Dicky –

I had assumed the LBA Trust’s return was more complicated, since it involved income from two farms instead of one.  Thanks, this makes it easier for me to understand the flow of the $$s.

I’ll make my last pitch for using the approach with trust (rather than farm) bank accounts and then be quiet.  I promise.  (Remember, I am a frustrated accountant…).  
Farming operations receive income and incur expenses, generating (hopefully) a “net profit” which is then allocated to their owners.  Each owner often has its own expenses which do not relate directly to the farming operations but would, nevertheless, be deductible from that owner’s share of the farm profits.  In your case, the Allison and Benson farms each generate a profit from farming operations which is allocated among the LBA Trust, OWA Trust and the 4 of you (Allison Farm) and the LBA Trust and Ginger (the Benson Farm) based upon the owners’ proportionate ownership interest.  Each individual owner has other income and expenses.  Each trust owner has no other income, but each trust does have its own expenses apart from its interest in the farms.  Each trust then distributes its respective net income (farm net profit, less other expenses) to its beneficiaries.  The attached diagram outlines the flow of income and expenses received and paid by (1) the farms, (2) the trusts, and (3) the individuals.    

I think it’s better for the farm accounts to just pay the farm expenses.  The net income for that farm should then be reported proportionately to the owners, and cash should be distributed proportionately to the owners.  The owners should then pay their non-farm expenses (which would not necessarily be in the same proportions) separately.  For tax filing purposes, Jack’s fees are reported in a different place on the trust’s return than the farm net profit, just as Ginger’s tax preparation fees are reported separate from her share of farm income net profit.  The tax preparer is performing services for the owner, not any particular farm.  Having the Benson farm distribute $525 and the Allison farm distribute $625 implies the opposite.  All of the money for both trusts’ tax preparation expenses can actually come out of the Allison Farm account, since each trust has an interest in that farm.  There is no need to use any Benson Farm funds and, hence, no need for a special distribution of a relatively small odd amount ($262.50) to Ginger.
If Dave pays some non-farm expenses incurred solely by one owner, he will have to separately account for them so that the other owner does not get charged for them and does not receive the tax benefit for them.  As an example, the Benson Farm owners are 50-50, Ginger and the LBA Trust.  If one of the owners (LBA Trust) has a non-farm expense (such as tax prep fees of $525) paid directly, Dave will have to allocate the entire $525 expense to the LBA Trust rather than 50-50.  The LBA Trust’s share of the farm income will actually be understated by that amount.  It would be the same as if, for example, the Benson Farm account paid Ginger’s accountant for preparing her tax returns.  That would require the opposite allocation and make it even more confusing.  If you choose to go that route, I recommend that Dave report each such payment as “distribution to owner for non-farm expense,” rather than as an expense, (just like a payment to Ginger, which would be shown as a distribution) so that the net income he reports is the true farm net income.  Perhaps that is his intent by paying $262.50 to each of you from the Benson Farm account.  
Each owner’s non-farm expenses (in essence, its need for funds to pay its own “personal” expenses) essentially drives the process.  All the OWA Trust owns is a ½ interest in the Allison Farm.  So, it must receive at least $625 from the Allison Farm account to pay Jack’s fees.  The Allison Farm account should then pay out $625 to the LBA Trust as the other owner to keep the distributions proportionate (assuming you treat the LBA Trust as owning 50% rather than 40%).  The Benson Farm account would not need to pay out anything, since both trusts would have enough to pay Jack’s fees without any further pay-outs.  Even if you treat the LBA trust as only a 40% owner, it should still receive $500 if the OWA Trust receives $625.  Both trusts and the siblings could then be paid a little more (proportionately) to enable the LBA trust to fully pay Jack.  At that point, distributions to owners would still be proportionate and everything would still be “in balance.”  

The way Dave proposes to do it, the OWA Trust receives $625 from the Allison Farm and uses that to pay Jack.  The LBA Trust gets $625 from the Allison Farm ($125 of which is really the siblings’ money directly).  The LBA Trust then receives another $262.50 from the Benson Farm (which it doesn’t need), and Ginger receives $262.50 to keep things in balance.  The LBA Trust then uses its $887.50 ($625 + $262.50) to pay $525 to Jack.  The $362.50 that’s left over then goes to the siblings, $125 of which is really theirs directly as 10% owner and $237.50 of which is technically a distribution from the LBA Trust.  That all seems a lot harder to track.  
Finally, the Katherine Farm is no problem, since you all own a ¼ interest and there are no other owners and no “mid-level” tax returns.  Just don’t have that account pay anyone’s personal expenses directly.
