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Income Tax Planning for
Farms that File a Schedule F

Don’t you wish we had a snappier title?

Session 2: Understanding the Schedule F

Wednesday, October 20t

7pm — 8:30pm

Dayton Maxwell, Nicole Tommell, and Katelyn Walley-Stoll

Cornell Cooperative Extension GO FamerTaxsehool 3

Dayton Maxwell

Cornell Cooperative Extension

Capital Area Agricultural and Horticultural
Program

Albany, Columbia, Greene, Rensselaer,
Schenectady, and Washington Counties

Farm Business Management Educator
518-380-1498
dtm4@cornell.edu
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Nicole Tommell

Cornell Cooperative Extension

Central New York Dairy, Livestock, and
Field Crops

Chenango, Fulton, Herkimer, Madison,
Montgomery, Otsego, Saratoga, and
Schoharie Counties

Ag Business Management Specialist and
Team Leader

315-867-6001
nt375@cornell.edu

Cornell Cooperative Extension
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Katelyn Walley-Stoll

Cornell Cooperative Extension

Southwest New York Dairy, Livestock,
and Field Crops

Allegany, Erie, Cattaraugus, Chautauqua,
and Erie Counties

Farm Business Management Specialist
and Team Leader

716-640-0522
kaw249@cornell.edu

Cornell Cooperative Extension
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Session Housekeeping

» Use the chat function (send a message to
everyone or to just the hosts) to interact.

* You are muted & without video.

* Everyone received an email with the Session
1 recording and support documents, paper
materials mailed out on Saturday am.

* We're collecting Questions as we go through
them, and will assemble a Q&A type
document at the end of the series.

Cornell Cooperative Extension

CCE Farmer Tax School 7

Disclaimer

This information is for educational and reference purposes only and is
not a substitute for sound legal counsel and tax preparation. Cornell
Cooperative Extension is dedicated to providing research-based
information to our agricultural producers. Every effort has been made to
provide correct, complete, and up-to-date recommendations. Changes
occur constantly and human errors are possible.

Cornell Cooperative Extension CCE Famer Tax Schocl
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Thank you to our
sponsors!

Cornell Cooperative Extension

2020 CONSULTING

CLARITY/TRANSPARENCY /INTEGRITY

Anna Richards
Business Advisor
2020 Consulting, LLC

Covering all of NYS
2020 Consulting provides a suite of financial consulting services. Our financial management sector focuses on business analysis,
management accounting and recordkeeping systems, while our business consulting services can help you navigate everything from new
entity structure and design to business succession planning.

518-312-1262
www.2020consultingus.com
info@2020consultingus.com

Cornell Cooperative Extension
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NBT Bank, N.A.

AG Banking Department
www.nbtbank.com
Covering all of NYS

Agricultural and personal financial services including: loans, insurance, deposit, and cash management services.

607-337-6150
52 South Broad Street, Norwich, NY 13815

Cornell Cooperative Extension

?Q FARM CREDIT EAST

%

Farm Credit East, ACA
Jean Gallagher (Homer, NY Branch Manager)

Covering all of NYS - Find your local branch by visiting FarmCreditEast.com

Whether you’re a small family operation or large agribusiness with diverse markets, we can provide the financial
products, services and management support that will help you run your ag business smarter and better. Contact a local
branch office to connect with one of our specialists in tax planning and preparation, financial record keeping, payroll

processing, business consulting, and more.

607-749-7177
jean.gallagher@farmcrediteast.com

Cornell Cooperative Extension
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st 2 NY FARMNET

NY FarmNet
Covering all of NYS

Always free, always confidential — we offer services for NY farms including financial analysis, business planning,
and personal well-being. FarmNet has a network of consultants, who work one-on-one with farm families to
resolve financial and personal issues.

For assistance, call 1-800-547-3276
nyfarmnet.org
nyfarmnet@cornell.edu

Cornell Cooperative Extension

Week 2 - Grounding

An in depth look at the Schedule F
Grant funding / USDA Payments
Depreciation

L[]

Transactions

Putting it all together

Cornell Cooperative Extension COE FamerTaxSchool 14
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As you navigate through the sections,
think about how to best utilize the
information for your business.

Homework Poll!

After completing the “Rate your Recordkeeping” Self-Assessment, how
did you do?

ROCK SOLID You have reliable numbers to support detailed financial
15-16 analysis. You can plan and make decisions with confidence.

your banker, and helps with decision making.

POOR Your record keeping system is inadequate. It may be costly in
5-9 terms of stress, labor, and missed opportunities.

You have a basic system in place, which satisfies the IRS and

Cornell Cooperative Extension COE FamerTaxSchool 16
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Understanding the Schedule F: Transactions

* Review Incomes vs. =
Expenses

+ Examples of a Farm
Expense

« Examples of a Farm
Income

Cornell Cooperative Extension

Publication 225

Farmer's
Tax Guide

For use in preparing

2021 Retums

CCE Farmer Tax School
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Incomes on the Schedule F

» Sales of Farm Products

* Items that you grew or raised on
your farm for sale

 Items that you purchased and
sold within the same year

* Otherwise, they go on Form
4797

» Livestock that you hold, but
don’t plan to sell as their primary
purpose, are considered assets

Cornell Cooperative Extension

CCE Farmer Tax School

18
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Incomes on the Schedule F

* Some Rents — if you are materially
participating in farm production

» Pasture income and rental if you take
care of the animals for a fee. If you
don’t take care of the animals, report
on Schedule E.

» Agricultural Program Payments,
including CFAP
* Does not include some cost-sharing
conservation programs

* Does include CRP (Conservation
Reserve Program)

Cornell Cooperative Extension GO FamerTaxschool 19

Incomes on the Schedule F

* Crop Insurance Payments

* Income From Cooperatives

» Patronage Dividends (Refunds) from
the Cooperative’s supplied 1099-PATR

Cornell Cooperative Extension COE FamerTaxSchool 20
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Incomes on the Schedule F

» Cancellation of Debt
* PPP does not apply (more on that later)
* Except in cases of bankruptcy and
insolvency

+ Barter Income using Fair Market Value of
the goods you received

« Commodity futures and options

Cornell Cooperative Extension

CCE Farmer Tax School
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Incomes on the Schedule F

Custom Hire (machinery and employee
labor)

Sometimes easements and rights-of-way

Prizes and awards

Refunds and reimbursements

Cornell Cooperative Extension

CCE Farmer Tax School
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Expenses on the Schedule F

* “Ordinary” and “Necessary” costs
of operating a farm for profit

» Personal AND business expense
shares

« Water, electricity, phone,
insurance, interest, taxes

* There is no set allocation
method, only what is
“reasonable”

Cornell Cooperative Extension COE FamerTaxschool 23

* Prepaid Farm Supplies up to 50%
of your total expenses

* Hired Labor wages before
withholding

* Repairs and Maintenance (except
for large capital expenditures)

* Interest with some limits
» Fertilizer and lime

Cornell Cooperative Extension COE FamerTaxSchool 24
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Expenses on the Schedule F

* Taxes for the Farm Business

» A portion of real estate and personal
property taxes

+ State and local sales tax on
nondepreciable farm business expenses

» Don’t forget the ST-125 when you can!

* Withheld amounts of social security and
medicare

* Highway use tax for trucks used for the
farm

* You can not deduct Self-employment tax
as a farm business expense

NN Vo e o oot S and e
P2 sare Farmer sanu Commer clal Horse Boarding
¥~  Operator’s Exemption Certificate

ST-125

Cornell Cooperative Extension

CCE Farmer Tax School
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Expenses on the Schedule F

* |Insurance

» Farm share of property related insurance
costs

» Crop and livestock
» Health and accident on farm employees
(but not owners)
* Rent and Leasing

» Depreciation — more on that later!

» For most purchases that have a useful life
of more than a year, you can'’t claim the
entire expense at once

v—'il

!Eé PNANCE 55 INDEMNIT
CO-PAYS & 2 “""""

THEALTH =105
s INSU RANCE

NESS L >

Cornell Cooperative Extension

CCE Farmer Tax School
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Expenses on the Schedule F

» Truck and Car Expenses
* Federal Mileage Rate for less than
five cars vs. Actual Costs
» Travel Expenses

» Marketing Quota Penalties if it's
not already figured into your gross
income

Cornell Cooperative Extension COE Famer TaxSchool 27

Expenses on the Schedule F

* Items Purchased for Resale within the same year
» Accounting, recordkeeping, and attorney fees

» Advertising

* Consultant fees

» Cooperative dues
» Educational expenses (everyone keeping their receipt from this series?)
* Farm magazines and memberships

* Insecticides and Chemicals

Cornell Cooperative Extension COE FamerTaxSchool 28
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Expenses on the Schedule F

* Bedding

* Marketing fees

» Service charges

« Stamps and stationary

« Small tools

* Loan expenses — fees, commissions, interest
» Tax preparation (split for sole proprietorships)
* BUT — pay attention to CAPITAL expenses (later)

CCE Farmer Tax School 29

Cornell Cooperative Extension

Grants and Government Programs

* How do grants / programs affect income?
* How do I notate for my accountant?
* What is it’s a cost share program?

USDA
USDA N RCS NEWYORK | Soil and Wate _

B%RQIENITY Conservation United States
u.S. Departmentongnculture Committee Department of
Natural Resources Conservation Service Agricultume

Cornell Cooperative Extension COE FamerTaxSchool 30
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How about the PPP? (Paycheck Protection?)

m'm wn BUSINESS pavocaac

PRUTECTIUN SECUR"YREUEF BUSINESSR?E%“m"ausmsss

CURUNAV|RU3%“
SECATY wuuumnus PANDEMIC:
MD *EMPLOYERS EMPLOYEE

NCHATHEN WSURARERELEF UNEMPLOYHENTINSURANGE _ 560758 D ARO[ | EMPLOTERS TAX et

WAGES Riﬁg; ACT FIHMS
WAGES § § NS PATROL
CURUNAWRUS ML TAX CREDIT mOTECTION mmnwmtwamg
BUSINESS RELIEF" E 1 EC“N“MIC EEDhBMlC
UNEMPLOYMENT SURANCE FIRHS M e TTAQC)R([&HEDIT SECURTY
ECONOMIC EMPLOYERS PANDENAC ™"

ECOMOMIC ™ Ey1pl O YEE PANDEMICPATRIL

CCE Farmer Tax School 31

Cornell Cooperative Extension

How about the PPP? (Paycheck Protection?)

Initial Loan f 1 SvaLBUsING

* Must apply for grant/
loan forgiveness % Paycheck

 Forgiven loans are not
considered taxable

Protectio
Program

iIncome. (Dec 2020) Administration wevew:sb

U.S. Small Business

CCE Farmer Tax School 32

Cornell Cooperative Extension
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Capital Purchases and Sales

* A capital item is an asset which has
a useful life of more than one year

* Expense capital items using annual
depreciation over numerous years

+ Sales may be subject to capital
gains tax as previously mentioned

» Land is not depreciable although
land taxes are an expense

Cornell Cooperative Extension COE FamerTaxschool 33

Loan Principal and Interest

* Loan interest is an annual operating
expense

* Loan principal is_not an annual
operating expense

Cornell Cooperative Extension COE FamerTaxSchool 34
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Loan Principal and Interest

Farmer quote, “I had a lot of money
during the year so | paid extra
principal on my loans. At the end of
the year | had to chose an income tax
liability or prepaid expenses and
because | paid down extra principle
during the year | didn’t have money
for either one. | had to borrow money
for year end tax planning!”

Never ever give up

3

i/
4 : ‘I
YAV

Cornell Cooperative Extension

CCE Farmer Tax School
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Owner Withdrawals for Family Living

« Depends on Business Entity

» Sole Proprietorship

« Cannot expense owner
withdrawals

 Partnership

« Cannot expense owner
withdrawals

Cornell Cooperative Extension

CCE Farmer Tax School
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Owner Withdrawals for Family Living

» Depends on Business Entity
* LLC and S Corporation

« Can and cannot expense owner
withdrawals

» C Corporation
« Can expense owner withdrawals

Cornell Cooperative Extension COE FamerTaxSchool 7

Recording a Refund/Payment

* Depends on the business structure
* ONLY a C Corporation pays its own income taxes
* Report on the Balance Sheet (Current Asset via Accounts Receivable /
Current Liability via Accounts Payable)
* Income taxes for Sole Proprietorship, LLC, Partnership

 Arefund is a personal transaction for overpayment on your taxes, and
should be deposited into a personal account

* A payment is a personal transaction for not paying enough into your taxes
and should be paid with personal funds

* You can reinvest a refund back into the farm business just as you would
incorporate off-farm income

* You can not claim state and federal income taxes as a farm business

expense

Cornell Cooperative Extension COE FamerTaxSchool 38
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Section 179 for 2021

2021 Deduction Limit = $1,050,000

This deduction is good on new and used equipment, as well as

off-the-shelf software. To take the deduction for tax year 2021, the
equipment must be financed or purchased and put into service between
January 1, 2021 and the end of the day on December 31, 2021

Cornell Cooperative Extension

CCE Farmer Tax School
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IRS Depreciation Basics

General Depreciation System (GDS)

Generally use GDS unless required
to use ADS or elect to use ADS

Alternative Depreciation System
(ADS) uses MACRS

Modified Accelerated Cost Recovery
System

L " , h 2 “-4
R SR AN - ST B m
e T . P B NS A
DI ant ~2 1A NN Bt i
" “\M L& A h» 3 ¥
e AN e R
2 RTAT CmAe A R SN
4 ‘V N *“q

Cornell Cooperative Extension

CCE Farmer Tax School
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https://www.section179.org/section_179_deduction/
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x | @ f1040pdf

x | @ f1040s1.pdf X

C:/Users/dtm4/Documents/Publication%20225/2019%20p225.pdf

Table 7-1. Farm Property Recovery Periods

Recovery Period in Years

Assets GDS ADS
Agricultural structures (single purpose) 10 15
Automobiles 5 5
Calculators and copiers 5 6
Cattle (dairy or breeding) 5 7
Communication equipment! 7 10
Computer and peripheral equipment 5 5
Drainage facilities 15 20
Farm buildings® 20 25
New farm machinery and equipment’ 5 10
Used farm machinery and equipment 7 10
Fences (agricultural) 7 10
Goats and sheep (breeding) 5 5
Grain bin 7 10
Hogs (breeding) 3 3
Horses (age when placed in service)

Breeding and working (12 years or less) 7 10

Breeding and working (more than 12 years) 3 10

Racing horses (more than 2 years) 3 12
Horticultural structures (single purpose) 10 15
Logging machinery and equipment* 5 6
Nonresidential real property 39° 40
Office furniture, fixtures, and equipment (not calculators, copiers, or typewriters) 7 10
Paved lots 15 20
Residential rental property 275 40
Tractor units (over-the-road) 3 4
Trees or vines bearing fruit of nuts 10 20
Truck (heavy duty, unloaded weight 13,000 Ibs. or more) 5 6
Truck (actual weight less than 13,000 Ibs.) 5 5
Water wells 15 20

' Not including communication equipment listed in other classes.

o | A

B 2019 p225.pdf x 4+ = (u] X

v - ¥ «v @ = & »

. 3-year property.

S-year property.

7-year property.

10-year property.

15-year property.

20-year property.

25-year property.
Residential rental property.

© ® N OO P N

Nonresidential real property.

See Which Property Class Applies Under GDS
in chapter 4 of Pub. 946 for examples of the
types of property included in each class.

What Is the
Placed-in-Service Date?

You begin to claim depreciation when your
property is placed in service for use either in a
trade or business or for the production of in-
come. The placed-in-service date for your prop-
erty is the date the property is ready and availa-
ble for a specific use. It is therefore not
necessarily the date it is first used. If you con-
verted property held for personal use to use ina
trade or business or for the production of in-
come, treat the property as being placed in
service on the conversion date. See Placed in
Service under When Does Depreciation Begin
and End, earlier, for examples illustrating when
property is placed in service.

Also, see Certain_specified Qanrs. eamel

x | @ f1040pdf

C:/Users/dtm4/Documents/Publication%20225/2019%20p225.pdf

I —
rules cover the use of the percentage tables.
1. You must apply the rates in the percent-
age tables to your property’s

x | B f1040s1.pdf X B 2019 p225.pdf x  + - o A
@ = @ Not syncing :
- 4+ M) B D A v v ¥ v @ @ (7] »
VOIUIGETY COTVETSION OVEr Wi TerMaining recov-
R ery period of the property exchanged or invol-
Table 7-2. 150% D . You generally also continue

Method (Half-Year Conventlon)

basis. Unadjusted basis is the same basis
amount you would use to figure gain on a
sale but figured without reducing your orig-
inal basis by any MACRS depreciation
taken in earlier years.

N

You cannot use the percentage tables for
a short tax year. See chapter 4 of Pub.
946 for information on how to figure the
deduction for a short tax year.

w

You generally must continue to use them
for the entire recovery period of the prop-
erty.

»:

You must stop using the tables if you ad-
just the basis of the property for any rea-
son other than:

o

Depreciation allowed or allowable, or

L4

An addition or improvement to the
property, which ic depreciated ac a
separate property.

Basis adjustment due to casualty loss.
If you reduce the basis of your property be-
cause of a casualty, you cannot continue to use
the percentage tables. For the year of the ad-
justment and the remaining recovery period,
you must figure the depreciation yourself using
the property's adjusted basis at the end of the
year. See Figuring the Deduction Without Using
the Tables in chapter 4 of Pub. 946.

Figuring depreciation using the 150% DB
method and half-year convention. Table 7-2
has the percentages for 3-, 5-, 7-, and 20-year
properly The percenlages are based on the

Year 3-Year 5-Year 7-Year 20-Year
1 250% 15.00% 10.71% 3.750%
2 375 25.50 19.13 7.219
3 250 17.85 15.03 6.677
4 125 16.66 12.25 6.177
5 16.66 1225 5713
6 8.33 12.25 5.285
7 12.25 4.888
8 6.13 4522

Figuring depreciation using the straight
line method and half-year convention. The
following table has the straight line percentages
for 3-, 5-, 7-, and 20-ycar property using the
half-year convention. The table covers only the
first 8 years for 20-year property. See Appendix
A in Pub. 946 for complete MACRS tables, in-
cluding tables for the mid-quarter and
mid-month convention.

Table 7-3. Straight Line Method
(Half-Year Convention)

Year 3-Year 5-Year 7-Year 20-Year
1 1667%  10% 7.14%  25%
2 3333 20 1429 5.0
3 3333 20 1429 5.0
4 1667 20 14.28 5.0
5 20 1429 5.0
6 10 1428 50
7 14.29 5.0
8 7.14 5.0

The following example shows how to figure
depreciation under MACRS using the straight

.J 69°F Mostly clear

untarily
to use the same depreciation method and con-
vention used for the exchanged or involuntarily
converted property. This applies only to ac-
quired property with the same or a shorter re-
covery period and the same or more acceler-
ated depreciation method than the property

or The ex-
cess basis, if any, of the acquired MACRS
property is treated as newly placed in service
MACRS property.

Election out. You can elect not to use the
above rules. The election, if made, applies to
both the acquired property and the exchanged
or involuntarily converted property. If you make
the election, figure depreciation by treating the
carryover basis and excess basis, if any, for the
acquired property as if placed in service the
later of the date you acquired it, or the time of
the of the or

converted property. For depreciation purposes,
the adjusted basis of the exchanged or involun-
tarily converted property is treated as if it was
disposed of at the time of the exchange or con-
version.

When to make the election. You must
make the election on a timely filed return (in-
cluding i for the year of .
Once made, the election may not be revoked
without IRS consent.

For more information and special rules, see
chapter 4 of Pub. 946.

Property acquired in a nontaxable transfer.
Vou must depreciate MACRS property acquired

y a corporation or partnership in certain non-
laxable lransfers over me DTODenvs remaining

11:04 PM
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Poll on expenses and incomes you can
and can not claim

Name of Presenter / Event or Location 43

Cornell Cooperative Extension

CorneII Cooperatlve Extension

FARMER

22
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In the chat, share 1 — 2 new things you
learned while browsing the Farmer’s Tax
Guide (homework).

Cornell Cooperative Extension

Schedule F and the
Amount of Income Tax

You Owe.
Yikes!

Cornell Cooperative Extension ~~ COFFamerTaxschool 4
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Federal Publication 225
Check it Out!

Cornell Cooperative Extension

From the homework, share what your
farm’s Income Tax Planning goal(s) might
be (in the chat).
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Homework — Come Ready to Share!

* Farmers Tax Guide (Included with Session 1 handouts).

* Look through again and find 1 — 2 more things that are new information to
you.

* What's YOUR Tax Planning Goal?

» Reflect on tonight’s workshop to see if your farm’s income tax planning goal
needs any changes.

* Preparing for Session 3
» Submit your questions for our Session 3 presenter, Paul VanDenburgh,
Farm Credit East Sr. Farm Business Advisor & Tax Specialist or any of the
CCE Farmer Tax School team members.

+ Go to tinyurl.com/ccetaxschool3 and submit by Friday, October 22" at noon.

* We will email out the link to use as well.

Cornell Cooperative Extension COF Famer Tax Schocl
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