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Farm Partnerships - Part Ill: An Example 
Jerry W. Looney & Leroy F. Rottmann 

Department of Agricultural Economics, College of Agriculture 

WHEN DOES A FATHER-SON 
PARTNERSHIP SEEM FEASIBLE? 

Probably the best way to illustrate an example of 
when a father-son farm partnership seems practical 
is to use a hypothetical case study. In the example 
here, the father and mother are in their early fifties. 
Their 500-acre farm is a grain and hog farm. The 
oldest son is 25 and married. For the past two years, 
since graduating from college, he has been working 
on the farm, sort of as a partner, but mostly on a 
wage basis. His sister, 22, is a school teacher in a 
neighboring state. His younger brother, 20, is a 
sophomore in college. 

The oldest son would like to have a more 
important role in the farm. He is full of ideas. The 
daughter is not interested in the farm's actual day-to
day problems and performance. The 20-year-old 
college son is understandably more interested in 
areas other than the farm at this time. 

Mother and Dad are healthy, active, and "not 
near ready to retire." The business has grown 
substantially the last five years. According to their 
farm records of 1971, their farm generated a gross of 
$54,000 and income cash expenses of $27,000. Their 
farm debt is $50,000 and their total capital managed 
is $270,000. Dad and Mother, like many farmers 
their age, have mixed emotions about the son 
returning to the business as a full-time partner. They 
are certainly not against the idea. 

They can see many possible advantages: 
1. less need to work as hard, 
2. more time off for travel and relaxation, 
3. a sharing of managerial responsibilities, 
4. a possibility of helping the son start in the 

family business-to carry on when they retire. 
They see too, some problems: 
1. the possible need to enlarge the business to 

generate the necessary income for two families, 
2. the possibility of needing to go further in debt 

-not really appealing to them at this point, 
3. the problems that the partnership might create 

with eventual estate division among the three 
children. 

The parents' primary objectives are twofold at 
this point-to have enough income to last them 
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through their future retirement years-and to treat 
all of the children equitably-not necessarily equal
ly. But, they are not willing now to give up the 
managerial reins, only a gradual phasing out of some 
of the hard work. Hence, the decision to make some 
kind of arrangements , if possible, to include the 
oldest son and his wife directly in the business. 

A father and son partnership? The son has 
demonstrated a real intense interest in farming. He 
has definitely decided with his wife that they would 
rather farm than do anything else. Dad and Mother 
believe he will make a good farm manager and has 
sound ideas (although more ambitious ideas than 
Dad's). He has demonstrated his willingness to talk 
things over with Dad, to give and to take. He has 
convinced his folks that his plans are long-run plans 
-that hopefully, the business will prosper and that 
he will take more responsibility as time goes on, and 
eventually become the owner and/or the manager of 
the business. 

Mother and Dad decide that he should be given a 
chance, using the partnership route, to become more 
involved in the business . 

The son has accumulated $5,000 worth of 
machinery and an equal amount of livestock 
through 4-H work, etc. Dad has the above men
tioned real estate debt of $50,000. 

Father and son agree to work substantially full
time in the business , and in return for their labor, 
each will be allowed a residence in which to live 
(two houses on the farm) plus $500 per month in 
wages. The father will contribute the use of the land 
to the partnership while retaining title, and both 
father and son will contribute use of livestock and 
machinery to the partnership. 

Thus, Table I shows the contributions and 
computations of agreed percentage allocation of 
returns. 

In addition to the above settlement account, this 
family will keep a farm record which will allow a 
complete analysis of the business . Thus , they would 
have inventories , depreciation schedules, etc., as 
guides for sound financial management. 

Obviously, many variations of the above example 
of a father-son partnership can be set up . And, they 
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TABLE I 

Father 

Land & Buildings 
Breeding Livestock 
Other Livestock 

Machinery 

Other 

Total 

Percent 

Labor 

Total 

Percent 

Son 

Breeding Livestock 

Machinery 

Labor 

Value 

$201,000 
$ 8,000 
$ 20,000 
$ 5,000 
$ 25,000 
$ 5,000 
$ 6,000 

$270,000 

12 mo. 
12 mo. 

Rate of Father's 
Return Return 

4 $ 8,040 
8 $ 640 
8 $1,600 
8 
8 $ 2,000 
8 
8 $ 480 

$12,760 

94.1 

$500/ mo, $ 6,000 
$500/ mo. 

$18,760 

73.4 

Son's 
Return 

$ 400 

$ 400 

$ 800 

5.9 

$ 6,000 

$ 6,800 

26,6 

Total 

$ 8,040 
$ 640 
$1,600 
$ 400 
$ 2,000 
$ 400 
$ 480 

$13,560 

100 

$ 6,000 
$ 6,000 

$25,560 

100 

The annual settlement account of this partnership (using hypothetical receipts and expenses) would be as follows: 

TOTAL RECEIPTS 

Less Cash Expenses 

Gross Income for Allocation 

Annual Wages 

Sub Total 

Alloc. for Partners Property Interest 

Equal Alloc. of Remainder as Ret. to Management 

Total Income Credit to Partners 

all require the services and advice of an attorney. 
But, in the example, it would be essential that 
priority be given to wages since the son's percent of 
the business is so small. 

Now that the partnership has been established, 
the parents could sign an agreement with the son in 
the case of the father's death. The son would become 
a short-run partner with his father's estate. As soon 
as possible, he would be given the option to 
purchase all livestock and machinery and then rent 
the farm from the estate. 

The following is an example of the type of 
agreement that could be used by this family. 

FATHER-SON FARM OPERATING 
PARTNERSHIP AGREEMENT 

1. This farm partnership agreement is entered 
into this_1_day of JANUARY , 19___Z1._, by and 
between DAD PLANNER , the father, and /UN/OR 

PLANNER ,the son. 

Article I. Name and Place of Business 

1. The name of this farm partnership is 
PLANNER'S FARM 

Partnership 
Account 

$54,000 

27,000 

$27,000 

12,000 

$15,000 

$13,560 

$1,440 

$27,000 

Father's 
Account 

$ 6,000 

$12,760 

$ 720 

$19,480 

Son's 
Account 

$ 6,000 

$ 800 

$ 720 

$ 7,520 

2. The principal place of business shall be ANY 

County, MtssouRt and at such other places 
within or without the State of Missouri as may be 
agreed upon by the partners. 

3. Its legal address is RURAL RouTE, ANYTOWN, 

MISSOURI. 

Article II. Nature of Business 

This partnership shall engage in a general 
farming business including the growing, pur
chasing, and marketing of crops, livestock, and 
other farm products and in such other business as 
may be agreed upon by the partners on the 
following described real estate: 

500 ACRE GRAtN AND Hoc FARM 

LOCATED AT ROUTE 1, ANYTOWN, Mo. 

AND OWNED BY MR. & MRS. DAD PLANNER 

situated in the County of ANY in the State of 
Missouri and on any other land which said 
parties may agree to rent or purchase for farming 
purposes. (Exceptions or reservations): (None in 
this example) 



Article Ill. Duration 

This partnership shall continue in the farm 
business for the period of_l_years, commencing 

JANUARY 1 19___ll_, and terminating 
DECEMBER 31 , 19_li_. 

Article IV. Capital Contributions, Accounts and 
Withdrawals 

1. The Real Estate Contribution. The real estate 
contribution of each party is as follows: 

Item 
Parties ' names 

DAD PLANNER }UNIOR PLANNER _ 

Acres . .. .................. 500 
Value per acre .... ... .. $ 402 
Total value ..... . . ..... $201,000 
Rate of return . . . . . . . . . 4% 

$ 
$ 

% 

2. The Farm Personal Property. The contrib
ution of farm personal property by each party shall 
be as follows: 

Item 
Parties ' names 

DAD PLANNER 

Machinery .......... .. $25,000 
Livestock ............. . . $28,000 
Other ..... _ ........... . $ 6,000 
Total value 
contributed ............ $59,000 
Rate of return . . . . . . . . . 8% 

}UNIOR PLANNER 

$ 5,000 
$ 5,000 
$ 

$10,000 
8% 

3. Labor Contributions. The yearly contributions 
of labor by each party and the monthly withdrawal 
of earnings represented thereby are as follows: 

Parties' names 
Item 

DAD PLANNER }UNIOR PLANNER 

Months of labor . . . . . . 12 
Monthly rate ......... $ 500 
Total advances ... ... $6000 

12 
$ 500 
$6000 

4. Each party agrees to use his best efforts to 
maintain and preserve partnership property. 

5. Any improvements made with partnership 
funds upon property remaining the separate proper
ty of an individual partner who contributes its use 
only shall be partnership property and individual 
partner shall be responsible to the partnership for 
the value of the improvement when the use of the 
property by the partnership terminates. 

Article V. Profits and Losses. 

1. Farm Expenses. Farm expenses shall include 
the cash farm expenses and depreciation on farm 
improvements as indicated below. 

2. Cash Expenses. The items include cash rent; 
crop expense; feed expense; livestock expense; 
livestock purchases; hired labor; custom work hired; 
farm insurance; purchase of new or used machinery 
and equipment; repairs and maintenance for farm 
machinery and equipment; repairs and maintenance 
for buildings, fences, tiling, ditches and water 
supply; property taxes; and miscellaneous farm 
expenses. 

Exceptions : (None in this example) 

3. Depreciation. The amount of the annual 
depreciation of farm improvements to be charged to 
the partnership is as follows: (None in this example) 

4. Farm Receipts . Farm receipts shall include 
income from all farm sources including such items 
as the sale of livestock and livestock products, crops, 
machinery and equipment, government payments, 
and custom work and other off-farm work by either 
party. 

5. Inventory Changes. The difference between 
the beginning and ending values of "inventory" 
items of farm personal property, such as livestock, 
feed and grain, machinery and equipment, shall be 
considered inventory gains or losses annually and 
for the entire period of agreement. 

6. Monthly Withdrawal of Earnings. Each part
ner may withdraw up to the total of the agreed upon 
monthly allowance. 

7. Year-end Settlement. The net profits and 
losses of this partnership shall be shared as deter
mined in this year-end settlement procedure: (a) 
from the total cash income for the year shall be 
subtracted the farm cash expenses to obtain the net 
cash partnership income; (b) from the net cash 
partnership income will be deducted the allocations 
for each partner's labor contribution and for each 
partner's property contribution; (c) the balance 
remaining is equally shared as returns for manage
ment. 

Article VI. Records and Accounts. 

1. /UNIOR PLANNER shall have the responsibil
ity and duty to establish and maintain the account 
books and records of this farm partnership for the 
purpose of showing partnership income and expen
ses, each individual's contributions and income 
status, the financial condition of the business, and 
other information necessary for the good manage
ment of the farm business . At the close of each year 
he shall make a full accounting. The books shall be 
open to inspection by the partners at any reasonable 
time. 

2. The partnership accounts shall be on a cash 
basis. 



3. A capital account shall be maintained showing 
the ownership interests of each partner. The capital 
account of' each partner shall consist of his original 
contributions at the start of this partnership plus any 
additional contributions and minus his share of 
partnership losses and of capital distributions made 
to him. 

4. An inventory of all farm real estate and farm 
personal property shall be taken at the beginning of 
this agreement and then annually, and these inven
tories shall become a part of this agreement. 

Article VII. Partners' Powers and Limitations . 
1. A partnership bank account shall be estab

lished and maintained by the name of HOMETOWN 
BANK at ANYTOWN , MtSSOURt . Checks drawn 
on this account shall be signed by either partner. 

2. Without the consent of the other partner no 
partner shall: 

a. Make, execute, or deliver an assignment of 
partnership property for the benefit of 
creditors. 

b. Contract to sell or lease any of the property 
of the partnership. 

c. Submit a partnership claim or liability to 
arbitration . 

d . Confess a judgment against the partnership 
or any of his partners. 

e. Dispose of the good will of the business or 
do any other act that would make it impos
sible to carry on the ordinary business of 
the partnership. 

f. Admit a new member to the partnership. 
g. Act as surety, guarantor or accommodation 

party to any obligation in the name of the 
partnership. 

h . Sell, mortgage, lease, or assign any partner
ship real property. 

i. Borrow or lend money on behalf of the 
partnership. 

j. Compromise any claim due the partnership . 
k . Hire or dismiss any hand or other employ

ee. 
1. Contract or incur expenses or indebtedness 

on behalf of the partnership in any transac
tion involving more than $1000 

Article VIII. Management. 

1. Partners shall have equal voice in the manage
ment of the partnership business. 

2. Each partner shall devote his full time and 
best efforts to the partnership business. 

Article IX. Voluntary Dissolution. 

1. The partnership shall be dissolved at any time 
by unanimous agreement. 

2. Upon dissolution no further business shall be 
transacted by the partners except that necessary for 
the orderly termination of the partnership and 
distribution of its assets. 

3. If at the termination of this agreement actual 
division of the property owned in common is not 
possible or desirable, settlement may be by auction 
sale or by one party, within a 90 day period, 
buying out the share of the other party at the value 
arrived at by a joint appraisal. 

4. Upon the termination of this agreement, an 
ending inventory of farm personal property shall be 
taken and appraised jointly by the parties to this 
contract to determine the value of the final share to 
each party. The parties to this agreement shall share 
in the value of any increase or decrease in the farm 
personal property in the same proportion as they 
currently share in the annual division of farm 
earnings. 

Article X. Retirement, Incapacity or Death of a 
Partner. 

1. Any partner may retire from the partnership at 
the end of any year after---1..,__years following the 
formation of the partnership by giving written 
notice to the other partner at least three months prior 
to the time of retirement. 

2. Upon the retirement, incapacity or death of a 
partner the remaining partner shall have the option 
to purchase the retired, incapacitated or deceased 
partner's-interest in the partnership at market value 
as determined by a competent appraiser selected by 
the remaining partner and the departing partn'er or 
his representative. The partners agree that there is 
no goodwill asset of the partnership. 

3. The partnership shall not be terminated upon 
the death of a partner. The deceased partner's 
interest in the partnership shall remain in the 
partnership, and the partnership shall distribute to 
the estate of the deceased partner its share of the 
annual profits or losses of the partnership at the end 
of each year. 

4. The remaining partner shall have full authori
ty to manage partnership affairs during the termina
tion proceedings if the partnership is liquidated, 
and he shall make an accounting to the other partner 
or his legal representative when the partnership 
affairs are terminated. 

In Witness Whereof, the parties have hereunto 
set their hands in duplicate this 1 day of 

}ANUARY , 19____Zl,___, 

First Party _________ D_A_o_P_L_A_N_N_ER ___ _ 

Second Party _______ ....:;J_v_N_t_O_R_P_L_A_N_N_E_R __ _ 

Issued in furtherance of cooperative extension work, acts of May 8 and June 30 , 1914, in cooperation with the United States 
Department of Agriculture. Carl N. Scheneman, Vice President for Extension , Cooperative Extension Service, University of 
Missouri, Columbia, Mo. 65201. The University of Missouri is an equal employment and educational opportunity institution . 
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