
Aggregate Supply Consideratio 
As mentioned earlier , not all farm 

price and income problems are likely 
to be entirely solved by improved effi
ciency and size adjustments on indi
vidual farms. If all farmers in the study 
area of central Minnesota make the ad
justments suggested as profitable with 
intermediate prices for hogs and milk 
($3.30 and $15.50, respectively), they 
would milk about 20 percent more cows 
than were milked in 1959. The increase 
in production of finished cattle would 
be much greater and hog production 
would be reduced about 20 percent. 
These increases in milk and beef pro
duction without a corresponding in
crease in the market would result in 
substantial sUI'plus production and low
er prices would likely result. 

The occurrence of surplus production 
in such extremely large amounts is un
likely for several reasons. 

1. Not all farmers will choose to 
more cows or feed more cattle 
of the additional work, costs, and 

2. Some people currently farming 
central Minnesota will quit to retire 
to accept off-farm employment 
their livestock facilities may go 
utilized. 

3. Governmental farm programs 
curb production via supply controls or 
land retirement. 

Before making substantial adjust
ments in farming operations, individual 
farmers should assess the future price, 
production, and demand possibilities for 
the specific farm products considered, 
In so doing, they may determine what, 
if any, participation and support they 
should give to group action designed to 
improve their price-income position. 

A second phase of the farm adjustments will be to aggregate adjustment 
possibilities for a number of the major dairy states where similar studies are 
being made. These production adjustments and the resulting supply of dairy 
products will be matched with aggregate demand estimates in an effort to 
determine profitable adjustments on Minnesota dairy farms when supply 
and demand are equal. 
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Incorporating The Family 
Farm Business 
Robert Beck and Philip M. Raup1 

Tms BULLETIN WAS PREPARED BECAUSE OF increased 
interest in adapting the corporate form of business organization 
to meet the needs of family farms. It discusses: 

What is a corporation. 
How it operates. 
Why it might or might not be 

beneficial. 
How it is organized. 
Some operating problems in

volved. 
How it is terminated. 

This discussion is based ori research 
conducted in 1958 and 1959 by the De
partment of Agricultural Economics, 
University of Minnesota. The research 
task was divided into three phases: (1) 
locating and identifying existing Min
nesota farm corporations, (2) detailed 
surveying of the legal status of farming 
corporations in Minnesota,' and (3) in
terviewing one or more officers, direc
tors, or incorporators of over 30 farm 
corporations scattered throughout the 
state. 

No effort was made to assemble sta
tistical data on actual farming opera
tions. The sample of corporate officers 
interviewed was not intended to repre
sent a statistical cross section of all 
Minnesota farm corporations. The pri
mary research effort was directed to 
the collection of case studies that would 
throw light on how the corporate form 
of business is being adapted to the 

needs of family-farming enterprises in 
Minnesota. 

CORPORATION FARMING 
IN MINNESOTA 

At least 103 farm corporations were 
created in Minnesota from 1913 through 
1958. Thirteen have ceased operation or 
dissolved. About 90 farm corporations 
still exist. Some are known to be "paper 
corporations" because they are not yet 
operating or are temporarily inactive. 
Of the 103 corporations, 63 were created 
since 1950; 38 were established from 
1955 to 1958. The peak years were 1955 
and 1956 when 24 corporate farms were 
created. Eleven of these 24 were turkey 
farms. 

Two different types of farm corpora
tions were identified. One is the incor
porated farm. It primarily produces and 
markets crops and livestock. The other 
is the corporation such as a canning 
company. This operates a significant 
acreage of agricultural land. However, 
the primary business function may be 
to process agricultural products or to 
engage in some other nonfarm activity. 

Information concerning farm corpora
tions was obtained from county agents, 

1 Robert Beck is a member of the Minnesota Bar and former research assistant, Depart
ment of Agricultural Economics, University of Minnesota. Philip M. Raup is a professor, De
partment of Agricultural Economics, University of Minnesota. This bulletin is based on research 
conducted under Minnesota Agricultural Experiment Station Project 1124RH, a contributing 
project to North Central Regional Research Project NC-15, "How Young Families Get Estab
lished in Farming." 
lOt •LThe results of this survey were published in: "Incorporating the Farm Business," Minne

a aw Review, Part I , Vol. 43, No. 2, December 1958; Part II, Vol. 43, No. 4, March 1959. 
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vocational agriculture instructors, local 
bankers, attorneys, real estate dealers, 
and others. The articles of incorporation 
on file at the office of the secretary of 
state indicated date of incorporation, 
purpose, names of officers, location of 
headquarters, and amount of authorized 
capital stock. With this background, 
personal interviews were undertaken 
with corporate officers of over one
fourth of Minnesota's farm corpora
tions. The following data resulted: 

Of the 17 farm corporations for which 
extensive data were obtained, 12 do 
their own farming, 4 rent out their land, 
and 1 does both. Of these same 17 cor
porations, 4 are engaged in other busi
nesses besides farming, 9 have majority 
owners active in other businesses, and 
4 are engaged in farming with their 
majority owners not active in any other 
business. Thus, 13 are owned or con
trolled by majority stockholders active 
in nonfarm business. 

Here are their reasons for incorpo
rating: 

1. Eight for limited liability fea
tures. 

2. Four for estate-planning pur-
poses. 

3. Two for income tax advantages. 
4. One for social security purposes. 
5. One for both estate-planning and 

income tax reasons. 

6. One for undetermined reasons. 
Detailed records are not available for 

all Minnesota farming corporations. 
Nevertheless, it is clear that those es. 
tablished by farm families for exclusive 
farming purposes are a distinct minor. 
ity. Limitation of liability will continue 
to be a prime reason for incorporation. 

Where are they located? Of the 103 
corporations, 31 have legal headquarters 
in the Twin Cities metropolitan area, 8 
in Kandiyohi County, 5 each in Stearns 
and Cottonwood Counties, 9 in the Red 
River Valley counties, and 23 in the 
southwestern and south central coun. 
ties. The remaining corporate head. 
quarters are scattered over the state. 

While farm incorporation is increas
ing, the total number of farm corpora
tions is less than .01 percent of Minne. 
sota farms. Compared to over 137,000 
farms, there are about 90 existing farm 
corporations. Some operate or rent more 
than one farm unit. Apparently, sole 
proprietorship of family farms will be 
the dominant form of business organiza
tion for some years. 

However, because family estates are 
growing larger, there is need for more 
careful estate planning. Interest in fam
ily farm incorporation for this purpose 
will likely increase. Recent changes in 
Federal income tax laws promote this 
trend. 

Wltat Js a eorporatiou 
A corporation is a separate legal 

"person" created by one or more natural 
persons, depending on the state law. 
It is created according to statute and 
has an existence apart from the indi
viduals creating it. 

A corporation is referred to as a 
person because it has powers and duties 
similar to those of a natural person. 
Thus, it can conduct a business. It can 
sue and be sued. It can buy, sell, hold, 
or deal in almost any way with real 
and personal property. It can enter into 
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contracts and do anything incidental to 
accomplishing its purpose. Finally, its 
life does not end when the lives of one 
or all of the persons who created it end. 
Instead, the corporate existence may 
continue forever unless legal steps are 
taken to end it. 

All state incorporation statutes re
quire the preparation and filing with a 
state officer of a charter, usually called 
the articles of incorporation. This char
ter forms the basic framework for each 
corporation. 

1 

TilE FARM CORPORATION 
IN MINNESOTA 

Definition 
A. farm business can be incorporated 

in :r.finnesota. But what do we mean by 
incorporating the farm business? We 
are concerned with the voluntary for
mation of a corporation for the purpose 
of operating a farm business. This is 
distinguished from the corporate con
trol of farmland that may result when 
lending institutions or other nonfarm 
corporations involuntarily acquire land 
through mortgage foreclosures. 

IJmitations 
Minnesota statutes provide that "no 

corporation organized for and engaged 
in any farming operations, shall acquire 
more than 5,000 acres of land." In addi
tion, a statutory limitation provides that 
nonfarm institutions including banks, 
insurance companies, savings societies, 
building and loan associations, and land 
and trust companies can only acquire 
land necessary for their businesses. If 
they acquire land unneccessary for 
their business, as through a mortgage 
foreclosure, they must dispose of it 
within a specified number of years. 

HOW THE FARM CORPORATION 
OPERATES 

Usually four groups of people are in
volved in the life o.f a corporation: (1) 
the incorporators, (2) the shareholders, 
(3) the directors, and ( 4) the officers. 

The incorporators are those who form 
the corporation. Once the corporation 
is formed, the farmowners transfer the 
ownership of farm property (land, ma
chinery, and capital) to the corporation 
in return for shares of stock. These 
shares represent ownership of the cor
poration. Each share normally repre
sents one vote. Thus, the more a person 
contributes to the corporation the more 
shares and the more votes he receives. 

If one man has a majority of the shares, 
he can control the corporation. 

The shareholders then own the cor
poration. They elect the directors who 
are the policymakers and managers of 
the corporation. The directors, in turn, 
elect the officers who are responsible 
for implementing the directors' policy 
and seeing that the daily business is 
carried out. 

Although four groups are involved in 
a farm corporation the same people are 
often the incorporators, the sharehold
ers, the directors, and the officers. The 
incorporators become shareholders; 
elect themselves directors; and as di
rectors, elect themselves officers. This 
combination of functions is permissible 
under law, although no officer need be 
a director. 

To illustrate various aspects of farm 
incorporation, the following example is 
used throughout the bulletin. 

Farmer Brown and his family wish 
to incorporate the family farm business 
that they own and operate. Farmer 
Brown owns 320 acres of farmland, 
buildings, and machinery. This is all 
valued at $90,000. He also has $2,000 
cash in the farm-operating fund. His 
23-year-old son George owns cattle and 
gilts valued at $8,000. The total family 
assets come to $100,000. Farmer Brown 
has a wife Matilda; another son Alvin, 
age 16; and a daughter Connie, age 19. 

SOME KEY DECISIONS 

Amount of Capital 
The incorporators must decide how 

much capital the corporation is to have 
for its operation. Usually this amount is 
set down in the articles as the total 
value of capital stock that the corpora
tion is authorized to issue. 

A distinction must be made between 
capital stock that is authorized and 
capital stock that is issued. Authorized 
capital stock is the total amount the 
corporation has authority to issue. It 
may be issued at various times. The 
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corporation does not have to issue all 
authorized capital stock. 

In our farm example the incorpora
tors, if they desire, may authorize $120,-
000 worth of capital stock. However, 
they issue only $100,000 worth to repre
sent the value of the present farm busi
ness. The amount of authorized capital 
stock normally is determined by the 
value of the farm business being trans
ferred. If it is later decided to issue 
more stock, there has to be additional 
authorization. This requires amending 
the articles of incorporation. 

On the other hand, it is possible to 
issue $80,000 worth of stock for the 
$100,000 farm; that is, an amount less 
than its value. The $20,000 difference is 
considered paid-in surplus on the cor
poration books. 

Farm incorporators normally wish to 
avoid as many intricacies and complexi
ties of corporation law as possible. Thus, 
they usually both authorize and issue 
capital stock equivalent to the value of 

\'! 
\ \f 
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the farm business. In this case the 
amount of capital of the corporation ia 
the same as the farm value when in. 
corporated: $100,000. 

More capital should not be put into 
the corporation than is retained in the 
corporation over the long run. It may 
become very expensive to .get capita} 
out of the corporation once it is in. 
Farmer Brown's $2,000 cash may not 
be too much. However, this depends on 
how much money is needed to operate 
the farm before the corporation receives 
income. Shareholders can loan cash for 
operating expenses to the corporation 
if they want to avoid including operat
ing funds in the corporate capital. 

Kind of Stock and Number of Shares 

Basically, the types of stock issued 
are par value or no-par value, common 
or preferred, and voting or nonvoting. 
Par value stock has a face value; that 
is, a set value per share-for example, 
$100. No-par stock has no face value. 
It is usually assigned a stated value by 
the board of directors. 

When a person purchases shares of 
stock in a corporation, the extent of hll 
legal liability to the corporation or itl 
creditors (when there are insufficient 
assets to satisfy their claims) is that he 
must pay the full face or par value o1 
his shares. If he has no-par stock, he 
must pay their full stated value. Of 
course, the shareholder could agree to 
purchase at a higher price. An advan
tage of using low par stock or. no-par 
stock with a low stated value is that 
the shareholder does not have a lar&e 
liability. However, if substantial assetl 
are transferred to the corporation, low 
par or low stated value shares require 
issuing many shares or allocating a 
large percentage of the value of the 
transferred assets to paid-in surplus. 

A disadvantage of low par or low
stated value shares is that some out
siders might hesitate to extend credit 
to a corporation with low capitalized 

lue (total of the par or stated value 
v: outstanding stock), because of a sub
fective feeling that it may not be finan
ciallY sound. Because a farm corpora
f on is usually based on the assets of a 
~rnplete farm business to be turned 
ver to the corporation immediately, it 

~s difficult to see any advantage in low 
capitalization. 

one advantage of no-par stock can 
be realized at the time of incorporating. 
The incorporators must pay the state 
treasurer an incorporating fee based on 
the value of authorized corporate stock. 
The fee is $50 on the first $25,000 and 
$1 on each $1,000 thereafter. In our ex
ample, if Farmer Brown incorporates at 
$100,000, he would pay an incorporation 
fee of $125. 

For the purpose of determining this 
fee only, the Minnesota statutes assign 
a value of $10 to each authorized share 
of no-par stock. Thus, 2,500 shares of 
no-par stock (with an assumed value 
of $10 per share) could be authorized 
and still stay within the minimum $50 
fee. After incorporation, the board of 
directors may set the stated value of 
their stock at $100 per share. This gives 
a total of $250,000 in authorized shares. 
If they designated these shares as $100 
par value stock in the beginning, the 
incorporating fee would have been $275 
instead of $50. 

Although preferred stock usually has 
first claim on corporation dividends and 
profits, the articles of incorporation can 
provide for other arrangements. Com
mon stock is the regular stock of a 
corporation. If there is only one class 
of stock, it is common. To avoid com
plexities, a farm corporation normally 
issues only one class of stock. 

Any type of stock may be made vot
ing or nonvoting. In industrial corpora
tions common stock is often divided 
into two series, one voting and one 
nonvoting. Preferred stock is also fre
quently used as the nonvoting type. The 
farm corporation· normally has no non
voting stock unless the incorporators de
sire someone to hold a large interest in 
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the corporation but have no voice in 
management. 

In summary, the normal farm corpo
ration has only one class of stock
voting common stock. Whether or not 
the stock is par or no par may depend 
on the particular feelings of the incorpo
rators. No-par stock seems preferable 
because of the possibility of reducing 
the incorporating fee paid to the state 
treasurer. Research into the structure 
of existing farm corporations in Minne
sota showed that par value stock is used 
more frequently than no-par-value 
stock. The typical stated par value is 
$100 per share. 

Income Distribution 

It is important that the shareholders 
agree upon a method of income distri
bution. Are there to be set salaries for 
those working on the farm and for 
those managing it? Is any income above 
these salaries to be attributed to capital 
and used for business expansion or 
dividends? 

In the typical corporation, labor and 
management are paid a stated salary or 
wage. Any remaining profits are treated 
as a return to capital. Thus, in our farm 
example, Farmer Brown and his family 
are paid set salaries based on the 
amount of work they do for the corpo
ration. If income remains, it can be 
used for expansion purposes or divi
dends can be declared on outstanding 
stock. 

A second method is the distribution 
of profits on some percentage basis. Net 
returns are distributed to labor, man
agement, and capital on the assumption 
that all three are responsible for the 
profit. For example, the share of one 
stockholder may be set at 60 percent of 
the income and that of another at 40 
percent (see the chart on page 8). 

Large differences in income distribu
tion may result, depending on the 
method used. When income is dis
tributed according to stock held, the 
person investing much labor and little 



FARM CORPORATION METHODS OF 
INCOME DISTRIBUTION 

Dividend Method Percentage Method 
GROSS INCOME 

Crops 
Livestock 

Other 
I 

Less 

+ 
EXPENSES. - Crop,Livestock, 

Taxes, Repairs, 
Interest, etc. 
Wgges - hired labor 

DEPRECIATION 

SALARIES. - Manager, 
Officers, Directors 

J 
Equals 

·~ 
NET 

CORPORATE 
INCOME 

DIVIDENDS 
BASED ON 

TOCKHOLDERS 
SHARES 

UNDIVIDED 
. PROFITS 

(Capital Reserves) 
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GROSS INCOME 
Crops 

Livestock 
Other 

r 
Less 

~ 
EXPENSES. - Crop, Livestock, 

Repairs, Taxes, Interest, 
Wages. - hired labor 

DEPRECIATION 

SALARIES.- NONE 

Officers}( They receive 
Directors percentage 
Manager distribution) 

Equals 
+ 

NET 
CORPORATE 

INCOME 

UNDIVIDED 
PROFITS 

PERCENTAGE 
DISTRIBUTION 
TO OFFICERS, 

TOCKHOLDER 
Persona II ncome) 

(Capital Reserves) 

I 

capital does well when income is low 
and poorly when income is high. He 
gets his salary or wage but perhaps 
onlY a small part of net profits. On the 
other hand, the person investing much 
capital and little or no labor does well 
when net income is high and poorly 
when income is low. 

KEY PERSONNEL 

Incorporators 
There must be at least three incorpo

rators under Minnesota law. They must 
be natural persons 21 years of age or 
older. The statute defines an incorpora
tor as "one of the signers of the original 
or amended articles of incorporation." 
At least three must sign and acknowl
edge the articles of incorporation (form
allY swear before an authorized official 
that he has done the act of his own free 
will). . 

The incorporators do not necessarily 
become shareholders. Often attorneys 
or their secretaries sign their individual 
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names as incorporators, especially if 
less than three people become share
holders. There is no requirement as to 
the number of shareholders, and one 
person may own all of the corporation's 
stock. 

In our farm example, three people 
become incorporators: Farmer Brown, 
his wife, and son George (son Alvin 
and daughter Connie are under 21). 

Shareholders 
A share of stock represents an in

terest or percentage of ownership in a 
corporation. A shareholder is usually 
"one who owns one or more fully paid 
shares." The shares are divided on the 
basis of value contributed. Therefore, 
in our farm example, Farmer Brown 
receives 920 shares and George receives 
80 shares. Farmer Brown may give 
some to his wife Matilda. 

Under Minnesota law the wife has a 
right to the homestead (the residence 
and surrounding grounds) upon the 
death of her husband if no children are 



surviving. If there are children, the 
wife is only entitled to use the home
stead during her lifetime. If Matilda 
Brown signs a deed of the farm to the 
corporation, she gives up her right to 
the homestead. The family may then 
feel that she should receive some stock 
to compensate for surrendering this fu
ture interest. 

When husband and wife own the 
property in joint tenancy, a husband
wife allocation of the stock is necessary 
unless it too is issued in joint tenancy. 
Perhaps Farmer Brown may also give 
some shares to his other children. This 
should be done after the transfer of 
the stock to him. 

The rights of shareholders to partici
pate in the management and profits of 
the corporation depend upon the kind 
of shares they hold--common or pre
ferred, voting or nonvoting. 

Shareholders must hold an annual 
meeting where they select directors 
and transact any business except that 
requiring a special notice that was not 
given. Special meetings can be called 
for any purpose at any time by the 
president, by any two or more board 
members, by anyone authorized in the 
bylaws, or by one or more shareholders 
holding not less than one-tenth of the 
voting power. 

The shareholders are entitled to writ
ten notice of the meeting's time and 
place. However, they may waive the 
notice if they do so in writing. The 
written waiver is filed with the secre
tary or entered on the records of the 
meeting. Presence in person or by proxy 
of holders of a majority of voting shares 
constitutes a quorum, unless otherwise 
provided in the articles. If there is a 
quorum when business begins at the 
annual meeting, then business may con
tinue until adjournment even though 
the quorum is lost. 

The shareholders can make and alter 
bylaws for governing the corporation 
affairs as long as they are consistent 
with law and with the articles of incor
poration. 
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Finally, no corporation can lend any 
assets to a shareholder on the security 
of its shares. 

Directors 
The business of a Minnesota corpora

tion must be managed by a board of 
at least three directors. Because the 
directors are the managers, the share
holders as shareholders do not partici
pate in the day-to-day affairs of the 
farm corporation; for example, author
izing the sale of cattle. Even directors 
do not handle routine business matters 
such as the purchase of supplies. Norm. 
ally they authorize the officers to carry 
on the business, delegating various 
functions to . each. 

The president alone may be given 
the power to make purchases without 
consulting anyone. Or, the articles or 
bylaws may require that corporation 
checks be signed by both the president 
and treasurer. If normal powers are 
given the officers, individuals can run 
the incorporated farm much the same 
as it was run before incorporation. The 
only difference is that the directors 
must meet occasionally to review cor
porate operations and to authorize any 
basic policy changes or action that the 
officers do not have authority to take. 
Furthermore, the shareholders must 
hold an annual meeting and approve 
those actions that" neither the officers 
nor dir"ectors have power to take on 
their own. 

The directors need not be sharehold
ers unless the articles or bylaws so 
require. They are elected by the share
holders according to the voting rights 
of the shares as described in the ar
ticles. Their number, qualifications, 
term of office (not over 5 years), man
ner of election, time and place of meet
ing, powers, and duties can be pre
scribed in the articles or bylaws. I1 
not, the following general rules prevail: 

1. A director is elected for 1 year. 
2. Vacancies in the board are filled 

by remaining board members. The per
son elected serves until his successor is 

elected at the next annual shareholders' 
rneeting or at a special meeting called 
for that purpose. 

3. The place of meeting is determined 
by the majority of the board of di-

rectors. 
4. Notice is given each director of 

each meeting. Directors can waive no
tice if they do so in writing before or 
after the meeting or by being at the 
rneeting and participating in it. 

s. Meetings can be called by any 
bOard member by giving written notice 
to the other members of the time and 
place, mailed at least 10 days before-
hand. 

6. A majority is necessary to form a 
quorum to transact business. The by
laws cannot provide for less than one
third nor less than two persons as a 
quorum. 

7. The board may, by unanimous af
firmative action, make any two or more 
directors an executive committee to 
exercise the board's authority in man
aging the business. This committee acts 
only between board meetings. It is al
ways subject to the control and direc
tion of the board. 

8. The board or executive committee 
can take without a meeting any action 
permissible with a meeting. They must 
do so in writing signed by all the di
rectors or committee members. 

Our sample farm corporation has only 
three persons over 21. It may be ad
visable, therefore, to elect only three 
directors: Farmer Brown, Matilda, and 
George. Later, as the other children 
grow older, they may replace someone 
else on the board or the board may be 
increased. 

Dufies-The directors and officers 
should act in good faith and with the 
same care that ordinarily prudent men 
would exercise under similar circum
stances. A corporation cannot legally 
lend any assets to its directors or offi
cers. If a loan of this kind is made, the 
directors and officers who agreed to it 
are liable for repayment. 

Directors can be held liable for pay
ing unlawful dividends or for other un
lawful distributions. However, they 
must have "willfully or negligently 
voted in favor thereof." Liability is 
limited to the amount illegally paid 
out. The liability is to the corporation 
which cannot recover the amount more 
than once. 

If shares are allotted for less than 
their par or stated value, any director 
voting for this allotment "willfully or 
without reasonable investigation" can 
be liable to the corporation for the 
benefit of subsequent creditors in an 
amount equal to the difference between 
par or stated value and the amount 
given. 

Removal-Any director can be re
moved with or without cause by a ma
jority vote of the shareholders. The 
vacancies can be filled at the same 
meeting. 

Officers 
The board of directors must elect a 

president, secretary, and treasurer. 
They must also elect any other officers 
or agents for terms specified in the by
laws. No officer need be a board mem
ber. Any two offices, except president 
and vice president, can be held by the 
same person. 

In our corporation example, three 
offices are set up. Because Farmer 
Brown is the moving force behind the 
corporation, the board elects him presi
dent. Matilda becomes vice president 
and George the secretary-treasurer. 

The officers have the authority and 
duties prescribed by the bylaws or 
board of directors. Furthermore, the 
board can remove any officer at any 
time with or without cause, but subject 
to whatever rights the officer has due 
to his employment contract. 

The president usually conducts any 
formal meeting, authorizes purchases 
and sales, and makes management de
cisions. The vice president usually takes 
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the president's place when he is not 
available. The secretary keeps accurate 
and complete records of all the share
holders' and directors' meetings and is 
in charge of the corporation's corre
spondence. The treasurer keeps accu
rate financial books and typically has 
the power to sign the corporation's 
checks. Sometimes the president may 
be given a copower to sign checks. 
When there is only a secretary-treas
urer, the duties of the two positions are 
combined. 

RECORDS 

As part of standard business opera
tions the corporation must keep records. 
Minutes of the shareholders' and di
rectors' meetings are especially impor
tant. Every business item discussed or 
transacted at these meetings should be 
systematically recorded in the minute 
book. It is also important to keep ac
count books in which all financial trans
actions are recorded and from which 

profit and loss statements and balance 
sheets are drawn. 

Wltu!ncorporate? 
There is no immediate answer to the 

question: Should we incorporate our 
farm? The answer depends on the facts 
in each case. Let us first examine some 
possible advantages of incorporation. 

WHAT ADVANTAGES EXIST? 

Ease in Ownership Transfer 
and Estate Planning 

The flexibility of a corporate struc
ture is a distinct advantage in trans
ferring ownership of farm property 
among living owners or at time of 
death. In considering these advantages, 
keep several key points in mind. 
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. Shares of Stock Represent Ownership 
-When a farm corporation owner 
wishes to transfer part ownership, he 
simply transfers the number of shares 
of stock representing the value of that 
ownership portion. This is more con
venient than transferring undivided in
terests in farm property, a cow, or a 
tractor. This is particularly valuable, 
for example, if the farmowner wants to 
gradually transfer farm ownership to 
start a young couple in farming. A 
stock transfer must be noted upon the 
corporate books and a Federal stock· 
transfer tax paid. 

Avoiding Joint Ownership ProbleJDI 
-If an owner transfers part interest iD 
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his farm by giving undivided interests 
in property, he might create difficult 
problems of joint ownership. The own
er of an undivided interest in property 
can sell that part interest to a third 
person. This could create a problem in 
retaining control over the farm prop
erty as a unit, both for operating pur
poses and in keeping the property with
in the family group. 

If he owns corporate shares in the 
farm, the principal owner can distribute 
part ownership and still control farm 
operations. If a corporation has only 
one class of stock, the owner can retain 
control by transferring less than a ma
jority of the shares. If the corporation 
has both voting and nonvoting stock, 
the owner can distribute all the non
voting stock and less than a majority 
of the voting stock and still retain 
control. 

Preventing Public Sale--Farm incor
porators can require that any stock 
must be offered for sale to the corpora
tion or to other shareholders before be
ing offered to the public. They can then 
be certain that the shares are kept in 
the family. A restriction of this kind 
must be noted on the face of the stock 
certificate. 

Continuity of Interest-A corporation 
can provide a continuous chain of oper
ation to prevent the normal breaks oc
curring at time of death. If one share
holder dies, the others operate the cor
poration. The estate of the deceased 
might represent the interest of his heirs 
until his estate is probated. However, 
no disruption in day-to-day manage
ment need occur. 

Buying into the Business--Incorpora
tion might be advantageous if a buyer 
cannot purchase the farm outright. 
With limited capital, he could purchase 
varying amounts of stock over several 
years. This is particularly true for a 
young person starting in farming, 
whether he buys from parents or non
relatives. Shares of stock could also be 

distributed to valuable employees to 
make them part owners and give them 
more incentive for successful business 
operation. 

Transfer at Time of Death-A princi
pal advantage of incorporation concerns 
the distribution of a farmowner's estate 
when he dies. Shares of stock are easier 
to distribute than farm property. If 
there are several children, the farmer 
probably wants to leave his farm to the 
children interested in farming it, while 
still providing for his other children 
and his wife. The unincorporated farm
owner has difficulty doing this unless 
he has other assets besides the farm 
business. The owner of an interest in a 
farm corporation can easily make an 
equitable division in several ways. 
Here are two examples: 

1. He leaves shares of stock to his 
wife and each child. He gives a ma
jority of the voting shares to the son 
intending to manage the farm. That son 
is paid by the corporation for his man
agement and labor. The corporation in
come is distributed among all the heirs 
in proportion to the amount of stock 
each receives. 

2. He places the stock in a trust. The 
income is paid to his wife and desig
nated children. The trustee is instructed 
to sell a certain number of shares each 
year to the son who is to manage the 
farm. The trustee pays the proceeds to 
the other beneficiaries until the son 
owns the whole farm corporation. 
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Tax Consequences-The prospective 
farm incorporator must also consider 
the effect of various methods of stock 
disposition and stock splitting upon the 
liability for gift, estate, and inheritance 
taxes. Shares of stock provide an easy 
way to take advantage of the annual 
Federal gift tax exclusion. This is $3,000 
for each gift recipient ($6,000 a year 
for a married man because husband and 
wife can pool their exclusion). 

A valuation problem may arise. The 
owner should not rely on the stated or 
par value of the shares he transfers but 
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make certain that their value has not 
risen above the $3,000 (or $6,000) limit. 
An individual also has a lifetime Fed
eral gift tax exemption of $30,000 over 
and above the yearly exclusion. This 
can be used at any time. 

Farmers with small estates may not 
desire to take advantage of the gift tax 
exclusion and exemption. They may not 
be affected by Federal estate taxes, 
which generally do not apply to estates 
under $60,000 in value. When a spouse 
is involved the estate may run as high 
as $120,000 before becoming taxable 
under Federal law. 

Limited Liability 

A major feature of corporate owner
ship is that shareholders are not person
ally liable for corporation debts. Their 
risk of loss is limited to the amount of 
their investment plus any amount they 
owe to the corporation. Obviously this 
is of no advantage to one who has all 
his assets in the corporation. However, 
it is important to a person with other 
property that he wants kept safe from 
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the risks of the farm enterprise. Incor. 
poration becomes even more desirable 
if an investor finances a farm but does 
not manage it. He thereby limits his 
risk resulting from the manager's acts. 

A farm business can be incorporated 
without transferring all the farm busi
ness assets to the corporation. It may 
be advantageous to retain persona} 
ownership of some assets, for example 
the home and surrounding grounds
the "homestead." The homestead ia 
legally exempt from personal liabilities 
and, in Minnesota, enjoys some prop. 
erty tax advantages. If transferred to 
the corporation, it is no longer the 
homestead, no longer exempt from lia
bilities,·and not entitled to favored tax 
treatment. 

Several Owners-When several per
sons share jointly in a farm enterprise, 
they usually choose the partnership or 
the corporate form of organization. 
Many factors relate to this choice. But, 
only by incorporating the enterprise can 
the liabilities of all joint owners be 
limited. In a typical partnership ar
rangement each member can be held 
liable to the full extent of any partner
ship obligations, whether incurred by 
himself or another partner. 

Additional Capifal Required-Incor
poration might be advantageous to the 
farmer who needs additional capital 
and will accept it as an investment and 
not a loan. A prospective investor is 
probably more attracted by a corporate 
form of enterprise that guarantees him 
limited liability. 

If obtaining outside capital is one 
reason why a farm family considers in
corporation, keep in mind that outside 
investors may not put money into a 
firm they cannot control. The following 
warning from a publication of the 
Small Business Administration is perti
nent: 

They are giving you their money 
in the hope of either immediate 
or, at least, eventual profits in the 
form of dividends or capital gains. 
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Thus, they will be careful about 
investing in your firm. They'll 
want to know what kind of busi
ness you're running, how well you 
run it, how efficiently you organ
ized it, and a number of other 
pertinent facts. So, if you plan to 
seek permanent capital, plan also 
to have answers ready to legiti
mate questions revolving around 
the what's-in-it-for-me viewpoint. 

Restrictions-Two things may restrict 
the value of limited liability. First, 
risk is reduced by insurance that covers 
manY accidents and other farm injuries. 
Incorporation is not necessary to 
achieve this limitation on liability. Sec
ond, businessmen or creditors often re
quire the officers of small corporations 
to sign as individuals on contracts, as 
well as in their capacity as corporate 
officers. Therefore, if the corporation 
cannot pay, they are bound to fulfill 
the obligation personally. Where this is 
the case, most advantages of limited lia
bility are eliminated. 

Income Taxation 

For small corporations the income 
tax consequences of incorporation 
should be treated as a disadvantage or 
at least as no advantage (see page 17). 
Only in rare cases does incorporation 
give to a farm family an income tax 

advantage or one substantial enough to 
provide a reason for incorporating. 

At certain points in the Federal in
come tax schedule, the corporate tax 
rate is lower than the tax rate on in
dividuals. For example (see table 1), 
if an individual with no dependents 
has $18,000 of taxable income, his tax 
is $6,200. If a corporation has $18,000 
of taxable income, its tax is $5,400. To 
offer this as a tax advantage, we must 
assume that the individual has no per
sonal need for any of this income and 
that the corporation can retain it all. 
Normally this would be a very inac
curate picture. 

If the corporation pays the corporate 
income tax of $5,400 and distributes the 
remaining $12,600 as a dividend, the 
recipient has to pay a personal income 
tax of $3,134.50. This calculation in
cludes a $50 dividend exclusion and a 
4 percent dividend credit. Added to the 
$5,400, this gives a total tax paid of 
$8,534.50, well above the $6,200 the in
dividual pays if he gets the income 
directly. 

If the corporation pays the $18,000 to 
an individual as salary, he pays $6,200 
income tax. Because salary is an ex
pense deduction, the corporation has no 
net income and pays no corporate in
come tax. There is still no advantage 
here. Tax authorities might disallow 

Table 1. Comparison of Federal income tax obliqations of an individual and a corporation, 
assumlnq an $18.000 Income 

Federal income tax paid on an assumed net in· 
come of $18,000 under varyinq tax situations 

Assumed 
income tax 
situation 

By an individual 
with no 

dependents 

Individual receivea all the income ($18,000) ·---·-··--·· .. ··- 6,200.00 
All income ($18,000) retained by the corporation --··--
Corporate net income after tax ($12,600) is distributed 

as a dividend ·---···-··----······-·---····-·--·-··-····-·····--- 3,134.50 
Individual receives $15,000 as salary plus $3,000 from 

corporation as dividends --·--····-·····--···--··-·----···-··- 6,200.00 
Individual receives $11,000 as salary, corporation re· 

tains $7,000 ···-·-·--··-··-··-··-···-·--···--------····---·---···-··- 3,020.00 
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Total Federal 
By a income tax 

corporation paid 

dollars 
6,200.00 

5,400.00 5,400.00 

5,400.00 8,534.50 

900.00 7,100.00 

2,100.00 5,120.00 



some of the salary as unreasonable and 
treat part of it as a disguised dividend. 

Assume that $15,000 is considered a 
reasonable salary. The corporation has 
$3,000 of net corporate income on which 
it pays $900 tax. The individual still 
has an $18,000 income ($15,000 as salary, 
$3,000 as dividends) on which he still 
pays a $6,200 tax, for a total tax of 
$6,200 plus $900 or $7,100 (we ignore 
here the minor adjustment to reflect 
dividend exclusion and credit). Again, 
it is better for the individual to get the 
income directly. 

What if the individual wants only a 
part of the income? If he gets an 
$11,000 salary, his personal income tax 
on this is $3,020. The corporate tax on 
the remaining $7,000 is $2,100. The total 
tax is $5,120. The income tax bill is 
reduced by $1,080. But remember, the 
individual does not· get all the income. 
The corporation has retained $7,000. 
What is to be done with this amount? 
Retention is fine for expansion or for 
reserves if the individuals do not need 
the money for living expenses. Larger 
corporations must beware of any ac
cumulation over $100,000. Above this 
limit there is a stiff tax on "unreason
able accumulation." 

This type of income splitting is of 
little or no advantage for individuals 
or corporations with moderate or low 
incomes. This is particularly true for 
the married individual with several 
dependents. It is usually pointless to 
think of any income tax advantage 
through farm incorporation until in
come available for wages, salaries, or 
dividends reaches the $15,000 to $25,-
000 range. 

There is one other way that income 
splitting might be beneficial. Where 
several different businesses are owned, 
they may be incorporated separately. 
Again, this can be somewhat artificially 
illustrated by using the tax rates and 
ignoring allowable deductions. 

Assume an individual with a clear 
personal income of $200,000; on this his 
tax is $156,820. A corporation with the 

same income pays a tax of $98,500. 
However, four different corporations 
each with a $50,000 income, pay a totai 
tax of only $82,000. Of course, no ac. 
count is taken here of dependents, sala
ries, dividends, and the like. It does 
illustrate that there is room for some 
maneuvering, particularly when large 
incomes are involved. Any attempt to 
achieve a tax advantage along these 
lines should be carefully discussed with 
a competent tax consultant or attorney. 

Securing Capital 
In some situations a corporation may 

have an advantage over other forms of 
business organizations in securing capi
tal. In contr.ast to a partnership, in
vestors are more willing to invest their 
money in a corporate form of organiza
tion where their risk is limited to the 
amount invested. They are also more 
apt to invest in a business where their 
interest as a stockholder is well defined 
and recognized by law. The deperson
alized nature of corporate stockholding 
provides a clear-cut means of taking 
part in management and guarding an 
investment. These possible advantages 
increase with corporation size. The 
small family-held farm corporation 
rarely finds the attraction of investment 
capital an important reason for incor
porating. 

Moreover, the business might im
prove its credit standing through in
corporation. The records and business 
methods used under the corporate form 
are often superior to those used before 
incorporation or under other business 
ownership forms. Records could, of 
course, be kept under other forms of 
business management but often are nol 
The law requires them for the corpora
tion and this may ease the problem of 
obtaining loan capital. 
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Another attraction for investors or 
creditors is the continuity of corporate 
operation. The business does not col
lapse when a shareholder, officer, or di
rector dies or retires. The corporate life 
continues with someone else replacing 
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the person who left. If the chief share
holder dies and no one desires to con
tinue, and if no one purchases the cor
porate shares, then it may be necessary 
to dissolve the corporation. 

Incorporation may provide a good de
vice for pooling family capital. · Where 
one person or family does not have 
enough capital, several persons or fami
lies may contribute and receive stock 
proportionate to their contributions. 
The corporate form makes this practical 
because there is limited liability and 
an easy means of dividing ownership 
and participating in management. Of 
course, the corporate form cannot solve 
personal problems or family quarrels; 
if the individuals involved cannot get 
along, incorporation will not help them. 

Welfare Considerations 

A farmer can receive workmen's com
pensation coverage for his workers but 
not himself. If he wants personal cover-
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age, incorporation helps. Then he norm
ally becomes an employee of the corpo
ration and the corporation receives the 
coverage. He could also be covered in 
his capacity as a corporation officer. 

Incorporating the farm offers no ad
vantages in terms of unemployment 
compensation. An individual farmer 
who employs labor may now elect to 
get coverage. The only change under 
the corporate form is that he is covered 
too. But, it would be rare indeed that 
he would be unemployed and entitled 
to benefits through his own corporation. 

WHAT DISADVANTAGES EXIST? 

Possible Tax Disadvantages 
There are two basic income tax dis

advantages under the corporation: (1) 
double taxation, and (2) unfavorable 
capital gains treatment. 

Double Taxation- This may arise 
when income is taxed to the corporation 
and taxed again to the shareholder as 
income from dividends. There are sev
eral methods of reducing this disad
vantage. 

1. Subchapter S of the Federal Tax 
Code. This provision allows a "small 
business corporation" to be taxed like 
a partnership. To qualify, the corpora
tion can have only one class of stock 
and no more than 10 shareholders 
(either individuals or estates) . No share
holder can be a nonresident alien. All 
must unanimously agree to be taxed 
under Subchapter S. The income of the 
corporation that remains after meeting 
all expenses is divided among the share
holders in proportion to their stock. 
Each shareholder reports his "pro rata" 
share with his personal income for 
tax purposes. Double taxation is thus 
avoided. 

2. Salary deductions. If corporation 
shareholders are paid salaries as em
ployees, this may eliminate most dou
ble taxation. Salaries are an expense 
deduction to the corporation and 



straight income to the recipient; thus 
only taxed once. Salary bonuses are 
allowed if made as compensation for 
services actually rendered. The pay
ment of high salaries to corporate em
ployees may reduce double taxation 
but may not be equitable for a stock
holder who does not draw a salary from 
the corporation. The salary deduction 
reduces his pro rata share of income 
based on stockholdings. 

3. Rental expense deductions. If the 
farmer rents part of his property to the 
corporation instead of transferring all 
of it, the rent is an expense deduction 
to the corporation and income to the 
farmer. Again, the income is taxed only 
once. The rental paid must be fair and 
reasonable. Excesses are disallowed. 

4. Interest expense deductions. When 
a corporation has a debt, the interest 
paid is an expense deduction. The re
cipient of the interest has income which 
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is taxed only once. If one or mort 
stockholders can loan money to the cor. 
poration, it may be advantageous to 
use some debt financing instead of re. 
lying exclusively on equity (stock) ft. 
nancing. Using debt financing still per. 
mits the corporation to be taxed under 
Subchapter S whereas using two classes 
of stock would not. 

5. Retention of earnings by the cor
poration. One way to avoid being taxed 
twice is not to pay dividends. The earn. 
ings held in the corporation could be 
used for expansic;m, working capital, or 
r eserves. Upon liquidation or sale of 
the corporate stock, the seller realizes 
capital gains if the stock rose in value 
because of the retention of earnings, 
This may be taxed at a lower rate than 
regular income. 

Every corporation can legally accum
ulate $100,000 without question. Ac
cumulation above that must be shoWD 
as necessary for the "reasonable needs" 
of the business to avoid the accumu
lated earnings tax. 

Incorporators will also wish to avoid 
the personal-holding company tax 
which is a penalizing 85 percent. This 
arises when 80 percent or more of the 
income is from investment or persOMl 
services. Consequently, these latter two 
taxes will be of no significance for most 
farm corporations. When some share
holders are not corporation employees, 
rent no land to it, and loan no money 
to it, the only way for them to receive 
income from the corporation is as divi
dends on their stock. An example will 
make this clear. 

Assume that a father and four daugh. 
ters are the shareholders in the fami]J 
farm corporation. Father, the major 
shareholder, has an income large 
enough for his needs from outside the 
corporation. If a dividend is declared in 
order to get income to his four daugh
ters, he increases his own income too. 
One way to avoid this is to issue a 
different class of stock to the four 
daughters and pay the dividend on]J 
on their class of stock. Care must be 
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taken to see that this intrafamily ar
rangement will be recognized for tax 

urposes. It is advisable that the father 
have no control over the stock trans
ferred to the daughters nor any financial 
interest in the dividend paid. Some
timeS a trust may be appropriate in 
achieving this. 

Unfavorable Capital Gains Treatment 
-A second income tax disadvantage for 
the small corporation can arise from the 
tax treatment of capital gains and 
losses. The unincorporated farmer can 
be taxed in two ways on capital gains. 
He may elect the method that results 
in the lowest tax. 

He may choose to: (1) pay 25 percent 
of the full capital gain as tax, or (2) in
clude one-half of the gain with his 
regular income. In the latter case it is 
taxed at the regular rate applying to 
his income. class. As long as his margi
nal tax rate is below 50 percent, it is 
advantageous to report capital gain 
along with his regular income. This 
choice is not available to the corpora
tion, which pays the 25 percent capital 
gains tax. 

Both incorporated and unincorporated 
farmers can use capital losses to offset 
capital gains. However, the unincor
porated farmer has an additional de
duction of up to $1,000 per year for 
capital losses. 

Estate Tax-If a farmer has livestock 
born on his farm with a basis of zero 
(cost) and a fair market value of $10,000 
when sold, he is liable for the tax on 
$10,000 income. If the property is sold 
at his death, there is no income tax. 
His death causes the property to ac
quire a new basis, namely fair market 
value. 

If the sole shareholder of a corpora
tion dies, his shares also acquire a new 
basis at fair market value. This does 
not affect the corporation. The corpora
tion has $10,000 worth of livestock with 
a zero basis. If it sells the livestock 
upon the shareholder's death it still 
realizes $10,000 worth of income subject 

to tax. Thus, this is a possible disad
vantage for the corporate farm. 

Excise Taxes and Social Security
The following additional Federal taxes 
are levied on corporations: (a) "on each 
original issue of shares or certificates 
of stock issued by a corporation, a tax 
at the rate of 10 cents on each $100 (or 
major fraction thereof) of the actual 
value of the certificate (or of the shares 
where no certificates are issued)." This 
tax is computed on the basis of all cer
tificates (or shares) so issued by the cor
poration. (b) "on each sale or transfer 
of shares or certificates of stock, or of 
rights to subscribe for or to receive 
such shares or certificates, issued by a 
corporation, a tax at the rate of 4 cents 
on each $100 (or major fraction thereof) 
of the actual value of the certificates, 
of the shares where no certificates are 
sold or transferred, or of the rights, as 
the case may be." There are, of course, 
some qualifications. (c) The corporation 
must pay social security taxes of 2¥.! 
percent of wages paid up to $4,800 per 
employee. The shareholder-employee 
pays an equal amount for a total of 5 
percent. The social security tax for an 
unincorporated self-employed farmer is 
only 3%. percent. 

Taxes upon Transfer of Assets
Transfer of farm assets to the farm cor
poration can be tax free. To accomplish 
this the farmowner must: (1) control the 
corporation immediately after the trans
fer (must own at least 80 percent of the 
stock), (2) exchange property exclud
ing services, and (3) secure stock and 
securities from the corporation; this 
excludes short-term obligations. 

If the foregoing criteria are not met, 
the transferor is liable for capital gains 
taxes on the difference between the 
current market value of the property 
transferred and its value at the time 
he acquired it. If Farmer Brown intends 
to make gifts of corporate stock, he 
should do so after obtaining control of 
the stock. This would help assure a tax
free transfer. 
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Care is required in selecting assets to 
transfer. The transfer of a highly ap
preciated asset that is sold soon after 
incorporation would open the trans
feror to double taxation, once upon the 
income to the corporation and again 
upon the income to him as dividend. 

In some instances it may be desirable 
to have a taxable exchange, where an 
asset has greatly appreciated in value, 
in order to give the corporation a higher 
basis for depreciation. 

Costs of Incorporation 

The three principal costs of incorpo
rating are filing fees, the Federal stamp 
tax, and attorneys' fees. After the cor
poration is formed, additional fees are 
charged for amending the articles of 
incorporation, changing the registered 
office, and transferring stock. If the 
corporation is later dissolved, additional 
costs are incurred. 

Filing Fees-If the par value of the 
stock is $100,000 as in our farm ex
ample, the filing fee is $50 plus $75 or 
a total of $125 (see page 7). 

The secretary of state records the 
papers in his own office and files them 
or certified copies in the county office of 
the register of deeds. For this the sec
retary collects additional fees. Thus, we 
can add at least $11.50 to our total of 
$125 for a $100,000 farm corporation. 

Stamp Tax-A Federal stamp tax is 
imposed at the time of incorporation. 
This tax is 10 cents on each $100 (or 
major fraction thereof) of the actual 
value of each original issue of certifi
cates of stock, or if no certificates are 
issued, shares of stock. This results in a 
tax of $100 on a $100,000 farm corpora
tion. This totals $236.50 for filing fees 
and stamp tax. 

Attorney's Fees-Attorney's fees are 
an individual matter between the law-
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yer and his client and are often impos
sible to fix exactly in advance. Never
theless, some guidance is provided by 
the minimum fee schedule of the Min
nesota State Bar Association, June 1958. 
These minimum fees may become ob
solete and are advisory only. Incorpo
ration often involves advising on many 
tax and property matters beside organi
zation of the corporation for which the 
attorney must be compensated. 

The following sets forth in full the 
Minnesota State Bar Association Official 
Advisory Fee Schedule, Section 7, Cor
porations, June 1958: 8 

Corporations 
Organization of business 
corporation; preparation 
articles of incorporation, 
bylaws, minutes of first 
meeting of stockholders 
and directors, and attend-
ance thereat; notice of in
corporation, etc., at least $200.00 

For additional services, 
such as advice on tax and 
other problems, attending 

• Reprinted with permission of the Minnesota State Bar Association. 
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to transfers ?f p;roperty to 
the corporation 1n connec
tion with its organization, 
preparing articles of in
corporation with unusual 
features such as powers of 
corporation, classification 
of stock, voting powers of 
stock, conversion features 
of stock, at least, per hour 15.00 

Amendment of articles of 
incorporation or bylaws of 
business corporation, at 
least ................ ........................................ 100.00 

Attendance upon and 
counsel at meetings of 
stockholders or directors, 
or any corporate commit-
tee, at least ....................................... 50.00 

Qualifying foreign corpo-
ration to do business in 
this state, securing ap
pointment of resident 
agent, etc., at least .................. 100.00 

Dissolution; preparing pe-
tition, attending hearings, 
etc., at least .................................... 200.00 

Dissolution - voluntary, 
and not requiring any 
court action; including 
preparing minutes, trans-
fers, etc., at least ........................ . 200.00 

For attorneys' fees it would be rea-
sonable to add at least $250.00 to the 
earlier figure of $236.50. This totals 
$486.50 as a minimum estimate of the 
cost of incorporating. This could be re
duced by $75 by using 2,500 shares of 
no-par stock instead of 1,000 shares of 
$100 par stock. On the other hand, 
these costs can increase substantially. 
If the purposes for incorporating the 
farm include the provision of an estate 
plan, professional assistance is necessary 
which adds to the costs. 

Formality and Red Tape 

One formality of a farm corporation 
is that shareholders, no matter how few, 
must hold an annual meeting to discuss 
corporate matters, even though they 
see each other every day. Minutes of 
the annual meeting must be prepared 
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and kept. The directors should probably 
hold meetings more than once a year. 
They, too, must keep minutes. It is 
important that all these formalities be 
observed, including keeping a bank ac
count for the corporation separate from 
those of individual shareholders. If 
these formalities are not observed, the 
corporation may not be recognized as 
a separate entity for business purposes 
and may be regarded as a front for the 
shareholders. 

A situation may arise where a share
holder wants to take advantage of his 
limited liability for corporate obliga
tions. If he mixes his personal funds 
with the corporation's funds and does 
not treat the corporation as a separate 
entity, the courts do not honor its sepa
rate existence. He then loses his limited 
liability advantage. 

Other formal requirements include 
notices of meetings, obtaining signed 
waivers of notice, keeping account 
books, and maintaining a share register 
listing shareholders. 

Suspicion and Antagonism 

In some areas there may be mistrust 
or general antagonism toward corpo
rate-owned farms. Many Minnesota 
farm incorporators were aware of these 
attitudes but felt that antagonism was 
unlikely against local farmers incorpo
rating their farms. 

FARMER BROWN'S REASON 
FOR INCORPORATING 

In our example, Farmer Brown wants 
to incorporate because of the ease of 
transfer of ownership resulting from 
having shares of stock. Because his en
tire farm will be transferred to the 
corporation (except perhaps his home
stead), he is not interested in the lim
ited liability aspect. Anyway, he rea
sons, this is a family enterprise and he 
wants to meet any obligations the cor
poration incurs. Because the business 



is relatively small he has no concern 
over minimizing income tax. Neither is 
he concerned with estate taxes because 
his total estate would be approximately 
$95,000. This could be inherited by his 
wife and children within the total ex
emption allowed before any taxes have 
to be paid. 

Farmer Brown wants to transfer 
gradual ownership of the farm business 

to his two sons. He hopes that they wiU 
operate and expand the farm after his 
death. He also wants his wife and 
daughter to retain an interest. He 
wishes to avoid payment of any gift 
tax. Having shares of stock helps assure 
that he can make gifts of shares to his 
children and still stay within the al
lowable exemption (for Farmer Brown 
and his wife, $6,000 per year). 

Alternatives to tlte eorporatio11 
An evaluation of possible alternatives 

to the corporate form of ownership and 
operation is best made in terms of the 
farmowner's objectives. Some impor
tant objectives that may lead farm
owners to consider incorporation are: 
(1) limited liability, (2) ease in trans
ferring ownership, (3) helping a be
ginner get started, ( 4) providing a 
good basis for credit and financing, (5) 
minimizing income taxes, and ( 6) pro
viding for an heir or co-owner judged 
legally incompetent. With these objec
tives in mind, let us examine alterna
tives to farm incorporation. 

SOLE PROPRIETORSHIP 

This form of ownership is impossible 
if there is more than one owner of the 
farming business. The sole proprietor 
has unlimited liability; the corporate 
shareholder has liability only to the ex
tent of his investment. The sole pro
prietor owns outright the farm assets 
including land, buildings, and equip
ment. He must transfer ownership of 
these assets if he wants to give an in
terest in them to someone else. The 
corporate stockowner can give away up 
to 50 percent of his shares with no fear 
of loss of control. 

The sole proprietor has no shares of 
stock to permit gradual sale to some
one who may not have sufficient capital 
to buy the entire farm business at one 

time. He might sell the farm under a 
contract that provided for monthly or 
yearly payments. But, under this meth
od, he gives up control immediately. If 
the sole proprietor wishes to provide 
for an incompetent child, he is restrict
ed in most cases to some form of a 
trust. 

Because the sole proprietor has un
limited risk in his farm venture, he 
may be limited in his ability to attract 
credit or investment financing. He may 
have to mortgage to provide operating 
capital. A sole proprietor does not have 
the problem of double taxation faced 
by the corporation. On the other hand, 
he cannot provide pension benefits and 
similar compensation programs. 

PARTNERSHIP 

A partnership is "an association of 
two or more persons to carry on as co
owners a business for profit." Usually 
the partners draw up a partnership 
agreement specifying each person's 
share in the operating responsibilities, 
profits, and liabilities. No other docu
ments are needed and there are no fees 
to pay. The partnership is not a separ
ate legal entity as is the corporation, 
and there is less formality. 

Each partner is fully liable for all 
debts of the partnership, including 
those incurred by his partners. In inter
views, several Minnesota farm incorpo-
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ators indicated that they had had to 
~ake good a partner's liability and, 
consequently, had turned to the cor
porate form of ownership. 

partnership interests can be trans
ferred but not as easily as shares of 
stock. Although the typical partnership 
iS not a continuing organization, as is 
the corporation, it is possible to pro
vide for continuity of the partnership 
when a partner dies or retires. 

The partnership has no special fea
ture that makes it a desirable form of 
organization in providing for an in
competent heir or co-owner. 

The partnership may provide an easy 
method for getting started in farming. 
It allows two or more persons to pool 
their resources. This may be particu
larlY beneficial if one partner has lim
ited resources. For this reason it bas 
been frequently used in father-son 
farm businesses. 

Because the partnership is a joint 
venture, it may attract credit and in
vestment financing. However, it suffers 
one serious disadvantage in this regard 
-the lack of limited liability protection 
for the partner · providing capital or 
credit. 

Partnership income is not taxed 
twice. At the end of the year, income 
is allotted to the partners according to 
their respective shares. Each pays a 
tax on his share of the net income, re
gardless of whether he leaves it in the 
partnership or withdraws it. This is 
basically the same procedure under 
which corporations may elect to be 
taxed under Subchapter S (page 17). 

LIMITED PARTNERSHIP 

The limited partnership is formed by 
two or more persons. It bas as members 
one or more general partners and one 
or more limited partners. The limited 
partners are not bound by the partner
ship obligations. Thus, they are really 
like corporation stockholders. 

The limited partner cannot take any 
part in the management of the partner-

ship without becoming fully liable as a 
general partner. A general partner has 
substantially all rights and powers and 
is subject to all restrictions and liabili
ties of a partner in a partnership. 

The limited partnership may be less 
advantageous than the regular partner
ship for transferring ownership because 
there are two types of partners with 
different rights. The limited partner 
aspect may help attract capital, either 
through credit or investment financing. 
An investor can watch his investment 
by becoming a limited partner yet have 
limited liability. The limited partner
ship has no features that make it de
sirable in providing for an incompetent. 
Moreover, it does not have any special 
advantages in minimizing possible in
come taxes. 

TRUST 

A trust exists when a right of prop
erty, real or personal, is held by one 
party (the trustee) for the benefit of 
another party (the cestui que trust). 
In other words, the trustee holds legal 
title while another has beneficial in
terest in the property, an interest he 
can enforce in court. 

In Minnesota trusts are governed by 
statute and are not permitted to con
tinue forever. Trustees may be either 
individuals or trust companies. Some 
t rust companies now provide farm 
management services. The trust serves 
a useful purpose if the beneficiary is 
not familiar with farming. The farm 
can be placed in trust to be operated 
for that person's benefit. 

The powers of a trustee include the 
right to lease trust property for up to 
5 years without court permission. 
Where a trust is expressly created by 
writing, any act of the trustee violating 
this writing is void. A trustee may ap
ply to the court when in doubt about 
his powers. If he wants to take action 
not specifically allowed by the docu
ment creating the trust, a court can 
allow unauthorized action. 

23 



The trustee or anyone beneficially in
terested in the trust property may ap
ply to the court for permission to sell 
or otherwise deal with the property. A 
hearing is then held and notice given 
to all interested parties. After the hear
ing, the court either allows or disallows 
the proposed action. 

When the purposes for which a trust 
was created are achieved, the trustee's 
role ceases. A trustee may resign if 
the court accepts his resignation, but 
only upon the terms set by the court. 
A trustee may be removed by the court 
upon complaint of any interested per
son if good cause is shown for his re
movaL 

COOPERATIVE 

The cooperative is a familiar business 
form for carrying out purchasing and 
marketing functions. There have been 
limited attempts to use the cooperative 
organization in the production of agri
cultural commodities. A major difficulty 
concerns the "patronage" requirement. 
Any net earnings of a cooperative are 
distributed to its patrons. But who are 
the patrons of a farm production co
operative? It is cumbersome to treat 
the individuals operating the coopera
tive as the patrons. The cooperative ap
p ears to be an awkward device for the 
typical family farm situation. 

Jlow Z'o Jucorporate 
PREINCORPORA TION ACTIVITY 

Written Agreement 

Although a preincorporation agree
ment between prospective shareholders 
is not necessary, it is desirable to have 
one. The agreement could be limited to 
a statement that those who sign agree 
to incorporate, to buy a certain amount 
of stock, and to pay for the stock by a 
certain time. The agreement could also 
identify the persons assuming specified 
responsibilities in the corporation. All 
restrictions on transfer of shares should 
also be worked into this agreement. 
Finally, a termination date should be 
included. 

Subscriptions 

All subscriptions for shares of cor
porate stock must be in writing. An 
oral agreement likely could not be en
forced by the corporation, by the sub
scriber, or by other subscribers. 
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Capital Structure 

Before incorporation, incorporators 
should devote particular attention to 
the corporation's capital structure. 
Items for decision include: {1) whether 
the corporation will issue bonds, notes, 
or other debt along with stock; (2) 
whether it will have one or two classes 
of stock; (3) what will be the respec
tive rights of each class of stock; (4) 
how much capital should be authorized; 
(5) whether par stock should be used; 
and (6) what amount of stated capital 
should be required to begin business. 

ARTICLES OF INCORPORATION 

The incorporators must prepare and 
sign the articles of incorporation-the 
charter or constitution of the corpora
tion. At least three incorporators' sig
natures are required. The suggested 
form for articles is available from the 
office of the secretary of state of Min
nesota. This has been filled out as a 
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sample set of complete articles on page 

33. This set of articles is presented for 
purposes of illustration only and should 
be changed to suit the individual needs 
of each farm business. The following 
items must be included: 

Name-The name of the corporation 
must end with the word "corporation," 
"incorporated," "Inc.," "company," or 
"Co." (The latter two cannot be pre
ceded by the word "and" or the char
acter "&.") For example, Richland 
Farms, Inc. or .Richland Farming Com
pany, but not Richland Brothers and 
Company. The name cannot be the 
same or very similar to any other cor
poration's name unless the other cor
poration gives its permission or is about 
to cease business. In our example, the 
Brown family call their corporation the 
Brown Family Agricultural Corpora
tion. 

Purpose--The broad purpose of the 
corporation should be stated. A narrow
ly stated purpose may result in unau
thorized action by the board of directors 
or may require amending the articles. 

Duration-This can be limited or per
petual. It is usually stated as perpetual 
to avoid amendment after the set time 
runs out. Setting a term of years will 
not automatically terminate the corpo
ration. A formal legal termination of 
the corporation's existence is still neces
sary if it is desired that the corpora
tion's life should end. 

Registered Office--Every corporation 
must maintain an office in Minnesota 
"to be known as its registered office." 
The articles must include its location 
and post office address. If the location 
changes, a certificate of change has to 
be filed with the secretary of state. 

Number of Shares and Par Value-
The total number of par value shares 
and the par value of each share must 
be stated. Par value is the nominal or 
face value of the share. If there are no-

par shares, shares without any face 
value, the authorized number of these 
shares must be stated. 

Stated Capital-The amount of stated 
capital with which the corporation will 
begin business must be included. This 
cannot be less than $1,000. 

Description of Classes of Shares-A 
description of the classes of shares (if 
more than one class); the number in 
each class; and their relative rights, 
voting power, preferences, and restric
tions must be included. The articles 
may also give the board of directors the 
right to fix or alter the dividend rate, 
the redemption or liquidation price, and 
various other rights. For a farm corpo
ration, probably only common stock of 
one standard value is best. This de
pends upon the reason for incorpora
tion. To provide for an incompetent, the 
incorporator might establish a nonvot
ing class of stock. 

Names and Addresses of Incorporators 
-The names and post office addresses 
(the full residence or business ac!
dresses) of each incorporator. 

Names, Addresses, and Terms of Of
fice of First Directors--These should 
also be written in full. 

Permissible Matter-The articles may 
include other desired provisions, limit
ing or denying various rights and priv
iledges to all shareholders or any class 
of shareholders. The statute states that 
the articles can contain any other pro
visions consistent with the laws of Min
nesota for the regulation of the corpo
ration's business or the conduct of its 
affairs. 
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The completed articles must be filed 
for public record with the secretary of 
state. When filed, they are open to pub
lic inspection. If they are proper in form 
and the fees are paid, the secretary 
issues a certificate of incorporation. The 
corporation's existence then officially 
begins. 



PUBLICATION 

After the certificate of incorporation 
is issued, the corporation must publish 
a notice within 21 days in a "qualified 
newspaper" in the county where it has 
its registered office. This must state: (1) 
the corporation name, (2) the incorpo
ration date, (3) the general nature of 
the business conducted, (4) the address 
of its registered office, and (5) the names 
and addresses of its incorporators and 
its first board of directors. Proof of this 
publication must be filed with the secre
tary of state within 21 days after pub
lication. Failure to file causes a $50 for
feit to the state. 

BYLAWS 

The bylaws are the rules governing 
the corporation in the conduct of its 
affairs. They can be made or altered by 
the shareholders. Or, the articles can 
give this power to the board of direc
tors subject to the power of the share
holders to change or repeal them. The 
board of directors cannot make or 
alter any bylaw fixing their number, 
qualifications, classifications, or term of 
office. The first board of directors must 
adopt bylaws that will remain in effect 
until legally amended. No bylaw can be 
inconsistent with the law or the articles. 

Generally, the bylaws (1) provide 
for election and qualifications of direc
tors and officers; (2) specify their rights, 
duties, and privileges; and (3) provide 
for meetings, including notice and 
quorum requirements. Any additional 
provisions depend on the particular 
farm business situation. 

TRANSFERRING THE FARM 

Once the corporation is formed and 
the first board of directors installed, the 
farmowner can transfer his assets to 
the corporation. By this time the 
amount of capital and the type of stock 
are provided for in the articles of in-
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corporation. The board then detenninea 
what the assets are worth and allots 
stock accordingly. The land is deedecf 
to the corporation and the persona) 
property transferred outright. 

POSTINCORPORA TION DUTIES 

Various duties are imposed upon the 
corporation during its business life. 

Records 

The corporation must keep a share 
register at its registered office. This 
must give the names and addresses of 
the shareholders, the number and 
classes of shares held by each, and the 
dates the certificates for these shares 
were issued. 

The corporation also must keep: (1) 
records of all proceedings of sharehold
ers and directors, (2) bylaws and all 
amendments, (3) reports made to any 
or all shareholders within the preced
ing 3 years. If no officer is present in 
the registered office during usual busi
ness hours, the corporation must keep 
open to public inspection the names 
and post office addresses of its principal 
officers. And the corporation must keep 
"appropriate and complete books of ac
count." 

Meetings (See page 10). 

Providing Data 

If a shareholder requests it in writ
ing, the corporation must furnish him 
a profit and loss statement for its last 
annual accounting period. This must 
give certain data together with a bal
ance sheet as of the year's closing date. 
Other statements that may be required 
of the corporation include: (1) a list 
to creditors of all dividends paid and 
the number and price of its own shares 
purchased within the last 3 years, and 
(2) a description to shareholders or 
creditors of the nature and value of 
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all property or services received or 
agreed to be received by the corpora
tion for shares within the last 3 years. 

Documents to File 

The procedure to follow to amend 
the articles of incorporation is illustrat
ed by the form suggested by the office 
of the secretary of state (see page 35). 

Another example of documents to 
file is contained in this statutory pro
vision: "Before the corporation shall 
allot any shares of any class, or of any 
series of any class, for which the divi
dend rate, the redemption price, the 
liquidation price, the conversion rights, 
the sinking or purchase fund rights, or 
the number of shares constituting any 
series is not set forth in its articles of 
incorporation but is fixed in a resolu
tion adopted by the board of directors 
pursuant to authority given by the arti
cles, a certificate setting forth a copy 
of said resolution, made by the presi
dent or a vice president of the corpora
tion and by its secretary or an assistant 
secretary and acknowledged by such 
officers, shall be filed for record in the 
office of the secretary of state." 

This required paperwork demon
strates that the laws and regulations 
for corporations are not designed for 

the needs of farm businesses. One point 
is clear: A farm family seriously in
terested in farm incorporation should 
seek competent professional counsel. 
This is not a field for the do-it-your
self approach. 

Some Operating Problems 
AUTHORIZING SALES AND 

PURCHASES 

Ordinary Everyday Items 
If the corporation does not employ a 

manager for the day-to-day managing 
of the farm, one officer should be given 
this power in the bylaws. If the corpo
ration is engaged in dairying, that per
son is responsible for selling the milk, 
maintaining equipment in repair, pur-

chasing feed, etc. The business can 
operate in almost the same manner as 
before incorporation. 

Large Sale or Expansion 

Changes in operating procedure are 
required only when a large or unusual 
sale or expansion is contemplated. As
sume that the corporation is engaged in 
livestock breeding and cash grain farm-
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ing and that the manager or an officer 
wants to dispose of the breeding herd. 
As a general rule, that officer does not 
have authority to do this without con
sulting the other corporate officials. 

This matter is usually considered first 
at a directors' meeting. The directors 
may decide to sell the herd, but may be 
uncertain of their authority to disband 
a major line of corporation activity. 
Thus, they may call a special stock
holders' meeting as provided in the by
laws. If approved by the stockholders, 
the directors can proceed with the 
change. 

The complete procedure outlined 
above should be followed even if the 
officers, directors, and shareholders are 
all the same people. Accurate minutes 
need to be kept of the directors' and 
stockholders' meetings. When major 
business changes are planned, the cor
porate form of organization requires 
the observance of standard procedures 
of corporate operation. Failure to ob
serve these procedures may throw in 
question the separate legal status of the 
corporation. 

The same general procedure is fol
lowed when authorizing a major ex
pansion or development of a completely 
different line of operation. An amend
ment of the articles may be required to 
include this new line. 

DISPOSAL OF LARGE ASSETS 

Assume that the corporation sells the 
breeding herd discussed and receives a 
huge lump sum cash payment. What 
should be. done with the money and 
how should this be treated for tax pur
poses? Any animal in the breeding herd 
is eligible for capital gain treatment if 
it was held by the corporation for at 
least 12 months. Assuming that the en
tire herd is eligible, the amount of gain 
to the corporation is the sale price 
minus the cost to the corporation. This 
gain is taxed at a straight 25 percent, 
assuming that there are no capital 
losses to offset it. 

If the business is unincorporated the 
gain is taxed differently (see page 19). 

If the corporation distributes the 
money as dividends, the stockholders 
are liable for income tax on their share 
(see page 18). Or, the corporation may 
retain the receipts from sale for expan
sion in the remaining line of business. 
If the shareholders want the proceeds 
to reach them ultimately, they might 
consider a partial liquidation. 

A partial liquidation can occur if a 
corporation: (1) completely liquidates 
one line of its business after operating 
it for 5 years or more, and (2) con
tinues another line that it has also 
operated for 5 years or more. When a 
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partial liquidation occurs, distribution 
is rnade to the shareholders. They rec
ognize a gain or loss and there is no 
furlher tax problem. They turn in some 
stock in exchange in recognition of the 
reduced capital structure. 

HEAVY LOSSES 

Assume that the corporation has ex
perienced several years of heaVY capital 
losses or net operating losses. In treat
ment of these losses is there any differ
ence between the corporation and an 
unincorporated business? 

There is one difference with respect 
to capital losses. A corporation is en
titled to use capital losses only to offset 
capital gains. An unincorporated farmer 
maY use capital losses to offset capital 
gains plus a $1,000 deduction against 
regular income. Apart from this differ
ence, both the corporation and the un
incorporated business may carry losses 
forward for 5 succeeding tax years. 

There is no difference in the treat
ment of net operating losses between 
the corporation and an unincorporated 
business. Both are entitled to a carry
back up to 3 preceding tax years and a 
carry forward up to 5 succeeding tax 
years. 

COMPENSATION PLANS 

As the corporation ends its fiscal 
year, it faces the problem of how to 
compensate its employees and officers 
during the coming fiscal year. In more 
general terms, it must decide what to 
do with its income. This is a major 
operating problem of the family farm 
corporation. 

Salaries and Wages 

Keep in mind that the corporation is 
an artificial person who buys services 
by hiring officers and employees. The 
most common method of compensation 

is through salaries and wages. There 
are several guides that can be followed 
on how these should be determined. 
The salaries paid by the corporation 
should: 

1. Have some reasonable relation to 
the salaries ordinarily paid for similar 
services in other businesses. 

2. Be related to services performed 
and not to stock held. Salaries paid in 
direct proportion to stock ownership 
create suspicion that they are being 
used instead of dividends to avoid taxa-
tion. 

3. Be fixed in advance at specified 
rates. Salaries that are on a contingent 
basis, unspecified in advance, also 
arouse suspicion. It is advisable to have 
a set salary scale and to use bonuses as 
a supplement if desired. 

4. Not be sharply changed from year 
to year. Wide fluctuations invite suspic
ion that they are being used to exhaust 
all income in order to avoid corporate 
income taxes. 

5. Be set within the corporation's in-
come so that it does not have to borrow 
money to meet wage and salary obliga-
tions. 

Bonuses 
If there is additional income at the 

end of the business year, the corpora
tion may decide to pay bonuses. These, 
too, should be based on the value of 
services and not stock ownership. They 
are subject to closer examination by 
tax authorities than are regular sal
aries and wages. Therefore, bonuses 
should bear some reasonable relation to 
the long term profit and loss situation 
of the corporation. If the corporation 
is taxed like a partnership, this prob
lem does not arise. 

Stock 
Instead of salary, wage, or bonus pay

ments in cash, another possible method 
of compensation is to make payments 
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in stock. This may be a desirable way 
to handle bonuses to valuable and 
trusted employees because they there
by become part owners. The chief prob
lem that arises when this is done is 
that the proportion of corporate owner
ship held by the old shareholders is 
decreased. If this method of compensa
tion is used, it should be anticipated 
when the corporation is set up. The 
corporation should have the stock al
ready authorized so that it will be un
necessary to amend the articles of in
corporation. 

The tax code further provides that 
individuals may exclude from their iQ .. 
come certain types of payments re .. 
ceived from employee benefit Plana, 
These include: {1) accident and health 
plans, (2) wage continuation plans up 
to $100 per week, and (3) death bene
fits up to $5,000 to employee's bene
ficiaries. The corporation can deduct 
from its gross income all payments on 
health and accident plans set up for ita 
employees. 

It is thus possible to use corporation 
income to pay for life, health, or acci. 
dent insurance or to provide death 
benefits of various kinds. When prop. 
erly set up, the cost of this protection 
can be treated as a business expense by 
the corporation. 

Dividends 

Another method of compensation may 
be through dividends. However, divi
dends should be in proportion to stock 
ownership. Some stockholders may not 
work for the corporation and some may 
work more than others. It is usually 
desirable to use dividends only as a 
supplement to regular salaries. 

Where all corporate employees are 
shareholders and all shareholders are 
employees it might be wise to put all 
income above salaries back into the 
corporation. The money could be used 
for improvements and expansion. In
stead of annual income the employee
stockholders would ultimately be com
pensated through increases in the capi
tal value of the stock held. 

Pension Plan 

A pension plan is often referred to 
as a deferred compensation plan. In 
other words, a portion of the indi
vidual's. compensation is deferred by 
the corporation until that person re
tires. If the corporate pension plan 
qualifies under the tax code, the yearly 
payments into the plan can be deducted 
for tax purposes from corporate in
come. The employee-beneficiaries are 
not taxed until they receive the money. 
At that time they are likely to be in a 
lower income bracket. 
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Where the corporation's employees, 
officers, directors, and stockholders are 
all the same people, as is often the case 
in small family corporations, a pension 
plan should be considered. These are 
complex matters, however, and should 
only be undertaken upon the advice of 
an attorney. 

Insurance Policies 

Another common device used by cor. 
porations is the insurance policy. The 
corporation, for example, may take out 
an insurance policy on its president. If 
he dies the corporation has money that 
can be used to buy his shares of stock 
from his estate, thus providing money 
to be distributed to the heirs. This keepa 
control of the corporation centralized 
and insures that the heirs inherit money 
and not stock that may be difficult to 
sell. 

Our Sample Farm Situation 

Farmer Brown and his family decid
ed that Matilda should be paid $500 per 
year for services as vice president. 
Daughter Connie will be going to col
lege so she will receive no salary or 
wage. However, she is given a few 

hares of stock on which she will re
~ve dividends. Son Alvin will work for 
the corporation, but he will be in high 
school most of_ the time. Co~sequently, 
he will be pa1d $500 for h1s services 
during the year. The corporation de
cides that an annual $3 dividend should 
be paid on each share of stock. 

With these decisions made, it is de
cided that Farmer Brown and son 
George should split the remaining 
profits, 55 percent for Farmer Brown 

and 45 percent for George. This will 
be paid to them in the form of salary. 
If George marries or when Connie and 
Alvin finish school, the family may 
change these salaries and percentage 
shares. As Farmer Brown grows older, 
he may wish to depend less on his labor 
as a source of income and more on 
dividends. The corporate device pro
vides a wide range of flexibility in 
adapting to these changes in the family. 

rermiHafiOH of tfte eorporafiOII 
DISSOLUTION 

Under Minnesota law a corporation 
may be dissolved voluntarily when 
two-thirds of the shares are voted in 
favor of dissolution at a meeting called 
for that purpose. Dissolution can be ac
complished out of court. This requires 
that a trustee be appointed to wind up 
the business affairs. He must collect all 
money owed the corporation, sell and 
convert all corporation assets into cash, 
and pay all debts and liabilities. Any 
remaining property is distributed by 
the trustee to the shareholders accord
ing to their rights and preferences. 

As an alternative, the corporation 
may ask for court supervision of the 
dissolution. The resolution must au
thorize the directors to present a peti
tion to the court asking for this. If the 
court supervises a voluntary dissolu
tion or orders an involuntary dissolu
tion, it usually sets a time of not less 
than 6 months or more than 1 year for 
creditors to present claims against the 
corporation. A notice of the order to 
dissolve the corporation must be pub
lished for 3 weeks. A copy must be 
mailed to each creditor shown on the 
corporate books or known to the corpo
rate receiver. 

When the business affairs of the cor
poration are wound up, the trustee (in 
a voluntary dissolution) or the court 
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will sign a certificate stating that the 
corporation is dissolved. This is filed 
with the secretary of state and the 
corporation ends as of that date. 

Involuntary Dissolution 

If any of the following circumstances 
arise a court may order an involuntary 
dissolution of the corporation: 

1. The corporate assets are insuffii
cent to pay when due all just demands 
for which the corporation is liable. 

2. The objects of the corporation 
have wholly failed, are entirely aban
doned, or their accomplishment is im
practicable. 

3. The directors or those in control 
of the corporation have been guilty of 
fraud or mismanagement, abuse of au
thority, or persistent unfairness toward 
minority shareholders. 

4. There is internal dissension and 
two or more factions of the share
holders are so deadlocked that business 
cannot be conducted with advantage to 
shareholders. 

5. The period for which the corpora
tion was formed has terminated with
out extension. 

If the court thinks that there should 
be no dissolution, it will not order a 
dissolution even though the grounds 
exist. 



A petition for involuntary dissolution 
may be filed by a shareholder or a 
judgment creditor who has exhausted 
other legal means to obtain payment of 
a debt. The commencement of out-of
court dissolution does not prevent an 
interested party from seeking to obtain 
an involuntary dissolution. 
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ACTION TO TERMINATE 
If the public interest requires, the 

state attorney general can bring an ac
tion against the corporation to end ita 
corporate existence on the grounds ot 
fraud or failure to comply with law. 

REDEMPTION TO TERMINATE 
A SHAREHOLDER'S INTEREsT 
A corporation stockholder who does 

not control two-thirds of the voting 
stock necessary to dissolve the corpora
tion may fear that he will be unable 
to get out his money. He could avoid 
this by entering into a redemption 
agreement with the corporation when 
acquiring stock. Under this arrange. 
ment the corporation agrees to buy 
back his stock at any time he desires, 
provided the corporation has earned 
surplus or paid-in surplus available. 
No distribution of funds can be made 
to any shareholder unless the fair value 
of the assets remaining is at least equal 
to the total of all liabilities and of the 
stated capital of the corporation after 
the reduction. Agreement to buy the 
stock is of no value if the corporation's 
assets do not cover liabilities. 

Furthermore, the time to consider 
the arrangements under which the cor. J 
poration might be dissolved is at the 
time the corporation is formed. It may 
later be difficult to secure agreement. 

ARTICLES OF INCORPORATION 
of 

Brown Family Agricultural Corporation 

We. the undersigned. of full age, for the purpose of forming a corporation under and 
uant to the provisions of Chapter 301 Minn. Statutes, known as the Minnesota Business 

~~oration Act, and laws amendatory thereof and supplementary thereto. do hereby associate 
oU:selves as a body corporate and adopt the following Articles of Incorporation: 

ARTICLE I 

The name of this corporation is Brown Family Agricultural Corporation. 

ARTICLE II 

Its purposes are to conduct and operate a general farming business and to do any and 
all things incidental thereto and any and all things necessary lor the accomplishment ol such 
purposes: and to acquire, hold, and in any manner deal with the stocks of other corporations. 

ARTICLE III 

Its duration shall be .!:p...:Ce-"'rp"-e"-t:..:u:..:a::cl':...._ _ _ ____________________ _ 
(a) 

ARTICLE IV 

The location and post office address of its registered office in this State is Box 47, Rural 
Route # 3, Postville, Minnesota. 

(b) 

ARTICLE V 

The amount of stated capital with which this corporation will begin business is a minimum 
of $1,000. 

(c) 

ARTICLE VI 

The total authorized number of shares of par value is _1-'-,0_0_0..;., _____________ _ 
and the par value of each share is $100. 

~~--~~~--~--~------------------
The total authorized number of shares without par value is ~n:co:..:n_e..c.·-----------

ARTICLE VII 

The description of the classes of shares. the number of shares in each class. and the rela
tive rights, voting power, preferences and restrictions are as follows: :--:--::--:------:--:
All 1,000 shares shall be voting common stock. Each share of stock shall have one vote. to 
be cast by the stockholder in person or by proxy. 
The shares of common stock may be issued lor money, property, services, or other things of 
value as the board of directors shall fix and determine. 
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ARTICLE VIII 

The name and post office addresses of each of the incorporators are: 
Name Post office address 

Farmer Brown Box 47, Rural Route # 3, Postville, Minne101a. 
Matilda Brown Box 47, Rural Route # 3, Postville, Mtnn~ 
George Brown Box 47, Rural Route # 3, Postville, Minne~ 

(d) 

ARTICLE IX 

The names, post office address and terms of office of the first directors are: 
Name Post office address 

Farmer Brown Bo:r: 47, Rural Route # 3, Postville, Minnesota 
Matilda Brown Box 47, Rural Route # 3, Postville, Minnesota 
George Brown Box 47. Rural Route # 3, Postville, Minnesota 

Term 
1 year 

year 
year 

IN TESTIMONY WHEREOF, we have hereunto set our hands and seals this 1st 
day of August , 1961. ----

In presence of: 
John Jones Farmer Brown 
Abe Smith Matilda Brown 

George Brown (Seal) 

STATE OF MINNESOTA, 
_}ss. 

County of Ruralville 

On this ~ day of August , 19~ personally appeared before me 

Farmer Brown, Matilda Brown. and George Brown 

to me known to be the persons named in and who executed the foregoing Articles of Incorpo
ration, and each acknowledged this to be of their own free act and deed for the uses and 
purposes therein expressed. 

NOTARIAL 
SEAL 

(a) Duration may be limited or perpetual. 

John Doe 
Notary Public Ruralville Co., Minn. 

My commission expires 3114/70 

(b) Requires street or office address and post office. 
(c) Shall not be less than one thousand dollars. 
(d) Give full residence or business address of incorporators and directors, as street and city. 
Incorporation Fee----$50.00 for first $25,000 and $1 for each additional $1,000 or fraction; no par value 

stock qiven a value of $10 for the purpose of determininq the fee. See Sec. 300.49 Minn. State. 
Miscellaneous fee in addition to incorporation fee--Minimum $11.50 which includes fee to reqister of 

deeds-See Sec. 301.071 Minn. Slats. 
Kindly certify checks and make payable to State Treasurer. 
Do not attach supplements. If this form does not contain suflicient space, a full typewritten transcript 

will be required. 
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CERTIFICATE OF AMENDMENT OF ARTICLES OF INCORPORATION OF 

~-- ~ ---------------· respectively the president and 
~secretary of------------------------

eorJIOrauon subJeCt to the provisions of Chapter 301. Minnesota Statutes 1953, known as the 
~ .... esota Business Corporation Act. do hereby certify that at a (regular) (special) meeting of 
- (Strike out one) 

... l!hareholders of said corporation. notice of such meeting. proposal to amend and nature of 
,.cb proposal having been mailed to each shareholder entitled to vote thereon at least ten 
liSP prior to such meeting. held at in the city of ------
()llllltr of as designated in such notice, on the --- day of , 
Ill---- resolutions as hereinafter set forth were adopted by a __ vote of said 
t~~~Jr&holders represented in person or by proxy: 

"Resolved that Article 
o1 the articles of incorporation of -----------
IJe, aDd the same hereby (is) (are) amended to read as follows: 

Article--------

Resolved further that the president and secretary of this 
corporation be and they hereby are. authorized and directed to make, execute and acknowledge 
a certificate under the corporate seal of this corporation, embracing the foregoing resolutions. 
and to cause such certificate to be filed for record in the manner required by law. 
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IN WITNESS WHEREOF, we have subscribed our names and caused the COIJIOnlte 
said corporation to be hereto affixed this - day of ~ 

In presence of: 

AFFIX 
CORPORATE 

SEAL 

STATE OF MINNESOTA }u. 
County of-----------

------- PresidenL 

Secretary. 

and 
being first duly swom, on oath depose and say: that they are respectively the ---
president and secretary of ------------------
the corporation named in the foregoing certificate; that said certificate contains a true 
of the action of the shareholders and board of directors of said corporation. duly held _ ~ 
said; that the seal attached is the corporate seal of said corporation; that said ce~ 
executed on behalf of said corporation, by its express authority; and they further acknowleci 
the same to be their free act and deed and the free act and deed of said corporation. 

Subscribed and sworn to before me this day of --------

NOTARIAL 
SEAL 
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Notary Public -------

My commission expires -------....;; 

Herd Size Effects on Labor 
for 

Loose Housing Chore Tasks 

E. I. Fuller and H. R. Jensen 

OCTOBER 1962 




