
Farm Tax & Asset Training 
Agricultural Income Training

Session 5



Agenda 

ÅAgricultural Income

ÅWhy it matters
ḬTaxes
ḬOther Programs
Ḭ Inventory Management



Agricultural Income 



Agricultural income

ÅAgricultural income is income from the sale of crops or livestock which 
you raise.



Agricultural income is not

ÅManufactured food and beverage products 

ÅIncome from non-farming and ranching activities that take place 
on the land where you farm or ranch



What happens if I call all of it farm income?

ÅYou get more than you should (you pay less than you owe or you take 
advantage of a program you do not qualify for and you may be liable for 
the consequences).

ÅYou get less than you should (the only consequences are harm to 
yourself). 



Value-added agricultural 
activity
ÅIncome from the sale of products which have been processed beyond 

the minimum needed to transport and sell them in available markets is 
not income from raw agricultural products - but is the activity 
substantial enough that you would need to report it separately? 



Derived Directly from the 
Land
ÅRentals (including crop rentals)
ÅRoyalties
ÅProceeds from the sale of natrual resources on the land
ÅIncome from the sale of crops grown on the land or from the use of the land for grazing purposes
ÅSome USDA payments 



Other activities on your land

ÅIncome from renting your land for other uses is not farming or 
ranching income. It may be rental income or other self-
employment income depending on the circumstances and your 
degree of involvement.



Renting your land for farming/ranching by others 

ÅRent you receive from agricultural land you lease to others may be 
agricultural income to you if you are paid in crop proceeds. This is 
called a "crop share" and you report income and expense from a 
crop share on form 4835.



Exemption by Treaty

ÅFederal courts have not consistently determined what treaty 
language expressly exempts tribal members from income tax 
obligations 
ÅEach treaty must be analyzed independently 



Farm Income Averaging 



Farm Income 
Averaging
ÅSpecial election available to farmers/ranchers/fishers Ɖ 

Schedule J 

ÅTakes advantage of unused lower tax brackets.

ÅElect to figure your current year income tax by averaging, over 
the previous 3 years (base years), all or part of your current 
year taxable income from your farming or fishing business. 

ÅDoes not amend prior returns or impact self-employment 
income/tax



Income from Farming Business

ÅBusiness of cultivating land or raising or harvesting 
any agricultural or horticultural commodity. 
ḬRaising crops and livestock
ḬNursery and sod farms
ḬTree fruit, nuts
ḬLeasing land to farming/ranching tenant if 
°JÉªX«º  ´ MJ´XT ­« ´|J³X ­Z ºX«J«ºŻ´
production with written agreement



Farm Income Eligible for Income Averaging

ÅIncome from Schedule F

ÅIncome from Form 4835

ÅForm 4797 gain from sales of breeding livestock or 
machinery/equipment

ÅCertain pass-through income

ÅWages from S-corp (farming/ranching) for more than 2% 
shareholder



Livestock Sales Ɖ Special 

Circumstances



Sales Caused by Weather-Related Conditions

ÅIf you sell more livestock  than you normally would in a year 
because of a drought, flood, or other weather-related 
condition, you may be able to postpone reporting the gain 
from the additional animals until the next year. 

ÅApplies to livestock that are held for sale (either raised or 
purchased) as well as livestock held for draft, breeding, sport, 
or dairy purposes. 

ÅYou must meet all the conditions on the next slide to qualify.

See:  IRS Pub. 225 Farmers Tax Guide for additional 

information 

 



Sales Caused by Weather-Related Conditions

Conditions to qualify:

ÅPrincipal trade or business is farming/ranching
ÅCash method 
ÅCan show that, under your usual business practices, you 

wouldn't have sold or exchanged the additional animals in the 
current year except for the weather -related condition.
ÅThe weather-related condition caused an area to be 

designated as eligible for assistance by the federal 
government.

See:  IRS Pub. 225 Farmers Tax Guide for additional 

information 

 



Livestock Indemnity Payments

ÅGeneral rule is that indemnity payments are reported in income in 
the tax year that they are received.  

For example:  
ÅPayments received in 2023 for livestock losses occurring in 2023 

will get reported on 2023 income tax return.  
ÅPayments for livestock losses occurring in 2023 that were received 

in 2024 will be reported on  2024 income tax return.
ÅDeferral possibility for breeding stock
ÅMust be replaced within 2 years
ÅGain is deferred until replacement is sold

See:  IRS Pub. 225 Farmers Tax Guide for additional 

information 

 



Å1099-G from USDA:  gross amount of LIP payments for the 
year
ÅIf indemnity payment is for breeding livestock, then is 

reported on Form 4797
ÅIf held less than the required holding period (cattle Ɖ 24 

months) Ɖ ordinary gain
ÅIf held more than required holding periodƉ capital gain
ÅNo self-employment tax
ÅIf payment was for cattle held for sale Ɖ  reported on Sch F.

See:  IRS Pub. 225 Farmers Tax Guide for additional 

information 

 

Livestock Indemnity Payments



Example:

Sole proprietor cow/calf ranch has following sales in 2023:
Å$20,000 sales of raised calves
Å$4,000 sales of cows Ɖ all raised and over 2 years old
Å$5,000 steers originally purchased from neighbor as calves for 

$1,000

How is this reported on the 2023 income tax return and how will it 
be taxed?



Example:

Å$20,000 calf sales are included on Sch F., line 2 Ɖ
Sales of livestock, produce, grains, and other 
products you raised.  Ordinary income subject to 
SE; individual tax rates



Example:

ƌƨǑŵǍǍǍ N­Ç ´JӃX´ J³X  «NӃÄTXT  « ;J³º . ­Z *­³ª ǑǓǔǓ
because they were held for breeding purposes and 
held for over 2 years.  No SE Tax; Capital Gain rates



Example:

Å$5,000 steer sales are included on 
Sch F., line 1a ƉSales of purchased 
livestock and other resale items 
Å$1,000 cost is included on line 2b - 

Cost or other basis of purchased 
livestock 
ÅOrdinary income subject to SE; 

individual tax rates



ÅSE tax is a Social Security and Medicare tax primarily for individuals who work for themselves. 
ÅSE Tax: 15.3%
ÅIt is similar to the Social Security and Medicare taxes withheld from the pay of most wage 
XJ³«X³´MÄº MÄ´ «X´´ ­Ç«X³ °JÉ´ ŻM­º| |JӃÆX´Ż
ÅBased on net income of business/farm
ÅIf have low income or loss, may be no SE Tax
ÅOptional Method may be used 

Example





Why it matters - Other Programs



Special rules for bankruptcy

ÅChapter 12 Bankruptcy is a special option available only to 
farmers and ranchers meeting certain criteria related to 
agricultural income. Chapter 12 was written in response to the 
Farm Crisis of the 1980s and is generally a better option than 
other forms of bankruptcy when the business needs to 
continue operating in order to continue making payments on 
debts.



USDA 

Programs

ÅVarious USDA programs are open to farmers and ranchers 
based on their agricultural income, or the agricultural use of 
º|X ³ ӃJ«TŸ A|X C?& TXZ « º ­« ­Z żÆJӃÄX JTTXTŽ  ´ T ZZX³X«º
from the IRS definition and even varies between USDA 
programs. 

ḬFSA
ḬNRCS
ḬAMS
ḬRD 



Agricultural credit 

ÅThere are a number of beneficial options for accessing 
agricultural credit. 

ÅDepending on the lender and the circumstances, value-added 
income or income from nonagricultural rental of the property 
may or may not be included in the lender's decisions.



ÅMany states have programs designed to benefit farmers and ranchers, and there is usually a 
definition of farm/ranch income included in the eligibility criteria.

State programs



ÅA conservation or agricultural easement is a way that a 
community can pay a landowner to keep their land in 
agriculture instead of other types of uses. The easement will 
limit that amount of non -agricultural activity that may happen 
on the land and there may be a specific limit on income 
earned from nonagricultural activities on the land. 

Conservation and agricultural easements



Why it matters Ɖ Inventory Management



Value Added Inventory Held for Sale

ÅIf you make an investment in processing your raw agricultural 
products beyond the minimum needed to get to market, and if 
you hold that inventory for sale for longer than a month - you 
may begin to need an inventory management system: 
ḬWhat additional costs went into creating and packaging the 

product?
ḬHow much of the product do you have available to sell?
ḬHow much is promised to a customer and needs to be 

delivered?
ḬHow much is held at different locations?
ḬWhat products are moving too slowly and need to go on 

sale (or get discontinued?)
Ḭ  What products move fast? 


