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Eddy LaDue and Carl Crispell are
Professors of agricultural finance at
Cornell University and Cornell
Cooperative Extension Specialists, Central
Southern Tier Region, New York State.

arm owners frequently bring mem-

bers of the next generation into the
farm business as part of the process of
passing the farm to the next generation.
This is a complex process which frequent-
ly involves: 1) developing a procedure for
the younger generation to enter the busi-
ness and obtain some assets and experi-
ence while the older generation maintains
control, 2) operating the farm together for
some period, often with changing asset
ownership and management responsibility
over time, and 3) a period of gradual exit
of the older generation when the younger
generation is the primary manager and
decision maker.

Each of these stages in the transfer pro-
cess usually requires the use of debt capi-
tal and may involve changes in the financ-
ing arrangements for the business. Unsuc-
cessful farming-together relationships and
transfer arrangements will often signifi-
cantly increase lender credit risk. Success-
ful arrangements usually result in larger
businesses, larger loans and improved
repayment capacity.

The objective of this article is to report
the keys to successful farming-together
and estate transfer arrangements obtained
from a recent study. In the discussion that
follows we first provide a brief explana-
tion of the study and then discuss the keys
to success as obtained from the study.

The Study

This study involved a personal interview
of 46 farm families. These families were
involved at some stage in the farming-
together and transfer process. Three ques-
tionnaires were used in the interview. A
business organization questionnaire was
used to obtain information on the particu-
lar farming-together procedure the family
was using. This included identification of
the parties involved, their use of written
and unwritten agreements, withdrawals
and salaries, asset ownership, limitations
on the powers of participants, profit shar-
ing, and dissolution. This questionnaire
was administered with all parties present.
The other questionnaires were adminis-
tered with only one party (and spouse)
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present.

The second questionnaire was used
with junior parties. This obtained informa-
tion on personal goals, transfer of owner-
ship, management responsibilities and the
transfer of those responsibilities, transfer
plans, business goals, family interrelation-
ships, compensation, concerns about the
transfer process and the keys to successful
transfer. The third questionnaire was used
with senior parties. It covered the same
information areas as the questionnaire for
junior parties except that it focused on the
senior parties’ perspective.

The farms operated by these families
were generally larger than average
because they were supporting two or more
family units. Average total investment
was $787,000 with an average
equity/asset percent of 63. Forty-three of
the farms were dairy with an average of
112 cows per farm. The other three farms
were fruit (primarily apple). Total crop
acres averaged 379 per farm.

The 46 families on these farms includ-
ed 46 senior partners with an average age
of 61 years and 12.6 years of education,
36 senior spouses, 67 junior partners with
an average age of 33 years and 14.3 years
of education, 40 junior spouses and 14
other family members. Some spouses
were not part of the business arrangement.

Keys to Successful
Agreements

Two approaches were used to identify the
keys to successful agreements. The first
was to ask the participants in the survey
for their list of keys. The second was for
the authors to identify keys from the inter-
views and analysis of the data. In general,
the keys identified by the authors were
mentioned by at least one of the parties.
Thus, the discussion that follows focuses
on those keys that were deemed most
important by either approach.

Good Communication. At the top of
the list is good communication. All parties
need to have the capacity to present their
views and feel comfortable in doing so,
and all need to be heard, that is, seriously
34

listened to by the other parties. This
includes the spouses of the partners as
well as the partners themselves. Good
communication can improve the perfor-
mance of the business. However, the main
contribution is to the interpersonal rela-
tionships of the individuals involved in
the business. Discussion of the concerns
of either party can often result in solutions
that are acceptable to both parties. Allow-
ing the concern to fester unattended may
result in a larger problem that will harm
the business and/or the farming-together
relationship.

On one farm the father indicated disap-
pointment with the son’s lack of initiative.
He wished the son would be more aggres-
sive and shoulder more of the responsibil-

At the top of the list is good
communication.

ity of running the farm business. Howev-
er, the son was concerned that “(F)ather
runs the business. He doesn’t give me any
responsibility. He is not interested in let-
ting me do anything except labor.” Clear-
ly, improved communication would
improve this business.

Use Good Consultants. Finding and
making use of good consultants also
ranked high by both parties. Since devel-
opment of farming-together relationships
and transferring the business to the next
generation occurs only once or twice per
generation, most farmers are not expert in
the many facets and alternatives for such
arrangements. Family members may also
be too close to, and emotionally involved
with, the situation to make the best deci-
sions without input from outside advisors.

Management and finance consultants
can help identify the best alternatives for a
family or business and can help isolate
problems and suggest possible solutions.
Accounting or bookkeeping consultants
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can determine the potential feasibility of
alternatives and can document and moni-
tor progress. Legal consultants can put
desires and plans in legal form. Families
that make use of such talent are more like-
ly to succeed.

Most consultants who worked with the
families surveyed did an excellent job.
The biggest problem was the reluctance of
farmers to hire, pay and make use of the
good consultants available to them. All
Consultants are not created equal. One
family had a three-inch-thick partnership
agreement. However, the blanks in the
agreement that had been left for the value
of assets, income distribution and other
Critically important numbers were still
blank four years after the agreement was
Prepared. The family thought they had a
Partnership agreement. But, the consul-
tants had not worked with the family to
develop an agreement. They had only
developed an agreement form.

Openness. Openness, particularly with
Iespect to goals for the business and trans-
fer process was mentioned frequently by
the junior generation and somewhat less
frequently by the senior generation. The
Junior generation was particularly con-
Cerned about agendas or plans that the
Senior generation does not want to, or
inCS not make the effort to, share with
Junior parties. Senior parties sometimes
Wonder whether the junior parties really
Want to continue with the current farm
business.

In most cases, where problems exist,
the problem is one of not knowing the
other parties’ goals or plans, rather than
Suspecting a sinister plan to treat the other
Party poorly. For example, on one farm
the father’s will was very important to the
asset transfer plan. However, the father
rerSGd to disclose exactly what was in his
Will. This created a high level of uncer-

tainty for the son who was staying on the
farm.

Get it in Writing. Both parties, but
Particularly the junior generation, stress
the need to get things in writing. Getting
things in writing forces the parties to

agree on what is to be put in writing. That
is, it makes the parties think about and
agree as to what the arrangement is to be.
It also provides a permanent record of
agreements reached.

One caveat about getting things in writ-
ing is that the things that are written down
can be changed. Any farming-together or
transfer agreement needs to be reviewed
periodically and changed as needed. As
time passes the character of the individual
changes, the business changes, the busi-
ness environment changes and the goals
of the people involved change. To accom-
modate all of that change, the written
agreement may also need to be changed.
A farming-together or transfer agreement
should be treated like a living thing that

Agreements need to be
reviewed periodically and
changed as needed.

must be molded and modified as the needs
and desires of the people involved change.

The families interviewed were asked
what personal expenses are paid by the
business. Their responses were compared
to the business agreement. For 60% of the
farms that provided written agreements,
current practice did not agree with written
document.

Willingness to Compromise. A will-
ingness to compromise was particularly
important to the senior parties but was
mentioned by both. Whenever two parties
are joined in any venture as complex as
farming and one that determines the per-
sonal future of the parties involved, differ-
ences in goals, desires and opinions are sure
to arise. In order for the venture to suc-
ceed, all parties must be prepared to com-
promise their position for the good of all.

Fathers must realize that the younger
generation is joining the business, not
becoming the caretaker of Dad’s business.
The business is not something that father
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built that the son or daughter must main-
tain. It’s something that father started that
is to be nurtured, which may involve
change. The younger generation must
realize that joining the business, that may
someday be theirs, does not immediately
make them owner and manager. They will
have to work at it a while. Also, Dad may
be right!

Have a Successful Business. A suc-
cessful business is important for at least
three reasons. First, there is serious ques-
tion whether the younger generation
should want to get involved in, and even-
tually take over, an unprofitable business.
Iff the business is not profitable, it cannot
be: expected to generate income for the
lifetime of the younger parties. Starting
another career while they are young may
e a better long-run strategy. It may be in
everyone’s best interest to sell the farm,
It the older generation live from the pro-
ceeds and the younger generation inherit
any remainder, rather than stay on the
farm solely to inherit it. Second, if the
younger generation is expected to buy the
business from the senior parties, there
must be enough income for them to live
and pay for the farm, as well as to provide
an income for the senior parties, while the
transfer process is occurring. Third, when
the older generation retires, even if they
retire on the farm, there must be enough
income from the business to pay the
retirement income, the younger genera-
tion’s living expenses and the cost of
replacement labor to do the work formerly
done by the older generation.

This does not mean that unprofitable
businesses cannot be transferred. Several
of the 46 surveyed businesses were basi-
cally unprofitable. However, if such busi-
nesses are transferred, other arrangements
must be made for living expenses and
transfer procedures. Living expenses on
such businesses are often handled by off-
farm income. This usually involves off-
farm income, often earned by one or more
spouses working off the farm. Transfer of
such farms must rely heavily on gifting
and/or inheritance.

A joke that arose out of the 1980s
36

asked the question “What is child abuse
for a farm family?” The answer was
“Leave the farm to the kids”. Obviously,
this implied that all farms were unprof-
itable, which was not even true then and
certainly not now the situation. But it may
almost be appropriate for some unprof-
itable farms where son or daughter will
not be able to make it profitable either.

Seniors Must Give Up Some Control.
The older generation must be willing to
give up part of their control of the busi-
ness. In order for the younger generation
to learn management, the older generation
must let them do some managing. This
means giving up some of their manage-
ment control, at least over parts of the

It may be in everyone’s best
interest to sell the farm.

business. If the younger generation is to
become a true partner in the business, they
must have ownership control of some of
the assets.

This means that some of the assets of
the business must be transferred to (sold
to, given to, bought by) the younger gen-
eration. If the older generation is not
ready to give up control of some of the
business, they are not ready to enter into a
farming-together relationship. In these
cases it may be better for the younger par-
ties to seek employment elsewhere until
the senior generation is ready. If the older
generation is unwilling to transfer owner-
ship of some of the assets to younger par-
ties, a transfer to the next generation can-
not occur.

Some advisors suggest that the younger
generation focus on trying to get father to
give up some function that he does not
like to do or something at which he does
not excel. Although this may not be the
younger generations’ first choice of some-
thing to manage, it may be a good chance to
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obtain experience and demonstrate ability.

Be Equitable to All. Any farming-
together relationship and transfer arrange-
ment must be equitable to all parties. This
refers to the children of the senior genera-
tion who are not part of the farming oper-
ation as well as all of the parties involved
in the farming business. The important
principle for this issue is that equitable
does not necessarily mean equal. The son
or daughter who stays on the farm and ful-
fills the parent’s dream of keeping the
farm in the family or keeping the business
the father has built up over a lifetime, as a
going, profitable business, does not have
to be given equal treatment relative to the
children who leave the farm upon gradua-
tion from high school or college to seek
other careers.

The younger generation who stay on
the farm help maintain and build the farm
assets. These assets should not then be
shared equally among all of the senior
generation’s children. Most non-farm heirs
do not expect to inherit an equal share of
the farm business that they have had little
to do with for years. Those who do, should
have the situation explained at an early
age. Appropriate treatment of non-farm
heirs should be given careful consideration.
_ Some farms are not sufficiently prof-
ltable to allow the younger party to buy
the farm. If the father wants the son or
daughter to get started in farming, he may

ave to treat the farm heirs differently
than the non-farm heirs.

Transfer Gradually. Transfer of the
business should be a gradual process. The
farming-together and transfer process may
take several years or several decades. In
Many cases it is the desire of both parties
for the younger generation to enter the
business, farm with the senior party for a
Dumber of years, gradually take over con-
trol of the business, and then become the
Sole owner of the business when the older
generation retires. This desire can be ful-
filled with a gradual shifting of ownership
and management.

The younger generation will usually try
10 increase ownership of assets as rapidly

as possible until they own a proportional
share of the assets, or at least of the non-
real estate assets. Then the generations
can farm together on an equal ownership
basis until the estate transfer process starts
in anticipation of the senior party’s retire-
ment or death. The appropriate rate of
transfer of the senior generation’s share of
ownership will depend on the magnitude
of assets to transfer, the amount of non-
farm assets, desires of the older generation
and many other factors.

Throughout the entire farming-together
process, the transfer of management may
be occurring. In the early years, the older
parties should be providing the younger
generation with management training
opportunities by giving them responsibili-

Appropriate treatment of
non-farm heirs should be
given careful consideration.

ty for specific management functions. As
the younger generation develops manage-
rial capacities their responsibilities can be
expanded. Management responsibility
does not have to coincide with asset own-
ership. Many non-farm businesses give
management responsibility to employees
who have no ownership interests. The
shift of managerial control can occur
throughout the farming-together relation-
ship and may be largely completed before
final transfer of ownership occurs.

The results are often disappointing
when the process is not gradual. A son
came home from college, father wanted to
get out of farming, so he offered to sell
the whole business to the son. The son
thought this was a great opportunity to be
farming on his own immediately. Howev-
er, the son ended up with 100% debt, and
this farm, like most farms, was not prof-
itable enough to make the payments on
100% debt. The son was never able to get
his business under control with the heavy
debt load.
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Have a Dissolution Plan. One thing
that the normal farming-together process
demonstrates is that every partnership or
other farming-together relationship must
be, and will be, dissolved at some point in
time. Everyone expects that to occur. Fur-
ther, many farming-together relationships
are dissolved for reasons other than trans-
fer of the business. The economic envi-
ronment may change such that continua-
tion is not viable. The parties may decide
they just cannot operate a business togeth-
er. One of the parties may decide they no
longer want to farm. A divorce may cause
dissolution. Thus, every agreement should
have a dissolution plan. The plan should
allow for the expected and the unexpect-
ed. It is usually much easier to agree upon
procedures for withdrawal, asset distribu-
tion and debt allocation at the time the
business is being formed than at the time
of an unexpected dissolution.

Mutual Respect. Mutual respect
among all parties is required. The younger
partner must mature from the teenage
rebellion stage when the parents are
assumed to know nothing and have sus-
pect motives. He or she needs to respect
the older generation’s experience and
desires. On the other hand, the older gen-
eration must treat the younger parties as
business equals and not as children. It is
often difficult for parents to see and treat
their children as adults after spending so
many years working with them as babies,
toddlers and teenagers.

The party most often not treated with
mutual respect is the daughter-in-law.
Senior spouses (mothers) often believe the
daughter-in-law should assume the same
place in the business that the mother
assumed when she became part of the
business a generation ago. However, the
world has changed. Young women are
expected to get the same college or other
training as young men. Women are
encouraged to embark on careers which
will contribute to the now normal two
earner family. Such women who marry
farmers may desire to continue with their
career plans. Further, their greatest contri-
bution to their (the younger parties’) fami-
38

ly may involve them working at an off-
farm job and having relatively little to do
with the farm per se. In cases where the
daughter-in-law does want to be involved
in the business, she will frequently want
to be more directly involved in manage-
ment and decision making than did the
prior generation.

Both the senior partner and senior
spouse need to recognize that the younger
partner’s family normally contains two
different people than does their own fami-
ly. The best decisions for that family may
be different than decisions reached by the
senior generation when faced with similar
problems. The fact that the younger gener-
ation reaches different decisions does not
mean that the daughter-in-law is trying to

Every agreement should have
a dissolution plan.

undermine the business or avoid responsi-
bility for contributing to overall family
success. However, she has every right to
expect her husband, and thus the farm
business, to contribute to their long-term
family welfare.

One element that may cause the
appearance of lack of mutual respect is
family culture. Some families’ culture
involves open, aggressive and thorough
discussion of all issues with no off-limits
questions or issues. Other families
approach issues more subtly, quietly
develop facts and ideas, gradually evolve
towards solutions and decisions and do
not directly confront issues that could
result in serious disagreements or hard
feelings. Both cultures, and all variations
in between, can be successful from both a
family and business perspective. Howev-
er, as is usually the case, the younger part-
ner and both senior parties are from one
culture, the junior spouse can be the odd
person in the group until (s)he adopts to
the new culture. It is easy for the junior
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Spouse to be considered a loud-mouthed
trouble-maker or a devious, behind-the-
Scenes operator, depending on which fam-
ily culture (s)he was brought up in. In
these situations, both families may feel a
lack of mutual respect.

Trust. Individuals who work together
on a regular basis and who’s financial
future depends on unwritten as well as
written agreements with each other must
have trust. The weight placed on trust can,
of course, be reduced by getting all agree-
ments in writing. However, it is impossi-
ble to put everything in writing. All par-
ties must trust that the other parties have
the best interest of the business and a suc-
cessful farming-together relationship at
heart and that they will follow through on
verbal agreements. It, of course, follows
that all parties must also do these things.

Keep it Simple. Failure of many of the
families surveyed to follow complex
Income distribution and asset transfer
agreements reinforces the need to keep it
Simple — that is, keep the transfer agree-
ent simple. The basic ideas and premises
of any agreement should be understood by
all parties. Any detailed calculations must

€ understood by the person responsible
for maintaining the records and that per-
$0n must have a commitment to keep the
Trecords up to date.
he more simple an agreement, the
more likely it is that everyone will under-
Stand and follow it. The other side of that
Statement is that more simple agreements
are more likely to result in income distri-
utions, asset transfers or management
Tesponsibilities that could be called
Inequitable by some standard. Each family
nust consider those potential inequities
and decide whether such inequities are of
concern to them. For example, sharing
Income equally does not reward the senior
generation for having more equity capital
In the business. If no one in the business is
worried about that fact, equal sharing of
Income is a simple rule that may be used.

Many farms with capital accounts,
Wwhere the ownership of each individual
changes each year based on the earnings

of the business and the amount of each
person’s share of the income that was left
in the business, had not kept the accounts
up to date, some for so long that recon-
structing the accounts would be a monu-
mental task. One reason for this was that
the farmers did not understand how the
accounts were calculated, and thus, placed
little priority on being sure the calcula-
tions were made each year.

One simple arrangement said that the
son’s ownership would be that portion of
the farm equal to the son’s years on the
farm divided by the sum of the father and
son’s years on the farm. That is, if the
father had been on the farm 25 years
before the son joined, the son’s ownership
after one year would be 1/(26+1) = 1/27th

The more simple an
agreement, the more likely
it is that everyone

will follow it.

of the farm. After year two he would own
2/29ths of the farm. While this procedure
has the disadvantage that the son’s per-
centage gain declines each year, it is easy
to understand. The same result could be
obtained by agreeing that the younger
generation’s ownership would increase,
say, 2% of the farm or, say, 4% of the cat-
tle and equipment each year. In using
these procedures, care must be exercised
to ensure that the change in ownership is
consistent with the combination of earn-
ings that the younger generation may
leave in the business and the gifting limits
in tax law.

Younger Generation Attend College
and/or Work Off-farm. Many advisors,
as well as the farmers visited, suggest that
the younger generation go to college
and/or work away from the family farm
for a few years before entering the busi-
ness. There are a number of reasons why
this can be a key to success. First, it pro-
vides training and experiences for the
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younger generation which improves their
management ability and gives them a
broader perspective on how farms can be
operated and how management can func-
tion. Farm businesses will have to change
over the lifetime of the younger genera-
tion. Those who have worked on other
farms or on non-farm businesses should
have a wider array of experiences to draw
upon in making the management decisions
necessary to successfully make the
changes necessary.

For the farms studied, the 15 farms
where one or more of the junior partners
had worked off the farm before entering
the business had 1989 labor and manage-
ment incomes per operator of $19,600
compared to $4,700 for the farms where
the junior party returned directly to the
farm from school. Thirty-three of the
farms had at least one junior partner who
attended college. These farms had average
labor and management incomes of
$11,000 compared to $5,400 for all other
farms. In both cases, the apparent success
of the transfer process was higher for
those with off-farm experience or college
training.

Second, a period of separation provides
a break following the younger genera-
tion’s childhood for the older generation
to adjust from the parent-child relation-
ship to an adult-adult or partner-partner
relationship. High school or college grad-
uates would expect to be treated like
adults by others. However, it is often diffi-
cult for the senior generation to make that
switch. A son who returns home after
being successful in some other business is
almost certain to receive the respect of an
adult from his parents.

Third, it provides the junior party a
chance to try something else to be sure
they really want to farm. It does no good
for the senior generation to have the junior
parties stay on the farm but not like it, and
decide after a few years that they want to
do something else. Some of the surveyed
junior parties who were most committed
to the farm had worked off the farm
before joining the business.

Fourth, the senior generation may be
too young to want to give up any control
40

of the business. They may be only 40 or
45 years old, in their prime, and just get-
ting the business underway. Such people
may be willing to share the work but not
the management or control. This can be
particularly important on small farms
where the opportunities to share manage-
ment and control are fewer and the likeli-
hood that the total management responsi-
bilities exceed the senior generation’s
abilities is less.

Work for Wages for a While. Most
families need a period of working together
before management and ownership starts
to transfer and before the final farming-
together agreement is developed. That is,

A period of separation
provides a break following

the younger generation’s
childhood.

the younger generation should first work
for wages for a while. This gives the fami-
lies a chance to see whether they can real-
ly work together before deciding to do it
for an indefinite period of time. A trial
period also gives the younger generation a
chance to see if they really like to farm
full-time. More than one son has returned
to the home farm, entered the business,
insisted on building a new, bigger barn
and then decided he did not really want to
farm after all. The parents are then left
with a large farm and, usually, a large
debt load.

Of course, working for wages cannot
go on forever. In some cases a year or two
may be long enough for everyone to feel
comfortable. In other cases it may take
four or five years. However, periods of
longer than five or six years usually indi-
cate a problem of some type, (i.e., pro-
crastination, son incapable of manage-
ment, lack of family harmony). Those
farms where the junior partner worked for
wages for six years or less, had much
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more successful transfer arrangements
than those where they worked for seven
Years or more.

Competent Junior Generation. In
order for the business to transfer, the
Junior generation must have the compe-
tence to run the business. Unfortunately,
or fortunately, not all sons or daughters
have the same capacities as their parents.
Just because the senior generation is capa-
ble of managing a farm does not necessar-
ily mean that the junior generation will be
able to do so. The junior parties may have
Strengths in other areas. Both parties must
make this assessment. The assessment is
Particularly difficult because the question
1S not whether the junior parties are now
good managers, but whether they will
develop into good managers. It is also not
a question of whether they are responsi-
ble, hard workers, it is a question of
Whether they are managers. In some cases,
the senior parties must realize that a trans-
fer of the business will not work or that
Management capacity must be obtained
from another source.

Give the Younger Generation a
Break. Nearly all of the transfers studied
Involved some sort of financial break for
the younger generation. The break can
take many forms; 1) gifting of assets, 2)
selling the younger generation assets at
Very conservative (less than market value)
prices, 3) allowing the younger generation
to develop assets under very favorable
terms (calling every other heifer calf
Junior partner property), or 4) father work-
Ing for son at zero wage.

_For some businesses, particularly those
With limited profitability, giving the
younger generation a break is absolutely
Necessary. In other cases, it may assist the
Younger generation considerably or just be
8ood business.

Usually, the benefits to the senior gen-
Cration include the knowledge that after
they die less will be paid in estate taxes,
and a conviction that the farm will stay in
the family. However, the senior genera-
tion may also gain monetarily. On more
than one of the study farms, the senior

generation believed that their current net
worth was higher now, even though they
had given the junior parties considerable
assets, than it would have been if they had
kept the assets and the younger generation
had not come home to the family busi-
ness. With the son or daughter home, they
had improved and expanded the business
so that the senior generation’s current
share was larger than the total would have
been otherwise. In these cases, the senior
generation clearly “gained from giving”.
To accomplish this, the business must be
reasonably profitable and the junior gener-
ation must have managerial ability and
ambition.

The success of any business
depends on each generation
knowing more than the prior.

Teach the Junior Generation. The
senior generation must realize that one of
their responsibilities is to teach the junior
generation. Most 18 year olds, or even 25
year olds, do not know how to manage a
farm. They must learn how. The senior
parties must teach them what they know
and provide opportunities, or encourage
them to take opportunities, to learn things
the senior party does not know. The suc-
cess of any business depends on each gen-
eration of managers knowing more than
the prior generation. This process also
involves pointing out the good and the bad
things they do and rewarding them for
doing a good job.

Conclusions
Violation of any one of these keys may
not be fatal to the farming-together rela-
tionship or transfer of the farm business.
However, the higher the proportion of the
keys that are followed or given careful
consideration, the greater the likelihood of
success. ~
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