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The legal status and powers of farm 
corporation s in Oklahoma continues to 
be uncertain. In spite of a number of 
farm corporations now chartered in Ok
lahoma, legal opinion remains divided 
as t o their power to own land outside 
city boundarie s . This is subs tantiated 
by two recent developments. A suit 
for penalty has been filed by the County 
Attorney in Osage County against a 
farm corporation. 1 In another develop 
ment the Secretary of State has denied 
a n application for a farm corporation 
in Grant County. 2 His disapproval is 
being appealed to the district court of 
Grant County. The decision is expect 
ed to be appeal ed to the Oklahoma Su
preme Court. This reportedly is a 
friendly suit; the purpose is to deter 
mine the legalit y of farm corporations 
to hold and own land in Oklahoma. Also, 
5 or 6 Supreme Court cases which may 
have a bearing on the problem were 
split decisions. 3 

In spit e of the uncertainty of the l egal 
status, questions continue to be raised 

1 State of Oklahoma Ex Rel William H. 
Mattingly, County Attorney of Osage 
County versus Oklahoma Land and 
Cattle Co. a c orporation. District Court 
of Osage County, Case No. 23308. 

2 LeForc e Land, Inc. , Grant County 
versus Secre tary of State. District 
Court of Grant County, Case No . 8886 . 

3 For example , in the International Pape r 
Com pany cas e , Davison, C. J . , Welch , 

about the economics of farm corporations 
compared to other types of business or 
ganizations . 

Management decis ions may be more 
compl ex under a corporation. The sole 
proprietor can make decisions quickly, 
whereas, the major decisions in a cor 
poration are made by the directors who 
are elected by the shareholders. Since 
ma jority sharehol ders control the oper _ 
ations, this can be a significant factor 
among non- related sharehol ders . This 
probably would not be as important when 
all of the stock was owned by members 
of the same fami l y. 

The tax aspects of a farm corpora 
tion compared to a sole proprietor should 
not be overlooked. Double taxation is 
usually listed as one of the d i sadvantages 
of a corporation. A corporation is taxed 
on its ea rnings, and the dividends based 
on those same earnings a r e then taxed to 
the shareholders . However, the r e are 
certain steps that the directors can take 
to offs et much of the disadvantage. 

Halley, J ohnson and Jackson constituted 
the ma jority and Williams, V . C. J . , 
Blackbird, Irwin and Berry dissented. 
In the Inte r national Paper Company case 
the Court held the ownership of large 
areas of rural land was necessary for 
purposes of reforestation for the produc 
tion of paper. It also held it was not 
necessary to separate minerals from the 
surfac e . In this connection it h eld that 
ownership o f the mineral estate was 
reasonable to protect use of the surface 
of rural land. 
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Fo r example, the stockholde rs , if em
ploye d by the corporation, can eac h re 
c e i ve a sal a r y , they can l oan mone y t o 
th e c o rporation and receive int e res t a n d 
they can lease land o r o the r p r o p e rty to 
the corporation and r eceive r entals . 
These items a r e de duc t ibl e in de term in
ing income for the cor por a tion. Tax
payers in the higher b r ack e t s may find 
an advantage in a regular corporation, 
e specially if income is to r emain in the 
b usiness . 

The first $25, 0 00 taxabl e corpo ration 
income is taxe d as 2 2%, all a d ditiona l 
income is taxe d a t 48%. T he p e r sonal 
tax for a mar ried pe r son filin g a joint 
r eturn is 28% on in come between 16 to 
20 thous a nd dollars . A c o rpora t ion 
would pa y $5,000 on a $25 ,000 income . 
A m a rried per son fi l ing a joint r e tur n 
would pay $5,276 on a $2 5 , 000 n e t in
come , A corporat ion has no p e r son al 
or non- business d e d u c tion s . 

A corpor ation must pay a 4% Ok l a 
homa Inc o me Tax on its net income . 
T h e divi dends are not taxable in Okla 
~om a if 5% or more of the en t ire g ross 
inc~me o f the corporation in the p r e 
ce dmg taxable year wa s attributed to 
Oklahoma a nd s ubje ct to t axe s . 

E ach year a corpora tion must pay a 
s tate franchis e tax. This i s a t the rat e 
of $1. 2 5 p e r $1,000 o f n e t capi t a l em 
ployed in Okla hom a . 

Unlike individua ls , corpor a tion s a r e 
not entitled to a d e duction of 50% of the 
long te r m capi tal gains . Corporate n et 
l ong te r m capi ta l gains a r e taxed at a 
flat 25% . 

A corpo r a t i on may pay socia l secur ity 
tax on each employee up to $ 6 , 600 per 
year even though the co rpo r a tion had a 
ne t operating los s . Wher e a s in a s ole 
proprietorship op e r a tion, social securi ty 
taxes could be paid on two -third's of the 
gross sal es up to $2 , 4 00, i f the ope rat ion 
had a net loss . T he social security t ax 
on a self-employed person i s 6 . 15% in 
1966 and the total tax for a c o r poration 
on one of its e mpl oyee's woul d be 8 . 4%; 

half o f it i s w ithheld fr om the employees 
wages and half paid by the empl oye r. 

Problems ari se concerning the value 
of corpo r a t ion stock fo r gift estate tax 
pur poses . S ome facto r s to be considered 
in de t e r m ining the fair mar ket value of 
these stocks a r e as fo llows : 

1. 
2. 
3 . 

4 . 

5 . 

T he comp a n y's net wor th 
The goodwi ll o f th e b u s iness 
E con omic outlook in the 
p a rtic ula r i n d u s try 
T he d egr ee of c o nt r o l of t he 
b usines s r e pr esente d by the 
b l ock o f stock t o be valu ed 

's The b o ok value o f th e c o m p a n y 
s tock 

6 . The pro spective ear nin g p_ow e r 
and di vidend p aying capacity 

It h as been r e p o rte d tha t i n s ome cases 
· a cor -e state t a x es a r e so1ne t ime s les s in d 

po r a ti on t h an a s i mil a r bus ines s o p e r a t; 
as a s o le prop rieto r . O n the o t h e r h_an f 

. h os t basis o a co rporation l oses t e n e w c . . of 
inherite d p roper t y that th e recipient 

h re the non - inc o rpo r a t ed fa r m or r a n c 
ceives . 

d t s a n d dis -
Briefly s o me of the a . van age follow s : 

advant ages of a co r po r ation a r e as 

ADVANTAGES O F A CO RPO R ATION 

d gen-
1 L . · t d 1· b·1· t - - A shar ehol er d . 1mi e 1a 1 i Y d bts a n 
er ally is not l iabl e for corporat e e h r e -
a cor p o r a t ion has no liabil ity fo r a s a por -

. . If a co r h older' s p e r sonal obligation s . 
· t shar es a r e ati on becomes insolvent, i s. . d liabil -

w orth l ess . The ben e fit s o f lim it~ t rnent 
i ty Will var y with the ass e t s and inves 
of the individua l. 

fe r of o wn -
2. E as y di s tributio n and trans . ~ 

. f orpo r a tion ership -- The asse t s o a c The 
d ivided into parts a n d calle d shares . of 

d b rtificat es shares a r e represent e Y ce f rre d 
stock. A shar e can be easil y tra n \ -~ -cate 
by assign in g and d e l ivering t h e ce r ~ i 
to the new s to ckholde r who c a u ses t e ·a -

. d th e corp o1 t r ansfe r to be r e gis t e r e on 

tion's books . . -
. b his w i ll. 

A p e rson may sell it , l e a ve it Y 
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give it away or let it go to heirs by law 
of descent without disturbing the business 
operation , 

3 , Continuity of operation - - It can con 
tinue to function throughout changes in 
ownership caused by one gen e ration re 
placing another or by stock transfers . 

4. Possible increas e d efficiency -- It 
encourages keeping accurate r e cords , 
planning and r eporting r esults which 
tend to promote e fficie ncy . 

5 . Means of pooling capital -- Several 
people coul d c01nbine their resources to 
produce a more efficient w1it . Some 
cr_e dit lending institutions might b e in
clined to extend more libe ral credit if 
assured of continued management res 
ponsibility. 

6. Fringe benefits -- Social security, 
s ick pay, h ealth insurance a nd death 
benefits may be paid. The e xpens e of 
the fringe benefits can be charged as a 
business expense . 

7 . Taxes -- Under ce rtain conditions 
there may be t ax advantages in a r egular 
corporation , Also by meeting certain 
r egulations, corporations may qualify 
to be taxed like a partne r ship . (s ee para
g raph on "Corporations T axe d Like Part
nerships ) 

DISADVANTAGES OF A CORPORATION 

1. L egal Status -- For years many peo 
ple were under the impression that a 
corporation could not own land in Okla 
homa for farming purposes . Today 
there is a difference of opinion and the 
legal s tatus of a farm corporation own 
ing land in Oklahoma is not clear . If 
the acqui ring and hol ding of farm l ands 
by a corporation for farming purposes 
shoul d be h e ld illegal by the Sta t e Sup 
reme Court, the p e n a ltie s could be sev
e re . The penalties are based on valua
tion of the r eal es tate for advalorern. 
taxes, 4 The penalty increases a t th e 

rate of o_ne perc_e nt per year , starting at 
one and increasing to the level of six per 
cent p e r year , At these r ates 10 years of 
i1nproper holdings result in the amoW1t of 
45 percent of the assessed val ue of the r eal 
es tate . 

2 : Taxes ~- Dou~le taxation as previously 
discusse d is conside r ed a disadvantage; 
however , see paragraph on " Co r porations 
T axed Like P a rtnerships 11

• 

3 . Possible Capital Gains Tax - - If the 
corporation is dissol ve d, a capital gains 
tax may have to be paid if ranch o r farm 
has appreciated. The over - all result may 
be that fa1nily has saved no taxes or even 
pays extra taxes . 

4 . Re co rds and Reports -- Records of 
minutes of meetings of shareholders, board 
of dir ectors , and a ll records of the business 
must be kept . S uch extra red tape might 
seem cumberso1ne to rnany far mers . 

5. Added Cos t s There a r e certain costs 
associated with farm co rporations which ar 
not r equired for other t ypes of business or -e 
ganizations . In addition t o lawyers fees 
(minimum fee is about $250) which will ~ar 
w~th the_ complexity of the corpor ation, cosfs 
will be rncurred for filing of the Articles of 
Incorporation. The fee payable to the Sec
retary of Sta t e o_f $ l. 00 per $1, 000. 0 0 plus 
$ 8 . 00 on authorized capital with a total min 
imum fee of $11. 00 . Additional costs will 
include fede r a l stamp tax, corporate books 
and seal. Other costs for amendina articles 
changing registered office, changinc,g registe;_ 
ed agent, and preparing articles of dissolution 
may be incurred if l ater found necessary. 

CORPORATIONS - T AXED LIKE 
PARTNERSHIPS 

(So1netimes referred to as a "pseudo corpor
a tion" or Subchapter S) 

In 1958 Congress amended the Internal 
R evenue Code to permit a corporation with 
only one class of s tock and 10 o r fewer 
stockholders to e l ect a special method of 
taxing. This amendment allows the stock-

5In t e r nal R 13 77. evenue Code, Sec. 13 7 1 through 4 Title 18 , Oklahoma Statutes , 196 1, 
Sec. 1. 23 
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holders to be taxe d substant ially as a 
partne r ship. T he inco1n e o f the corp
oration is channel e d on pap e r t o the 
shareholde r s, and each sharehol de r 
pay s tax on his shar e of corpor ate in
come at his indi viduaLtax rate . T h e 
e lection mustf be made the first mon th 
o r the first month p receding the taxabl e 
year. 

The long ran ge tax picture must be 
considered b e cause i t is possible for a 
small business cor por ation to become 
ineligible to be taxed as a par tne r shi p in 
future years . Some of the r e asons a r e: 

(a) A new s tockholder refus i ng to 
consent 

(b) A c o r poration o r trustee becom 
ing a stockholder 

H a ll, J a m e s L. " A g ricultura l Cor 
por a tio n s , The ir Uti lity a nd L egality", 
Oklaho ma L a w R evi ew, N o. 1964 . 

S trasne r, Stua rt B . ''A g ricultural 
Co r por a t ion s in O klahom a" , Oklahoma 
Law R evi ew, M ay 1963 . 

Title 18 , O klaho ma S tatutes 19 6 1, 
Section 1 th r o u gh 1. 2 5 0 

( c ) Rent s or royaltie s b ecom ing mor e 
than 20% of a total incom e 

( d ) More than 10 indi vidua l s becoming 
s tockholders. For exam p l e , a 
stockholder dies and his stock is 
distributed t o his children 

(e ) The l aw is subject t o change 

Most of the points di scussed in th is 
arti cle are onl y b riefly touched up on . 
They a r e no t complete and are inten ded 
to be onl y a b r i ef review of some o f the 
poi nts to conside r . See refe rences l isted 
below fo r a more complete discussion . 
Indi viduals se riously cons i dering incor 
porating should by a ll means consul t their 
attorney and accountant . 

Vl iet, R . D a l e . " The Okl ahoma Business 
Corporation Act" (A Series ) 
2 Oklahoma L aw Review 1 ( 1949); 

2 Oklahoma Law Review 177, ( 1949); 

3 Oklaho m a L a w Re view 5 1, 2 69 , 400 ( 19 5 0 ) 

5 Oklaho m a L a w R evi e w 204 . 

-

Cooperative Extension Work in A g r icultur e a n d Home Economic s , Okl a homa State Un i
ve r sity and Unit e d S t a t es D e p a rtment of Agric ulture , Coope rating . J . C. E vans , D i r ect o r, 
Oklahoma Agr icultural Extension S e r vi ce , Stillwa t e r , Okla homa . Distributed in Furthe r
ance of the Acts of Congr ess of M ay 8 a nd J une 3 0 , 19 14 . 
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