 0. 0. 8. 9. 0. 0. 9. e. 8. B e. .
Leng-term 0. 0. [ B 0. 0. [ B 9. [ 0. 6. 0. .
t Leane ] e. ®. e e. e. e. . 8. 0. [ 8 e.
Tax paysents:
Podere) 0. [ B 8800 . 0. [ ] 800. e. 8. e800. [ B | B 5880
Stete iscess 0. 0. [ ] 8. [] . [} 8. e. . 9. N
Lecal prep-~>- 0. ° 0. ] [ ] 0. 0. .. LB s. 1873, e.
Selt-employsent 0. 0. 275. 9. e. 278. 0. 0. 2. e. 9. 8.
REQUL 33106, 4390. 32472. 13167, %82, 19300. 1072s. 3106 20044 13318. 15336, 7618,
TOIAL AVAILABSLE CASE LESS
TOTAL REQUIRDDTS 446 ~4290. T138.  -12699. ~9582. -319300. -T182. ~-3106. -2004s¢. 989, -18336. 49334.
PUS: Cash Lrom
sevings 0. 4290. 0. 12699. 73e. o. 0. 0. o. [ .. o.
NET CASE POSITION [ o. 112s. 0. -0648. -19300 -7182. -3106. -20044. 8989 -10336. 9334
LESS: Cesh added to
savings 366, o. T038. 0. 0. 0. Q. 0. 8. 0. 8. 8.
LESS: Cesh used to reduce .
epereting loan 0. 0. e. o. o. 0. o. 0. .o, 999 . 9. €.
ATD:  Transter te eperst
loan h'l . 6. 9. 0. 8848. 19300, 7183, 3106. 20044. 0. 18338 e,
BOING CASN 0¥ BAD 100. e. 200. 0. 0. . 0. o. 8. 0. 9. 9. e.
BDING STATUS (PRINCIML o
sav, 20468, €341. 13363. 6. 0. 0. 0. .. 0. 0. 8. 10008.
Opereting lean 0. . . e. 830¢. 38451 6081 . 39668, 837, $2131. T1304. 33871

(474 §



CASH PARM INCOMR
Crop Receipts
Milk and Livestock Receipts
Direct Government Payments
Crop Insurance Indemnities
Direct Government Loans
Less: Repsyment of Coverment Loans
other Parm Income
Savings Interest
Other Government Payments
TOTAL CASH RECRIPTS

CASH PARM EXPENSES
Per Unit
Materials
Chemicals
Pruel
Labor
insurance Premiums
Yeed Purchases
Misc. Livestock Expensas
Equipment Repair
Equipment Lease
Cash Rent

Interest:
Operating Loan
Equipment and Livestock
Land and Buildings
Other

Property Taxes

Misc. Crop Expenses

TOTAL CASH EXPENSES

NET CASH PARM INCOME

¢+ Ending crop inventories
+ Change in value of
crops in ground

Leonomic depreciation
Equipment

Long term assets
NET FARM INCOMR

- Pederal income tax
~ Social securicy
= All state taxes

NET INCOMR APTER TAXRS (NIAT)

+ Land capital gains
NIAT AND CAPITAL CAINS

- Net family withdrawals
¢ Change in nonfarm net worth
CHANGR IN TOTAL NET WORTH

CALCULATION OF BUSINESS TAXABLE INCOME:
Net cash farm income
- Depreciation:
Rquipment
Buildings
section 179 expensing
- Tax-deductable living expenses

Parm income transferred to individu
Soc Security tax for partner #t

80¢ Security cax for partner 02
Pamily allowance payments
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PARTNERSHIP INCOMR STATEMENT YOR EACH YRAR

"M
118303,
0.
0.
18939,
0.
0.
0.
356.
137678,
0,
4080.
44800,
6239.
9.
17076.
0.
0.
13693,
0.
0.
4082,
0.
2250,
0

1872,
1575,
95658,
43221,
0.

0.
19251.
356,
33614,

9561,
§36.

0.
135817,

0.
13517,
36068.

0.

-22551.

¢

r?gg{ucouz STATEMENT POR EACH YRAR

43221,

12044.
2000.

0.
8601,
34020,
268.
260.



INCOME TAX STATIMENTS POR rmms‘,
PARTNER §1: N
Share of farm taxable income

¢ Off-farm income

= Carryover net operating loss

- Charitable contributions

- Income equalisation depcosits
Taxable income

Pederal income tax
Medicare Levy

Total deposits in income equal.
Average income tax rate

PARTNER #2:
Share of farm taxable income
¢ Off-farm income
= Carryover net operating loss
- Charitable contributions .
= Income equalisation deposits
Taxable income

Federal incoms tax
Medicare Levy

Total deposits in income equal.
Average income tax rate

ASSETS:

Ending ceash on hand

gnding cash in savings

Rnding crop inventories

Value of crop in ground
Market value of machinery
Market value of land

Market value of residence
Market value of buildings
Mkt. value of off-farm invest.

TOTAL VALUR OP ASSETS

LIABILITIES:

outstanding operating loan
Accrued taxes

-Pederal

-gtate

«8elf-enployment
outstanding Government loan
Machinery debt
Land and buildings debt

TOTAL LIABILITIES

WUITY
BQUITY PLUS LIABILITIES

134

17010.
0

.

0.
$50.

-5000.
31460,

4780.

268,

0.
323

17010.
0.

550.

0

-5000.
21460,

INITIAL

0.
10000.
0.

0.
172918,
520000,
15000,
0.
10000.
727918.

0.
0.
v
G.

0.

0.
15000.
15000,

712918,

727918.

4780,
268,

0.
.33
MARKET VALUE BALANCE SHEET
1991

. \

153667,
§20000.
14644.
0.

0.

688311,

[ -E-X-%-3

225871,
-22439.
0.
-464.
0.

0.
12778.
12444.
675867,
688311,
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:’ National Farmers Union - January, 1992 :;
)
o e e e e e S S
n ‘;
) Y {
‘ “The Economic Policies “.
' »
1 \ {
¢: Which Have Caused !
4 |
4: This Recession 1!
‘ {
]
1' Will Not Cure It!” :)
‘} == Leland H, Swenson, ‘:
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On January 23rd, the National Farmers
Union announced an “Economic Recovery
Package” that provides a blueprint for
stimulating America’s sputtering economy.

Although the Farmers Union‘s major
objective has always been to better the
quality of life of rural Americans, we
recognize that the state of the U.S.
economy today affects us all.

Consumers whose buying power erodes
cannot purchase our products; the need
for health care reform and an energy
strategy is not limited to a single

sector of the economy; and, the scourge

of hunger and homelessness in our country
should be a concern to all Americans.

Our package begins with farm policy
reforms since farming is the basis of
sustenance, wealth creation and income
production in our country. But, it
doesn't stop there. It is the first
definitive, broad-based package that has
been developed by anyone. We want to
make it the template for policy-makers
and candidates to use in their search for

solutions this year.
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National Farmers Union January 23, 1992

Executive Summary

Recommendations tor a 1992

Economic Recovery Package:

Revitalizing U.S.

Foundation Industries

Agriculture/Food

a. A value per unit of production should be set to assure a
profitable return for the producer and to generate wealth

creation for the community.

b. Agricultural policy should seek a balance between
assuring a profitable¢ return largely from the market-place,
with supplementation of farm income, {f needed, through
deficiency payments

c. Target prices for program crops should be indexed to
the farm parity formula or other indicators of farming costs.

d. Loan rates for program crops should be adjusted
upwards to hold down the potential exposure to the cost of

payment programs.
¢. The dairy support level should be set at not less than

$13.50 per hundred pounds in 1992, with provision for an
inventory-management program or voluntary diversion

program.
f. The federal milk marketing order program should be

retained. Steps should be taken over a period of years to
convert the existing 42 market orders into a lesser number of

reglonal orders.
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Health Care

NFU RECOMMENDS:

1. Farmers Union urges that farmers and other self-
employed persons be allowed a full tax deduction for

premiums paid for health insurance.
2. A tax deduction should also be allowed for t! e co-pay

portion and deductible portion of health insurance for all

Americans.
3. NFU urges immediate rural/urban equalization of

Medicare reimbursement to hospitals and doctors.

4. NFU urges the Congress and the Administration to
approve a universal health care program providing health
service access to all Americans at an affordable cost.

Tax Policy, Economic Growth

NFU RECOMMENDS:

Farmers Union urges that steps be taken to increase the
progressivity of the federal income tax by creating additional
brackets at the higher levels.

Consideration should be given to establishment of a tax
deferral incentive for farmers and ranchers who sell their land
to a beginning farmer for operation as an independent unit.

Farmers Union favors restoration of income averaging for
farmers and permission for all Americans to be allowed tax
deductions for investment up to $2,000 annually in an
authorized individual retirement account. N

Farmers Union recommends the adoption of a ti .nsfer
tax, imposed on the value of publicly-traded stocks or
commodity futures contracts. ,

Jobs and Education

NFU RECQOMMENDS:

There is a need to increase funding for education at all
levels, including the Senior Community Service Employment
Program and the Job Training Partnership Act.

For America to be competitive, higher education must
in}cmv be made universally available to all who can benefit from
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NFU urges a commitment to a long-term public works
program to retrain and employ people throughout the United

States.
Jobless pay should continue as long as declared

recessionary conditions exist, and certainly not less than 52
weeks.

Food Aid/Trade

NFU RECOMMENDS: .
Farmers Union believes that while overt export dumping

of farm products should be discouraged, export credits and
other incentives may be necessary as long as other exporting
nations use them aggressively.

Currently, the U.S. Export Enhancement Program (EEP) is
limited by statute to program crops and dairy animals.
Legislation would be needed to authorize use of the EEP

system for value-added exports.

The Dunkel package for settlement of the Uruguay Round
should be rejected.

Negotiations of a North American Free Trade Agreement
should be delayed until full environmental and economic
impact statements have been published and widely debated.

Energy

NFU RECOMMENDS:
The U.S. needs a comprehensive national energy policy,

designed to achieve a reasonable level of self-sufficiency. Such a
policy should be developed to encourage broad-based
development measures for a variety of energy supplies to
reduce dependence on imported oil.

Various renewable sources of energy should be developed,
including alcohol from all sources, wind, solar and hydro

power.
NFU urges the development of our natural resources,

such as natural gas and coal gasification, and continued

emphasis on conservation measures. .
NFU urges the study of the conversion of closed military

facilities to energy development sites.
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Hunger/Nutrition

NFU RECOMMENDS:

Budget allocations for federal nutrition programs
should be increased to serve the obvious, demonstrated

needs.

Money and Credit

NFU RECOMMENDS:

Farmers Union urges the establishment of a floating cap
on interest rates for consumer credit, credit cards and other
loans. For example, interest rates could be capped at three
percentage points above the cost of money.

In regard to the Agricultural credit situation, Farmers
Union urges that the Farmers Home Administration's
guaranteed loan program be simplified, that FmHA rules and
regulations be revised to better serve the needs of farmers who
lack other financing, that direct lending be restored for
all farmer loans.

The debt repayment ability of agriculture will remain weak
as long as federal agricultural support programs fail to
enhance returns to farmers. For those farm borrowers with
troubled loans, recultgfnfrom causes beyond their control,
effective debt restructuring may be required.

Farmers Union strongly urges the continuation and ample
funding of programs of the Small Business Administration.

Environmental Protection

The protection of our groundwater resources is
critical not only to continuing farm operations, but as a
source of drinking water for rural residents. Our
groundwater must be protected from being
contaminated in the first place and quickly cleaned up
when pollution does occur.

Crash efforts should be taken to test and re-register
pesticides and other potentially toxic chemicals.

Major efforts should be made to clean up hazardous
waste sites.

Monitoring and regulation of landfills and city wastes
should be intensified and safeguards should be taken

against air or water pollution from huge confinement
systems of dairy, meat or poultry production.
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Housing/Homelessness

NFU RECOMMENDS:

Congress should increase provision for housing
assistance through the Housing and Urban Development
(HUD) agency in urban areas and through Farmers Home
Administration for rural areas. This would respond to
obvious needs and stimulate economic demand in home
building and home furnishings.

The program should include allocation of units in
rural areas since substandard housing there is a glaring
problem.

The FmHA Section 504 program of loans and grants
for repair and weatherization of homes of rural, low-
income elderly homeowners should be continued and

expanded. '
Highways/Infrastructure

NFU RECOMMENDS:
Congress must take effective action to assure that

necessary transportation and infrastructure facilities are

maintained i{n rural as well as urban communities.
Federal, state and local support must provide an

integrated system to serve America’'s farmers and rural

residents.

Economic, Regulatory, Budget Policy

NFU RECOMMENDS:
Farmers Union regards Gramm/Rudman as a failure.

Gramm/Rudman II has not worked any better. Now we have the
Budget Summit Package of 1990 and are faced with
horrendously rising deficits. It is time to get rid of these tools
which have not worked and have mafe our problems worse.

Preferably, Gramm/Rudman and the 1990 OBRA Act should
be repealed, but at least Budget Summit provisions should be
waived, so that Congress can provide sufficient funding for
measures to lead immediately to a viable economy.

The executive and legislative branches should fully carry out
tl;e directives of the Full Employment and Balanced Growth Act
of 1978.

Ten years of Executive Branch indifference to concentration
in the livestock and grain markets and in the economy
generally, together with massive foreign take-overs of American
businesses, and disastrous deregulation of banking and airline
industries, make it now essential to restore regulatory and
antitrust policy vital to the protection of consumers, farmers

and small business.
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Next 15 Pages -- Fact and Philosophy
of the NFU Economic Recovery Plan

The economy of the United States is in secvere trouble. In January,
1892, h current recession became the longest recession since the end
of Wor d .7ar II. It exceeds in length the 1974-75 and 1981-82 crises.

Unemployment stands at a 6.8% level. But, If one includes those ‘.
who have left the labor force and those who want to work full-time but ‘
can find only part-time work, the combined unemployment and under-
employmeunt rate is closer to 16%. (

{
{

Since the Bush Administration took over in January, 1989, over two
million more people are unemployed, flve million more people have had
to resort to Food Stamp assistance. -

The economy has been stagnant for three years. The purchasing b
power of the American people has declned {n Rural America and in the ‘
major cities. ‘

In October, 1991, alone, these major flrms have layed off workers:

American Express Sears
Pacific Telesis Campbell's Soup 1
Hercules Citicorp )
Amoco AT&T {
Raytheon IBM }
Westinghouse Bell Atlantic ‘
Allled Signal Rockwell )
RJR Nabisco Time, Inc. ‘
Boeing General Electric }
United Technology Walmart
Exxon Chase Manhattan ¢
U.S. Shoe Phelps Dodge )
In order for the U.S. economy to regain vitality, national priorities "
must be redefined and re-ordered. l’
The {..p priority of the Bush Administration and the Congress must {
|‘ be a full-en-ploymeant, full-production economy. ‘}

" An Economic Recovery Package must address the needs of the
American people, not serve the greed of transnational corporations.

‘ Most of this National Farmers Unlon Economic Recovery Package 1
j can be carried out within the authority of existing law.

() "We had to balance the budget of the American people before we ‘1
" could balance the budget of the federal government," ‘

™

— Franklin D. Roosevelt
October, 1936

P N W g T GRS e Py
e s i ot sl o e o am e g W W S
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National Farmers Union enuery

'92 Economic Recovery Package

Agriculture As A Vital Factor in The National Economy

Agriculture {s the most important industry in wealth creation and Income
production In the 2,400 nonmetro counties of the nation. The a'ricultural comples

accounts for 19% of the tota] employment of the nation.
There are 6 mlillion farm-related jobs in rura) counties as | 34 million such jobs

in metropolitan counties. Thus, 70% of the farm-related jobs are In metro areas.
The long-runaning agricultural recession has caused an alarming loss of jobs
during the past 16 years. Almost 600.000 jobs bave been lost in farming and

agribusiness since 1978.

The 1990 Farm Act has weakened the economic position of farmers, reducing
net farm income and eroding the farm balance sheet. Farming outlsys are forecast to
increase by about 63 billon in 19092, while farm fncome is expected to drop. Total
net farm income s projected to decline by $) bllllon in the 1992 production yesr.
Farm asset and equity growth is Likely to be weak and to lag significantly behind the

inflation rate.
In October 1981, prices received by U.S. farmers stood at 49.61% of parity, the

lowest point in 76 years of such reported dsta. The October, 1991 flgure was 3.5
points below the poorest reading in the Great Depression.

To stop this deterioration of {arming and the rural economy, National Farmers
Union belleves that major re-direction of U.5. farm policies will become absolutely

necessary. -

NFU RECOMMENDS:

a. A value per unit of production should be set to assure a
profitable return for the producer and to generate wealth
creation for the community.

b. Agricultural policy should seek a balance between
assuring a profitable return largely from the market-place,
with supplementation of farm income, if needed, through
deficiency payments

c. Target prices for program crops should be indexed to
the farm parity formula or other indicators of farming costs.

d. Loan rates for program crops should be adjusted
upwards to hold down the potential exposure to the cost of
Payment programs.

¢. The dairy support level should be set at .ot less than
$13.50 per hundred pounds in 1992, with prov.sion for an
inventory-management program or voluntary diversion
program.

f. The federal milk marketing order program should be
retained. Steps should be taken over a period of vears to

convert the existing 42 market orders into a lesser number of
regional orders,

*The economy has been weak for three years, reflecting structuring problems
of the 1980's and we're paying for {t now. You can't keep the economy going

Sorever by building empty office buildings and Patriot mlissiles.”
Economist Lawrence Chimerine

SNy
PR e N
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Jonuery, 1992

National Farmers Union

'92 Economic Recovery Package

Paying Too Much for Inadequate Health Care

More than 3T million Americans are without any heslith care protection while
medical and hospital care costs advance at two to three times the inflation rate,

Loss of jobs often results is loss of health insurance.

An slarming number of the 2,700 community hospitals {n rural America are
under stress because of inadequste Medicare relmbursement rates. There is a payment
differentisl of 25% between rural and urben hospitals. Underfunding of Medicaid
services by federal and state governments bas affected low-income people who most
pced these services, Many persons flnd it difficnlt to reach doctors who will accept

Medicald patients.

Cost contalnment continues to be a crucial need. President Jimmy
Carter declarcd that ™if we fall as & nation to restrain health care inflation, it
will be because we lack the strength and purpose to do 8o, not because we lack

the means.
President Nixon imposed effective health care cost controls in 1972, but

then removed them under pressure from the industry.

NFU RECOMMENDS:

1. Farmers Union urges that farmers and other self-
employed persons be allowed a full tax deduction for
premiums paid for health insurance.

2. A tax deduction should also be allowed for the co-pay
portion and deductible portion of health insurance for all
Americans.

3. NFU urges immediate rural/urban equalization of
Medicare reimbursement to hospitals and doctors.

4. NFU urges th: Congress and the Administration to
approve a universal 'health care program providing health
service access to all Americans at an affordable cost.

“1 don't think it's possible to say that we are a civilized nation wben so
many of our people do not have long-term care, do not have health {nsurance.”
~U.6. Seastor Jay Rockefeller,

Chajrman, U.S. Commission on Comprehensive Bealth Care
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'92 Economic Recovery Package

Tax Policy and Economic Growth

Our federal income tax system was wisely founded on the principle of equity and
progressivity.

Gtated simply, the intent was that persons ia similar circumstances with similas
incomes and assets should be taxed allke, and those who have more should pay higher
tates than those who have less.

Progressive tax rates ensure that the burden of taxstion will vary with abllity to

pey.

: However, the progressivity of our tax system has been damaged severely by the
tax reform legislation of the 1980's. The share of federal revenues pald by the wealthy
has dwindled while the tax burden on the middle-income taxpayer has Increased.

While the income tax has become less progressive, the Soclal Security tax
system has continued to be very regressive in impact. The net effect has been to
aggravate an already heavy burden upon the middle-income taxpayers

Not only have the wealthy been given substantial tax concessions, but many
high-income individuals pay o income tax at all

National Farmers Usion believes that a reduction of capital galns tax rates
wounld be a windfall principally for high-income taxpayers. The top 2% of the income
taxpayers get two-thirds of the benefits of capital gains concessions.

NFU RECOMMENDS: .

Farmers Union urges that steps be taken to increase the
progressivity of the federal income tax by creating additional
brackets at the higher levels.

Consideration should be given to establishment of a tax
deferral incentive for farmers and ranchers who sell their land
to a beginning farmer for operation as an independent unit.

Farmers Union favors restoration of income averaging for
farmers and permission for all Americans to be allowed tax
deductions for investment up to $2,000 annually in an
authorized individual retirement account. )

Farmers Union recommends the adoption of a transfer
tax, imposed on the value of publicly-traded stocks or
commodity futures contracts.

"The last decade has been the most anti-fanily de
Depresston y cade since the Great

~— Senator Lloyd Bentsen, Chalrman, Senate Finance Committee
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National Farmers Union

'92 Economic Recovery Package

Jobs, Education and Human Resourc=2s

In 1988, when he was a candidate for the presidency, George Bush pledged that
his economic policies wonld create 30 million new jobs in the next 8 years.

If his program was on target, the Bush policies should have created 11.4
million jobs during this first three years.

How bas he done? By the third quarter of 1891 280,000 new jobs had been

created. It is not easy to create new jobs when nothing {s done to strengthen
foundation industriecs, snch as agriculture, housing, construction. and eaergy.

With high nnemployment and widespread lay-offs, it is vital that important
emphasis be given to retraluing of workers for useful and constructive work.

The nation bas tremendous needs in infrastructural improvements — roads,
bridges, hospitals, schools, parks and other public facilities.

In the private sector, there will be needs for workers in the energy and
eaviroamental sectors.

NFU RECOMMENDS: :
There is a need to increase funding for education at all

levels, including the Senior Community Service Employment
Program and the Job Training Partnership Act.

For America to be competitive, higher education must
now be made universally available to all who can benefit from

it.

NFU urges a commitment to a long-term public works
giogram to retrain and employ people throughout the United

ates.

Jobless pay should continue as long as declared
recessionary conditions exist, and certainly not less chan 52

weeks.

*We can now sqfely abandon the basic doctrine of the 1980's that (f the horse

be fed enough oats, some will pass through to the road for the sparrows.”
Economist John Kenneth Galbraith, October, 1991
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National Farmers Union

'92 Economic Recovery Package

Food Aid and Trade

The experience with Public Law 480, the Food for Peace program, has been that
it has stimulated the ¢ co omic development of the reciplient countrics and ensbled
many of them to emerg i1 .0 the cconomic mainstream.

Seven of the ten leading cash buyers of U.S. farm products today are former
reciplents of the Food for Peace program. .

Food needs are acute in severs] parts of the world currently, in some instances
because of crop fallure from natural causes. The largest chalienge bas occurred due to
the disintegration of the erstwhile Soviet Union. The 1991 crops in the USSR are well
below the good crops of & year earlier. Transportation and storage problems are also

serious.

Use of CCC stocks in bumanitarisn feeding programs helps reduce government.
beld rescrves and exerts some desirsble upward thrust to farm muarket prices.

If the Urugaay Round of trsde ncgotiations under the General Agreement on
Tariffs and Trade (GATT) results in a trade pact which moves towards free-market
pricing of farm products, this will be a severe blow to people of the less developed
countries. Free market pricing will be most damaging to farmers of the developing

world, and, of course, will harm producers everywhere.

A harmful GATT pact will aggravate hunger prodblems in the world and reduce
the food-buying power of people most afflicted by poverty.

NFU RECOMMENDS:
Farmers Union believes that while overt export dumping

of farm products should be discouraged, export credits and
other incentives may be necessary as long as other exporting
nations use them aggressively.

Currently, the U.S. Export Enhancement Program (EEP) is
limited by statute to program crops and dairy animals.
Legislation would be needed to authorize use of the EEP

system for value-add *d exports.

The Dunkel package for settlement of the Uruguay Round
should be rejected.

Negotiations of a North American Free Trade Agreement
should be delayed until full environmental and economic
impact statements have been published and widely debated.

‘From 1982 to 1991, U.S. Presidents have requested $5.839 trillion in
appropriations. The Congress has authorized $5.830 trillion. $9 billion

less than what Presidents Reagan and Bush have requested.”
= Rep. Leon Panetta, Chairman, House Budget Commilttee
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National Farmers Union

'92 Economic Recovery Package

Supply and Price Concerns About Energy

Euergy shocks seem to be felt more strongly in agricultur t' n in other
sectors. Global studies of energy supplies and prices in agricalture L dicate that the
cut-off of energy supplics has usually doubled energy costs for farm producers in the

U.S. and elsewhere.

In normal times, direct energy costs account for 3.5% of total farm production
outlays in the United Gtates, while rising as high as 7.4% of operating costs when

supplies are cut off for 'hnev'e\t reason.

NFU RECOMMENDS:
The U.S. needs a comprehensive national energy policy,

designed to achieve a reasonable level of self-sufficiency. Such a
policy should be developed to encourage broad-based
development measures for a variety of energy supplies to

reduce dependence on imported ofl.

Various renewable sources of energy should be developed,
including alcohol from all sources, wind, ¢olar and hydro

power.
NFU urges the development of our mnatural resources,

such as natural gas and coal gasification, and continued

emphasis on conservation measures.
NFU urges the study of the conversion of closed military

facilities to energy development sites.

'We need a new economic plan for this COUNETY. G New econo
. mic pla
America, one that concentrates on the real needs af our people. ;ﬁ:‘f&" what

this country needs.”
= U.5. Senator Donald Riegle, Chairman. Senate Banking Committee
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'92 Economic Recovery Package

Hunger in Americ1 1s Unacceptable

Food Stamp participation had risen to 24 million persons in lage 1091, with »
400,000 {ncrease in just one month alone. Just over 50% of the participants are

children, 8% are elderly.

Food stamp participation had risen to 22.4 million persons in Jupe 1991, equal
to the level during the 1881 recession.
National School Lunch Program participstion in 92,500 schools. as of July 1,

1891, was 24.6 million students. Children receiving free or reduced-price lunches
equalled 50.3% of the total participants, the highest level Lo six years.

Even {n relatively wealthy urban countles, large numbers of students from
middle-income farailies have recently been qualifying for reduced or free lunch
services. In December, 1891, in Falrfax county, Virginia, there has been & 63%
increasc in the number of students qualifying for free school lunches, Increases of 33%
were reported in Prince Wlllam County, 22% In Arlington county, and 20% in Prince
Georges County.
Some 4.5 million children participated in the school break{ast program in July,
1991, a record level. About 43% required free or reduced-price breakfasts.

Nearly 6 million women and children benefited from the Speclal Supplemental
F¥ood Program for Women, Infants and Children (WIC), as of July 1, 1991, This Is s
little more than half of the eligible persons. Making up the participants are 1.1 million
women, 1.5 mlllion infants and 2.1 million children.

NFU RECOMMENDS:

Budget allocations for federal nutrition programs
should be increased to serve the obvious, demonstrated

needs.

'One of the most sobering facts concerning poverty and hun er in Am
that the most qfected are children.” g¢r In America is
' = Bread for the World. 1991 Report
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The Money and Credit Hemorrhage

A U.S. economlic recovery is being tmpeded by interest rates which remain too
bigh even though the Federal Reserve has cut the discount rate several times and
because banks are reluctant to lend money in the existing business context.

Interest rate ontlays are the second highest business expense of farmers.

Natlonal Farmers Unlon believes that the Treasury Department or the Federsl
Reserve should allocate credit to productive enterprises and deny losns to highly-
questionable speculative ventures such as junk-bond flnancing of take-overs and

mergers.

NFU RECOMMENDS:
Farmers Union urges the establishment of a floating cap

on interest rates for consumer credft, credit cards and other
loans. For example, interest rates could be capped at three
percentage points above the cost of money.

In regard to the Agricultural credit situation, Farmers
Union urges that the Farmers Home Administration's
guaranteed loan program be simplified, that FmHA rules and
regulations be revised to better serve the needs of farmers who
lack other financing, that direct lending be restored for
all farmer loans. )

The debt repayment ability of agriculture will remain weak
as long as federal agricultural support programs fail to
enhance returns to farmers. For those farm borrowers with
troubled loans, resulting from causes beyond their control,
effective debt restructuring may be required.

Farmers Union strongly urges the continuation and ample
funding of programs of the Small Business Administration.

'Short-run help for the economy must come

principally from lower interest
rates . .. However, the FED's action to date still have lon term interest rates
at historically quite high levels.” ’
~Lyle Gramley, chief econamist, Mortgage Bankers of America
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'92 Economic Recovery

Environmental Protection

National Farmers Unlon belleves that conservation and protection of our alr, soll
and water resources is vital to a sustainable system of agriculture,

NFU RECOMMENDS:

The protection of our groundwater resources is
critical not only to continuing farm operations, but as a
source of drinking water for rural residents. Our
groundwater must be protected from being
contaminated in the first place and quickly cleaned up

when pollution does occur.
Crash efforts should be taken to test and re-register

pesticides and other potentially toxic chemicals.
Major efforts should be made to clean up hazardous

waste sites.
Monitoring and regulation of landfills and city wastes

should be intensificd and safeguards should be taken

against air or water pollution from huge confinement
systems of dairy, meat or poultry production.

'FDA's pesticide monitoring program provides limited protection against
public exposure to (llegal residues {n food. FDA annually samples less tiian

1% of approximately one million food shipments.”
- General Accounting Office report, Pesticides {n Imported Foods.
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'92 Economic Recovery Package

Housing and Homelessness

The cost of shelter in the Untted States has virtually tripled s'nce 1975. The cost of a
new home has gone well beyond the means of most young families,

The average mon mortgage payment now takes more than 30% of family tncome
compared with 24% nneg;h;eus“fgo. The average outlay for rent followed a simdlar pattern,

Federal housing sssistance has dropped from $25.2 billion tn 1985 to $16.1 billion in
1990

Housing starts dropped from 1.8 milion in 1886 to 1.1 million tn 1990,

As a result, homelessness grew dramatically even in what was termed “the longest
peaatime expansion in history” in the 1980's. In major metro areas, 50% to 75% of the
homeless are families with children In 1984, homelessness was estimated at 300,000 ---

today it is put at 3,000,000,

NFU RECOMMENDS:

Congress should increase provision for housing
assistance through the Housing and Urban Development
(HUD) agency in urban areas and through Farmers Home
Administration for rural arcas. This would respond to
obvious needs and stimulate economic demand in home
building and home furnishings.

The program should include allocation of units in
rural areas since substandard housing there is a glaring
problem.

The FmHA Section 504 program of loans and grants
for repair and weatherization of homes of rural, low-
income elderly homeowr ~rs should be continued and

expanded.

Home is where the heart {s and where much of family income goes.
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'92 Economic Recovery

Highways and Infrastructure

Public {nfrastructure s the broad term for pudblic facilities in highway.
alr or water transoortation or water supplics.

In a sense, infrastructure could be sald to be the lfe-support system of
the community and nation.

Since 1981, the federal government has systematically attempted to
seduce its involvement {a finascing of infrastructure improvements., The
Reagan administration resisted releasing funds from the federal Righway
Trust Fund, allowing coaditions on highways and bridges deteriorate. The
tragedy is that the longer that necessary repairs and replacement are delayed,

the costlier the program will be.
In comsideration of the 1081 Surfsce Transportatios Act, the Bush

Administration tried persistently to reduce the federal share and to shift the
burden significantly to the state and local level. At the same time, rural areas
found themselves with s low priority. About $31.5 billion  will be diverted

from the Highway Trust Fund to be spent on urban mass transit.
Nevertheless, the $151 billion, six-year measure will provide some spur to

economlic activity and sustain 600,000 existing or new jobs.

NFU RECOMMENDS:
Congress must take effective action to assure that

necessary transportation and infrastructure facilities are

maintained {n rural as well as urban communities.
Federal, state and local support must provide an

integrated system to serve America's farmers and rural

residents.

L

*“Yes, there are layoffs and many famliles are having a rough go of it, and the

.Amer{cau people want action. And action is what theyll get. And I want every
American to know that getting the economy back on track {s my No.l priority.”
— President George Bush
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| '92 Economic Recovery Package
MW
Economic, Regulatory, Budget Policy

Each year the fcderal budget deflicit situation becomes worse. Gramm/Rudman 1
was supposed to balance the federa) budget withir fI' ¢ years. Grammm/Rudman 1 set ‘

.
AR g g

another target date for s balanced budget. Now. w» heve the 1990 budget deficit
summit and we are beaded for successively escalat!. g aeficits.

In eight years, President Reagan was responsible for more deficits than all bis
predecessors in 200 years. Be came into office with $914 billion in federal debt ~ he
left office with £2.6 trillion in debt.

President Reagan never submitted a balanced budget to the Congress. Daring
his eight years, Congress always appropriated less than the White House had
recommended,

The real dispute between the White House and the Congress bas been in regard
to priorities, ruther than sheer spending totals, 1

It seems logical to conclude that the Reagan and Bush Administrations bave
never been serious about a balanced federal budget. The federal deficits have been
convenient excuses to keep the pressure on Congress to cut appropriations which the
White House desplsed.

)
}
1:
NFU RECOMMENDS: :l
Farmers Union regards Gramm/Rudman as a fallure. ’
Gramm/Rudman II has not worked any better. Now we have the |
Budget Summit Package of 1990 and are faced with }
horrendously rising deficits. It is time to get rid of these tools 4‘
which have not worked and have made our problems worse. (

Preferably, Gramm/Rudman and the 1990 OBRA Act should )
be repealed, but at least Budget Summit provisions should be \
waived, so that Congress can provide sufficient funding for |
measures to lead immediately to a viable economy. }

The executive and legislative branches should fully carry out ‘
ttfxe dirsectlvcs of the Full Employment and Balanced Growth Act "
of 1978, .

Ten years of Executive Branch indifference to concentration 4’
in the livestock and grain markets and in the economy "
generally, together with massive foreign take-overs of American )
businesses, and disastrous deregulation of banking and airline
industries, make it now essential to restore regulatory and O
antitrust policy vital to the protection of consumers, farmers
and small business. )

‘We should nbandqn the 1990 budget summit agreement to take into account
the recent economic turndown"  ~U.S. Senator Robert Kasten (R), Wisconsin

"The deficit summit of October, 1990 has the country in a straitjacket.”
~ U.S. Senator Bill Bradley (D). New Jersey
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i Jonuary, 1982
National Farmers Union

'92 Economic Recovery Pfckage

o

THE FULL EMPLOYMENT AND BALANCED GROWTH ACT AS
THE BASIS FOR AN ECONOMIC RECOVERY PACKAGE

Public Law 95.523, the Full Employment And Balanced Growth Act of 1978,
provides needed authority for plenning and implementation of a full-employment, full-
production, full farm parity economy.

The measure, sponsored by Senator Bubert B, Humphrey and Rep. Augustus
Bawkins, was sponsored "to translate ioto practical reality the right of all Americans
who are able, willlng, and seeking to work, to full employment for uscful psid
employment at falr rates of compensation, production. and real income, balanced
growth, adequate productivity growtb, proper attention to nationa) priorities, and
reasonsble price stablliity; to require the President each year to sct forth explicit
short-term and medium-term cconomic goals: to achieve a better integration of general
and structural economlic cies: and to improve the coordination of economic policy:

making within the fed government.”

To fulfill these objectives, the law establishes goals and a timetable for
achicving an unemployment of not more 3% for aduits and 4% for the entire civillan
labor force aged 16 and over, '

Farther, the Act sets a goal of reducing the national inflation rate to 3%,

The Act directs the President cach year to set priority policies and programs io
his budget message, which include. among others:

a. Development of energy sources and swpplies, tramsportation needs and
environmental lmprovements. :

b. Atftention to the needs of small business.

¢. A comprehensive national agricultural policy that assures farm sad ranch
income at full parity levels, together with renewed commitment to conservation of
rural land and water resources.

d. Attention to the availability and quality of health care, education and work

training services.

The Act requires the cooperation of the ageacies of the Executive Branch, the
Federal Reserve, the office of Management and Budget, the Commerce and Tressury
Departments, the President's Councll of Economic Advisers, the Joint Economic
Committee, the House and Senate Budget committees and the committees of Congress
having jurisdiction in economic matters.

NFU RECOMMENDS:

The executive and legislative branches should fully
comply with the mandates of the Full Employment and
Balanced Growth Act of 1978.

*“This gecession is a wholly predictable response to the 5pgculonue
extravagances and insanities of the 1980's. The hard fact of this recession is that no

one knows when it will end.”
Economist John Kenneth Galbraith, October 16. 1991
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Some Committees Dealing with Economic Policy

Joint Economic Committee

MEMBERS

Chairman.—Paul'S. Sarbanes, Senator from Maryland.
Vice Chairman.—Lee H. Hamilton, Representative from Indiana.

SENATE HOUSE
Lloyd Bentsen, of Texas. David R. Obey, of Wisconsin.
Edward M. Kennedy, of Massachu :tt . James H. Scheuer, of New York.
Jeff Bingaman, of New Mexico. Fortney Pete Stark, of California.
Albert Gore, Jr., of Tennessee, Stephen J. Solarz, of New York.
Richard H. Bryan, of Nevada. Kweisi Mfume, of Maryland.
William V. Roth, Jr., of Delaware. Richard K. Armey, of Texas.
Steve Symms, of 1daho. Chalmers P. Wylie, of Ohio.
Connie Mack, of Florida. Olympia J. Snowe. of Maine.
Robert C. Smith, of New Hampshire. Hamilton Fish, Jr., of New York.

Senate Finance

'“W‘“Ml’.”““h‘fmdﬁﬁ)

Lioyd Bentsen, of Texas. Bob Packwood, of Oregon.

Daniel Patrick Moynihan, of New York. Robert Dole, of Kansas.
Max Baucus, of Montana. William V. Roth, Jr., of Delaware.

David L. Boren, of Oklahoma. John C. Danforth, of Missouri.
Bill Bradley, of New Jersey. John H. Chafee, of Rhode Island.
Gco'rge J. Mitchell, of Maine. Dave Durenberger, of Minnesota.
David Pryor, of Arkansas. Steve Symms, of ldaho.

Donald W. Riefle. Jr., of Michigan. Charles E Grassley. of lowas.
John D. Rockefeller IV, of West Virginis., e

Thomas A. Daschle, of South Dakota.
John B. Breaux, of Louisiana.

House Ways & Means

(1163 LHOB, phons 125-3619, meots first Wednesdey)
Ratio: 2)/13

Dan Rostenkowski, of lllinois. Bill Archer, of Texas.
Sam Gibbons, of Florida. Guy Vander Jagt. of Michigan.
Philip M. Crane, of lllinois.

J.J. Pickle, of Texas. )
Charles B. Rangel, of New York. Richard T. Schuize, of Pennsylvania.

Fortney Pete Stark, of California. Willis D. Gradison, Jr., of Ohio.
Andrew Jacobs, Jr., of Indiana. William M. Thomas, of California.
Harold E. Ford, of Tennessee. Raymond J. McGrath, of New York.
Ed Jenkins, of Georgia. Rod Chandler, of Washington.
Thomas J. Downey, of New York. E Clay Shaw, Jr., of Flonda.

Frank J. Guarini, of New Jersey. Don Sundquist, of Tennessee.
Marty Russo, of Illinois. Nancy L. Johnson, of Connecticut.
Donald J. Pease, of Ohio. Jim Bunning. of Kentucky.
Robert T. Matsui, of California. Fred Grandy, of lowa.

Beryl Anthony, Jr., of Arkansas.

Byron L. Dorgan, of North Dakota.

Barbara B. Kennelly, of Connecticut.

Brian J. Donnelly, of Massachusetts.

William J. Coyne, of Pennsylvania.

Michael A. Andrews, of Texas.

Sander M. Levin, of Michigan.

Jim Moody, of Wisconsin.

Benjamin L. Cardin, of Maryland.

Jim McDermott, of Washington.
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Some Committees Dealing with Economic Policy

Senate Banking

Banking, Housing, and Urban Affairs
" CSultr SD-634, phons 234-TI91, mosts st Tossdey of sach meuth)
Jake Gam, of Utah.

Donald W. Riegle, Jr., of Michigan.

Alan Cranston, of California. Alfonse M. D'Amato, of New York.

Paul S. Sarbanes, of Maryland. Phil Gramm, of Texas. ‘

Christopher J. Dodd, of Connecticut. Christopher S. Bond, of Missouri.

Alan J. Dixon, of Illinois. Connie Mack, of Florida.

Jim Sasser, of Tennessee. William V. Roth, Jr., of Delaware.

Terry Sanford, of North Carolina. Pete V. Domenici, of New Mexico.
Nancy Landon Kassebaum, of Kansas.

Richard C. Shelby, of Alabama.
Bob Graham, of Floride.
Timothy E. Wirth, of Colorado.
John F. Kerry, of Massachusetts.
Richard H. Bryan, of Nevada.

House Banking

w—

Henry B. Gonzalez, of Texas, Chalmers P. Wylie, of Ohio.

Frank Annunzio, of lllinois. Jim Leach, of lowa.

Stephen L. Neal, of North Carolina. Bill McCollum, of Florida.

Carroll Hubbard, Jr.,, of Kentucky. Marge Roukema, of New Jersey.
John J. LaFalce, of New York. Doug Bereuter, of Nebraska. .
Mary Rose Oakar, of Ohio. Thomas J. Ridge, of Pennsylvania.

Bruce F. Vento, of Minnesota. Toby Roth, of Wisconsin.
Dou% Barnard, Jr., of Georgia. Alfred A. (Al) McCandless, of California.
Charles E. Schumer, of New York. Richard H. Baker, of Louisiana.
Barney Frank, of Massachusetts. Cliff Stearns, of Florida.

Ben Erdreich, of Alabama. Paul E. Gillmor, of Ohio.
Thomas R. Carper, of Delaware. Bill Paxon, of New York.
Esteban Edward Torres, of California. John J. Duncan, Jr., of Tennessee.
Gerald D. Kleczka, of Wisconsin. Tom Campbell, of California.

‘aul E. Kanjorski, of Pennsylvania. Mel Hancock, of Missouri.
Zlizabeth J. Patterson, of South Carolina.  Frank D. Riggs, of California.
Joseph P. Kennedy I, of Massachusetts. Jim Nussle, of lowa.

Floyd H. Flake, of New York. Richard K. Armey, of Texas.
Kweisi Mfume, of Maryland. Craig Thomas, of Wyoming.
Peter Hoagland, of Nebraska. — e >

Richard E. Neal, of Massachusetts.
Charles J. Luken, of Ohio. )
Maxine Waters, of California.
Larry LaRocco, of Idaho.
Bill Orton, of Utah.
Jim Bacchus, of Florida.
James P. Moran, of Virginia.
John W. Cox, Jr., of lllinois.
Ted Weiss, of New York.
Jim Slattery, of Kansas,
Gary L. Ackerman, of New York.
BERNARD SANDERS, of Vermont.
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INTRODUCTION

The Subcommittee on Energy and Agricultural Taxation of the
Senate Committee on Finance has scheduled a public hearing on
April 29, 1992, to consider various farm tax proposals. This pam-
phlet,! prepared by the staff of the Joint Committee on Taxation,
provides a description of present law and the proposals and an
analysis of issues raised by the proposals.

The first part of the pamphlet provides a summary of the bills
(in numerical order) that are the subject of the hearing. The second
part of the pamphlet provides a description of present law and the
bills and an analysis of issues raised by the bills.

1 This pamphlet may be cited as follows: Joint Committee on Taxation, Description of Miscel-
laneous Farm Tax Proposals (JCS-10-92), April 27, 1992,
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I. SUMMARY OF BILLS
A. S. 710—Senators Grassley, Dixon, Simon, and Dole

Permanent Extension of First-Time Farmer Bonds

S. 710 would permanently extend the authority of State and local
governments to issue small-issue bonds for first-time farmers,
which currently is scheduled to expire after June 30, 1992.

B. S. 887—Senators Jeffords, Symms, Daschle, Bumpers, Craig,
and Leahy

Special Valuation of Sensitive Environmental Areas for Estate
Tax Purposes

S. 887 would allow the executor of an estate to value an interest
in a sensitive environmental area at its environmental use value
for Federal estate tax purposes. The environmental use value
would be the value of the interest in a sensitive environmental
area, subject to an environment preservation easement. A sensitive
environmental area would be defined as a wetlands area or other
area of undeveloped natural condition or open space. An environ-
mental preservation easement generally would be defined as a
preservation easement granted for 10 years beginning from the
date of death. Such easement could be granted by the decedent or
executor, but would not qualify for a charitable deduction for
income or estate tax purposes if granted by the latter.

S. 887 would apply to decedents dying after the date of enact-

ment.

C. S. 900—Senators Conrad, Daschle, Burdick, Dixon, Harkin,
Heflin, Kerrey, Levin and Symms

Tax Relief for Farmers Who Realize Capital Gain on the Transfer
of Farm Property to Satisfy an Indebtedness

S. 900 would provide an exclusion from gross income for gain
that is realized by certain farmers on the transfer of farm property
in satisfaction of farm indebtedness. In addition, farmers meeting
certain requirements could elect to exclude from gross income cer-
tain income from the discharge of indebtedness, subject to a life-
time limitation of $300,000.

S. 900 would apply to transfers and discharges of indebtedness

occurring after December 31, 1986.
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D. S. 1045—Senators Kassebaum, Dole, and Conrad

Treatment of Certain Leases to Lineal Descendants for Estate
Tax Special Use Valuation Purposes

S. 1045 would provide that a cash rental of specially valued real
property by a lineal descendent of the decedent to a member of the
descendant’s family would not result in the property failing to be
treated as used in a qualified use for purposes of the special use
valuation recapture tax.

S. 1045 would apply to rentals occurring, and decedents dying,

after December 31, 1976.
E. S. 1061—Senators Conrad, Kassebaum, and Exon

Treatment of Certain Leases to Qualified Heirs for Estate Tax
Special Use Valuation Purposes

S. 1061 would provide that a cash rental of specially valued real
property by a family member receiving the property to a member
of the recipient’s family would not result in the property failing to
be treated as used in a qualified use for purposes of the special use
valuation recapture tax.

S. 1061 would apply to rentals occurring, and decedents dying,

after December 31, 1976.
F. S. 1130-—Senators Kasten, Shelby, and Burns

Rollover of Gain From Sale of Farm Assets into an Asset
Rollover Account

S. 1130 would permit a qualified farmer to defer recognition of a
limited amount of net gain from the sale of qualified farm assets to
the extent the farmer contributes an amount equal to such gain to
one or more asset rollover accounts (“ARAs”) in the taxable year
in which the sale occurs. An ARA would be an individual retire-
ment arrangement (“IRA”) that is designated at the time of estab-
lishment as an ARA. Except as provided under the bill, an ARA
would be treated in the same manner as an IRA. Thus, amounts
contributed to an ARA would not be includible in income until
withdrawn from the ARA. However, no deduction would be allowed
for contributions to an ARA, and rollover contributions to an ARA
could be made only from other ARAs.

S. 1130 would apply to sales and exchanges occurring after the

date of enactment.
G. S. 2202—Senator Kassebaum

Exclusion of Gain on the Sale of Farmland With an Adjoining
Principal Residence

S. 2202 would modify the $125,000 lifetime exclusion of gain that
applies to the sale of a principal residence by individuals who have
attained age 55. Specifically, the bill would extend the exclusion to
gain derived from the sale of farmland that adjoins the land on
which the principal residence is located. The exclusion would only
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apply to farmland which has been actively farmed by the taxpayer
and which is sold with the principal residence.

S. 2202 would apply to sales and exchanges of principal resi-
dences occurring after December 31, 1991.
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II. DESCRIPTION OF BILLS

A. Qualified Small-Issue Bonds for First-Time Farmers
(S. 710—Senators Grassley, Dixon, Simon, and Dole)

Present Law

Interest on certain small issues of private activity bonds is ex-
cludable from gross income if at least 95 percent of the bond pro-
ceeds is to be used to finance manufacturing facilities or certain ag-
ricultural land or equipment (‘“qualified small-issue bonds”).

Qualified small-issue bonds are bond issues having an aggregate
authorized face amount @f~$F million or less. Alternatively, the ag-
" gregate face amount of the issue, together with the aggregate
amount of certain related capital expenditures during the six-year
period beginning three years before the date of the issue and
ending three years after that date, may not exceed $10 million. -

Qualified small-issue bonds for agricultural land (“first-time
farmer bonds”) may be used only to provide financing to first-time
farmers who will materially participate in the farming operation to
be conducted on the financed land. Up to 25 percent of the pro-
ceeds of a first-time farmer bond issue ($250,000 lifetime maximum)
may be used to finance farm equipment to be used on the financed
land; however, no more than $62,500 of bond proceeds may be used
to finance used farm equipment.

Qualified small-issue bonds, like certain other private activity
bonds, are subject to annual State private activity bond volume
limitations.

The authority to issue qualified small-issue bonds (including first-
time farmer bonds) is scheduled to expire after June 30, 1992.

Explanation of the Bill

The bill would permanently extend the authority to issue first-

time farmer bonds.
Effective date.—The bill (as introduced) is effective for bonds

issued after December 31, 1991.2
Analysis

Qverview

The purpose of the first-time farmer bond program is to increase
the number of younger individuals who seek a livelihood in farm-
ing by reducing the financial burden of establishing an agricultural
enterprise. Individual farmers and new farmers generally face

2 The bill was introduced before enactment of the Tax Extension Act of 1991 and does not
reflect the extension of the authority to issue qualified small-issue bonds from December 31,

1991, to June 30, 1992, that was included in that Act.
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higher costs of funds than do larger, more established farming
businesses because of the perceived risk of the enterprises. Some
analysts believe that the private market overprices the riskiness of
such enterprises. Others argue that the private market does not ac-
count for the benefits, in addition to the profits earned by farmers,
which accrue to the economy from the creation and maintenance of
family farms. The qualified small-issue bond program is intended
to address the higher cost of capital faced by small manufacturing
enterprises and first-time farmers.

Efficiency of tax-exempt bonds for funds provided to individuals

As is the case generally with tax-exempt bonds, the amount of
the revenue lost to the Federal Government through the issuance
of first-time farmer bonds is not completely transferred to first-
time farmers as an interest rate subsidy. This occurs primarily for
two reasons. First, the Federal income tax has graduated marginal
tax rates. Thus, $100 of interest income forgone to a taxpayer in
the 31-percent bracket costs the Federal Government $31, while the
same amount of interest income forgone to a taxpayer in the 28-
percent bracket costs the Federal Government $28. Generally, a
taxpayer will find it attractive to buy a tax-exempt security rather
than an otherwise equivalent taxable security if the interest rate
paid by the tax-exempt security is greater than the after-tax yield
from the taxable security, r(1-t), where t is the taxpayer’s marginal
tax rate and r is the yield on the taxable security. Consequently, if
a taxpayer in the 28-percent bracket finds it profitable to hold a
tax-exempt security, a taxpayer in the 31-percent bracket will find
it even more profitable. Assuming the borrower receives the loan
at the tax-exempt bond rate, this conclusion implies that the Feder-
al Government will lose more in revenue than the first-time farmer
gains in reduced interest payments.

Moreover, the recipient of the loan does not receive the full
spread in yields between taxable and tax-exempt securities. For ex-
ample, issuers of qualified small-issue bonds are permitted to
charge the borrower up to 12.5 basis points above the tax-exempt
bond yield plus certain costs. This reduces the ultimate size of the
interest rate subsidy received by the qualifying farmer.

The use of tax-exempt bonds to re-lend funds to individuals also
creates another inefficiency which sometimes works to the ultimate
borrowers’ benefit and sometimes to their detriment. In some cases,
first-time farmer bonds are issued as a composite of issues for sev-
eral borrowers. This structure may force the ultimate borrowers to
either accelerate or delay the date at which they would otherwise
choose to borrow funds. When interest rates are falling, this means
that borrowers who delayed their borrowing benefit from a lower
interest rate than they would otherwise receive, but borrowers who
accelerated their borrowing pay a higher interest rate than if they
had waited. For example, interest rates on long- and short-term
conventional bank loans have fallen more than 100 basis points
over the past six months. If first-time farmer bonds had been
issued six months ago on behalf of borrowers who otherwise would
have waited until today to borrow, the effective interest subsidy
available would have narrowed by 100 basis points. Of course, if in-
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terest rates were rising, the effective interest subsidy would be in-

creased.

Mea.zuri‘rizy the costs and benefits of qualified first-time farmer
onds

Measuring the costs of the first-time farmer bond program is rel-
atively straightforward. The tax revenue foregone from investors
purchasing and holding tax-exempt securities rather than taxable
securities (less the tax revenue gained by the reduction in deducti-
ble business interest and depreciation expenses claimed by benefici-
aries of qualified first-time farmer bonds) represent the majority of
the cost of the program. In addition, the value of the inherent inet-
ficiencies involved in tax-exempt finance, discussed above, repre-
sent costs.?

The benefits, on the other hand, are much harder to quantify.
This is because the benefits take two broad forms. For some recipi-
ents of loans financed by qualified first-time farmer bonds the in-
terest rate subsidy lowers their cost of obtaining capital, but does
not directly alter their ability to obtain capital. That is, some re-
cipients of the subsidy could successfully qualify for a conventional
business loan at prevailing market interest rates. For these recipi-
ents of the subsidy, the benefit is the reduction in cost.

However, first-time farmer bonds may permit other borrowers to
obtain capital when they would not otherwise have been able to do
so, or to obtain more capital than they otherwise might have. In
this case, the benefit is substantially more difficult to quantify. The
benefit could be measured, in principle, by the net increase in em-
ployment and profits in the agricultural sector.

It is inappropriate to attempt to measure the benefits of the first-
time farmer bond program by counting the number of qualifying
farms and the payrolls of such farmers receiving tax-exempt bond-
financed loans. First, employment growth in enterprises receiving
these loans does not necessarily represent net employment addi-
tions to the national economy. The additional workers may simply
be attracted to farming from other productive endeavors. More
subtly, first-time farmers may attract some of their labor from
other established businesses, which do not replace all of their lost
employees.

Some analysts believe that premoting the creation of new family
farms creates additional benefits not captured in the reduced inter-
est cost to the enterprise.* They argue that, for example, the
family farm insures a competitive market for agricultural products
and can lead to the creation of positive social values and other out-’
comes. It is nearly impossible to quantify the extent to which first-
time farmer bonds may create or contribute to these perceived ben-
efits. However, to the extent these benefits are sizeable, they
should be incorporated into any cost-benefit analysis.

3 This cost calculation is not the same as the revenue estimate for extending the qualified
small-issue bond program for two reasons. First, the program is subject to the State private ac-
tivity annual volume limitation. To the extent that the issuance of other private activity bonds
wou{c'! increase if the authority to issue qualified small-issue bonds were not extended, the reve-
nue estimate of extension would be substantially lower than the economic cost of issuing quali-
fied smagll-issue bonds. Second, the revenue estimate would not necessarily assume that inves-
tors would switch from holding qualified small-issue bonds to holding fully taxable investments.

4+ These additional benefits are referred to as “externalities’” by economists.
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B. Treatment of Certain Farm Property for Estate Tax Purposes

Present Law

A Federal estate tax is imposed on the value of property passing
a’ death. Generally, the value of property is its fair market value,
vwhich is the price at which the property would change hands be-
tween a willing buyer and a willing seller, neither being under any
compulsion to buy or sell and both having reasonable knowledge of
relevant facts.

For decedents dying after December 31, 1976, the executor may
elect to value real property that was used by the decedent as a
farm or in another trade or business at its value as a farm or in
the trade or business instead of its fair market value. In order to
qualify for special use valuation, the real property must be used by
the decedent or a member of the decedent’s family as a farm for
farming purposes or in another trade or business. An additional
tax is imposed if the family member who acquired the real proper-
ty ceases to use it in its qualified use within 10 years (15 years for
individuals dying before 1982) of the decedent’s death.

Some courts have held that cash rental of specially valued prop-
erty after the death of the decedent is not a qualified use and,
therefore, results in a recapture tax. See, e.g., Martin v. Commis-
sioner, 783 F.2d 81 (Tth Cir. 1986) (cash lease to unrelated party);
Williamson v. Commissioner, 93 T.C. 242 (1989) (cash lease to
family member). A statutory rule treats a net cash lease by a sur-
viving spouse to a member of the spouse’s family as a qualified use.

For estate tax purposes, a charitable deduction sometimes is al-
lowed for a decedent’s contribution of an interest in real property
to a charity exclusively for conservation purposes. A restriction on
the use of real property qualifies for the deduction only if the re-
striction is granted in perpetuity and the conservation purpose is

protected in perpetuity.
Explanation of the Bills

1. Special use valuation of sensitive environmental areas (S. 887—
Senators Jeffords, Symms, Daschle, Bumpers, Craig, and

Leahy)

S. 887 would allow the executor of an estate to value an interest
in a sensitive environmental area at its environmental use value
for Federal estate tax purposes. The environmental use value
would be the value of the interest in a sensitive environmental
area, subject to an environment preservation easement. A sensitive
environmental area would be defined as a wetlands area or other
area of undeveloped natural condition or open space. An environ-
mental preservation easement would be defined as a preservation
easement granted for 10 years beginning from the date of death.
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Such easement could be granted by the decedent or executor, but
would not qualify for a charitable deduction for income or estate
tax purposes if granted by the latter.

A recapture tax would be imposed if, within 10 years, the heir
ceases to maintain the property in accordance with the easement.
The amount of the recapture tax would equal the greater of (1) the
additional estate tax liability that would have been incurred had
the value of the property been determined without regard to the
environmental use value, or (2) the excess of the amount realized
over the environmental use value of the interest.

Effective date.—The bill would apply to decedents dying after the

date of enactment.

2. Special use treatment of rents paid to lineal descendants
(S. 1045—Senators Kassebaum, Dole, and Conrad)

S. 1045 would provide that a cash rental of specially valued real
property by a lineal descendant of the decedent to a member of the
descendant’s family would not result in the property failing to be
treated as used in a qualified use for purposes of the special use
valuation recapture tax.

Effective date.—The bill would apply to rentals occurring, and
decedents dying, after December 31, 1976.

3. Special use treatment of rents paid to qualified heirs (S. 1061—
Senators Conrad, Kassebaum, and Exon)

S. 1061 would provide that a cash rental of specially valued real
property by a family member receiving the propeity to a member
of the recipient’s family would not result in the property failing to
be treated as used in a qualified use for purposes of the special use
valuation recapture tax. .

Effective date.—The bill would apply to rentals occurring, and
decedents dying, after December 31, 1976.

Analysis

Valuation based on environmental use

Generally, the environmental use value would be the value of
property that must lay fallow or otherwise remain undeveloped.
The effect of S. 887 would be to permit the executor to exclude
from the taxable estate the difference between the fair market
value and the environmental use value of the property. The exclu-
sion is likely to be more valuable in areas close to other develop-
ment, rather than in more remote locations. It also is more valua-
ble to decedents with larger estates, and hence higher marginal
estate tax rates.

As an exclusion from the taxable estate for a public purpose, S.
887 resembles the deduction for charitable bequests permitted
under present law to a decedent granting such an easement to a
charitable organization. It differs from the charitable deduction,
however, by not requiring that the easement be perpetual or that
the donee be a charity and by imposing a recapture tax if the prop-
ertés(') is not maintained in accordance with the easement.

me may argue that the need to preserve environmentally sen-
sitive areas is sufficiently strong to justify special treatment under
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the Internal Revenue Code. S. 887 would provide an incentive for
the creation of conservation easements by reducing the effective
cost of such creation. It is uncertain, however, whether S. 887
would actually increase the number of conservation easements.

Others may argue that the amount of the subsidy should not
vary depending upon the decedent’s estate tax bracket. They could
also note that the Internal Revenue Code already provides a sub-
stantial incentive by allowing a charitable deduction for easements
granted before death.

Moreover, others may prefer a direct expenditure program as a
means of preserving open spaces. By providing planning and over-
sight, a direct expenditure program may be more efficient. For ex-
ample, environmental goals may not be furthered if several acres
of wetlands are preserved by an executor claiming an environmen-
tal easement, if the surrounding 100 acres of wetlands are devel-
oped. A direct expenditure program would have the opportunity to
attempt to preserve a larger parcel or to determine that no envi-
ronmental goal is furthered if only several acres were to be pre-
served. A direct expenditure program also might be more political-

ly accountable.

Special use valuation

Some may argue that the benefit of special use valuation should
not be lost merely because the property is cash leased. A similar
benefit is already available through a crop share lease, a common
alternative to cash leasing. A cash lease, however, provides a more
reliable income stream.

Others may emphasize that current use valuation is a special
provision designed to allow the continuation of family farms. Cash
leases, even among family members, may give the benefit of special
use valuation to persons insulated from the risk of farming. It can
be la\rgued that such benefit should be confined as narrowly as pos-
sible.

The retroactivity of the proposals may be an issue. Retroactivity
is necessary if the bills are to reach all heirs who have entered into
cash leases. On the other hand, retroactivity imposes an adminis-
trative burden upon the Internal Revenue Service by opening re-

turns for past years.

 For empirical studies reaching opposing conclusions regarding the effect of the charitable
deduction on bequests, compare Thomas Barthold and Robert Plotnick, “Estate Taxation and
Other Determinants of Charitable Bequests,” 37 National Tax Journal 225 (June 1984) (charita-
ble deduction does not increase charitable bequests), with David Joulfaian, “Charitable Bequests
and Estate Taxes,” 46 National Tax Journal 169 (June 1991) (charitable deduction increases

charitable bequests).
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C. Treatment of Gain from the Sale of Certain Farm Property

1. Gain on transfer of farm property to satisfy an indebtedness
(S. 900—Senators Conrad, Daschle, Burdick, Dixon, Harkin,

Heflin, Kerrey, Levin, and Symms)
Present Law

Gain on transfer of property in exchange for cancellation of indebt-
edness

Gain from the sale or other disposition of property is determined
by computing the excess of the amount realized therefrom over the
adjusted basis of the property. The amount realized is the sum of
any money received plus the fair market value of any property
(other than money) received. In general, the entire amount of gain
determined on the -sale or exchange of property is recognized for
Federal income tax purposes (sec. 1001).

If a taxpayer transfers property to a creditor in exchange for the
cancellation of an indebtedness, the taxpayer may recognize both
gain on the property and cancellation of indebtedness income. The
transfer of property in exchange for the cancellation of indebted-
ness is equivalent to a sale for Federal income tax purposes. For
example, if the debt that is cancelled is one for which the taxpayer
is personally liable, gain will be recognized in the amount of the
excess of the fair market value of the property over the basis of the
property. In addition, the taxpayer will have discharge of indebted-
ness income in an amount equal to the excess of the amount of the
debt discharged over the fair market value of the property.

Cancellation of indebtedness income

In general
Gross income generally includes income from the discharge of in-
debtedness (sec. 61(a)(12)).

Treatment of insolvent taxpayer

If an insolvent taxpayer realizes income from discharge of in-
debtedness, the income is excluded and certain tax attributes of the
taxpayer (including items such as net operating loss carryovers and
basis in property) generally are reduced by the excluded amount.
The exclusion is limited to the amount by which the taxpayer is
insolvent. If the taxpayer’s discharge of indebtedness income (not
in excess of the amount by which the taxpayer is insolvent) exceeds
these tax attributes, the excess is forgiven, i.e., is not includible in

income (sec. 108).
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Treatment of certain farm indebtedness

The Tax Reform Act of 1986 provided that, in the case of a sol-
vent taxpayer who realizes income from the discharge by a “quali-
fied person” of ‘“qualified farm indebtedness,” the discharge is
treated in a manner similar to a discharge of indebtedness of an
insolvent taxpayer (sec. 108(g)). Qualified farm indebtedness is in-
debtedness incurred directly in connection with the operation of a
farming business by a taxpayer who satisfies a gross receipts test.
The gross receipts test is satisfied if 50 percent or more of the tax-
payer’s average annual gross receipts for the three taxable years
preceding the taxable year in which the discharge of indebtedness
occurs is attributable to the trade or business of farming. A quali-
fied person is one regularly engaged in the business of lending
money and meeting certain other requirements. The Technical and
Miscellaneous Revenue Act of 1988 provided that the amount ex-
cluded under this provision generally may not exceed the sum of
the taxpayer’s loss and credit carryovers and the taxpayer’s basis
in property held for use in a trade or business or for the production
of income. Thus, if there is any remaining discharge of indebted-
ness income after the taxpayer has reduced these tax attributes,

income will be recognized.
Explanation of the Bill

In general

S. 900 would provide tax relief for certain farmers who realize
gain on the transfer of farm property in satisfaction of farm indebt-
edness. In addition, the bill provides that farmers meeting certain
requirements could elect to exclude income from the discharge of
farm indebtedness, subject to a maximum dollar limit.

Exclusion of certain gains

The bill would exclude from the gross income of certain farmers
gain from the transfer of farm property in complete or partial sat-
isfaction of qualified farm indebtedness (i.e., debt incurred directly
in connection with the trade or business of farming in which the
taxpayer materially participated), subject to a maximum of
$300,000. This rule would apply to a taxpayer that satisfies the fol-
lowing requirements: (1) the average of the taxpayer’s adjusted
gross income (with certain modifications) for any three taxable
years of the past five taxable years is less than the average of the
national median adjusted gross income for such three taxable
years; (2) more than 50 percent of the taxpayer’s gross receipts for
six of the 10 taxable years preceding the year of transfer is attrib-
utable to a farming business, the sale or lease of assets used in
farming, or both; and (3) the amount of equity in all property held
by the taxpayer after the transfer is less than the greater of (a)
$25,000 or (b) 150 percent of the excess of the tax that would be due
if this provision and section 108 of the Internal Revenue Code
(which relates to exclusions of certain discharge of indebtedness
income) did not apply; over the tax that would be due if this provi-

sion and section 108 did apply.
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The bill provides that the $300,000 limit on excludable gains
would be reduced by (1) prior year exclusions of gains under this
provision, (2) current year and certain prior year exclusions of dis-
charge of indebtedness income under section 108, and (3) gains re-
captured as ordinary income. In addition, any amount that is ex-
cluded by reason of this provision would reduce certain tax at-

tributes of the taxpayer.

Exclusion of discharge of indebtedness income

The bill provides that certain farmers may elect to exclude
income from the discharge of qualified farm indebtedness, subject
to a maximum of $300,000. An election may be made if a taxpayer
meets the requirements described above and, in addition, the tax-
payer’s indebtedness both before and after the discharge is equal to
70 percent or more of the equity in all property held by the taxpay-

er.
The bill provides that the $300,000 limit would be reduced by

prior year exclusions of gains from the transfer of farm property
(under the provision described above) and prior year exclusions of
discharge of qualified farm indebtedness income under this provi-
sion. .

If an election is made, the amount of income from the discharge
of qualified farm indebtedness that may be excluded would not be
limited to the taxpayer’s tax attributes; rather, the maximum
amount that may be excluded would be $300,000. If an election is
not made, however, the present-law rule that generally limits the
exclusion of income to the sum of the taxpayer’s loss and credit
carryovers and the taxpayer’s basis in certain property, would not

be changed by this provision of the bill.

Effective date

The bill would apply to transfers and discharges of indebtedness
occurring after December 31, 1986. In addition, in the case of any
taxable year ending before the date of enactment, the statute of
limitations for claiming a credit or refund generally would remain
open until one year after the date of enactment.

Analysis

If an indebtedness of a taxpayer is cancelled in exchange for the
- transfer of property, the taxpayer may realize ordinary discharge
of indebtedness income, gain or both. Under present law, a taxpay-
er may exclude.only ordinary discharge of indebtedness income,
under certain circumstances.r'%here is no comparable exclusion for
gain realized on the transfer of the property to a creditor, even
though economically the taxpayer has been discharged from an in-
debtedness. Some may argue that the bill properly addresses this
imbalance by treating both ordinary discharge of indebtedness
income and gain similarly.

Others may argue, however, that the exclusion of income from
the discharge of indebtedness (albeit requiring a reduction in tax
attributes) is not a proper measurement of income and that such
policy should not be extended to gain realized on the transfer of

property to a creditor.
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Those who believe that ordinary discharge of indebtedness
income and gain should be treated similarly could argue that the
scope of the bill is too narrow because it redresses the inequitable
treatment of gain as compared to ordinary discharge income only
in certain cases involving qualified farm indebtedness and not in
other cases.

Administrative concerns of both the Internal Revenue Service
and taxpayers may be raised by the bill because operation of cer-
tain aspects of the bill would involve the retention of tax return
and other information for many years (e.g., the “six out of 10
years” gross receipts test and the $300,000 lifetime cap).

2. Rollover of gain from the sale of farm assets into an asset roll-
over account (S. 1130—Senators Kasten, Shelby, and Burns)

Present Law

Under present law, gain from the sale of farm assets is generally
includible in income for the taxable year in which the assets are

sold.
Explanation of the Bill

The bill would permit a qualified farmer to defer recognition of a
limited amount of net gain from the sale of qualified farm assets to
the extent the farmer contributes an amount equal to such gain to
one or more asset rollover accounts (“ARAs”) in the taxable year
in which the sale occurs. An ARA would be an individual retire-
ment arrangement (“IRA’) that is designated at the time of estab-
lishment as an ARA. Except as provided under the bill, an ARA
would be treated in the same manner as an IRA. Thus, amounts
contributed to an ARA would not be includible in income until
withdrawn from the ARA. However, no deduction would be allowed
for contributions to an ARA, and rollover contributions to an ARA
could be made only from other ARAs.

Contributions to one or more ARAs (and thus deferral of quali-
fied net farm gain) in any taxable year would be limited to the
lesser of (1) the qualified net farm gain for the taxable year, or (2
an amount determined by multiplying the number of years the tax-
payer is a qualified farmer by $10,000 ($20,000 for joint filers in
each year the taxpayer’s spouse also is qualified farmer). In addi-
tion, the aggregate amount for all taxable years that could be con-
tributed to all ARAs established on behalf of an individual could
not exceed $500,000 ($250,000 in the case of separate return by a
married individual), reduced by the amount by which the aggregate
value of assets held by the individual and the individual’s spouse in
IRAs (other than ARAs) exceeds $100,000. A taxpayer would be
deemed to have made a contribution to an ARA on the last day of
the preceding taxable year if the contribution is made on account
of such taxable year and is made not later than the time prescribed
by law for filing the individual’s Federal income tax return for the
year (not including extensions).

Under the bill, qualified net farm gain would be defined as the
lesser of (1) the net capital gain of the taxpayer for the taxable
year, or (2) the net capital gain for the taxable year determined by
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taking into account only gain (or loss) in connection with a disposi-
tion of a qualified farm asset. A qualified farm asset would be an
asset used by a qualified farmer in the active conduct of the trade
or business of farming. A qualified farmer would be a taxpayer
who during the 5-year period ending on the date of the disposition
of a qualified farm asset materially participated in the trade or
business of farming, and 50 percent or more of such trade or busi-
ness is owned by the taxpayer (or spouse) during the 5-year period.

Any individual who made a qualified contribution to, or who re-
ceived any amount from, an ARA for any taxable year would have
to include on the individual’s Federal income tax return for such
taxable year and any succeeding taxable year (or on such other
form as the Secretary may prescribe) information similar to that
required in the case of designated nondeductible contributions to
an IRA. Excess contributions to an ARA would be subject to the
penalties applicable to excess contributions to an IRA. )

Effective date.—The bill would apply to sales and exchanges oc-
curring after the date of enactment.

Analysis

S. 1130 would permit farmers to convert the equity in farm
assets into retirement savings without having to first pay tax on
accrued gain in the value of the assets. As S. 1130 does not require
the taxpayer to recognize the gain prior to contributing the pro-
ceeds to an ARA, the proposal is equivalent to permitting the tax-
payer to make a tax deductible contribution to an IRA where the
size of the deduction permitted is equal to the size of the gain. Per-
mitting such gain to be contributed to an ARA on a pre-tax basis is
equivalent to exempting from tax the earnings on what would oth-
erwise be a post-tax investment.® This would offer the farmer a
greater after-tax return than would many other alternative invest-
ments. In addition, farmers would postpone taxation of the contrib-
uted gain until the contributions are withdrawn, at which time
the()il may be taxed at a lower rate than when the contribution was
made.”

Under present law, farmers can establish an IRA or their own
tax-qualified retirement saving plan. S. 1130 would provide an ad-
ditional benefit to farmers. However, S. 1130 would limit the extent
to which a taxpayer could avail himself or herself of both an IRA
and the rollover of qualified farm gain. By linking gains in the
value of farm property to IRA assets, the bill may provide an in-

6 The following example illustrates why an investment in an ARA that is not first subject to
tax receives a tax-free rate of return. Assume a taxpayer with a marginal tax rate of 28 percent
contributes $1,000 to an ARA. The initial savings from not having to pay tax on the $1,000 is
$280. For the purpose of this example, assume that the taxpayer withdraws the funds after one
year without penalty. If the annual rate of return on the ARA assets is 10 percent, the value of
the ARA is $1,100, total tax due is $308, and the taxpayer is left with $792. Notice that if the
taxpayer had paid the initial tax of $280 and invested the remaining $720 at 10 percent, then
the taxpayer would have had $792 after one year. If the income had not been invested in an
ARA, the taxpayer would have to pay tax on the $72 of earnings, and would be left with $771.84
after payment of taxes. The value of the ARA is that the taxpayer does not have to pay addi-
tio‘gal tax. Thus, the ARA allows the taxpayer to get a tax-free rate of return on an investment
of $720.

7 For a detailed discussion of the economics of IRAs see, Joint Committee on Taxation, De-
scription and Analysis of S. 612 (Savings and Investment Incentive Act of 1991) (JCS-5-91), May

14, 1991.
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centive for farmers to redirect funds which they may otherwise
have put into an IRA into investments in their farm property.
While this may lead to improvement in farm productivity it may
also increase the riskiness of the taxpayer’s retirement savings by
reducing his or her diversification.

The rollover of gain on qualified farm property into an ARA
would effectively create income averaging for the taxpayer in
regard to recognition of gain. Rather than see recognition of a
large gain place the farmer in what may be a temporarily high tax
bracket, the IRA distribution rules would permit the taxpayer to
recognize income, and pay tax, gradually over a period of years.
Under present law, the taxpayer could effectively avoid the in-
creased tax burden created by a large gain placing the taxpayer in
a temporarily higher tax bracket by selling the property on an in-
stallment basis. However, the installment sale does not offer the
benefit of effectively exempting from tax the interest charged on
the installment sale. '

The ARA, by effectively exempting the income on the invested
proceeds from tax, would provide a greater benefit to a taxpayer
who otherwise would be in a high tax bracket than to a taxpayer

in a lower tax bracket.

3. Exclusion of gain on the sale of farmland with an adjoining
principal residence (8. 2202—Senator Kassebaum)

Present Law

In general, a taxpayer may elect to exclude from gross income up
to $125,000 of gain from the sale of a principal residence if the tax-
payer (1) has attained age 55 before the sale and (2) has owned and
used the residence as a principal residence for three or more years
of the five years preceding sale of the residence (sec. 121). In the
case of property held jointly by a husband and wife who are filing
a joint return, if one spouse satisfies the age, ownership, and use
requirements, then bhoth are treated as satisfying the requirements.
Generally, farmland does not qualify under the definition of princi-
pal residence for purposes of the exclusion. The taxpayer may only
make the election once in his or her lifetime.

Explanation of the Bill

The bill would modify the one-time exclusion of gain that applies
to the sale of a principal residence by individuais who have at-
tained age 55.

Specifically, the exclusion would be extended to include any ad-
joining farmland on which the principal residence is located. The
exclusion would only apply to farmland sold with the principal res-
idence. In addition, the exclusion would only apply to farmland
which has been actively farmed by the taxpayer.

Effective date.—The bill would apply to sales and exchanges of
principal residences occurring after December 31, 1991.

Analysis

Congressional intent behind the present-law exclusion of up to
$125,000 of gain from the sale of a principal residence is based on
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the belief that in the case of long-held assets such as a personal
residence a substantial portion of any realized gain represents in-
flationary gain rather than a real (inflation adjusted) increase in
economic value. The taxation of return to investment in the United
States generally involves the imposition of the tax on the nominal
return, rather than the real return. One rationale for attempting
an adjustment for inflationary gains on principal residences is that
for many taxpayers, their principal residence is their primary
-source of net wealth. Based on this rationale, it may be appropriate
to extend the present-law exclusion to farmers for farmland contig-
uous to the principal residence, as the farmland generally repre-
sents the primary source of net wealth for family farmers. Howev-
er, the same rationale would argue for extending the exclusion to
anylaﬁset which represents a substantial portion of a taxpayer’s
wealth.

On the other hand, a uniform $125,000 exclusion from income is
a very imprecise measure of inflationary gain. The extent to which
the present-law exclusion offsets only inflation depends upon the
taxpayer’s basis in his or her residence, the taxpayer’s holding
period, the rate of inflation, and the real rate of return accrued by
the residence. Thus, for a taxpayer who purchased a residence that
had a very high real return during a brief period of low inflation,
the present-law exclusion may offset all inflationary gains and a
portion of the real gain. But, for a taxpayer who purchased a resi-
dence which had little real return during a period of higher infla-
tion, the present-law exclusion may not offset all of the inflation-
ary gain. Because present law does not attempt to accurately meas-
ure inflation, the benefit of the present-law exclusion accrues un-
evenly to taxpayers by location. Real returns to the ownership of
real property are unequal depending upon where the properiy is lo-
cated. S. 2202 would be expected to have the same effect as real
returns to farmland have varied substantially depending upon loca-
tion.

Frequently, the principal residence and farmland surrounding it
are sold jointly. The principal residciice may serve as an integral
part of the farm operation (for example, serving as business office
and dining hall for farm laborers). Administratively, it may prove
difficult or arbitrary to apportion gain separately to the farmland
and principal residence, and administrative ease may be facilitated
by extending the present-law exclusion applicable to a primary res-
idence to a primary residence and surrounding farmland. On the
other hand, extending the exclusion to farmland would have the
effect of extending the present exclusion for gain on a personal res-
idence to business-related assets.
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PREPARED STATEMENT OF RICHARD L. DEES
1. QUALIFIED USE TEST CLARIFICATION

The Problem: The IRS contends and the Tax Court in one case has held that
family members who have inherited farmland valued at its use value pursuant to
IRC §2032A cannot cash rent to each other without a recapture of the estate tax
savings. The IRS is enforcing this position against legitimate family farmers who
did not know of this prohibition or otherwise could have used a crop share lease
or an installment sale to avoid recapture. Moreover, the IRS has directed its en-
forcement actions against farmers in the Plains states and Minnesota who made
elections before its pogition was known, and who do not have the resources {o chal-
ler:fe the IRS in court. Congressional action is required because the courts have re-
lied on legislative history to narrow the definition of qualified use; even as Congress
has tried to liberalize jits definition. -

The Solution: The qualified use test should be clarified so as to permit family
members to cash rent to each other without a recapture of the estate tax savings
attributable to the IRC §2032A election. This is currently the pre-death rule. This
should be applied retroactively to all estates as the impact ofp the IRS position is
solely against those estates that were unaware of the cash rent prohibition.

Discussion: I ask that the full statements of Janet and Craig Kretschmar and
myself and the Illinois State Bar Association from January 23, 1990, addressing this
issue be included in the record. I will limit myself to replying to the ar ents pre-
sented against the change and to explaining the Congressional and leu:Ztion that
resulted in the current confused state of the law.

IRS Argument 1: Family Members who are not farmers may benefit from special use
valuation.

IRC §2032A specifically contemplates that both active and inactive family mem-
bers can inherit farmland and as long as one family member continues to materially
participate (the statutory touchstone for maintenance of the estate tax savings) that
no recapture of estate tax savings will result. The IRS qualified use position imposes
an extra requirement the inactive family members muat crop share to the active
farmers rather than cash lease.

IRS Argument 2: By cash leasing to each other for generations dynasties can result
without any continuing family connection to the farms.

The definition of “family member” limits the benefits of family member participa-
tion to a single generation. If a sister who has been relying on a brother’s material
{)artici ation dies, then her estate will not continue to qualify for IRC §2032A unless

1er children or husband begin to materially participate.

IRS Argument 3: Cash rents are inherently bad to the continuing farmers,

Cash rents provide a way to compensate those family members have special in-
come needs wﬁen the only alternative would be the sale of the farm. The purpose
of IRC §2032A was Lo svoid the need to sell the farm and, therefore, permitting fam-
ily member cash rents is consistent with the purpose. ft is the IRS position that
would force a sale rather than permit cash rent that is inconsistent with the statute.

IRS Argument 4: IRC $2032A is a significant benefit and its requirements should
be strictly enforced.

IRC §2032A does impose a number of requirements to obtain the estate tax sav-
ings; however, Congress enacted these requirements to ensure that only legitimate
family farme benefit from the estate tax savings. Rather, than enforce this policy,
the IRS has used technicalities to deny the estate tax savings benefits to legitimate
family farms,

IRS Argument 5: Retroactive legislation would award those persons acting contrary
to IRS regulations.

Individuals who had notice of the IRS qualified use requirement could use a crop
ghare lease or an intra-family installment sale to avoid recapture. The IRS under-
stands this and has directed ita enforcement actions against estates electing IRC
§2032A many years ago before its current position became known in litigation. Al-
though some have contended that thia IRS position has long been contained in the
reguﬁ:tions actually the regulations relate to business entities that have a separate
test. More importantly, the IRS in non-litigated situations as interpreted its regula-
tions as permlttilcf family member cash rents as one can see from the chart on the
following pages. Unfortunately, farm families have conceded the qualified use issue
rather tgan expend the significant resources necessary to fight the IRS in court.
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IRS Argument 6: Congress has narrowed the qualified use test in subsequent legisla-
tive history.

It is a matter of basic constitutional law that Congress can act only through legis-
lation passed by both houses and signed by the president or passed over his veto,
The notion that legislative history of a later Congressional committee can change
the law is foreign to our legal system. Moreover, it presumes that Congress would
act to liberalize the law to ensure that its originai intent was followed through liber-
alizing legislation, but act to narrow the law through legislative history without any
policy justification.

As the chart on the following pages show the IRS qualified use test is in-
consistent with the positions of the IRS and the contemporaneous legisla-
tive history of IRC §2032A as enacted in 1976. Only certain l:ﬁlslative his-
tory aocompanyinﬁsamondmenu to §2032A intended to liberalize the stat-
ute supports the IRS position, The result—a comedy of errors—but without
any humor to the farm families whose very farms are jeopardized.

I1. CURING DEFECTIVE SECTION 2032A ELECTIONS

Problem: The IRS imposes technical requirements as to the form of the election
and the agreement signed by the qualified heirs so as to deny legitimate farm fami-
lies the Congressionally intended benefits of IRC §2032A.

Solution: Adopt the proposed simplification provision that would give the estate
and qualified heirs 90 days to correct any defects in the election or the agreement.

Discussion: This was in fact the intent of the Dixon Amendment enacted in 1984,
The following is from his floor statement (Congressional Record Senate 4318-19
(April 11, 1984)):

Mr. President, this is a very simple and straightforward amendment. It
attempts to deal with a policy of at least certain agents of the IRS that has
the effect of undermining the actions Congress has taken to try to preserve
family farms and other small family businesses.

The law and the report [to the Tax Reform Act of 1976] both state and
ublic policy issue directly and forcefully. Congress wants to continue the
amily farm and small, family-owned enterprises,. S;lrl\fress does not want
the death of the owner of a family farm or small, family-operated business
to force the sale of that farm or business if the family wants to stay in
farming or the small business. The idea was to not permit the federal estate
tax to destroy family farms or small businesses.

There seem to be people at the IRS, however, who are not interested in
preserving family farms and small businesses, and who want to use the
slightest technicality to prevent an estate from being valued under the pro-
visions of Section 2032A. Let me give you to examples of steps the IRS
seems willing to take in its effort to break up family farms and small busi-
nesses.

Mr. President, as I read subsection (D) [sic] of Section 20324, the IRS al-
ready has sufficient discretion to permit parties to correct any good faith
technical mistakes they make when filing applications for this special valu-
ation treatment. However, the service seems to take the opposite view.
Clarification of Congressional intent by amending the section is therefore
necessary.

This may all sound very obscure and unimportant. But it is very impor-
tant to family farmers and family-operated, small businesses. These fami-
lies want a chance to be able to continue their family traditions through
the generations. Congress has clearly decided to give them that opgortunit;y
and not to let the death of the head of a family g)‘rce the sale of the family
farm or business because of the need to pay federal estate taxes.

It is particularly frustrating to family farmers that the IRS has recently expanded
Treas. Reg. §301.9100-1 to permit a taxpayer to cure a defective tax ef;ction. but
has not applied that relief fully to Section 2032A—despite granting the relief under
similar circumstances to marital deduction elections under the estate tax. Ironically,
in Private Ruling No. 9215003 (December 16, 1991), in terms hearkening back to
the qualified use test, the IRS relied on the Dixon amendment and its substantial
compliance requirement that was -added in the legislative process as a reason for
denying the reiief. !

e proposed simplification giving 90 days to cure a defective election should be
enactetr and applied retroactively.
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IIl. LOSS OF SPECIALLY VALUED FARMLAND THROUGH FORECLOSURE

Problem: Farmland lost to the family by foreclosure or transferred to a creditor -
in lieu of foreclosure still can result in recapture and estate tax liability to the fam-
ily. In one estate | am advising an estate with a fair market value of $1,000,000
has been essentially lost with the family still owing as much as $200,000 in estate
and recapture tax and penalties and interest,

Solution: The IRS should be given the authority to forgive taxes, interest or pen-
alty when an estate electing Section 2032A or 6166 installment payments is fore-
;:lo_sed on or otherwise lost to creditors without pursuing the separate assets of
1eirs.

Discussion: Most of these cases involve the estates of decedents dﬁinﬁ]prior to
1983 when exceptionally high estate taxes combined with exceptionally high land
values. Indeed, the 1980 land values many times exceed the current value of the
farmland some ten years later. Without this legislation, the IRS will be required to
drive the heirs into bankruptcy chasing these taxes. Yet the IRS won't likely collect
that much more in taxes when the cost of those proceedings is considered.

IV. INCREASING THE MAXIMUM VALUE REDUCTION

Problem: The maximum value reduction of $750,000 from the use of Section
2032A has not been increased since 1981. This limit is 8o low that Section 2032A
cannot be utilized effectively by farmers in urban or suburban locations. Thus farm-
ers in these locations either sell off the farms or use other valuation reduction and
estate tax savings devices without the 10 year commitment to continue the family
farm, Thus some of the most crucial farms to save are lost each year.

Solution: Either the valuation reduction limitation should be removed or a mini-
mum number of acres should receive an unlimited limit.

Discussion:.If you look at Illinvis farmland with a fair market value of $2500
per acre.and a vn{ne a8 a farm of $1000 per acre, then 500 acres can be specially
valued before reaching the maximum value reduction. If you look at a farm in Lake
County in the six county Chicago metro area, then its fair market value is likel
$20,000 per acre with a similar use value. Thus the Lake County farm would reac
the maximum reduction with 40 acres. While it is questionable whether a 500 acre
farm is sufficiently large to be productive and efficient, there is8 no question that

a 40 acre farm is too small.
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" Chart on Legisl

ative and Regulatory History of the Qualified Use Test - 5; .

~bue

Action

- Citation

Congress

10/4/76

Enactment of Section 2032A which contained a post-death
qualified use requirement as follows:

-.. real property shall cease to be used for a qualified use if --

- Such property ceases to be used for the qualified use set
forth in [citations] under which the property qualified ...

The original statute further defined qualified use as:
--. the devotion of the property to any of the following:
(4) w. as a farm for farming purposes, or

(B) use in a trade or business other than the trade or
business of farming.

IRC §2032A(c)(6)
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IRC §2032A(b)(2)




Chart on Legislatiye and Regulatory History of the Qualified Use Test

Actdr |

Date

Action

Citation

Congress

8/2/76

The contemporaneous legislative history to Section 2032A clearly
contemplated that the qualified use need not be by the decedent

or the qualified heir as long as a family member materially
participated:

As indicated above, real property which is used in a trade or
business other than the trade or business of farming may also
qualify for special use valuation so long as the property was
used .1 a trade or business in which the decedent or a
member of his family materially participated prior to the
decedent’s death. This is true even though the party carrying
on the bufinesswasnotthedecedentoramemberofhis
Jamily so long as the decedent or a member of his family
materially participated in the business. [Emphasis added]

House Report 94-1380,
p-23

(4]



Chart on Legislative and Regulatory History of the Qualified Use Test

Actor

Date

Action

Citation .

IRS

11/19/80
12/31/80

However, in two private letter rulings the IRS adopted a contrary
position with respect to the pre-death qualified use test reading
into the statute (out of thin air) the bold language set forth below:

.. real property shall cease to be used for a qualified use by
the qualified heir if --

- such property ceases to be used for the qualified use set
forth in [citations] under which the property qualified ...
-.. the devotion of the property to any of the following:

(A) use as a farm for farming purposes in the trade or
bus’ess of farming, or ...

Private Rulings #8107142
and #8114033

Congress

4/27/81

Subcommittee on Oversight of the Internal Revenue Service of
the Senate Finance Committee criticized the IRS for its highly
technical positions, including its qualified use position, denying the
benefit of special use valuation to deserving farm families. The

subcommittee agreed to support legislation overturning the IRS
position.

HG-97-22

Treasury

4/27/81

In a news release to accompany its testimony at that hearings,
Treasury specifically repudiated its own qualified use test.

News Release R-147

£81



Chart on Legislative and Regulatory History of the Qualified Use Test

Actor

Date

Action

Citiltion

Treasury

7/7/81

Treasury amended its regulations to repudiate iis qualified use test
officially as to family members and leaves open the application of
the qualified use test to non-family members:

The regulations at section 20.2032A4-3(b)(1) require (1) that a
qualified heir receive or acquire a ‘present interest” in property
before it may be considered qualified real property, and (2)
that the decedent have an equity interest in the operation of
the farm or other business. It has also been determined that
theequityinter&s'trequiremmtmaybesatisﬁedbyeitkerthe
decedent or a member of the decedent’s family. Thus, a
passive rental of a farm by a deccdent to a member of the
decedent’s family should not disqualify the property from
special use valuation. [Emphasis added]

The purpose of this regulation is to implement these
decisions. ‘

Becrse this regulation is liberalizing in nature, it is
found unnecessary to issue this Treasury decision with
notice and public procedure. At a future date the
regulations will be reviewed to provide guidance where
the parties involved include persons other than
qualified heirs and members of the decedent’s family.

Treasury Decision 7786

¥81



Chart on Legislative and Regulatory History of the Qualified Use Test

Actor Date Action Citation
Congress 8/13/81 | The Congress then codified the IRS change of position with an Economic Recovery Tax
amendment to the qualified use test providing specifically that Act of 1981 §421(b){1)
cash rents between the decedent and family members prior to
death would not disqualify special use valuation.
7/6/81 Despite the IRS own repudiation of its qualified use test and the : Senate Report 97-144,
1976 committee report language the Senate Report stated that p. 133
non-family cash rents would fail the qualified use test.
12/29/81 | The Bluebook went further and implied that family member cash | Joint Committee of
rents after death might be a problem. Taxation Staff Explanation,
p. 249-50
Congress 11/10/88 | In 1988 Congress enacted legisiation retroactively permitted Technical and
surviving spouses to cash lease to their lineal descendants without | Miscellaneous Revenue Act
recapturing the estate tax savings. Proposed language to make it of 1988 §6151(a)

clear that Congress was not narrowing the qualified use test was
scored and, thus, not included.

81
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PREPARED STATEMENT OF REPRESENTATIVE BYRON L. DORGAN

Mr. Chairman and members of the Subcommittee, I am very pleased to address
you about the issue of tax fairness for farmers.

America “all-star” entrepreneurs are the familjlr( farmers, ranchers and small busi-
ness people who work hard and struggle and take risks everyda{ to make a living
by their own toil, imagination and gugu. Yet, the tax code frequently tells these folks
that they are to be treated less favorably than other taxpayers.

In many instances, the tax code unfairly discriminates against farmers and other
self-employed business owners with respect lo tex items, And over the past decade
I've sponsored several pieces of legislation to correct these ;';roblemn.

Today’s hearing examines several bills to provide much needed help to ensure
that family farmers retain a major role in this nation’s future, The bills would assist
first-time farmers by permanently extending the first-time farmer bond provision,
provide capital gaing relief for farmers seeking to retire, and encourage farmers to
pass farm operations down to the next generations. And I've worked hard to pass
virtually identical legislation in the House of Reptresentatives.

Yet, it seems to me that one of the most inexplicable provision in the tax code
relates to the deductibility of health insurance costs for farmers and other self-em-
ployed individuals. When certain requirements are met, self-employed individuals
are permitted to deduct only 26 percent of their expenses for health insurance. Bul,
competitors organized as large corporations are able to take advantage of full de-
ductibility of these same health costs. The same tax treatment should be available
for self-employed taxpayers. It's just that simple.

Saving and expanding the health insurance tax deduction is critically important
to farmers because the risky nature of their jobs are reflected in higher health in-
surance premiums. Each year I have pushed my colleagues in the House to correct
this ine uit{y in the tax code by phasing in 100 percent deductibility for the self-
pmploye&'e 1ealth insurance premiums. &19 ought to fix tax laws that unjustly treat
our farmers and other self-employed people who make up the backbone of the na-
tion's economy. And we must move quickly to lessen the 1mpact that this tax injus-
tice has on health policy.

Over 34 million Americans are currently without any health insurance including
many self-employed farmers and business owners. As health care costs continue to
spiral upward, millions of U.S. workers who are self-employed may be forced to
drastically reduce or eliminate health insurance coverage.

It seems to me that the code's health tax deduction provisions run counter to the
incentives we ought to be providing. We must encourage broader health care cov-
erage in this country to help remove a growing number of Americans from the list
of the uninsured.

I also have been fighting to change a provision in the tax code that is inequitable
to family farmers who retire and sell their farms. Current law allows those tax-
payers over the age of 55 to exclude from federal income tax $126,000 of gain on
the sale of their principal residence. That is fair treatment for most urban dwellers
who typically may benefit from most of that tax exclusion.

But, family farmers aren't able to receive much of that benefit because the IRS
separates the value of their home from the value of the quarter section of land the
home sits on. As people from my state of North Dakota know, houses out on the
farmsteads of rural America are more commonly sold for $6,000 to $40,000. Most
farmers are putting their retirement savings into the whole farm rather than into
a house that will hold little value at retirement time. And as a result, homes far
out in the country are frequently judged by the IRS to have very little value and
thus farmers receive much less benefit from this exclusion than others who sell
their primary residences in town.

I recently introduced legislation to redefine current law's tax exclusion to apply
to the farm home and the quarter section of land that the home site on. This legisla-
tion ias identical to my amendment to the “Tax Fairness and Economic Growth Act
of 1992" that was passed by Congress early thia year, but vetoed by the President.

Specifically, the provision will allow a person who is activelv engaged in farming,
and over 65 years old, to exclude the gain on up to 160 acres of land contiguous

to the farm house. I believe that this legislation will finally allow retiring farmers
the same type of tax exclusion that others have received for decades. And I urge
my colleagues to support this proposal to ensure that farmers get a more eqlﬁtalﬁe
share of the personal residence tax exclusion.

Mr. Chairman, I appreciate the opportunity to testify before this Subcommittee.
I think that a number of bills being considered at today's hearifg are very impor-
tant, but none quite so important as the health tax deduction for the self-employed
that's scheduleg to expire this summer. We now face the challenge of providing ac-

-
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cessible health care to all Americans, and our failure to provide an equitable health
tax deduction may force the self-employed to rely solely on government health care
assistance rather than allowing them to provide for their own health care needs.

PREPARED STATEMENT OF JAMES FIELDS

Mr. Chairman and Members of the Subcommittee: It is a pleasure to he here
today to present the Administration’s views on proposed leqisla ion generally relat-
ing to the Federal income tax treatment of “family farms.” We recognize the eco-
nomic difficulties facing family farms. Ae a consequence of a variety of economic
forces, there has been a steady reduction in the number of family farms and fewer
individuals are entering into the small-scale farming business.

The Administration ie committed to providing for the survival and success of fam-
ily farms. A number of the proposals in the President's 1993 Budget would assist
farmers and would be particularly beneficial to family farmers, inc%uding a capital
gains exclusion, the “Investment Tax Allowance,” an extension of the health insur-
ance deduction for self-employed persons, the “Family Tax Allowance” and an exten-
sion of first-time farmer bonds,

While the Administration commends the Subcommittee for its concern for the
family farm, certain of the proposals under consideration by this Subcommittee will
result in substantially reduceg revenues, without inclusion of appropriate offsets.
. The proposals represent significant lax expenditures that must satisfy the pay-as-
you-go requirements of the Omnibus Budget Reconciliation Act of 1990.

The Administration is also concerned that certain of the proposals do not reflect
an appropriate halancing of the considerations that justify new tax expenditures.
Any tax expenditure, regardless of the desirability o() its objectives, must reflect a
froper balancing of efficiency, fairness and administrability. kﬂiciency requires that

he tax expenditure be the least-cost method of achieving its objective. Fairness re-
quires that similarly situated persons receive similar treatment. Administrability
requires that the complexity of the scheme properly reflect the sophistication of the
taxpayers subject to it. On{y certain of the provisions considered today reflect the

proper halance.
e Administration’s views regarding each of the proposals is set forth below.

I. 8. 710—FIRST-TIME FARMER BONDS EXTENDED PERMANENTLY

Current Law. Slate and local governments may use proceeds of tax-exempt bonds
to make loans to privale individuals or entities to acquire farmland and equipment
for certain first-time farmers or to acquire or construct manufacturing facilities. Pro-
ceeds of qualified small issue bonds loaned to first-time farmers may not exceed
$260,000 per farmer and may be used only to acquire qualifying farmland and cer-
tain farm-related depreciable property. Only individuals or entities with relatively
small capital investments (i.e., less than $1 million in some cases and less than $10
million in other cases) in the jurisdiction of the issuer of the bonds are eligible to
use qualified small issue bonds for manufacturing facilities.

Qualified small issue bonds are subject to the tax-exempt bond volume cap and
must compete with other private activity bonds for a share of a state’s volume cap.
The authority to issue qualified small issue bonds is set to expire on June 30, 1992.

Proposal. The authority to issue qualified small issue bonds for first-lime farmers
would be made permanent.

Administration Position. The Administration supports an 18 month extension of
the authority to issue first-time farmer bonds in connection with a package of exten-

sions of expiring tax provisions.
. 8.887—WETLANDS AND GREEN SPACE PRESERVATION ASSISTANCE ACT OF 1991

Current law. Section 2032A of the Internal Revenue Code of 1986 (the “Code™)
provides that, under certain circumstances, a decedent's estate may elect to value
real property used in a farm or a trade or busineas (a “qualified use”) which passes
to a member of the decedent's family ta “qualified heir”) on the basis of its actual
use rather than its highest and best use. The eatate tax benefit of the apecial valu-
ation is recaptured if the qualified heir disposes of the ﬁroperty {other than to a
family member) or ceases to use the property in the qualified use within 10 years
after the decedent's death.

Section 20556 of the Code provides for an eatate tax charitable deduction for cer-
tain perpetual conservation easements granted on the death of the grantor. Simi-
larly, if property owned by a decedent at death is already subject to a preservation
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easement, the easement is taken into account in valuing the property for Federal
estate tax purposes in appropriate circumstances.

Section 170 of the Code provides for an income tax charitable deduction for cer-
tain perpetual conservation easements. Generally, gifta of the use of property do not
qualify for a charitable deduction.

Proposal. For estate tax purposes, a decedent’s executor could elect to value any
interest in any wetlands area (as defined by Federal law) or any other area of unde-
veloped natural condition or open space based on its environmental use value if the
property is subject to a 10-year preservation easement measured from the date of
the decedent’s death. The easement could be granted by the decedent or by the dece-
dent’s executor with the consent of the qualified heirs who inherit the property. As
in the case of special use valuation for farm property, the estate tax savings from
the special environmental use valuation wouldp be subject to recapture if the preser-
vation easement is not maintained for the 10-year period. The proposal would be
effective for decedents dying after the date of enactment.

Administration position. The Administration does not support this provision. The
Code already provides charitable deductions for income, estate and gift tax purposes
for qualified preservation easements. Thus, the proposed valuation rule is not nec-
essary to encourage the granti::g of such easements and, as discussed below, might
actually reduce the stock of real pro erty reserved, In addition, unlike the special
use vafuation of section 2032A of the (JO(Ye, the proposal cannot be justified es a
reasonable protection of small family businesses or farms. The special use valuation
for farm and business real property under section 2032A is available only in cases
where the property is used in a qualified use for periods both before the decedent's
death and for a period of 10 years thereafter. The purpose of those rules is to pre-
vent having to sell an existing family farm or business to pay estate taxes. This con-
cern is not reflected in the proposed rule which does not depend on the use of the
property prior to the decedent’s death.

1e proposal does not represent an efficient means for promoting conservation
easements. The proposal provides few of the requirements of current law to assure
the creation and preservatjon of valuable easements. The proposal defines environ-
mentally sensitive areas broadly and does not require that areas preserved result
in public benefit. The proposal does not include a public access requirement. There
is no asswrance that the public may use or even view the property. The proposal
does not require that the transferee of the easement be a charitable organization.
The transferee may be a related party who raay enjoy use of the property, possibly
to the exclusion of the public, and may not have sufﬁ}éiently adverse interest to the
?roperty owner to assure maintenance of the conservation purpoee. Based on the
oregoing, it is not clear that the proposal would result in any meaningful preserva-
tion or public benefit. In addition, 1f the proposed valuation rule encourages the
granting of limited easements at the expense of the .erpetual easements now sub-
sidized %y the tax law, the proposal could result in an overall reduction in the stock
of protected real property.
1e Administration aKso has concerns regarding pulential revenue loss from this
provision, The 10 year casement may be used as a-simple, relatively low-cost plan-
ning device to avoid estate taxation for high net-worth individuals. For example,
urban land held by a real estate developer could qualify. If, under the proposal, the
roperty were valued on the basis of its encumbered use, the economic cost of grant-
ing an easement could be far less than the reduction in the estate’s value for tax
purposes. The proposal’s value as a planning tool is increased because, in contrast
with section 20321{’, the proposal contains no limitation on the possible reduction in
estate value. Moreover, in contrast with the current law governing conservation
easements, the proposal does not make adjustments for benefits to other property
held by the estate or heirs arising from the easement.

UI. 8. 1045 AND 8. 1061—ELECTION OF 8PECIAL USE VALUATION OF FARM PROPERTY
FOR ESTATE TAX PURPOSES

Current law. Under current law, a decedent’s estate may elect to value real prop-
erty used in a farm or a trade or business (a “qualified use”) which passes to a mem-
ber of the decedent's family (a “qualified heir”) on the basis of its actual use rather
than its highest and best use. The estate tax benefit of the special valuation is re-
captured if the qualified heir disposes of the property (other than to a family mem-
ber) or ceases to use the property in the qualifged use within 10 years after the dece-
dent’s death. Generally, a net cash lease of the property bg' a qualified heir is not
a qualified use. However, a net cash lease of the property by a surviving spouse to
a member of his or her family is not treated as a failure to use the property in a
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qualified use, In contrast with a net cash lease, a “crop sharing” agreement is treat-
ed as a qualified use,

Proposal. Under S. 10465, lineal descendants of the decedent, as well as the dece-
dent’s spouse, would be able to net cash lease to members of their families without
failing the qualified use test. Under S. 1061, any qualified heir could rent the prop-
erty to a member of the heir's family on a net cash basis. Both proposals wourd be
effective as if included in the amendment to section 2032A of the Code made by the
Technical and Miscellaneous Revenue Act of 1988 and would therefore apply to the
estates of decedents dying after December 31, 1976.

Administration Position. The Administration supports S. 1046 subject to modifica-
tion of its effective date to provide for prospective application only. In general, sec-
tion 2032A requires a qualified heir to have an “equity interest” in the farm or busi-
ness performance to meet the qualified use standard. Net cash leasing is generally
inconsistent with that policy. Il-}owever, to allow needed flexibility, the Administra-
tion would not oppose limited extension of the right to cash lease specially-valued
real property. We believe that the extension of the current rule proposed in S. 1046
represents a reasonable balancing of the need for flexibility in the context of the
family farm or business and the general policy of requiring a qualified heir to main-
tain an equity interest in the farm or business.

IV. 8. 800—FARM DEBT TAX REFORM ACT OF 1991

Present Law. Cancellation of debt income (“COI) income”) realized by an insolvent
taxgager (but only to the extent of the insolvency) or a bankrupt taxpayer is ex-
cluded from income and the taxpayer is instead required to reduce certain tax at-
tributes (generally including net operating losses and basis in property). If realized
COD income exceeds the amount o?tax attributes, the excess is forgiven.

Under section 108(g) of the Code, to the extent a solvent farmer has tax at-
tributes, COD income realized by the farmer from the discharge of farm indebted-
ness is excluded from income and the tax attributes are instead reduced. Realized
COD income in excees of tax attributes is included in income.

Gain recognized by a farmer on the transfer of farm property in partial or com-
plete satisfaction of farm indebtedness is included in income. Tf‘;is reault occurs re-
gardless of whether the farmer is solvent, insolvent, or bankrupt or whether the
gain is capital gain or treated as ordinary income under the recapture provir‘ons.

Proposal. The proposal would provide two forms of tax relief for quelifying farm-
ers. Iﬁrst, a qualifying farmer would exclude gain arising from the transfer of farm
Froperty in complete or partial satisfaction of farm indebtedness. The farmer would
1ave to reduce tax attributes on account of excluded gain under the same rules ap-
plicable to COD income. Any gain in excess of attributes would be forgiven. The ex-
clusion of gain would apply regardless of whether the farmer is solvent, insolvent,
or bankrupt [or whether the gain is capital gain or treated as ordinary income under
the recapture provisions]. Second, a qualifying farmer could elect to exclude COD
income gr)om the discharge of farm indebtedness. The farmer would have to reduce
tax attributes as a result of excluded COD income. Any excess COD income would
be forgiven. (Because excess COD income is already forgiven in the case of insolvent
and bankrupt farmers, the second provision effectively benefits only solvent farm-
ers). Relief under these two provisions would be subject to Atombined lifetime cap
of $300,000 of taxable income.,

To qualify for relief, (1) the farmer’s adjusted gross income (with certain modifica-
tions) in 3 of the 6 taxable years ending with the year of discharge must be less
than the average national median adjusted gross income; (2) more than 50 percent
of the farmer’s gross receipts for 6 of the 10 taxable years preceding such year must
be attributable to farming, the sale or lease of assets used in farming, or both; (3)
the farmer must have materially participated in the farming business when the
farm indebtedness was incurred; and (4) the amount of equity in all property held
by the farmer after the transfer or diecharge must be ‘L}ss than the greater of
$26,000 or 150 percent of the additional tax that would be incurred as a result of
the transfer or discharge if the resulting gain or COD income were not excluded.
As an additional condition on the exclusion of COD income, the farmer's indebted-
ness both before and afler the discharge must equal at least 70 percent of the value
of all property held by the farmer.

Under the proposal, relief would apply retroactively to transactions after Decem-
ber 31, 1986 and claimas for credit or refund based on the relief that otherwise would
be barred under the statute of limitations would be allowed within 1 year of the

date of enactment.
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Administration position, The Administration opgoses the rro osal because it does
not appropriately balance efficiency, fairness and adminis ralfility and because it
would result in substantial revenue loss.

The proposal does not satisfy the requirements of fairness. It applies only to farm-
ers, Many small fmnildyi businesses are suflering financial difficulties. There is no
gulicy justification for distinguishing between farmers and any other troubled family

usinesa for the purpose of debt forgiveness.

Further, the propusal does not even require that a farmer be unable to pay the
taxes otherwise due or even be in financial difficulty. In fact, the COD income pro-
posgll benefits only solvent farmers, as insolvent farmers are protected under cur-
rent law,

The proposal does not satisfy the requirement of efficiency because it distorta the
market for farm property. It would create an artificial tax incentive for transferring
farm property to a lender in satisfaction of debt, even if the property has fair value
sig'niﬁ‘::antly in excess of the indebtedneas. Sale of the property to a third-party at
ita fair market value and use of the proceeds to satiaf{) the debt would not trigger
the proposal's gain forgiveness, and would therefore be less economically advan-
tageous to the farmer than a transfer to the lender. In addition, the proposal may
result in an unintended windfall for lenders because lenders may be able to capture
some of the tax benefit through pricing of the transferred property.

The proposal does not satiafy the requirement of administrability because it is ex-
ceedingly complex. In addition to the complex annual income tests, to determine
whether a farmer qualifiea it would be necessary for the farmer and the Service to
make an assessment of the farmer's net worth in each year that debt is discharged

or satisfied in exchange for farm property.
The proposal would result in substantial revenue loas, and does not include an

offset.

V. 8. 2202—EXPAND EXCLUSION OF GAIN ON SALE OF PRINCIPAL RESIDENCE TO
INCLUDE ADJOINING FARMLAND.

Current law. Section 121 of the Code generally allows a taxpayer who is over 55
to exclude up to $125,000 of gain on sale of his or her principal residence. The exclu-
sion is only available to a taxpaver once. In addition, the exclusion applies only to

roperty used as a principal residence. For example, if a residence adjoina land that
18 used in a farming business, the exclusion does not apply to the farmland.

Pronosal. The bin would expand the section 121 exclusion to ﬂprly to farmland
sold with a principal residence. If a taxpayer used land adjoining his or her prin-
cipal residence in an active-forming business, the land wou{d be treated as part of
the principal residence for purposes of gection 121. The provision would be effective
for sales of principal residences after December 31, 1991.

Administration Position. The Administration opposes this provision as structured.
As a matter of policy, section 121 should allow exclusion onl};' of gain on residential
property, not gain on business property such as farmland. The Administration
would, however, consider certain de minimie rulea to minimize controversy between
the Service and taxpayers concerning the determination of property appropriately
included as part of a principal residence.

The proposal woultrcreate disparities among similerly situated taxpayers by cre-
ating a special “business property” exception for farriers that is not available to tax-
payers who use part of their home or land in a business other than farming. There
18 no justification for such a distinction.

The propoeal would also create unjustifiable disparities among farmers. For exam-
ple, a farmer with gain of $120,000 on his home could exclude $5,000 of gain on
adjoinipg farmland; a neighboring farmer with gain of $56,000 on his home could ex-
clude $120,000 of gain on adjoining farmland; a third farmer with a loss of $100,000
on his home could exclude $226,000 of gain on adjoining farmland (even though the
loss on sale of the home would not ordinarily be deductigle).

The proposal would result in substantial revenue loss, and does not include an

offaet.
V1. 8. 1130—FAMILY FARM TAX RELIEF AND S8AVINGS& ACT OF 1991

Current Law. Gain from the sale of farm assets generally is includible in income
in the taxable year in which the assets are sold.

Under current law, working individuals generally may contribute a limited
amount (e.g., $2,000) per year to an individual retirement account (1RA) on a de-
ductible basis unless the individual either is covered under an employer-sponsored
tax-qualified retirement plan or is below certain income thresholds. In addition, em-
ployers including self-employed individuals may establish tax-qualificd retirement
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plans or simplified employee pension plans (SEPs) provided a number of statutory
requirements are met. These include minimum coverage requirements and non-
discrimination rules. While contributions and benefits under qualified plans and
SEPs are also subject to maximum limitations, those limitations are generally sub-
stantially greater than the IRA contribution Jimit.

Proposal. S. 1130 generally would exclude gain from the sale of a qualified farm
asget from current income tax to the extent the gain is rolled over to an individual
retirement account designated as an asset rollover account (an “ARA”). In general,
ARAs would be treated in the same manner as [RAs. As a result, amounts contrib-
uted to the account, as well as earnings and appreciation on such amounts, would
not be includible in income until withdrawn from the account.

Contributions to ARAs would be subject to an annual limit of $10,000 multiplied
b{ the number of years the taxpayer was a qualified farmer, or if less, the amount
of the qualified net farmm gain (as defined) ?or the year. Contributions also would
be subject to an aggregate limit of $600,000 in the case of an individual filer, The
aggregate limit would take into account other assets held in IRAs to the extent such
assets exceed $100,000.

Administration Position. The Administration opposes the proposal.

The proposal is not an efficient meana of assisting the survival and success of
family farms. It is not limited to small farmers. There are no income or wealth caps
relating to its application. The proposal principally assists individuals exiting the
business of farming. In addition, the proposal aesists financislly sound individuals
not financially distressed farmers. Financially distressed farmers do not have the
capital to invest in ARAs.

1e proposal does not satisfy the requirement of fairness. It provides farmers with
an alternative retirement savings incentive, without the imposition of the require-
ments generally applicable to existing tax-favored retirement vehicles or the imposi-
tion of comparable limits. Moreover, ARA contributions are only partially coordi-
nated with contributions to other retirement vehicles. Thus, the tax benefit provided
to farmers under the proposal potentially exceeds that available to other individuals
because it would not preclude farmers from availing themselves of the tax advan-
tag_;s of both the existing retirement vehicles and the ARA.

e proposal also allows large-scale farmers to skirt the non-discrimination rules.
When a farmer has employed other individuals in connection with the farming busi-
ness, the proposal provides farmers with a mechanism for providing substantial tax-
favored retirement savings for themselves without the necessity of providing cov-
erage to their employees, as is required generally in the case of other employers who
establish tax-qualified retirement plans or simplified employee pension plans in
order to contribute on their own behalf.

The proposal would result in substantial revenue loss, and does not contain an

offset.

PREPARED STATEMENT OF WILLIAM H. GREINER

My name is William H. Greiner. I am the Executive Director of the lowa icul-
tural Development Authority, which is a division of the lowa Department of Agri-
culture & Land stewardship. I have held this position since 1980.

I appreciate the opportunity to appear be£re you today to testify in support of
S. 710, sponsored by Senator Charles Grassley, which calls for a much neetged per-
manent extension of tax-exemmpt Small lssue Private Activity Bonds, commonll\iore-
ferred to as “Aggie Bonds.” Iowa has a highly successful Beginning Farmer Loan
Program, and the continuance of the program Is dependent on the extension of the
sunset date for these bonds.

Iowa was the first state in the nation to offer a program whereby tax-exempt
bonds would be utilized to finance qualified agricultural projects. The Authority has
operated a program since 1981 under which an individual bond is issued for each
loan approved by the Authority board.

The lowa program is highly targeted in that an applicant for the program must
be a “First-time Farmer” under the federal guidelines and a Beginning Farmer
under the State of [owa guidelines. A First-lime Farmer is a person who ﬁas never
owned any direct or indirect interest in substantial farmland in the operation of
which he or she has materially participated. A Beginning Farmer is a person who,
along with his or her spouse and minor children, has a net worth of $200,000 or
less. Projects eligible for financing include agricultural land, depreciable agricultural
property, and agricultural improvements including buildings used for agricultural

purposes and improvements to land.
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It should be noted that one of the important features of the program specifies
that, in the event of default on a loan, neither the federal government or the state
Authority is liable for any damages. The principal and interest on the bond are pay-
able sovlely by the beginning farmer and do not constitute an indebtedness of the
Authority, the State, or the federal government or a charge against their general
;redflt Iqr t:neral funds, Since the beginning of the program, there have been very
ew defaults.

Since the first loan was made in [owa in 1981, the Authority has financed 1,288
loans totaling $109,894,464. Unfortunalely, the Authority did not keep a record of
the number of acres financed during the first four years of the program, but since
1986, a total of 82,739 acres have been financed. It is estimateg that the number
of acres financed by the program since its inception is well in excese of 115,000
acres. The calender year 1991 was the best year ever for the Jowa program with
287 loans being closed for a total of $26,37g 258. This includee the financing of
23,683 acres of Jowa farmland plus numerous imildings, farm equipment, and live-
stock used for breeding purposes. Calender year 1992 is off to a very good start with
44 loans being closed tﬁus far totaling $4,178,634. A total of 4,752.37 acres have
been financed this year plus buildings, farm equipment, and livestock. The average
size loan in lowa is approximately $86,000.

Other states have experienced similar success with ‘?Hgie Bonds, As an example,
the NMlinois program has been and continues to be highly successful. It issued $11
million in Aggie Bonds in 1991 for a total of more than $131 million since the pro-

am started. Colorado issued nearly $10 million in 1991; Kansas, $9 million; Ne-

raska, $6 million; and Missouri, $4 million. The state of Minnesota started a new

rogram in 1991 and began issuing in the latter part of the year and closed roughly
g400,000 in loans. Kentuclcy was active and closed approximately $600,000 in loans.
Other states, including Alabama, North Carolina, Ohio, Georgia, Indiana, Arkansas
and Texas, are trying to activate pro%rams utilizing Aggie Bonds. It should be noted
that the state of California is currently considering legislation to initiate a program
for the state’s first-time/beginning farmers.

The lowa program has been copied by many other states during the last 10 years
and, as a result, more than 4,200 first-time/beginning farmers have been assisted
with their purchases of various agricultural projects in these states. Several states
are now considering the use of this funding mechanism to assist beginning farmers.
However, some states are holding in abeyance any action to develop a program until
the extension of the sunset date for Aggie Bonds 18 acted upon by the Congress.

In Iowa, the largest purchasers of Aggie Bonds are commercial banks. The pricing
of the interest rate on these bonds is currently in the range of 76% to 85% of the
banks’ in-house prime, base, or agriculture realyestate rate, and generally falls some
two to four percentage points below the conventional rate. The program is also bei
used more and more bﬁ'etiﬁng farmers who want to sell their farms on contrac
to be?'nning farmers. The interest rate on these transactions is also tax-exempt
from lowa income taxes, which puts these bonds in the 5.60% to 8% interest range.

The question is often asked: would a bank want to gurchase these bonds?’
There are probably three answers to this question: (1) the bank uses the program
to assist a present customer or gain a new customer; (2) the loans under the pro-
gram qualify under the Community Reinvestment Act (CRA); and (3) the interest
income from the bond is not includable in the bank's gross income for federal income
tax purposes. 1 strongly believe that most banks are using the program for reason
No. 1—they want to help a customer obtain a loan at a lower interest rate which
improves the cash flow projections on the given project.

t must be pointed out that the beginning farmer benefits from this program as
well as the bank. However, what is genera K not given adequate recognition is the
benefit to the local community in which the beginning farmer resides. It is the local
community that benefits from the support this funding source makes available to
the community’s first-time/beginning fgrmers. It is the local community that will
benefit from a better loan afforded a first-time/beginning farmer via the debt struc-
turing provided by Aggie Bonds. The “spinoff economic impact” provided agri-
businesses including supplv businesses, equipment dealerships, and livestock out-
lets, is substantial. Schools and retail businesses also benefit from this program.
Simply stated, Aggie Bonds have provided a /ery cost-effective way for lenders to
stay within their established credit criteria while, at the same time, actively sup-

orting rural economic development efforts in their community and providing an af-
ordable method of long-term financing for first-time/ beginning farmers.

Iowa, like other midweatern states, is currently facing a dilemma with the exodus
of farmers from the agricultural sector. The 1980’s were difficult years for farmers
in fowa and other states. We have lost 17,000 family farmers in lowa since 1980.
We have gone from 119,000 farmers in 1980 to 102,000 farmers in 1991. Forty per-
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cent (40%) of Towa farmers are 66 years old or older. A recent survey by Iowa State

niversity showed thal as many as 19 percent of those people who are farming
today in lowa are planning to retire within five years. I am sure this phenomenon
is also occurring in other farming and ranching states. We must have programs in
g}ace that will encourage young people to pursue careers in farming and ranching

replace those who are about to retire. Aggie Bond programs offer a means to help
accomplish this objective. Farming is an extremely complex and capital intensive
business, therefore, it is vital that programs providing affordable capital be put in
place or, in the case of Aggie Bonds, kept in place for beginning farmers.

Iowa is a member of the National Council of State Agricultural Finance Programs.
This organization represents a growing 21-state membership from California and
Alaska on the west coast to Florida, Georgia, and North Carolina on the east coast.
In 1988, the Council conducted a survey of farmers in several midwestern states re-
garding the use of the program. Seventy-seven percent of the farmer respondents
reported that they used this method of ancmg to make their first land iurchase.
Sixty-six iercent of the respondents indicated they could not have made their land
purchase had it not been for the interest savings assistance associated with their
A'gﬁile Bond. Possibly the most important ﬁndin% in the survey was that 96 percent
of the respondents noted that by going through the process of obtaining Aggie Bond
funding, an excellent relationship was developed with the local loan officer of the
bank . . . a resultant relationship with long-term positive ramifications. The surve
also revealed that over 76 percent of the users of ngie Bonds were small independ-
ent community banks.

In summary, Aggie Bonds are providing an affordable means for first-time/begin-
ning farmers to finance their first land purchase or other assets to assist them with
their farming enterprise. The most frequent user of the program in Iowa is a couple
who has farmed for 3 to 10 years, has built some equity in machinery and livestock,
and is using the program for their first land purchase. Aggie Bond programs allow
lenders to structure loans for beginning farmers in a manner that is consistent with
the farmer’s ability to satisfactorily repay principal and interest on the debt.

Aggie Bond programs are plagued %y t%e constant threat of termination. There
have been four sunset dates for Aggie Bonds in the federal tax code in recent
years—December 31, 1989; September 30, 1990; December 31, 1991; and June 30,
1992. I submit that working around these sunsets is a waste of precious time by
the various Authorities administering these programs, the lenders and borrowers
using the program, and certainly Congress expends too much time contemplating
the extension of this type of financing each year. We all need to direct our creative
energies toward making the programs better and more usable rather than debati
the sunset issue each year. We need the help of this subcommittee to support S.
710 to remove the sunset date for Aggie Bonds entirely.

Ag(gie Bonds work and are being used for the purposes intended by Congress and
the General Assemblies of the respective states using the program. I again encour-
a%;a you to support S. 710 to permanently extend the sunset and allow Iowa and
other states to go forward with our mission of assisting first-time/beginning farmers
with their credit needs. The country will be a better place as a result.

Thank you for the opportunity to present this statement for your consideration.

PREPARED STATEMENT OF JAMES H. HARRIS

I wish to thank you, Senator Daschle, for the opportunity to testifé on behalf of
the American farmers. We strongly endorse Senator Hasten's Bill S. 1130 titled
“FAMILY FARM TAX RELIEF AND SAVINGS ACT OF 1991” and o\ther similar
bills that have been presented by members of congress.

For brevity, the bill may be referred to as “F-RA,” standing for FARMERS RE-
TIREMENT ACCOUNT in this presentation.

“F-RA” re-establishes the farm assets as the Farmers Retirement Fund correcting
the hardships caused by:

1. The capital gains tax revisions of 1986 and

2. The oversight or failure to recognize that the farm investment unit does satisfy
the intent and criteria for investment of funds required of the IRA concept.

LIMITS—There are definitely limits to F-RA. A few follow:

1. Full time farmer for minimum of 5 years to qualify.

2. Maximum of $10,000/year of farming per spouse.

3. Maximum of $500,000 lifetime contribution limit per farm couple.

4. One'’s ability to pay—I lost about $17,000 last year on the farm and had no

significant charges for interest or depreciation. \

58-578 0 - 92 ~ 8
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5. All other existing JRA'S are limited to $100,000 total, (The 401Ks, Keoughs,
IRA’S or multi-million dollar accounts which can achieve values of hundreds of mil-

lions of dollars.)

The bill is unique in that it neither advantages or disadvantages any farm region,
product or activity. It will provide great incentive for substantial long term invest-
ment commitment to rural America. Also to the farm unit because the farmer can,
without reservation, devote all assets to the farm development, keeping his retire-
ment funds at iome! (not Texas S&I.'s or South Africa gold mines.)

The bill recognizes the need of the special farming (tenant farming) situations
which hold little or no real estate but have large investments in crops, animals, ma-
chinery, etc. To date most lon%aterm tax advantages have been targeted at real es-
tate holdings not working assets.

OBJECT:

TREAT A PORTION OF THE FAMILY FARM ASSETS AS A “SELF-DI-
RECTED” IRA WITH INCOME TAX DEFERRAL, ROLLOVER AND MAKE-UP
PRIVILEGES COMPARABLE TO THOSE GRANTED TO OTHER TAX PAY-
ERS’ SELF-DIRECTED IRA’'S.

FACT—Farming is an extremely capital intensive profession-occupation. Long
term growth and success of a family farm requires all of the farmer's capital re-
sources. One dollar of farmer income yields $.10 to kitchen, $.90 to bank to borrow
$10 more, leavin nothinf to invest in IRA'S or significant social security.

FACT-—-White/blue collar workers and other professionals, make large incomes
that require little capital outlalv.

FACT-—These people are allowed generous tax ;l){eferential treatment of large
sums invested in retirement —packages—I1RA’s, 401K's, Keoughs, Deferred Con/;g;.
employer Eyaid retirement funds, etc., which are invested in commerce. LET B
F. BE THE COMMERCE FOR THE FARMER'S IRA. IT CERTAINLY SATIS-
FIES THE INTENT AND PURPOSES OF [RA’S. 1t is simply an investment vehicle
like savings, stocks, bonds, mutual funds, etc.

FACT—Throughout history the farmer's capital appreciation was the farmer's re-
tirement fund and was given tax preferential treatment by means of the previous
long term capital gains tax exemption. Capital gains accumulated by a family’s hard
labor on the farm certainly deserves more congsideration than stock market poker
money. Genetics of the farmer’s dairy herd is family developed from grandparent to
grandchild and the farmer is a very active—not passive—risk participator. Plus a
major investor in the infrastructure of rural America.

ACT—Now when a farmer is forced or voluntarily sells out (farm auction) when
retiring, all proceeds are taxed at a high tax rate, as if ones lifetime—blood and
sweat—assets were earned that year (no consideration for inflation.) Paper stocks
ggbiz?,;s\re easily held and averaged for retirement years, agricultural assets—impos-
8i

When net farm income is limited or nonexistent due to the combination of persist-
ent Jow prices and required capital expenditures, by law, NO TAX EXE IRA'S
AND ONLY LIMITED SOCIAL SECURITY CAN BE FUNDED. Result—IRA’S and
meaningful Social Security are unaccessible for many farmers. Thus, the farmer re-
tires with slim retirement funds and a retirement t&f:overty. YET, the government
demands their “PINT OF BLOOD" out of the capi ains area of the farm sale.

A VERY TINY FRACTION OF THE S&L FIASCO COST WOULD PERMA-
NENTLY ENDOW A RESPONSIBLE FARM F-RA PROGRAMI! Agriculture is a
most essential “PUBLIC UTILITY” and it's health must be regarded as vital to soci-
ety. Farmer’s capital is invested locally—not S&L's or South Africa—giving a local
return of 6 to 1, creating local tax base and jobs. o

Forms of this resolution were passed, or in process by many farm organizations.

The typical annual retirement package available of $10/hr. to $12/hr. Wisconsin
state employees (my wife’s) is (1) $3,000/yr. employer Jmid retirement; (2) $2,300
employer paid S.S. (7.66% vs. 16.3%); (3) $7,600 shared or self paid 401K (with a
$22,600 hardship make up privilege); (4) $2,000 self-paid IRA; TOTAL $14,800; (5)
+ employer paid health insurance: (6) + equal spouse’s IRA account. The $500,000
limit of Farm F-RA bills cost $63.80 per month, ger farm couple, while the $2,000.00
IRA bills cost $333.32 per month per couple and achieve a value of $2,608,000 and
Senator's Kennedy and Bradley say this is an unwarranted raid on the U.S. Treas-
ury??? especially after the midnight fiasco of July, 91!

f could go on and on on the unfairness issue. If one must, take some away from
the over-endowed so0 us under-endowed can spend a few years in dignity before we
turn to the county for support and welfare assistance.
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A farmer’s Social Securiiy is much less than one would think. Also, seldom is
there a separate Social Security account for the farm wife,

This F-RA concept is of unique value only to those professions which have a huge
“RATIO” of required cafital assets g:r dollar of net earned income, particularly
where every possible dollar must go back into the business and one absolutely can-

not afford a separate retirement fund.
**Pregently one spouse almost needs to die so the other can retire comfortably,

benefiting by new cost basis established by the spouse’s death—SAD!
A HYPOTHETICAL “¥2” OF AN ALLOWED IRA—EXAMPLE

INPUT $1000.00/YEAR RATE OF $1000.00/12 MO.=$83.33 PER MO. INTEREST
8% PER ANNUM—COMPOUNDED MONTHLY

e Account total Monthly inlerest
Mo. Years paid

Yi2 83.33 055

1 YR. 1,031.17 6.31

10 YR. 15,145.08 100.41

20 YR. 48,760.52 324.51

30 YR. 123,374.72 821,94

40 YR. 289,891.36 1926.05

50 YR. 652,170.52 4347 .24

46% $500,456.55' 3335.82

TLeas than 47 years of $83.33 monthly deposks accumulate lo an excess of the $500,000 asked for In the “F-RA" bill

The above table along with other data was used to construct the “IRA” and “F-
RA”—Time Curves.

DISCUSSION OF THE SIMPLE LINEAR GRAPH NO. 1

When one reviews Curve No. 1 of graph I we see that an annual deposit of $1,000
deposited at a monthly rate of $1,000/12 months or $83.33/month grows to
$662,170.00 in 60 years. A de;twsit of $766/year ($63.80 per month) deposited month-
ly with 8% ! compounded monthly interest achieves our $500,000 goal. Since we may
have a working couple and each contributing to full $2,000 IRA'S ($4,000 total—
Curve IID, then the combination would grow to $500,000 in a mere 30 years, not
50 as specified in “F-RA” bill. The data is repeated on sexm’-lo% scale graph paper
(graph 2) which compresses the huge account totals to a scale of which they can be

visualized.
Now consider my brother John Harris—a Case I-H Tenneco employee of 29 years

and is 57 years old. He has a company package of:

1. 401K—The Company and he each contribute 8% of his salary—Input value

approx. $12,000/year
1. IRA—$2,000 (self paid)
IIL. Company paid retirement plan—Retirement:

At age 57 per month $1,600
At age 62 per month $2,600
IV. Social Security ¥z paid by Co. approx./yr $3,200
V. Deluxe Co. paid ﬁealth insurance throughout working and retirement
years (and the govt. don't even want ours to be deductible.) $8,000/year

This package is worth many, many millions of dollars compared to the pittance
of the cost of “F-RA’S” $383.00 per year per spouse.

ACKNOWLEDGEMENTS

I wish to acknowledge and commend Senator Kasten for his leadership on the “F-
RA” legislation and also the support of Racine County, Walworth County and Keno-
sha County Farm Bureaus and Jack King of the American Farm Bureau; Darlene
Ehrhart of Racine County Farm Bureau, and most of all my wife Nelda for the sup-
port needed {o carry this project forward.

Please contact James H. H’nrris, 4001 67th Drive., Union Grove, WI 63182, for an-

swer to any questions.

1 Farmers have commonly paid 12 to 18% interest on their loans for the last 20 years.
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Graph ~ IFA Account - Total Dollars
- ~ vs
x u..'%""‘"ume ~ VYears y-ag-72]

50 YR. VALUE
($1667.00/mo.) $13,043,400
( 833.33/mo.) 6,521,170
( 333.33/mo.) 2,608,680
( 166.67/mo.) 1,304,340
( 83.33/mo.) 652,170
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SEVEN ACCOUNT TOTALS IN DOLLARS FOR EQUAL
MONTHLY DEPOSITS € 8% INTEREST COMPOUNDED MONTHLY

VARIOUS ACCOUNT TOTALS VS TIME
TIME IN 3=401K'S T-401K 2-IRA'S I 177 I-F-RA
YEARS PLUS | PLUS (MAN & IRA IRA { FARMER E] 1/2 F-Ra
2-IRA'S 1-IRA WIFE) SPOUSE)
112 20,000 10,000 4,000 2,000 1,000 * 766 383
12 12 12 12 1z - 12 1z
1 20,620 10,310 1,124 2,062 1,031 790 335
10 302,900 | - 151,450 60,580 30,290 | 15,145 | 11,500 5,750
20 975,200 487,600 | 195,000 97,520 | 48,760 | 36,800 | 18,400
30 2,467,000 |1,233,000 | 493,000 246,748 123,374 | 94,300 | 47,150
40 5,800,000 |2,900,000 | 1,160,000 580,000 (289,991 | 221,000 | 110,500
50 : 13,043,000 16,521,000 | 2,608,000 |1,304,000 |652,170 | 500,000 250,000
PER !
MONTHLY | 1,666.66 833.33 333.32 166.66 83.33 63.80 36.90
DEPOSIT
OF
S0 YEAR  $20,000. $10,000. | s4,000. $2,000 $1,000 | s76s. $383.
ACTUAL x50 x50 x50 %50 x50 x50 x50
TOTAL 1,000,000 $500,000 | $200,000 $100.000 | $50,000 | $38,3007| 313,150
CASH
INPUT .
gggéﬁg“ $ 13,043,000 & 6,521,000/ 5 2,608,00d 51,304,000 $652,170 $500,00d s$250,000
WITH- x.08 x.08 x.08 x.08 x.08 x.0 x.08
DRALAL $1,043,430. F571,680. | 5208,640.0q SI04,320. | 553193 50 5 40,001 $ 20,000
@83
@ YR 50

When one considers that the "F-RrRa"

L61

people have essentially no other benefits where the million
dollar people are loaded with perks and if you could be so kind as to read the enclosed President's

letter, then your conscience will dictate a "yes" vote. Refer to attached "USA TODAY" and
USDA letter.
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AMENDMENT £

A RACINE COUNTY FARMBUREAU

1701 Mam Street
Umon Grave, Wisconsin 431452
(414) 878 2410

December 30, 1991

President George H. W. Bush
The White House

1600 Pennsylvania Avenue N.W.
Washingten D.C, 20500

Subject: "F-RA", FARMERS RETIREMENT ACCOUNT, re-
~stablishes farm assets as the farmers retirement
fund, partially negating the disasterous effects
or the 1986 tax treatment of capital farm assets.
Refer your address to American Farm Bureau
Federation, Monday, January 13, 1992.

Dear Mr. President,

This is an urgent plea to you, to take action in
addressing a very serious problem we "senior" farm people
have. IT IS VERY MEAGER RETIREMENT FUNDS and very little

social security coverage.

The upcoming American Farm Bureau Convention (January
12-16 - Kansas City), which you are addressing, would be an
ideal situation for you to reaffirm your concern for the
farmer by announcing your full support for "F-RA",

I have devoted six years of my life in trying to develop
equal treatment and access to IRAS for farmers. "F-RA" does

this, nothing more - nothing less.

The effort has resulted in two (2) house and one (1)
senate "F-RA" bills (all by Wisconsin legislatures). Two
Wisconsin Senators and 8 of 9 Wisconsin Congressmen are on as
sponsor/co-sponsors, I am now assisting Wisconsin State
legislative bodies in drafting similar state bills.

Senator Bob Kasten readily recognized the merits of 'the
concept by introducing S 1130, Sensenbrenner HR 2470 and
Moody HR 2333, giving bi-partisan support.

Housestaffers have criticized me for not seeking
administration support. We fully understand your concern for
holding budget costs The farmer paid the off-setting cost
in full in 1986 when he lost his retirement fund through -he

capitu. gains revision.

We are the group who fed the country and a good portion
of the world through Vietnam, Korea, World War II, depression
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years, and yes, a few go back to World War I. We provided
billions upon billions of dollars of ag cxports yearly to the
U.S. Treasury for over a half century. HNow a decade of hard
times, poor prices and a capital gains tax revision are
bringing us senior farmers to beg for fair IRA treatment.

Tens of thousands of us are too old or too crippled to
farm any longer and need and want to retire but don't have
the funds to do so. Help us!! You wouldn't believe the
financial distress stories I have been told by our senior
farmers since working on "F-RA",

The financial demands of day to day farming are so great
there is small chance for a profit, hence little social
security benefits, no separate IRA'S, no company fringes
(health insurance, retirement, 401K's). Many are destitute
and try to farm long after they are physically capable of

doing so.

Thank you Mr. President for considering this matter. I

hope to see you in Kansas City wearing the enclosed "F-RA"
button.

Sincerely,

James H. Harris, Chairman

National and State Affaifs
Racine County Farm Bureau

JHH:de
Enc:

PS: The American consumer pays between $.02 to $.04 per meal
to support a 5.5 to 11 billion dollar farm program (250
million people - 3 meals a day). In return, he is assured of
the world's cheapest, most plentiful food and fiber supply.

Some bargain??
In two working days a farmer provides a consumer a years

food and fiber needs but yet can't afford to feed and clothe
his family. Poor efficiency is not the problem, obviously

poor prices are!!

Please review the enclosed "F-RA" sheet carefully as it

is a supporting document.

*%* Presently one spouse almost needs to die so the other can
retire comfortably benefiting from new cost bhasis established

by the death - SAD!!
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Column II - As Explained

A@bitraﬁon

olumn I

> A 65yearoid former PG welder

case’s lesson
Column II

NEW YORK — Three reured Procter& The compiaining customers:
Gamble workers will sit down next week
at what s shapiag up 10 be 3 biter Wall | who also worked on the s

Column IIIX
The plainuffs already were vuinerable
because of their lack of sophisucation

Street arbitration heanng. If therr allega- | line where Tide detergent boxes were
tionsare true. the cas= provides a textbook § slled. He had a 10th-grade educauon. His

example for the average in-
vestor in how not (0 make in-
vesiment decsions.

And it serves as a remind-
er of how vulnerable retirces
are to being put in the wrong
nvestuments.

USA TODAY has oblained
copres of the retrees’ com-
plaints and e wnilen re-
sponse of First lnvestors, a
mutual-funds hirm. The
plainulls contend 3 First In-
vestors broker put their
lump<um returement checks
nto high-rsk junk-bond mu-
tual funds without explaining

the risks, 3il the while assunng the inves-
tors their money was guaranteed up to
$500.000. First Invextors says no such guar-
antee was iven and the iavestors could
have read Lie prospectus. But a profile o
e piainuTs hardly descnbes the sophist|
Qted investor who coule successfull
wade through difficult prospectus jar|

wife. 65, had an eighth-grade
educauon. She, 100, worked
on a P&G producton line
They invested their com-
bined $520.000 lump sum
1986 and claim to have |
$256.356 pius interest.

» A 61-year-old ex-P&G
boiler-room worker. Alter he
reured in 1988, he invested
$258.000 of his $267.000 tump-
sum check 1 2 junk-dond
fund. By the tme s tinancial
WALL STREET troubles forced mm to yank
_"_"sm ntilla ;| B caughter out of college in
By S A | February 1990, he clams to
have been out $53,956.
> A il-yeéar PLG veteran who worked
on 2 production hine unul his retirement 1n
1985, The clumant who says he lost
SI13512 plus inierest on s $300.000 in-
vestment, had a3 fith-grade education.
L.ke the other piainufls, he says he was as-
sured the junk fund was safe and guaran-
teed up 1o $500 009,

about & Each had an addiuonal
nsk [0 being wooed because they knew
and qusted the broker. The main defen-
dantin the case 1s a First Investors broker
Wwho also had prepared annual income tax-
es for ail the planuls.

That's ali the more reason for the bro-
ker 1o have known that junk bonds were
not the Nght investment for the retirees:
He was inumately familiar with therr 8-
nancial status. First Invesiors, in its wnit-
1en response (0 the charges. says the retir-
ees speciically asked for a product with a
gh interest mte. First Investors tawver
Glenn Rerchart of Washington €rm Kark-
patrick and Lockhart said he would not
commen( beyond saying he expects to re-
olve tic case "in a way that s favorable
0 First Investors.”

First Investors tells its side of the story
nasatement it fled with the National As-
sociauon of Secunues Deaters. which will
bewxn heanng the case Tuesday The com-
Pany Vs ndustry analvsts 4id not consid-
€r junk bonds to be nsky in 1987. Furst In-
1 #£5107S 2lSO Says the broker surgested that
one ch:ent put his money nto bank ceruf-
cates of deposit, but the cusiomer wanted

: Let investor beware

Column IV

. hugher income than a ceruficate of deposit

would provice.

Everyone can tearn a lesson from inves-
tors who make such gant mistakes. No
marner who steers you 10 an investment
and no maner how long you've known that
persen, you need 10 do some work before
YOu Can hzve rea! peace of mind. Staying
Up on dusiness news would have alerted
the piainufls that junk bonds were nsky.
In the First Investors case. unfortunatety,
the term “junk bonds” allegedly was not
used, so il's Quesuonabie whether the
praintJs could have Sgured it out consid-
enng their educationat and work back-
grounds. Had the pitch been made today,
they could have called the North Amen-
<an Securiues Admuistrators ASSociation
10 Washingion to get a rundown of the bro-
ker's disciphinary record. though. And they
mMIght ask hosses at thesr former employer
for ¢ of r bro-
kers who might ake care of their invest-
ment needs.

You d ask your friends and coiteagues
how they liked their new Ford or Crevy
before you'd plunk money down for a car,
Kick your broker’s ures. t00. And Keep
looking 1f vou hear the hot air hissing out
when your foot makes contact

——Column-V— o
First Investors

- script: ‘Objective

is to close the sale’

Ever wonder how hard-pitching brokers
<come up with great arguments? Take a peek at
the scnpt First Investors brokers work from:

» “Some of our chents set aside money for a
college fund. Do you have aay chiidren, Mr,
=2 ({f 50, get names ang ages.) Some of
our clients set aside money as a reurement nest
€22 Or to buy a niew home of for an erm
fund or to ke that np around the world.™

P “Of course, Mr. ———— | can undersiand
Wwhy you would want a guarantee: so let's look at

J'4 . The ty of people
who invested the m:lhons of dollars (so far in
our funds) also wanted a guarantee and ey n-
vested some of their money in Fund for income
b th

ey 0t the cor n
the portfolio. such as ————, guaranee
pay both principal and interest backed by the
full extent cf ther assets.™ .

From a sect:on of adwice to brekers on clos
02 3 sale: *“The objecuve 1S not 1o overcome all
objections; the objecuve is to ciose tie sale. ...
The objecuve 1s not (o educate Peopie 10 encour-
age them to shop: i's 10 1nvolve peopie 1o en-
courage them to sigL.” -~ - -

Keds takes on Gap with line

Bv Ellen Neuborne
USA TODAY

Can a uitlle rec sneaker grow
CP (o be 3 snaxy fashion States
ment? Keds (ks s0.

The faruliar sneaker maker
1S iendifig its name 10 2 new hine
of women's ciciting The ven-
ture. Keds Apparel, is aking on
3 formudable compettor The

2p. “Evervone ks about the
<irenmth of The Gap. and they
e f2oulous. Bit they have 3
weakness,” s3ys Tommy Hofl-
man, president of Keds Appar-
el “They have the label ‘basics.”
They are the 7-Eleven, the but-
ter and eggs. They don't have a
swong fashion denuty.™

Hofman s banking on the
wea (RAt SvIng simular clothes
3 fned look witl appeal {0 older

1

blazers and basebdail caps.

Among department stores
signed up 10 Uy Keds: Dillarg
stores in St Louss Federat
Dep Stores. including
Jorc¢an Marsh and Lazarus: and
Hudson's Bay 1 Toronto. A $3
miliion teievision ad campugn
1S 12 the wWorks.

Hoflman says the high recog-
niuon of the Kecs brand name
will be enough to set his hne
apart in the cro%ced women's
casual markeC But John Mor-
ton. wno tracks brands for Total
Research, says the Keds name
might be passe.

“For a successfu! brand ex-
tension. the brand must have
prominence. I'm not sure that's
true here,” he says. "Keds wasa

OLDER APPEAL: Keds’ cicnes wil have a Iated, talored lock

very pr brand 20 years
ago. But the Keds [ remember

of women’s clothing

have been wiser to sock closer
1o 1ts playful, childhood image.

“Keds, in my mung, bnngs up
theimage of kuds. [ see a logical
hnk berween Keds and a line
extensicn into children’s
clothes.” Tottercale savs, “The
conneccon between Keds and
women's clothung to me s not a |
strorg one.”

HoZman says Keds revenue
wil near $35 muikon us frst |
year. zrowing to $250 rrullion a
year :a £+ years. ‘
The real test wil come when '

H
|

the clottung huts the market and
consumers tell Keds ang its cnt-
ics who's Nght.

“Ower bouuque siores have
been big his for department
stores — Swatch, Ralph
Lauren. They've been good for
departmient stores,” says chns |
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Mr. James H. Harris

Chair

National and State Affairs
Racine Country Farm Bureau
1701 Main Street :

Union Grove, Wisconsin 53182

Dsar Mr. Harris:

Your letter to President
fund has been forwarded to
Agriculture for reply.

Your concerns regarding the high tax rate
e savings for retirement and other

n the recently unveiled 1993 budget.

and the need to encoura
purposes are addressed

202

AMENDMENT IX1

DEPARTMENT OF AGRICULTURE

Of' THE SECRETARY

This letter from USDA outlines concepts that may have
werit for the sconomy in general. llovever, thase concepte
are pathetic in valus for wost farmers. If wo can't
afford to contribute at 610,000 level what valus is a
$120,000 1imit, Our farm ir tmont is d in our
lo«i tax base and locsl sconomy (jobs, schools, roads,
infrastructure, sto.) Not $500,000 IRA'S a half continent
avay in Texss 8 & L's, Japanese, German, South African
stock markets,

USA Today, February 37, 1992 lesus? (ses back of nhutL’
vrites of common U.8. production plant wvorkers at Proctor
& Gamble rolling over $260,000 to $300,000 each { or
$8120,000 per couple) in retirement funds at retirsment
age and loeing it in junk bonde to Boesky-Milikin etel.
Why can't the farmers mandated investment qualify as an
IRA. Thare are landless tenant farmers too.

Hr, President, is this fair? The farmer :-u been your

trismd, Jim Harris
Bush concern!nq @ Tarmer retirement

my office in the Department of

on capital gains
In

the budget, the President proposed cutting the tdx rate on long-

term capital gains.
the sale of qualified assets
excluded from income.

certain livestock would qualify for the exclusion.

-Under his plan, 45 percent of the gain from

held at least 3 years would bhe

Farmland, buildings, equipment, and

As a result,

the Federal tax liability associated with the sale of these

assets would be greatly reduced.

This should increase the net

proceeds from the sale of farmland if it is used as a source of

retirement income.

In addition to restoring

a reduced tax rate for capital

ains, the President has proposed expanding the availability of

anividual retirement accounts (IRAs).

Currently, married

taxpayers who partitipate in a qualified retirement plan and who
have adjusted gross income above $50,000 cannot make deductible

contributions tuv an IRA.

Under tha Proaident's proposal, married

taxpayers could contribute up to $2,500 to a flexible J'¢. account

as long as their adjusted gross income is below $120,000.
contributions would not be deductible.

The
However, if they are

retained in the account for 7 years, neither the contributions

nor the investment earnings are taxed when withdrawn.

This would

expand the availability of IRAs for farmers as well as other

taxpayers.

Besides the funded $230,000 plus IMA,
these pecple‘s retirement probabl
include I, Conj un{ gud retiremen
plan (elected dftic

ealth plan (taxed?)
ot smount of IRA - Hust be getting

als $100,000 per
) XI. Co. paid litetime family -
I11. Because

Sincerely,

Foeol fablo -

_2-~Daniel A. Sumner
Acting Assistant Secretary

saxisum 8.8, (not a couple of $100/
mo.). IV, 8.8. costs only 1/2 of
that of the self employed. V, Plus,
an on going high 1iving standard.

Lim Hagcis

for Economics



AMENMENT LV

MONEY

> Farm retirement-funds
proposal before Congress

B Reel and grain producer Jim Harris,
G1, wants 10 end the old adoge that
farmers live poor and die rich.

For six years, the Wisconsin farmer
has been roundlnf up support for
smending federal lax law to permit
farmers to roll over sales of land,
machlnery ot livestock into self-dircet.
¢d Individual Retirement Accounts.
Harris, who has spent nearly $8,000
g\ulung the Idea, prefers to call them

armers Retirement Accounts (FIRAs).

Rather than pay 28% capltal-gains
taxes, as well a$ glate taxes, afier asset
salcs, farmers would defer taxes with
FRASs until they begin withdrawing
funds after retirement. A farmer and
spouse would roll over $500,000 per
couple, or $10,000 for each year up to
25 years that both spent (arming.

Harm. who worked as a corporate

gh cer and consultant while farming

acine County, Wis., got the Idca
whcn ConFress passed the 1986 tax re-
form, wiping out the speclal capital-
pains tax, For four yeary, he got little
notice as he tried lo push his idca
through the Wisconsin Farm Bureau.
Finally, he got the proposal included in
resolutionspassed at the 1991 Ameri-
can Farin Bureau Federation conven-
tion, The National Farmers Union and
Not:onal Farmers Organization slso
_goton board.

A big break came when Harris pre.

+ senled his idea 1o Sen. Robert Kasten

(R., Wis.) as the senator headed ta a

meeting. Aﬂer\mlhng,uslsou Kas-

ten tol Homs “1 IHntteduce lhm for
you lomorrow."

Later Rep. Jim Moodv(D Wis. ) let
Harris and a ncighbor stay in his two
guest bedrooms for a week while they
worked out details of a House version.
Rep. James Sensenbrenner (R., Wis.)
introduced a bill as well.

Now lawmakers are pathering co-
sponsors (49 so far), walting for & cost
cstimate from the Congressional Bud-
get Olflce and hoping (o attach it to &
tax bill thls yeor,

WHEN TALKING ADOUT retiremont
funds, 40-year-old farimors Ignore Jim

. Harrio bocaudo they think thoy will "live
torevor snd dlo rich.® Fiity.yoor.olds are
mildly Interested., “You gel & quy over
60 and you can't got away from him*
s9ys Harrle.

Contributing 1o this page:
Son)a Millgren and Mary Thompson

FARM IR AT RIINTYY 1]

een secretariesina
{ ways 10 scve
canring him up
Ty about it. We've
- =Marcus Kunian
for Rep. Jim Moody

Somewhere there is  quarter-million

doliar lowyer with sixt,
think tank trying to think of

money for tarmers. We
and tell him not to wo
_1Jim Harrs.

6
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NON RLGIONAL - NON CRO¥ SELLCTIVE - :
NON ANIMAL PREPERENCE ~ HURTS NO FARMER - :i:ase cg;?ag;}.\xw

LQUALLY BENEFICIAL TO EVERY PARMER -
PROBABLY CONSIDERABLY MORE BEHEFICIAL
AND OBTAINABLE THAN ANY CAPITAL GAINS BILLS

WILL EVER BE - IT IS WORTH BETWEEZN TENS OF 4001 67th Drive

THOUSANDS TO HUNDREDS OF TIHOUSANDS OP
DOLLARS FOR MOST PAIMERS IN RETIRCMENT

SAVINGS ~ RESULTS ARE A RUTIREMENT WITH

HORE FREEDOM, DIGNITY AND LESS PIN, COUNTY .

STRESS = MAY WOLL CONTRIBUTE 20 AEOUCED. FARM 414-878-1663  SUPPORT & FINANCIAL

FARM PRODUCTION AND HIGHLR FARM INCOME. BUREAU ASSISTANCE NEEDED
1701 Main Strest ¢ Union Grove, Wi in 63182 « Telsphone 414/678-2418

#%% F-RA - FARMGERS RETIREMENT ACCGANT #e#

RACINE Union Grove, WI 53182

o SR A

1273791

Racine County Farm Bureau
National & State Affairs Committee

Bills: KASTEN (R-WI) § 1130  MOODY (D-WI) HR 233) SENSENBRENNER (R-WI) HR 2470

KEEP
fconcresonen TREAT A FORTTICN OF THE FAMILY FARM ASSETS AS A "SELF-DIRECTED" IRA WITH INCOME
8IGNED TAX DEFERRAL, ROLLOVER AND MAKE-UP PRIVILEGES COMPARABLE TO THOSE GRANTED TO
o OTHER TAX PAYERS' SELF-DIRECTED IRA'S. FAIR TREAIMENT AND ACCESSIBILITY TO
RETIREMENT MOOOUNTS FOR FARMERS IS PAST [UE.
WIBor 9 a] N *)
AL 0 OF 7 FACT =~ Farming is extremely capital intensive profession-occupation, Long term
AKX O OF 1 growth and success of & fanily farm requires all of the farmer's.capital resources. *
AL OOF One dollar of fanmer incame yields $.10 to kitchen, $.90 to bank td borrow $10 rore.
AR 0 OF
CA )} OF 43 FACT - White/Blue Collar workers ard other professionals, make large incomes that
o oor s requires little capital cutlay: Doctors, lawyers, Salesmen, Factory Workars, etc.
oo FACT - Thesa people are allowed generous tax preferential treatmant of large sums
FL 0 OF 19 investad in retirement packages - IRA, 401 K, Kaagh, Deferred Cawp., empioyer paid
GA 2 OF 10 retirement funds, etc. which are irnvested in ccrwarce. LET THE FARM BE THE COMMERCE
0 . FOR THE FARMER'S IRA. e
HI [ s 3 feme s e
o S . FACT - Throughout history up to the tax reform Act of 1986, the farmer's capital
{: :‘6-? :; appreciation was the fammer's retirement fund and was given tax preferential
treatment by means of the previous long term capital gains tax exerption. Capital
1Ay oF 6| &
gaws accumalated by a family's hard labor on tha farwm certainly deserves rore
XS O OF % consideration than stock markst poxer ronay., Genstics of the farmar's dairy herd is
XY 1 0F 7 family developed from grandparent to grandchild and the farwar {s a very active-
:'.; g g: : ot passive - risk participator.
O ¢ OF @ FACT - Now when & farmer is fcroed or voluntarily sells out (farm auction) when
A 0 oF 11 ratiring, all proceeds are taxed at a high ordinary income tax rate, as if ones life
Wi 4 OF 18 tire assets were earmed that year (no consideration for inflation). Papar stocks
MN 2 OF 8 qgains are easily hald and averaged, agricultural assets - impossiblei!t
MS 0 OF 5
MO 1 OF 9] ° when net income is limited or norexistent due to the cmbination of persistent low *
prices and required capital expenditures, by law, NO TAX EXDMPT IRA'S AND ONLY
";;g; §' LIMITED SOCIAL SECURITY CAN BE FUNDED. *
N
oo 3 Thus, the farver retires vith slim retirement funds and a retiremernt to poverty.
BJ L OF 14 YET, the goverrment demands their "PINT OF BLOOD" out of tha capital qains area of
the farm sala.
NM 0 OF 3
NY 4 OF 34 QET OF THE SiL FIASCD WOULD PERMANENTLY ENDOW A RESPIGIEIE FARN PROGRAM!!
He 1 or 11 Agriculture is a most essential "public utility" and its health must be regarded as
A vital to society. Farmer's capital iu invested locally - mot SEL's or South Africa
- givirg a local return of 6 to 1, creating many local jabs.
[3
gg é g: s Forms of this resolution passed, or in process by Amarican and State Farm Bureaus,
PA 2 OF 3 Corn Grower's Associations, Soybean Growers, Indepandent Bankars Assocliation,
RI 0 OF 2 Indeperdent Businessmen's Association, National & Regional Assccliated ilk
SC 0 OF 6 , NFO, NFU and many many other farm orgaruzations. GET IT ON YOUR AGENDA!!
o 1 ofF 1] g
k OBJECT ~ TREAT THE FARM INVESTET AS A 403 SPECTAL HYBRLD ACCOUNT AND GRANT TAX
'r: 28:27 DEFERRAL ROLIOVER TREATMENT AND FRIVILEGES TO THE SALE OF FARM ASSETS SUCH AS
jur 1 oF ) GRANTED TO IRA'S, 401K'S, KBOUGH, ETC. $10,000 F-RA PER YEAR OF FARMING FOR EACH
vr 0 oF 1 FARMER AND SEOUSE, ELIGIBLE ONLY O THOSE WRD PASS 5 VEARS OF 'HANDS ON MAIGGEVINT.™
x: 88$ l: Washi. D.C. Phoner - Sen. & Congress, 1-202-224-3121 CALL DAILY! DEMAND
WV 0 OF ¢ (5.13/mn call before 8:00 a.m.) Adm. 1-202-456-1414 YOUR REP, SIGNS ON!
fy oor SCNATC COMMITTED ON CINANCEC
Lloyd Bentsen, TX., (Chrm.): Daniel P. Moynihan, NY., Max Baucus, MT., David L.
Boren, OK., Bill Bradley, N.J., George J. Mitchell, MA., David Pryor, AR.,
Donald W. Rigele, Jr., MI., John D. Rochefeller 1V, W.VA., Thomas A. Daschle,
S.D., John B, Breaux, LA., Bob Packwood, OR., Bob Dole, KS., William V. Roth, Jr.,
DC., John C. Danforth, MO., John . Chafee, R.I., Dave Durenbercer. MN.. Steve
*1 - WI Symms, 1D., Charles C. Grassley, IA., Orrin G. Hatch, OR. {General address for
is also U.S. Senate 19: Name, Senate Off:ce Building, Washington, D.C. 20510}
draftlnq **presently one spouse almost needs to die so the other can retire confcrtably,
state benefiting by ncw cost basis estanlished by the death - SAD!

legislati.'

SCORE

GENATCRS
8IGNED
OR

WI 2
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The farmer has beaen a lifelong direct payer of excessive real estate tax bills,
Social Security and income taxes and an indirect taxpayer through the hundreds of

thousands of dollars of equipment and supplies purchased. HE HAS PAID FOR TMNE
RIGHT TO AN ACCESSIBLE FARMERS RETIREMENT ACCOUNT, -
The bills introduced; S 1130, HR 2333 and HR 2470 qualify farm assets for treat-
ment as a self-directed IRA per se
I. Full time farmer for a minimum of 5 years., (1) Parmer and farm spouse each
accumulate eligibility at the rate of $10,000 per farming year. {(2) Limit of
$500,000 per farm. (3) If other IRA accounts exist that amount in excess of
$100,000 is subtracted $1.00 for $1.00 from the $500,000 limit (F~RA + IRA com-
bined limit = $600,000,)
I1. Funds source -~ the net proceeds from the sale of qualified farm assets i.e.
(1) farm real estate, (2) ALL capital and non-capital farm assets.

I1I. Funding period ~ The farm operation, income and expenses change greatly
from year to year (spousal death, loss of health, child leaving home, temporary
or permanent injury, loss of land, market, emergency sales, expenses, etc.)
Therefore, the allowed F-RA may be funded as "qualified" finances are availabie,

IV. Withdrawval - Standard IRA rules apply.

The typic 'l sanual retirement package available to $12/hr. to $1d/hr. employees is:

{1) $3,00(/yr. employer pard retirement; (2) $2,300 employer paid S.5. {7.65% Vs
15.3%); (3) $7,500 shared or self paid 401K (with a $22,500 hardship make up
(4) $2,000 self-paid IRA; TOTAL $14,800. (5) +Employer paid health

privilege);
(6) + equal spouse's IRA account.

insurance
The $10,000 Farm IRA Bills are $4,800 less annually and provides less benefits
than standard packages which additionally allow tax deferral on earned dividend
i1ncome.

The day to day financial needs of the farm leave little to set aside for retire-
F-RA won't happen without your help!!!

ment.

HOUSE COMMITTEE ON WAYS & MEANS - Chairman - Dan Rostenkowski - IL,
Sam Gibbons, FL., J. J. Pickle, TX., Charles B. Rangel, NY,, Fortney Pete Stark,
CA., Andrew Jacobs, Jr., IN., Haroid E. Ford, TN., Ed Jenkins, GA., Thomas J.
Downey, NY., Frank J. Guaraini, NJ,, Marty Russo, IL., Donald J. Pease, OH.,
Robert T. Matsui, CA., Beryl Anthony, Jr., AR., Byron L. Dorgan, ND., Barbara B.
Kennelly, CT., Brian J. Donnelly, MA,, William J. Coyne, PA., Michael A. Andrews,
TX., Sander M. Levin, MI., Jim Moody, WI., Benjamin L. Cardin, MD., Jim McDermott,
WA., Bill Archer, TX., Guy Vander Jagt, MI., Philip M. Crane, IL., Richard T.
Schulze, PA., Willis D. Gradison, Jr., OH., William M. Thomas, CA., Raymond J.
McGrath, NY,, Rod Chandler, WA., E. Clay Shaw, Jr., FL., »n Sundauist, TN.,
Nancy L. Johnson, CT., Jim Bunning, KY., Fred Grandy, IA. .General address for
Representatives 1s: Name, House Office Building, Washington, D.C. 20515)
PRIORITY ORDER FOR MAILING YQUR PETITION COPIES - (1) Your state's representatives
on House and Senate Committees, (2] Where none exists, send petition to each of
the committee chairman, (3) copy your Washington Senator, Congressman,(4)Governor

SIDE BENEFITS - Smooths farm transition from "Father” to "Son" - Provides needed
accessible capital to rural communities when "“roll-overs” occur - Eases or

eliminates necessity of special tax averaging efforts by prolodged sales - Gets
Dad out of the kids way sooner - Greatly reduces lawyer fees and need of involve-

ments, etc.

PERSONAL NOTE:
Wisconsin's Racine/Kenosha County's Farm Bureaus, along with my wife, friends and
For

neighbors, has provided leadership, support and encouragement to accomplish F-RA.

the past six y:ars, I have traveled many thousands of miles (coast to coast, farm shows,
three trips to .C. - one trip was invited by Congressman Moody and provided with the

use of his offi.e and D.C, home - personal funds were exhausted) so we could promote this
needed legislation. Senator Kasten and Congressman Sensenbrenner also provided much

needed support as well as many other congressmen and senators.
I desperately need statewide and countrywide assistance. Two to four days assistance
of a dozen good country boys may be all that is needed to pass F~-RA. Call me! Maybe
involve your presence in Washington - OPEN INVITATION!
Aggreassive American and State Farm Bureau's participation is needed along with that of
all Farm Organizations. JUMP START THEM WITH A KICK IN THE BUTT OR F-RA WILL NOT HAPPEN.

Write Kleckner - Maybe he will answer you, he didn't me.

WISCONSIN'S RACINE COUNTY PARM BUREAU CHALLENGE
SENATOR KASTEN'S BILL S AND TWO BI-PARTISAN HOUSE BILLS - CONGRESSMEN
MOODY HR 2333 AND SENSENBRENNER HR 2470, ALL WERE INTRODUCED AT MY URGING. BOTH
WISCONSIN SENATORS AND 8 OF 9 WISCONSIN CONGRESSMEN SIGNED ON AS SPONSOR/CO-
SPONSORS (ONLY KLECZKA HAS YET TO COMMIT). WE ARE ASSISTING OUR STATE (WI)

LEGISLATION IN DRAFTING SIMILAR STATE LEGISLATION. IF I CAN DO IT, YOU CAN DO IT
IN YOUR STATE - I'LL HELP - CALL. WITHOUT YOUR INVOLVEMENT "EsRA" WILL NOT

HAPPEN!
Lt S

James H. Harris, National & State Affairs Committee, Racing/County Farm Bureau
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PREPARED STATEMENT OF FERD HOEFNER

Mr. Chairman and members of the Subcommittee, thank you for the opportuni
to testifgebefore you today on capital gains exemptions and other tax rrovmions -
fecting ginning farmers and lgrm ebt relief. We appreciate your leadership in
calling this hearing to consider these important matters.

Although the Center for Rural Affairs has historically taken a dim view of using
federal income tax incentives to stimulate investment in agriculture, we see a role
for very carefully crafted tax relief measures to enhance entry o&fmrtum'ties for be-
ginm'ng farmers and to remove tax obstacles to farm debt relief. We stress however,

hat those measures must be carefully targeted if they are to avoid the adverse im-
pacts on farm profitability and the family farm system of agriculture that have re-
sulted in the past from creating tax sheltering opportunities and tax incentives for
over-investment in agriculture.

The cagital gains exemption is a perfect example of the proposition coined by Uni-
versity of Missouri icultural economist, Harvld Breimyer, that tax breaks that
serve the short-term individual interests of family farmers often lead to their collec-
tive demise. We reach that conclusion because of the capital gains exemption’s pro-
found effects on the prices of farmland and farm products and on the competitive
position of moderate-sized farms relative to large farms and nonfarmer investors.

The capital gains exemption turns breeding and dairl}; stock into tax shelters, en-
ti(:in?l higher income taxpayers to establish or expand herds. The effect of reinstat-
ing the break, according to Neil Harl, Iowa State University economist and one of
the nation’s foremost experts on agricultural law and economics, would be an expan-
sion of livestock herds, leading to (f;reater livestock supplies and lower prices. It is
also clear that moderate-sized, moderate income family Farmers would be disadvan-
taged relative to larger and higher income farmers and investors, who benefit more
from the tax break. For example, our analysis indicates enactment of the capital
gains exemption passed by the House of Representatives in 1989 would provide tax

enefits equal to a $3.28 per cwt. increase in the price of feeder cattle to a top
bracket owner of a beef cow herd, but only 88 cents per cwt. to a family farmer or
rancher in the 16 percent bracket. The top bracket owner of a farrow to finish hog
operation would gain the equivalent of a 62 cents per cwt. price increase for slaugh-
ter hogs, versus 17 cents for the 16 percent bracket farmer. The top bracket owner
of a dairy operation would gain the equivalent of a 26 cents per cwt, milk price in-
crease, versus 7 cents for a 156 percent bracket farmer. Moderate-sized, moderate in-
come f‘amily farmers would not gain sufficient tax savings to make up for the lower
prices they receive for the meat and milk they produce. Tax favored larﬁe operations
would be granted a competitive advantage with which to squeeze small operations
out of business.

Likewise, reinstatement of the capital gains exemption would put moderate-sized
moderate income farmers at a disadvantage in competing for fgrm and ranchland
and contribute to instability in the land market. The cﬁpital gains exemption turns
#preciating land into an attractive tax shelter, especially for top bracket taxpayers.

nder the old tax code, the capital gains exemption enabled a top bracket taxpayer
to bid nearly $3,200 per acre for land appreciating eight percent per year, for which
a 16 Ppercent bracket taxpayer could justify only a $2,200 bid. (See The Effects of
Tax Policy on American Agriculture, USDA, 1980.) Simply fut, the capital gains ex-
emption encourages top bracket tax motivated buyers to bid the price of land beyond
that which can be earned by farming it. The flip side is that when land prices stop
appreciating, the capital gains exemption is no longer of value and tax motivated
buyers leave the market contributing to land price declines, The capital gains ex-
emption makes the land market more volatile and helps high-bracket, large opera-
tors squeeze small farmers out of the land market.

In short, the capital gains exemption is bad for family farming. However, some
forms of very carefully targeted capital gains relief could avoid these pitfalls while
assisting new farmers in establishing a land base and enabling existing farmers to

discharge excessive debt.
THE ROLE OF TAX POLICY IN CREATING NEW FARM OPPORTUNITIES

American agriculture is in need of a new generation of family farmers and new
sources of affordable and accessible capital for those farmers. Nearly half of the na-
tion’s farm assets are controlled by farmers likely to retire in the next ten years,
according to the Economic Research Service. Absent a new ?eneration of tamily
farmers, those assets and the opportunities they represent will simply concentrate
into the hands of large and well establish operations, resulling in a permanent loss
of rural people and opportunity. But farm entry rates have fallzn severely. Between
1982 and 1987, accordvmg to the U.S. Census, the number of iarmers under the age
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of 26 fell by 43 percent, to less than 1 percent of the total, while the number of
farmera between the ages of 26 and 34 fell by 17 percent. In fact, the ERS has re-
sorted that the decline in the number of U.S. farmers between 1982 and 1987 was

ue primarily to the decline in the number of people entering agriculture rather
than the number of farmers leavinq.

This decline is reflected in farmland sales patterns. In Iowa, 95 percent of 1990
land sales were to existing farmers or nonfarmer investors, while beginning farmers
accounted for only 2 percent of land purchases. This in part, reflects the fact that
the Farmers Home ASmu' ristration (FmHA), traditionally a major capital source for
beginning farmers, has, because of the farm debt crisis been forced to concentrate
on financing for existing farmers.

If sufficient capital is to be available for a new generation of farmers, FmHA must
be restored to its historic mission, as proposed by Rep. Tim Penny in H.R. 2401 and
Sen. Charles Grassley in S. 1836. However, it is also vital that new sources of first
farmer capital be made available to supplement and work in conjunction with

FIRST TIME FARMER BONDS

One new and important though currently small, source of credit for beginning
farmers is “first time farmer bonds.” They provide beginning farmer financing at
lower than comamercial interest through their tax exempt status. However, the mar-
ket for these bonds and their potential to serve beginning farmers has been severel
constricted by an Office of Management and Budget ( OM%) directive prohibiting fed-
erel agencies from guaranteeing loans made with the proceeds of tax exempt bonds.
Given the fact that first time farmer financing is seldom risk free, this policy has
effectively limited eales of these bonds to innovative arrangements wheregy a bank
identifies a qualified borrower, purchases a bond from a state beginning farmer pro-

am in the amount of the loan and contracts with the state program to service the
oan—enabling the bank a degree of control over the risk associated with the bond.
Subsequent to this innovation, however, the involvement of commercial banks was
reduced by tax reform provisions reatricting deduction of interest paid on deposits
by banks that purchase tax exempt bonds.

We urge Congress to take several steps to maintain and enhance the effectiveness
of first time farmer bonds as a source of credit for beginning farmers. First, Con-

ess must extend the tax exemption on first time farmer bonds, scheduled to expire
1n July of this year, preferably on a permanent basis as proposed by Senate Bill 710.
Second, we urge Congress to override OMB and allow FmHA to guarantee loans
made with the proceeds of first time farmer bonds. This would expand the market
for first time farmer bonds and increase the availability of this lower cost source
of credit to beginning farmers. Finally, though it is beyond the jurisdiction of this
Committee, we urge Congress to explore legislation to aﬁow for creation and regula-
tion of non-profit rural development corporations that could service FimHA guaran-
teed loans, including those made with the proceeds of first time farmer bonds. Such
entities would constitute an aggressive new force in marketing first time farmer
bonds to community-minded investors, and increase the number of beginning farm-
ers who have access to this more affordable source of credit. A model can be found
in California’s “Small Business Corporation Law,” under which nonprofit corpora-
tions are now making FmHA guaranteed loans to Beginning farmers.

CAPITAL GAINS RELIEF FOR RETIRING FARMERS WHO S8ELL LAND TO BEGINNING
FARMERS

Proposale now before the Senate to provide relief from capital gains taxation to
retiring farmers who sell Jand could, with revision, simultaneously open opportunity
to beginning farmers. Senate Bill 1130, under certain circumstances, excludes gains
from sale of farmland from taxation if they are reinvested in an Individual Retire-
ment Account. Likewise Senate Bill 2202, in certain circumstances, provides a tax
exclusion on such gains reinvested in a principal residence. We fear that as intvo-
duced, these bills may simply facilitate the ongoing concentration of farmland, by
putting viore of it on the market to be purchased by large farmers and investors
who have a strong base of exiating assels and superior access to capital with which
to buy the land. In many instances, this may cause beginning farmers to loge access
to rental land with little corresponding increase in opportunities to buy land. (It
should be noted that the competitive advantage that established large farmers and
investors enjoy over beginning farmers stems not from greater efficiency. but from
the sbility to acquire the capital and income streams from existing wealth and other
sources needed to overcome the shorl-term losses generally involved in buying farm-

land.)
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However, were capjtal gains relief targeted to landowners selling to qualified first

time farmers, such legislation would have the dual benefit of provi ’n%eretiring
farmers the opportunity to avail themselves of tax relief and providing beginni
farmers a countervailing competitive edge in the land, With such targeted capi
Fains relief, the soon-to-be-retiring farmers controlling 60 percent of the nation's
arm assets would seek out beginning farmers as buyers and would be willing to
accept a lower price from them, in recognilion of the tax benefits. It should also be
noted that such targeting provisions would substantially lower the cost to the fed-
eral government of providing capital gains relief to retiring farmers.

Appropriate targeting mechanisme already exist in current law and proposed leg-
islation and could be attached to these bills, We would propose using the first time
farmer definition in the statute authorizing first time farmer bonds, or preferably,
the beginning farmer detinition found in the Beginning Farmer and Rancher Credit
Act (H.R. 2401 and S. 1835).

BEGINNING FARMFER ACCES8S8 TO INDIVIDUAL RETIREMENT ACCOUNTS (IRAB)

In recent years, the Senate Finance Committee has discussed proposals to allow
penalty-free withdrawals from [RAs for home purchase and costs of college level
education. We urge that future discussions of those proposals also include allowing
first time farmers to make such withdrawals to purchaese land and other farm as-
sets. That opportunity should also be targeted by the measures discussed in the pre-
ceding paraga h.

Whereas Sp policy to date has focused on subsidized borrowing to assist begin-
ning farmers, such a proposal would subsidize saving for the purposes of getting
started in farming anci7 making an initial land purchase. While we do not propose
this as a substitute for credit assistance, it would provide a “risk averse” supple-
ment to credit assistance that does not involve assumption of large debts that are
sometimes difficult to repay. In concept, there is precedent for such an approach in
a New Zealand program that matches savings placed in accounts by beginning farm-
ers to be used for land purchase. Such a proposal would also address that bias
against self employment in current IRA policy. Today, we subsidize retirement sav-
ings if they are placed in accounts to be lent to others, but we deny such subsidies
for people who save to invest in businesses they own and operate and that con-
stitute their own retirement savings.

THE TAX ON FARM FAILURE

Tax law does not distinguish between foreclosure, forced sale or voluntary convey-
ance of assets to a creditor and other transfers of property. The farmer must count
as income the difference between the farmer's tax ﬁasxs (usually the purchase price
or zero if produced on the farm) and the asset's fair market value or sale price at
the time of the transfer. This is so even if all of the sale proceeds or the property
itself is turned over to the lender.

This is a particular problem for older, low income farmers forced to liquidate farm
assets, If the farm was purchased in the 1960s, for instance, it's “basis” or purchase
Frice is likely to be significantly lower than its value today. The resulting “gain”
rom a foreclosure or voluntary liquidation will be taxable and the farmer saddled
with a significant tax liability. In instances where the farmer is left with little or
no cash or wealth after the transfer, a large tax liability places additional stress on
an already uncertain financial future. It denies these farm families a fresh start.

An after liquidation tax bill can slow down or prevent altogether the financial re-
covery of low and moderate income farm families. It can interfere with the family's
ability to repurchase its home or make rental payments. In other instances, the tax
consequences of scaling down a farm operation and discharging debt may interfere
with a farmer’s ability to restructure his or her debt. If farm families and rural com-
munities are to recover from the farm credit crisis the tax impediments to debt re-
structuring must be removed.

A carefully crafted exclusion of gain upon the transfer of assets to satisfy debt
would provide farm families a fair chance at a fresh start. The Farm Debt Tax Re-
form Act (S. 900) introduced by Senator Kent Conrad would allow farm families who
meet certain income, equity and material participation requirements to exclude no
more than $350,000 in capital gain or discharge of indebtedness income. The capital
gain income would first have to be applied against tax attributes.

We urge the committee to support this measure. It does a good job of targeting
its relief to those without the capacity to pay. Like the Agricultural Credit Act of
1987, it balances public costs and budget constraints with the public policy goal of
responding to farmers in economic crisis. Its relief is well targeted to low-income
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and limited-equity farmers. Its goal is simK}y to put farm families in a position from
which they can rebuild their lives and livelihoods.

CONCLUSION

While reinstating the capital gains exemption would reduce farm profitability and
undermine the family farm system of agriculture, more targeted measures have the
otential to enhance first time farmer opportunities and remove tax obstacles to
amily farm debt discharge. We hope to work with you in crafting such measures.
'I'hani you for the opportunity to present our views.

PREPARED STATEMENT OF SENATOR JAMES M. JEFFORDS
8. 887, WETLANDS AND GREENSPACE PRESERVATION ASSISTANCE ACT

Thank You, Mr. Chairman, for holding a hearing on S. 887, the Wetlanda and
Greenspace Preservation Assistance Actx.‘% would also like to thank the Cominittee
for your indulgence in letting me testify at this time. I had a previous commitment
that I was unable to rearrange,

Land use, Mr, Chairmanﬁ believe is one of the fundamental questions we have
not yet adequately addressed either in this body or in society. Land use is at the
heart of the wetlands controversy, is a major part of the endangered species di-
lemma, contributes to the landfill siti roLlem, and significantly impacts the ac-
tivities allowed on federal and other public lands. Deforestation, for example, is an-
other land use problem. One nation’s use of their land can affect not only their citi-
zens, but also the world as a whole. Closer to home, one of the main controversies
surrounding the HydroQuebec James Bay project is the effect of flooding thousands
of square miles of land.

As our population and that of the world grows land use pressures will intensify.
In less populated times, Man'’s activities on land had little impact as their were not
enough people for these activities to have global impact. But, as population grew,
Man's activity began to change both the local and loial environment. For example,
the Sahara was once forested as were the hills of Bangladesh. Efforts to reforest
populated areas, even if the climate cooperated, are not likely to be successful as
without some form of protection, the populace would continue to denude the area.
An example of this can be found in the most recent issue of National Geographic
where India’s struggle with land use is highlighted.

Similar a1 ‘logies can be found in our country. Two hundred years ago, American’s
destruction ot wetlands had little lar%e scale impact as many wetlands remained.
Now, however, there are comparatively few wetl!;nds left, and many of these are
threatened by our desire to develop new land. For our own sakes, we must begin
to ]protect sensitive environmental lands. And, unless we find an effective, politi-
cally-acceptable means of doing this, the conflict between property rights and the
environment will only grow. T

I certainly do not have all the answers as to how to resolve this growing conflict.
I do believe private property owners are entitled to certain rights, and that we
should not infringe on these rights unnecessarily or without compensating the
owner for the public benefit that results from environmental protection. The con-
tinuing controversy over wetlands is evidence that we have not yet figured out how
to resolve these conflicting goals.

One thing I am certain of is that our government sends conﬂicti.nf signals about
environmental protection. For example, today the Environment and Public Works
Committee began marking-up a bill to reauthorize the Resource Conservation and
Recovery Act. One of the most controversial issues is recycling. To reduce the need
for landfills, which cities often cannot site, cities are undertaking recycling pro-
grams. Unfortunately, in many cases, it costs more to use recycled materials than
virgin materials. Thus, the current proposal would require industries to recycle and
reuse a portion of their products’ packaging. One reason virgin materials are cheap-
er for industries to use is that the federal government subsidizes the use of virgin
materials. Thus, on one hand, we are telling industry not to use virgin materials,
while on the other hand, we are subsidizing virgin materials to encourage their use.
'I'he1 American taxpayer and consumer end up paying twice, once for each conflicting
goal.

Conflicting signals are also sent in terms of land preservation. The government
has regulations to discourage the development of wetlands areas. Yet, when cal-
culating taxes on these same lands the government requires that the land be as-
sessed at its “highest and best use.” To our government, ‘highest and best use”
means developed. The effect of our government’s definition of “highest and best use”
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is to basically encourage land owners to develop the land or to sell land to devel-
opers to pay the taxes. To me, the highest and best use of land is in its natural
undeveloped form, not as a condominium development.

The federal qovemment is not the only level of government that sends this mixed
message. Local governments often calculate properly taxes in the same manner,
This is most obvious when land is proposed &r inclusion in national parks. J.ocal
governments express gignificant concern over the loss of this land from their tax
rolls. Money is more important than green space or wetlands.

I do not propose to change local property taxes, but we can change the federal
tax code. The approach contained in this legislation is the same as that currently
used Lo protect ﬁamﬂy farms from the tax assessor. The inheritance tax code allows
family farms to be assessed at their current use, and not the highest and best use,
provided the family continues to farm the land for at least 10 years, I propose the
same approach for other undeveloped land. I thank the Chairman and several of our
coll2agues for their support of this approach.

Briefly, before closing, | would like to comment on some concerns that have been
raised to me about this bill. Some might argue that the inheritance tax code already
allows a large exclusion from estate taxes. My colleagues know, however, that it
often does not take much land to exceed this exclusion. That is why we've acted to
protect family farms, Secondly, some might argue that this provision protects only
the rich. Well, Mr. Chairman, the rich have very expensive estate tax attorneys to
protect their interests. Those for whom most of their assets are their land often to
not have the benefit of such legal counsel. Last, Mr. Chairman, some might say that
this bill ia nothing more than a tax shield that some can use to keep more of their
land to develop later. These individuals would say that more than a 10 year ease-
ment is needed. [ do not know the magic number of years, however, I am concerned
that we not make the preservation easement neither too long nor too short. If the
easement period is too long, we could discourage people from availing themselves
of this opportunity to at leasl slow the speed of dgevegopment.

Last, Mr. Chairman, this bill will add a provision that does not exist in the tax
code. It will allow the beneficiaries an opportunity to preserve their lands. Cur-
rently, the decedent must arrange for some type of preservation in order for the
beneficiaries to preserve any lands they inherit. The decedent, however, may have
different values than the beneficiaries. This bill would allow the beneficiaries to
choose preserve our precious natural resources.

Thank you again, Mr. Chairman for holding a hearing on this bill. I also thank

you for your support.

PREPARED STATEMENT OF SENATOR NANCY KASSEBAUM

Mr. Chairman, | am here to express my strong support for legislation to address
the cash lease problem of Section 2032A. 1 cannot state strongly enough that, if we
do not pass legislation to correct this problem in the near future, many hard-work-
ing families are literally going to lose their farms over what can only be character-
ized as a tax technicality.

As many of you know, Section 2032A was enacted several years ago to allow a
special estate valuation for farms held and operated by a decedent’s family for ten
veara afler his or her death. In recent years, the Internal Revenue Service has
begun auditing estates which made the Section 2032A election. The IRS’s position
is that cash lease arrangements between family members other than the decedent’s
spouse are not in compliance with the Section 2032A holding requirements,

This noncompliance determination is significant. Noncompliance makes the estate
subject to retroactive taxes and penalties bared on the farm's fair market value at
the date of the decedent's death. Many Kansas farm families made the Section
2032A special-uge election and subsequently engaged in intra-family cash lease ar-
rangements. Needlesa to say, this is a big issue for those eatates which have heen
audited. Many estates are now heing assessed for amounts exceeding the farm’s cur-
rent value. :

Two Senate bills have heen introduced to addreass this situation. These bills are
Senate bill 1045 and Senate bill 1061. The bills permit intra-family cash lease ar-
rangements under Section 2032A on a retroactive basis.

At least one IRS diatrict office is aware of the legislation and suspended proceed-
ings against the farm estates for six months pending congressional consideration.
The six months has expired. In light of the lack of progress having been made on
the bill, the IRS is now preparing to proceed against the farms. In short, people are
facing financial ruin and the loss of their farms if we delay further.
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The congressional intent to keep these farms in the family, as understood by com-
mon fomily land-sharing practices, is absolutely clear. Cash lease agreements with
extended family members are commonly accepted arrangements in the farm belt
and should not result in IRS foreclosure proceedings against unsuspecting farmers
who thought they were complying with the special-use requirements of Section

2032A.

PREPARED STATEMENT OF SENATOK ROBERT W. KASTEN, JR.

Mr. Chairman, thank you for this opportunity to testify before your subcommittee
on the important topic of retirement security for America's farmers. I am pleased
to note that later in this hearing you will hear testimony from Wisconsin farmer
Jim Harris, the architect of this gro osal, he will be representing the Racine County
Farm Bureau. Jim has worked tirelessly to build suprort for the Farmers Retire-
ment Account and I am pleased he i1 able to testify. I also wish to note that Sen-
ators ShelbyA Burns, Kohl, Cochran and Coats join me as cosponsors of the Farmers

Retirement Account,
In recent months I have held Small Business Comrittee field hearinw through-

out Wisconsin. In Racine, in Eau Claire, in Superior, in Green Bay, in West Bend,
and in Waukesha. At each of these hearings witnesses from small businesses, com-
munity organizations, and farmers voiced their concern for America’s future. They
spoke of excessive taxation, massive federal deficits, the burdens of government red
tape, the high cost of health insurance, and frustration with a federal government
that has Jost touch with hard-working Americans.

One of the principal topics discussed was the tremendous stru&?les faced by
small- and medium-sized Family farms. Today, a dairy farmer in Wisconsin who
works a lifetime on the farm and then sells part, or all of that farm in the hope
of a comfortable retirement, faces an immediate 28 percent federal capital gains tax,
on top of state taxes. There is no consideration given to the fact that much of the
farmer’s so-called profit is due solely to inflation, or that farmers do not have access
to company or government pension and retirement plane. Even their Social Security
benefits are often lower than other workers because they pay themselves low wages
in order to plow much of their gains back into the farm each year.

Farmers work hard their entire lives, they feed America’s families and & good por-
tion of the world, and the gift they get at retirement is a confiscatory tax of one-
third of the value of their farms.

As Chester and Delores Davis, lifetime Wisconsin farmers, put it “while farmin
and raising a family we had to reinvest any income in machinery or upkeep an
could not buy tax deferred IRAs. Now they are taking so much of our retirement
investent for taxes that il leaves little to retire on. Is this fair?”

And Dan Poulson, President of the Wisconsin Farm Bureau observes: “as farmers,
we build a great deal of personal property and other investment into our operations,
the investments accrue over a long period of time. We face exceptional investment
risks and the uncertainty of weather problems. Yet, when it comes time to retire
we're faced with a lump-sum tax on the product of our lifelong work and risk-tak-

ing.”

?believe farmers deserve better. The Farmers Retirement Account is a straight-
forward and simple approach to help farmers build a better retirement for their
families. The proposal cf:)es not create a new program, it simply builds on the exist-
ing Individual Retirement Account or IRA. ¥h.is legislation provides that farmers
who sell farm assets be permitted to defer taxation on those assets provided the

rofits are rolled over into an Individual Retirement Account. A similar provision
18 currently Cyrovided for millions of Americans who sell their personal residences
each year. Capital gains taxes are deferred provided the sale proceeds are rolled
over into a new residence within 2 years.

The Farmers Retirement Account merely defers taxation and permits the farmer
and spouse to spread the eventual payment of taxes out over a number of years as
funds are gradually withdrawn from the IRA to meet retirement expenses. As the
Joint Committee on Taxation notes in its analysis of the bills being reviewed at this
hearing: “The rollover of gain on gualiﬁed farm property would effectively create in-
come averaii.ng for the taxpayer.” And in addition to the benefits for farmers, the
economy is helped by the billions of dollara of additional savings inveated in IRAs.

The government will not lose a substantial amount of revenue from the Farmer
Retirement Account. Even the Joint Committee on Taxation has provided a 5 year
revenue estimate for this proposal of only $837 million, or less than $200 per year.

The Farmer Retirement Account is supported by the American Farm Bureau Fed-
eration, the Wisconsin Farm Bureau, Communicating for Agriculture, and other
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farm organizations, Last month I offered the Farmers Retirement Account as an
amendment to the tax bill. Even though this is a relatively new proposal, we re-
ceived 45 votes. It is my hope that as the Finance Committee reviews tax legislation
it will consider including a farm asset rollover provision among proposals that ex-
pand on the existing IRA. This would help America’s farmers and it would help the
economy by increasing national savings. 'lg)ank you.

PREPARED STATEMENT oF Brap W. McNuLTY
1. FIRST-TIME FARMER ASSISTANCE

We see very few “first-time farmers in our practice in Rapid City. The extensive
capital requirements of land, equipment and livestock make it very difficult for new-
comers to make a profit in the industry. Most of those who do start out have some
type of backing by their parents who are usually currently in the agricultural indus-

T

y

A review of the financial information for first time farmers reveals that interest
expense is a major item in their overall yearly expenditures. Convephations with
them reveals the)'!r frustrations with: having to pay high interest rates. =~

The pro;ram allowing states and localities to issue tax exempt bonds, to assist
first-time farmers with borrowing at a lower effective interest rate, is exactly what
the first-time farmers are requesting. The program should be made permanent.

1 am not aware of the State of South Dakota currently utilizing the program. Ad-
ditional steps need to be taken to expand the utilization of the program to those
states that are not currently using it, once the program has been made permanent.
There are several bonding authorities in South Dakota which could issue the bonds.
One authority currently issues taxable revenue bonds the proceeds of which are
loaned to farmers who use their Conservation Reserve Program payments as a
means for making payments on the loan.

In our practice we continually counsel our clients that they must not cash lease
the farmland that is subject to special use valuation. In those instances where the
heirs do not get along well, we try to develop crop share agreements that all parties
can live with.

S. 1045 and S. 1061 both would allow the use of a net cash basis lease in limited
circustances. The availability of a cash lease would make it much easier for all
parties involved The non-operator would be able to continue to meet the qualified
use test and the operator would be able to manage the farm as he best determines.
The intent of the original legislation of limiting the benefits to those directly in-
volved with farming, would still be met as at least one qualified heir would be at
risk for the results of the operation of the farm.

8. 1061 offers a broader definition of individuals that could utilize a cash lease.
It uses the term “qualified heir” while S. 1045 limits the cash lease availability to
a decedent’s spouse or lineal descendent. The term qualified heir includes a dece-
dent’s spouse and lineal descendants but also includes a decedent’s ancestors and
the spouse of a lineal descendent. The broader definition would be more beneficial
as it would permit transfer of land between a wider number of individuals.

Sﬁ)ecial use valuation has only estate tax applications. It provides an individual
with an increased opportunity to transfer a farm operation to his heirs at death.
It provides no benefits during lifetime as special use valuation can’t be used in valu-
ing transfers subject to gift tax. we have clients utilize family land limited partner-
ships a8 & means of currently transferring ownership of land from one generation
to the next. The requirement that fair market value of the property be used in valu-
ing the gift reduces the ability to transfer property. Having special use valuation
available for gift tax purposes would help increase the amount of land that could
be transferred to children and would help make the estate and gift tax structure

more “unified.”
I1. TRANSFERRING THE FARM TO CHILDREN: ESTATE AND GIFT TAX ISSUES

One of the major obatacles in the transferring of farm land to a person's heirs is
the large estate tax liability faced by a decedent’s estate. A large estate tax liability
can force an estate’s executor to have to sell a portion of the farm land in order
to meet the tax liability. In order to help minimize the amount of tax an estate is
required to pay, Congress adopted Internal Revenue Code Section 20324, for deaths
after December 31, 1976, which allows a qualifying estate to elect to use “special
use valuation” in (ietermim'ng the value ot(‘l farm land to be reported on the estate

tax return.



213

The requirements of 2032A are mechanical in nature with the intent to limit its
benefits to those individuals who are directly involved with farming. Since its initial
adoption, the Code Section has been modified several times in order to make it more
workable. It appears that another modification is needed to make the benefits of
2032A available to additional taxpayers. ‘

Each qualified heir who inherits farmland must meet the qualified use test (i. e.
have an equity interest in the operation of the farmland). Failure to have qualified
use results in additional estate tax with the tax based on the fair market value of
the property rather than the special use value.

In many instances siblings inherit the farm property but only one actually oper-
ates the farm. Current rules require that the non-operatinﬁ siblings must enter into
crop share agreements with the operator in order to avoid liability for the additional
recapture tax. The use of a cash lease has been held to not be an equity interest
in ap operation and the use of a cash lease results in the recaf)t‘tlxre tax.

I have seen instances where the sjblings do not get along. Due to various factors
they just can’t work together. In other cases, large distances separate the heirs of
farmliand. The use of crop share agreements does not work well in either of these
instances. If the heirs can't work well together, %Oper management decisions can’t
be made. If large distances are involved, it is difficult for the heir who is not near
the farm to have meaningful input in the farm’s operation.

111. CAPITAL GAIN/DEBT RFELIEF

The agricultural financial crisis that occurred in the 1980’s resulted in numerous
farmers entering into debt restructuring agreements with lending institutions. In
many instances, land, equipment and/or livestock were transferred to the lending
institution in exchange for a write down of debt,

In many instances, the amount of debt involved exceeded the fair market value
of assets transferred which exceeded the tax basis of the assets. For instance, a
farmer may have acquired land at $100 per acre, was able to borrow money in an
amount equal to $350 per acre due to the land's increase in value, but the land is
currently worth only $300 per acre.

The lending institution would often request that the farmer make a large prin-
cipal reduction on the amount of the loan so that the outstanding balance would
be in line with the current value of the land. Most farmers were unable to make
the principal reduction on the loan which ultimately resulted in the farmer and the
len ng institution entering into some type of debt workout. A transfer of assets
from the farmer to the lending institution was not uncommeon.

Thie type of transaction is cast as a two part transaction for income tax reporting
purposes. The difference between the debt and the fair market value of the property
18 discharge of indebtedness income. The difference between the fair market value
of the property and its tax basia is gain on the sale of property.

Internal Revenue Code Section 108 normally permi t«f the farmer to exclude the
discharge of indebtedness income from taxable income under one of its operating
rules: the discharge occurred in a title 11 case, the farmer was insolvent at the time
of the transfer or the indebtedness was qualified farm indebtedness.

The application of Section 108 took care of only a portion of the problem. The
farmer was still required to report the gain from the deemed sale of the property
transferred to the lending institution as taxable income. This resulted in the farmer
having a tax liability at a time when he had little or no ability to pay.

In one instance we worked on, a farmer had outstanding debt of $711,900 and
had cattle and land with a fair market value of $489,600 and a tax basis of
$244,000. The lending institution agreed to take the land and cattle in exchange for
discharging the debt. The transaction resulted in debt discharge income to the tax-
yayer of $222,400, which was excluded from income due to insolvency, but the gain
from the deemed sale of the land and cattle of $245,600 was reported as taxable
income.

The transaction did not result in an immediate tax liability to the taxpayer in the
year of the transaction. However, having to report the gain as taxable income re-
duced the taxpayer's net operating loss carryforward which resulted in additional
tax in following years. S. 900, as proposed, would have allowed the taxpayer (if the
qualifications were met) to exclude the gain from income. This would have per-
mitted the taxpayer to make an election under Internal Revenue Code Section
108(b}5) to apg y the required reduction in tax attributes to the basis of depreciable
prgg}eurty thereby preserving the net operating loss.

ile this taxﬁayer did not have a current year income tax problem, other tax-
payers have not had net operating loss carryforwards to offset the recognition of tax-

able gain.
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A taxrayer had a transaction involving debt of $260,000, land with a fair market
value of $120,000 and a tax basis of $76,000. In this instance, the debt discharge
income of $130,000 was excluded from income due to bankruptcy but the gain on
the deemed sale of the land of $44,000 was reported as taxable income.

S. 900 provides lefslalion to help reduce the current tax impact to farmers who
have entered into debt restructuring agreements. The legislation provides mechani-
cal tests to determine which taxpayers can utilize the proposal. One is a modified
adjusted gross income test based on 3 of the prior 6 years and the other is a gross
receipts test based on 6 of the Frior ten years. The legislation is aleo retroactive to
years beginuing after 12/31/86. I have a concern that the taxpayers who could utilize
the proposal the most may not have the necessary documentation available to show
that the meet the mechanical tests. In some cases, a taxpayer may need to have
records as far back as 1977,

Section 2 of the bill contains two ‘frovisions for reducing the amount available for
exclusion by other amounts excluded from income. The $300,000 allowable exclusion
is reduced by any prior year amount excluded under either the provisions of this
bill or under Internal Revenue Code Section 108(g), which deals with discharge of
qualified farm indebtedness. If there is other debt discharge in the same year, any
almo}mt excluded from income under Section 108 reduces the allowable $300,000 ex-
clusion.

These provisions can have different results depending on the ordering of discharge
if a taxpayer is contemplating two debt restructuring with two different institutions.
Assume the first restructuring is simply a debt write down and the second includes
the transfer of assets as part of the restructuring. Also assume the taxpayer is insol-
vent. If both restructurings are done in the same year, the amount excluded from
income from the debt write down reduces the $300,000 allowable exclusion. How-
ever, if the debt write down was done in one year, and the asset transfer was done
in the following year, the debt write down would not reduce the allowable $300,000
exclusions as it ia not a Section 108(g) transaction.

The provisions should be modified to achieve a consistent result.

PREPARED STATEMENT OF GRACE ELLEN RICE

Mr. Chairman, I am Grace Ellen Rice, Associate Director of the Washington Office
of the American Farm Bureau Federation. I am appearing today on behalf of the
nearly 4 million families who are members of the American Farm Bureau Federa-
tion. Farm Bureau members produce every type of commodity grown on a commer-

cial basis in the United States.
The tax decisions of the Senate Finance Committee affect our membership as

much as the decisions of the agriculture committees, and we are pleased that the
subcommittee is holding a hearing on several bills important to farmers and ranch-

ers,
Farm Bureau policy is &dopted by producer members of Farm Bureau at the coun-

ty, state and national levels of the organization. There are several positions within
our policy that speak to the bills before the subcommittee today.

At the 73rd annual meeting of the American Farm Bureau, our voting delegates
adopted the following policy:

“We urge Congress to permanently extend the authority for federal tax-
exempt Private Activity Bonds (aggie bonds) which are used by states to fi-
nance loans to beginning farmers.

“We support a capital gains exclusion for insolvent farmers on liquidation
of farm property.

“We support a capital gains exclusion for landowners who are forced to
gell by condemnation and who do not wish to purchase new land to continue
agricultural operations.

“We support continuation of the once-in-a-lifetime exclusion of up to
$126,000 in capital gains on the sale of a primary residence by a taxpayver
over 55, and changes in law to allow portions of the resident farm other
than the immediate farm residence to be eligible for the exclusion.

“We support a provision to allow a farmer, other business owner or self-
emPIO{ed taxpayer, in contemplation of retirement, to invest proceeds from
the sale of property and machinery in an IRA, Keogh plan or similar retire-
ment account and pay taxes only at time of withdrawaY.”

In addition, Farm Bureau has the following policy on estate taxes:
“We support repeal of federal estate taxes.
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“We oppose any reduction in the current federal estate tax exemption.
Until repeal becomes politically feasible, we support an increase in the ex-
emption to ease the movement of farms from one generation to the next.

“We support elimnation of the $750,000 ceiling allowed in determilﬁlﬂ
the existing exemption under Internal Revenue Code 203ZA for agricultur

productive value.’

Mr. Chairman, while we have not had an extensive amount of time to anal(ze
the technical implications of the bills before the subcommittee, Farm Bureau policy
direcgs addresses the conce{)ts contained in S. 710 (first-time farmer bonds), 3. 900
(capital gains tax relief on transfer of farm property to satisl? an indebtedneas), S.
1130 (farmer individual retirement account) and S, 2202 (exclusion of gain on sale
of farmland with an adjoining’ principal residence). We support these bills.

While our golicy does not directly address S. 887 (a&aeclal valuation of sensitive
environmental areas for estate tax purposes) and S. 1046 and 8. 1061, which deal
with leases to lineal descendants and qualified heirs for estate tax special use valu-
ation purposes, our policy leads us to support all legislation that eliminates cr eases
the estate tax burdens on farers and ranchers.

With this ieneral position in mind, we are pleased to offer our support for the
legislation being reviewed by the subcommittee today. We also encourage the sub-
committee to aflirn the importance of capital gains treatment to agriculture because
of beneficial effects to owners of farmland, livestock and timber,

Aleo, the health insurance tax deduction for self-em%l:{ed farmers and ranchers
is important to agriculture. We apgreciate the work that you and other members
of the subcommittee have done on behalf of the deduction. We look forward to the
day when the deduction will be made permanent and for the total amount of pre-
mium.

Farm Bureau appreciates the opportunity to appear before the subcommittee.
Thenk you.

PREPARED STATEMENT OF DAviD M. SAxowsKY

Mr. Chairman and Committee Members, Good afternoon. I am David Saxowsky,
an Associate Professor of Agricultural Economics at North Dakota State Universit.
in Fargo, North Dakota. Thank-you for the opportunity to comment on Senate Bill
900, the Farm Debt Tax Reform Act of 1991.

The nation has been hearing since the mid-1980s about the financial plight that
thousands of U.S. farmers have experienced. Although the level of financial stress
for some farmers has decreased, it has not disappeared from the industry. For var-
jous reasons, a portion of farm operators find their profit margins evaporating, leav-
ing them unable to pay their financial obligations as well as provide an adequate
level of family livin{. Likewise, there are many agriculture loans that have been de-
linquent but unresolved for several Bjyears. It is inevitable that in the next few years
a substantial amount of agricultural debt that is either currently delinquent or that
will become delinquent will have to be resolved through financial restructuring of
the business or liquidation of assets.

To reduce their indebtedness, farm o(rerators usually liquidate some of their as-
sets either by selling the property and paying the proceeds to the lender, or by
transferring ownership of the assets to the lender. In both cases, an unexpected obh-
gation is a Y’ossib]e tax liability.

The tax obligation can be eapeciallir1 burdensome when two circumstances coincide,
One, the farmer has no equity in the asset (usually land) because the amount of
debt nearly equals or exceeds its value. Two, the tax basis of the land is less than
its current market value, It is not uncommon for farmers to have little or no equity
in land that has a low income tax basis. Most frequently, the situation arises for
operators who bought land more than 16 to 20 years ago but used increases in its
value as security for loans to pay operating costs, capital investments, or family liv-
in? expenses. Now the farmer has no egu.ity in the land yet faces an income teax
ob vi&::tion if the land is sold or transferred.

en both situations occur, all or nearly all the proceeds from a sale must be
paid to the secured creditor or mortgage holder. This leaves the farmer with little
or no cash remaining for payment of income tax. Yet there is a taxable gain on the
transaction to the extent the value of the land exceeds its tax basis.

The situation is similar for farmers who transfer encumbered property to a lender
in satisfaction of the debt; that is, there is no cash remaim'ng gom the liquidation
of the property with which to pay any resulting income tax liability.

Taxable gain without any cash is a problem for farmers who are restructuring

their business as well as for farmers who are discontinuing their farm business for

’
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economic reasons. This latter group are individuals and families leavi jiculture
after 156 or more years withoul equity but facing an outstanding tax liability. Past
studies in our department revealed that one-third of North Dakota’s former farmers
had a negative net worth and nearly one-half reported an increased tax obligation
due to liquidation. The concern about taxable gain due to sale of land or restructur-
ing land debt is not as great for persons who initiated their farming career since
the mid-1970s.

Although Chapter 7 bankruptcy may appear to be an alternative for exiting opera-
tors, it is unattractive due to the lingernf}‘g uncertainty about the taxation of prop-
ert abandoned(l):g' a bankruptcy trustee. Even though that issue is beyond the scope
of Senate Bill 900, it is a consideration in that it demonstrates that t{\ere currently
is no good alternative solution.

Income tax liability also is a problem for farmers hoping to continue their farm
operation after financially restructuring it. Again, bankruptcy (including Chapter
12) does not reduce the farmer's tax liabilities. As a result, many farmers have de-
layed restructuring and retained ownership of some land longer than they desire
and, in some cases, probably longer than they should. Their decisions to postpone
financial reorganization have been based, in part, on their desire to delay trig]gering
an income tax liability that they expect they will be unable to pay it. Similar y, nu-
merous farm operators who have restructured their business find themselves unable
to mest their continuing obligations plus pay the resulting tax liability.

One impact of Senate Bill 900 is that it would reduce federal revenue to the ex-
tent that taxes imposed under the current law would be paid. However, if these in-
dividuals do not have the resources to pay the taxes, this legislation would have
minimal impact on federal tax revenue. If the taxes are not paid whether or not
Senate Bill 900 is enacted, the major impact for the farmers will be the peace of
mind that comes from eliminating an obligation that they know they can not pay.

A more significant impact may be that farmers will no longer delay restructuring
or the sale of encumbered assets. The current law is not neutral to the extent that
potential tax liabilities discourage farmers from resolving their indebtedness. An im-
pact of Senate Bill 900 would be that farm borrowers may move more quickly to
resolve their debts and thereby clarify the availability of land and capital resources
for alternative uses and users.

My experiences in working with farmers and conversations with practitioners re-
inforce my understanding that the issue of taxable gain remains a problem for farm-
ers who are reetructuring their business. For example, in a conversation last week,
a practitioner emphasized to me that some farmers are staying in agriculture longer
than they wish because they cannot find a way to leave the industry without incur-
ring an unacceptlable tax liability. Clearly, income tax consequences have been and
continue to be a concern for financially-distressed farmers.

The focus of this problem js not on the tax consequences of debt discharge nor
the lack of equity due to accumulation of unpaid interest. The ;i‘roblem being ad-
dressed this afternoon arises when 1) the esnncipal amount of the loan equals or
exceeds the market value of the encumbered asset, and 2) they both far exceed the
tax basis of the property.

Although the rate of financial restructuring in agriculture is somewhat less than
it was several years earlier, reorganizations continue to occur. Furthermore, we ex-
pect that restructuring will continue into the future as producers in this competitive
industry leave the sector for economic reasons. This problem that has impacted
thousands of farm operators since 1986 will continue to be a concern into the future

for low-equity mid-career farm operators.

e

PREPARED STATEMENT OF SARAH VOGEL

Good afternoon, Senator Daschle and members of the committee. For the record,
I am Sarah Vogel, Agriculture Commissioner for the State of North Dakota. | appre-
ciate the opportunity to testify before your committee this afternoon on the critically
important issue of tax consequences ofy farmer insolvency.

ou are aware, Congress hes taken many steps to deal with the painful effects
of falling prices, rising costs and land devaluation, which hit U.S. agriculture in the
early 1980’s and which still continue today.

One of the steps taken by Congress was passage of the Agricultural Credit Act
of 1987, which guarantees certain debt forbearance, deferral and settlement rights
for Farmers Home Administration and Farm Credit Services borrowers.

Stated briefly, the Act provides that a farmer’s debt may be restructured throu%h
the available options when it is cheaper for the government to restructure the debt
than it would be for the government to foreclose that debt. And in reality, I believe
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the government is better off recovering what debt the farmer can feasibly repay,
while keeping the farmer on the land and a productive member of society.
. 'The Act has not meant salvation for all FmHA and FCS borrowers, but it has
* helped many farmers remain on the land. At minimum, the farmer may be able to
settle the debt(s) with FmHA and/or FCS, retain the homestead and start a new
life in a different vocation,
It is unfortunate that the henefits of debt restructuring procedures often come to
an end when the borrower is notified by the Internal Revenue Service of a large

tax liability.
The tax is usuaJelg due to a lerge “gain” the farmer realizes when his debt is re-

structured or settl

On paper, debt restructuring (including land sales or transfers) appears to gen-
erate Income for the farmer debtor, but in reality this is not the case. The debtor
seldom sees money from land sales for debt settlement; furthermore, land conveyed
or deeded back to the creditor to satisfy debt does not result in actual “income” for
~ the debtor, but instead a reduction of debt.

Unfortunately, current U.S. tax law does not distinguish the tax consequences of
sales of land sold or transferred under economic distress from other transfers of
property for profit.

ontrary to expectations, many of the farmers now facing high tax bills resultin
from farm debt settlement are not those farmers who bought overvalued farmlan
the late 1970's and early 1980%. A]though the latter group of farmers face severe
economic distress, they generally do not have IRS problems because the sale or
transfer of their property does not generate a gain.

Attachment A shows the precipitous rise and fall of land values since 1974.

The people most adversel aﬁ'gcted by current U.S. tax law are older farmers who
‘ bo&xﬂnt land prior to 1974 when land prices began to rise sharrly.

is problem arises because the land beionging to these older farmers presently
has a higher value than the purchase price or basis. Moreover, many of these farm-
ers have been unable to fully repay operaling loans due to low prices or disasters.
Many of them refinanced delinquent operating loans by putting first or second mort-
gaFes against their land.

et me provide you with an example of a farmer faced with this situation. The
farmer cannot cash flow his or her operation and is forced to either liquidate, deed
back or face foreclosure. Each of these events triggers a tax liability that the IRS

treats as a sale.
Typically the farmer is in his or her late 50’s, with either no or very low tax at-

tributes to carry forward to offset the “gain.”

The only feasible option the farmer has is to try to scrape by until retirement age
of 62 8o he or she can receive a monthli Social Security check, which is gener:ﬁy
the lowest level. The Social Security check cannot be offset by the IRS.

At age 62, the farmer may move off the farm into subsidized low income housing,
receive food stamps and fuel assistance.

This farmer wi };\:robably die with this tax liability left unpaid, but as an option

after three years the farmer may decide to file a Chapter 7 to be free of the tax
liability. What a demeaning snd humiliating way of treating America’s food provid-
ers.
The current tax laws also affect younger farmers in North Dakota who have
bought little or no land, suffered disaster losses and used up all available deprecia-
tion. If forced to liquidate, our younger farmers also face a tax liability if debt is
compromised or setaed.

Both scenarios are a lose/lose situation for everyone involved, including the farm-
er, lending institution, federal government and the American taxpayers.

I.et me provide a more specific example using fictitious people. Let's say a farm
couple in their mid-50's bought a farm after they were married and paid $40,000
for it. Now, it's 1992 and the land is valued at $300,000. Over the years the couple
has accumulated $300,000 worth of debt on the land, which gives them a debt to
asset ratio of 1/1.

In the debt settlement procese they deed back to FCS seventy-five percent of their
land ($2256,000) and keep twenty-five percent (valued at $75.000). Of the twenty-five
percent which they keep, $30,000 represents the homestead, which they get free and
clear as a result of the debt seltlement agreement. This leaves them with $45,000
worth of debt against the remaining land.

The IRS looks at this situation and views the $226,00 deed back, minus the ap-
ortioned $30,000 purchase price, as a $195,000 capital gain for a tax liability of
54,600.

Instead of looking at what the farmer is left with ($30,000 in assets, $45‘,000 in

debt), the IRS looks at what the creditor receives and views it as the farmer's gain.
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The tax liability will be computed on $195,000, even though the couple is flat broke
and still in serious debt.

It should be clear from this example, that the couple will be completely unable
to §ay the $64,600. Where would the money come from?

ince I was elected in 1988, I have been taking calls from farmers concerned
about situations quite similar to those I've just illustrated. Recent conversations
with farm and tax attorneys in North Dakota have disclosed that farmers are left
with tax debts ranging from $6,000 (this person had no income) to up to $500,000
(resulting from debl settlement via deed back, conveyance and bankruptcy).

This tax is grossly unfair to agricultural producers and is virtually impossible to
collect. The famous cliche, “You can't get blood from a turnip,” applies to these situ-
ations.

Results from a 1989 study done at North Dakota State University on the effects
of farm liquidations indicates that this problem was widespread in North Dakota.
According to the study, potential tax liabilities were a substantial problem for many
people trying to liquidate their farm operation. Approximately forty-two percent of
the people who responded to NOSU'’s survey indicated that liquidation resulted in
increased tax liabilities.

The average liability resulting from liquidation was $20,000. Furthermore, the
study revealed that most families who liquidated or left their farming operations be-
cause of debt had very limited income. The median family income for the group was
$18,000; twenty-nine percent of those responding to NDSU reported incomes of less
than $10,000. For nearly one-third of the respondents, debt exceeded the value of
their assets after liquidation. Finally, another seventeen percent reported a positive
net worth of $10,000 or lese.

In 1989, I testified before this committee on the urgent need for this legislation.
The problem has not gone away. As Commissioner of Agriculture, I run a program
callog the Agricultural Mediation Service. We currently have over 800 farmer clients
and expect a huge influx during the month of May because FmHA will soon be send-
ing almost 1,600 restructure packets to North Daiota farmers.

n the Ag Mediation Service, we employ 33 negotiators and mediators, who work
hand-in-hand with our farmers. They identify the IRS tax liability issue as the num-
ber one reason why we are sometimes unable to work out win-win solutions to fi-
nancial distress, l\{any times arrangements by which the farmer may be able to
keep a base in the community, and by which the lender is able to obtain a better
net recovery than they would receive if they foreclosed, fall apart because of the
IRS. Instead, the farmer may seek to put off the day of reckoning until he or she
can qualify for social security, or try bankruptcy in an altempt to have the estate
carry the liability.

Mr. Chairman and members of the committee, I also support Senate Bill 1061.

Currently, the law allows special use valuation of farm property to surviving
sgouees who continue to cash rent the farm property to their children. The need for
the amendment arises when there is no surviving spouse and the land is transferred
to the children or heirs who are currently not eligible for the special use valuation.
Thie results in a higher tax that many farm families are unable to pay without sell-
ing the property.

te current oversight in the tax code makes it difficult.for many farm families
to keep an on-going farming operation in the family when the property owner dies.
Speciaf use valuation of farm property should be extended to all qualified heirs. For
this reason the North Dakota Department of Agriculture supports Senate Bill 1061.

In closing, I would like to urge the Committee to work for quick passage of these
important bills. Their timely passage is a matter of financial life and death to many
people involved in American agriculture. I especially support the retroactive relief
that the Senate Bill 900 would provide. Passage would alleviate the suffering of
many hard working people who have suffered enough.

Thank you, Senator Daschle and members of the Committee, for your attention.
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COMMUNICATIONS

STATEMENT OF THE AMERICAN PLANNING ASSOCIATION

The American Planning Association appreciates your invitation to present its
views on S. 887, which would provide for special valuation of sensitive environ-
mental areas for estate tax purposes in order to help preserve them in a natural
and undeveloped state.

The American Planning Association (APA) is a national organization of over
27,600 members, including public and private planners and elected and appointed
officials at all levels of government as well as educators, students and interested
sitizens. Our members belong to 46 chapters covering every state and Congressional

istrict.

APA was formed in 1978 when the American Institute of Planners, established
in 1917, and the American Society of Planning Officials, founded in 1934, were con-
solidated. The Association’s primary objective is to advance the art and science of
planning for the improved development of the nation and its communities, states
and regions, as well as to preserve its valuable natural resources.

Historically, APA eu(rports the protection of open spaces, natural areas, and scenic
lands in well planned development. This statement is based on APA's formally
adopted Environmental Quality and Wetlands policies. APA is concerned about the
alarming rates at which critical nonrenewable and renewable natural resources are
being degraded and 1permamemtly impaired by human activities. APA supports fed-
eral, state, and local actions to integrate improved environmental protection with
balanced comprehensive plans and measures to implement these plans. APA sup-
ports financial and other incentives to encourage voluntary actions by landowners
and others, consistent with the objectives of comprehensive plans.

APA commends Senator Jeffords’s initiative in advancing this bill. Its protective
goals are ones which are found being articulated with surprising strength in many
places throughout the country, despite the recessionary environment, as citizens and
officials alike seek innovative ways to preserve valuable open spaces at risk.

There are persuasive arguments for federal action to correct the roblem ad-
dressed by this bill. At the same time, APA has serious concerns about the bill as
now drafted, and wishes to suggest ways that the tax benefit could result in greater
public benefit by providing a stronger impetus for comprehensive community plan-
ning that guides halanced open space protection and longer term voluntary arrange-
ments to protect quality undeveloped lands.

APA commends the Jeffords bilf,for the following reasons:

1. It makes sense to mod the estate tax code consistent with the
ublic’s significantly increased support for measures to conserve valuable
and resources. Recent years have seen, throughout our towns, cities, and rural
communities, growing public concern about the disappearance and degradation of
critical and valuable scenic, natural, and recreational resources. Citizens have
backed a variety of federal, state, and local measures to slow the rate of loss—cre-
ative zoning; community, regional, and statewide plans; increased public dollars to
buy land; donations of private dollars to private landsaving organizations like The
Nature Conservancy, Trust for Public Land, the Conservation Fund, and hundreds
of local and regional trusts; and incentives for protecting lands that remain in pri-
vate ownership. The provision that is targeted for change by the Jeffords bill is, sim-
ply put, out of sync with today’s sensibilities about the importance of protecting val-
uable undeveloped lands.

2. The bill's reliance on voluntary, nonregulatory incentives to “do the
right thing” is commendable. The American Planning Association recognizes the
importance of providing financial incentives and encouraging voluntar‘ir action to im-
plement community land use goals. The proposed measure would reduce the effect
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of coercive market forces that force heirs to sell environmentally sensitive lands that
they wish to but cannot afford to keep undeveloped. In targeting the critical junc-
ture at which heirs make a decision to retain or sell land, with the choice often one
that involves yes or no to developrent, the provision would give heirs more choices
and time to consider the future of their land.

3. The proposal encourages experimentation with land protection meth-
ods in ways that put less burden on public management. Despite wide citizen
support for land protection and bonds, special taxes, and other dollars to buy land,
there will never be enough public funds to purchase sensitive environmental lands
for federal, atate, or local ownership. Nor would this be a wise qoal to shoot for. Con-
sistent with protection objectives, continued private stewardship and productive use
of lands are often desirable. The existence of a strong network of private land con-
servation groups, including regional and local land trusts, could provide, if needed,
grass roots advice to help ieirs understand their choices and, if they opt for protec-
tion, to act on this decision. Thus, the Jeffords bill could spur partnerships and le-
verage private action.

4. Passage of a sound pro-open space provision in estate tax valuation
will provide federal leadership for state and local measures to neutralize
the adverse impact of estate taxes on voluntary decisions which affect the
realization of community land use objectives.

While supporting the thrust of S, 887, APA—which is committed to planning that
involves all affected interests and balances land conservation with other significant
public objectives (such as providing for needed development and raising revenues),
offers the following suggesiions for improvement. These are aimed at emmrinq more
public benefit in return for foregone revenue, guarding against abuse by speculators,
and reducing the possibility that an offer of tax savings with fewer strings attached
could threaten negotiations with landowners to conclude voluntary perpetual con-
servation eagsements.

1. Fashion tighter provisions to provide longer tern: protection in land-
owner agreements. In exchange for the benefits of special use valuation, the pub-
lic ehould gain a longer time frame for land protection. The recapture provisions go
some distance but not quite far enough, since an unintended effect could permit
land to be banked by developers until it is ripe for development, and price escalation
and profit potential make the penalty irrelevant. While there might be a legitimate
planning objective to build in a mechanism for reviewing long term easements after
a period of time has elapsed, there are other wayas to accoraphish this objective.

2. Tighten the definition of the term “sensitive environmental resources”
and clarify the mechanisms for making these decisions, As planners, we
would like to see definitions as well as financial incentives tightened so that fore-
gone federal funds are expended for quality land resources identified in local, re-
gional, and state plans when these p?ans exist, and to encourage commmunities to
adopt such plans where these do not exist. These plans should guide needed devel-
opment as well as land conservation. Linkage with use taxation policies at the com-
munity level, with state reimbursement of foregone property taxes, at least for some
communities, would also seem desirable. Recognizing that effective planning, despite
recent progress, still lags in many places in the country, a complementary strategy
could require heirs to donate easements to qualified entities, including private non-
profit land conservation groups. This could provide some certification oF the quality
of the lands in question and encourage community dialogue in priority setting, link-
ing of open spaces, and monitoring of the agreement. Such a measure would engage
nonprofit land conservation groups in the process in ways in which they are proving
to be increasingly effective.

APA has considerable interest in the ohjectives of this bill, and hopes that these
suggestions will be helpful in strengthening its ability to use limited public re-
sources efficiently to preserve open space and other critical natural resources. In

reparing this testimony, we have not had the benefit of estimates of tax revenues
ost and benefits gained, and we recommend that further elaborations of this pro-
gosed program develop these more fully, given the realities of the time. APA will

e ﬁ:ease to work with staff in developing any of these ideas more fully.

ank you very much for this opportunity for the American Planning Association

to present its views.
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