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Successful Farm Business Transitions
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3. Farm Debt Structureis another key contributor toward
financial viability. How many dollarswill be used each year
for principal payments? After tax profit is used to pay for
family living, and to build equity through principal payments
or capital purchases. If the debt structure requires large
principal payments each year, this reduces the amount
available for family living and capital growth.

4. Farm Sizeis animportant factor infarm viability. Isthe
pie big enough to take out another dice, or do we need to
increasethesizeto accommodatethe additional family living
and principal demands? If the margins are low and the
family living draw or principal payments are high, the size
of the operation needs to increase to account for those
demands. If thefamily living isearned by anon-farmjob or
is reduced during the transition phase because of non-farm
investments or social security benefits, this reduces the need
for size and reduces the pressure on farm efficiency to free

&oogjassh for principal payments and growth.

Both generations need to determine their goals and
attitudes toward such things as business growth, debt, life-
style, likes and didlikes; as well as use of time, family time
vs. work time. Goals that are written and shared have a
much better chance of attainment than those only thought of.

Communication

Good communication needs to occur on a regular and
continual basis throughout the transition period. Communi-
cation between the generations should occur early on as
individual goals are molded into mutual family and farming
goals. Asthe process continues, non-farm family members
need to be aware of plansand decisonsthat are being made.
Regular business meetings should occur throughout the
trangition period and beyond. An agenda will help keep the
meeting on track.

Retirement Plan

The retirement plan should be done by the retiring
generation. Consideration should begivento: Wherewill the
retiring generation live? What will they do with their time?
How long will they be involved with the farm, and in what
ways? How much draw on the operation will be needed for
their family living? Where will the funds come from? How
are we going to account for the non-farming heirs? s anon-
farm investment a good way to partialy compensate non-
farm heirs?1sfair necessarily equal? Finaly, theretirement
plan should include atime line. When will activities occur?

Income/Labor Transtion Plan

Planning thedivision of labor and incomeis an essential
part of successful transitions. Many will incorporate some
type of “tesing phase” to insure the practicality of the
trangition. Division often occurs by enterprise, by percent-
ages or shares. Some will pay a wage as partial compensa-

tionfor labor in the beginning stages. Mot likely, some sort
of combination is the method of choice for most business
trangitions. A time line indicating the division of labor and
income is again highly recommend.

Management Transition Plan

One of the most difficult elements of farm transition
involves the transfer of management. It is particularly
difficult if the transition involves family members. The
previous parent/child relationship can be difficult to over-
comewhen a business relationship is now needed. For many
parentsit isdifficult to allow theyounger generationto make
mistakes, and to discontinue“ giving theorders.” Likewise,
therearetimeswhen the younger generation needsto step up
and “ takea hold” of the decision making process. When will
thejunior member of the transition team be allowed to make
the management decisions? How will that transfer be
orchestrated? Some will allow management control to be
transferred by enterprise or by business activity, such as
marketing or record keeping. Others have used a learning
or “ testing phase” to insure a smooth transition. A timeline
indicating management responsibilities and the length of
testing phases and completion dates is helpful.

Ownership Transition Plan

Elements of the ownership transfer plan include: tax
consderations, business structure, use of insurance prod-
ucts, transfer method (sale, gift, inheritance) and again, a
time line for the business and the assets to transfer. A
professona needs to be involved with the transfer of
ownership phase. This phaseis usually best left until last to
implement, although planning for it should be completed
early in the planning phase.

Obviously farm and ranch businesses have been trans-
ferring for generations without detailed written plans. But,
there are many transfer efforts that have failed. A well
thought out plan will increase the odds of successand reduce
the potential for misunderstanding and hard feelings.
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