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Don't be afraid to ask
dumb questions.

They're more easily
handled than dumb
mistakes.

William Wister Haines
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Today’s Agenda

Reasons for lack of succession

Basic realities

Research based realities

Important planning differences

he importance of succession planning
Starting the process of planning
Identifying priorities

Succession Planning as a process

A few useful techniques
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Top Reasons For Lack
of Farm Succession

No discussion of succession and retirement
ISSUES

—allure to formulate a succession plan
~allure to 1dentify a successor

~allure of the older generation to retire
Unwilling to relinquish managerial control
Equalization estate shares to all the heirs

Inadequate profit/scale to support two
families
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Business Life Cycle
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Percent of Farmers Who Have
ldentified a Successor

ldentification of Successor
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Age Distribution of Successors
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The average age of the identified successor is 34
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Definitions

Inheritance

The transfer of land and other farm
business assets to a succeedin

d
generation upon the death 0% the
owner of those assets.

Succession
The transfer of managerial control of
the farm business t0 the succeeding
generation during the life of the
owner of the business.

Retirement

The withdrawal of labor to and
managerial control of the business by
the owner.
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Anticipated Retirement Plans

(1) never retire — maintain full managerial control and provide some labor

to the farm,
(2) semi-retire — provide some managerial control and/or labor to the

farm,
(3) will retire — provide neither managerial control nor labor to the farm.

As the figure indicates more farmers described themselves as never retire
than will retire.

Retirement

Wil Retire #
semi Retire #_l

Never Retire ]
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e
Retirement/Semi-Retirement
Age

The average age of retirement or
semi-retirement is 67 years old

Age of Retirement

Beginning [OWA STATE UNIVERSITY
Farmer Center University Extension



Age of Successor

The average age of the identified
successor Is 34-years-old

Age of Successor
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Source of Retirement Income

Social Security was the most common category
that respondents identified as an income source
(50%). The other top responses were income from
the farm (41%), income from a private retirement
account (37%), and income from other investments
(29%).

Income Source

Other sources [

Other investments ]

Private retirement plan ]

Social Security

Income from this farm ]

Sale of other property ]

Sale of other farm assets ]

Sale of livestock

Saleofland 1]
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Percent of Retirement Income

Not all respondents identified that they would receive income
from every income area. The percent expected from a given
category included 1% of retirement income all the way up to
100% of the respondents retirement income.

Percent of Retirement Income

Other sources
Other investments
Private retirement plan

Social Security
Income from this farm

Sale of other property

Sale of other farm assets
Sale of livestock

Sale of land
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Even though there are more semi retiring farmers who
plan to rely on the existing farm for income, the
percent of the income coming from the existing farm
IS nearly identical. Almost a fourth of the expected
retirement income will be from the existing farm.

Percent of Anticipated Retirement Income by Source
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Comparing lowa to other states shows that lowans are more
likely to either retire or semi-retire than their counterparts in the
United States. However, comparing lowans to foreigners,
lowans as well as American Farmers in general are more likely to
never retire. The only country that deviates from this standard is
farmers from Japan that showed trends very similar to those in
the United States

International Retirement Comparison
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Rank order of managerial authority retained by the
owner/operator generation

Decision lowa | Australia | Virginia | Japan Ontario Quebec England
2006 2004 2001 2001 1997 1997 1997

Decides when to 1 1 1 2 1 1 1

pay bills

Identify sources & 2 2 2 1 2 2 2

negotiate loans &

finances

Negotiate sales of 3 7= 4 6= 3 3 3

crops/ livestock

Decide when to sell 4 6 5= 6= 4 5 4

corps/ livestock

Level of inputs 5 8 3 5 11 6 13

used

Decide & plan 6 4 7 9 5 8 5

capital projects

Negotiate purchase 7 5 8 12 6 9 8

of machines &

equipment

Plan day-to-day 8 9 12 3 12 11 9

work

Decide work 9 12 13 10 13 13 12

method/way jobs

are done

Decide long term 10= 3 5= 11 7 10 6

balance & type of

enterprises

Decide timing of 10= 10 10= 8 9 7 10

operations activities

Decide type & 10= 11 10= 13 10 12 11

make of machines

and equipment

Make annual 11 7= 9 4 8 4 7

crop/livestock plans
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Source of Retirement Information

46% of respondents had discussed retirement
with family members a majority
47% of respondents had not discussed their

retirement plans with anyone

Retirement Discussion
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Anticipated Method for Transfering lowa Farmland
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Farmers Responses to Best Plan for an Estate Plan
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ISU Land Value Survey with 2007 Projection
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USDA Estimated Cash Rent with 2007
Projection
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lowa Farm Output, Total Expenses,
and Net Farm Income
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HOW

NOT

TO GET
STARTED
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________________________________________________________________
Transferring property

Sale
Installment sale

Contract for deed

Note and mortgage

Sale of ownership interest

(Stock, Partnership, LLC, etc.)

Gift

Inter Vivos gift

Testamentary Gift
Trust

Beneficiary
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Transfer of money

lourly wage
Gift of money
Salary
Incentive plan
Profit sharing
Share lease
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The detrimental impact
of a delayed succession

2nd Generation

1st Generation

Time

Time
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The benefit impact of
a timely succession

Time
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We can think only as
deeply about a problem
as our vocabulary
allows us to do so,
therefore, we need to
continually expand our
vocabulary .
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“Entry into
farming is a
Drocess not
event.”

Dr. Paul Lasley
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Objectives of the farm
family business

 ‘For many, the strategic time-scale
was Intergenerational... Only a
minority gave profitability as their
prime objective... Their chief
desire was to maintain control and
pass on a secure and sound
business to the next generation’

Hay and Morris 1984:
Unquoted companies: Their
contribution to the UK economy
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We never do that
which we do not
want to do.

We often do things
that we do not like
to do.
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VALUES

What is important to me?
What do I hold dear?

VISION
What does the future look like?

MISSION

Why are we here?
What do we believe in?

GOALS

What do we want to do?
What do we want to be?

OBJECTIVES

How are we going to get there?
How will we know when we have arrived?

STRATEGIES
What do we need to do?
What are we required to do?

TACTICS

What do we need to carry out our strategies?
Who is responsible for the necessary activities?
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ACTIVITY

Skills Re(_:r(_agtional
Training Business Activities
Meetings _
Skills
Strategic Transfer Estate Assessment
Business Planning Planning
Planning
- - Asset .
Financial Analysis  continuing
Analysis Education
Relaxation Asset
Retirement Estat Inventory
Planning State

Planning
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The unexamined life
IS not worth living.

Socrates, /n Plato, Dialogues, Apology
Greek philosopher(469 BC - 399 BC)
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http://www.quotationspage.com/quotes/Socrates/

VALUES
A WORKING DEFINITION

Values are single beliefs, limited in
number, and shaped by our
experiences and relationships.

A value system Is an enduring
organization of beliefs that define
and set individual conduct. Values
and value systems tend to link
people by creating and encouraging
commonly shared experiences and
relationships and the standards by
which we make judgments about
ourselves, others and situations.
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Some values have a priority
over others. Values and
their prioritization are not
static and tend to change
over time.

There 1Is a continual
conflict between values
In that one value may
mean that another value
may not be attainable.
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The priority of values
change with time, past
decisions, made on the
priority values at that time,
may no longer reflect the
current priority values.

Certain core values remain
unchanged over a long
periods of time and have a
major impact on decision
making.
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When values are 1dentified,
decisions become clearer
because the focus of the
decision maker 1s on what Is
Important over a longer
period of time.

Values conflict, both internal
and external, a mitigated by
the understanding of values.
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The “Best” Plan

1T you have decided
to develop a farm
family business
succession plan
don’t you want 1t to
be the best plan?
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What do you want the
plan to accomplish?

The outcomes from the plan will be
a direct result of your priorities.

Priorities are the ranked according
to the value that we place upon
them.

We choose, either consciously or
unconsciously, to place value on
priorities.
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The priorities of the
succession plan

Values include real items as well as
abstract concepts and ideas.

Be precise and avoid vague concepts
such as success. What 1s it that
describes success?

Some values are instrumental or
operative values as they provide the
means to attain an end or Intrinsic
value.
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Be careful what you ask for because
you may get It.

The value placed upon the priorities in
the succession plan will be the
personal values of the succession
planner.

|dentification of high value priorities
may lead to easier or less costly
strategies to attain that priority.
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FACTORS THAT INFLUENCE OUR VALUE SYSTEM

FAMILY
FRIENDS GOVERNMENT
EDUCATION MEDIA
SCHOOL
SYSTEM CHURCH
TELEVISION TEXTBOOKS
REFERENCE  RELIGIOUS
MATERIAL BEL IEFS
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VALUES QUESTIONS

What do you like/dislike in people?
Who are your heroes?

Of whom are you proud?

What do you consider your failures?
What do you consider successes?
What do you consider failures?
What are your fears?

Product you buy/not buy because of
advertising?

Where do you purchase?
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What do you purchase?

What do you hold sacred?

What Is important in your business?
How do you measure growth?

To whom are you loyal?

Who is loyal to you?

On what do you spend your time?

With whom do you spend your
time?

Factors considered when making
decisions?
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IN EACH GROUP OF WORDS CIRCLE THE WORD
THAT DESCRIBES A VALUE THAT YOU POSSESS

Integrity Perseverance Reliable Capability Dexterity
Endurance Honor Uprightness Honesty Indignant
Cunning Dependability Tenacity Hospitable Agreeable
Competency Excitable Mistrustful Uneasy Honesty
Truthful Loyal Friendly Grateful Character
Amicable Impassioned Envious Reserved Overbearing
Understanding | Persistent Distrustful Anxious Thick-skinned
Jealous Demure Arrogance Apprehensive | Arrogant
Devoted Mistrustful Intelligent Amicable Passionate
Trustworthy Skillful Bashful Superior Devoted
Ruthless Faithful Neurotic Sarcastic Tender
Merciful Constant Sensitive High strung Doubtful
Angry Jealous Haughty Shy Contemptuous
Pleasant Likable Welcoming Affectionate Thankful
Genuine Tender Proficient Persistent Agreeable
Arrogant Suspicious Appreciative Tender Sympathetic
Apprehensive Compassionate | Money Vacations Children
Kindly Disrespectful Contentment Education Love
Dedicated Timid Self-discipline Recognition Hate
Knowledgeable | Faithful Adventure Respect Anger

What important values have been missed?
Add them to your list.
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From the list of words copy those you circled on the lines in the
left column. When you have copied all the words, use the

following to rank the words in their order of importance.
++ most important to me; + important to me; - somewhat important to me; - -
least important to me
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Copy the ranked word in the appropriate spaces provided below
+ +
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VALUES

What is important to me?
What do I hold dear?

VISION
What does the future look like?

MISSION

Why are we here?
What do we believe in?

GOALS

What do we want to do?
What do we want to be?

OBJECTIVES

How are we going to get there?
How will we know when we have arrived?

STRATEGIES
What do we need to do?
What are we required to do?

TACTICS

What do we need to carry out our strategies?
Who is responsible for the necessary activities?
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Business Succession Planning

Owner Generation Successor Generation
Business
! ! + I !
Business Planning Retirement Planning Transfer Planning Estate Planning
*—n <« <

Beginning [OWA STATE UNIVERSITY
Farmer Center University Extension



Business Succession Planning

Owner Generation

eValues i Whatis important to me?

eVision i What does my future look like?

eMission i Why am | here?

eGoals i What do | want to do or be?

eObjectives i How will | measure activity?

eStrategies i Whatis my plan?

eTactics i How do | implement the strategies?
Self-Assessment

oSKkills
eAbilities
Essential Planning Skills
eCommunicating
eDecision making
eConflict resolution

Successor Generation

eValues i Whatis important to me?

eVision i What does my future look like?

eMission - Why am | here?

eGoals i What do | want to do or be?

eObjectives T How will | measure activity?

eStrategies i Whatis my plan?

eTactics i How do | implement the strategies?
Self-Assessment

oSkills
eAbilities
Essential Planning Skills
esCommunicating
eDecision making
eConflict resolution

...................................
8 .

i done simultaneously
because all i
planning areas
influence one
another.

.......

|ratios.

ePersonnel i Human assets.

Business
Resource inventory and analysis

ePhysical I Short, intermediate and long term property.
eFinancial i Income statement, balance sheet, financial

Essential business principles
eValues - What is important to our business?
eVision - What does the future look like?
eMission - Why are we here?
eGoals - What do we want to do or be?
eObjectives - How will we measure activity?
eStrategies - What is our plan?
eTactics - How do we implement the strategies?

'

'

!

Business Planning
U Opportunities

U Threats

U Strengths

U Weaknesses

U One year

U Two years

U Five Years

U Ten Years

Retirement Planning
U Timing

U Residence

U Income Source

U Household Budget
U Recreational Needs
U Health Care Needs
U Long Term Needs

Transfer Planning
U Income

Amount

Source

Method
U Household Budget
U Management
U Assets

Estate Planning

U Equal vs. Equitable
U Business Assets

U Personal Assets

U Consistency

U Flexibility

U Legal Documents
U Liquidity Needs

U Tax Consequence
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The Critical Path Method

Identification of necessary resources

Effective method of analyzing a complex
project

Calculates the minimum time for
completion

Prioritizes activities to be completed by
that date

Effective scheduling and monitoring of
0rogress

—ocuses on the essential activities

Provides a graphic overview of the plan
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Activities

Sequential activities: activities that are
dependent on other activities being first
completed.

Sequential Activities must be completed in
an ordered sequence.

Each activity in the sequence must be
completed, or near completion, prior to the
start of the next activity in the sequence.

Parallel activities: activities that are not
dependent on the completion of a previous
activity or activities.
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Estimating Time

Difficult to estimate the length of time for an
activity
Particularly true if it is a new activity

Normal to underestimate the time needed for
completion

Unexpected/unscheduled high priority work that
Is forgotten

Accidents and/or emergencies
Meetings

Holidays and sickness

Break downs In equipment
Delays and Interruptions

Etc. (If it can, it will and at the most inconvenient
time.)

Develop a systematic approach for these factors
and rely upon experience
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Methodology

List all activities in plan

List the earliest practical start date; estimate length of time to
completion; if the activity is parallel or sequential; how to
measure the activity; who is responsible for the activity; and
how and to whom the activity will be reported.

The context of the activity determines if it is parallel or
sequential.

Activity
Start week

Number of days to completion
Sequential & dependent upon
Parallel

How will the activity be measured?
Who is responsible for the activity?
How and to whom with progress be reported?
What is the cost associated with the activity?

List all the activities need to complete the plan
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Caption graph paper with
the time periods needed to
complete the plan
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Critical Path Method Chart

Weeks

1 2 3 4 5 6 7 8 9 1 1 1 1
0 1 2 3 4 5 6 7 8
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Copy activities In the appropriate
time period

» Begin with the activities with the earliest
start dates

« Show the activities as arrows the end
with a box

« Show the time taken to complete the
activity above each arrow

» Show whether the activity iIs sequential or
parallel
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Schedule Activities

Schedule activities so that sequential
activities are carried out in the proper
sequence

Scheduled parallel activities so as not
to interfere with sequential activities

Allow for the unexpected
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Prepare a clean final copy
of the analysis

« Time 1s marked out in columns
across the chart

 Activities are represented as
arrows terminating at boxes

» The length and positions of the
arrows show the start date and
duration of the activity
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The Critical Path is the longest

ential activities

sequence of sequ
leading to the co
plan.

mpletion of the

Any delay of in the commencement

or completion of
critical path will

an activity on the
delay the

completion of the whole plan.

The time allowed for future
sequential activities will need to be

shortened.
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Critical Path Method Chart
Weeks
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Critical Path Method Chart

Weeks

Sequential -----------------emmm---
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Presented by:
John R. Baker

Attorney at Law
jrbaker@iastate.edu
1-800-447-1985

Beginning Farmer Center

www.extension.iastate.edu/bfc/
877.BFC.1999

Providing such programs as Farm On, Ag
Link Seminar, educational materials,
individual consultation, National Farm
Transition Network
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