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Abstract 

 

In 2021 President Biden proposed new spending on infrastructure in the United States.  Two 

proposals were introduced to provide offsets for the new spending.  The Sensible Taxation and Equity 

Promotion Act proposed to eliminate stepped-up basis upon death of the owner. The For the 99.5 

Percent Act would decrease the estate tax exemption to $3.5 million ($7 million per couple).  At the 

same time, there are many in Washington D.C. pointing to the fact that farms in the U.S. continue 

getting larger.  While the tax proposals would generate a new revenue source, a related question is 

whether it would also slow the growth in farm size.   

 

This analysis examines the impact of the proposals on 94 representative farms and ranches located 

across the U.S. maintained by the Agricultural and Food Policy Center (AFPC) at Texas A&M 

University. 

 

Under current tax law, only 2 of the 94 farms would be impacted by an event triggering a generational 

transfer. Under the STEP Act, 92 of the 94 representative farms would be impacted.  Under the 99.5% 

Act, 41 of the 92 representative farms would be impacted.  The proposals could lead to a farms selling 

land to pay taxes.  
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Introduction 

 

In his first year in office, President Biden proposed two broad based and expensive infrastructure 

proposals (roads and bridges and human).  Together they would exceed $4 trillion dollars in spending.  

Two proposals were put forth that would generate significant federal revenue if implemented.  The 

Sensible Taxation and Equity Promotion Act (STEP Act) and the For the 99.5 Percent Act (99.5% 

Act) on would increase the amount of capital gains and estate taxes collected by the government.  At 

the same time, there are many in Washington D.C. pointing to the fact that farms in the U.S. continue 

getting larger.  While the tax proposals would generate a new revenue source, a related question is 

whether it would also slow the growth in farm size.  The potential cost to farms across the U.S. and 

whether the tax obligations might cause farm restructuring are the questions analyzed in this paper.  

The tax results are presented relative to a status-quo baseline that maintains the current estate tax 

exemption and stepped-up basis provisions through 2026. 

 

Background on Stepped Up Basis and Estate Taxes 



 

When an asset appreciates in value, the difference between the current fair market value and the 

amount paid for the asset (less accumulated depreciation) is known as a capital gain. Under current 

tax law, assets held longer than one year are taxed at long-term capital gains rates of up to 20% 

depending on one’s underlying taxable income.  A provision of US tax law that has been in place 

since the Revenue Act of 1921, is that a capital gains tax is not imposed when assets are transferred at 

death to an heir.  Furthermore, tax law allows the heir to increase their basis in the bequeathed assets 

to fair market value without paying capital gains tax (Ernst and Young). This is referred to as a step-

up of basis. 

 

While stepped-up basis provisions have largely rendered capital gains tax irrelevant when assets are 

transferred to an heir at death, that is not the case with the federal estate tax. Prior to passage of the 

Tax Cuts and Jobs Act of 2017, the estate tax exemption level was $5.49 million (indexed to inflation) 

(Figure 1). Because property left to a surviving spouse transfers free of the estate tax, the exemptions 

for a married couple are effectively doubled—$10.98 million for 2017.  The Tax Cuts and Jobs Act of 

2017 raised the exemption level to $11.18 million for 2018.  As of 2021, the estate tax exemption is 

$11.7 million per person which is set to expire in 2025, at which point the estate tax exemption reverts 

to $5.49 million per person.  

 

Agricultural producers are sensitive to changes in stepped-up basis and estate taxes because much of 

their net worth is traditionally comprised of land and equipment. Given recent trends in land values, 

that concern now is even more heightened.  As noted in Figure 2, cropland values have more than 

tripled since 1997. So, even if a producer has not purchased any additional land, the land they were 

already holding is now considerably more valuable. 

 

 

 



 

 

 

Proposed Changes 

 

The Sensible Taxation and Equity Promotion Act (STEP Act) proposes to eliminate stepped-up basis 

upon death of the owner.  Under the STEP Act, $1 million in capital gains would be excluded from 

taxation.  

 

The For the 99.5 Percent Act (99.5% Act) includes modifications to estate, gift, and generation-

skipping transfer taxes.  The 99.5% Act would, among other things, decrease the estate tax exemption 

to $3.5 million per individual and $7 million per couple.  

 

This analysis evaluates the elimination of stepped-up basis alone and in conjunction with estate tax 

changes, depending upon the scenario being analyzed.  

 

Data and Methods 

 

For over 30 years, the Agricultural and Food Policy Center (AFPC) at Texas A&M University has 

maintained a farm-level policy simulation model (FLIPSIM) developed by Richardson and Nixon 

(1986) for analyzing the impact of proposed policy changes on U.S. farms and ranches. AFPC 

currently uses a next generation simulation model—Farm Economics and Solvency Projector 



(FarmESP) that moves to the Python platform and includes all the previous generation’s policy and 

tax capabilities with a significant upgrade in terms of crop insurance capabilities. 

 

The data to simulate farming operations in FarmESP comes primarily from AFPC’s database of 

representative farms.  Information to describe and simulate these farms comes from panels of farmers 

(typically 4-6 producers per location) located in major production regions in 30 states across the 

United States (Figure 3). The farm panels are reconvened frequently to update their representative 

farm’s data. The representative farms are categorized by their primary source of receipts—for 

example, feedgrain, wheat, cotton, rice, dairy, and cattle ranches.  The representative farm database 

has been used for policy analysis for over 30 years. 

 

In the tables that follow, the first two letters of a farm’s name is the state abbreviation followed by the 

letter describing the type of farm (e.g., G for feedgrain,W for wheat, etc) followed by an M or L 

indicating if the farm is moderate or large (an X indicates there is only one farm size of that type in 

the region). The number in a farm’s name indicates the acres or number of head of cattle for ranches 

or milk cows for dairies.  Additional information about the representative farms can be found in 

AFPC Working Paper 21-1 by Outlaw et al., March 2021.  The breakdown of farms by type is as 

follows: 

 

• Feedgrain: 25 

• Wheat: 11 

• Cotton: 13 

• Rice: 15 

• Cattle: 10 

• Dairy: 20 

 
Projected prices, policy variables, and input inflation rates are from the Food and Agricultural Policy 

Research Institute (FAPRI) 2021 Baseline (Tables 1 and 2).  AFPC’s representative farms and ranches 

are all assumed to be full-time, commercial-scale family operations. The results of this analysis will 



vary greatly by farm depending upon each farm’s asset base and the share of their farmland they own 

versus rent.  Tables 3 and 4 provide the percent of the farm’s cropland or ranch’s pastureland that is 

owned for the representative farms.  The percentage varies greatly across farms and farm types. For 

example, two of the four Texas rice farms are comprised only of rented land. As a result, any capital 

gains or estate taxes accrue from sources other than land.  Importantly, the analysis does not include 

indirect impacts. For example, while two of the Texas rice farms own no land and were not impacted, 

if they were renting land from a landowner who was impacted by either proposal, one could 

reasonably assume that rental rates would increase as a result. 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 



 

 



 

 

 

 

Producer Input 

 

Each time a policy proposal is evaluated that depends on individual producer responses, AFPC sends 

an email asking for information from representative farm panel participants that would make the 

analysis more realistic.  For this analysis, representative farm participants provided information that 



assisted with allocating the percentage of owned land on each type of farm (crop, dairy, ranch) into 

time periods of acquisition to calculate potential capital gains tax obligations.  

 

A total of 247 responses were received from the representative farm/ranch panel members. This 

represents approximately 40% of the panel members in the AFPC database.  This is by far the highest 

response rate AFPC has ever received when asking questions about potential policy changes. 

 

The percentage of owned land by years of ownership has similar patterns across farm types. A 

relatively large percentage was purchased within the past 5 years, and 49 percent or more of the land 

for each farm type was acquired over 15 years ago.  As discussed in more detail below, these 

percentages were utilized in the FarmESP simulation model to incorporate realistic land ownership 

patterns (Figure 4). 

 

 
 

Model Modifications 

 

To simulate the effects of the STEP Act and 99.5% Act provisions, the following changes were 

incorporated into FarmESP: 

 To calculate the potential capital gain tax liability under the STEP Act, capital gain 

amounts were calculated for each farm based on owned land and equipment. The 

capital gain on land was dependent on the farm type (crop, dairy, or ranch) and panel 

member feedback on the length of time the land was owned.   



 

 The taxable amount of capital gains on owned land was defined as the difference 

between the current market value of the land in 2021 and the value of the land when it 

was acquired.  The value of the land when it was acquired was determined by taking 

the current market value in 2021 and applying a percentage price change for each land 

vintage that is equal to their state-level pastureland (ranches) or cropland (all other 

farms) percentage price change based on NASS data. 

 

 The taxable amount of capital gains on machinery was calculated on the current 

market value of machinery in 2021 less the book value in 2021.  The book value is 

based on the purchase price and depreciation schedule in FarmESP.  Both the 

machinery and land capital gains were assumed to be taxed at the current 20% long-

term capital gains rate.  The exclusion of tax on the first $1 million of capital gain was 

also assumed (consistent with the STEP Act). 

 

 The estate tax liability under the 99.5% Act was calculated using the nominal net 

worth of each farm in 2021.  The nominal net worth was taxed at the applicable 

updated marginal tax rates outlined in the 99.5% Act.  Each farm was assumed to be 

eligible for double the $3.5 million exclusion amount.  Thus, the assumed estate tax 

exclusion on each farm went from $23.4 million in current law to $7 million under the 

99.5% Act.  

 

 This analysis for all of the farms starts in 2018 using actual prices and output 

variables (e.g., crop yields, milk production per cow, and calf crop) for 2018-2020 

and uses FAPRI commodity and input price forecasts for 2021-2026.  Using three 

years of history provides the opportunity to check to ensure the model results are 

aligned with the panel’s experiences. 

 The representative farms are constructed to analyze policy changes going forward.  

Under the status quo, the farms are assumed to continue operating in perpetuity.  For 

purposes of this analysis and for the sake of consistency, the operator/landowner is 

assumed to die in 2021 with the farm transferring ownership in 2021 and taxes due in 

2022.  Naturally, farms that recently went through a generational transfer would not 

be impacted by the proposed changes (at least not in the near term), but this 

assumption is obviously key to analyzing the impact of the tax proposals on the farms 

in the event of an operator death. 

 

 Finally, farms are expected to pay the calculated tax obligations in the year they are 

due. 

All farms are assumed to pay calculated taxes out of existing cash (if available).  If 

the farm does not have enough cash to pay all cash obligations, then a carryover is 

experienced, and a short-term loan is established for the debt.  While the results would 

suggest that some farms would have difficulty securing financing, this assumption of 

available financing is consistent with the fact that the STEP Act, for example, 

provides a 15-year financing option. While there are a number of ways a producer 

could choose to address a large additional tax liability, the assumptions made in this 

analysis provide a snap-shot of the magnitude of the financial impacts of the proposed 

tax policy changes. 



 

Scenarios Analyzed 

 

The following five scenarios were analyzed for each of the 94 representative farms and ranches: 

 

 Scenario 1: Current Tax Law with No Generational Transfer. This baseline scenario 

assumes current tax law remains in place and that no event triggers a generational 

transfer. 

 

 Scenario 2: Generational Transfer under Current Tax Law.This scenario assumes 

current tax law remains in place and an event triggers a generational transfer in 2021 

(e.g. death of the principal operator). 

 

 Scenario 3: Generational Transfer under STEP Act. This scenario assumes the STEP 

Act is in effect and an event triggers a generational transfer in 2021 (e.g. death of the 

principal operator).  Under the STEP Act, the current estate tax exemption levels are 

maintained and stepped-up basis is eliminated. 

 

 Scenario 4: Generational Transfer under 99.5% Act. This scenario assumes the 99.5% 

Act is in effect and an event triggers a generational transfer in 2021 (e.g. death of the 

principal operator). Under the 99.5% Act, the estate tax exemption levels are lower 

but stepped-up basis is maintained. 

 

 Scenario 5: Generational Transfer under STEP Act and 99.5% Act. This scenario 

assumes both the STEP Act and the 99.5% Act are in effect and an event triggers a 

generational transfer in 2021 (e.g. death of the principal operator).  In this scenario, 

the estate tax exemption levels are lower and stepped-up basis is eliminated. 
 

Results 

 

As noted above, Scenario 1 is a baseline scenario where no event triggers a generational transfer. 

Under this status quo scenario, 38 of the 94 representative farms and ranches are projected to have a 

negative ending cash balance at the end of 2026—and that is without any policy changes. In other 

words, even in the status quo scenario, there are farms struggling to cash flow across all types of 

farms and ranches (7 feedgrain, 4 wheat, 5 cotton, 10 rice, 8 dairy and 4 cattle ranches) (Table 5). 

 

Under Scenario 2 (Generational Transfer under Current Law), only two of the larger dairies (CAD-X-

2000 and TXND-X-3800) face estate tax liabilities as a result of a generational transfer—owing to 

stepped-up basis (i.e. no long-term capital gains tax) and the $23.5 million estate tax exclusion in 

current law. Naturally, larger farms would be impacted by current law during a farm transition, but 

none of the other 92 farms in AFPC’s database would incur capital gains or estate taxes resulting in a 

change in ending cash balances under current law. 



 

 

 

 

In sharp contrast, under Scenario 3 (Generational Transfer under the STEP Act), 92 of the 94 

representative farms are impacted. Despite the $1 million exclusion included in the STEP Act, the 

elimination of stepped-up basis impacts almost all of the representative farms. Across the 92 impacted 

farms, the additional tax liability incurred averages $726,104 per farm. 

 

Under Scenario 4 (Generational Transfer under the 99.5% Act), lowering the estate tax exemption 

levels to $3.5 million (or a combined total of $7 million per couple) impacts 41 farms, with the 

additional tax liability incurred averaging $2.17 million per farm. 

 

If the STEP Act and 99.5% Act were both implemented (Scenario 5), 92 of the 94 representative 

farms would be impacted. The additional tax liability incurred would average $1.43 million per farm 

across all 92 farms. While the average impact in Scenario 5 is lower than that in Scenario 4, that is 

entirely because Scenario 5 impacts 92 farms (whereas Scenario 4 impacted only 41 farms). 

Importantly, when looking at individual farm results (Table 6), in no case was the tax liability in 

Scenario 5 lower than that incurred in Scenarios 3 or 4; in other words, combining the two policies 

always resulted in an equal or higher tax liability. 

 

Table 5 also includes the average change in ending cash balances in 2026 for each scenario. The fact 

that the reduction in ending cash balances exceeds the tax liability incurred largely reflects the interest 

costs incurred in financing the debt resulting from the tax liability. 

 

Tables 6 and 7 contain the results for the 25 feedgrain, 11 wheat, 13 cotton, 15 rice, and 20 dairy 

farms along with 10 cattle ranches. For this analysis, the key output variables used to demonstrate the 

impact of the two tax policy changes are (1) additional tax liability incurred and (2) ending cash 

balances in 2026.With everything on the operation staying the same except for the policy change 

associated with each scenario, these variables highlight any liabilities and potential cash flow 

shortfalls that would be created by the tax changes. 

 

Tables 6 and 7 also utilize average annual net cash farm income (NCFI) for 2021-2026 under the 



baseline scenario (i.e. current tax law with no generational transfer) as a point of reference. NCFI 

equals total cash receipts minus all cash expenses. It is used to pay family living expenses, principal 

payments, income taxes, self-employment taxes, and machinery replacement costs. 

 

 

 



 

 



 

 



 
Table 7 reflects the ratio of additional tax liability incurred to NCFI for Scenarios 3-5.  For context, 

Table 7 illustrates how many years it would take to pay off the new tax liability if NCFI were used 

exclusively for that purpose. For example, on the 4,500-acre Nebraska feedgrain farm, it would take 

14.5 years using all of the NCFI generated by the farm (while ignoring all other obligations normally 

covered by NCFI) to pay off the tax liability from the STEP Act and 99.5% Act. 

 

Summary and Conclusions 



 

This analysis utilized 94 representative farms located across the U.S. to determine the likely impacts 

of two tax policy proposals—the Sensible Taxation and Equity Promotion Act and the For the 99.5 

Percent Act—on the farm’s ability to cash flow. Under current tax law, an assumed death of the 

principal operator would impact 2 of 94 representative farms. 

 

Eliminating stepped-up basis in the Sensible Taxation and Equity Promotion Act—even with the $1 

million exclusion—would impact 92 of 94 representative farms, including all of the ranches and 

dairies, with an additional tax liability incurred of $726,104 per farm. 

 

Imposing lower estate tax exemption levels from the For the 99.5 Percent Act would impact 41 farms 

(26 of 64 crop farms, 5 of 10 ranches and 10 of 20 dairies) with an average additional tax liability 

incurred of $2.17 million per farm.  The combination of the two tax policy changes would impact 92 

representative farms at an average additional tax liability incurred of $1.43 million and an average 

loss in ending cash balances of all affected farms of $1.59 million in 2026.  While the average tax 

liability declines (relative to imposing the For the 99.5 Percent Act alone), the number of farms 

impacted climbed from 41 to 92. 

 

While these policy proposals were intended to increase tax revenues to offset other proposed 

expenditures, they also increase the chances that farms and ranches would have to sell some of their 

land to pay their taxes.  There does seem to be a least some support to the notion that tax policy could 

lead to a redistribution of farm assets – most notably land.  However, it is not clear that smaller 

operations would be the beneficiary, as larger, more liquid farms could purchase land being sold for 

tax purposes thereby nullifying any social engineering attempts. 
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