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DATES TO
REMEMBER

Fall crops:

final acreage reporting

- November 15, 2015
final planting

- dates are county specific

Forage Insurance:
acreage reporting
- November 15, 2015

Pasture, Rangeland,
Forage (PRF) sales
closing date

- November 15, 2015

For more information see:
http://www.rma.usda.gov

http://www.fsa.usda.gov

ties.

By estimating potential income tax
liabilities before the end of the current
tax year, farmers and ranchers may be
better able to manage their tax liabili-
ties so as to better achieve their financial goals.

While it is always best to consult with a tax preparer when possible, farmers and ranchers can rea-
sonably estimate their potential taxes:
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(Form 1040)
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P Attach to Form 1040, Form 1040NR, Form 1041, Form 1065, or Form 1065-B.
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Managing
Income Tax Liabilities

Fall is a great time to review your financial information. Good records are the foundation to analyzing
the financial performance of a business — is the business is improving? Which items are selling? What
changes need to be made?

Good records are needed to prepare accurate financial statements; identify sources of receipts; and
to track deductible expenses and capital sales and purchases. Complete and accurate records are required
to support the income, expenses, and ) -
credits reported on tax returns. r

Farmers and ranchers, especially
cash-basis tax payers, can also use
their financial records to estimate
their potential tax liabilities. A “tax
estimate” is simply an estimate of in-
come and deductible expenses, includ-
ing depreciation and Internal Revenue
Service (IRS) Section 179 allowances,
followed by a calculation of tax liabili-

1. First, list all farm income already received and deductible expenses already
incurred as listed on a IRS Schedule F.

2. Second, add all farm sales and purchases which are expected before the end
of the tax year.

3. Third, include all capital sales and purchases that have already been made
and are yet to occur. Depreciation (cost recovery of purchased capital assets)
should be obtained from your tax preparer.

4. Finally, add all non-farm income, make allowable adjustments, and subtract
taxes and credits. Remember, in 2015 the standard mileage rate for the cost of
operating your vehicle is $0.575 and the maximum amount that can be elected to
deduct for most IRS Section 179 property placed in service in 2015 is $25,000.
Self-employment taxes can be estimated by multiplying farm profits by 15.3
percent. This rate is the total of 12.4 percent for self-employment tax and 2.9
percent for Medicare taxes. The maximum net self-employment earnings sub-
ject to the social security portion is increased to $118,500. There is no limit to
earnings subject to the Medicare portion. However, an additional Medicare tax
of 0.9 percent may apply under certain conditions.

Federal income taxes can be estimated by multiplying taxable income by the
applicable marginal tax rate. These rates apply to different amounts of taxable
income according to the taxpayers filing status for 2015.

Qualified farmers—taxpayers having at least two thirds of their total in


http://www.rma.usda.gov
http://www.fsa.usda.gov

HIGHLIGHTED COURSE —

Farmers and ranchers, regardless of farm or ranch size, generate business through the sale of commodities, value- ylnstring Success for
added products, and capital assets. Money flows out of the business through the purchase of operating

expenses (such as fertilizer, fuel, seed, and animal feed) and capital assets (such as machinery, equipment, and ~ /

breeding livestock). [

Income and self-employment taxes are a direct result of business profitability. Thus, farmers and |
ranchers need to understand the impact of income taxes on their businesses. The better they understand the \\
applicability of the tax code to agriculture the better they can help their tax preparers complete accurate tax
returns and provide information for making management decisions.

RightRisk offers a free, on-line course pertaining to Taxes for Agricultural Enterprises. The course gives
viewers an introduction to the definition of farms and ranches as a business, farm income, farm expenses, and
cost recovery of capital assets (depreciation). There is also a section of the course which allows users to better understand farm taxes via vari-
ous hands on exercises. To access see: RightRisk.org > Courses.

Taxes for Agricultural Enterprises Course

MANAGING INCOME TAX LIABILITIES CONTINUED FROM PG. 1
come from farming or fishing—generally, are not required to make quarterly payments of their income and self-employment taxes. If they do not
make quarterly payments, qualified farmers are required to pay all taxes owed by March Ist of the year immediately following the tax year.

The real tax management decisions begin after estimating one’s existing tax liabilities. Taxes
would increase if additional income was earned or decrease if additional deductible expenses were
incurred. Also, taxes would change with the sale or purchase of capital assets.

A spreadsheet can be developed to assist with calculating tax liabilities. One column could USDA Extends Deadline to
list expected income and expense items as shown on the IRS Schedule F, a calculation for self- In%rease Protections for

. . ) . orage Crop Losses

employment taxes, all non-farm income, adjustments, taxes and credits, and income taxes. A sec-
ond column could be used to insert financial income and expenses yet to be received before the

end of the year. A third column could be used to analyze and compare the impact on potential tax The USDA Farm Service Agency
liabilities of deciding to take additional income or make additional purchases. (FSA) deadline for producers to

IRS Publication 225 (Farmers Tax Guide) may be useful to farmers, ranchers, and others obtain or modify higher levels of cov-
involved in agriculture. The publication explains how the federal tax laws apply to farming and erage through the Noninsured Crop
serves as a guide to figuring taxes and completing a tax return for farmers and ranchers. Publica- Disaster Assistance Program (NAP)
tion 225 and related information is available at www.irs.gov. to protect against poor forage crop

All business owners should review their financial records periodically throughout the year. quality because of drought or other
They should also estimate their potential tax liabilities. Farmers and ranchers, because of the na- natural disasters where the forage is
ture of their business, are usually able to make additional sales or make additional purchases to intended for mechanical harvest has

help better achieve their financial goals for the year. After the end of the tax year is too late to make been extended to Nov. 13, 2015.
decisions which impact income tax liabilities. Remember to consult with a tax preparer before

making significant decisions. http://www.fsa.usda.gov
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