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ABSTRACT 

Family farms play a vital role in the production of agricultural goods and services 

and continue to be responsible for a vast amount of agricultural production around the 

world.  Most farms in the United States are family owned and managed and are 

responsible for the majority of agricultural production.  This dissertation is comprised of 

three individual studies which utilize a variety of methods to investigate the family farm 

transfer process. 

 A qualitative study utilizing interview methods investigates how farm business 

structure, division of managerial responsibility, and family decision-making processes 

affect the transfer of farming from one generation to the next.  Results indicate that the 

methods by which the younger generation becomes involved in farming as well as family 

dynamics impact farm succession. 

 A quantitative study identifies and measures factors impacting the transfer of 

managerial control in family farm businesses.  The results indicate that operator 

demographics, business planning practices, value of farm assets and inputs, and non-farm 

assets impact the decision to transfer managerial control to a designated successor. 

 Finally, a hypothetical case study incorporating financial planning concepts into 

the farm transfer decision-making process is introduced.  Retirement, estate, and 

succession planning issues are addressed within a question and answer format. 
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CHAPTER I 

INTRODUCTION 

   Family farms have historically played a vital role in the production of 

agricultural goods and services, and continue to be responsible for a vast amount of 

agricultural production around the world.  Approximately 98 percent of U.S. farm 

businesses are family owned and managed.  Additionally, family farms are responsible 

for approximately 82 percent of the total value of agricultural production in the U.S. 

(Hoppe and Banker 2010). 

  The United States Department of Agriculture (USDA) Economic Research 

Service (ERS) defines family farms as “any farm where the majority of the business is 

owned by the operator and individuals related to the operator, by blood or marriage, 

including relatives who do not reside in the operator’s household” (Hoppe and Banker 

2010).  Family farms are classified into several categories which include small, large, and 

very large family farms.   

 Small family farms make up approximately 88 percent of all U.S. farms.  A 

family farm is considered to be small if it has less than $250,000 in annual gross sales.  

Several different types of small family farms can be defined.  Retirement farms are small 

farms in which the principal operator reports being retired, yet still farms to a small 

extent.  Approximately 18.4 percent of total U.S. farms were reported to be retirement 

farms in 2007.  Residential/lifestyle farms are small farms where the principal operator 

reports having a primary occupation other than farming.  In 2007, approximately 45.1 
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percent of total U.S. farms were reported to be residential/lifestyle farms.  Small family 

farms in which the principal operator reports farming as a major occupation can be 

further broken down into two categories.  Low-sales farms have annual gross sales less 

than $100,000 and accounted for approximately 19.8 percent of total U.S. farms in 2007.  

Medium-sales farms have annual gross sales between $100,000 and $249,999 and 

accounted for approximately 5.1 percent of total U.S. farms in 2007.  Retirement farms, 

residential/lifestyle farms, low-sales farming occupation farms, and medium-sales 

farming occupation farms make up approximately 1.6 percent, 4.2 percent, 4 percent, and 

6.6 percent of the total value of U.S. production, respectively (Hoppe and Banker 2010).        

 Large-scale family farms include both large family farms and very large family 

farms.  Large family farms are farms with annual gross sales of $250,000 to $499,999.  

Large family farms accounted for approximately 4.3 percent of all U.S. farms in 2007.  

Additionally, large family farms comprise approximately 12.2 percent of the total value 

of U.S. production.  Very large family farms are characterized as having annual gross 

sales of $500,000 or more.  Very large family farms made up approximately 5 percent of 

total U.S. farms in 2007 and accounted for approximately 53.7 percent of the total value 

of U.S. production (Hoppe and Banker 2010).   

 Nonfamily farms are defined as any farm in which the majority of the business is 

not owned by the operator and individuals related to the operator.  Nonfamily farms 

accounted for approximately 2.4 percent of total U.S. farms in 2007 and contributed 
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approximately 17.7 percent to the total value of U.S. production (Hoppe and Banker 

2010). 

Problem Statement and Objectives 

 The continuity and sustainability of family farms has been an issue of interest to 

researchers (Boehlje and Eisgruber 1972; Boehlje 1973; Fennell 1981; Laband and Lentz 

1983; Gasson 1984; Salamon and Davis-Brown 1988; Keating and Munro 1989; Gasson 

and Errington 1993; Kimhi 1994; Keating and Little 1997; Errington 1998; Pesquin, 

Kimhi, and Kislev 1999; Taylor and Norris 2000; Lobley, Baker, and Whitehead 2010; 

Mishra, El-Osta, and Shaik 2010).  The process by which persons enter into the farming 

profession, how families structure a chain of command in family owned farms, how 

successors to a farming business are selected, and other concerns related to the 

sustainability and continuation of family farms have been studied in a variety of 

disciplines.  Some areas of study which have looked at these questions and more include 

agricultural economics, agricultural education and communication, sociology, and 

business (Boehlje and Eisgruber 1972; Boehlje 1973; Harrison 1975; Barnes and Hershon 

1976; Hedlund and Berkowitz 1979; Fennell 1981; Laband and Lentz 1983; Anderson 

and Rosenblatt 1985; Davis-Brown and Salamon 1987; Keating and Munro 1989; Kimhi 

1994; Keating and Little 1997; Errington 1998; Taylor and Norris 2000; Mishra, El-Osta, 

and Shaik 2010).  Some aspects related to the study of family farm succession that still 

need additional work include analysis of the variety of ways that family farm businesses 

can be structured in order to operate as effectively and efficiently as possible, while 
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providing a foundation by which the next generation can assume managerial and 

ownership control of the business with minimal interruption in operations.  Additionally, 

further study of the factors which impact the transfer of managerial control from the older 

generation to the younger generation are needed.  Finally, investigation into the ways that 

farm families plan for succession of the business while also engaging in financial 

planning for retirement, estate, and other purposes is also necessary. 

 The objectives of this study address these three concerns.  Specifically, the 

objectives of this study are to: 

 1.  Qualitatively examine how families structure farm businesses to accommodate 

 the younger generation joining in the management activities of the business or 

 assist the younger generation in acquiring a separately owned farm business;  

 2.  Quantitatively analyze factors impacting the transfer of managerial control of 

 farm businesses from the older generation to the younger generation;   

 3.  Construct a case study analysis incorporating family farm succession planning 

 with other aspects of personal financial planning in order to investigate how 

 family farm succession planning functions in conjunction with other vital 

 financial planning topics. 

Literature Review 

 One of the biggest challenges that family farm businesses face is the process of 

passing the business on to the next generation.  This process often involves many 

decisions that the family must make together in order to maintain the economic viability 
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of the business.  Issues central to the business transfer decision include deciding who will 

take over the business, how the business will be distributed among potential successors or 

heirs, and when the transfer will take place.   

 A potential problem that many families face is how to distribute the farm business 

to successors or heirs in a way that will maximize the well-being of all family members 

and still allow the farm to produce in a way that is economically feasible.   

Family Farm Business Continuity 

 Laband and Lentz (1983) found family farms can be up to nine times more likely 

to be passed on from one generation to the next than other types of family businesses.  A 

survey conducted by Blau and Duncan (1967) found that approximately 82 percent of 

farmers came from a family in which the father was also a farmer.  Thus, a system of 

“occupational following” appears to occur more often within farm families, as the family 

farm is passed from one generation to the next, than with other types of family 

businesses.  Additionally, sons of farmers were found to more frequently continue 

operation of the farm business rather than rent the land to an outsider or sell the family 

farm outright (Laband and Lentz 1983).   

 As potential successors are receiving formal education, they are also often 

simultaneously beginning to learn business management techniques of the family farm.  

During this time the younger generation is learning both the formal and informal skills 

necessary to run the business, yet the older generation is typically still very involved in 

the business as well.  It is during this time period that the older generation is often 
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shaping the younger generation to take over the business at some point in the future 

(Errington 1998). 

Process of Farm Succession 

 Succession of a family business is often a process that creates significant 

problems (Keating and Munro 1989; Barnes & Hershon 1976).  The method of transfer 

impacts the continued economic viability of the farm (Boehlje 1973).  Specific methods 

by which farmers proceed with the succession process are largely unknown.  This 

includes ways in which the older generation transitions out of the business, how and 

when successors are determined, and how the distribution of the business to the heirs is 

decided upon and instigated (Keating and Munro 1989). 

Factors Affecting the Transfer Decision 

 Social norms within the family play an important role in the transfer decision.  

This includes things such as family communication methods and family decision making 

styles.  Due to multiple generations often working together in the farm business, decision 

making can create stress on family members in addition to the usual decisions that must 

be made within the family unit.  Business continuity and succession planning decisions 

are a common source of stress for farm families (Davis-Brown and Salamon 1987). 

 While virtually all families undergoing an intergenerational transfer of a farm 

business will experience some form of stress during the process, there is a difference 

between stress that can be resolved and stress that creates disruption within the family 

unit.  Hedlund and Berkowitz (1979) found that the decisions surrounding 
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intergenerational transfer of the family farm are significant stressors for farm families.  

Differences in opinions between multiple generations regarding the ownership and 

management practices of the farm can create disruptive stress among family members.  If 

these disruptions are exacerbated, there can be a tremendous negative impact on both the 

relationships between family members as well as the economic feasibility of the farm 

business.   

 The stress of both planning and implementing an intergenerational transfer of a 

farm business or alternatively being forced to arrange for the sale of the farm business 

can prove to be disruptive to family harmony.  Additional stress due to changing roles 

within the family business during the transfer process can also be troublesome to 

families.   

 Sibling rivalry can sometimes be present as a source of stress when undergoing a 

farm transfer.  While some conflicts can be resolved through family communication, 

others are more difficult to resolve in a manner which is acceptable to all family members 

(Hedlund and Berkowitz 1979).   

 Two primary factors found to be important in managing family stress include 

communication and decision-making style.  Communication among family members 

provides a method of mediation for conflict and potential conflict.  In general, the more 

open the communication style within the family, the less stress that occurs and the easier 

it is to address stress that does occur.  Closed communication styles in which family 
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members are not encouraged to share their feelings and opinions openly, tend to result in 

more stress within the family unit (Hedlund and Berkowitz 1979).   

 Additionally, family decision-making style contributes to the family’s ability to 

deal with stress and resolve conflict.  Hedlund and Berkowitz (1979) observed two types 

of decision-making style.  The first was shared decision-making in which all family 

members were encouraged to participate in the decision-making process by sharing their 

thoughts and feelings regarding business decisions.  This type of decision-making style 

tended to be characterized by either less stress or no stress noted within the family.  

Alternatively, an authoritarian decision-making style, in which one family member was 

primarily responsible for decisions, tended to be represented by increased incidence of 

stress within the family.  In situations where an authoritarian decision-maker was in 

charge, other family members were not encouraged to voice their opinions regarding 

important business decisions. 

   The overall health of the economy in general and economic conditions within the 

agricultural sector also factor into the short-run and long-run capability of the farm to 

continue to operate in an economically feasible way.  The economic status of the farm 

itself is a large determinant of how and when a transfer can occur.  If the goal is to 

provide multiple successors with a piece of the business, the farm must be economically 

capable of providing for multiple successors.  Likewise, if the farm is intended to support 

both the younger generation and the older generation simultaneously, it must be in a 

financial position to do so (Gasson and Errington 1993). 



Texas Tech University, Kelly Lange, August 2012 

9 

 

Theories of Farm Transfer 

 Gasson and Errington (1993) consider the intergenerational transfer of family 

farm businesses to be comprised of three phases.  Each phase is distinctive, yet all three 

phases are interrelated.  Inheritance is the transfer of legal ownership of business assets, 

including land.  Succession is the transfer of management control of business assets.  

Retirement occurs when the current manager departs from active management roles or 

labor roles within the business.     

 Succession and retirement have an inverse relationship.  As the younger 

generation takes over managerial roles within the business, the older generation will 

withdraw.  Inheritance, the transfer of ownership of assets, implies that managerial 

control will shift at the same time.  Additionally, these events do not occur at one point in 

time, but rather, are an ongoing process.  The farm transfer process is frequently initiated 

by the older generation which works to establish the younger generation as the upcoming 

manager and owner of the business (Gasson and Errington 1993; Errington 1998). 

 Bennett and Kohl (1982) describe family farm businesses as cyclical events.  

They outline three phases that a family farm business goes through.  The first phase is an 

entry phase by which a person enters into a family farm business, typically by succession 

of the business from the older generation to the younger generation.  The next phase is 

the growth phase where the business continues to expand and ownership and 

management responsibilities have been fully undertaken by the younger generation.  
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Finally, the exit phase consists of the current owner and manager departing from the 

business.  This phase of the cycle can take many forms.   

 The current owner and manager may exit the business entirely in a short time 

period, transferring both the ownership and management to another individual at one 

time.  Alternatively, the business transfer may take place over an extended time period, 

with the ownership and management being transferred in phases rather than all at once.  

Many combinations of these transfer methods can also be used.   

 Keating and Munro (1989) found that when farmers entered the exit phase of the 

cycle, the first change was that farmers decreased the amount of work that the operator 

was responsible for performing.  Reduction in livestock assets and a reduction in 

production involvement followed, along with a reduction in the financial decision-

making.  The final step included a reduction in land holdings and land leases and farm 

equipment.  Additionally, when the farm operator decreased the amount of the 

involvement in the business, he or she was more likely to share decision-making with 

other family members.  Farm operators who expected the farm to be passed on to the 

younger generation tended to pass on management responsibilities earlier than operators 

who did not expect the farm to be passed on.  Farm operators expected to pass the farm 

on often did not simply give their land to their heirs outright, but rather it was expected 

that they implement some type of agreement, such as a buy-sell agreement or lease 

arrangement (Keating and Munro 1989). 
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 Laband and Lentz (1983) considered the intergenerational transfer of human 

capital in family farm businesses.  Human capital is the specific skills and knowledge 

required by a person to succeed in a technical type of occupation.  Human capital can be 

transferred from one generation to another by methods similar to other types of wealth.   

 Human capital required for success in an occupation can be obtained by two 

methods.  Skills can be learned by working in the occupational field itself.  Expertise can 

also be acquired through formal or informal education programs.  In the case of farming, 

often the child receives much of the human capital required to succeed in the agricultural 

occupation long before the skills required for success in another occupation would have 

been acquired.  Due to the nature of agriculture being an extremely hands on profession, 

it is an optimum occupation through which to study the transfer of human capital.   

 Laband (1981) identified two types of agriculture specific human capital.  First, 

farm-general human capital, which encompasses knowledge of the tools and machinery 

required in agricultural production, without regard to a specific parcel of land.  Second, 

farm-specific, or soil-specific, human capital is employed by a farmer for use on a 

specific plot of land which has particular requirements for agricultural inputs in order to 

maximize production.   

 Laband and Lentz (1983) found that “occupational inheritance” in farming was 

primarily due to the transfer of farm-specific human capital which ultimately increased 

the worth of the physical farm assets transferred from one generation to the next.  This 
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suggests that human capital of agricultural knowledge can be transferred from one 

generation to another efficiently. 

Successor Selection 

 A primary reason for having a successor is to ensure the economic viability of the 

farm business.  One or more successors may be dependent on the farm to provide a 

livelihood for their family while the older generation may be dependent on the farm for 

their retirement funding.  Lifestyle is also a major reason for the selection of a successor.  

Certain lifestyles, such as the Yeoman Farmer lifestyle, are extremely important to farm 

families (Salamon and Davis-Brown 1988).  The continuation of the business also 

provides a way of leaving behind a legacy for some individuals.  Often the land which is 

farmed has greater meaning to the family than the business of farming itself.  Strong 

emotional ties to the land provide another reason why the designation of a successor is 

important to many farming families.   

 Previous studies indicate that several different aspects of successor selection have 

been investigated.  Studies have focused on the question of whether a family will select a 

successor, while other studies have investigated situations in which a successor has been 

definitely selected.  Additional studies have focused on situations in which the successor 

has already been selected and is already working on the farm (Harrison 1975; Gasson 

1984; Errington and Tranter 1991).   

 Three factors impacting successor selection include family characteristics, farm 

characteristics, and the economic position of the farm.  Family characteristics include the 
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number of children that the farmer has.  More specifically, the number of male children 

compared to the number of female children may have an impact on the selection of a 

successor, due to many farmers desiring to have a son take over the family farm 

(Errington and Tranter 1991).  When there are multiple sons in a family, the choice of 

successor may become more complicated (Gasson and Errington 1993).   

 When considering farm characteristics, the size of the farm is one of the most 

important considerations.  Because the processes of inheritance, succession, and 

retirement typically take place over time, rather than all at once, the farm must be of an 

adequate size to support two or more families financially (Shucksmith et al. 1989).            

 The general economic environment also has an impact on successor selection.  If 

the economy as a whole is not thriving, this may make the option of taking over the 

family farm unattractive to a potential successor.  Another consideration may be that 

potential successors have better employment or lifestyle opportunities outside the farming 

industry and may opt to not take over the family farm (Fennell 1981). 

Optimal Timing of Farm Transfers 

 Optimal timing is also crucial to transfer success.  If the farm business is intended 

to provide for the retirement of the older generation, then it is important that enough of 

the ownership is retained by the older generation in order to ensure that retirement is 

funded.  However, the older generation must be diligent to not retain too much ownership 

for too long a time, otherwise this may discourage the younger generation from wanting 

to wait to take over the business (Gasson and Errington 1993). 
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 The timing of distribution can occur either while the business owner is still alive, 

as an inter-vivos transfer, or after the business owner has passed way, as a bequest.  

Bequests are typically specified in the decedent’s will.  Factors affecting the timing of a 

transfer include the owner wanting to retain some ownership late into life as a means of 

providing income and concerns over whether children’s marriages will last.  Often, the 

farm owner is reluctant to pass on large shares of the ownership of the farm to the child in 

case the child’s marriage ends in divorce and the son-in-law or daughter-in-law then has 

some legal right to a portion of the farm after the marriage is dissolved (Gasson and 

Errington 1993). 

 Family farm businesses are complex organizations, in which the needs of family 

members as well as business needs must be addressed.  The following chapters delve 

deeper into specific topics related to the farm transfer process.  Chapter II considers farm 

structure, managerial responsibilities, and decision-making processes during the farm 

transition period.  Chapter III determines the impact of various factors on the decision to 

transfer managerial responsibility to a selected farm successor.  Finally, Chapter IV 

examines how succession planning and personal financial planning are interrelated.   
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CHAPTER II 

FARM SUCCESSION IN TEXAS:  A QUALITATIVE APPROACH 

Abstract 

 Family farm succession methods vary considerably due to individual family 

dynamics.  This study uses qualitative research methods to investigate how farm business 

structure, division of managerial responsibility, and family decision-making processes 

affect how farming is transferred from one generation to the next.  Interview methods are 

employed to investigate succession methods in the northern and southern high plains of 

Texas.  Results indicate that succession methods vary extensively across individual 

families.  The methods by which the younger generation becomes involved in farming as 

well as family dynamics are found to greatly impact farm succession. 

Introduction 

   The majority of agricultural production enterprises in the United States are 

family owned and operated businesses.  Approximately 98 percent of United States farm 

businesses are family operations (Hoppe and Banker 2010).  A primary concern for many 

farm families is maintaining the family farm business for multiple generations.  Family 

farm businesses can be passed from one generation to the next much like other types of 

family businesses.  Although the process appears simple in theory, in practice the 

procedures and steps necessary to ensure a successful transition can be anything but 

simple.  Each family undergoing a farm business transfer is going to encounter unique 
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issues, problems, and concerns.  Thus, virtually all farm families go through an 

individualized process when planning for the transfer of the family farm.   

 Due to the highly distinct nature of family farm transfers, it can be difficult to 

analyze individual family dynamics of the transfer process through typical quantitative 

measurement techniques.  A better method for investigating the inner workings of the 

family farm transfer process is to approach the research question qualitatively, due to 

progressive and evolving relationships between family members.  Rather than attempting 

to measure and quantify complex social issues between family members, a qualitative 

research approach offers the ability to see inside the family unit and analyze individual 

family concerns and issues.  Specifically, this study will use interview methods to 

examine family farm transfer issues in farm families either planning to undergo or 

involved in the farm transfer process. 

Problem Statement and Objectives 

 There are many different methods by which families can assist the younger 

generation during their entry into farming.  In some cases, members of the younger 

generation may join as partners into the parent’s farming operation.  Alternatively, the 

younger generation may acquire its own farming operation, yet work out an agreement to 

share machinery and equipment with the parents.  Regardless of how the younger 

generation enters into the farming profession, the decisions made during the younger 

generation’s entry process can have tremendous impacts on the economic viability of the 

farm business.  Due to each family’s unique circumstances, what works for one family 
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may not work for another.  When determining by which means the younger generation 

should enter farming, the ultimate goals are to maintain the economic viability of the 

farm business while maximizing family welfare. 

 Families can have different motives for how and why the younger generation 

participates in a family farming business.  In some cases, it may be to help the younger 

generation get a “foot in the door” in farming.  The successor(s) may work with the older 

generation temporarily in order to gain experience before embarking on his or her own 

farm business venture.    In other instances, the parents may wish to have some assistance 

with their farm business so the successor(s) assumes portions of the management duties.  

In this situation, it is often the intention of the older generation to prepare the younger 

generation for taking over the farming business someday.  Other motives exist for why 

families encourage the younger generation to enter into farming, with countless variations 

depending on individual family needs and desires.   

 Insight into why families prefer a certain entry method when bringing the younger 

generation into farming has not been thoroughly explored in the agricultural economics 

literature.  The primary objective of this study is to provide insight into the motives 

behind the methods in which members of the younger generation enter into the farming 

profession.  The specific objectives include: 
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 1.  Gain insight into the legal business structures that farm families use to 

 maximize the efficiency and effectiveness of their farming businesses; 

 2.  Examine the managerial roles that both the older generation and younger 

 generation assume on their farming businesses and investigate the process through 

 which the younger generation takes over management activities; 

 3.  Investigate the decision-making process that farm families go through when 

 determining how members of the younger generation should enter into farming. 

Literature Review 

 Family farming is a specialized form of family business.  As with other types of 

family businesses, farm families engaged in a farm business must address not only the 

business aspects of running the farm, but must also ensure that familial needs are taken 

care of as well.  However, farm families also face some unique issues when structuring 

and managing the business as well as planning for the future of the business.      

 Farming is a unique family business sector in that family farms are much more 

likely to be passed on to another generation.  Research has found the likelihood of family 

farms being passed on to the next generation to be up to nine times greater than other 

types of family businesses (Laband and Lentz 1983).  In many instances, a family farm 

will have been in the family for several generations and it is often assumed that the farm 

will continue to remain in the same family’s possession for an indefinite amount of time. 

   Multiple research disciplines have examined various questions related to the 

issue of family farm succession.  Some areas of study which have investigated family 
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farm succession include agricultural economics, agricultural education and 

communication, family business management, sociology, psychology, and financial 

planning.   

Family Farm Business Transfers 

 Succession transition methods for family farms often mirror those of any other 

type of family business, although farms are unique in their problems associated with 

entry and exit of generations.  Boehlje (1973) identified five unique characteristics of 

farms that contribute to these problems.  First, farm businesses have traditionally tried to 

take advantage of economies of size as well as utilize technologies which require large 

capital investments.  This has caused the entry and exit processes to become increasingly 

difficult as well as more expensive.  Second, assets and equipment are difficult to sell 

quickly and convert into cash, but when they are liquidated it is usually at a low salvage 

value instead of the productive value of the asset.  Knowledge of this problem in advance 

provides a good incentive for entry/exit planning in coordination with estate planning.  A 

third unique characteristic of farms is that the ownership, management, and finances of 

the farm and its assets are often solely managed by the farmer.  If a succession plan is not 

formulated or in the works by the time the farmer decides to retire or dies, the farm 

business can fail.  Fourth, the average age of farmers is increasing.  Thus, in the near 

future, more farmers will cease working on the farm, accentuating the need for some kind 

of entry/exit strategy in order to ensure continuity of the farm’s operations by the 

incoming generation.  Finally, a fifth characteristic of farms that contributes to entry/exit 
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problems is that most farm families have a unique family value system.  Farming is not 

simply a business or way of making money.  Rather, it is a special way of life for these 

families.  In order to preserve that way of life, most farm families would rather see the 

farm and its assets, especially land, passed on from one generation to the next and remain 

within the family indefinitely, rather than be sold to an outside entity. 

   Gasson and Errington (1993) examined the process by which family farms are 

transferred from one generation to the next.  Three phases of the intergenerational 

transfer process were identified.  These phases include succession, retirement, and 

inheritance.  While each phase is distinct, all three phases are interrelated as well.  

Succession is defined as the process by which the managerial control of the farm business 

assets is transferred to the next generation.  Retirement is the phase in which the current 

manager, typically a member of the older generation, relinquishes managerial control to 

the younger generation.  Finally, inheritance is the process by which the legal ownership 

of farm business assets, including land, is transferred to the younger generation.  

 Progression through each phase typically occurs gradually, rather than each phase 

occurring at a specific point in time.  The succession and retirement phases are inverse.  

As the younger generation assumes more managerial responsibility, the older generation 

is giving up managerial responsibility.  When the ownership of business assets is 

transferred during the inheritance phase, succession occurs concurrently.  This is because 

a proportional amount of managerial responsibility corresponding to the amount of 
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ownership in the farm business assets transferred is implied (Gasson and Errington 1993; 

Errington 1998). 

 Various methods exist by which to transfer managerial responsibility in farm 

businesses.  Gasson and Errington (1993) distinguish four patterns.  These patterns 

consist of Stand-By Holding, Separate Enterprise, Farmer’s Boy, and Partnership. 

 A Stand-By Holding occurs when the older generation provides the younger 

generation with a separate farm.  The younger generation then works on the separate farm 

in order to learn the skills necessary to succeed at farming.  By utilizing a Stand-By 

Holding, the older generation’s farm business is not required to support two generations 

concurrently.  Thus, the younger generation is capable of building up the separate 

business in order to establish financial independence from the older generation.  As the 

older generation progresses through the retirement phase, the younger generation may 

begin to take over portions of the older generation’s business.  Alternatively, the older 

generation and younger generation may exchange farms, with the younger generation 

assuming managerial responsibility of the larger operation and the older generation 

taking over the smaller operation.   

 The Separate Enterprise pattern is characterized by a farm business which is 

sufficiently large to support two generations at the same time.  The older generation 

maintains managerial responsibility for the operation’s primary economic enterprises, 

while the younger generation assumes managerial responsibilities for other separate 

enterprises.  Thus, the older generation receives income from the primary business 
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enterprises, and the younger generation is able to gain knowledge and skills while earning 

income from the Separate Enterprise. 

 The Farmer’s Boy pattern occurs when the younger generation works for the older 

generation, but participates in very little to no management activities.  The younger 

generation is simply employed as hired labor in this instance.  The younger generation 

may work for the older generation in this fashion for many years.  However, because the 

younger generation has no direct involvement in the managerial decision-making, when 

the farm business ownership is transferred via inheritance, the younger generation often 

lacks many important decision-making skills. 

 Partnerships can be arranged in conjunction with other succession patterns.  

Families which already have Stand-By Holding or Separate Enterprise arrangements may 

also form partnerships between the generations.  Partnerships can be both formal and 

informal agreements.  Legal partnership agreements are frequently utilized during the 

succession process. 

 Many variations of these four succession patterns are used.  Current economic 

business conditions during the succession period often dictate which succession patterns 

are employed and patterns may change to accommodate a changing economic 

environment (Gasson and Errington 1993; Errington 1998; Blanc and Perrier-Cornet 

1992). 

 Errington (1998) identified various stages of managerial transfer that the younger 

and older generations pass through during the succession process.  This is known as the 
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succession ladder.  The first step of the succession ladder consists of tactical decision-

making that is shared by both generations.  These decisions concern the day-to-day and 

short-term planning activities of the farm business.  The second step of the succession 

ladder involves strategic planning decisions.  Strategic planning decisions consist of long-

term planning and goals associated with the farm business.  Farm business personnel 

management decisions form the third step of the succession ladder.  The fourth step of the 

succession ladder includes financial management decisions.  Financial management 

consists of sales and marketing decisions as well as financing and loan negotiation.  

Finally, the fifth step of the succession ladder encompasses the authority of paying bills.  

Often referred to as the “control of the purse strings” (Errington 1998), this final step in 

the succession ladder is often the last decision-making responsibility handed over to the 

successor.  Additionally, this authority may be handed over to the younger generation 

well after all other business management decisions have been passed down.  This could 

be due to the fact that as long as the older generation feels that they have control over the 

farm business checkbook, then they still have a significant role in the business. 

 Family farm succession that occurs abruptly without sufficient planning can lead 

to serious consequences regarding farm production and yield due to certain tasks which 

must be performed regularly.  A disruption in the routine required to maintain an 

agricultural farm may have a devastating effect on the yield produced.  A well timed 

transfer of management power and ownership can promote and preserve family 

relationships as well as contribute to financial security for both the parents and the 
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younger incoming generation (Kimhi 1994).  Kimhi (1994) found that the timing of farm 

transfers from the parents to the younger generation was ultimately determined by the 

parents in an effort to maximize welfare of family members.  Yet, Anderson and 

Rosenblatt (1985) found that many farm families do not participate in formal succession 

planning or discuss succession planning or retirement planning with their children.  In 

many cases, farm families believe that succession will “fall into place” when the time 

comes (Keating and Little 1997). 

Equality versus Justice in Farm Transfers 

 The decision of how to best distribute the farm business among successors or 

heirs is one that must be approached carefully.  Often the transfer decision is discussed in 

terms of what is fair or not.  However, a problem is encountered when using the term 

“fair”.  Fairness is ambiguous and does not mean the same thing to every person.  

Different family members may have different perceptions of fairness.  One family 

member may believe that equal distributions of the family farm business are fair, while 

another family member may feel that equitable distributions, based on contributions to 

the farm business, are fair.  Different perceptions of “fairness” have been associated with 

family conflict when determining optimal family farm distribution strategies.  Because of 

these perception differences, the concept of “fair” is not useful for identifying optimal 

distribution strategies (Taylor and Norris 2000).  A better term that can be used is “just” 

or “justice”.  Philosophically defined, “justice” means that one gets what one deserves 

(Schurter and Wilson 2009).   



Texas Tech University, Kelly Lange, August 2012 

25 

 

 The question of farm business distribution often becomes one of deciding whether 

to divide the business equally or justly among successors or heirs.  Equal division occurs 

when all successors or heirs receive an approximately equal share of the farm business.  

Justice in this situation means that the farm business distribution is decided based on how 

much work each potential successor or heir has put into the business.  Thus, in a just 

distribution, one child who has spent many years working on the farm should receive a 

proportionally larger share of the business than a sibling who has not been to the farm in 

many years. 

 When planning a farm transfer, the primary decisions that the older generation 

must make include determining which successors should receive a stake in the business 

and how to divide ownership and management responsibilities among successors in an 

optimal way (Gasson and Errington 1993).   

 Some parents may feel that the most “fair” way to distribute the business is to 

provide each heir with an equal piece.  However, distributing farm assets in this way may 

ultimately have a detrimental effect on the production capabilities of the farm.  In 

contrast, when one heir receives a proportionally larger share of the business, he or she 

may also receive a proportionally larger share of outstanding debts which may be 

difficult to repay by oneself.  This type of transfer may also create debts in which one 

family member is then responsible for repaying other family members.  These situations 

can prove unfavorable for the future economic success of the business (Gasson and 

Errington 1993; Salamon and Davis-Brown 1988).   
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 Taylor and Norris (2000) conducted surveys of siblings, one being the farm 

successor and one off-farm sibling.  This study investigated how perceptions of justice, or 

fairness, among farm successors impacted the success of the family farm succession 

transition. 

 The results of this study indicated that when a farm family business is distributed 

equally among all heirs, this represents a distribution based on equality.  There are 

alternate methods of business distribution, as well.  An equitable distribution of the farm 

business among the heirs is characterized as one in which the portions allocated to each 

heir are based on contributions to the business made by that individual.  Thus, the 

distribution is based upon one’s equity in the business (Taylor and Norris 2000).  Another 

alternative could be distributions made based on the amount of wealth that each 

individual possesses.  Thus, heirs that have less accumulated wealth receive a larger 

portion of the farm business, while heirs that have more accumulated wealth receive a 

smaller piece.  This distribution method is seen as a way to equalize the heirs based on 

their approximate accumulated wealth. 

 Taylor and Norris (2000) introduced a justice motive model of transfer.  This 

model considers perceptions of fairness determined by four “rules of fairness”.  These 

rules include the distribution of the farm business determined by who needs the most in 

order to be brought up to the level of the other heirs, division of assets equally among all 

family members (equality), division of assets determined by the amount of effort put into 

the business (equity), and the family member who dominates the others and “wins” the 
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most from the farm business distribution.  The closeness one family member feels to 

another is often an indicator of which “rule of fairness” is selected by multiple family 

members as being used in their family. 

 The findings from Taylor and Norris (2000) include the result that greater conflict 

between siblings during farm transitions is noted when siblings tend to select different 

“rules of fairness”.  Another finding was that improved family communication tended to 

provide a mediation factor during times of conflict in family farm succession.  Poor 

family communication was often noted when families indicated that the family farm 

business did not remain within the family after a transition.  One unusual finding was that 

although siblings might agree on a particular “rule of fairness”, they did not necessarily 

agree that the farm transfer method was fair.  A possible explanation for this dichotomy 

was that there was perhaps a difference between what siblings perceived as their family’s 

“rule of fairness” in general and the fairness rule applied during the actual farm transfer.  

Additionally, there is a possibility that the parents deciding the distribution of the farm 

business were using a different “rule of fairness” than their children were.  Thus, the 

parents distributed the farm in a method they deemed as fair, yet the children did not 

perceive the division to be fair at all.  This unusual finding suggests that a greater depth 

of research in this area is necessary (Taylor and Norris 2000). 

 Overall, this research suggests that while the determination of equal or equitable 

distributions of family farm business are indeed important, communication among family 

members in order to determine the underlying family beliefs concerning what is fair is an 
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important first step to determining whether the business distribution should be either 

equal or equitable (Taylor and Norris 2000).  

Transfer of the Occupation of Farming  

 In addition to the high proportion of family farms transferred from one generation 

to another, the transfer of the occupation of farming can also be considered as a form of 

succession (Lobley, Baker, and Whitehead 2010).  Studies have found that farmers are as 

much as five times more likely to have come from a farming family than children whose 

families owned and operated other types of family businesses (Blau and Duncan 1967; 

Laband and Lentz 1983; Keating and Munro 1989).  Laband and Lentz (1983) found that 

farmers often followed a pattern of “Occupational Inheritance” in which individuals 

assumed the same occupational role as that of their fathers.  Incidence of “Occupational 

Inheritance” was found to be particularly high among farmers and other self-employed 

proprietors (Laband and Lentz 1983).   

Introduction to Qualitative Research 

 Diverse varieties of research questions often require equally diverse methods of 

analysis.  While the majority of research in agricultural economics is of a quantitative 

nature, some research questions are better approached through qualitative analysis.  Just 

(2001) advocated the use of research methods other than quantitative approaches.  

Interest in using qualitative analyses in agricultural economics and agribusiness research 

has been increasing in recent years (Bitsch 2000; Bitsch 2005; Sterns, Schweikhardt, and 

Peterson 1998; Uchiyama et al. 2008; Westgren and Zering 1998). 
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 Family farm succession can be studied in an ethnographic manner.  Ethnography 

is a qualitative research technique which allows for the intensive study of cultural 

specifics related to a particular subset of the population (LeCompte and Schensul 1999).  

Interviewing is a technique that is very useful for conducting ethnographic research.  

Several options are available for analyzing qualitative data collected through interviewing 

techniques.   

 In some cases, raw data from interview transcripts can be interpreted 

mathematically using basic statistical techniques (LeCompte and Schensul 1999).  In this 

study, data gathered from interviews, such as the number of generations that a family has 

been involved in farming, or the number of children that are participating in the farm 

business, can be analyzed as numerical data.  However, other data gathered through the 

interview process does not allow for statistical interpretation.  Rather, this data, in the 

form of quotations and excerpts from in-depth interviews, is more personal to the 

researcher in ways that numerical data is not, because the researcher is directly involved 

with the study and the study subjects (Brewer 2000).   

 The researcher desires to bring order to the data during the analysis and thus, 

analysis often requires several steps (Brewer 2000).  LeCompte and Schensul (1999) 

classify these steps as Item Level, Pattern Level, and Structural Level.  In the Item Level, 

the researcher compares and contrasts information from each interview.  Data collected 

during interviews is “coded” or cataloged into a specific category.  Once the raw data is 

coded, information from one interview that is similar to information from another 
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interview is “filed” together to allow for more in-depth analysis at a later stage.  Themes, 

words, or gestures that occur during the interview process can be identified and defined 

to assist in grouping similar data during the Pattern Level (Brewer 2000).  Some key 

areas that the researcher should pay particular attention to include words or gestures by 

the interviewee and themes that arise during the interview (Berelson 1952; Powell and 

Amsbary 2006).  For instance, the number of times that family members refer to 

communication as being important to the farm succession process could be interpreted as 

a theme that arises during the interview process.  Additionally, the researcher should be 

on the lookout for “unspoken” ideas.  This would include non-verbal gestures that may be 

made by the interviewee to indicate feelings about a particular subject that may not be 

fully or accurately expressed through words (Krueger 1998; Powell and Amsbary 2006).  

For example, when discussing whether any succession planning has taken place, a 

member of the older generation may shrug when answering the question.  This non-

verbal gesture could indicate that he or she believes that succession planning is not 

immediately imperative for the continued success of the farm business, even though 

verbal communication may indicate the opposite.   

 The content of the interview transcripts is analyzed during the Item Level to 

determine the important people, events, and behaviors which impact the overall research 

question concerning how members of the younger generation become involved in a 

farming business (LeCompte and Schensul 1999; Brewer 2000).  Glaser and Strauss 

(1967) deemed this stage to be a time of “constant comparison” (Glaser and Strauss 
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1967).  It is at this point that information can be operationalized, or defined, in a way that 

makes it easier to categorize similar data that may emerge as the research process 

continues.     

 In the Pattern Level, clusters of words or themes that are similar will 

communicate a pattern of behavior which can become predictable or associated with a 

particular and consistent outcome (LeCompte and Schensul 1999).  At this point, patterns 

which explain the data emerge and negative cases, patterns which operate contrary to 

other patterns identified, are examined in order to determine why these data do not fit into 

any other similar patterns (Brewer 2000).     

 Finally, at the Structural Level, the previously identified patterns are assembled to 

complete the overall picture of the phenomenon of interest to the researcher.  Also at this 

point, the researcher forms an interpretation and attaches meaning to the data (Brewer 

2000).  The continual analysis of the interview data collected can provide a stepping 

stone to the creation of more quantitative research instruments, such as surveys, that 

allow for additional in-depth quantitative analysis of specific attributes of interest 

identified from the interviews (LeCompte and Schensul 1999). 

 Computer programs which assist with the management and interpretation of 

qualitative research data have been increasing in popularity (Brewer 2000).  Some 

computer programs can be used to identify the number of times that a particular word or 

theme is mentioned by the interviewee, which can help the researcher define concepts 

and identify specific patterns among data from multiple interviews.  Other more 



Texas Tech University, Kelly Lange, August 2012 

32 

 

sophisticated software can be used to assist with theory generation and testing (Brewer 

2000). 

Conceptual Framework 

 Many factors influence the economic viability of family farm businesses 

undergoing a transfer of management responsibilities or ownership to the younger 

generation.  A transfer of farm business management responsibilities often, although not 

always, precedes a transfer of farm ownership.  Methods by which the younger 

generation returns to participate in the management responsibilities of a farming business 

can vary tremendously.   

 In some cases, the younger generation may return to participate in the family 

farming business temporarily in preparation for establishing their own farming business 

separate from the older generation’s farming business.  Similarly, the younger generation 

may already own a farming business, but continue to provide assistance on the older 

generation’s operation when it is needed.  In cases such as this, it is not unusual to see the 

generations structuring some type of lease agreement for equipment and other assets so 

that both farm businesses can benefit from the same equipment.  In other cases, the farm 

business may be legally restructured in order to accommodate the younger generation 

entering the business.  When this occurs, a business which was managed as a sole 

proprietorship may be restructured as a legal partnership or family corporation.  The 

decision to alter the legal structure of the business is usually impacted in part by taking 

tax implications and future economic profitability possibilities into consideration.   In 
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other instances, the younger generation may enter into the family farming business 

simply as a hired worker. 

 For the purposes of this study “succession” will refer to the transfer of managerial 

responsibility of the farm business assets (Gasson and Errington 1993) or the younger 

generation establishing an occupation in farming on a farm separate from the older 

generation’s farm business.  Inheritance, as defined by Gasson and Errington (1993), is 

the transfer of ownership interests in the family farming business.  Although this study 

does not explicitly look at issues related to inheritance, the concepts of succession and 

inheritance do work in tandem in certain situations.  With inheritance, succession is 

implied, as the control of the management of farm assets accompanies the ownership 

control of those assets.   

 Examination of the motivations for why the younger generation is incorporated 

into the management activities of the family farm business or undertakes its own farming 

business requires assessment of several factors.  An important consideration is the length 

of time that the family has been involved in the business of farming.  Farms that have 

been owned by the same family for multiple generations may be expected to continue 

being passed down from generation to generation.  Similarly, families which have been 

involved in farming businesses for several generations may be more likely to have 

members of the younger generation enter into the occupation of farming. 

 The age of the principal operator and the length of time that the principal operator 

has been active in a farm business can significantly impact the decision of when the 
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younger generation chooses to enter into farming.  In farming businesses in which the 

successor(s) comes back to work with the older generation, the principal operator 

typically is a member of the older generation.  However, young successors to the 

occupation of farming may have their own farm businesses in which they are the 

principal operator.   

 The number of potential successors is also a major factor in the decision for the 

younger generation to join a family farming business or start its own farming business.  

In cases where there are multiple potential successors, the principal operator must 

determine how to best allocate managerial responsibilities between each member of the 

younger generation.  There may be instances where there are multiple members of the 

younger generation, yet all members do not wish to participate in the management 

activities of the business.  Those who do not wish to participate in the farm management 

activities may want to be compensated in other ways to feel as though they received 

“equal” treatment in comparison to those who are participating in the business.  Another 

situation which can occur is when multiple members of the younger generation wish to 

become business partners in a farm separate from the older generation’s farming 

operation. 

 It is important to examine how the legal business structure may have changed in 

order to most efficiently and effectively accommodate the younger generation joining the 

family farming business.  Likewise, the legal structure of the younger generation’s own 

farm can significantly impact how financing is obtained for both business startup as well 
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as continuing production activities.  Various legal structures have potential advantages 

and disadvantages that must be assessed in order to determine which is most 

economically feasible.   

 In situations where members of the younger generation come back to work in the 

older generation’s farm business, comparison of management activities before and after 

the inclusion of the younger generation is vital.  It is important to determine how much 

managerial responsibility that the younger generation has assumed and in what areas of 

the business.  Insight into why the younger generation has assumed those particular 

responsibilities is also essential.  Farm businesses started by multiple members of the 

younger generation should be assessed to determine why management activities were 

delegated between the business partners as they were. 

 Finally, evaluation of family involvement in the decision for the younger 

generation to come back into farming is needed.  This includes determination of how 

much other members of the younger generation were involved in the decision-making 

process, even though they themselves might not have actually become involved in the 

business.  The key elements of determining the motives behind how members of the 

younger generation started farming businesses or were included in the family farming 

business are summarized in Figure 2.1. 
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Figure 2.1.  Factors Affecting Farm Succession Decisions 
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Methods and Procedures 

 Qualitative research methods were utilized in this study.  Specifically, interviews 

were conducted with seven families whose farm businesses were located in the northern 

and southern high plains of Texas.  The interview method allowed for detailed analysis of 

the similarities and differences among the study sample.  Family farm businesses which 

initially appeared very similar in business structure were found to have significantly 

divergent methods by which successors were incorporated into the management activities 

of the business or obtained their own farming operations.   

 Potential interviewees for the study sample were identified via contacts within the 

local agricultural industry.  These candidates were then contacted by telephone to inquire 

about their willingness to participate in the study.  An interview time was scheduled with 

families willing to participate.  Interviews were conducted in person at a location 

convenient for the interviewees, generally either the interviewees’ farm or home.   

 Interviews were conducted with families operating farms in three counties in 

Texas, Oldham County, Floyd County, and Lubbock County.  Location of the counties in 

which interviewees’ farming businesses were based is shown in Figure 2.2.  The 

interviews conducted were semi-structured, in which the interviewees were asked open-

ended questions regarding farm structure, farm management activities, changes to farm 

management activities upon the successor(s) joining the farm business or responsibilities 

the successor(s) had taken over upon beginning operation of their own farming business, 

and the family decision-making process when determining how the successor(s) should 
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enter into the farming business or how to assist the successor(s) in acquiring their own 

farm business.  Interviews lasted from 30 minutes to 45 minutes in length and members 

of both the older and younger generation participated.    

 Interviews were tape recorded to allow for improved transcription into written 

notes.  Field notes were also taken during the interviews.  Tape recorded interviews were 

transcribed into written notes after the interviews were completed to allow for 

comparison of similarities and differences among the family farm businesses studied.  

Qualitative research software was utilized in order to code and identify major themes 

which were discussed during interviews. 

 

Figure 2.2.  Study Area 
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Results 

 The analysis revealed six major categories of topics discussed during interviews.  

These six categories included discussion regarding farm business legal structure and 

operator demographics, farm business management, family decision-making processes, 

the younger generation’s involvement in farming, farm business transfer and distribution, 

and other topics.  The six major categories were further subdivided into 47 themes which 

were discussed by the farm families interviewed.  Examples of themes include discussion 

regarding the number of generations that a family had been involved in farming, 

management transfer from one generation to the next, and the younger generation’s 

decision to farm as a career.  The frequency of themes discussed in interviews was also 

recorded.  For simplicity, interview themes were assigned a number from 1 through 47.  

The six discussion topic categories, 47 themes, theme numbers, and frequency of theme 

discussion for all interviews are summarized in Table 2.1. 

 An expert judgment panel was assembled in order to review the quality and 

relevance of interview categories and themes.  Expert judgment panels are used to 

provide feedback to the researcher in regard to whether categorizations and 

classifications are in alignment with the intention of the study (Bass and Avolio 1997; 

Davis 2008; Ferber 1974).  The three person judgment panel assembled concluded that 

the major categories and themes identified in interviews were accurately represented in 

the results. 
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Table 2.1.  Frequency of Interview Themes – All Interviews 
Theme # Noted Theme  Frequency 

FARM BUSINESS LEGAL STRUCTURE AND OPERATOR DEMOGRAPHICS   

1 Farm business legal structure 32 

2 Family operated multiple farm businesses with different legal structures 3 

3 Farm business legal structure changed to simplify farm transfer process 2 

4 Farm business principal operator 15 

5 Family members involved in farming 27 

6 Number of generations family had farmed 13 

7 Generations farmed separate businesses but assisted each other as needed 37 

FARM BUSINESS MANAGEMENT   

8 OG and YG shared farm equipment 21 

9 Equipment acquisition by each generation 15 

10 Management transfer from one generation to the next 36 

11 YG provided additional perspective and assessment for farm business 7 

12 Management transfer due to individual strengths  7 

13 Individual(s) responsible for management decisions 60 

14 OG retained responsibility for marketing and/or  financial management 3 

15 YG allowed to make financial decisions for farm business 2 

16 OG trusted YG farm management decisions 16 

17 Hired labor did not participate in management 8 

18 Importance of communication between generations 14 

19 Importance of continued farm growth 2 

20 Obtainment and utilization of financing 10 

21 Each generation responsible for financing own farm business 15 

22 YG discussed financial decisions for own farm with OG 5 

23 Problems due to OG owners not involved in management trying to manage 1 

FAMILY DECISION-MAKING PROCESSES   

24 Some YG siblings not involved/did not plan to become involved in farm 9 

25 YG siblings not involved had no input/did not object to others decision to farm 16 

26 Other family members not involved in farm had input in others decision to farm 1 

Note:  YG = Younger Generation; OG = Older Generation 
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Table 2.1.  Continued.  Frequency of Interview Themes – All Interviews 
Theme # Noted Theme  Frequency 

YOUNGER GENERATION INVOLVEMENT IN FARMING   

27 YG decision to farm as a career 39 

28 YG joined as partner/shareholder in OG farm business 3 

29 YG started own farm after working temporarily as hired labor for OG 17 

30 YG operated own farm business 35 

31 YG began own farm so OG farm was not financially compromised 6 

32 YG rented/tenant farmed land for own farm 14 

33 YG manages part of OG farm 2 

34 YG owned land for own farm business 2 

35 YG worked for salary in OG farm business 3 

36 OG owned land rented/tenant farmed by YG 4 

37 YG more comfortable with new technology 6 

FARM BUSINESS TRANSFER AND DISTRIBUTION   

38 OG intended to distribute farm business to YG equally 19 

39 OG distributed farm business to YG based on YG contribution to farm 5 

40 YG owned farm business split equally among siblings 1 

41 Topic of farm transfer sensitive; family would not discuss prior bad experiences 2 

42 OG will not discuss/plan for farm transfer 2 

43 YG thinks OG should discuss/plan for farm transfer 4 

OTHER   

44 OG retirement considerations 6 

45 OG is phasing out of farming somewhat 9 

46 YG does not think OG will ever completely retire from farming 6 

47 Family believed that family farm dynamics were unique to geographic area 4 

Note:  YG = Younger Generation; OG = Older Generation 

 

Discussion topic categories, interview themes, theme numbers, and frequency of theme 

discussion for individual interviews are summarized in Tables 2.2 through 2.8. 
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Table 2.2.  Frequency of Interview Themes – Interview 1 
Theme # Noted Theme  Frequency 

FARM BUSINESS LEGAL STRUCTURE AND OPERATOR DEMOGRAPHICS   

1 Farm business legal structure 8 

4 Farm business principal operator 3 

5 Family members involved in farming 9 

6 Number of generations family had farmed 1 

7 Generations farmed separate businesses but assisted each other as needed 4 

FARM BUSINESS MANAGEMENT   

8 OG and YG shared farm equipment 2 

9 Equipment acquisition by each generation 5 

10 Management transfer from one generation to the next 5 

13 Individual(s) responsible for management decisions 14 

18 Importance of communication between generations 2 

20 Obtainment and utilization of financing 5 

21 Each generation responsible for financing own farm business 2 

22 YG  discussed financial decisions for own farm with OG 2 

FAMILY DECISION-MAKING PROCESSES   

24 Some YG siblings not involved/did not plan to become involved in farm 2 

25 YG siblings not involved had no input/did not object to others decision to farm 5 

YOUNGER GENERATION INVOLVEMENT IN FARMING   

27 YG decision to farm as career 7 

29 YG started own farm after working temporarily as hired labor for OG 2 

30 YG  operated own farm business 2 

31 YG began own farm so OG farm was not financially compromised 2 

32 YG rented/tenant farmed land for own farm  1 

FARM BUSINESS TRANSFER AND DISTRIBUTION   

38 OG intended to distribute farm business to YG equally 2 

Note:  YG = Younger Generation; OG = Older Generation 
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Table 2.3.  Frequency of Interview Themes – Interview 2 
Theme # Noted Theme  Frequency 

FARM BUSINESS LEGAL STRUCTURE AND OPERATOR DEMOGRAPHICS   

1 Farm business legal structure 6 

4 Farm business principal operator 1 

5 Family members involved in farming 4 

6 Number of generations family had farmed 1 

7 Generations farmed separate businesses but assisted each other as needed 32 

FARM BUSINESS MANAGEMENT   

8 OG and YG shared farm equipment 15 

9 Equipment acquisition by each generation 7 

10 Management transfer from one generation to the next 5 

12 Management transfer due to individual strengths 5 

13 Individual(s) responsible for management decisions 20 

16 OG trusts YG farm management decisions 4 

17 Hired labor did not participate in management 5 

18 Importance of communication between generations 7 

19 Importance of continued farm growth 2 

20 Obtainment and utilization of financing 3 

21 Each generation responsible for financing own farm business 8 

22 YG  discussed financial decisions for own farm with OG 3 

FAMILY DECISION-MAKING PROCESSES   

24 Some YG siblings not involved/did not plan to become involved in farm 6 

25 YG siblings not involved had no input/did not object to others decision to farm 1 

YOUNGER GENERATION INVOLVEMENT IN FARMING   

27 YG decision to farm as career 14 

29 YG started own farm after working temporarily as hired labor for OG 12 

30 YG operated own farm business 16 

31 YG began own farm so OG farm was not financially compromised 4 

32 YG rented/tenant farmed land for own farm  6 

37 YG more comfortable with new technology 1 

FARM BUSINESS TRANSFER AND DISTRIBUTION   

38 OG intended to distribute farm business to YG equally 6 

OTHER   

44 OG retirement considerations 3 

Note:  YG = Younger Generation; OG = Older Generation 
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Table 2.4.  Frequency of Interview Themes – Interview 3 
Theme # Noted Theme  Frequency 

FARM BUSINESS LEGAL STRUCTURE AND OPERATOR DEMOGRAPHICS   

1 Farm business legal structure 3 

4 Farm business principal operator 4 

5 Family members involved in farming 5 

6 Number of generations family had farmed 4 

FARM BUSINESS MANAGEMENT   

8 OG and YG shared farm equipment 1 

9 Equipment acquisition by each generation 1 

10 Management transfer from one generation to the next 5 

12 Management transfer due to individual strengths 1 

13 Individual(s) responsible for management decisions 6 

14 OG retained responsibility for marketing and/or financial management 2 

16 OG trusted YG farm management decisions 1 

20 Obtainment and utilization of financing 2 

21 Each generation responsible for financing own farm business 4 

YOUNGER GENERATION INVOLVEMENT IN FARMING   

27 YG decision to farm as career 12 

30 YG operated own farm business 10 

32 YG rented/tenant farmed land for own farm  2 

34 YG owned land for own farm business 2 

35 YG worked for salary in OG farm business 3 

FARM BUSINESS TRANSFER AND DISTRIBUTION   

38 OG intended to distribute farm business to YG equally 1 

40 YG owned farm business split equally among siblings 1 

OTHER   

44 OG retirement considerations 3 

45 OG is phasing out of farming somewhat 8 

46 YG does not think OG will ever completely retire from farming 6 

Note:  YG = Younger Generation; OG = Older Generation 
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Table 2.5.  Frequency of Interview Themes – Interview 4 
Theme # Noted Theme  Frequency 

FARM BUSINESS LEGAL STRUCTURE AND OPERATOR DEMOGRAPHICS   

1 Farm business legal structure 10 

4 Farm business principal operator 2 

5 Family members involved in farming 5 

6 Number of generations family had farmed 1 

FARM BUSINESS MANAGEMENT   

10 Management transfer from one generation to the next 14 

11 YG provided additional perspective and assessment for farm business  7 

12 Management transfer due to individual strengths 1 

13 Individual(s) responsible for management decisions 9 

15 YG allowed to make financial decisions for farm business 2 

16 OG trusted YG farm management decisions 11 

17 Hired labor did not participate in management 3 

18 Importance of communication between generations 5 

FAMILY DECISION-MAKING PROCESSES   

25 YG siblings not involved had no input/did not object to others decision to farm 3 

YOUNGER GENERATION INVOLVEMENT IN FARMING   

27 YG decision to farm as career 4 

28 YG joined as partner/shareholder in OG farm business 1 

37 YG more comfortable with new technology 3 

FARM BUSINESS TRANSFER AND DISTRIBUTION   

38 OG intended to distribute farm business to YG equally 8 

OTHER   

47 Family believed that family farm dynamics were unique to geographic area 2 

Note:  YG = Younger Generation; OG = Older Generation 
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Table 2.6.  Frequency of Interview Themes – Interview 5 
Theme # Noted Theme  Frequency 

FARM BUSINESS LEGAL STRUCTURE AND OPERATOR DEMOGRAPHICS   

1 Farm business legal structure 1 

4 Farm business principal operator 1 

5 Family members involved in farming 1 

6 Number of generations family had farmed 2 

FARM BUSINESS MANAGEMENT   

13 Individual(s) responsible for management decisions 7 

23 Problems due to OG owners not involved in management trying to manage 1 

FAMILY DECISION-MAKING PROCESSES   

24 Some YG siblings not involved/did not plan to become involved in farm 1 

25 YG siblings not involved had no input/did not object to others decision to farm 7 

YOUNGER GENERATION INVOLVEMENT IN FARMING   

27 YG decision to farm as career 2 

30 YG operated own farm business 3 

32 YG rented/tenant farmed land for own farm  4 

36 OG owned land rented/tenant farmed by YG 4 

37 YG more comfortable with new technology 2 

FARM BUSINESS TRANSFER AND DISTRIBUTION   

38 OG intended to distribute farm business to YG equally 2 

OTHER   

47 Family believed that family farm dynamics were unique to geographic area 2 

Note:  YG = Younger Generation; OG = Older Generation 
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Table 2.7.  Frequency of Interview Themes – Interview 6 
Theme # Noted Theme  Frequency 

FARM BUSINESS LEGAL STRUCTURE AND OPERATOR DEMOGRAPHICS   

1 Farm business legal structure 1 

4 Farm business principal operator 2 

5 Family members involved in farming 2 

6 Number of generations family had farmed 2 

7 Generations farmed separate businesses but assisted each other as needed 1 

FARM BUSINESS MANAGEMENT   

8 OG and YG shared farm equipment 2 

9 Equipment acquisition by each generation 1 

10 Management transfer from one generation to the next 2 

13 Individual(s) responsible for management decisions 1 

21 Each generation responsible for financing own farm business 1 

YOUNGER GENERATION INVOLVEMENT IN FARMING   

30 YG operated own farm business 4 

32 YG rented/tenant farmed land for own farm  1 

33 YG manages part of OG farm 2 

FARM BUSINESS TRANSFER AND DISTRIBUTION   

41 Topic of farm transfer sensitive; family will not discuss prior bad experiences 2 

42 OG will not talk about/plan for farm transfer 2 

43 YG thinks OG should discuss and plan for farm transfer 4 

Note:  YG = Younger Generation; OG = Older Generation 
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Table 2.8.  Frequency of Interview Themes – Interview 7 
Theme # Noted Theme  Frequency 

FARM BUSINESS LEGAL STRUCTURE AND OPERATOR DEMOGRAPHICS   

1 Farm business legal structure 3 

2 Family operated multiple farm businesses with different legal structures 3 

3 Farm business legal structure changed to simplify farm transfer process 2 

4 Farm business principal operator 2 

5 Family members involved in farming 1 

6 Number of generations family had farmed 2 

FARM BUSINESS MANAGMENT   

8 OG and YG shared farm equipment 1 

9 Equipment acquisition by each generation 1 

10 Management transfer from one generation to the next 5 

13 Individual(s) responsible for management decisions 3 

14 OG retained responsibility for marketing and/or financial management 1 

FAMILY DECISION-MAKING PROCESSES   

26 Other family members not involved in farm had input in others decision to farm 1 

YOUNGER GENERATION INVOLVEMENT IN FARMING   

28 YG joined as partner/shareholder in OG farm business 2 

29 YG started own farm after working temporarily as hired labor for OG 3 

FARM BUSINESS TRANSFER AND DISTRIBUTION   

39 OG distributed farm business to YG based on YG contribution to farm 5 

OTHER   

45 OG is phasing out of farming somewhat 1 

Note:  YG = Younger Generation; OG = Older Generation 

 

Figure 2.3 depicts the frequency of themes discussed (by theme number) for all 

interviews and is separated by individual interview.   
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Figure 2.3.  Frequency of Interview Themes – All Interviews 

 

Figures 2.4 through 2.10 depict the topic categories and themes discussed in individual 

interviews in relation to the entire interview with each family.  Topic categories are 

color-coded for identification purposes.  Light blue shading represents discussion about 

farm business legal structure and operator demographics.  Green shading represents 

discussion about farm business management.  Red shading represents discussion in 

regard to family decision-making processes.  Gold shading represents discussion about 

the younger generation’s involvement in farming.  Dark blue shading represents 

discussion in regard to farm business transfer and distribution to successors.  Purple 
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shading represents discussion in all other categories other than those previously 

mentioned. 

 Specific themes discussed in each interview are identified by the appropriate 

theme number located at the outside edge of each chart slice.  Table 2.1 summarizes 

specific themes and their respective theme numbers.  The size of each chart slice 

indicates the proportion of the entire interview that was spent discussing a particular 

theme. 
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Figure 2.4.  Categories and Themes (by Theme Number) in Interview 1  
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Figure 2.5.  Categories and Themes (by Theme Number) in Interview 2   
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Figure 2.6.  Categories and Themes (by Theme Number) in Interview 3 
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Figure 2.7.  Categories and Themes (by Theme Number) in Interview 4 
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Figure 2.8.  Categories and Themes (by Theme Number) in Interview 5 
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Figure 2.9.  Categories and Themes (by Theme Number) in Interview 6 
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Figure 2.10.  Categories and Themes (by Theme Number) in Interview 7  
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 Each family discussed the number of generations that the family had been 

involved in farming.  One family had been involved in farming for two generations, two 

families had been involved in farming for three generations, and four families had been 

involved in farming for four generations.  Five families interviewed currently had two 

generations participating in farming.  One family interviewed currently had three 

generations participating in farming.  One family interviewed had three generations 

participating in farming until recently when the grandfather retired from farming.  Five 

families interviewed indicated that father and son, and in one case, the grandfather, were 

actively involved in farming.  In one case, father, uncle, son, and grandfather were active 

in farming.  Finally, one case involved the mother being the owner of the farm business 

with the son farming the land as a tenant farmer.   

 The organization of various farm businesses varied greatly among the families 

interviewed.  In some cases, families had incorporated the younger generation into the 

farming business directly, by restructuring the business organization in order to make the 

younger generation a partner within the business.  In other cases, the younger generation 

had returned to farm work after attending college and/or working in other non-

agricultural occupations.  In some instances, the younger generation had initially worked 

for the older generation as a form of hired labor before embarking on a separate farming 

business venture.  A frequent arrangement that was described was the younger generation 

leasing farmland from the older generation, while the younger generation was 

establishing a new farming business.  Five families indicated that the younger generation 
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had leased farmland from the older generation as a way to establish the younger 

generation’s new farm business. 

 Four families also indicated that the younger generation was assisted in starting its 

own farming business separate from the older generation by the sharing of farm 

equipment between the older and younger generations.  By working out an arrangement 

on farm equipment purchases, the younger generation had a way to gain access to the 

necessary equipment, without the burden of being solely financially responsible for large 

purchases.  The gratitude of the younger generation was expressed when discussing the 

assistance when it came to large equipment purchases. 

“They [father and uncle] can make a big purchase, like another cotton stripper or 

something, but we all still work together, so it’s more or less coming to me, too,” 

said one member of the younger generation.  (Interview 1) 

 

“It allows us to effectively and efficiently utilize the resources we have, so that we 

don’t have multiples of the same equipment, and also allows us to purchase 

bigger and better machinery,” said a son who had an equipment partnership with 

his father.  (Interview 6) 

 

In some cases, farm equipment was simply shared between the generations on their 

separate businesses.  In other cases, equipment partnerships were formed and a detailed 

accounting was kept of who used certain equipment and when. 

 The transfer of managerial decision making varied greatly among interviewed 

families.  In cases where the younger generation had only come back to work with the 

older generation temporarily before starting a separate business, the transfer of 
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managerial power tended to be minimal.  Often the younger generation described the 

process as working as simply “hired labor” and indicated that primarily manual labor 

tasks were performed as opposed to managerial decision making.     

“He [son] was a hired employee initially,” one father said about his son who had 

joined the family farming business.  (Interview 7) 

 

However, in some cases, working for the older generation as hired labor inspired the 

younger generation to branch out and establish its own farming business.  One father and 

son described how such an arrangement improved each one’s wellbeing. 

“He [son] gets up in the morning and he goes and does his thing, and I go do 

mine,” the father said.  The son jokingly agreed and said “It’s to keep both our 

sanity.”  The son continued more seriously, discussing how working for his father 

motivated him to get his own business off the ground.  “It was probably more of a 

good thing, because that gave me a little more drive to branch off and get my own 

place going,” the son said.  (Interview 2) 

 

Other situations involved the older and younger generations each tending to some portion 

of managerial decision-making.  In one case, the son operated his own farming business 

as a sole proprietor, but also operated a joint venture with his father and uncle.  While he 

was solely responsible for the management of his own business, he split management 

decisions for the joint venture with his father and uncle.   

“We work together on it [management of the joint venture],” said the son.  

(Interview 1) 
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In situations where the older and younger generation each assumed a portion of 

managerial control, managerial delegation was often dictated by each person’s particular 

strengths in various areas.  Often the older generation was well versed in making 

marketing, banking, and financial decisions, whereas the younger generation was more 

skilled in production practices, especially practices that implemented extensive 

technological equipment.  This type of arrangement allowed the younger generation to 

learn not only the technical skills relevant to production, but to also learn by observation 

how to best manage marketing and financial business decisions.  Insight into the 

distribution of managerial control was highlighted in multiple interviews. 

“Dad has all the experience, and I’m gaining the experience,” said the son.  

(Interview 2)    

 

“We’re [three brothers operating a partnership together] trying to get better at 

talking to the lenders, but it’s tough to learn,” the eldest brother admitted.  

“We’re glad dad takes care of it [business and financial decisions] for his 

business.  NRCS [Natural Resources Conservation Service], FSA [Farm Service 

Agency], insurance, dad takes care of that stuff more,” he added.  (Interview 3) 
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“A lot of management has just deferred to him [son],” said a father who now 

operates his farm business in a partnership with his wife and son.  The father 

jokingly added that he had handed over responsibilities that he [father] was tired 

of.  One unique aspect of this partnership was that the son had access to the farm 

business checkbook, which is often a responsibility that the older generation 

retains much longer than other managerial responsibilities.  The son attributed 

this management delegation to clear communication with his father.  “We speak 

the same language,” said the son.  The son elaborated on how important 

managerial decisions were usually discussed at length between him and his 

father.  “We communicate a lot on decisions with the insurance and things like 

that.  It’s collaborative.  A lot of the spraying stuff I do, kind of handle, and 

computer stuff, but on important decisions, it’s collaborative,” the son added.  

(Interview 4) 

 

Incorporating another generation into a farming business also complicated the decision 

making process in some cases.  When additional managers were added to the business, 

the decision making process became more complex. 

“The decision making is now a lengthier process due to having more stockholders 

in the business,” explained a farmer who operated two farm businesses, a 

partnership and a corporation, with his father and his son.  (Interview 7) 

 

 When discussing the process by which the younger generation became involved 

in farming, each situation was obviously unique, but some underlying themes emerged 

from multiple cases.  In several situations, the younger generation did not hesitate to 

report that there was never any question that they would go into farming, whether 

working with the older generation in the family farming business or embarking on their 

own farming venture.  Each family interviewed had multiple children.  In several 

instances, the child or children that became involved in farming indicated that other 
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siblings were not really consulted when they were deciding to go into the farming 

business.  The decision was generally made by the child or children and their parents.     

“I’ve worked out here my whole life, even when they [sisters] would go work in 

town or do something different.  You know I’ve been out here the whole time, so 

they [sisters] knew it was going to happen here [him entering into farming],” said 

one young farmer.  (Interview 1) 

 

“We always knew we would come back to the farm business,” said a farmer 

operating a partnership with his two brothers.  He also explained how his father 

had made the three brothers feel as though they were important elements in the 

farm business when they were young.  “Dad always made us feel like a part of the 

business when we were kids.  We never felt like hired hands,” he said. 

(Interview 3) 

 

A son who joined as a partner in his family’s farming business explained how he 

continued to help out his father with the farm as necessary even while he was 

attending college and working in a non-agricultural occupation.  “We [brother 

and sister] never really completely left.  We’d come back on weekends, and plow, 

or run the tractor.  We left, but not completely removed,” he explained.  

(Interview 4) 

 

A woman who owned the family farmland discussed how her son came to be the 

tenant farmer on the family’s land.  “The land has always been in the family and 

has always had a tenant farmer.  When my husband retired, he [son] took over 

it,” she said.  (Interview 5)  

 

The future of the farm businesses owned and operated by the families interviewed 

was as unique and varied as each interview situation studied.  Because each family 

interviewed had multiple children, the decision of how to distribute the farm business 

management responsibilities and assets during the succession and inheritance processes 

differed among each family.  In all but one case, the family indicated that the children 
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would be or had been compensated in an approximately equal way, regardless of whether 

each child received an equal portion of the farm business, or whether some were 

compensated monetarily.   

One young farmer discussed the process.  “It evened out everywhere.  And since 

then I’ve been able to help my parents out through some stuff now, too.  It’s all 

been paid back,” he said.  (Interview 1) 

 

A son who had joined in a partnership with his father discussed how he and his 

sister would be compensated approximately equally.  “She [sister] does have a 

stake in it [the farm business], but that kind of will come out, the way I 

understand it, you know if he [dad] retires or an inheritance, basically I won’t get 

much, because my inheritance is the equipment I’m farming with, you know, 

that’s kind of the way my understanding works, but she [sister] definitely gets a 

fair shake, it’s just that it’s not immediate,” he explained.  His mother, also a 

partner in the business, echoed his thoughts.  “Well, and he [son] might get 

maybe a little more control, I guess you’d say, of the equipment and the land and 

everything; her [sister] compensation will probably come in a monetary form.  

So, it’s going to even out, but going to be in a little different form,” she said.  

(Interview 4) 

 

“For inheritance purposes, they [children] all get equal shares,” indicated a 

woman who owned farmland that her son farmed as a tenant farmer.   

(Interview 5) 

 

Only one family interviewed indicated that distribution of farm management 

responsibilities and assets would not be spread equally among the children.  The principal 

operator had two farm businesses, a partnership and a corporation, which he ran with his 

father and his son.  He indicated that management responsibilities, as well as stock 

ownership in the businesses was not equal, but rather proportional to the amount of work 

that each stakeholder had put into the business. 
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“The businesses aren’t distributed equally.  It’s by how much each person has put 

into it,” he said.  (Interview 7) 

 

 Multiple families also discussed how much farming meant to them in terms of 

planning for retirement and subsequent succession and inheritance.  In several cases, the 

older generation indicated that retirement was still far in the future and they were still 

very much focused on growing the business.  Some members of the younger generation 

also indicated skepticism regarding whether the older generation would ever completely 

retire from farming.  Finally, in some cases the younger generation admitted that they had 

not thought much about planning for the succession and inheritance processes, although 

they probably should. 

One member of the older generation mentioned, “We’re [the business] not big 

enough just to stop growing.  We have to continue to grow, so that, and I’m not 

near ready to retire, so that is what the goal will be is to continue to grow the 

operation.”  (Interview 2) 

 

A farmer who operated a partnership with his brothers jokingly mentioned how 

his father had a hard time giving up control of his [the father’s] farm business.  

“Dad says he needs to learn to let go of some of the control, but I don’t know if he 

will,” the son says.  “It [the farm] gives him [father] a reason to get up in the 

morning,” the son concluded.  (Interview 3) 

 

One young farmer admitted he probably needed to think about and plan for 

succession.  “I haven’t really thought about any kind of succession, although I 

probably should,” he said.  (Interview 6)    
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Conclusions 

Succession Patterns  

 The farm succession process in the northern and southern High Plains of Texas 

appears to vary significantly among farm families.  Some families exhibited the 

traditional method of succession in which the younger generation became incorporated in 

the older generation’s farming business, such as when the younger generation returned to 

work in the older generation’s farming operation after attending college and/or working 

in an off-farm occupation.  In such situations, the younger generation was typically made 

a partner or stockholder in the family farming business and participated in various 

management activities.  This process confirms Gasson and Errington’s (1993) theory of 

partnerships being the succession pattern of choice in some cases.     

 Alternatively, some members of the younger generation returned to work briefly 

for the older generation before embarking on their own farming business venture.  In 

these cases, the younger generation often worked for the older generation primarily as 

hired labor, typically with little involvement in managerial activities.  This phenomenon 

demonstrated the idea of “occupational inheritance” or succession of the occupation of 

farming as suggested by Laband and Lenzt (1983) and Lobley, Baker, and Whitehead 

(2010), rather than direct succession of the younger generation to the older generation’s 

farming business.  This succession pattern could also be considered a form of stand-by 

holding in many cases.  According to Gasson and Errington (1993) a stand-by holding 

occurs when the older generation equips the younger generation with a separate farm by 
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which to enter into the farming profession.  In several cases observed, the older 

generation had done this, by way of allowing the younger generation to lease land from 

the older generation to embark on a farming career.   

 In addition, some families exhibited a combination of each method, where the 

younger generation co-managed a joint venture farming operation with members of the 

older generation, while also operating a separate farming business exclusively managed 

by the younger generation.  Again, these arrangements fall into the succession patterns of 

stand-by holding and partnership which Gasson and Errington (1993) proposed. 

The Succession Ladder  

 The idea of the succession ladder, as proposed by Errington (1998) was confirmed 

in some cases studied, and contradicted in others.  Several families interviewed indicated 

that the younger generation had assumed management activities lower on the succession 

ladder first, such as day-to-day and strategic management decisions.  This left the 

management decisions higher up the succession ladder, such as marketing and financial 

decisions, as the responsibility of the older generation.  However, in some cases studied, 

the succession ladder did not appear to hold.  In one case, the son had recently joined as a 

partner in a partnership with his mother and father.  While the son did attend to 

management tasks lower on the succession ladder, he also had access to the farm business 

checkbook and had the ability to make significant financial decisions, which is often one 

of the last managerial tasks that the older generation gives up to the younger generation.  

Thus, this case was unusual in this regard.  Additionally, in another case, the son had 
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joined as a partner and stockholder in two family farming businesses.  Again, the son 

attended to managerial tasks lower on the succession ladder, yet also had the 

responsibility of managing other farm personnel, which is typically a management 

activity that the older generation retains for a longer period of time.  While the son 

managed the farm personnel, he did not have the authority to make major financial 

decisions for the businesses.  Finally, cases examined in which the younger generation 

had branched off from the older generation’s farm business to start a separate venture did 

not exhibit the classic succession ladder method of managerial transfer.  In these cases, 

the younger generation assumed full responsibility for all managerial decision-making for 

their business, although it was reported that members of the older generation were often 

solicited for help or advice during various decision making processes.  Additional 

research into the idea of the succession ladder is warranted in order to more fully 

understand the thought process of each generation when determining which managerial 

activities that the younger generation will assume when working in a farming business. 

Distribution of Family Farm Businesses 

 Each farm family interviewed had multiple children.  All but one family indicated 

that the farm business would be transferred in approximately equal portions to the 

children in some way.  While several families indicated that children who were not active 

in the management or operation of the farm business would nevertheless receive an equal 

share, they admitted that the shares given to non-participating children would likely be in 

a form other than farmland or farm assets outright.  In most cases, the family expected 
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non-participating children to be compensated in some monetary form, either through an 

outright monetary gift or a buy-out arrangement.  Because these families wanted to 

compensate children equally, this behavior points toward an exchange motivation for the 

intergenerational transfer of the farm.  Exchange motivation is characterized by the older 

generation desiring to compensate children equally. 

 The one case in which the older generation indicated that the intergenerational 

transfer of the farm business would not be distributed equally suggests an altruistic 

motivation for the transfer.  In this case, the principal operator of the farm business 

indicated that each family member would be compensated in accordance to work put into 

the business.  This method of distribution can be interpreted as one of justice, rather than 

equality. 

 One family interviewed indicated that a succession plan had not been addressed.  

The son mentioned that the family had tried to implement some form of a succession plan 

in the past, but the process did not proceed smoothly.  Although the family would not 

elaborate on the details of the problems, it was evident from the reluctance to discuss it 

that considerable family conflict had occurred.  The father simply refused to discuss the 

topic of succession, and the son mentioned several times that he felt that a succession 

plan needed to be developed; however, the son also indicated that he did not know how to 

initiate the process because his father would not discuss the matter.   
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Study Limitations and Future Work 

 A limitation of this study is that the interviews were conducted in a 

geographically small area.  Thus, generalization of results to larger and different 

geographic regions is not possible without additional data collection.  Also, because the 

research process was qualitative in nature, the sample size for the study was small, 

although small sample sizes are typical for this type of research method. 

 Future work will consist of continued interviews and data collection with 

additional farm families undergoing a farm succession.  In addition to more data 

collection in the current study region, additional data collection from other geographic 

regions will be conducted.  Also, interviews with families operating a greater variety of 

farm and ranch business will be conducted in order to examine similarities and 

differences in the succession process which may vary by commodity type. 
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CHAPTER III 

INTERGENERATIONAL TRANSFERS OF MANAGERIAL 

CONTROL IN U.S. FAMILY FARM BUSINESSES 

Abstract 

 The sustainability of family farm businesses for multiple generations is a great 

concern and challenge for many farm families.  The transfer of managerial control in 

family farm businesses often takes place separately from the transfer of farm ownership.  

The objectives of this study are to identify variables which affect the transfer of 

managerial control of family farm businesses and determine the impact of these variables 

on the transfer decision.  A national farm-level dataset, the Agricultural Resource 

Management Survey (ARMS), was used to investigate variable impacts. The results 

indicate that operator demographics, business planning practices, value of farm assets and 

inputs, and non-farm assets impact the decision to transfer managerial control to a 

designated successor. 

Introduction 

 The succession of a farm business is often a turbulent time for farm families.  

Insight into the factors affecting the transfer of managerial control of farm businesses will 

provide a better understanding of the preferred methods by which to plan and implement 

the succession process.  This study utilizes a national farm-level database, the 

Agricultural Resource Management Survey (ARMS), to econometrically examine various 
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aspects of family farm business structure and operator demographics which may impact 

the decision of how family farm operators decide to transfer managerial decision-making 

responsibility to a selected farm successor.  While some research has examined the 

factors which influence the selection of a successor in family farms, factors specifically 

influencing the decision to transfer managerial control of family farm businesses in the 

United States have not been thoroughly examined.  The study identifies variables which 

affect the transfer of managerial control of family farm businesses to a designated 

successor and determines the impact of these variables on the decision to transfer 

managerial power to the selected successor. 

 The majority of United States farm businesses are family owned.  The United 

States Department of Agriculture (USDA) Economic Research Service (ERS) estimates 

that approximately 98 percent of U.S. farm businesses are family operations (Hoppe and 

Banker 2010).  Many of these farm businesses have been owned by the same family for 

multiple generations.  Oftentimes, families wish to continue the tradition of passing the 

farm on to other family members.  The process of transferring a farm from one generation 

to another typically occurs over time, rather than both the management responsibilities 

and ownership of the business transferring to the incoming generation at one specific 

point in time.  Frequently, the younger generation will become involved in some of the 

management decisions of the business years before the actual ownership of the business 

may be transferred. 
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Problem Statement and Objectives 

 Various factors can impact the older generation’s decision of when and how to 

transfer management responsibilities to the younger generation.  The decision to transfer 

managerial control to the successor of the business must be considered in relation to 

many other farm and principal operator variables.  The management responsibilities that 

the successor assumes often vary with time.  The successor may initially be in charge of 

management decisions primarily associated with the day-to-day production practices.  

Over time, as the older generation begins the process of retirement from the farm 

business, the successor will take on an increasing amount of management responsibility.   

 While some research has examined the factors which influence the selection of a 

successor in family farms, factors specifically influencing the decision to transfer 

managerial control of family farm businesses in the United States have not been 

thoroughly examined.  The specific objectives of this paper are to: 

 1.  Identify variables which affect the transfer of managerial control of family 

 farm businesses to a designated successor; 

 2.  Determine the impact of these variables on the decision to transfer managerial 

 power to the selected successor of the family farm business. 

Literature Review 

 Family farm succession has been a topic of interest in multiple disciplines.  The 

study of factors impacting the selection of a successor to the farm business has received 

attention in the agricultural economics literature.  Mishra et al. (2010) found that farm 
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operator age, farm operator education, off-farm work by the farm operator or the farm 

operator’s spouse, expected farm operator household wealth, and geographic location 

were all significant indicators of the likelihood of the farm operator selecting a successor.   

 Other research has investigated issues surrounding the determination of an 

optimal time in which the older generation passes the farm business on to the successor.  

Kimhi (1994) found that optimal transfer time tended to be decreasing in parent age.  

Thus, parents tended not to transfer the farm until productivity began to decline.  

Additionally, the operator working at an off-farm job tended to increase the likelihood of 

the farm business being transferred to the successor (Kimhi 1994).  Kimhi (1994) found 

evidence that parents will act in altruistic ways when transferring the family farm in an 

effort to maximize family welfare.  Pesquin, Kimhi, and Kislev (1999) examined how 

passing the family farm from one generation at an optimal time could produce financial 

security for the older generation in retirement.     

Intergenerational Transfers 

 The transfer of family farming businesses to the next generation can be thought of 

as a special type of wealth transfer.  Farm families often possess tremendous amounts of 

wealth that are tied up in the assets of the farm business.  Knowledge, human capital, and 

managerial power associated with a family farm can also be transferred from one 

generation to another by methods similar to the intergenerational transfer of wealth.  The 

study of how wealth is transferred from one person to another has long been of interest to 

economists.  Becker (1974) proposed a theory of why persons transfer wealth to others.  
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This study suggests that one person will make a transfer of their wealth to another 

because that individual cares about the welfare of the other.  That is, one individual 

derives utility in part from the utility of another individual.  The individual making the 

transfer is motivated by altruism for the other individual.   

 Transfers between parents and children are often believed to be motivated by 

altruism.    In instances where a parent has multiple children, and is motivated purely by 

altruism, theory suggests that the parent will make transfers to each child in order to 

equalize the children’s well being.  So, the parent may transfer more wealth to the child 

who has the lowest income in an effort to equalize that child with other children who 

have higher incomes.  Children with higher incomes will tend to receive less wealth 

through transfers.  Thus, altruistically motivated parents transferring wealth to their 

children will often make transfers they feel are just, depending on each child’s personal 

financial situation. 

 In contrast to altruistic motivation for wealth transfers, others have proposed that 

transfers are exchange motivated.  Bernheim, Shleifer, and Summers (1985) suggest that 

intergenerational transfers of wealth are actually compensation for some type of services 

rendered.   

 In the case of parents and children, this suggests that parents will allocate wealth 

transfers based on some sort of services provided to the parent by the children.  Services 

can include many things, but often if the child provides for the parent during retirement 
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or old age it is believed that the parent will allocate an appropriate proportion of wealth 

transfer to the child to compensate for the services provided.   

 Research suggests that exchange motivated parents tend to allocate an equal 

amount of wealth to be transferred to each child.  Thus, exchange motivated transfers 

tend to be depicted by equal transfers to all persons, rather than one person receiving 

more or less than another (Bernheim, Shleifer, and Summers 1985; Cox 1987; Cox and 

Rank 1992).   

Distributions in Intergenerational Farm Transfers 

Farm Business Asset Distribution 

 Partibility indicates how business assets are distributed among the successors in a 

family farm business.  There are a multiple types of partibility patterns.  Strict 

impartibility occurs when the farm assets and land are passed on in entirety to one 

individual.  Often this type of transfer is one of primogeniture, in which the oldest son 

receives all farm assets and land.  This type of transfer is common in UK farm families 

(Gasson and Errington 1993).   

 In contrast to primogeniture, partibility of assets includes other methods.  In some 

cases financial help provided by parents may be offered in order to help an heir purchase 

the farm from the parents, thus providing the parents with a source of retirement income.  

Alternatively, the farm may be passed on to one successor in exchange for that child 

providing for the parents during retirement.  In some instances, the farm may be 

undervalued when the assets are being distributed to the successors.  Another option is 
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that the farm may be divided equally among successors, but one successor is granted the 

opportunity to lease land from other successors.  A final alternative may be that the 

owner possesses other types of financial assets which may be distributed to heirs that do 

not receive a portion of the farm business (Gasson and Errington 1993; Boehlje and 

Eisgruber 1972). 

 The degree to which a farm and its assets are partible or impartible depends on 

legal and financial situations both for the individual family as well as on a general level.  

Tax implications can have an enormous impact on the decisions of when and how to 

transfer the business to successors (Gasson and Errington 1993). 

Conceptual Framework 

 Based on the work of Cox (1987), Cox and Rank (1992), and Mishra, El-Osta, 

and Shaik (2010) an intergenerational transfer model integrating both altruistic 

motivation and exchange motivation for family farm management intergenerational 

transfers is introduced.  Consider a farm family with two generations, an older generation 

(parent) and a younger generation (child).  Assume the parent gives the transfer and the 

child receives the transfer.  The parent’s utility function is as follows: 

(1)                         

where    represents the parent’s utility,    represents the parent’s consumption,   

represents services that the child provides to the parent,   represents the child’s utility, 

and    represents the child’s consumption.  Because the parent cares about the well being 

of the child (i.e. the parent is altruistic),         .  The child provides services to the 
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parent which includes providing company to the parent and performing various functions 

in a manner in which the parent approves.  The child is assumed to dislike performing 

services for the parent, as this reduces the child’s independence and infringes on the 

child’s free time.  Thus,        .  Parent utility with respect to parent consumption is 

assumed to be positive,          , parent utility with respect to services provided by 

the child is assumed to be positive (i.e. the parent enjoys the services provided by the 

child),         , and child utility with respect to child consumption is assumed to be 

positive,         .  Parent consumption and child consumption are assumed to be 

normal goods (Cox 1987; Mishra, El-Osta, and Shaik 2010).   

 The parent seeks to maximize (1) subject to the following budget constraints: 

(2)           , 

(3)           , 

(4)                   

where    represents parent income,    represents child income, and   represents 

managerial transfers from parent to child.           represents the child’s “threat point” 

utility level and indicates the utility the child would derive from consuming only out of 

his or her own income and not providing any services to the parent.  The child’s utility 

must increase if he or she opts to provide services to the parent (Cox 1987; Mishra, El-

Osta, and Shaik 2010).  Constraints (2) and (3) are assumed to be binding and can be 

substituted into (1) to generate the following Lagrangian function: 

(5)                                                    
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 The parent desires to choose amounts of   and   that will maximize (6).  The 

Kuhn-Tucker conditions which yield the optimal amounts of   and   are: 

(6)   
  

  
                    

  

  
  , 

(7)  
  

  
                    

  

  
  , 

(8)  
  

  
                        

  

  
  , 

where    represents the parent’s marginal utility of consumption,      represents the 

child’s marginal utility of consumption from the parent’s perspective (         ),    

represents parent’s marginal utility of services, and      represents the child’s marginal 

disutility of services from the parent’s perspective.  Cox (1987) and Mishra, El-Osta, and 

Shaik (2010) note that the parent’s marginal utility of consumption is regarded as 

equivalent with the child’s marginal utility of consumption from the parent’s perspective 

via transfer,  .  Additionally, the value of services provided by the child is established 

when the parent’s marginal utility of services corresponds to the child’s marginal 

disutility of services from the parent’s perspective. 

 In the case of pure altruism, constraint (4) is not binding.  Comparative statics for 

this case include: 

(9)  
  

   
   

  

   
     

   
  

   
   

  

   
    

  

   
  

  

   
  

The first term, 
  

   
, can be rewritten as     

  

   
  



Texas Tech University, Kelly Lange, August 2012 

83 

 

 In the case of exchange, constraint (4) is binding.  Comparative statics can be 

evaluated by considering transfers,  , as the product of services,  , and an implicit 

average price of services,   (Cox 1987): 

(10)        

(11)  
  

   
    

  

   
   

  

   
     

  
  

   
   

  

   
   

  

   
    

 The decision to transfer managerial control of the family farm business is often an 

unobserved, latent variable, t*.  The transfer decision can be modeled as: 

(12)       
  

   
     

  

   
 . 

Additionally,     iff          otherwise.  Because the marginal utility of 

consumption for both the parent and the child is assumed to be diminishing: 

(13)   
   

   
    ,  

   

   
   . 

The latent variable that indicates the transfer decision will be inversely related to child 

income level and positively related to parent income level (Cox 1987; Cox and Rank 

1992; Mishra, El-Osta, and Shaik 2010). 

Methods and Procedures 

 The dataset used for the empirical analysis consisted of national-farm level data 

from the Agricultural Resource Management Survey (ARMS) which is conducted by the 

United States Department of Agriculture (USDA) Economic Research Service (ERS) 
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annually.  The data used in the analysis was from the 2001 ARMS as this survey year 

queried farmers about succession planning.  A total of 4090 respondents indicated that 

they had selected a successor for their farm business.  Of those respondents indicating 

that a successor had been selected, 750 indicated that the successor participated in the 

management activities of the business.  Because this analysis is looking specifically at 

managerial responsibility transferred to a successor rather than an explicit transfer of 

monetary wealth, the value of farm assets which the successor could potentially be 

responsible for managing is considered in the transfer decision, rather than operator net 

worth.  However, the value of operator non-farm assets, such as checking, savings, and 

retirement accounts and other non-farm financial assets is considered. 

 The dependent variable for the analysis was a binary variable indicating that the 

successor of the farm business did or did not participate in the management aspects of the 

farm business.  The dependent variable was the transfer decision, t*, indicated in the 

conceptual model.  The explanatory variables included variables which indicated 

successor family relation, operator retirement, operation legal status, operator age, 

operator education, operator risk tolerance in decision making, operator’s use of business 

financial statements, expected government support, operator and operator spouse off-

farm work, value of farm assets, and value of non-farm related operator assets.  A 

summary of these variables is presented in Table 3.1. 

 

 



Texas Tech University, Kelly Lange, August 2012 

85 

 

Table 3.1.  Variable Names and Descriptions 
Variable Name Variable Description 

FAMRELA 1 if successor is a member of the operator’s family, 0 otherwise 

 

OPRETIRE 1 if operator plans to retire from farm work within the next 5 years or is now 

considered to be retired, 0 otherwise 

 

OPEXIT 1 if operator plans to exit from farm work within the next 5 years for any reason other 

than retirement, 0 otherwise 

 

LEGALSTAT 1 if sole/family proprietorship, 0 otherwise 

 

OPAGE Age of operator on last birthday 

 

OPEDU 1 if less than high school, 0 otherwise 

 

OPRISKTOL Operator risk tolerance measured by operator on scale from 0 to 10; 0=Avoid risk as 

much as possible, 10=Take risks as much as possible. 

 

FINSTATE 1 if operator uses income and net worth statements to analyze business performance 

in relation to annual or longer term business plans, 0 otherwise 

 

GOVT 1 if operator expects government support regardless of price developments during the 

next 4 years, 0 otherwise 

 

OPOFFFARM 1 if operator worked off-farm for wages or salary during 2001, 0 otherwise 

 

SPOFFFARM 1 if operator’s spouse worked off-farm for wages or salary during 2001, 0 otherwise 

 

VALUFARMSTRUC Market value in dollars of all farm buildings and structures (excluding dwellings) as 

of December 31, 2001 

 

VALUORCH Market value in dollars of all orchard trees and vines, and trees grown for wood 

products as of December 31, 2001 

 

VALULAND Market value in dollars of all land (excluding dwellings, buildings, orchard trees and 

vines, and trees grown for wood products) as of December 31, 2001 

 

VALURENTFROM Estimated market value in dollars of land and buildings on acres rented FROM others 

as of December 31, 2001 
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Table 3.1.  Continued.  Variable Names and Descriptions 
Variable Name Variable Description 

VALURENTTO Estimated market value in dollars of land and buildings on acres rented TO 

others as of December 31, 2001 

 

VALUCROP Estimated market value in dollars for the farm share of crops owned as of 

December 31, 2001  

 

VALUBRSTOCK Estimated market value in dollars for the farm share of breeding livestock owned 

by and located on the operation as of December 31, 2001 

 

VALUNBRSTOCK Estimated market value in dollars for the farm share of non-breeding livestock 

owned by and located on the operation as of December 31, 2001 

 

VALUPRODINOWN Estimated market value in dollars for the farm share of production inputs owned 

by the operation as of December 31, 2001 

 

VALUPRODINUSED Estimated market value in dollars for the farm share of production inputs used by 

the operation as of December 31, 2001 

 

VALUVEHICLES Estimated market value in dollars for the farm share of trucks and cars owned by 

the operation as of December 31, 2001 

 

VALUEQUIP Estimated market value in dollars for the farm share of tractors, machinery, tools, 

equipment, and implements owned by the operation on  

December 31, 2001 

 

VALUFCSCOOP Estimated market value in dollars for the farm share of stock in Farm Credit 

System and other farm cooperatives on December 31, 2001 

 

AMTOWEDTO Amount owed in dollars to the operation for sales or production from 2001 and 

earlier years as of December 31, 2001 

 

VALUOTHERFASSETS Value code for the estimated market value in dollars for all other farm assets 

owned by the operation as of December 31, 2001 

 

VALUNFASSETS Value code for the total value of non-farm assets owned by the operator 

(including cash, checking, savings, retirement accounts, corporate stock, real 

estate not part of the farm, and all other non-farm assets) as of December 31, 

2001 
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 Three separate econometric models were estimated in order to examine the effect 

of the explanatory variables on the decision for a designated successor to participate in 

the management activities of the farm business.  An ordinary least squares model, a 

binary probit model, and a binary logit model were used to estimate the impact of these 

factors on the decision to transfer managerial control to the successor.  The transfer 

decision equation analyzed was as follows: 

(14) t* =  1FAMRELA + 2OPRETIRE + 3OPEXIT + 4LEGALSTAT   

 + 5OPAGE + 6OPEDU + 7OPRISKTOL + 8FINSTATE + 9GOVT 

 + 10OPOFFFARM + 11SPOFFFARM + 12VALUFARMSTRUC  

 + 13VALUORCH + 14VALULAND + 15VALURENTFROM   

 + 16VALURENTTO + 17VALUCROP + 18VALUBRSTOCK   

 + 19VALUNBRSTOCK + 20VALUPRODINOWN + 21VALUPRODINUSED 

 + 22VALUVEHICLES + 23VALUEQUIP + 24VALUFCSCOOP   

 + 25AMTOWEDTO + 26VALUOTHERFASSETS  

 + 27VALUNFASSETS + i. 
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Results 

 Summary statistics for all variables are provided in Tables 3.2, 3.3, 3.4, and 3.5.  

Table 3.2 contains weighted averages, Table 3.3 provides lower 95% confidence limits, 

Table 3.4 contains upper 95% confidence limits, and Table 3.5 provides standard errors.  

Tables 3.6, 3.7, and 3.8 contain the results of the ordinary least squares, binary probit, 

and binary logit analyses, respectively.  The results of these three models indicate factors 

which influence the decision for a designated successor to participate in the management 

responsibilities of the farm business.  Because the dependent variable is binary, either the 

designated successor participates in the management of the business or not, both the 

binary probit and binary logit models produce results that are more appropriate.  The 

ordinary least squares model is not a good fit for the binary dependent variable, and the 

results from this model indicate that. 
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Table 3.2.  Weighted Means of Variables 

  Weighted Means  

 

 

 

Variable Name 

Successor 

Participates in 

Management 

Activities 

Successor Does 

Not Participate 

in Management 

Activities 

 

Total 

ARMS 

Sample  

FAMRELA 0.97 0.14 0.22 

OPRETIRE 0.29 0.23 0.24 

OPEXIT 0.09 0.07 0.07 

LEGALSTAT 1.20 1.08 1.09 

OPAGE 61.12 54.23 54.91 

OPEDU 2.70 2.57 2.58 

OPRISKTOL 4.66 4.27 4.30 

FINSTATE 0.43 0.27 0.28 

GOVT 0.26 0.23 0.23 

OPOFFFARM 2.09 1.80 1.83 

SPOFFFARM 1.68 1.49 1.51 

VALUFARMSTRUC (10,000’s) 6.74 3.52 3.83 

VALUORCH (10,000’s) 4.24 1.19 1.49 

VALULAND (10,000’s) 36.91 21.40 22.92 

VALURENTFROM (10,000’s) 27.34 19.15 19.95 

VALURENTTO (10,000’s) 3.88 1.48 1.72 

VALUCROP (10,000’s) 1.75 1.05 1.12 

VALUBRSTOCK (10,000’s) 3.61 1.94 2.10 

VALUNBRSTOCK (10,000’s) 1.07 0.70 0.74 

VALUPRODINOWN (10,000’s) 0.25 0.13 0.14 

VALUPRODINUSED (10,000’s) 0.24 0.13 0.14 

VALUVEHICLES (10,000’s) 1.78 1.21 1.27 

VALUEQUIP (10,000’s) 6.13 3.69 3.93 

VALUFCSCOOP (10,000’s) 0.30 0.16 0.17 

AMTOWEDTO (10,000’s) 0.63 0.32 0.35 

VALUOTHERFASSETS 5.46 4.69 4.77 

VALUNFASSETS 16.35 13.87 14.12 
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Table 3.3.  Lower 95% Confidence Limits of Variables 

  Lower 95% C.L.  

 

 

 

Variable Name 

Successor 

Participates in 

Management 

Activities 

Successor Does 

Not Participate 

in Management 

Activities 

 

Total 

ARMS 

Sample  

FAMRELA 0.95 0.11 0.18 

OPRETIRE 0.23 0.19 0.20 

OPEXIT 0.06 0.06 0.06 

LEGALSTAT 1.15 1.06 1.08 

OPAGE 59.29 52.88 53.59 

OPEDU 2.53 2.49 2.51 

OPRISKTOL 4.30 4.04 4.11 

FINSTATE 0.37 0.23 0.25 

GOVT 0.20 0.21 0.21 

OPOFFFARM 1.92 1.73 1.75 

SPOFFFARM 1.47 1.36 1.39 

VALUFARMSTRUC (10,000’s) 4.60 3.12 3.42 

VALUORCH (10,000’s) -1.92 0.59 0.82 

VALULAND (10,000’s) 28.39 19.51 21.22 

VALURENTFROM (10,000’s) 17.09 16.10 16.93 

VALURENTTO (10,000’s) 1.06 0.88 1.17 

VALUCROP (10,000’s) 1.21 0.94 1.01 

VALUBRSTOCK (10,000’s) 2.15 1.62 1.77 

VALUNBRSTOCK (10,000’s) 0.59 0.56 0.60 

VALUPRODINOWN (10,000’s) 0.13 0.10 0.11 

VALUPRODINUSED (10,000’s) 0.12 0.10 0.10 

VALUVEHICLES (10,000’s) 1.48 1.14 1.21 

VALUEQUIP (10,000’s) 4.50 3.35 3.62 

VALUFCSCOOP (10,000’s) 0.16 0.10 0.12 

AMTOWEDTO (10,000’s) 0.36 0.24 0.27 

VALUOTHERFASSETS 4.32 4.34 4.39 

VALUNFASSETS 14.42 12.83 13.13 
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Table 3.4.  Upper 95% Confidence Limits of Variables 

  Upper 95% C.L.  

 

 

 

Variable Name 

Successor 

Participates in 

Management 

Activities 

Successor Does 

Not Participate 

in Management 

Activities 

 

Total 

ARMS 

Sample  

FAMRELA 0.99 0.16 0.26 

OPRETIRE 0.35 0.28 0.28 

OPEXIT 0.12 0.08 0.08 

LEGALSTAT 1.25 1.09 1.10 

OPAGE 62.95 55.58 56.22 

OPEDU 2.87 2.65 2.65 

OPRISKTOL 5.02 4.49 4.50 

FINSTATE 0.49 0.30 0.32 

GOVT 0.33 0.25 0.25 

OPOFFFARM 2.25 1.87 1.90 

SPOFFFARM 1.90 1.61 1.63 

VALUFARMSTRUC (10,000’s) 8.88 3.92 4.25 

VALUORCH (10,000’s) 10.41 1.78 2.15 

VALULAND (10,000’s) 45.42 23.28 24.62 

VALURENTFROM (10,000’s) 37.58 22.19 22.98 

VALURENTTO (10,000’s) 6.69 2.09 2.27 

VALUCROP (10,000’s) 2.29 1.16 1.23 

VALUBRSTOCK (10,000’s) 5.07 2.26 2.44 

VALUNBRSTOCK (10,000’s) 1.55 0.85 0.88 

VALUPRODINOWN (10,000’s) 0.38 0.15 0.17 

VALUPRODINUSED (10,000’s) 0.37 0.16 0.18 

VALUVEHICLES (10,000’s) 2.07 1.28 1.32 

VALUEQUIP (10,000’s) 7.76 4.03 4.25 

VALUFCSCOOP (10,000’s) 0.44 0.21 0.22 

AMTOWEDTO (10,000’s) 0.90 0.39 0.43 

VALUOTHERFASSETS 6.59 5.05 5.14 

VALUNFASSETS 18.29 14.91 15.11 
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Table 3.5.  Standard Error of Variables 

  Standard Error  

 

 

 

Variable Name 

Successor 

Participates in 

Management 

Activities 

Successor Does 

Not Participate 

in Management 

Activities 

 

Total 

ARMS 

Sample  

FAMRELA 0.01 0.01 0.02 

OPRETIRE 0.03 0.02 0.02 

OPEXIT 0.01 0.01 0.01 

LEGALSTAT 0.02 0.01 0.01 

OPAGE 0.85 0.63 0.61 

OPEDU 0.08 0.04 0.04 

OPRISKTOL 0.17 0.10 0.09 

FINSTATE 0.03 0.02 0.02 

GOVT 0.03 0.01 0.01 

OPOFFFARM 0.08 0.03 0.03 

SPOFFFARM 0.10 0.06 0.06 

VALUFARMSTRUC (10,000’s) 1.00 0.19 0.19 

VALUORCH (10,000’s) 2.88 0.28 0.31 

VALULAND (10,000’s) 3.97 0.88 0.79 

VALURENTFROM (10,000’s) 4.78 1.42 1.41 

VALURENTTO (10,000’s) 1.31 0.28 0.26 

VALUCROP (10,000’s) 0.25 0.05 0.05 

VALUBRSTOCK (10,000’s) 0.68 0.15 0.16 

VALUNBRSTOCK (10,000’s) 0.22 0.07 0.06 

VALUPRODINOWN (10,000’s) 0.06 0.01 0.01 

VALUPRODINUSED (10,000’s) 0.06 0.02 0.02 

VALUVEHICLES (10,000’s) 0.14 0.03 0.03 

VALUEQUIP (10,000’s) 0.76 0.16 0.15 

VALUFCSCOOP (10,000’s) 0.65 0.02 0.02 

AMTOWEDTO (10,000’s) 0.13 0.03 0.04 

VALUOTHERFASSETS 0.53 0.17 0.18 

VALUNFASSETS 0.90 0.48 0.46 
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Table 3.6.  Results of Ordinary Least Squares Analysis 

Variable  Coefficient Standard Error t Value 

FAMRELA -0.42797*** 0.00864 -49.54 

OPRETIRE 0.01293 0.01002 1.29 

OPEXIT -0.02243 0.01457 -1.54 

LEGALSTAT -0.04718*** 0.00969 -4.87 

OPAGE -0.00084*** 0.00031 -2.72 

OPEDU -0.00226 0.00338 -0.67 

OPRISKTOL -0.00233 0.00148 -1.58 

FINSTATE -0.03491*** 0.00796 -4.39 

GOVT -0.00786 0.00840 -0.94 

OPOFFFARM -0.00656* 0.00397 -1.65 

SPOFFFARM 0.00803** 0.00321 2.50 

VALUFARMSTRUC -5.28591E-8** 2.53806E-8 -2.08 

VALUORCH -2.67638E-9 4.44237E-9 -0.60 

VALULAND 2.15811E-9 5.75258E-9 0.38 

VALURENTFROM 1.84289E-9 3.51770E-9 0.52 

VALURENTTO -5.84777E-8** 2.67373E-8 -2.19 

VALUCROP -6.9074E-10 2.36520E-8 -0.03 

VALUBRSTOCK -1.90858E-8 2.36744E-8 -0.81 

VALUNBRSTOCK 2.32668E-8 6.26582E-8 0.37 

VALUPRODINOWN 5.71696E-8 2.70928E-7 0.21 

VALUPRODINUSED 1.04789E-7 1.20532 0.87 

VALUVEHICLES -2.74625E-9 1.68191E-7 -0.02 

VALUEQUIP -4.47876E-8 4.05003E-8 -1.11 

VALUFCSCOOP -1.50337E-7 1.84000E-7 -0.82 

AMTOWEDTO 4.76103E-8 7.07221E-8 0.67 

VALUOTHERFASSETS 0.00155*** 0.00058 2.69 

VALUNFASSETS 0.00009 0.00042 0.21 

    

Intercept:  1.11281    

R
2
:  0.3768    

Adjusted R
2
:  0.3733    

Note:  *,**,*** denote statistical significance the 10%, 5%, and 1% levels, respectively. 
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Table 3.7.  Results of Binary Probit Analysis 

Variable  Coefficient Standard Error Wald 

 

FAMRELA 2.5543*** 0.0057 203,185.158 

OPRETIRE -0.1097*** 0.0052 446.007 

OPEXIT 0.2451*** 0.0078 978.844 

LEGALSTAT 0.3419*** 0.0044 6096.476 

OPAGE 0.0107*** 0.0002 3268.145 

OPEDU 0.0296*** 0.0018 264.138 

OPRISKTOL 0.0351*** 0.0008 1729.130 

FINSTATE 0.3634*** 0.0043 7252.411 

GOVT 0.0809*** 0.0047 300.787 

OPOFFFARM 0.0609*** 0.0023 703.929 

SPOFFFARM -0.0830*** 0.0017 2411.359 

VALUFARMSTRUC 4.6260E-7*** 1.2160E-8 1447.445 

VALUORCH 2.0040E-8*** 7.4000E-9 7.334 

VALULAND -3.3100E-8*** 3.1090E-9 113.377 

VALURENTFROM -1.1500E-8*** 1.8700E-9 38.076 

VALURENTTO 3.4090E-7*** 9.0950E-9 1404.925 

VALUCROP -1.1600E-9 1.6320E-8 0.005 

VALUBRSTOCK 1.1260E-7*** 9.1570E-9 151.176 

VALUNBRSTOCK -9.4400E-8*** 2.5920E-8 13.273 

VALUPRODINOWN -6.0400E-7*** 1.1910E-7 25.756 

VALUPRODINUSED -1.9000E-6*** 1.0150E-7 352.110 

VALUVEHICLES 4.8570E-8 9.7710E-8 0.247 

VALUEQUIP 3.0050E-7*** 1.7930E-8 280.768 

VALUFCSCOOP 1.5560E-6*** 7.1180E-8 477.770 

AMTOWEDTO -3.5600E-7*** 3.9200E-8 82.310 

VALUOTHERFASSETS -0.0105*** 0.0003 1265.890 

VALUNFASSETS -0.0004* 0.0002 2.816 

    

Intercept:  -4.0483    

Wald 
2
:  222,820.794 (p < .0001)   

Percent Concordant:  93.7    

Percent Discordant:  6.0    

Percent Tied:  0.4    

Pseudo R
2
:  .502    

Note:  *,**,*** denote statistical significance the 10%, 5%, and 1% levels, respectively. 
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Table 3.8.  Results of Binary Logit Analysis 

Variable  Coefficient Standard Error Wald 

 

FAMRELA 5.353*** 0.0150 127,899.0630 

OPRETIRE -0.148*** 0.0088 281.6614 

OPEXIT 0.448*** 0.0138 1049.5458 

LEGALSTAT 0.635*** 0.0083 5819.7674 

OPAGE 0.017*** 0.0003 2678.7558 

OPEDU 0.045*** 0.0031 207.1047 

OPRISKTOL 0.053*** 0.0015 1302.1237 

FINSTATE 0.651*** 0.0074 7804.9957 

GOVT 0.139*** 0.0081 295.7329 

OPOFFFARM 0.082*** 0.0040 415.2878 

SPOFFFARM -0.133*** 0.0029 2138.5405 

VALUFARMSTRUC 1.090E-6*** 2.4610E-8 1961.4248 

VALUORCH 7.708E-8*** 1.8700E-8 16.9673 

VALULAND -6.260E-8*** 5.5600E-9 126.8977 

VALURENTFROM -1.590E-8*** 3.2020E-9 24.6625 

VALURENTTO 6.673E-7*** 1.5350E-8 1889.4410 

VALUCROP 7.190E-8** 2.8920E-8 6.1920 

VALUBRSTOCK 1.932E-7*** 1.7830E-8 117.4830 

VALUNBRSTOCK -9.960E-8** 4.5900E-8 4.6997 

VALUPRODINOWN -1.510E-6*** 2.2550E-7 45.0666 

VALUPRODINUSED -1.260E-6*** 2.7370E-7 21.3214 

VALUVEHICLES -1.360E-7 1.8000E-7 0.5693 

VALUEQUIP 5.0390E-7*** 3.2100E-8 245.5169 

VALUFCSCOOP 3.677E-6*** 1.3220E-7 774.1357 

AMTOWEDTO -8.350E-7*** 7.8360E-8 113.5394 

VALUOTHERFASSETS -0.018*** 0.0005 1318.7257 

VALUNFASSETS -0.002*** 0.0004 35.7608 

    

Intercept:  -7.7898    

Wald 
2
:  147,663.756 (p < .0001)   

Percent Concordant:  93.7    

Percent Discordant:  5.8    

Percent Tied:  0.5    

Pseudo R
2
:  .5025    

Note:  *,**,*** denote statistical significance the 10%, 5%, and 1% levels, respectively. 

 

 



Texas Tech University, Kelly Lange, August 2012 

96 

 

Results of Ordinary Least Squares Analysis  

 The results of the ordinary least squares analysis indicate that the successor being 

related to the operator (FAMRELA), the legal status of the business (LEGALSTAT), and 

the operator’s use of financial statements in business planning (FINSTATE) are 

significant at the one percent level.  Operator age (OPAGE), whether the operator’s 

spouse works off-farm (SPOFFFARM), the value of farm structures 

(VALUFARMSTRUC), the value of farmland rented to others (VALURENTTO), and the 

value of other farm assets (VALUOTHERFASSETS) are significant at the five percent 

level.  The operator working an off-farm job (OPOFFFARM) is significant at the ten 

percent level. 

 In the ordinary least squares model, the successor being related to the operator is 

indicated to have a negative impact on the decision for the successor to participate in the 

management activities.  This could be due to the possibility of the designated successor 

not being a family member of the operator at all, but rather a hired manager that is 

intended to take over the farm business.  However, this result can be called into question 

due to the possibility that a designated successor of the farm business is a family member 

of the farm operator. 

 This model also indicates that the legal status of the business has a negative 

impact on the decision for a designated successor to be involved in the management 

activities of the business.  A binary variable was used to indicate the legal structure of the 

business.  Operators indicated that the business was either a sole or family proprietorship 
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or another type of business entity, such as a legal partnership, family-held corporation, 

non-family corporation, estate, trust, or cooperative.  If the business was organized as a 

sole or family proprietorship, there was less chance that the successor participated in the 

management of the business.  This could be because smaller businesses such as sole or 

family proprietorships may not be large enough to accommodate more than one business 

manager.    

 The operator’s use of financial statements during business planning was also 

found to negatively impact the probability that the successor participated in the 

management activities of the business.  This could be attributed to the operator 

determining that the business was not financially capable of supporting multiple 

managers based upon business financial statement analysis.   

  Operator age had a small negative impact on the decision for the successor to 

participate in the management activities of the business.  If the farm business was small 

and the operator did not have a sufficient amount of wealth available to fully retire, then 

the operator might be less willing to give up a management role in the business to the 

successor.   

 The operator’s spouse working at an off-farm job positively affected the decision 

for the successor to participate in the management activities of the farm business.  This 

could be due to the operator and his or her spouse having another income source in 

addition to farm income.  The additional source of income could allow the operator and 



Texas Tech University, Kelly Lange, August 2012 

98 

 

his or her spouse the opportunity to pursue other interests besides the farm business and 

prompt the operator to pass some management responsibilities to the successor. 

 The value of farm structures, such as barns, storage buildings, etc., had a slight 

negative effect on the potential for the successor to participate in the management of the 

business.  On smaller operations, the number of various farm structures could be 

minimal, therefore resulting in less management being necessary.   

 The value of farmland rented to others also shows to slightly negatively affect the 

decision for a designated successor to participate in the management activities of the farm 

business.  If the farm operator rents a considerable amount of farmland to others, then 

there will be less farmland which the operator must manage.  Thus, the operator may 

have no need for the successor to participate in the business management due to less 

farmland that the operator is responsible for. 

 Other farm assets include assets which were not accounted for individually, such 

as structures, land, crops, livestock, production, vehicles, and equipment.  The value of 

these other farm assets positively impacts the probability that the successor will 

participate in the management activities of the business.  If the business possesses large 

amounts of other farm assets, the operator may need assistance in the management of 

these other assets; therefore, the operator may choose to include the successor in the 

management activities of the business.  
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 The operator working an off-farm job negatively impacts the potential that the 

successor will participate in the management activities of the business.  For small farm 

businesses, in which the operator and/or the operator’s spouse work off-farm jobs, the 

farm business may not be seen as a primary source of income.  For these types of small 

farms, the management required may be minimal enough that the operator can attend to it 

personally, and thus not need the additional management supervision of the successor. 

 Variables that were not indicated to be significant included whether the operator 

indicated that he or she was retired or expecting to retire within five years (OPRETIRE), 

the operator intending to exit farming for reasons other than retirement (OPEXIT), 

operator education (OPEDU), operator risk tolerance (OPRISKTOL), expected 

government support (GOVT), value of orchards (VALUORCH), value of land 

(VALULAND), value of farmland rented from others (VALURENTFROM), value of crops 

(VALUCROP), value of breeding livestock (VALUBRSTOCK), value of non-breeding 

livestock (VALUNBRSTOCK), value of production inputs owned and value of production 

inputs used (VALUPRODINOWN and VALUPRODINUSED), value of vehicles 

(VALUVEHICLES), value of equipment (VALUEQUIP), value in farm credit systems or 

cooperatives (VALUFCSCOOP), the amount owed to the farm business (AMTOWEDTO), 

and the value of non-farm assets (VALUNFASSETS).   

 The ordinary least squares analysis indicated that the explanatory variables in the 

model account for approximately 37 percent of the variability in the decision for a 

designated successor to participate in the management activities of a farm business.  
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Interestingly, in the ordinary least squares analysis, the majority of farm assets necessary 

for production, and thus assets that will require management in some capacity, were not 

indicated to be significant in affecting the decision to transfer managerial responsibility to 

the successor.  This indicates that the value of farm assets alone is likely not the only 

factor involved in the decision to transfer managerial responsibility to a successor. 

Results of Binary Probit and Binary Logit Analyses 

 The results of the binary probit and binary logit analyses indicate that both models 

are significant at the one percent level, and both of these models are an improvement over 

the ordinary least squares analysis.  This is to be expected given that the dependent 

variable being modeled is a binary choice response, either the designated successor 

participates in the management activities of the business or not.  Both the binary probit 

and binary logit models are much more suitable for examining the impact of the 

explanatory variables on the binary choice dependent variable.  The results from both of 

these models are very similar, with only minimal discrepancy between them regarding a 

few explanatory variables.     

 The results of the binary probit analysis indicate that the following variables were 

all significant at the one percent level:  successor being related to the operator 

(FAMRELA), the operator being retired or expecting to retire within five years 

(OPRETIRE), the operator intending to exit farm work for reasons other than retirement 

(OPEXIT), the legal status of the business (LEGALSTAT), operator age (OPAGE), 

operator education (OPEDU), operator risk tolerance (OPRISKTOL), the operator’s use 
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of financial statements in business planning (FINSTATE), expected government support 

(GOVT), whether the operator and the operator’s spouse work off-farm (OPOFFFARM 

and SPOFFFARM), value of farm structures (VALUFARMSTRUC), value of orchards 

(VALUORCH), value of land (VALULAND), value of land rented from others 

(VALURENTFROM), value of land rented to others (VALURENTTO), value of breeding 

livestock (VALUBRSTOCK), value of non-breeding livestock (VALUNBRSTOCK), value 

of production inputs owned and value of production inputs used (VALUPRODINOWN 

and VALUPRODINUSED), value of equipment (VALUEQUIP), value in farm credit 

systems and cooperatives (VALUFCSCOOP), the amount owed to the business 

(AMTOWEDTO), and the value of other farm assets (VALUOTHERFASSETS).  The 

value of non-farm assets (VALUNFASSETS), such as cash, checking, savings, retirement 

accounts, stock, and non-farm related real estate, was significant at the ten percent level.  

Value of crops (VALUCROP) and value of vehicles (VALUVEHICLES) were not found to 

be significant. 

 The results of the binary logit analysis indicate that the following variables were 

all significant at the one percent level:  successor being related to the operator 

(FAMRELA), the operator being retired or expecting to retire within five years 

(OPRETIRE), the operator intending to exit farm work for reasons other than retirement 

(OPEXIT), the legal status of the business (LEGALSTAT), operator age (OPAGE), 

operator education (OPEDU), operator risk tolerance (OPRISKTOL), the operator’s use 

of financial statements in business planning (FINSTATE), expected government support 
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(GOVT), whether the operator and the operator’s spouse work off-farm (OPOFFFARM 

and SPOFFFARM), value of farm structures (VALUFARMSTRUC), value of orchards 

(VALUORCH), value of land (VALULAND), value of land rented from others 

(VALURENTFROM), value of land rented to others (VALURENTTO), value of breeding 

livestock (VALUBRSTOCK), value of production inputs owned and value of production 

inputs used (VALUPRODINOWN and VALUPRODINUSED), value of equipment 

(VALUEQUIP), value in farm credit systems stock and cooperatives (VALUFCSCOOP), 

the amount owed to the business (AMTOWEDTO), the value of other farm assets 

(VALUOTHERFASSETS), and the value of non-farm assets (VALUNFASSETS), such as 

cash, checking, savings, retirement accounts, stock, and non-farm related real estate.  The 

value of crops (VALUCROP) and the value of non-breeding livestock 

(VALUNBRSTOCK) were significant at the five percent level.  The value of vehicles 

(VALUVEHICLES) was not found to be significant. 

 While many of the variables are found to be significant, some variables are of 

more interest than others.  It is to be expected that value of farmland, farm assets, and 

inputs will have a significant impact on the decision to have a successor that participates 

in management.  Additionally, demographic factors such as farm operator age and 

education as well as the designated successor being related to the principal operator are 

also expected to impact the management transfer decision.   

 Other variables that are of more interest in the farm management transfer decision 

include expected operator retirement plans, farm business legal status, operator risk 
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tolerance, operator and operator’s spouse off-farm work, and value of non-farm assets.  

Additional discussion of these variables follows.   

 The operator being retired or expecting to retire within five years has a negative 

impact on the decision for a successor to participate in the management of the business.  

When the operator reaches retirement age, the designated successor may already have 

acquired his or her own farming business.  Thus, the operator may decide to simply lease 

or sell his or her own farmland to another, non-family member as a way of generating 

retirement income.  Such circumstances may explain the negative relationship to farmer 

retirement and the successor participating in the management of the operator’s business.   

 The legal status of the farm business has a positive effect on the transfer decision.  

If the business is either a sole or family proprietorship, the likelihood of the successor 

participating in management is greater than if the business is another entity type.  This 

could be due to sole or family proprietorships growing in size to a point where the 

operator needs to bring in additional managerial help and therefore incorporates the 

successor into the business activities.  This type of arrangement may be a precursor to the 

farm business legal structure being changed to another type of agreement such as a legal 

partnership, limited liability company, or corporation. 

 Operator risk tolerance also positively affects the decision to bring the successor 

into the management of the business.  Operators surveyed tended to be relatively risk 

averse.  The appointment of a successor within the farm business can be seen as a way to 
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minimize the risk of business management activities being unable to continue effectively 

and efficiently in the event that the operator becomes unable to maintain complete 

managerial control of the business.  If the successor participates in the business 

management, this can provide some insurance that business operations can continue even 

if the operator cannot perform all management activities personally.   

 The operator working an off-farm job also positively impacts the decision to 

involve the successor in management.  If the operator is busy working off-farm, the 

successor taking over some managerial responsibilities may be crucial to ensuring that 

the farm business continues to operate efficiently and effectively. 

 The operator’s spouse working off-farm has a negative impact on the successor 

being involved in the management of the business.  If the farm business is small, the 

operator and his or her spouse may need to supplement income via an off-farm job.  In 

this case, the farm business may be sufficiently small enough that the operator can take 

care of all managerial activities by him or herself and the successor is not needed in a 

managerial capacity.   

 The value of the operator’s non-farm assets had a negative impact on the decision 

to have the successor participate in the management activities of the business.  If the 

operator had little in the way of other farm assets, this could make it unnecessary for the 

operator to need any additional help in the management of the farm business. 
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 The two models diverged slightly regarding a few variables.  The binary probit 

model indicated that the value of non-farm assets was significant at the ten percent level, 

while the binary logit indicated it to be significant at the one percent level.  Nonetheless, 

both models considered the value of non-farm assets to be significant.  The value of non-

breeding livestock was significant at the one percent level in the binary probit model; 

however it was significant at only the five percent level in the binary logit analysis. 

Interestingly, the binary probit model indicated that the value of crops owned by the 

enterprise was not significant, yet the binary logit model indicated it was significant at 

the five percent level.  Additionally, the binary probit model suggests that the value of 

crops owned has an insignificant, negative effect on the successor participating in the 

management of the business.  Meanwhile, the binary logit analysis suggests a significant, 

positive relationship between the value of crops owned by the business and the successor 

participating in the management activities of the business.  This discrepancy warrants 

future examination of this phenomenon.    Neither the binary probit nor the binary logit 

model indicated that the value of farm vehicles was significant. 

Conclusions 

 Ensuring the continuity of family farm businesses is of great concern to many 

farm business owners.  The farm transfer process can be thought of as being comprised of 

several phases, succession, inheritance, and retirement.  This paper specifically examined 

the succession phase, or the transfer of farm asset control and management to the 

successor(s).  Although previous research has investigated various methods by which the 
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succession process takes place, the factors specifically influencing the decision to transfer 

managerial power of farm assets to a designated successor have not been thoroughly 

examined.   

 This study begins with an intergenerational transfer model originally developed to 

study the transfer of monetary wealth between the older and younger generations, and 

modifies it to model the factors affecting the decision for the older generation to transfer 

managerial power of a family farm business to a designated successor.  A national farm-

level dataset, the 2001 Agricultural Resource Management Survey (ARMS), was used to 

identify relevant factors affecting this transfer decision.  Three econometric models, 

ordinary least squares, binary probit, and binary logit, were analyzed to determine the 

most relevant factors affecting the transfer of managerial power to a successor.   

 The results indicate that the binary probit and binary logit models are superior to 

the ordinary least squares model.  Both of these models suggest that operator 

demographics and business planning practices, value of farm assets and inputs, and non-

farm assets all significantly impacted the decision to transfer managerial control to a 

designated successor, whereas the ordinary least squares model failed to recognize some 

significant factors. 

 While other work in the area of farm succession has focused simply on 

determining factors which influence the selection of a successor, such as Mishra, El-Osta, 

and Shaik (2010), this study is unique in that it looks specifically at factors which impact 
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the decision to transfer managerial control of a farm business to a successor who has 

already been designated by the older generation.  By placing the research emphasis on the 

transfer of managerial control, the succession phase can be examined separately from the 

retirement and inheritance phases.  By assessing the succession phase independently, the 

results can be better disseminated and applied in practice.  Thus, practitioners and 

financial planning professionals will be able to provide superior assistance to farm 

families constructing succession plans, which may be put into action earlier than 

retirement or estate plans, thereby allowing more time for a successful transfer to take 

place.      

 Several limitations in this study are due to a lack of data.  Because the ARMS 

survey has not questioned farmers about succession since 2001, recent data is not 

available.  Also, there is a lack of complete data specifically focused on the succession 

transition process.  Other factors could also potentially affect the decision to transfer 

managerial control of a family farm business to a successor, yet these factors are not 

included in the analysis due to a lack of data.  These factors include, but are not limited 

to, geographic location of the farm businesses, presence of hired workers or managers 

who are not family members, multiple successors, successor age, successor location, and 

successor education.     

 With the collection of additional data regarding the distribution of managerial 

control in situations where multiple successors are involved in the family farm business, 

the intergenerational transfer model presented could be utilized in its full capacity.  With 
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this additional data, factors affecting not only the transfer decision, but factors affecting 

the amount of managerial control transferred among multiple successors could be 

analyzed as well.  Knowledge of how managerial control is transferred among multiple 

successors in a family farm business would provide insight into the motives which 

prompt farm operators to distribute managerial control as they do. 

 Future work will involve gathering more complete data by which to more 

thoroughly examine the farm succession process.  Additional data to be gathered includes 

the previously mentioned variables, as well as data pertaining to managerial control 

transfer amounts distributed among multiple successors.  Future work will also include a 

similar analysis of the factors affecting inheritance in family farm business transfers.  

Inheritance is the process by which the ownership of farm assets is transferred from one 

generation to another (Gasson and Errington 1993; Errington 1998).  The process of 

inheritance can be studied in a similar way to that of succession.  A thorough 

investigation of the factors affecting the decision to transfer the ownership of farm assets 

as well as the factors affecting the distribution of farm asset ownership would greatly 

enhance the knowledge base regarding the family farm business transfer process. 

  

 

 

 



Texas Tech University, Kelly Lange, August 2012 

109 

 

References 

Becker, G.S.  1974.  “A Theory of Social Interactions.”  Journal of Political Economy 

 82:1063-1093. 

 

Bernheim, B.D., A. Shleifer, and L.H. Summers.  1985.  “The Strategic Bequest Motive.”  

 Journal of Political Economy 93:1045-1076. 

 

Boehlje, M.D., and L.M. Eisgruber.  1972.  “Strategies for the Creation and Transfer of 

 the Farm Estate.”  American Journal of Agricultural Economics 54:461-72. 

 

Cox, D.  1987.  “Motives for Private Income Transfers.”  Journal of Political Economy 

 95:508-546. 

 

Cox, D., and M.R. Rank.  1992.  “Inter-Vivos Transfers and Intergenerational Exchange.”  

 The Review of Economics and Statistics 74:305-314. 

 

Errington, A.  1998.  “The Intergenerational Transfer of Managerial Control in the Farm-

 Family Business:  A Comparative Study of England, France, and Canada.”  The 

 Journal of Agricultural Education and Extension 5:123-136. 

 

Gasson, R., and A. Errington.  1993.  The Farm Family Business.  Wallingford:  CAB 

 International. 

 

Hoppe, R.A., and D.E. Banker.  Structure and Finances of U.S. Farms:  Family Farm 

 Report, 2010 Edition.  Washington, DC:  U.S. Department of Agriculture, 

 Economic Research Service, EIB-66, July. 

 

Kimhi, A.  1994.  “Optimal Timing of Farm Transferal from Parent to Child.”  American 

 Journal of Agricultural Economics 76:228-236. 

 

Mishra, A.K., H.S. El-Osta, and S. Shaik.  2010  “Succession Decisions in U.S. Family 

 Farm Businesses.” Journal of Agricultural and Resource Economics 35:133-152. 

 

Pesquin, C., A. Kimhi, and Y. Kislev.  1999.  “Old Age Security and Inter-generational 

 Transfer of Family Farms.”  European Review of Agricultural Economics, 26:19-

 37. 

 

  



Texas Tech University, Kelly Lange, August 2012 

110 

 

CHAPTER IV 

A CASE STUDY APPROACH TO SUCCESSION AND FINANCIAL 

PLANNING FOR FARM FAMILIES 

Abstract 

 Operators of family farm businesses must address the financial needs and goals of 

their farms in addition to planning for personal financial goals.  Planning for the transfer 

of a family farm business often overlaps with other personal financial planning decisions.  

This paper presents a hypothetical case study of a family planning for both the succession 

of a family farm business as well as various personal financial goals.  Succession 

planning, retirement planning, estate planning, and other financial planning topics are 

addressed.  This case study is presented in a format conducive for use in a classroom or 

workshop setting.  Family background and financial information is provided, then 

questions related to succession and financial planning are presented with suggested 

solutions. 

Introduction 

 Individuals that work in the agricultural sector often face unique challenges that 

traditional workers do not.  Farmers experience some distinctly different challenges when 

building and maintaining businesses, saving for retirement, and constructing investment 

portfolios as compared with a typical American worker that works regular hours and 

builds a retirement nest egg in a company-provided 401(k).  Many farmers own their 

farming businesses and operate with the assistance of family members and hired labor.   
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 In addition to concerns regarding the short term and long term success of their 

business, farmers must also undertake extensive financial planning for personal goals.  

This can include risk management and insurance needs planning for the operator and his 

or her family, planning for the future education needs of children, retirement planning, 

financial portfolio management, and estate planning.   

 For agricultural producers wishing to maintain the farming business within the 

family, some form of business succession planning will be necessary as well.  Planning 

for the succession of a family farm business will overlap with many aspects of personal 

financial planning.  Succession planning encompasses aspects of risk management, 

retirement planning, and estate planning.  Other financial planning concerns, such as the 

management of financial assets, both farm and non-farm, as well as the changing tax 

environment will impact how the farm operator should proceed with both succession 

planning and the financial planning areas that accompany it. 

Problem Statement and Objective 

 Agricultural producers face personal financial planning issues that are unique 

when compared to those of traditional workers.  Farmers must plan not only for the future 

and continuity of their businesses, but simultaneously for other financial events 

throughout their lifetimes.  Oftentimes, the long term planning needs associated with 

personal financial goals are put on hold while the business owner is concerned with the 

short-term challenges presented by agricultural production operations.  While the 

economic production decisions connected to crop and livestock production are 
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undisputedly important from a business standpoint, planning for longer-term financial 

goals is equally important.     

 This study is comprised of a case study incorporating financial planning concepts 

into the farm transfer decision making process.  The decision-making process undertaken 

by a farm family planning to undergo a farm transfer to the younger generation is 

analyzed.  Specific financial planning issues to be addressed include retirement, estate, 

and other financial planning topics.  Income and estate tax ramifications for each of these 

planning areas will also be addressed.  Additional issues to be focused on include 

planning for educational and other expenses.  All financial planning issues as they pertain 

to the family farm transfer process will be pulled together in a comprehensive financial 

plan. 

 The objective of this project is to develop a case study analysis of a farm family 

planning for both financial management issues as well as farm business succession 

issues.  The specific objective is to construct a case study analysis examining how a farm 

family planning to pass the farm business on to the next generation can incorporate 

comprehensive financial planning into the succession planning process; 

Literature Review 

 Personal financial management is a key issue that all families need to address.   

While individuals that work in agriculture encounter many of the same financial planning 

concerns of workers in other industries, they also experience unique challenges.  Because 

many farm businesses are family owned enterprises, farmers face some distinctly 
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different challenges when building and maintaining their businesses as well as addressing 

other financial planning concerns.  

 Approximately 98 percent of U.S. farms are family operations.  Family farms 

come in all shapes and sizes, ranging from very small ($1000 in annual sales) to 

extremely large ($500,000 or more in annual sales), and may or may not be supplemented 

by some family members working additional jobs off-farm (Hoppe and Banker 2010).  

While those farm families that have one or more family members supplementing 

household income through off-farm work may enjoy the benefits of employer sponsored 

retirement and investment programs, many farm families are still on their own when it 

comes to investing for their future. 

 While many farm families hold a significant portion of their net worth in farm and 

farm-related investments, research indicates that farmers are beginning to expand their 

non-farm investment portfolio holdings.  Farm and farm-related investments typically 

consist of illiquid assets such as farm land as well as farm buildings and production 

equipment.  Assets and investments that are growing in popularity with farmers include 

money market investments, stocks, mutual funds, individual retirement accounts, and 

401(k) plans (Mishra et al. 2002).  

 A question that has been of concern is whether some farmers who work both on-

farm and off-farm jobs do this as a choice or as a necessity.  A frequent reason cited for 

holding an off-farm job in addition to working on the farm is the need for additional 
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income and liquidity.  Another reason that is often brought up is the desire to have some 

sort of employer provided retirement and/or health plan.  Despite what is commonly 

believed, farmers are actually quite well prepared for retirement (Mishra, Durst, and El-

Osta 2005).  Farmers often begin saving for retirement early, participate in social security 

programs, and those that also work off-farm or have spouses that work off-farm take part 

in employer sponsored retirement and healthcare programs.  Additionally, many farmers 

continue in the farming occupation well past retirement age.  The average age of farmers 

in 2007 was fifty seven with approximately 28 percent of farmers being age sixty five or 

older.  This is in stark contrast to other employees in more traditional occupations, in 

which only approximately eight percent of workers are age sixty five or older (Hoppe and 

Banker 2010).   

 Farmer investment habits are often not that different from other professionals in 

more mainstream occupations.  Most farmers wish to allocate their wealth in a variety of 

investments in order to diversify their portfolio holdings and minimize overall risk.  

Research has suggested that farmers may prefer to invest in financial assets which carry a 

higher risk in order to reduce the overall farm investment risk of their portfolios through 

diversification.  Additionally, research also indicates that farmer portfolios generally 

should not have greater than fifty percent of wealth holdings allocated to farmland.  In 

order to minimize the risks associated with having a high proportion of farmer wealth 

invested in farmland, farmers are beginning to turn to more traditional investments as a 

means of diversification (Mishra et al. 2002).   
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 Increasing diversification of investments is vital to reducing investment risk for 

farmers.  The typical farmer has the majority of wealth tied up in assets related to the 

farm and farm production.  These assets typically fall into the categories of either liquid 

assets or fixed assets.  Liquid assets will include cash or cash equivalents and savings.  

Fixed assets consist of land, buildings, farm machinery, farm equipment, land 

improvements, and livestock holdings.  It is not uncommon for close to 90 percent of 

farmer assets to be allocated to highly illiquid, fixed assets.  Of this high percentage of 

fixed assets, land frequently represents the largest proportion.  Land can easily account 

for up to 70 percent of a farmer’s fixed assets (Mishra et al. 2002). 

 Although a staggering proportion of farm household wealth may be allocated to 

these types of illiquid, fixed assets, non-farm associated assets and investments are often 

well diversified.  Non-farm associated investment portfolios differ a bit by type of farm 

(Mishra et al. 2002).   

 The United States Department of Agriculture (USDA) recognizes several 

different varieties of farms.  Small family farms include farms that have gross sales of 

less than $250,000 annually.  Large family farms are farms that report gross sales of 

between $250,000 and $499,999 annually.  Very large family farms are comprised of 

farms with gross sales equal to or in excess of $500,000 in annual gross sales.  Finally, 

non-family farms are considered to be any farms in which the principal operator (the 

person responsible for performing the day-to-day operations and decision making on the 
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farm) or anyone related to the principal operator are not the majority owners of the farm 

business (Hoppe and Banker 2010).    

 Small family farms include retirement farms, which are farms in which the 

principal operator reports that he or she is retired, yet continues to farm a small 

proportion of land.  Residential/lifestyle farms are small family farms in which the 

principal operator indicates the he or she has a primary occupation (an occupation where 

the worker spends the majority of his or her time) in something that is not farming.  Small 

family farms also include farming-occupation farms which can be broken down into two 

categories, low-sales farms and medium-sales farms.  Low-sales farms have gross annual 

sales of less than $100,000.  Medium-sales farms have gross sales of $100,000 up to 

$249,999 annually (Hoppe and Banker 2010).   

 Mishra et al. (2002) found that average farm households hold diversified 

portfolios of non-farm assets.  In general, farm households maintained approximately 22 

percent of non-farm financial assets in corporate stocks, mutual funds, and other types of 

financial and investment vehicles.  Approximately 21 percent of non-farm assets were 

found to consist of cash and cash equivalents, as well as savings accounts and bonds.  

Various retirement accounts including individual retirement accounts and 401(k) 

accounts made up approximately 26 percent of non-farm financial assets.  Finally, 

approximately 31 percent of non-farm financial assets were comprised of land, real 

estate, or other businesses not related to the farm as well as homes located off-farm, and 
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vehicles including both the farm household share of trucks and other vehicles and 

recreational vehicles (Mishra et al. 2002). 

 Residential/lifestyle farms were found to have non-farm financial assets allocated 

in slightly different proportions from most other types of farm businesses.  These types of 

farms were observed to hold slightly more of their non-farm financial assets in retirement 

accounts.  In general, residential and lifestyle farmers indicated that approximately 28 

percent of non-farm assets were allocated to retirement accounts.  This was likely due to 

the fact that residential and lifestyle farm principal operators worked at primary 

occupations that were not farming.  Therefore, most of these types of farmers worked 

jobs in industries other than farming and likely had more access to employer sponsored 

retirement funding programs, facilitating their ability to place more funds into retirement 

vehicles (Mishra et al. 2002). 

 Farm household income comes from several areas.  The allocation of farmer 

income has also changed throughout the years.  Mishra et al. (2002) observed that the 

amount of income that farm households received through off-farm wages increased 

throughout the 1990’s.  During this period the amount of income received from farm 

operations decreased slightly, while income from investment interest and dividends 

remained stable.  Also, during the 1990’s, the allocation of net worth among farm 

families shifted from farm sources of net worth to non-farm sources.  In the early 1990’s 

approximately 85 percent of average farm household net worth was derived from farm 

sources including land, machinery, equipment, and other sources of fixed income.  The 
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remaining 15 percent of farm household income came from off-farm sources, such as 

investments and retirement assets.  But in the late 1990’s, the percentage of farm 

household net worth from farm sources had decreased to only 69 percent.  The amount of 

farm net income derived from off-farm sources grew to 31 percent.  This indicated that 

farmers and farm households were increasing their off-farm assets.  This was potentially 

due to the increased occurrence of farmers and other members of the farm household 

receiving income from other off-farm jobs (Mishra et al. 2002). 

 Off-farm income comes from many sources.  Wages make up a substantial 

amount of off-farm income.  Off-farm wages may include income earned by the principal 

operator, the principal operator’s spouse, or both.  Wages from specialty jobs, such as 

custom farm work are also considered off-farm wages.  Farm custom work occurs when 

farmers are hired to do custom jobs for other farmers, such as harvesting another farmer’s 

crops and receiving payment for doing so.  This is included as off-farm income because 

the farmer is contracting him or herself to perform a service for a customer, rather than 

working his or her own land.  Custom work is often used as a means of supplemental 

income for farmers.  Other sources of off-farm income can include income from various 

types of investments.  Dividends may provide a source of income and can be received 

from stocks, mutual funds, investment in local agricultural co-ops (cooperative business 

organizations), or insurance companies.  Income from pensions or retirement accounts 

provided through off-farm employment is also a common source of off-farm income.  
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Finally, social security can provide additional off-farm income for farmers that qualify 

(Mishra et al. 2002). 

 Farmers are vulnerable to many types of risks related to agricultural production 

and must consider multiple ways to manage these risks.  Previous research has indicated 

that many farmers prefer to reduce their risk through the use of on-farm risk management 

strategies.  These strategies include everything from the diversification of crops and the 

strategic allocation of crops geographically to minimize the potential of weather-related 

losses to special crop management practices and preventative insect treatments to reduce 

damages and losses due to insect infestation.  Additionally, many different types of farm, 

livestock, and crop insurance are typically utilized in order to insure against other types 

of catastrophic farm losses (Nartea, Pellegrino, and Webster 2003). 

 However, some research has been conducted to determine if it is feasible for 

farmers to attempt to reduce their agricultural risk exposure through the use of 

investments.  Evidence has been found that it may be possible for farmers to reduce risk 

and improve the rates of return on farm assets if well diversified investments are included 

in a farmer’s investment portfolio.  Such investments may include stocks and bonds 

originating from industrial and governmental institutions.  Including such investments in 

farmers’ portfolios may provide diversification which can lessen risks associated with a 

large amount of wealth tied up in strictly agricultural endeavors (Nartea, Pellegrino, and 

Webster 2003). 
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 Succession planning can be thought of as a subset of risk management, as the 

principal operator of the farm business wants to ensure that the business passes as 

smoothly as possible from the older generation to the younger generation in order to 

allow the business to remain economically viable.  Succession planning and estate 

planning often work hand in hand as well.    

 Succession is the process by which the management of the business is transferred 

to the next generation.  Inheritance is the process by which the ownership of the business 

is transferred to the next generation.  Estate planning addresses issues related to how an 

individual wishes for their heirs’ inheritance to be planned for and distributed.  Because 

inheritance encompasses the ownership of the farming business transferring to the heirs, 

it is assumed that a proportional amount of management responsibility will also transfer 

to the heirs via succession, when the ownership transfers via inheritance. 

   Errington (1998) identified a “succession ladder” which outlines the various 

stages of managerial transfer from the older to the younger generation.  The first step 

consists of day-to-day tactical decisions being shared initially by both generations before 

being transferred to the younger generation.  The second step of the succession ladder 

involves the transfer of long term strategic planning decisions.  The transfer of personnel 

management decisions is the third step of the succession ladder.  The fourth step of the 

succession ladder includes the transfer of financial management decisions.  The fifth step 

of the succession ladder is the transfer of authority to pay bills.  Often referred to as the 

“control of the purse strings” (Errington 1998), this final step in the succession ladder is 
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often the last decision making responsibility handed over to the successor.  Additionally, 

this authority may be handed over to the younger generation well after all other business 

management decisions have been passed down.  This could be due to the fact that as long 

as the older generation feels that they have control over the farm business checkbook, 

then they still have a significant role in the business. 

 Succession planning and retirement planning can also occur concurrently.  The 

principal operator of a family farm often intends for the farm to fund retirement in some 

way.  This can occur either through the sale or rent of the farm to the principal operator’s 

successor(s), or the principal operator may wish to receive a portion of the farm income 

in exchange for transferring management responsibility and/or ownership to the 

successor(s). 

 The agricultural sector is a unique and challenging industry.  Farmers often 

experience some different concerns when planning for their business and retirement 

future as compared to traditional American workers.  Knowledge of the specific issues 

that farmers encounter is a building block to being able to better accommodate farmers 

and others that work in the agricultural industry when helping them plan for their futures.  

Understanding farmers’ sources of income and allocation of capital allows financial 

professionals to understand the distinct concerns that need to be addressed when 

designing and implementing financial plans for these agricultural professionals. 
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Case Study and Questions 

Case Introduction 

 Farm families often have situations that are unique from individuals in 

mainstream occupations due to the necessity of planning for the future of their farm 

businesses as well as planning for their own personal financial futures.  This case study 

analysis will help to shed light on real life issues that farm families face from both 

personal and business financial perspectives. 

 This case study is organized in the style that is typical of financial planning case 

studies.  It is designed for use in a classroom or workshop setting.  Background 

information on a hypothetical family is provided.  Information related to the farm 

business is based on regional averages from the 2007 U.S. Census of Agriculture data.   

This information is similar to what a financial planner would accumulate during the 

information gathering phase of the financial planning process.  The business and personal 

financial goals that the family would like to obtain are stated.  Information on the status 

of the family’s insurance, investment, retirement, estate, and succession positions is also 

provided.  Economic and tax assumptions are given.  Additionally, personal and business 

financial statements are provided.  Questions and suggested solutions related to the case 

study follow the case information.  A summary of the case organization is shown in Table 

4.1. 
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Table 4.1.  Case Organization 

Case setting and timeline 

Personal background and information 

Business and personal goals 

Economic information 

Insurance information 

     Life insurance 

     Health insurance 

     Homeowners insurance 

     Automobile insurance 

Investment information 

Tax information 

Retirement 

Estates 

Succession plan 

Financial statements 

Case questions (with suggested solutions) 

 

Case Information 

Joe and Janice Smith 

 Today is January 1, 2008.  Joe and Janice Smith have come to you, a financial 

planner, to develop a plan to accomplish their financial goals.  From an initial meeting 

with the Smiths , you have collected the following information. 

Personal Background and Information 

Joe Smith (Age 59) 

 Joe Smith is a farmer in northwest Texas, a region geographically referred to as 

the High Plains of Texas.  Joe and his wife Janice own their farm business in a 50/50 

partnership.  The farm business has done well over the years and has grown to be larger 

in acreage than the average farm in the region.  Two primary crops are produced, cotton 

and wheat.  The farm is 1455 acres total, with 800 acres owned (approximately 55%) and 
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655 leased (approximately 45%).  The land that is owned was inherited from Joe’s father 

and was bought originally for $350,000.  The land has since increased in value.  

Estimated market value is $1,160 per acre. 

Last year the farm business had $420,000 in sales, classifying it as a large family 

farm according to the USDA Economic Research Service.  Total farm production 

expenses last year were $306,000.    Annual income from the farm business last year was 

$114,000 (2007 Census of Agriculture).  Annual increases of approximately 3% (due to 

expected inflation) per year are expected.  Land is also expected to increase in value by 

3% annually. 

Janice Smith (Age 55) 

Janice Smith is a third grade school teacher in a nearby town.  She has been a 

teacher for 24 years.  Her present annual salary is $45,500.  She expects raises of 1% per 

year. 

The Smiths 

Joe and Janice have been married for 33 years.  They live in Texas which is a 

community property state.  The Smiths file a joint tax return.  They both have simple 

wills leaving all assets to the other.  The Smiths live in a home that is valued at $200,000 

fair market value (FMV) and their home is paid off.  Both Joe and Janice have a family 

history of relatively short life expectancies.  Joe’s life expectancy is 79 and Janice’s life 

expectancy is 80. 
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The Children 

Joe and Janice have three grown children, two sons and one daughter.  Jim is 29, 

Jennifer is 26, and Josh is 21.  Jim is also a farmer, and lives near Joe and Janice.   

Jim owns a small amount of farmland and leases additional farmland from 

neighbors.  He also assists Joe on his farm as needed during busy times of the year.  In 

return, Joe assists Jim when needed.   

Jennifer is married to Ted and lives in Dallas, TX.  She is employed as an 

advertising sales representative for a Dallas based marketing firm.  Ted is an engineer 

and is employed by a Dallas based engineering consultancy.  Neither Jennifer nor Ted 

has any interest in farming or being involved in Joe and Janice’s farming business. 

Josh is a senior in college, where he is majoring in Agribusiness.  He will 

graduate in May.  Upon graduation, Josh wants to go into farming as well, and intends to 

begin working for Joe as hired labor in hopes of eventually joining in the management 

activities of the farm business. 

Business and Personal Goals 

 1.  Joe and Janice are unsure of what percentage of their pre-retirement income 

 they need in order to retire comfortably and maintain their current lifestyle.  

 Janice wants to retire at age 62, and while Joe insists that he will never 

 “completely” retire from farming, he indicates that he will likely phase out of his 

 farming business significantly when Janice retires.  Their expected retirement 

 period will be 25 years. 
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 2.  Joe and Janice want to pass the farm business on to their children, but they are 

 unsure of the best way to proceed.  They would like to explore their options for 

 the transfer of both farm management and farm ownership to their children.  Joe 

 and Janice want to ensure that Jennifer and Ted receive an inheritance that is 

 equivalent to the other children, even though they have no desire to actively 

 participate in the farm business. 

 3.  Joe and Janice are not sure if they will owe any estate taxes on their property.  

 They have provided you with some business and personal financial statements so 

 that you can determine whether they will be subject to estate tax liability.  If they 

 are subject to estate tax, they would like to plan for the best way to minimize or 

 eliminate their liability.  

Economic Information 

Expected inflation will average 3% (CPI) annually 

Insurance Information  

Life Insurance 

Neither Joe nor Janice has any life insurance. 

Health Insurance 

Joe and Janice are both covered by Janice’s XYZ health plan which provides 

coverage for them during employment and retirement.  Their deductible is $300 per 

person with an 80/20 major medical coinsurance provision.  Their policy has a stop/loss 

of $2,000.  They currently pay $167 per month for the employer provided plan. 
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Homeowners Insurance 

The Smiths’ have an H02 policy with the following provisions: 

  Dwelling  $150,000 

  Other Structure $15,000 

  Personal Property $75,000 

  Loss of Use  $30,000 

Automobile Insurance 

The Smiths own three automobiles.  Joe has two trucks, one used for farm work 

and the other for personal transportation.  Janice has a car.  Their automobile insurance 

has the following provisions: 

 Type   PAP 

 Bodily Injury  $25,000/$50,000 

 Property Damage  $10,000 

 Medical Payments $5,000 per person 

 Physical Damage Actual Cash Value 

 Uninsured Motorist $25,000/$50,000 

Comprehensive Deductible $200 

Collision Deductible  $500 

Premium   $5,000 per year 
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Investment Information 

Janice participates in her employer’s 403(b) plan.  The employer matches 

contributions dollar for dollar up to 3%.  Janice currently contributes 3%.  Her maximum 

contribution is 14%. 

In the 403(b), the Smiths have the opportunity to invest in a money market, bond 

fund, growth and income fund, and small cap stock fund.  They have a moderate 

investment risk tolerance.  Janice’s current 403(b) portfolio is shown in Table 4.2. 

 

Table 4.2.  403(b) Portfolio Balance 
 Money Market Bond Growth and Income Small 

Cap 

Total 

Current  

Balance 

$18,000 $47,000 $35,000 $23,000 $123,000 

 

Joe and Janice also both have investment portfolios.  The current balance in Joe’s 

portfolio is $196,000 and the current balance in Janice’s portfolio is $123,000.   

Tax Information 

Joe and Janice are currently in the 28% federal income tax bracket.  They expect 

to remain in this income tax bracket after retirement.  There is no state income tax.  They 

are currently paying $3,500 annually for property tax.   

Retirement 

When Janice retires Joe intends to relinquish the farmland that he has been renting 

(655 acres).  He also plans to sell the majority of the farmland that he owns to his 



Texas Tech University, Kelly Lange, August 2012 

129 

 

children as inheritance as well as retirement funding.  He intends to retain 100 acres to 

farm during his retirement. 

Estates 

For purposes of estimating estate tax liability (of either spouse): 

  Last illness and funeral expense estimated at $20,000 

  Estate administration expense estimated at $30,000 

Succession Plan 

Thus far, Joe has been reluctant to plan for succession because he feels that he 

needs to remain an active part of the business.  Janice has recently convinced him that he 

needs to begin the transfer process so that he will worry less when they retire.   

Josh wants to join the farm business when he graduates from college.  He wants to 

become a partner in the business eventually, but anticipates that he will initially work for 

his father as hired labor and do some custom farming work on the side.  Jim feels that he 

should be a part-owner of the farm business since he has provided assistance to Joe on the 

farm and is the oldest son.   

However, Joe and Janice want to distribute the farm business (or monetary 

equivalent) equally among all three children.  Joe wants assistance on developing a 

succession plan that will address the management and ownership transfer issues between 

Jim and Josh, as well as ensuring that Jennifer and Ted also receive equivalent monetary 

compensation. 
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Financial Statements 

 The Smiths’ personal statement of financial position is shown in Table 4.3.  Their 

statement of cash flows is shown in Table 4.4.  The balance sheet for their farm business 

is shown in Table 4.5. 
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Table 4.3.  The Smiths’ Personal Statement of Financial Position. 

 

STATEMENT OF FINANCIAL POSITION 

Joe and Janice Smith 

As of December 31, 2007 

 
ASSETS  LIABILITIES AND NET WORTH  

    

Cash/Cash Equivalents  Current Liabilities  

JT Cash $25,000 JT Personal Credit Card $4,500 

Total Cash/Cash Equivalents $25,000 Total Current Liabilities $4,500 

    

Invested Assets  Long-Term Liabilities  

JT JJS Farms $1,352,600 H Personal Automobile 21,000 

W 403(b) Plan 82,000 W Personal Automobile 14,000 

H Portfolio 196,000 Total Long-Term Liabilities  $35,000 

W Portfolio 123,000   

Total Investments $1,753,600 Total Liabilities $39,500 

    

Personal Use Assets    

JT Residence $200,000   

JT Personal Property $750,000 Net Worth $2,749,100 

H Automobile 35,000   

W Automobile 25,000   

Total Personal Use $1,010,000   

    

Total Assets $2,788,600 Total Liabilities and Net Worth $2,788,600 

Notes to Statement of Financial Position: 

 1.  Assets are stated at fair market value and are rounded to even dollars. 

 2.  Liabilities are stated at principal only and are rounded to even dollars. 

 3.  The adjusted basis in JJS farms is $500,000. 

 4.  The 403(b) has the children designated as equal beneficiaries. 

 5.  Property Ownership:   

JT – Joint tenancy with right of survivorship.  Joe and Janice are joint 

tenants of all property owned JT. 

  H – Husband separate 

  W – Wife separate 
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Table 4.4.  The Smiths’ Statement of Cash Flows. 

 

STATEMENT OF CASH FLOWS 

Joe and Janice Smith 

1/1/2008 through 12/31/2007 

 
Cash Inflows-Annual  

Farm Income (Joe) $114,000 

Janice’s Salary 45,500 

Interest Income 900 

Dividend Income 3,500 

Other Income 1,100 

Total Cash Inflows: $165,000 

  

Cash Outflows-Annual  

Food  $14,000 

Utilities 10,000 

Health Insurance 2,000 

Transportation (gas, oil, maintenance) 10,000 

Car payments 10,000 

Credit Card Payments 5,000 

Clothing  10,000 

Entertainment/Vacation 10,000 

Home Owners Insurance 2,000 

Automobile Insurance 5,000 

Miscellaneous 18,000 

Federal Income Tax  35,190 

Property Tax 3,500 

Savings and Investment 20,000 

Total Cash Outflows: $154,690 

  

Discretionary Cash: $10,310 
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Table 4.5.  The Smiths’ Farm Business Balance Sheet. 

 

BALANCE SHEET 

JJS Farms 

As of December 31, 2007 

 

ASSETS  LIABILITIES   

    

Current Assets  Current Liabilities  

Cash/Checking Acct. $7,000 Accounts payable $10,000 

Marketable Securities 2,300 Notes payable w/in 1 yr 18,000 

Inventories  Current portion of term debt 29,000 

  Crops 60,000 Accrued interest 14,000 

  Supplies 6,000 Income taxes payable 10,000 

Accounts receivable 1,000 Current portion-deferred 

taxes 

15,200 

Prepaid expenses 1,000 Other accrued expenses 1,000 

Investment:  growing 

crops 

10,000 Total Current Liabilities $97,200 

Other current assets 500   

Total Current Assets $87,800 Noncurrent Liabilities  

  Notes payable  

Noncurrent Assets    Machinery $271,000 

Machinery/equipment, 

vehicles 

$650,000 Noncurrent portion-deferred 

taxes 

45,000 

Buildings & 

improvements 

100,000 Total Noncurrent 

Liabilities 

$316,000 

Land 928,000   

Other noncurrent 

assets 

0 Total Liabilities $413,200 

Total Noncurrent 

Assets 

$1,678,000   

  Owner Equity $1,352,600 

Total Assets $1,765,800 Total Liabilities and 

Owner Equity 

$1,765,800 
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Case Questions 

1.  What are the Smiths’ financial strengths and weaknesses? 

Solution: 

a.  Strengths:   

The Smiths’ have an appropriate net worth.  They have a manageable amount of long 

term debt and their home is paid off, so they do not have to allocate funds for a mortgage 

payment.  They manage their annual cash flow well.        

b.  Weaknesses:   

The Smiths’ need to assess their risk coverage needs.  While they have health, 

automobile, and property insurance, neither Joe nor Janice has life insurance.  

Additionally, they need to determine whether other types of liability or umbrella 

insurance might be warranted. 

While they have a high net worth, much of their wealth is tied up in illiquid assets, 

especially their farm business.  Their retirement proceeds are expected to come from their 

investment portfolios, Janice’s 403(b), and the sale of the farm business to the three 

children.  However, if they sell the farm business for less than fair market value, it may 

be questionable as to whether they have sufficient retirement funds.  Additionally, 

because neither of the Smith’s is very knowledgeable about their investment portfolios, a 

closer investigation of those investments may be useful.   

Although Joe and Janice intend to pass the farm business on to the children, they have not 

done any succession or estate planning in preparation for the transfer.  Considering that 
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Joe and Janice would like to retire in seven years, they need to begin preparing for the 

transfer of the farm business as well as the transfer of other personal assets as soon as 

possible.  

   

2.  Janice participates in her employer offered 403(b).  Describe the basic attributes of a 

403(b) plan. 

Solution: 

A 403(b), or tax sheltered annuity (TSA), is a retirement plan offered to employees of 

qualified non-profit organizations, such as public education systems, certain ministers, 

some hospital service organizations, and other tax-exempt organizations.  A 403(b) is not 

a qualified plan, but is a tax-sheltered retirement plan.  Many 403(b) plans are salary 

reduction plans, which accept only employee deferrals.  Janice’s plan is a less common 

plan that is employer funded and accepts employee and employer contributions.  Because 

Janice’s plan includes employer contributions, it is subject to ERISA (Employee 

Retirement Income and Security Act) rules.  ERISA protects an employee’s retirement 

assets from creditors and plan sponsors.  The employee has a choice investment options 

(insurance annuities and mutual funds) and assumes the risk of selected investments 

(Dalton 2010). 
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3.  When must Janice begin taking distributions from her 403(b) plan (as determined by 

the minimum distribution requirements)? 

Solution:   

Janice’s 403(b) plan is subject to the same distribution requirements as IRAs and 

qualified plans.  She must begin taking withdrawals by April 1
st
 of the year after she turns 

70 ½ (Dalton 2010).     

 

4.  How will the distributions from Janice’s 403(b) plan be taxed? 

Solution: 

403(b) plans generally follow the same taxation rules as other types of qualified plans and 

IRAs.  Janice’s distributions will likely be taxed as ordinary income in the year that the 

distributions are received (Dalton 2010). 

 

5.  What is the difference between Janice’s 403(b) plan and a 401(k) plan? 

Solution: 

403(b) plans are similar to 401(k) plans with a few differences.  401(k) plans are offered 

by employers of for-profit businesses, while 403(b) plans are offered by not-for-profit 

organizations.  As with 403(b) plans, 401(k) plans allow funds to accumulate over time 

and are not subject to income tax until the employee begins receiving distributions.  

However, an employer must establish, administer, and maintain a 401(k) plan, while a 

403(b) plan does not require that the employer do anything beyond payroll deductions for 
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employee elective deferral agreements.  Also, 401(k) plans often have a 3-year cliff 

vesting period for employer matching contributions, while 403(b) plans provide 

immediate 100 percent vesting (Dalton 2010). 

 

6.  List three examples that would be covered under the Smiths’ H02 policy. 

Solution: 

Homeowners 2 (HO2) insurance is a named-perils policy.  H02 will insure a dwelling, 

other structures, and personal property against losses due to some listed perils (Rejda 

2008).  Some examples that would be covered under the Smiths’ H02 policy include: 

a.  Fire, lightning, or smoke.    

b.  Windstorm or hail. 

c.  Vandalism, malicious mischief, or theft. 
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7.  Calculate the Smiths’ wage replacement ratio assuming their retirement budget has the 

following changes: 

Utilities budget decreases to $8000 annually 

Transportation budget increases to $12,500 annually  

(the Smith’s plan to travel more during retirement) 

Car payments will drop to $0  

(the Smiths’ do not plan to finance any vehicles during retirement) 

Credit card payments decrease to $2000 annually 

Clothing budget decreases to $5000 annually 

Entertainment/Vacation increases to $12,500 annually 

Automobile insurance decreases to $2500 annually  

(the Smiths’ plan to sell one vehicle upon retirement) 

Miscellaneous expenses decrease to $14,000 annually 

Property tax decreases to $1500 annually  

(due to the sale of 700 acres of farmland) 

Savings and investment drops to $0 as the Smiths’ begin consuming from savings 

Assume their income tax liability during retirement stays the same  

Assume their property tax liability during retirement drops to $1,500   

Assume their current budget at retirement will be equal to needs 

Solution is shown in Table 4.6. 
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Table 4.6.  Calculation of the Smiths’ Wage Replacement Ratio. 

 Current Budget Retirement Budget 

Income (Current) Budget $165,000 *** 

   

Expenses:   

  Food $14,000 $14,000 

  Utilities 10,000 8,000 

  Health Insurance 2,000 2,000 

  Transportation 10,000 12,500 

  Car Payments 10,000 0 

  Credit Card Payments 5,000 2,000 

  Clothing 10,000 5,000 

  Entertainment/Vacation 10,000 12,500 

  Home Owners Insurance 2,000 2,000 

  Automobile Insurance 5,000 2,500 

  Miscellaneous 18,000 14,000 

  Income Tax 35,190 35,190 

  Property Tax 3,500 1,500 

  Savings and Investment 20,000 0 

Total Expenses 154,690 111,190 

   

Wage Replacement Ratio  72% 
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8.  Joe (age 59) and Janice (age 55) currently have a combined income of $165,000.  

They expect that inflation will average 3 percent for their life expectancies.  They expect 

to earn 8 percent on their investments and retire in 7 years when Janice is 62 and Joe is 

66.  Joe’s life expectancy is age 79 and Janice’s life expectancy is age 80.  They have 

received their Social Security benefit statements, which indicate that their Social Security 

retirement benefits in today’s dollars will be $46,000 per year for Joe and $11,880 per 

year for Janice.  It is reasonable to subtract their Social Security benefits from today’s 

needs because it is inflation adjusted.  Calculate their capital needed at Janice’s 

retirement age 62 (due to Janice’s longer life expectancy).  Use their wage replacement 

ratio calculated in question 7. 
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Solution: 

 

Step 1:   72% WRR 

 

Step 2:   ($165,000 * 0.72) = $118,800 (Total needs in today’s dollars) 

 

Step 3:   $118,800   (Total needs in today’s dollars) 

  - 46,000   (less Joe’s Social Security in today’s dollars)   

-11,880 (less Janice’s Social Security in today’s 

dollars) 

  $60,920   (Annual amount needed in today’s dollars) 

 

Step 4:  N = 7    (62 – 55  Work Life Expectancy) 

  i = 3%     (inflation)   

  PV = $60,000   (From Step 3  Retirement needs in today’s 

      dollars) 

  PMT = 0 

  FV = $74,923.92  (Step 4  First year retirement needs) 

 

Step 5:   N = 18    (80 – 62  Retirement Life Expectancy) 

  i = 4.85%   [(1+Earnings Rate/1+Inflation Rate)–1]*100  

       [(1.08 / 1.03) – 1] * 100 

       (1.0485 – 1) * 100 

       4.85% 

  FV = 0    Annuity model is zero at life expectancy 

  PMTAD = $74,923.92  (From Step 4  *Note:  Annuity Due) 

  

  PVAD@62 = $929,164.84 (Step 5  Amount needed at age 62) 
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9.  If Joe were to die in 2008: 

a.  Calculate Joe’s interest in his and Janice’s assets. 

b.  Calculate Joe’s probate estate. 

Solution is shown in Table 4.7. 

 

Table 4.7.  Calculation of Joe’s Interest and Probate Estate. 
Asset Owned Full Value (a)  

Joe’s Interest 

(b)  

Probate Estate 

Cash JT w/ spouse $25,000 $12,500 $0 

JJS Farms JT w/ spouse 1,352,600 676,300 0 

Janice’s 403(b) Wife only 82,000 0 0 

Joe’s Portfolio Husband only 196,000 196,000 196,000 

Janice’s Portfolio Wife only 123,000 0 0 

Residence JT w/ spouse 200,000 100,000 0 

Personal Property JT w/ spouse 750,000 375,000 0 

Joe’s Automobile Husband only 35,000 35,000 35,000 

Janice’s Automobile Wife only 25,000 0 0 

Total  $2,788,600 $1,394,800 $231,000 
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10.  Assuming Joe died in 2008, use the amount of his interest calculated in question 9 to:  

a.  Calculate Joe’s gross estate. 

b.  Calculate Joe’s marital deduction. 

Solution is shown in Table 4.8. 

 

Table 4.8.  Calculation of Joe’s Gross Estate and Marital Deduction. 
Asset Owned Full Value (a) 

Gross Estate 

(b)  

Marital Deduction 

Cash JT w/ spouse $25,000 $12,500 $12,500 

JJS Farms JT w/ spouse 1,352,600 676,300 676,300 

Janice’s 403(b) Wife only 82,000 0 0 

Joe’s Portfolio Husband only 196,000 196,000 196,000 

Janice’s Portfolio Wife only 123,000 0 0 

Residence JT w/ spouse 200,000 100,000 100,000 

Personal Property JT w/ spouse 750,000 375,000 375,000 

Joe’s Automobile Husband only 35,000 35,000 35,000 

Janice’s Automobile Wife only 25,000 0 0 

Total  $2,788,600 $1,394,800 $1,394,800 

 

 

 

11.  Using Joe’s marital deduction in question 10, calculate the net marital deduction. 

Solution: 

 Qualified Marital Deduction      $1,394,800 

 Less Expenses: 

  Last Illness and Funeral Expenses $20,000 

  Estate Administration Expenses $30,000 

       $50,000 

 Net Marital Deduction      $1,344,800 
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12.  Assume now that Joe’s gross estate totaled 3,450,000.  Assuming Joe died in 2008, 

what would his estate tax liability (refund) be? 

Solution: 

 

 Gross Estate        $3,450,000 

 Less Deductions: 

 Last Medical/Funeral     $20,000 

 Administrative Costs     $30,000 

 Debts       $0 

 Losses During Estate Administration   $0  $50,000 

 Equals:  Adjusted Gross Estate     $3,500,000 

 Less:  Charitable Deduction    ($0) 

 Less:  Marital Deduction    ($1,344,800) ($1,344,800) 

 Equals:  Taxable Estate      $2,155,200 

 Add:  Previous Taxable Gifts (post-1976)    $0 

 Equals:  Tentative Tax Base      $2,155,200  

Tentative Tax [780,800+(.45*$155,200)]    $850,640 

Less Credits: 

Previous Gift Tax Paid    ($0) 

Applicable Estate Tax Credit    ($1,455,800) 

State Death Tax Paid     ($0) 

Prior Transfer Credit     ($0) 

Foreign Death Tax Credit    ($0) 

Total Tax Credit       ($1,455,800) 

Equals:  Federal Estate Tax Liability (Refund)   ($605,160) 
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13.  What are the steps involved in the “succession ladder” according to Errington 

(1998)? 

Solution: 

Step 1:  Transfer of day-to-day decision making responsibility  

Step 2:  Transfer of strategic (long-term) decision making responsibility 

Step 3:  Transfer of decision making responsibility related to personnel issues 

Step 4:  Transfer of farm banking and lending decision making responsibility 

Step 5:  Transfer of the farm business checkbook 
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14.  While discussing their estate planning strategy, Joe and Janice mention that they 

have heard about family limited partnerships as a method to transfer large assets to 

children.  Discuss the advantages and disadvantages of family limited partnerships. 

Solution: 

A family limited partnership can be created for the purpose of transferring assets to the 

younger generation using valuation discounts.  Joe could transfer the farm business to a 

limited partnership.  In a limited partnership, the general partners have unlimited liability 

but are the only partners who can participate in management.  The limited partners are 

limited in their liability, but cannot participate in management.   

An advantage of an FLP would be that Joe could retain some managerial control, while 

allowing Jim and Josh to also participate in management if they joined as general 

partners.  Jennifer could also join the partnership as a limited partner since she is not 

interested in participating in management.  Her limited partnership interests could be 

valued at a substantial discount.  Joe, as the grantor, could then implement an annual 

gifting plan, in which he utilized discounts and annual gift tax exclusions to transfer the 

limited partnership to the children at reduced transfer costs.  Another advantage of an 

FLP would be that it offers some creditor protection.   

The disadvantages of setting up an FLP would include the high set up fees due to hiring 

an attorney to form the partnership, appraisal fees for the business, and additional 

operational requirements of the partnership.   
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15.  Joe and Janice are considering expanding the farm partnership to include the 

children.  Assume that Joe, Janice, Jim, and Josh will be general partners, and Jennifer 

and Ted will be limited partners.  How might the management responsibilities be 

distributed with the new partnership set up? 

Solution: 

Because Joe, Janice, Jim, and Josh are general partners they can participate in 

management.  Jennifer and Ted are limited partners, so although they have an interest in 

the business they do not participate in management decisions.  Because Josh is the least 

experienced and the newest to farming, he will likely be in charge of day-to-day 

decisions initially, and eventually assume some responsibility for longer term decisions.  

Jim has been farming as an occupation for a while, and will likely take care of the 

majority of the long term decision making with additional input from Joe.  Both Joe and 

Jim will probably also address some day-to-day decisions as needed.  Jim and Joe will 

likely take care of personnel management decisions, such as hiring additional workers if 

needed.  Jim and Joe will likely share banking and lending decision making, with Janice 

also potentially having input into some decisions.  Josh will likely not have much 

involvement in financial decisions at this time.  Finally, Janice and Joe will probably 

retain the control over the farm business checkbook.  When this responsibility is 

transferred, it will probably go to Jim initially, with Josh eventually gaining some of this 

responsibility as well. 
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Conclusions 

 Farming is a unique industry and individuals working in agriculture encounter 

specialized challenges when planning for the future of their farm businesses.  Frequently, 

the goals for the farm business overlap with personal financial needs and goals.  Strategic 

planning for personal and business financial goals can help ensure that farmers are 

adequately prepared to meet their financial milestones. 

 Although business and personal financial planning issues can overlap at times, 

specific events must be planned for individually.  Farm business succession planning 

requires certain steps to be followed to ensure a smooth transition of farm management 

responsibilities from one generation to the next.  Similarly, retirement planning and estate 

planning for the older generation need specialized attention to address unique concerns in 

each area.  Financial planning decisions related to insurance and investment choices also 

impact the overall success of a financial plan.      

 The case study presented in this paper demonstrates how knowledge of various 

financial decision-making tools is needed in order to adequately prepare for and carry out 

plans related to succession, retirement, and estate planning for farm business owners.  

Although every family’s individual situation will be unique, this case demonstrates how 

succession and financial planning concepts can be incorporated in order to produce a 

comprehensive plan which can achieve a family’s business and personal financial goals.  

The framework provided by this case can be modified in order to create succession and 

financial plans which could encompass a vast assortment of scenarios. 
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CHAPTER V 

CONCLUSION 

 The transfer of family farm businesses from one generation to the next is a 

centuries old tradition.  The continuity of family farm businesses is paramount to the 

sustainability of agricultural production worldwide.  The importance of family farm 

businesses in the United States cannot be overlooked as these farms are responsible for 

the majority of U.S. agricultural production.   

 Family farms in the U.S. come in a variety of sizes, and while farms of any size 

are capable of being transferred from generation to generation, larger operations tend to 

be of most interest in the study of farm transfer methods.  Although the number of family 

farms is decreasing, the size of farms continues to increase.  Additionally, the average 

age of principal operators continues to increase.  The increases in both farm size and 

operator age indicate that the importance of farm transfer planning and implementation 

will only continue to increase as well.   

 This dissertation investigated several aspects of the family farm transfer process.  

The objectives of this project were to qualitatively examine the farm succession process 

through interviews with farm families in Texas, determine and quantitatively analyze 

factors which impacted the decision to transfer managerial control to a designated farm 

successor, and construct a case study analysis which incorporated various personal 

financial planning topics into the farm transfer decision making process. 
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 Farm transfer and succession can occur in several ways.  Farm businesses can be 

passed down from the older generation to the younger generation in the traditional 

method of farm succession.  Alternatively, farm businesses can be sold to the younger 

generation as a method of generating retirement income for the older generation.  

Succession can also encompass the transfer of the occupation of farming.  In this 

instance, the younger generation enters the farming profession, but may not necessarily 

work on the older generation’s farm.  Rather, the younger generation may own and 

operate its own farm business, yet succession still occurs because the younger generation 

chose to farm as a career.   

 The first study discussed in Chapter II utilized qualitative research methods to 

investigate how farm business structures, distribution of managerial responsibilities, and 

family decision-making processes impacted how farming was transferred from generation 

to generation.  Interviews with farm families in the northern and southern high plains of 

Texas indicated that succession methods vary considerably in this region.  Traditional 

farm succession methods were noted while succession to the occupation of farming was 

also observed.  The manner in which the younger generation became involved in farming 

as well as different family dynamics were found to impact farm succession. 

 The study reported in Chapter III provided a more in-depth look at the factors 

which impact the decision to involve a selected farm successor in the managerial 

activities of the farm business.  A national farm-level dataset was used to identify and 

quantitatively analyze variables which impact this decision.  The results indicated that 
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operator demographics, business planning practices, value of farm assets and inputs, and 

non-farm assets impacted the decision to transfer managerial control of a farm business to 

a selected successor.   

 Chapter IV presented a hypothetical case study of a family planning for both the 

succession of a family farm business as well as various personal financial goals.  This 

case study was presented in a format conducive for use in a classroom or workshop 

setting.  Family background and financial information was provided.  Questions related to 

succession and financial planning were then presented with suggested solutions. 

 Future research in the area of farm transfer and succession can build on the results 

from this dissertation.  Additional and more complete data can be collected in the future 

by conducting further interviews with farm operators in order to gain insight into transfer 

strategies across wider geographic regions and more varieties of agricultural enterprises.  

In addition, the creation and utilization of more extensive and specialized survey 

instruments can be implemented in order to collect more extensive data for which to 

perform quantitative analyses on succession and transfer issues. 

 The approach of this dissertation was to utilize multiple research methods and 

strategies in order to provide comprehensive insight into the family farm transfer process.  

The use of qualitative, quantitative, and case study methods allow the complex topic of 

farm transfer and succession to be examined from multiple angles, thus providing a more 

complete picture of the decision-making processes and factors that impact those 

processes.
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Interview 1  

 The first farm business identified was a three generation family business.  The 

grandfather, father, uncle, and son all participated in the family farming business.  While 

all family members worked together to some extent, each possessed separate land.  The 

primary operator of the business was considered to be the father, who was in his late 

fifties.  The son became involved in the business full-time in 2003, which was the same 

year in which the grandfather discontinued farming.   

 Due to Farm Service Agency (FSA) payment limitations, the son entered into the 

family farm business by renting land from his uncle rather than his father.  This 

arrangement allowed the uncle to put more money into the business, because while the 

son had some money saved up, he did not have enough to finance everything.  

Additionally, the uncle had more equipment, as did the father.  The son initially provided 

a large amount of the physical labor necessary, since he did not have large amounts of 

capital or equipment to contribute to the business operations.  Over time, as others have 

asked the family to rent farmland, the son typically takes over the rented land and has 

used that method to build up his own farming business.  The son now operates his own 

farming business, but also continues to operate a joint venture with his uncle and father as 

well.  Other than the joint venture between the uncle, father, and son, each considers 

themselves to be sole proprietors.   

 The uncle is in his mid sixties and primarily provides labor for his own sole 

proprietorship.  Each individual will help out the others at times, but the father and son 
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are primarily in charge of management decisions.  The father has transferred some 

managerial responsibility to the son.  While the land actually belongs to the father, the 

son considers it as his own and operates it as such.  The son manages his father’s land, 

and the father manages his son’s land.  “We work together on it,” says the son.   

  On the joint venture, the son takes care of all the management responsibilities.  

For each sole proprietorship, all three individuals will discuss various financial matters, 

but ultimately each makes their own financial decisions.  Each person does what they are 

capable of financially.  Because the father and uncle are more established financially, 

they can make large purchases more easily than the son can.  Thus, if the father or uncle 

needs to make a large equipment purchase, they are in a position to do so.  Large 

equipment is often shared between the three, in order to get the most use of a capital 

purchase as possible.  According to the son, it is all about communication, “They [father 

and uncle] can make a big purchase, like another cotton stripper or something, but we all 

still work together, so it’s more or less coming to me, too.” 

 Managerial decision making between the father and son was based on each 

person’s business strengths.  The father was stronger in the marketing and business 

decision areas, while the son was stronger on the scientific aspects, such as agronomy and 

precision agriculture. 

 The son had three sisters, none of which were involved in the farming business.  

Additionally, his siblings were not really involved in the decision for him to become 

involved in the farming business.  The uncle had no children.  When the son decided to 
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enter into the farming business, his sisters did not object.  There was no jealousy from 

any of his sisters when he became involved in the farming business.  As the son 

indicated, “I’ve worked out here my whole life, even when they [sisters] would go work 

in town or do something different.  You know, I’ve been out here the whole time, so they 

[sisters] knew it was going to happen here [him entering into the farming business].” 

  The son indicated that his parents had helped each child out in different, yet 

roughly equal ways, “It evened out everywhere.  And since then I’ve been able to help 

my parents out through some stuff now, too.  It’s all been paid back.”  The process by 

which the son became involved in the family farming business took time, but has 

ultimately been successful.  By starting small and building up slowly, the son has been 

able to build a successful farming operation, without placing undue stress on other family 

members.  “I started pretty small and built up from there, so it wasn’t a real hardship on 

anybody,” says the son.  The son acknowledges that his family’s business setup is unique, 

but it has worked out well for the family, “It wasn’t the typical business type thing, but 

it’s what worked for us.”       
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Interview 2 

 The second farm family interviewed had been involved in farming for four 

generations.  The great-grandfather had begun farming in approximately 1922, the 

grandfather had entered into the farming profession, followed by the father, then the son.  

The current farming arrangement consists of the father and son each operating their own 

sole proprietorships.  The son grew up on the farm helping his father when necessary, 

providing primarily labor.  The son attended college in another location, and after 

graduation turned down a job offer to return home to enter into farming.  The son worked 

for the father for about one year, performing primarily as a hired laborer.  In addition, 

during the year that the son worked for his father, he also custom farmed using his 

father’s equipment.  When the grandmother retired, her farm was bought by the father 

and the son is now the tenant farmer on that land.  The son now has several other 

operations that he custom farms in addition to being the tenant farmer on his father’s land 

that was purchased from his grandmother.   

 While the father and son now operate separate farming business, they still help 

with each other’s operations frequently.  The father runs cattle that the son helps with, 

and both help the other during harvest.  But both father and son stressed that in general, 

each is responsible for the management and operation of his own business.  While much 

discussion occurs between the two regarding the best operating practices, what the father 

ultimately decides to do does not affect the son and vice versa. 
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 According to the father, “He [son] gets up in the morning and he goes and does 

his thing, and I go do mine.”  The son agrees and jokingly says, “It’s to keep both our 

sanity.”  The son admits that the first year he came back to farm was difficult, since he 

was essentially working as a hired hand.  At the same time, working for his father gave 

him an incentive to get his own business up and running.  “It was probably more of a 

good thing, because that gave me a little more drive to branch off and get my own place 

going,” he says. 

 The son has two siblings, an older sister and a younger sister.  The older sister is 

not active in the farming business in any way, and is not expected to want to become 

involved.  The younger sister has not indicated interest in participating in the farm 

business either.     

 The legal structure of the business has not changed due to the son returning to 

farm work.  Because the son only worked for the father for approximately a year, before 

assuming his owning farming operation, only some management responsibilities for the 

father’s farm were transferred to him.  The father put the son in charge of approximately 

half of the business’s cattle operations.  Although his father would still come out and 

oversee the operations, the son indicated that he believed that his father had confidence in 

him to maintain the operations.  The father also indicated that he put his son in charge of 

those operations because he (father) could not manage everything on his own due to the 

large size of his farming business.  Now, both father and son tend to the management 

responsibilities of their respective farms.  However, each acknowledges the other’s 
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strengths and they often help each other in areas where one may have greater skill than 

the other. 

 The son tends to have greater skill when working with newer technologies, such 

as GPS, and thus helps his father out in that area.  Similarly, the father has more general 

farming experience, and the son calls on his expertise when needed.  As the son indicates, 

“Dad has all the experience and I’m gaining the experience.” 

 The father indicated that they do not partner on machinery and equipment.  Rather 

they tend to buy bigger equipment that one or the other owns outright.  Thus, each own 

some equipment and they will lease equipment back and forth to make the most efficient 

use of their equipment investment.  The son keeps an accounting of the equipment leases, 

but they do not exchange dollars at the end of the year.  Rather, they simply keep track of 

equipment leases to ensure that the uses even out through the course of the year.  It was 

difficult for the son at first because all he could offer was labor because he was not 

financially in a position to afford any equipment, but as his business is growing, he is 

now in position to participate in equipment leases.  Both indicated that before one or the 

other buys something, they will sit down and discuss what they might each need, to 

ensure that one person doesn’t buy a piece of equipment and use it until it is worn out.   

 The father has several other hired employees that work for him as well.  The hired 

employees generally provide labor and are paid hourly.  While the hired employees 

generally work for the father, if the son needs some additional help with something, they 

will assist him, and he will pay them the same wage they would have earned if working 
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for his father.  Both father and son indicated that this arrangement works out well, 

because if work is slow on the father’s operation, the son may have work for the 

employees, and vice versa, so the hired employees always have someone they can work 

for. 

 The father and son often take care of crop insurance and FSA needs together, 

however, both admit it is sometimes better to go separately, as often one or the other will 

gain information that the other has not heard about yet, and can relay to the other.  Both 

indicate that this helps increase communication.  “A lot of times we’ll come out of one of 

those offices and call each other and say, ‘did you know about this or are you aware of 

it?’” says the son. 

 The son indicates that when he decided to come back to the business of farming, it 

was solely his decision.  Although he had taken an internship for another business one 

summer, and was ultimately offered a job when he graduated from college, his father told 

him to do what he enjoyed, so he decided to come back to farm. 

 Because the son’s farming business is separate from his father’s, if anything 

happened abruptly to one or the other, the other’s business would not be affected.  The 

father’s long term goal is to have the son be in a financially favorable position to be able 

to buy his father’s farm when the father decides to retire.  However, the father does not 

want that to be his son’s only goal.  Rather, he wants his son to make his own living 

farming the land he is renting from his father and use his custom farming as a stepping 

stone to grow his (son’s) operation, so that he can have the ability to buy his father’s land 
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when the time comes. As the father said, “I’ve always told him (son), don’t be focused on 

buying mine, look outside.”  The father also indicates that each business must continue 

growing.  Neither business is at a point that it can afford to stop growing.  The father 

says, “We’re not big enough just to stop growing.  We have to continue to grow, so that, 

and I’m not near ready to retire, so that is what the goal will be is to continue to grow the 

operation, and my thought is I want to keep it separate like it is for when he buys land, its 

under his name, if I buy land its under mine.  And then when it comes time, either sell it 

or it be divided.”  The father also indicated that when the time came to divide the land 

between all three children, it was to be divided equally among each.  If the sisters did not 

want to receive actual farmland, a potential solution to ensure that all children were 

treated equally (receiving approximately the same amount of wealth) might be for the son 

to buy out his sisters. 

 The son talks about how hard his father worked to build up a certain standard of 

living, and he (son) feels that it would be unfair for his father to risk losing that just to 

incorporate him into the business.  “When I came back, it was one of those things, that he 

had built his operation up and was used to a standard of living and it wasn’t fair for him 

to take a step down in standard of living just to make room for me,” says the son. 

 Another reason for each wanting to keep their businesses separate was because if 

the father and son both worked in the same business, not only would the business have to 

support each individual, but eventually each business would have to support multiple 

families.  The son also felt that being separate was good because his business decisions 
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would not affect his father’s.  “I think that the other good thing about it is, my marketing 

decisions don’t affect him as much because he markets his own crops, I market my own 

crops.  So then, I can market as bad as I want and it doesn’t affect him,” the son adds 

jokingly.   

 Additionally, with the son being responsible for his own business, he is entitled to 

more FSA payments.  This has also helped the son understand FSA and crop insurance 

requirements, since he is in charge of that for his own business.  He indicated that this 

was useful knowledge in the event something ever happened to his father or him, the 

other would understand what was needed and the business wouldn’t cease operation, but 

rather could recover and continue.  Finally, keeping the businesses separate ensured that 

if the son got into financial difficulty and his business failed, it wouldn’t affect his 

father’s business.  The father indicated that he had witnessed other farming situations 

where the children came back into the business and were overly aggressive, got into 

financial difficulty, and the end result was the parents being ready to retire, yet being 

unable to due to the poor financial decisions their children had made.     

 As the businesses are organized currently, if either the father or son needs to be 

gone, the other can watch over his business.  Both indicated that the son knew the thought 

processes of the father and vice versa, so if anything came up, the other could take care of 

it.  The father indicated that his hired employees did not really want to have full 

responsibility for his business if he was gone, so it worked out well that his son did not 
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mind taking one that responsibility.  The son referred again to the trust built up between 

the two. 
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Interview 3 

 The third farm family interviewed was the fourth generation involved in farming.  

The first generation that had been involved in farming (great-grandparents) had farmed 

different land from the generations that were currently farming, but the second generation 

through the fourth generation had been farming the same land.  The primary operator for 

the father’s current farm business was considered to be the father (third generation).  The 

father’s business was organized as a partnership between him and his wife.  The father 

had three sons, all of which were involved in farming as well. 

   The brothers worked for their father on his farm.  Each son was paid a salary for 

work performed on their father’s operation.  The father was beginning to phase out of 

some of the day-to-day aspects of decision making on his farm, and was deferring those 

decisions to his sons.  The father still handled all of his own marketing and provided all 

the capital inputs into the business.  Additionally, the father also remained exclusively 

responsible for all banking and lending decisions as well as all other financial decision-

making for his farming business. 

 The three sons also operated their own farm business separate from their father’s 

farming operation.  The brothers’ farm business was also structured as a partnership 

among all three.  They owned some land, with each brother possessing a share of the 

ownership, and also leased land from their father and another family.  Their business 

setup was somewhat unique in that their farm business operation leased land from the 

land operation.  On the brothers’ farming operation, the oldest and middle brother both 
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worked full time.  The youngest brother was still attending college, but worked on the 

farm part-time.  The family shared farm equipment between the father’s and sons’ 

operations. 

  The managerial decision making in the brothers’ business was handled entirely 

by the brothers.  The two oldest brothers who worked in the business full time shared a 

roughly equal portion of managerial responsibility.  The youngest brother who only 

worked part-time in the business usually helped out as necessary with management 

decisions.  Each brother had an area in which he was the primary decision-maker.  For 

example, one brother was in charge of irrigation decisions, while another was responsible 

for marketing.  Day-to-day operating tasks were typically undertaken by the brother that 

had the greatest strength in a particular area and enjoyed that type of work.  “My younger 

brother [middle brother] doesn’t really like driving the tractor, but he likes working with 

the sprinklers, so he does the irrigation,” the older brother said.  However, when 

something came up suddenly that needed immediate attention, it was handled by whoever 

was available.  They felt that whenever the youngest brother graduated from college and 

came back to work in the business full time the managerial responsibility would likely 

then be split equally between the three. 

 The brothers were entirely responsible for the banking, lending, and financial 

decision-making for their farm business partnership.  They admitted that learning how to 

manage their business’s financial affairs was difficult at times.  “We’re trying to get 

better at talking to the lenders, but it’s tough to learn,” the older brother declared.  He 
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also discussed how his father was much more experienced at making financial business 

decisions and he was glad to not be responsible for any financial decision-making for his 

father’s business.  “We’re glad dad takes care of it [financial decisions] for his business.  

NRCS [Natural Resources Conservation Service], FSA [Farm Service Agency], 

insurance, dad takes care of that stuff more,” he said. 

 In discussing the succession process, the brothers indicated that they always knew 

they would farm for a living.  “We always knew we would come back to the farm 

business,” the older brother said.  Part of the desire to pursue farming was kindled by 

their father when they were young.  They mentioned how their father always made them 

feel as though their input was important and he truly valued their opinions regarding the 

business.  “Dad always made us feel like a part of the business when we were kids.  We 

never felt like hired hands,” one brother said. 

 When discussing the future of their father’s business, the brothers indicated that 

they did not expect their father to retire for a while.  The father had been involved in the 

farm business for a very long time, and the brothers suspected that even after he retired, 

he would still want to be involved to some extent.  They said he had always been 

involved in the strategic decision-making process and would likely intend to stay 

involved.  While the father had told the sons that he would be able to give up some 

control of his farm business when the time came, the brothers expressed some doubt as to 

whether he would really do it.  “Dad says he needs to learn to let go of some of the 

control, but I don’t know if he will,” the older brother jokingly admitted. 
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 In the future, if their father decides to give up some managerial control of his 

business, the brothers indicated that they might lease some of his land.  However, they 

felt that he might place some stipulations on exactly how they farmed the land.  They felt 

that he might want to have input into what was planted on the leased land, or input into 

other decisions, simply as a way of maintaining some control over the land.  The brothers 

concluded by saying their father would always want to be involved with the farm to some 

degree.  “It gives him [father] a reason to get up in the morning,” the older brother said.   
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Interview 4 

 The fourth farm family currently had the first and second generations working 

together in the same farm business.  The mother and father originally had their farming 

business organized as a partnership, with the mother owning 50 percent and the father 

owning 50 percent.  The parents had two children; a son who returned to work full time 

in the farm business approximately three years ago and a daughter who occasionally 

would come back to assist during short time periods, but was not involved in any day-to-

day farm operations.  The son returned to work in the farm business after having worked 

in a non-agricultural occupation since graduating from college several years earlier.  

When the son returned to the farm business, the partnership was restructured and he was 

incorporated into the partnership; thus the partnership changed from a 50/50 partnership 

between the mother and father to the mother, father, and son each being one third 

partners in the business. 

 Regarding the transfer of management responsibilities to the son, the father said, 

“A lot of management has just deferred to him [son].”  The father jokingly said that he 

had handed over responsibilities that he [father] was tired of.  The son has taken over 

many of the day-to-day and strategic management tasks, such as electronic and 

technology needs, spraying duties, and insurance.  Also, somewhat unique is the fact that 

the son has access to the farm business checkbook.  Although, not unheard of, frequently 

the control of business finances is one of the last things to be transferred during the farm 

succession process.  Although the father also has hired hands, he indicated that prior to 
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his son coming back there were some responsibilities which he felt that he was the only 

person who could take care of adequately.  Spraying was one such activity, but now that 

his son has come back to the farm, the father is comfortable with handing over those 

responsibilities to him.  The son being able to take care of such tasks has enabled the 

father to feel as though he can tackle other responsibilities now.  The son appreciates that 

his father entrusts him enough to hand over those responsibilities.  Because the son 

knows how his father likes things done, he can perform that job in the same capacity as 

his father.  “We speak the same language,” says the son.   

   While the son is responsible for many management decisions, he indicates that 

he often discusses decisions with his father.  “We communicate a lot on decisions with 

the insurance and things like that.  It’s collaborative.  A lot of the spraying stuff I do, kind 

of handle, and computer stuff, but on important decisions, it’s collaborative,” says the 

son.  That collaboration has helped the family expand their farming operation while 

simultaneously allowing for more efficient and effective operation.  Since the son has 

come back to join the farming business, the family has rented more land, increasing total 

farm size to approximately seven thousand acres that is spread over a large geographic 

area.  However, the father cautioned that he never would have considered expanding 

without his son coming back into the business.  Rather, had his son not come back, the 

father indicated that his operation likely would have been reduced in size.  The mother 

agreed that the son coming back has been tremendously helpful from both a business 
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growth perspective as well as a business proficiency standpoint.  “Everything runs more 

efficiently now,” she said. 

 Both the mother and father point out that having their son working in the business 

has helped provide a younger perspective and that having another set of eyes assessing 

the situation is helpful.  The father indicated that having his son now working in the 

business is good in that his son offers new ideas and perspectives for taking care of issues 

and concerns.  “It just changed everything, because in the past we’ve just done things in a 

certain way, when he [son] came back, you know there were some things that might not 

be working perfectly, and you know, we’ve been doing it this way and he [son] said, 

‘well, did you ever think of doing it like this?’, well no, but yeah, that’d work better, so, it 

just gives another dimension,” said the father.  The son agreed, saying, “A lot of times 

there’s better ways of doing it, you’ve got to look at it from a different perspective to see 

other ways.” 

 The father admits that new technology, such as GPS, frustrates him, and he has 

been glad to hand that over to his son.  The son worked in information technology prior 

to returning to work on the farm, thus he is much more familiar and comfortable with 

new technologies. 

 The idea of his son coming back to the family farm was not new to the father.  

Approximately six to seven years prior, when the sister got married, the father had asked 

the son if he [son] was interested in joining in the family farming operation full-time.  At 
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the time, the son said he did not want to, as he was making a comfortable living in a non-

agricultural job.  At that time, the father reduced the size of his operation, simply because 

it was too much for him to manage effectively with only himself and a couple of hired 

hands.  However, circumstances changed and when the son decided to come back to the 

farm, it was really only his decision.  His sister was not really consulted on his decision 

to come back to work on the farm.  Although she would still come back and help out 

during busy times occasionally, she was not involved in the day-to-day activities or 

management responsibilities.   

 The parents indicated that when the time came for more of the business ownership 

to transfer to the children, each child would receive an equal share.  The son expected to 

get more inheritance in the form of equipment that he farms with, likely before his sister 

received inheritance that is more probable to be monetary.  As the son saw it, “She 

[sister] does have stake in it, but that kind of will come out, the way I understand it, you 

know if he [dad] retires or an inheritance, basically I won’t get much, because my 

inheritance is the equipment that I’m farming with, you know, that’s kind of the way my 

understanding works, but she [sister] definitely gets a fair shake, it’s just that it’s not 

immediate.”  The mother echoed those thoughts in addition to mentioning the way 

management duties where likely to be distributed.  “Well, and he [son] might get maybe a 

little more control I guess you’d say of the equipment and the land and everything; her 

[sister] compensation will probably come in a monetary form.  So, it’s going to even out, 

but going to be in a little different form,” she said. 
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 The son also mentioned how, although both he and his sister moved and worked 

at other non-agricultural jobs, they have remained in a close geographic area to their 

parent’s farm, and both would frequently come back and help as needed during busy 

times.  “We never really completely left.  We’d come back on weekends, and plow, or 

run the tractor.  We left, but not completely removed,” the son said. 

 The family also commented on how they felt the particular geographic area in 

which they farmed was somewhat unique in that many family farms were successful for 

multiple generations because the family members got along well.  The son felt that, “the 

people here [this region] are different.”  The son also mentioned some situations he knew 

of regarding family farms in other geographic areas that did not survive the succession 

process due to internal family conflict.  He emphasized the importance of family 

communication to maintain family harmony.  “We get along pretty well.  We’ve avoided 

situations, by being decent to each other,” he said.  The mother accentuated the 

importance of good family communication to promote harmony during the succession 

process.  “They [father and son] have the ability to communicate pretty well with one 

another, which a lot of times, that doesn’t happen,” she concluded. 
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Interview 5 

The fifth interview took place with a woman who was in her late seventies.  She was the 

principal owner of the family farm business.  She indicated that the farm had been in her 

family for three generations, starting with her father, and upon her father’s retirement 

from farming she and her husband rented the land, with her husband farming the land 

until his retirement.  Upon her husband’s retirement, her son took over and rented the 

land and currently farms it as a tenant farmer.  She said, “The land has always been in the 

family and has always had a tenant farmer.”  Her husband was a tenant farmer on the 

land, and upon her husband’s retirement, her son has taken over as the tenant farmer. 

 Because her son is the tenant farmer, he is responsible for all management 

decisions related to the farming operation.   While she is the owner of the land, she does 

not have any input on the management of the farming operation.  She pointed out that 

when her husband was the tenant farmer of the land, he did his own thing, while her son 

had his own farming operation on different land.  But when her husband retired, her son 

took over all farming and management associated with the land her husband had been 

farming, she emphasized.   

She acknowledged that her son’s production and management techniques are 

somewhat different from how her husband used to farm the land.  “I don’t notice too 

much difference in how he [son] farms (as compared to how her husband farmed), but I 

know there is a difference.  He [son] has tractors with GPS and he depends on them, and 

my husband wouldn’t have known what to do with GPS if he had it,” she said. 
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She also has two daughters, but her son is the only one that is involved in farming 

her family’s land.  The sisters did not have any input into the decision for their brother to 

take over as the tenant farmer.  Additionally, the sisters indicated that they did not feel as 

though that decision should have included them.  As one sister said, “We always 

acknowledged that that was mother and daddy’s decision, not ours.”  However, when the 

time comes to transfer the ownership of the land, the land is to be split equally among the 

three children.  As she said, “For inheritance purposes, they [children] all get equal 

shares.”  Because the son is the only child that actively farms the land, it is likely that the 

children will work out an agreement for the sisters to be compensated in a monetary way.   

She also discusses how she believes that the geographic area in which her land is 

located impacts how the decisions were made when it came to succession of her family’s 

farmland throughout the generations.  “I think our area is probably maybe a little unique 

in the fact that people on family farms here do get along.  In other areas, farming’s a 

totally different thing,” she said.  One of her daughters agreed with her and also 

mentioned problems she had noted in other family farm businesses when family members 

who were not actively involved in the day-to-day activities on the farm tried to impose 

management decisions on the family members who were working the farm.  “Well, and 

I’ve noticed too on a lot of different family farms, not ours in particular, but you have 

families with family members not actively engaged in farming, they live nowhere near, 

yet they still assume and assert their right to have a say in what’s going on, on the farm, 
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and they have no idea what they’re talking about.  Creates major problems,” she 

emphasized.              
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Interview 6 

 The sixth interview was conducted with a young man in his early thirties.  Both 

his mother and father’s families had been involved in farming operations for four to five 

generations.  His father and mother own and operate a separate farm business that they 

own in a 50/50 partnership.  He was considered the primary operator of a farm business 

partnership with his wife.  He indicated that he originally leased land to farm from his 

father and grandfather.  When his business had grown enough financially, he was able to 

begin purchasing some equipment.     

 He formed an equipment partnership with his father and indicated that they each 

owned 50 percent on many items of equipment.  “It allows us to effectively and 

efficiently utilize the resources we have, so that we don’t have multiples of the same 

equipment, and also allows us to purchase bigger and better machinery,” he said.  He also 

said that the equipment partnership has allowed both to save money by purchasing 

equipment together. 

 He indicated that he was completely responsible for the management of his own 

farm business.  He said his only child right now is much too young to be considered 

active in the farm business yet, although he was hopeful that once his child was old 

enough, he would be active in the farm business.  

 He also said that he was responsible for managing part of his father’s farm 

business.  He mainly handled day-to-day types of decisions as well as taking care of seed 
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and chemical purchases.  However, he said he did not really have any kind of 

responsibility for financial decision related to his father business, although he took care 

of the financial decisions for his own farm business.  Additionally, he said that his father 

had recently hired his brother-in-law as an employee for his father’s business, but the 

brother-in-law was strictly a hired hand at this point and did not have any input into 

management decisions. 

 He indicated that succession planning for both his parent’s farming business, as 

well as his own farming business owned in partnership with his wife, had really not been 

discussed.  No discussion among any family members concerning the future of his 

parent’s farming business had been undertaken.  He had also not done any early 

succession planning in regard to his own farming business.  The tone of voice in which 

he discussed this topic suggested that it was potentially a sensitive topic among all family 

members, and as such it was difficult to discuss, which prevented any form of action 

being put into place.  When prompted for details regarding why the topic was not 

discussed much, he declined to comment.  However, he did admit that it was probably 

something he and his family should discuss.  He concluded the discussion by stating that, 

“I haven’t really thought about any kind of succession, although I probably should.”   
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Interview 7 

 The seventh interview was conducted with an older man in his early fifties.  His 

family had been involved in farming for four generations.  He was currently a member of 

the middle generation that was participating in the family farming business along with his 

father, as well as his son.  His family operated two farm businesses.  One business was 

organized as a limited partnership.  The other business was organized as a family 

corporation.   

 He considered himself to be the primary operator of each business entity.  Each 

generation (grandfather, father, son) were stockholders in the corporation, and each 

generation were partners in the partnership.  The ownership of each business was not 

simply divided equally among each generation.  Rather, the ownership shares in each 

business differed in regard to the input each stakeholder had contributed to the business.  

He explained that the businesses were originally organized as sole proprietorships, but 

when the family began to plan for the succession process, it was determined that 

reorganizing the businesses could help to make the succession and inheritance process 

proceed more smoothly. 

 The managerial decision making process has changed as well, due to the business 

organization format.  “The decision making is now a lengthier process due to having 

more stockholders in the business,” he explained.  Given the structure of the farm 

businesses, both day-to-day as well as managerial decisions required input from the 

grandfather, father, and son. 
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 When the son entered into the farming businesses, he primarily performed day-to-

day labor tasks.  “He was a hired employee initially,” said the father.  The son still largely 

performs day-to-day tasks; however, he has begun to take over some management roles.  

He is now in charge of hired labor as well as farm equipment.  However, he has no 

managerial input when it comes to financial decision making and does not have access to 

the farm business checkbook.  As the son has begun to take over increasing management 

roles, the grandfather has slowly been relinquishing some managerial power and is taking 

a less active role in the business. 

 When the son became a stakeholder in the farm businesses, his siblings were not 

compensated in any way in an effort to ensure equal distribution among the family 

members.  However, other family members from each generation did have input into the 

decision to restructure the farm business to incorporate the youngest generation (son) into 

the business.  “The wives primarily had a say in the decision,” he states. 
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LIBNAME ALL 'N:\ARMS\FARMDATA';            *FCRS/ARMS DATA; 

option notes; 

data Langesmall; 

set ALL.ar01fbhh(keep= r991 r992 r986 r993 p1040  p1047 p1057 r1070 r1091 r1096 

r931 r932 version vallwt0-vallwt15 year hhcls kount vprodtot 

p867 p868 p869 p870 p871 p873 p875 p877 p879 p881 p882 p883 p884 p886 p887 r979 

); 

if r991 ne .; * some responses were missing; 

r991=~r991;*Reverses the 0 and 1 values; 

array refusals r991  r992 r986 r993  r1070 r1091 r1096 r931 r932 r979; 

do over refusals; 

If refusals = -1 then refusals=.;*Changes refusal codes to missing. Probit and reg 

procedures will automatically eliminate the obs.; 

end; 

INV_EF=1/vallwt0;*to find average expansion factor; 

run; 

proc logistic data=Langesmall ; 

weight vallwt0; 

model r991= r992 r986 r993 p1040  p1047 p1057 r1070 r1091 r1096 r931 r932 

p867 p868 p869 p870 p871 p873 p875 p877 p879 p881 p882 p883 p884 p886 p887 r979 

/link=probit; 

run; 

 

proc logistic data=Langesmall ; 

weight vallwt0; 

model r991= r992 r986 r993 p1040  p1047 p1057 r1070 r1091 r1096 r931 r932 

p867 p868 p869 p870 p871 p873 p875 p877 p879 p881 p882 p883 p884 p886 p887 r979 

; 

run; 

 

proc reg data=Langesmall ; 

weight vallwt0; 

model r991= r992 r986 r993 p1040  p1047 p1057 r1070 r1091 r1096 r931 r932 

p867 p868 p869 p870 p871 p873 p875 p877 p879 p881 p882 p883 p884 p886 p887 r979 

; 

run; 
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APPENDIX C 

SAS OUTPUT 
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Table  --USDA Agricultural Resource Management Survey estimates, by r991, 2001                             

11:53 Tuesday, September 27, 2011 

The LOGISTIC Procedure 

 

Model Information 

 

Data Set                         WORK.LANGESMALL 

Response Variable               R991 

Number of Response Levels      2 

Weight Variable                 VALLWT0 

Model                            binary probit 

Optimization Technique          Fisher's scoring 

 

 

Number of Observations Read         5439 

Number of Observations Used         4840 

Sum of Weights Read              1907308 

Sum of Weights Used              1690615 

 

 

                  Response Profile 

 

 Ordered                      Total              Total 

   Value         R991      Frequency            Weight 

 

       1            0            750           170004.8 

       2            1          4090          1520610.5 

 

Probability modeled is R991=0. 

 

NOTE: 599 observations were deleted due to missing values for the response or 

explanatory variables. 
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Model Convergence Status 

 

         Convergence criterion (GCONV=1E-8) satisfied. 

 

 

         Model Fit Statistics 

 

                              Intercept 

               Intercept          and 

Criterion          Only      Covariates 

 

AIC            1103321.7      549530.58 

SC            1103328.2      549712.15 

-2 Log L       1103319.7      549474.58 

 

 

        Testing Global Null Hypothesis: BETA=0 

 

Test                   Chi-Square        DF      Pr > ChiSq 

 

Likelihood Ratio      553845.121        27         <.0001 

Score                 636978.397        27         <.0001 

Wald                  222820.794       27         <.0001 
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Analysis of Maximum Likelihood Estimates 

 

                                Standard          Wald 

Parameter     DF     Estimate        Error     Chi-Square     Pr > ChiSq 

 

Intercept      1      -4.0483       0.0142     81797.1964     <.0001 

R992           1       2.5543      0.00567     203185.158   <.0001 

R986           1      -0.1097      0.00519       446.0069         <.0001 

R993           1       0.2451      0.00784       978.8436         <.0001 

P1040          1       0.3419      0.00438      6096.4756      <.0001 

P1047          1       0.0107     0.000188      3268.1454   <.0001 

P1057          1       0.0296      0.00182      264.1378        <.0001 

R1070          1       0.0351     0.000844     1729.1296    <.0001 

R1091          1       0.3634      0.00427      7252.4108   <.0001 

R1096          1       0.0809      0.00467       300.7874    <.0001 

R931           1       0.0609      0.00230       703.9294   <.0001 

R932           1     -0.0830     0.00169      2411.3594 <.0001 

P867           1     4.626E-7     1.216E-8     1447.4447       <.0001 

P868           1     2.004E-8       7.4E-9         7.3340         0.0068 

P869           1     -3.31E-8     3.109E-9      113.3770         <.0001 

P870           1     -1.15E-8     1.871E-9      38.0758         <.0001 

P871           1     3.409E-7     9.095E-9      1404.9254  <.0001 

P873           1     -1.16E-9     1.632E-8         0.0051         0.9432 

P875           1     1.126E-7     9.157E-9       151.1762         <.0001 

P877           1     -9.44E-8     2.592E-8        13.2732         0.0003 

P879           1     -6.04E-7     1.191E-7        25.7560         <.0001 

P881           1      -1.9E-6     1.015E-7       352.1101         <.0001 

P882           1     4.857E-8     9.771E-8         0.2471         0.6191 

P883           1     3.005E-7     1.793E-8       280.7683         <.0001 

P884           1     1.556E-6     7.118E-8       477.7704         <.0001 

P886           1     -3.56E-7      3.92E-8        82.3102         <.0001 

P887           1      -0.0105     0.000294      1265.8897 <.0001 

R979           1     -0.00038     0.000227         2.8162         0.0933 

 

 

Association of Predicted Probabilities and Observed Responses 

 

Percent Concordant        93.7      Somers' D      0.877 

Percent Discordant         6.0      Gamma          0.880 

Percent Tied                0.4      Tau-a          0.230 

Pairs                   3067500     c              0.939 
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Table  --USDA Agricultural Resource Management Survey estimates, by r991, 2001                             

11:53 Tuesday, September 27, 2011 

 

The LOGISTIC Procedure 

 

              Model Information 

 

Data Set                         WORK.LANGESMALL 

Response Variable               R991 

Number of Response Levels      2 

Weight Variable                 VALLWT0 

Model                            binary logit 

Optimization Technique          Fisher's scoring 

 

 

Number of Observations Read         5439 

Number of Observations Used         4840 

Sum of Weights Read              1907308 

Sum of Weights Used              1690615 

 

 

                  Response Profile 

 

 Ordered                       Total              Total 

   Value         R991       Frequency            Weight 

 

       1            0             750           170004.8 

       2            1            4090          1520610.5 

 

Probability modeled is R991=0. 

 

NOTE: 599 observations were deleted due to missing values for the response or 

explanatory variables. 
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Model Convergence Status 

 

         Convergence criterion (GCONV=1E-8) satisfied. 

 

 

         Model Fit Statistics 

 

                                 Intercept 

                Intercept             and 

Criterion           Only       Covariates 

 

AIC             1103321.7        549024.11 

SC              1103328.2        549205.68 

-2 Log L        1103319.7        548968.11 

 

 

        Testing Global Null Hypothesis: BETA=0 

 

Test                   Chi-Square        DF       Pr > ChiSq 

 

Likelihood Ratio      554351.596        27          <.0001 

Score                 636978.397        27          <.0001 

Wald                  147663.756        27          <.0001 
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Analysis of Maximum Likelihood Estimates 

 

                                Standard          Wald 

Parameter     DF     Estimate        Error     Chi-Square      Pr > ChiSq 

 

Intercept      1      -7.7898       0.0272     82236.1370         <.0001 

R992           1       5.3530       0.0150     127899.063         <.0001 

R986           1      -0.1484      0.00884       281.6614          <.0001 

R993           1       0.4483       0.0138      1049.5458         <.0001 

P1040          1       0.6348      0.00832      5819.7674         <.0001 

P1047          1       0.0169     0.000327      2678.7558         <.0001 

P1057          1       0.0450      0.00313       207.1047          <.0001 

R1070          1       0.0525      0.00145      1302.1237         <.0001 

R1091          1       0.6506      0.00736      7804.9957         <.0001 

R1096          1       0.1392      0.00810       295.7329          <.0001 

R931           1       0.0821      0.00403       415.2878          <.0001 

R932           1      -0.1334      0.00288      2138.5405        <.0001 

P867           1      1.09E-6     2.461E-8      1961.4248         <.0001 

P868           1     7.708E-8     1.871E-8        16.9673          <.0001 

P869           1     -6.26E-8      5.56E-9       126.8977          <.0001 

P870           1     -1.59E-8     3.202E-9        24.6625          <.0001 

P871           1     6.673E-7     1.535E-8      1889.4410         <.0001 

P873           1     7.196E-8     2.892E-8         6.1920          0.0128 

P875           1     1.932E-7     1.783E-8       117.4830          <.0001 

P877           1     -9.96E-8     4.594E-8         4.6997          0.0302 

P879           1     -1.51E-6     2.255E-7        45.0666          <.0001 

P881           1     -1.26E-6     2.737E-7        21.3214          <.0001 

P882           1     -1.36E-7       1.8E-7         0.5693          0.4505 

P883           1     5.039E-7     3.216E-8       245.5169          <.0001 

P884           1     3.677E-6     1.322E-7       774.1357          <.0001 

P886           1     -8.35E-7     7.836E-8       113.5394          <.0001 

P887           1      -0.0184     0.000507      1318.7257         <.0001 

R979           1     -0.00233     0.000390        35.7608          <.0001 
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Odds Ratio Estimates 

 

              Point            95% Wald 

Effect     Estimate        Confidence Limits 

 

R992        211.240       205.133      217.528 

R986          0.862         0.847        0.877 

R993          1.566         1.524        1.609 

P1040         1.887         1.856        1.918 

P1047         1.017         1.016        1.018 

P1057         1.046         1.040        1.052 

R1070         1.054         1.051        1.057 

R1091         1.917         1.889        1.945 

R1096         1.149         1.131        1.168 

R931          1.086         1.077        1.094 

R932          0.875         0.870        0.880 

P867          1.000         1.000        1.000 

P868          1.000        1.000        1.000 

P869          1.000        1.000        1.000 

P870          1.000         1.000        1.000 

P871          1.000         1.000        1.000 

P873          1.000         1.000        1.000 

P875          1.000         1.000        1.000 

P877          1.000         1.000        1.000 

P879          1.000         1.000        1.000 

P881          1.000         1.000        1.000 

P882          1.000         1.000        1.000 

P883          1.000         1.000        1.000 

P884          1.000         1.000        1.000 

P886          1.000         1.000        1.000 

P887          0.982         0.981        0.983 

R979          0.998         0.997        0.998 

 

 

Association of Predicted Probabilities and Observed Responses 

 

Percent Concordant        93.7      Somers' D     0.879 

Percent Discordant        5.8      Gamma         0.883 

Percent Tied                0.5      Tau-a         0.230 

Pairs                   3067500     c             0.939 
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Table  --USDA Agricultural Resource Management Survey estimates, by r991, 2001                             

11:53 Tuesday, September 27, 2011 

 

The REG Procedure 

Model: MODEL1 

Dependent Variable: R991 

 

Number of Observations Read                         5439 

Number of Observations Used                         4840 

Number of Observations with Missing Values          599 

 

 

Weight: VALLWT0 

 

                             Analysis of Variance 

 

                                     Sum of            Mean 

Source                    DF       Squares          Square     F Value     Pr > F 

 

Model                     27      57612      2133.78412     107.74     <.0001 

Error                   4812   95297        19.80409 

Corrected Total         4839  152909 

 

 

Root MSE               4.45018     R-Square     0.3768 

Dependent Mean        0.89944     Adj R-Sq     0.3733 

Coeff Var            494.77101 
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Parameter Estimates 

 

                        Parameter        Standard 

Variable      DF        Estimate          Error      t Value     Pr > |t| 

 

Intercept      1          1.11281         0.02161        51.49       <.0001 

R992           1         -0.42797         0.00864       -49.54       <.0001 

R986           1          0.01293         0.01002         1.29       0.1971 

R993           1         -0.02243         0.01457        -1.54       0.1238 

P1040          1         -0.04718         0.00969        -4.87       <.0001 

P1047          1      -0.00083649  0.00030765       -2.72       0.0066 

P1057          1         -0.00226         0.00338        -0.67       0.5044 

R1070          1         -0.00233         0.00148        -1.58       0.1153 

R1091          1         -0.03491         0.00796        -4.39       <.0001 

R1096          1         -0.00786         0.00840        -0.94       0.3496 

R931           1         -0.00656         0.00397        -1.65       0.0991 

R932           1          0.00803         0.00321         2.50       0.0123 

P867           1      -5.28591E-8    2.538056E-8       -2.08       0.0373 

P868           1      -2.67638E-9    4.442365E-9       -0.60       0.5469 

P869           1       2.15811E-9     5.752584E-9        0.38       0.7076 

P870           1      1.842888E-9  3.517703E-9        0.52       0.6004 

P871           1      -5.84777E-8   2.67373E-8       -2.19       0.0288 

P873           1      -6.9074E-10    2.365196E-8       -0.03       0.9767 

P875           1      -1.90858E-8    2.36744E-8       -0.81       0.4202 

P877           1      2.326679E-8  6.265824E-8        0.37       0.7104 

P879           1      5.716956E-8  2.709277E-7        0.21       0.8329 

P881           1       1.04789E-7     1.205323E-7        0.87       0.3847 

P882           1      -2.74625E-9    1.681912E-7       -0.02       0.9870 

P883           1      -4.47876E-8    4.050031E-8       -1.11       0.2688 

P884           1      -1.50337E-7    1.840001E-7       -0.82       0.4139 

P886           1       4.76103E-8     7.072214E-8        0.67       0.5009 

P887           1          0.00155      0.00057515        2.69       0.0072 

R979           1       0.00008892     0.00042482        0.21       0.8342 

 


