
S  C o r p o r a t i o nS  C o r p o r a t i o n

S Corporations are an otherwise  
ordinary corpora-

tion which is eligible for and has elected to be taxed under subchap-
ter S of the Internal Revenue Code. It is formed by filing articles 
of incorporation with the appropriate state officials. The benefit of 
electing subchapter S status is that there is no entity level tax. Items 
of income and loss flow through to the shareholders and are taxed only at 
the shareholder level. A disadvantage of subchapter S status is less flexi-
bility than C corporations.

Learn more via the recently completed 4-page, 4-color Risk Concepts series, covering seven  
common forms of  business ownership, including the S Corporation.

Several Risk Concepts bulletins covering alternative forms of business structure were recently  
posted and are available for download at: https://RightRisk.org/riskconceptshttps://RightRisk.org/riskconcepts.
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The equity owners of a corporation are called shareholders who, in their capacity as shareholders, have very basic voting rights. 

They elect the managers of the corporation (called directors); they are entitled to vote on most decisions that would require 

an amendment to the articles of incorporation; and they must approve certain fundamental transactions involving a change in 

structure of the corporation such as dissolution, mergers, consolidations, or mandatory share exchanges. Shareholders can be 

individuals, certain kinds of estates and trusts, and tax-exempt corporations. However, non-resident aliens, partnerships, corpora-

tions, and certain limited liability companies cannot be owners of S corporations. In most states, investment in a corporation can 

be in the form of property, cash or services. A number of states exclude promises to provide property or perform services in the 

future from the list of permissible contributions. FormationThe corporation is a creature of statute. The statutory requirements must be complied with in order for a corporation to come into 

existence. In most states, the corporation comes into existence when the articles of incorporation are filed with the Secretary of 

State or other appropriate state official. The articles of incorporation, sometimes called the corporate charter, contain very basic information about the corporation and 

are not intended to govern the day-to-day operation of the business. The articles contain information such as the name of the 

company, the address of the principal office, a registered agent and office in the state for service of process, detailed information 

about the stock which the corporation is authorized to issue, information about the incorporators, and possibly the purposes for 

which the corporation is to be formed. The articles may, but generally are not required to, include the names of the initial directors 

of the corporation. 
Once the articles are filed, the organizers will typically meet to select the initial directors unless they were named in the articles. 

The initial directors authorize the enactment of bylaws that will govern the day-to-day operations of the corporation. They will also 

authorize the issuance of shares and take whatever actions are necessary to get the corporation started.

Corporate statutes commonly address such issues as the process that should be undertaken in connection with the issuance of 

shares, the types of consideration that can be legally received by the corporation, and a minimum price that must be paid. Most 

statutes allow shares to be issued in exchange for cash, property, services, services to be performed or a promise to pay money 

in the future. 

Shares may be issued for any consideration determined by the directors to be adequate, provided that such amount may typically 

not be less than the par value of the shares as specified in the articles of incorporation. “Par value” is merely a floor below which 

a corporation may not issue its shares. While some states authorize no-par stock, a relatively low par value (such as $.10 or even 

a fraction of a cent) is not uncommon. There is no requirement that all shares must be issued for the same consideration or even 

consideration having the same value as that accepted in exchange for other shares. All of such decisions are within the discretion 

of the directors. 
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H

istorically, farms and ranches were operated as sole proprietorships. The land, machinery, livestock, and other assets 
were owned and used by an individual or couple. Likewise, the individual (or husband and wife) farmer/rancher was 
personally responsible for all debts and financial obligations owed by the business. The farmer or rancher was the busi-
ness, and the business was the farmer or rancher.

There are a number of organizational structures that may better meet the needs of today’s farm/ranch business. A few of the more 
common business entities used by farmers and ranchers include sole proprietorship, general partnership, limited partnership, 
limited liability company (LLC), and corporation. Each U.S. state recognizes most legal entities, while the U.S. Internal Revenue 
Code recognizes all business forms except LLCs. Each organizational structure has its strengths and weaknesses. Before a deci-
sion is made as to the legal entity under which to operate, a person – or person and his or her family and other partners – need 
to determine the goals of and needs for the business and its assets.

The S corporation is an otherwise ordinary corporation which is eligible for and has elected to be taxed under subchapter S of the 
Internal Revenue Code. For state law purposes, it is formed like any other corporation, and the provisions of the general business 
corporation statutes apply. It is formed by filing articles of incorporation with the appropriate state officials. A corporation may also 
have written bylaws that will govern how the corporation is run on a day-to-day basis.

The benefit of electing subchapter S status is that there is no entity level tax. Items of income and loss flow through to the share-
holders and are taxed only at the shareholder level. A disadvantage of subchapter S status is less flexibility than C corporations. 
An S corporation can have no more than 75 shareholders. If shares are owned by more than 75 investors, the corporation loses 
its status as an S corporation and becomes taxable as a C corporation. Moreover, with certain limited exceptions, only individuals 
can be shareholders in an S corporation. Finally, an S corporation can have only one class of shares. This substantially limits the 
corporations’ ability to structure different rates of return for different investors.
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