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Before Diving In to Farm Tax and Asset 

Management 
• This material is based upon work supported by the U.S. Department of Agriculture, under 

agreement number FSA22CPT0012189.
• Any opinions, findings, conclusions, or recommendations expressed in this publication are 

those of the author(s) and do not necessarily reflect the views of the U.S. Department of 
Agriculture. 

• In addition, any reference to specific brands or types of products or services does not 
constitute or imply an endorsement by the U.S. Department of Agriculture for those 
products or services.



Before Diving In to Farm Tax and Asset 

Management This presentation covers federal income tax implications for Tribal producers

It does not include:
• State Income Tax
• Local Income Tax
• Property Tax
• Sales Tax
• Tax imposed by Tribe



Agenda 

• Types of Taxes
• Requirements and Recommendations for Filing Federal Income Taxes for Farm and Ranch 

Activity 
• Special Rules  

⚬ Assets and Depreciation  ​
⚬ Requirements for a Functioning Trade or Business with a Legitimate Profit Motive 



Started at the University of Arkansas School of Law by Dean 
Emeritus Stacy Leeds and Founding Director Janie Simms Hipp 
in 2013. 

Our Mission:
Enhance health and wellness in tribal communities by advancing 
healthy food systems, diversified economic development, and 
cultural food traditions in Indian Country. 

Indigenous Food and Agriculture Initiative 



Types of Taxes



Property Tax - county
Sales Tax – county 
Estate and Gift Tax – federal and some states
Payroll Tax - federal and some states
State Income Tax – mostly based on federal income tax
Federal Income Tax – focus of the rest of the presentation
Some licenses and fees (may be technically taxes depending on state and local law)

Before Diving In to Farm Tax and Asset 

Management 



Requirements and Recommendations 

for Filing Federal Income Taxes 

& for Farm/Ranch Activity 



Basic Filing 

Requirement

• The requirement to file is not the same as the requirement to pay. 

• See IRS website for specific dollar amounts of filing thresholds - (they 
may change from year to year). 

• Just because you don’t have to does not mean you shouldn’t. 
• You may choose to file in order to: 

⚬ claim a refund 
⚬ claim the Earned Income Credit 
⚬ report business losses (which may reduce other taxable income) 



Limited exemption for enrolled Tribal members with income derived from the land 

If you are an enrolled Tribal member farming or ranching on trust lands you may qualify for 
special exemptions to some filing requirements related to “income derived from the land.” 

Please see IRS Publication 5424 Income Tax Guide for Native American Individuals and Sole 
Proprietors. 



Excemptions from Gross Income for Tribal Producers

Per IRS - Income Not Included in Gross Income 

• Income derived from a fishing rights-related activity under IRC section 
7873.

• Income directly derived by an Indian allottee from restricted allotted 
land that is held in trust by the United States government.

• Income from land claim settlements and judgments.
• General Welfare benefit payments under IRC section 139E.
• Certain payments made pursuant to the Per Capita Act.

See Internal Revenue Service FAQs for Indian Tribal governments regarding individuals: Filing requirements

https://www.irs.gov/government-entities/indian-tribal-governments/faqs-for-indian-tribal-governments-regarding-individuals-filing-

requirements



Example One

Scenario: ​
In 2023, I sold $300 worth of hay and I have expenses of 
$500, so I have a $200 loss. Should I still file? ​
 
Example 1: Single person age 70 with $15,500 of wage 
income would have to file because adding $300 gross farm 
income to the wage income results in total gross income 
greater than $15,700. ​

Example 2: Married Filing Jointly age 30 with wage income 
of $25,000 is not required to file Schedule F to report the 
$200 loss - HOWEVER IT MAY BENEFIT TO DO SO. 



Example Two

Scenario: ​
In 2023, I sold $1,500 worth of hay and I have expenses of 
$1,000, so I have a $500 profit.   I am single and do not  
have any other income.  Do I need to file?

Yes, even though gross income is well below the IRS filing 
thresholds, filing is still required because Net Self-
Employment Income is over $400.
 



Special Requirement for Self Employment Income 

• Even if gross income is below the threshold, a federal income tax 
return is required if net self-employment income is $400 or above

• Self-Employment Income: business income (Schedule C) or farm 
income (Schedule F) 

• Net self-employment income takes deductions into account 
⚬ Schedule F, line 34



Understanding Gross 

Income 

Gross income is income before any deductions are taken. The tax definition 
of gross income is “all income, from whatever source derived.” 



NOT Included in Gross Income 

Agricultural income earned by Tribal members/producers not subject 
to federal income tax if - 

• income is derived directly from the individual’s restricted allotted 
land​

• a treaty, agreement or act of Congress exempts income from 
federal income taxation





Minimal Receipts and Net Loss

I sold $300 worth of produce and I have expenses of $500 - Should I still file a 

schedule F?  

•Example 1: Single person age 70 with $14,500 of wage income would have 
to file because adding $300 gross farm income to the wage income results 
in total gross income greater than $14,700.  

•Example 2: Single person age 30 with wage income of $25,000 is not 
required to file Schedule F to report the $200 loss - HOWEVER IT MAY 
BENEFIT THEM TO DO SO. 

See Internal Revenue Service FAQs for Indian Tribal governments regarding individuals: Filing requirements

https://www.irs.gov/government-entities/indian-tribal-governments/faqs-for-indian-tribal-governments-regarding-individuals-filing-

requirements



Derived Directly from the Land

• Rentals (including crop rentals)
• Royalties
• Proceeds from the sale of natrual resources on the land
• Income from the sale of crops grown on the land or from the use of the land for grazing purposes
• Some USDA payments 



USDA Programs

Some USDA payments are tax exempt if they relate to allotted land.

Depending on how the payment was made and the program it was 
issued under.

USDA payments for “conservation of soil and water resources, the 
maintenance of reasonable and stable supplies of agricultural 
commodities and the protection of farm income,” are excluded from 
gross income. 
 

See IRS Revenue Ruling 69-

289

 



Exemption by Treaty

• Federal courts have not consistently determined what treaty 
language expressly exempts tribal members from income tax 
obligations 

• Each treaty must be analyzed independently 



Filing Due Date

Individuals must file federal income tax returns by April 
15th, unless this day falls on a weekend or holiday - in that 
case, returns are due on the next business day. 



March 1 Due Date 

The March 1 due date is a 
special rule that allows some 
farmers, ranchers and fishers to 
avoid following the regular rules 
for paying estimated taxes on a 
quarterly basis and instead pay 
all of their taxes on March 1. 

For the regular rules on paying quarterly 
estimated taxes see the IRS website and IRS 
Publication 505. 



Extended Due Date 

File IRS Form 4868 to request an extension - you must file the 4868 
no later than the regular due date of your return.

• Penalties for Late Filing 

If you do not file on time: 

The failure-to-file penalty is 5% of the unpaid taxes for each month 
or part of each month that a tax return is late (filed after the due date 
or extended due date) up to a maximum of 25% of your unpaid taxes. 

If you do not pay on time (including if you file on time, but do not pay 
your taxes): 

The failure-to-pay penalty is 0.5% (half a percent) of the tax owed 
after the due date, for each month or part of each month the tax 
remains unpaid, up to 25% of the total amount owed. 



Consequences of Failure to File or Failure to Pay

• Failure to file: If you never file a return they can audit 
as far back as they want to find unreported income.  

 
• Failure to pay: The IRS has extraordinary ways to 

enforce payment. They may seize money directly from 
your accounts or garnish your wages.  

• In some cases, failure to file and failure to pay can 
result in penalties for negligence (you should have 
known better) or tax fraud (you did know better). 



Ooops! I should have filed but didn't - now what? 

• Scenario 1: I have been farming since 2015 and I have 
never filed taxes. Do I need to file for those past years? 
Should I file for those past years?  

• Scenario 2: I have been farming since 2015 but I have 
never filed taxes for my farm. I did file taxes to report 
my other income, I just did not file a Schedule F to 
report my farm income or expense because I knew it 
was going to be a loss. Do I need to file for those past 
years? 



Amended returns 

• Generally, to claim a refund you must file an amended 
return within three years of the due date of the 
original return or within two years from the date you 
paid the tax, whichever is later. 

• If you are filing an amended return to report and pay 
additional taxes you may file at any time. 

•  If you are filing an amended return to establish basis in 
assets additional rules apply. 





Ag Specific and Current Topics 



Farm or Ranch Income or Loss and Earned Income 
Tax Credit 

• Your farm or ranch income or loss may affect your 
ability to access the Earned Income Tax Credit (EITC).

• The EITC goes up as earned income goes up and then 
past a certain amount of income it goes down as 
income continues to go up.   

• The EITC is fairly limited for people with no 
dependents but with one dependent is often between 
$1,000 and $3,000 and for 2-3 dependents is often 
between $2,000 and 6,000.



USDA Payments/Inflation Reduction Act sec. 22006

• Section 22006 of the Inflation Reduction Act provided 
funds for USDA to provide relief for distressed 
borrowers with certain Farm Service Agency (FSA) 
direct and guaranteed loans. 

• First reported as agricultural program payments on 
Form 1099-G. 

• Subsequently changed to cancellation of debt and 
reported on Form 1099-C



Debt Relief Payments - IRA

• Initial Reporting
• Agricultural Payments were reported 

on 1099-G
• Interest reported on Form 1098
• Relief payments likely sent directly to 

lender electronically 

2022 April 2023

• Changed reporting 
• Changed to cancellation of debt



Debt Relief Payments - IRA

• New forms sent in April 2023
• Corrected 1099-G making debt relief 

payments zero
• Issued 1099-C Cancellation of Debt
• Shows discharged debt and interest



Cancellation of Debt (1099-C) - IRA

• General rule:  Canceled debt is considered income and 
must be reported on the tax return of the person 
whose debt was canceled. 

There is a special rule that allows some farms and 
ranchers to exclude cancellation of debt from income
• Taxpayer must be insolvent or
• Qualified Farm Indebtedness
• Used for farming operation (for example: for purchase 

of cows, farm equipment)
• Must reduce “tax attributes”



Cancellation of Debt

• Tax attributes
⚬ Basis in assets 
⚬ NOLs
⚬ Business Credits

ACTION: May want to amend 2022 if filed based on 
1099-G
• Talk to your accountant or tax preparer and discuss 

whether you can take advantage to exclusion for 
cancellation of debt



Special Rules - Assets and Depreciation



Depreciable Assets and Filing Recommendations  

• Always file to report the purchase of depreciable assets and 
claim the depreciation deduction.

• Depreciable assets are things that have lasting value to the 
business and have an “ascertainable useful life in excess of one 
year.”   

• Assets are not expensed (deducted) when purchased. Instead, 
you take a “depreciation deduction” calculated using special 
forms that are part of your tax return. 



File to Report Purchase or Sale of 

Assets 
• Always file to report purchase or sale of assets.

• When you sell an asset you pay tax on the gain, 
which is the sales price less your basis in the asset.

  
• Your basis in the asset is “acquisition basis” less 

depreciation allowed or allowable.  



Special Rules - Requirements for a functioning 

trade or business with a legitimate profit motive 



But I don't think I am in business yet - I am 
still figuring it out

• In order for expenses to be deductible the expenses must 
relate to a trade or business that is functioning when the 
expenses were incurred. 

• How is that determined? 

• Facts and circumstances must indicate activities beyond 
exploration and research, activities which are directly related 
to generating profit.



When does a farm or ranch business 

begin? 
• When does farming/ranching activity begin? When does the 

"start up" period end for a farmer or rancher?

But is it a business?

• In order for expenses to be deductible the expenses must 
relate to a trade or business - not a hobby or recreational 
activity. How is that determined?

• The taxpayer must be able to demonstrate that they have a 
legitimate intent to profit. 

See:  IRS Pub. 225 Farmers Tax Guide for additional 

information 

 



How do I show a profit 

motive?
The IRS will look at all facts and circumstances. At a minimum you 
should be able to show: 

1. A plausible plan for generating income 

2. That you keep ordinary and necessary business records and use 
them to make business management decisions 

3. That you respond to losses by making changes to the operation
 
4. That you have and continue to acquire the knowledge 
appropriate to the needs of the business

See:  IRS Pub. 225 Farmers Tax Guide for additional 

information 

 



But I was told if I lost money in 3 out of 5 years I was 

a hobby and not a business.

• The Hobby Loss Rule says that if you lose money in 3 out of 5 years 
then you must be able to demonstrate, with evidence, that you have 
a legitimate intent to profit. 

See:  IRS Pub. 225 Farmers Tax Guide for additional 

information 

 



Questions?
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