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Farm Management

How to choose a farm
business structure

how to organize their operation and

assets into a business entity have
several options. Understanding the differ-
ences between different business entities
is critical to making a good decision.

FARMERS and landowners considering

Partnerships

The most common business entity for
farming operations is a partnership. The
popularity of partnerships is likely due to
the ease of startup and informal structure.
Partnerships can be formed without any
written documents, although that is not
advisable. Generally, a business venture
where two or more people share profits
can be a partnership. Most partnerships
are started when family members begin
farming together and sharing profits. It is
not uncommon for farmers to be in a part-
nership and not realize it.

Partnerships have several advan-
tages. The tax structure is “flow through,”
meaning the partnership does not pay
taxes. All profits and losses flow through
to the partners. This structure avoids
taxation at both the entity and individual
levels. Also, assets can generally be distrib-
uted out of the partnership to the partners
without triggering taxes.

The biggest disadvantage with partner-
ships is liability exposure. A partner is fully
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liable for all activities of the partnership,
including other partners and employees.
This liability exposure can be overcome to
some degree with liability insurance.
Large grain operations often choose to
organize as partnerships to maximize Farm
Service Agency benefits. Partnerships are
the only business entities that can receive
multiple FSA payments. With farm program
payments likely to decrease significantly
with the next farm bill, partnerships may
not be as important in this role in the future.

Corporations
A corporation is comprised of shareholders
who own the company. To organize a cor-
poration, Articles of Incorporation must
be filed with the Ohio secretary of state.
The primary advantage of a corporation
is liability protection. A shareholder is not
personally liable for the actions of a corpo-
ration, other shareholders or employees.
The tax structure of a corporation can
be both advantageous and detrimental,

depending on the
situation and ob- | #SEEE
jectives of share-
holders. Corpor-
ations can be either C-corporations or
S-corporations.

C-corporations are taxed at both the
corporation level and shareholder level
(double taxation). However, the first
$100,000 of profits in a C-corporation is
taxed at relatively low rates, allowing for
low-rate capital buildup. C-corporations
also allow for the most fringe benefits, like
health insurance and retirement plans.

S-corporations are similar to partner-
ships in that the profits and losses flow
through to the shareholders. The strategy
with S-corporations is to treat a portion of
profits as a salary to the shareholder and a
portion as a distribution. The distribution
is not subject to self-employment taxes,
often saving significant taxes.

A primary disadvantage of corpora-
tions is transferring assets out. Generally,
any asset leaving a corporation at a gain
will be considered a taxable event. For ex-
ample, a $100,000 tractor distributed to the
shareholders with a $0 tax basis (fully de-
preciated) will be treated as if the tractor
were sold for a $100,000 profit.

Over the life of a corporation, signifi-
cant tax savings can be enjoyed. Upon ter-
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mination of the corporation or transferring
assets out of the corporation, the disad-
vantages are quickly realized.

LLCs
The limited liability company has become
the choice of entity for most new busi-
nesses. LLCs provide the liability pro-
tection of a corporation but can be
taxed as a partnership, C-corporation or
S-corporation. LLCs have almost made
partnerships obsolete. They are more flex-
ible and typically easier to set up than cor-
porations. And, if taxed as partnerships,
they do not trigger tax upon dissolution
or transfer of assets out of the company.
The decision of whether to tax the
LLC as a partnership, C-corporation or
S-corporation should be made with the
help of a tax adviser.

Moore is an attorney with
Wright Law Co. LPA
614-791-9112
rmoore@uright-law.net

The product that offers state-of-the-art communication between your implement and factory installed virtual terminal.
The IntelliAg system was developed by the very engineers who were involved in the creation of the ISO 11783
standard. IntelliAg is a revolutionary product that provides customizable solutions to meet your agricultural needs

by adding cost-saving precision upgrades to seeding, spraying, anhydrous, fertilizing, steering and section control.
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Farm Futures, the ag industry’s
leading farm business
magazine, introduces its new
online marketing resource:

Farm Futures Market Center

Designed as your authoritative
one-stop marketing, ag news
and analysis center. It gives you:

Online access, ready 24/7
Real-time commodity
market quotes

Advanced charting

Ag weather

Intuitive navigation
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FRéE 30-day Trial
[$8995 va\ue]

LIMITED
TIME
OFFER

* Farm Futures news
and in-depth analysis

¢ Order entry capabilities*

¢« Connection to your
current clearing house for
real-time trading*

* And so much more!

Your best rate — other services
cost hundreds more!

Preview the powerful

Farm Futures Market Center
features online and register
for your free 30-day trial.

*FARM FUTURES MARKET CENTER BASIC PACKAGE: $89.95/MO. ADD ORDER ENTRY MODULE: $25/MO., ADDITIONAL
TRANSACTIONAL FEES NOT INCLUDED. ORDER ENTRY MODULE NOT INCLUDED IN FREE TRIAL VERSION. OFFER

AVAILABLE FOR A LIMITED TIME.




