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General rules of tax system 

• If you get it, it is income 

 

• Income is taxable. 

– Unless specifically excluded from tax. 

 

• “There is no table under which you can 

pass cash.” 





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  

 



Money from business 

• Profit  

– from operating 

 

• Gain  

– from sale of asset 

– taxed at Capital Gain rates 

 

• Return of capital 

–  not taxable 

 



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 



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 

 

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


Start-up Costs 

• May deduct up to $5,000 

– FTG  p. 25 

 

• Amortize all or the rest, over 180 months 

– FTG  p.47 



Hobby or business? 

• ‘Not-for-profit farming’ FTG p.27-28 

– For profit use 1040 Schedule F 

– Not-for-profit 

• Income on Form 1040 line 20 

• Exp on Sch A, limits on expenses 

• Like hobbies 

 

• Farming for profit- 9 factors, FTG p 27 



What is 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 

FTG p 1, 28, 74, 81, 84 

 

 
M. Sciabarrasi, UNH Cooperative Extension 



Farm Records and Tax Reports  

• Categorized list of 

income, expenses 

• List of assets bought, 

sold, or traded 

• 1099 info returns 

• Payroll records 

• Amounts product sold 

• Inventory 

• Accounts receivable 

 
M. Sciabarrasi, UNH Cooperative Extension 



Business profits 

FTG pp. 7-18 

• 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 

 



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 

FTG pp. 7-18 M. Sciabarrasi, UNH Cooperative Extension 



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 oil, 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  

FTG pp. 19-27 M. Sciabarrasi, UNH Cooperative Extension 



Form 1040  

Schedule F 
 

Part I Income 

 

 

 

 

Part II Expenses 

 



     Depreciation 

 • Using up/ wearing out 

• ‘Spread’ cost over years 

• Identify 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 



Sale of Business Property 

• Usually not a farm product 

• Usually on the farm > 1 year 

• Could be a gain or a loss 

• Not Ordinary Income 
– Likely taxed at lower, Capital Gains rate, no SE tax 

• Records important 
– Date of purchase, sale, sales price, is trade involved 

FTG p. 48-59 



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 responsibilities to employees 



Employees 
• Need Employer ID number, Form SS-4 

– Legal obligations, form I-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 

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


Owner’s Labor 

• Owner does NOT get paid a wage/salary 

– Except in 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 

 



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 



Vermont Taxes 
• Income 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 

• Sales Tax, not on food 

• VT Dept of Tax, http://www.state.vt.us/tax/index.shtml 

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


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 



Form 1040 
Wages 

 

Business Income 

 

Capital Gain  

 

Farm income 

 



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 

 

http://www.irs.gov/
http://www.ruraltax.org/
http://www.uvm.edu/newfarmer

