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Introduction

You ara in tho businoas of tarming It you outs
vata, oporato, of manage a fam for profit, othar
as ownor or tonant, A farm includes Ivasiock,
calry, poultry, fish, frut, and Suck farma. It also
Pcludes plantatcns, anchoa, ranges, and or
charda,

s putiioason explans how tho foderal tax
laws apply 1o farming. Use thia publcason as a
guida to Sguro your tawea anc compito your
farm sax radem. ¥ you noed mose nformation on
a subjact, got the spocific IRS tax publcation
covering that subjoct. Wo rofer 30 many of those
froo publicabons ¥voughout Ta pubicabon.
Seo chapir 16 for information on ordenng
thosa pubioasona.

I'mo cxplanatora and axamplos 1n s publ
caton reflact T Intomal Hevanue Sorvice's n
torpentation of tax laws anactod by Congrosa,
Treamsy roguabions, anc court decisions. How
ovor, tho nformation Given Go0a Not Dover o
ory sitsation and is not intanded %0 replace ™



http://www.irs.gov/

e
General rules of tax system

. Ifyou get it, It IS Income

. Income is taxable.
- Unless specifically excluded from tax.

. “There is no table under which you can
pass cash.”
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RURAL TAX
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Home

Keepseagle Settlement
—_— Welcome to the Rural Tax Education website.
Tax Topics This website provides farmers and ranchers,
other agricultural producers and Extension Coming Soon!
educators with a source for agriculturally related e
income and self-employment tax information

that is both current and easy to understand.

Sample Tax Returns

Small Farm Tax Guide

- Tax issues are important for agricultural
Related Links operations because income and self-employment
taxes are a major cost and also because more
. and more USDA programs are being linked to a
Contributors producer’s federal income tax return. ‘
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Benefits of filing a farm return

Don’t have to make estimated tax payments if
- you file by 3/1 (4/15 in 2013)
- Or make 1 est.tax payment by 1/15

. Cash basis farmers can report income from
sale of farm products when product is sold.

. Current deduction of fert. and lime
Farm income averaging

But, must use longer property recovery periods

UNIVERSITY OF
& |VERMONT




Money from business

* Profit
— from operating

« Gain
— from sale of asset w
— taxed at Capital Gain rates

* Return of capital
— not taxable

UNIVERSITY OF
2. |\ VERMONT




e
Farm Income Tax Basics

. Start-up decisions

. Hobby or business

. Farm or not-farm

. Business income & expenses
. Depreciation

. Sales of business property

. Employer-employee issues

. Self-Employment tax

UNIVERSITY OF
VERMONT
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Start-up Decisions

 How to keep financial records
— System you are comfortable with
— Can keep up to date
— Catch all income and deductible expenses
* Register business name w/Sec’y of State
— http://corps.sec.state.vt.us/

— Choice of entity- legal decision, tax implications
* Open business checking account

UNIVERSITY OF
& |VERMONT



http://corps.sec.state.vt.us/
http://corps.sec.state.vt.us/
http://corps.sec.state.vt.us/

e
Start-up Costs

« May deduct up to $5,000
—FTG p. 25

« Amortize all or the rest, over 180 months
—FTG p.47
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e
Hobby or business?

* ‘Not-for-profit farming’ FTG p.27-28
— For profit use 1040 Schedule F
— Not-for-profit
e Income on Form 1040 line 20

* Exp on Sch A, limits on expenses
* Like hobbies

« Farming for profit- 9 factors, FTG p 27
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What 1s a Farm?

“Business of farming ....cultivate,
operate or manage a farm for
profit....not timber...”

“A farm includes livestock, dairy,
poultry, fish, fruit, and truck farms.
.fish farm...plant nursery...”
“‘orchards, plantations, ranches
greenhouses.....bees...”

NOT: Processing, Ag Tourism
FTGp 1, 28, 74,81, 84

AT TR

Ly

\ .
'
e

&

5 S
§ ’ Yot b TN
Ve 2 88 A O
J ) v b
9 '
\:_ ny - 5
‘LY "
X5 SN
N e
o ]
J l\

<

Y

. -
&
1.0

M. Sciabarrasi, UNH Cooperative Extension



Farm Records and Tax Reports

« Categorized list of
Income, expenses

 List of assets bought,
sold, or traded

e 1099 Info returns

* Payroll records

* Amounts product sold
* Inventory

« Accounts receivable
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Déapurtment of the Treasuty
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Publication 583

(R, Janianty 2007}

Starting a
Business and
Keeping
Records

faster and casier by:
Intemat » www ragov

www. lrs.gov/efile

M. Sciabarrasi, UNH Cooperative Extension
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Introduction

This publication provedes basic fedeml tax informasan
for pecple who o
réomaton o
sseping sysiom

Throughout this prbdicaiion we redar Lo cther IRS pubdl-
catons and forms wharne yoo wil Ind moee infoematon. In
addifon, you 0 oA other govemment agen-
o958, ah o Adminstration (S84)
Soe pape 24 0 fnd cut how 1o get mare nédoemabon

o Moleo provides

IRS mission. Provide Amercas topayers top qualty
poanice Dy heipang Bem undensaand and mael their
responsbdites and by applying the tax law wth integety
and faimess (o of

Comments and sugoestions. We wwicome you com-
ments abcut hus pubiication and your suggesions lor
future o,

You can email us a1 “laaforms @5 gov. (The astane
must be ncluded in the address. ) Flaase put Publcabons




e
Business profits

* Income — Expense = Profit

* Profit moves onto Form 1040
— Taxed at Fed and State levels

* No tax on business profits (at business level)

— Sole proprietor, partnership, LLC taxed as
partnership

UNIVERSITY OF _
£ ervions EXTENSION IEEUELRAL




e
Farm Income

Reported on Schedule F (Part I)

Sales of products raised or grown, sales of farm
products purchased for resale, income from farm
related services, payments from Agricultural
Programs ...includes barter (p17) ....

Income from normal business operations
Money received during the year

ﬂ VERMONT m
VERMONT
FTG pp. 7-18

IVATING HEALTHY COMMUNITIES
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Farm Expenses

Reported on Schedule F (Part II)

“Ordinary + necessary costs of operating a farm for profit
are deductible business exp.”

Car +truck, c.hire, deprec., feed, fert+lime, freight +t, gas
fuel oll, ins, int, labor hired, rent/lease, repairs, seeds

+plants, supplies, taxes, utilities, vet br med, other
expenses

Biz Expenses paid during the year by cash, check,
credit card. NOT personal expenses

UNIVERSITY OF
VERMONT

IVATING HEA ES FTG PP. 19-27

M. Sciabarrasi, UNH Cooperative Extension



Form 1040
Schedule F

Part | Income

Part || Expenses

Lt UNIVERSITY OF

VERMONT

EXTENSION

CULTIVATING HEALTHY COMMUNITIES

SCHEDULE F
{Form 1040)

Dogeramart of i Trossury
Intamal Faverus Sarvice D9

Profit or Loss From Farming
» Attach to Form 1040, Form {040NR, Form 1044, Form 1065, or Form 1065-B.

» Inf about Schedule F and its sep. is at www.irs. gov/form |

OMS No. 15450074

040.

Narna of proprisoe

J

| Sociat securtty namesr [ssN)

A Pnropal crop or octwvity

B Enter code from Part IV C Accounting method: | D

Employer 1) rember [EIN), [3¢¢ insar)

> 1 T 1] | Ccesh Baeena | [ 10 1 [
E Did you “matesially perticipate” in the operation of this business dusing 20127 If “No,” ses instructions fo} fmit on passive bosses [l Yes [ No
F Did you make ety payments in 2012 that would require you 1o file Formis) 1093 see instructions) Oyes Ono
3 Clyee Clno
Farm Income—Cash Me!hod. ,owle’e Parts | =nd | {Accrual method. Ccmplexe Bt Il and I, and Part |, fine 9.)
1a Sales of fvestock and other resale itemns {see instnuctions) . 1a |
b Cont or other basis of ivestock or other iterns reportad on fine 1a I__ﬂ:_] =___
© Subtract ine 1b fromfire 12 . . . ic
2  Salea of lvestock, produce, grains, and cther products you mised e g 2 |
3a Cocperative datributicas (Foemés) 1083-PATF) | | 3 Toableamout | 3 |
4a Agrioultural program peyments fses renctons) 3 | 4b Taxable amcunt | &b | + =
Sa Commodity Credit Corporation (CCC) loana mporied under sl Sa |
b CCC loars fodeited y - . |5 l7$ Sc Taxable amount Sc = 3
6 Cropinsurance procesds end izdvvd crop disaster payments (see instructions) F—— ]
a Amount moeived in2012 . 5 Ga [ | 6b Taxable amount & |
e If section to defer to 2012 i attached, check here b 1 6d Amount defamred from 2011 6d |
7 Customn hire [machine work} incomes 7 |
8  Other incomes (see nstructions) . . 3 E 5 . 8 5
9 Gross income. Add emounts n‘h-ng'ncoluml\ne' 10, 2, 3b, 4b, Sa, 5¢, 6b, £d, 7, and 8). If you uze the
accrual method, enter the amount from Pan I, line 50 (see instructicns) > 9

Farm Expenses —Cash and Accrual Method. Do not include o«so*a :r l:vir{g axpenses

{s86 instructions).

10 Cor oc tck ospenses jsee I | 23  Pension and profit-sharing plans 23 | £ 3
ratnctors). Nso stach Form 4562 | 10 | 24  Rentor lease {see instruchionsic r_
11 Chemicas N 41 } | a Vehicles, machinery, squipmert 24a |
12 Cormervotion capenses (ses nstuctions) | 42 | | b OCther fland, animals, stc.) 24b |
13  Customn hire [machine work} 13 | 25  Hepars and maintenance 25 I
44 Deprecistion and saction 179 26 Seods and plants | 26 | 1 3
expense (see instructions) 14 27  Storage and warshousing 27 |
15 Employee benefit programs 28 Suppies | 28 | |
other thanonfine23 . . 15 29 Toxes 29 |
16 Feed 3 1 16 | | 30  Utilties 30 |
17  Fertlzem and lrre 3 17 | 31  Vetedrary, breeding and medicine 31
18  Freight and trucking 18 | | 32  Other expenses (spacify):
19 Gascline, fuel,andol . . 18 | | a Ra
20  Insuranoe {other than health) 20 | [ b |32 .T_‘
21 Intersst: c e ]
a Morgage (paid to banks, etc.) 24a d 32d |
b Other . 2 A 2ib | i e NES i
22 Labor fired flass employmant oreditel | 22 | | 1 32f [
33  Total expenses. Add lines 10 through 327, If line 32f is negative, see instructions . .| 33 i
34  Net farm profit or floss). Subtract ine 33 from fne 8 34 |
If a profit, stop here and see instructions for where 10 report. i a lozs, complete ines 35 and 36,
35  Did you receive an applicable subsidy in 20127 {see instructions) [Cyes Do
38  Check the box that describes your investment in this ackivity and see instrucbions for nhﬂe to report your foss.
s U] Al investmert is ot risk. b [ Some investmentt is not ot nisk.
For Paperwork Reduction Act Notice, see your tax retumn instructions. Cat. No. 113404 Schedule F (Form 1040) 2012




e
Depreciation

i » Using up/ wearing out
« ‘Spread’ cost over years

* |dentify item, date,
amount paid

* Very specific rules, # years and method

# years Actual life not same as D life
Section 179, ‘expense deduction’

“Listed Property” business+ personal use
Farm property recovery periods, table, p. 43

)
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R
Sale of Business Property

* Usually not a farm product ..
» Usually on the farm > 1 year & % =\ Y
« Could be againoraloss |

* Not Ordinary Income
— Likely taxed at lower, Capital Gains rate, no SE tax

* Records important
— Date of purchase, sale, sales price, is trade involved

)
* \vervont EXTENSION

CULTIVATING HEALTHY COMMUNITIES FTG p- 48_59



B
Hired Labor

« Wages, taxes, benefits deductible expenses
* Can hire family members

» Taxes, withholding
— Federal and State, based on W-4
— Fed, State unemployment tax
— Fed Soc Security Tax

* Workers Compensation Insurance ($10,000)
* Employer has responsiblilities to employees

UNIVERSITY OF
Bl \VERMONT




R
Employees

* Need Employer ID number, Form SS-4
— Legal obligations, form -9

 Employee, you control
— What is done and how to do it
— How worker Is paid and if reimburse expenses
— Have continuing relationship

* Independent Contractor, IRS Pub 15-A

— Same service for others, runs a business
« Can hire payroll service

UNIVERSITY OF
& |VERMONT



http://www.uscis.gov/files/form/i-9.pdf
http://www.uscis.gov/files/form/i-9.pdf
http://www.uscis.gov/files/form/i-9.pdf
http://www.irs.gov/pub/irs-pdf/p15a.pdf
http://www.irs.gov/pub/irs-pdf/p15a.pdf
http://www.irs.gov/pub/irs-pdf/p15a.pdf

e
Owner’s Labor

 Owner does NOT get paid a wage/salary
— Except Iin a corporation

« Owner Is not an employee
« Owner takes a ‘draw’ not taxable

« Owner ‘gets’ profit, their return to
Investment and time

— Used for living, reinvest, principal payments
* Owner pays tax on profit

UNIVERSITY OF
& |VERMONT




R
Self- Employment Tax

« Paid by owner of business
— Based on profit shown on Schedule F or C
— Owner is usually not an employee

 Schedule SE

* |Income not subject to SE tax
— Sale of business property
— Rent
— Investment income

« Social Security benefit based on SE Tax paid

4 e EXTENSION

CULTIVATING HEALTHY COMMUNITIES



e
Vermont Taxes

* |[ncome Tax, begin w/Fed data
Homestead Declaration
— All residents, watch business use of building

Property Tax

— Use Value Appraisal of Farm and Forest Land
— Gross sales > $2,000 or at least 25 A
— Maps, application due in Montpelier by 9/1

e Sales Tax, not on food
* VT Dept of Tax, http://www.state.vt.us/tax/index.shtml

I
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http://www.state.vt.us/tax
http://www.state.vt.us/tax

R
DIY or Professional?

* Been doing your own?

« Comfort level

* Hire someone first few years

* TurboTax not like talking w/your pro

How to choose
» Ask your friends, interview a couple

* Registered Preparer, EA, CPA

IIIIIIIIIIIIIIIIIIIIIIIIIIIII




Form 1040 -

Wages

Business Income

Capital Gain —— | =2

Farm income

vervont EXTENSION
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:

1040 Departrient of e Tramsusy—iviamal Qessus Service ) ‘—l'12l
U.S. Individual Income Tax Return = OME No. 15450074

1RS Law Ordy — Do not wese or sagde i i xpecu

For the year Jam. 1-Dec, 31, 2012, or cthar ta year bagirig 2042, ardng 20 See separate natruckons.

Your frst name anc nital Last naTe

Your sociy socurity numbar

[ 2Ty Wk s tha s sbove
| °d onlins Oc ar comect.

d Total number of exemptions cieimad

"Gy, on or post 0o, 2356, and ZF COdh. ¥ o Nave 8 1orelgn aderias, 20 COMpAks Spa0i0 DUow (5e Fetnctons) Fresidanttal Elecion Campaign
Chodk naw H ou o your sp05s 1 g
—Al:f;:“gf‘ courery |'~'I' fDme‘ ;f:h"(&'ﬂ!ﬁfwm ' FOW x'—cj;i.? m ;‘;&‘“n':‘:";":a o
E i rrd [7] You [7] Spouse
Filing Status 1 [] singe &[] oot of housahois (with quatiying pomory. (Sea mtnictions | £
2 [[] Maried fiflng jcintly (even i caly one had income) tho quaifying pamon i 3 ohifd but not your dependant, Grer this
Check only cne 3 [7] Mamied fiing separately. Enter spoune’s SSN sbove cti'snamahers. »
S and &l name here. > 5. [ Qualitying widow{er) with dependsnt child
Exemptions 8a [ Yourseli. If someone can claim you e a dependert, do not check box B < } 2:3’::3“’
b [ Spouse £ etptieny wete . ol s Srava SR =
¢ Dependents: (@ Depancint's @) Cepandant's 9) /7 chvd anoar 230 77 00 60 who:
to . . | uamyng o ches trccrace « vod with
4], Frs e SASE SO0k SR FeSTES reRSSnE 10 you b _wmm';:l —
1 T 1 e o dvorce
f more then four ] ] IE| (5% RN
depandents, see : = [ on 8o
instructiors and ! L notontorod sbowe
[ ] 0 ]

!
:
]

AN
Income — 7 Wages salaries, tipa, etc. Attach Form(a) W-2 5 y 3 : 7
8a Taxable interest. Attach Sohedule B  requirad - - A . e 8a
b Tax-exempt interest. Do not inchude on line 8a : & 1‘;
:v‘*;;’;?m 81 Ordinary dvidends. Attach Schadude B if mquired . s %
attach Forms b Quaified dvidends . - I % | ‘
and 10  Taxable refunds, credits, or ofisets 01 state nnd local income taxes 10 -
1095-R 44 Alimony received . . : 11
woe withheld " 15 siness income or oss). Atach Schodudo G or G-EZ . . N T
13  Capital gein or foss). Attach Schadule D if required. If nct requnc ch«:k here > [ 13
14  Other gains or flosses). Attach Form 4767 . R 72 L v a 14
15a [RA distributions . 15a | | b Taxable amount 15b
16a Pensions and annuitics m ]| b Taxable amount 46b
47  Benta mal catate, royaties, pertnembips, S corporations, trusts, etc. Attach Schaduie £ i7 .
Enclose. BAdC_—, 45 Farm income or {ioss). Attach Schaduls F . 13
= 19  Unemployment compensation - - o o - N 19
pe 20a Social security benafis ‘20nl '\ I b Taxable amcunt 20b
Form 1040-V. 21 Otherincome. List typeandamout R34
2 Combn:i‘cmnhlwn;nmnbkm’h@ﬂ This 22
v, 23  Educator expanses SRRIs 23
Adjusted 24 Ceran busnmas sxpenzes of resenisis, parforming artists, and
GI’OSS fea-basis governmant cfficials. Amach Fomm 2106 or 2106-E2 24
Income 25  Health savings account deduction. Attach Foem 8889 25
26 Moving expenses. Attach Form 29063 £ 26
27  Deductbie part of sef-employ mk\xh&h&d&i .27
28 Self-omplayed SEP. SIMPLE. and qualified plans 28
29 Sdif-employed health msurance deduction 23
30 Penalty on early withdrawal of savings 30
34a  Almony paid bﬂccpcuﬂ:SS\’ || 3
32  [RA deduction 3 32
33  Student loan intarest dedutticn 33
34  Tuition and foes. Attach Form 8917 34
35  Domestio production activiies deduction. Attnch Form BBCJ 35
36 Addfines23throughd5 . . - |36 | SR
37  Subtract fine 36 from line 22 Tha ] )\*n.r edpmd y'm income A 37
For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see separate instructions, Cat. No. 113208 rorm 1040 zotz
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More Questions?

« WWW.IRS.gov
* WWW.ruraltax.org

Next Webinar: March 26, at 7 pm EST

Starting a Goat Dairy
Author, Carol Delaney of the Starting a Goat Dairy Guide will present.

http://www.uvm.edu/newfarmer, click on “Webinars”

We'd like your feedback:
https://www.surveymonkey.com/s/VTNFPWebinars
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