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Example:

Sole proprietor cow/calf ranch has following sales in 2023:
+ $20,000 sales of raised calves
* $4,000 sales of cows - all raised and over 2 years old
« $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?
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Example: iy e e i

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

*$4,000 cow sales are included in Part | of Form 4797
because they were held for breeding purposes and
held for over 2 years. No SE Tax; Capital Gain rates
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SCHEDULE F Profit or Loss From Farming s 154 07t

Example: ipeen fo) 1o Form 1040, 1040-5R, 1040-85, 1040-HR, 104, or
s | oSS e et o

e
* $5,000 steer sales are included on KR F
Sch F., line 1a -Sales of purchased g
livestock and other resale items e M ——
« $1,000 cost s included on line 2b - St v ek ot s s o o
Cost or other basis of purchased s omioa
livestock
« Ordinary income subject to SE;
individual tax rates

(machie won ncome.
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Example

SE tax is a Social Security and Medicare tax primarily for individuals who work for themselves.
SE Tax: 15.3%

It is similar to the Social Security and Medicare taxes withheld from the pay of most wage
earnersbut business owner pays 'both halves’

Based on net income of business/farm

If have low income or loss, may be no SE Tax

Optional Method may be used
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Why it matters - Other Programs
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Special rules for bankruptcy

« Chapter 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.
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USDA Programs

« Various USDA programs are open to farmers and ranchers
based on their agricultural income, or the agricultural use of

their land. The USDA definition of “value added” is different
from the IRS definition and even varies between USDA
programs.

FSA
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Agricultural credit
« There are a number of beneficial options for accessing
agricultural credit.
* Depending 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.
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State programs

* Many states have programs designed to benefit farmers and ranchers, and there is usually a
definition of farm/ranch income included in the i
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Conservation and agricultural easements

« A 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.

FARM AND TAX ASSET
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Why it matters - Inventory Management
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Value Added Inventory Held for Sale

« If 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:

What additional costs went into creating and packaging the

product?

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

delivered?

How much is held at different locations?
What products are moving too slowly and need to go on

sale (or get discontinued?)
What products move fast?
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State programs

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

- A 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.
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Why it matters - Inventory Management

FARM AND TAX ASSET
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Value Added Inventory Held for Sale

« If 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:

What additional costs went into creating and packaging the
product?

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

How much is held at different locations?

What products are moving too slowly and need to go on
sale (or get discontinued?)

What products move fast?

Extra Notes

Extra Notes
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Lesson 1 Filing Decision Tree

Basic filing requirements for federal income taxes - Who must file federal income tax returns?

Question

"Yes" answer
response

"No" answer response

Should I file a federal income tax
return?

Question

"Yes" answer
response

"No" answer response

11

Do you have GROSS income
(income before any deductions) in
excess of the amounts shown on
Chart A of the current year
instructions for IRS Form 10407

Yes, you are required
to file a federal income
tax return.

If no, go to the next
question.

1.2

Do you have NET SELF
EMPLOYMENT income (income
from your business after
subtracting business deductions) in
excess of $4007?

Yes, you are required
to file a federal income
tax return.

If you answer no to both
questions 1.1 and 1.2
you are not required to
file a federal income tax
return.

Should | use a Schedule F to
report my farm/ranch
income/loss?

assets (items that will benefit the
business for more than one year,
but which will eventually cease to
exist - for example machinery and
fences) as a part of the pre-
operational phase of your business
as you explore how to develop
your business and make it
operational?

Schedule F and related
depreciation schedules
however the losses
must be suspended
and may not be
deducted except as
amortized start up
expenses beginning in
the year you actually
begin business
operations. See a
qualified CPA or EA for
assistance.

2.1 | Is your net income associated with | Yes, Schedule F is the | No, Schedule F is not

raising crops or livestock for sale? | correct form. the correct form, you
should use Schedule C
instead.

Can | file a Schedule F even
though it is not required?

3.1 | Can you demonstrate that even If yes, go to the next No, you may not file a
though you have losses, you have | question. Schedule F, you do not
a genuine intent to profit, either have a for-profit
through eventually having annual business. Report any
net income or through eventually income from this activity
having the value of your assets as miscellaneous income
increase due to your efforts (not on your tax return.
just due to inflation)?

3.2 | Can you identify the primary profit- | Yes, you may file a If no, go to the next
generating function of your Schedule F even ifitis | question.
business and if so, has that not required. You may
function begun? file a Schedule F

showing losses.
3.3 | Are you actively using depreciable | Yes, you may file a No, you may not file a

Schedule F, you do not
have a for-profit
business. Report any
income from this activity
as miscellaneous income
on your tax return.




Lesson 2 Records Evaluation

2. Records.Evaluation

practice for reconciling bank and credit card
statements each month? A formal
reconciliation is a mathematical proof that
every transaction recorded by the financial
institution is recorded in the accounting
system and every transaction recorded in the
accounting system is either also recorded by
the financial institution or can be explained as
a cash transaction, uncashed check, etc.

Question Answer | Conclusion Answer | Conclusion

1 Does the client (do you) have a separate Yes Foundational practice is in | No Foundational
checking account for their (your) business? place. practice is NOT in

place.

2 Does the client (do you) have one or more Yes Foundational practice is in | No Foundational
dedicated credit cards only used for their place. practice is NOT in
(your) business? place.

3 Does the client (do you) use one checking Yes Foundational practice is No Foundational
account for business and non-business items NOT in place. practice is in place.
or one checking account for multiple
businesses and for personal items?

4 Does the client (do you) often use the same Yes Foundational practice is No Foundational
credit card for personal and business NOT in place. practice is in place.
expenses?

5 Does the client (do you) have a system for Yes Foundational practice is in | No Foundational
keeping original receipts or keeping electronic place. practice is NOT in
copies of original receipts? place.

6 Does the client (do you) have a system for Yes Foundational practice is in | No Foundational
recording business miles driven in their (your) place. practice is NOT in
personal vehicle? place.

7 Does the client (do you) have a system for Yes Foundational practice is in | No Foundational
recording each financial transaction with a place. practice is NOT in
notation explaining what it was for, or in a place.
system that will correctly group the
transaction with other transactions of the
same type? (Does not need to be a formal
bookkeeping system, could be a manual
system or a spreadsheet system)

8 Does the client have a system and practice Yes Foundational practice is in | No Foundational
for reviewing bank statements and credit card place. practice is NOT in
statements each month and comparing what place.
is recorded on the statements to what they
have recorded in their system? (Does not
need to be a formal bank or credit card
reconciliation but does involve actively
reading each statement each month. See
question 11 for definition of a formal
reconciliation.)

9 Does the client (do you) keep a list of assets Yes Foundational practice is in | No Foundational
used in the business? place. practice is NOT in

place.

10 Does the client (do you) make sales on Yes Foundational practice is in | No Foundational
account (allows the customer to pay later)? If place. practice is NOT in
not, skip this question. If yes, does the client place.

(do you) have a system for reviewing
accounts receivable to identify slow-paying
customers and record when payments are
received?
11 Does the client (do you) have a system and Yes Best practice is in place. No Best practice is NOT

in place.

Final conclusion: If most answers indicate that foundational practices are NOT in place, Training 2 is highly

recommended.

Final conclusion: If most answers indicate that foundational practices are in place, Training 2 may still be of value
if the client (if you) want to learn more about what records the IRS requires and how long to keep records.




Lesson 3 Tax Evaluation

2. Tax.Evaluation

3.Basic understanding of how Self Employment Taxes and
Income Taxes are calculated and awareness of EITC

Question Answer Conclusion Answer Conclusion/Training
[Training Recommendation
Recommendation

Does the client (do you) pay Client (1) do not know if Trainings 1, 2, and | Yes, or No, | Go to next questions.

self employment taxes on your | pay them or | do not know | are appropriate. have losses.

farm/ranch earnings? what self employment

taxes are.

For a married couple, if both Yes. Training 3 may not | No. Training 3 is

own the business, do both pay be needed. appropriate.

self-employment taxes? (Skip

this question if not married or

married but not active co-

owners).

If the client (if you) have Income is not in that They (you) do not | Income is inthe [ Training 3 is

income that is less than about | range, or they are (you) need Training 3 for | range that may appropriate.

$60,000 they (you) may qualify
for the Earned Income Tax
Credit (EITC). If this may apply,
are they (you) aware of the
EITC and do they (you)
understand how farm/ranch
income may change the
amount of the EITC?

aware of the EITC and
know they (you) do not
qualify.

this issue.

qualify, but they
(you) do not yet
understand
enough about
EITC to make a
decision.




Lesson 4 Entities Evaluation

4 Entities.Evaluation

4. Test for issues related to
partnerships and S-corporations

Question Answer Conclusion/Training Answer Conclusion/Training
Recommendation Recommendation
1. How many people own the farm/ranch | One person only | Skip to question #1.c
business? or a legally
married couple.
Two or more Go to question #1.a
people who are
not married.

1.a If the farm/ranch business is owned by | Yes. This is correct, Training No. This is a potentially
two or more people who are not #4 may still be helpful. serious problem,
married - do they (do you) file a Training #4 is highly
partnership tax return (Form 1065) or Continue to 1.b recommended.
do you file taxes as an S-Corporation
(Form 1120-S)?

1.b If you file taxes as a partnership, have | Yes. Great! Continue to 1.c No. Training #4 is
you created a limited liability company recommended.
(LLC) or limited partnership to operate
your business?

1.c If your business is consistently Yes. That is great. Training 4 No. Training #4 is
profitable and you consistently pay may be useful, but it recommended if you
self -employment taxes on close to probably covers things are at or near this
$100,000 of net farm/ranch income, you already know. level of income.
have you asked a CPA to help you
determine if you might benefit from
filing taxes as an S-Corporation?

2. | Are you interested in creating a separate No. No training Yes. Training
entity for your farming/ranching/fishing recommendation. #4 will be
operation to limit personal liability? helpful.

3. | Are you interested in bringing the next No. No training Yes. Training
generation, or another unrelated person recommendation. #4 may be
into your farming/ranching/fishing helpful.
business?




Lesson 5 Ag Income Evaluation

Question Answer Conclusion/Training Answer | Conclusion/Training
Recommendation Recommendation
1 | In addition to growing crops or raising No. Skip to question 3. Yes. Training 5 is recommended.

livestock do you have other activities on
your land such as renting the facility for
camping, hunting, or weddings, or
offering classes?

2 | In addition to growing crops or raising No. Skip to question 3. Yes. Training 5 is recommended.
livestock do you also make products for
sale such as cooked or baked goods,
cheese, beverages, processed meat
including meat that has been cut and
wrapped, or spun or dyed yarn?

3 | Are you aware of special rules for Yes continue to next question | No. Training 5 is recommended.
estimated tax payments for farmers and
ranchers?

4 | Are you aware of special rules for Yes continue to next question | No. Training 5 is recommended.
farm/ranch bankruptcy?

5 | Are you aware of special rules for Yes continue to next question | No. Training 5 is recommended.
agricultural debt relief?

6 [ Are you aware of special rules for Yes continue to next question | No. Training 5 is recommended.

paying Optional SE Tax using the
"Farm Method"?

7 | Are you aware of Income Averaging for | Yes continue to next question | No. Training 5 is recommended.
farmers and ranchers?

If 3-7 are yes, Training 5 is
not recommended but may
still be valuable.




Notes




STAY CONNECTED

Follow IFAL

K X=XC,

indigenousfoodandag.com @IndigenousFoodandAg Indigenous Food and @foodsovereignty
Agriculture Initiative




7%0&1&«4@ ﬂom‘f@?
Farm Tax &
Asset Training



