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Farmer’s Tax Guide 

www.irs.gov

A comprehensive guide to all the subjects 
l t d t fili i t f frelated to filing income taxes for farm 

businesses

Farm Income Tax Basics
• Start-up Decisions

• Hobby or Business

• Business Income & Expenses

Depreciation• Depreciation

• Sales of Business Property

• Employer-employee Issues

• Self-Employment Tax

M. Sciabarrasi, UNH Cooperative Extension
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Types of Taxes 
Person, not business
• State, Fed Income 

• Property 

Tax on Capital Gain

Businesses only
• Schedule C or F

• Self Employment 

Employer paperwork• Tax on Capital Gain

• Estate 

• Employer paperwork

• Sales 

• Excise

Start-up Decisions
• Choice of entity

• How to keep financial records
– System you are comfortable with

C k d– Can keep up to date

– Catch all deductible expenses

• Register business name w/Sec’y of State

• Open business checking account

Hobby or business?
• ‘Not-for-profit farming’ FTG p.26

– For profit, deduct expenses on Sch F

– Not-for-profit
• Income on Form 1040 line 21• Income on Form 1040 line 21

• Exp on Sch A, limits on expenses

• Like all hobbies

• Farming for profit- 9 factors, FTG p 27

M. Sciabarrasi, UNH Cooperative Extension
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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 anddairy, poultry, fish, fruit, and 
truck farms. …fish 
farm…plant nursery…” 
“orchards, plantations, 
ranches…greenhouses…..
bees…”

FTG p 1, 28, 74, 81, 84

M. Sciabarrasi, UNH Cooperative Extension

Farm Records and Tax Reports 
• Categorized list of 

incomes, expenses

• List of assets bought, 
sold, or traded

• 1099 info returns

• Payroll records

• Inventory

• Accounts receivable

M. Sciabarrasi, UNH Cooperative Extension
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Business profits
• Income – Expense = Profit

• Profit moves onto Form 1040, taxed at Fed 
and State levels

b i fi

FTG pp. 7-18

M. Sciabarrasi, UNH Cooperative Extension

• No tax on business profits (at business level)

– Sole proprietor

– Partnership

– LLC taxed as partnership

Farm Income
Reported on Schedule F (Part I or Part III)

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 freightCar +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 

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

FTG pp. 19-27 M. Sciabarrasi, UNH Cooperative Extension
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Depreciation
• Using up/ wearing out of an asset

• ‘Spread’ its cost over several years

• Identify it
– When you bought/sold it

M. Sciabarrasi, UNH Cooperative Extension

When you bought/sold it

– What you paid for it/got for it

• Very specific rules about 
– # years to D it and how fast to D it

• # years Actual life not same as D life

Depreciation- add ons
• Section 179 Expense Deduction

– “Election to recover all or part of the cost of 
qualifying property by deducting it in the year 
placed in service.”

M. Sciabarrasi, UNH Cooperative Extension

• ‘Listed Property’ handled differently
– Cars, computers, farm pickup

– Business and personal use
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Sale of Business Property
• Usually not a farm product

• Usually on the farm > 1 year

• Could be a gain or a loss

• May be taxed at lower, Capital Gains rate, not 
Ordinary Income rate, no SE tax

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

FTG p. 48-59 M. Sciabarrasi, UNH Cooperative Extension

Self- Employment Tax 
• Paid by owner of business

– Based on profit shown on Schedule F or C

– Owner is usually not an employee

S h d l SE• Schedule SE

• Not subject to SE tax
– Sale of business property

– Rent

– Investment income

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
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Employees
• Need Employer ID number, Form SS-4

– Legal obligations, Form I-9

• Employee, you control
– What is done and how to do itWhat is done and how to do it

– How worker is paid and if reimburse expenses

– Have continuing relationship

• Independent Contractor
– Does same service for others

– In biz for themselves

Owner’s Labor
• Owner does NOT get paid a wage/salary

• Owner is not an employee 

• Owner takes a ‘draw’  not taxable

• Owner gets profit- return to investment and 
time 

• Owner pays tax on profit

Estate Tax
• If you die with lots of assets, your heirs may 

have to pay an Estate Tax

• Federal > $5 million

$ illi• VT > $2 million 

• BIG political football
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Vermont Taxes
• Homestead Declaration

– All residents, watch business use of building

• Property Tax
l i l f d d– 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 Taxation, 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

• Registered Preparer, EA, CPA

More Questions?
Resources

– www.IRS.gov

– www.ruraltax.org

– Dennis Kauppila –
dennis.kauppila@uvm.edu

Thank you!
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