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Rural Tax Education

» Website hosted by Utah State University
RuralTax.org

E « Tax planning
- Etc...
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« Material created by the National Farm
Income Tax Committee

 Informational Material on Ag, Timber, and

Rural Tax topics include but not limited to:
Farm Losses and Hobby Rules

« Self-Employment Taxes

+ Estate and Gift Taxes

» Depreciation




USDA . ..
—am Disclaimer

This material is based upon work supported by the U.S. Department of Agriculture, under
agreement number FSA21CPT0012032. Any opinions, findings, conclusions, or
recommendations expressed in this publication are those of the author(s) and do not necessarily
reflect the views of the U.S. Department of Agriculture. In addition, any reference to specific
brands or types of products or services does not constitute or imply an endorsement by the U.S.
Department of Agriculture for those products or services. USDA is an equal opportunity provider,
employer, and lender. Rural Tax Education is part of the National Farm Income Tax Extension
Committee. In their programs and activities, the land-grant universities involved in this project do
not discriminate based on race, color, religion, sex, national origin, age, genetic information,
sexual orientation or gender identity/expression, disability, status as a protected veteran, or any
other status protected by University policy or local, state, or federal law.
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Agenda

Challenges of an Agritourism Business: Separating the
farm and non-farm portions

*Definition of Agritourism and importance of proper classification
*\What is farm for tax purposes?

*What is a non-farm commercial activity?

*Overview/reporting for tax purposes

*\WWhy separation matters?

*Tax and legal risks of improper separation

*Best practices

*Case Studies/examples
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Definition of Agritourism

Activities that combine
traditional farming with tourism,
such as farm stays, corn
mazes, U-pick operations, farm-
to-table events, and educational
tours.

info@RuralTax.org RuralTax.org



Importance of Proper Classification

Tax, legal, and operational
implications of distinguishing
between farm and non-farm
activities.
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What is a Farm for Tax Purposes?

IRS and Treasury Definitions

» A farm includes livestock, dairy, poultry, fish, fruit, and truck
farms, as well as plantations, ranches, ranges, orchards, and
groves.

« Activities must involve the cultivation, operation, or
management of a farm for profit, either as owner or tenant.
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Farming Activities

* Farming activities are reported of Form 1040 Schedule F

Farm Income

 Cultivation and sale of: livestock, produce, grain, horticulture crops
« Crop insurance proceeds

» Most agricultural program payments (1099-G)
« Patronage dividends
« Some custom work

« Sale of crop shares (if you materially participate)

info@RuralTax.org RuralTax.org



What is a Farm for Tax Purposes?

Exclusions

* Activities such as merely buying and reselling agricultural
products, or operating a roadside stand that sells products
grown by others, are not considered farming.

» Processing beyond the unmanufactured state (e.g., making
wine from grapes) is not farming.
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Farming Activities

* Where it gets more complex...

* Farm sells farm-grown products while customers visit
U-pick: Berries, pumpkins, etc.
Vegetables
Corn stalks
Hay
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Farming Activities

» Schedule F Form
* Instructions for Schedule F (12 pages)

* |IRS Pub. 225 — Farmers Tax Guide

» https://www.calt.iastate.edu/interactive-schedule-f-profit-or-loss-
farming

* Ends up on line 6 of Schedule 1 of Form 1040
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Why are they separate?

 Certain tax provisions only available to agriculture

 Further calculations and statistical analysis based on Schedule F
(farm production)

* [tems such as:

FSA Loans / Programs
USDA Programs
Insurance

North American Industry Classification System (NAICS)
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Schedule J Income Averaging

Available only for commercial farming and
fishing operations

Schedule J (1040) - Income Averaging for Farmers and
Fisherman

Brwwn Bartert. [1terwor Accems, Cmmess Unyeraty
O $00we BChRr ey, (wrninn dinocate Ceno Uneans

=2
s |
Introduction

Rural Tax Article & Webinar:  [S5s=msmmmammes
Are You l Farmer or a Fisher?

What Are The 2024 Tax Brackets?

|
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What is a Non-Farm (Commercial) Activity?

Examples in Agritourism

* Gift shops, restaurants, event hosting, amusement rides, and
other entertainment activities.

IRS Treatment

» These activities are generally not considered farming and are
subject to different tax rules and reporting requirements.
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Agritourism Activities

* Generally, reported on Form 1040 Schedule C (sole proprietor)

* You are selling a(n):
Experience
Service
Ticket
Value-added product
Crafts
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Why Separation Matters

Tax Reporting and Compliance

* Farm income is reported on Schedule F (Form 1040); non-farm
business income is reported on Schedule C or E, or on a separate
entity return.

- Different rules for deductibility of expenses, capitalization, and
eligibility for special tax provisions (e.g., income averaging, self-
employment tax calculation, conservation expense deduction).
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Why Separation Matters

Employment Tax Implications

* Farm labor and non-farm labor are subject to different employment

tax rules, including thresholds for Social Security, Medicare, and
FUTA taxes.

State and Local Tax Issues

* Property tax and sales tax exemptions may apply only to farm
activities, not to commercial or entertainment acfivities.
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Practical Challenges in Separation

Recordkeeping

» Need for separate books and records for farm and non-farm
activities.

* Allocation of shared expenses (utilities, insurance,
depreciation, etc.).

Physical Separation

* Zoning and land use regulations may require clear
boundaries between farm and commercial areas.
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Practical Challenges in Separation

Staffing and Payroli

» Distinguishing between farm and non-farm employees for
payroll and benefits purposes.

Marketing and Branding

* Maintaining a clear message to customers about which

activities are part of the farm and which are commercial add-
ons.
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Tax and Legal Risks of Improper Separation

Loss of Farm Tax Benefits

* Risk of losing eligibility for farm-specific tax provisions if non-farm
activities are not properly separated.

IRS and State Audits

* Increased scrutiny and potential penalties for misclassification of income
or expenses.

Employment Law Violations

» Misapplication of employment tax rules can result in back taxes and
penalties.
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Best Practices for Agritourism Businesses

Establish Separate Legal Entities (if appropriate)

» Consider forming a separate LLC or corporation for non-farm
activities.

Maintain Separate Financial Records

 Use distinct bank accounts and accounting systems for farm
and non-farm operations.
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Best Practices for Agritourism Businesses

Clear Contracts and Agreements
 Define the scope of each activity and the responsible entity.

Consult with Tax and Legal Professionals

* Regularly review business structure and operations for
compliance.
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Agritourism Activities

* Generally, reported on Form 1040 Schedule C (sole proprietor)

* You are selling a(n):
Experience
Service
Ticket
Value-added product
Crafts
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IRS.gov

* Instructions for Schedule C (20 pages)

SCHEDULE C Profit or Loss From Business N Sue
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* Ends up on line 3 of Schedule 1 of Form &
1040 s
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Sole Proprietorship

Schedule F
Sole Or

Proprietor Schedule C
on 1040

= Sole Proprietor reports business income on
his/her personal tax return
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Other Entity Types

* If you are an owner of
a partnership (1065)
or S-Corp (1120S),
you will receive a
Form K-1 to report
your activities
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Other Entity Types

f you are an owner of a

partn ershlp (1065) or S-Cor
(1120S), you will receive a Form
K-1 to report your activities

* This ends up summarized on
Schedule E of your return

» Reported on Schedule E and
line 5 of Form 1040 Schedule 1
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Partnership/LLC

Partner’s Personal Tax Return

Partners h | ps/ Partner’s Personal Tax Return
Most LLCs

Partner’s Personal Tax Return

= Partner’s share of profits (loss) passes from a
partnership to the individuals’ return(s)

= No income tax is paid at the partnership level

= All business income subject to self employment tax
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S Corporation

Shareholder’s Personal Tax Return

K-1
I S Corporation I ﬁ Shareholder’s Personal Tax Return

s Ay
= Earnings from LLC subject to Self-Employment Tax
= S Corp must pay shareholders a salary.
= |RS does have some resources for determining
appropriate salary

= |RS Reasonable Compensation Job Aid for IRS
Valuation Professionals (October 29, 2014)
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Case Studies / Examples

« Example 1: U-Pick Operation with Farm Store
« Example 2: Farm with Event Venue and Restaurant
« Example 3: Farm with Seasonal Amusement Activities
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Why keep good business records?

» Monitor the progress of your business

» Determine profitability/Analyze the business
 Prepare financial statements

 Track receipts and expenses

* Prepare tax returns

» Support tax return

 Third party requests
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Separate Business Bank Account

* First step to good financial records

~— B - Typically, easy to set up
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Separate Business Bank Account

« All financial transactions are run through this
account (Including family members, co-owners)

» Keep personal and business separate

» Keep business and business separate
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Components of a farm records system

* Farm Income

 Farm Expense

 Capital Assets Purchased and Sold
* Money Borrowed and Debt Paid

» Personal Income and Expense
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Separate Business Bank Account

» Will keep a tally of money for the business

* Most small businesses are cash-basis

 Transactions are then input into a ledger

Y\l
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Tax Management

Agritourism / Farming is one part of an overall federal income tax
return

Summarized on Schedule 1 of Form 1040 (lines 3 and 6)

Taxpa_yers h_ave other _itemS Other businesses, off-the-farm income,
affecting their taxable income Investments, rental income

info@RuralTax.org RuralTax.org



Tax Management

» Goal is to maximize after-tax income
What is your effective tax rate each year

» Total Tax (Line 24) / Taxable Income (Line 15) = Effective Tax
Rate

« Self-employment (Schedule SE) can play a big role
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Self-Employment Tax (SE)

Per IRS:
If you are in business (farm or nonfarm) for yourself, you are self-employed.

You must pay SE tax if you had net earnings of $400 or more as a self-employed person.
The amount on line 4c of Schedule SE is $400 or more.

15.3% /2 =7.65%

You can combine total self-employment earnings BUT if both spouses have self-
employment income, each must file a separate Schedule SE. (SE-3 Instructions)
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Self-Employment Tax (SE)

 Schedule SE Form

* Instructions for Schedule SE (6 pages)
Income & Losses Included In Net Earnings
Income & Losses Not Included In Net Earnings

« Small Business Tax Workshop -
https://www.irsvideos.gov/Business/SBTW

* Income from Schedule C / F, 1120S K-1, and Partnership K-1s, QJV
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Self-Employment Tax (SE)

Per IRS:

* You can combine total self-employment
earnings BUT if both spouses have self-
employment income, each must file a
separate Schedule SE. (SE-3 Instructions)

* You are allowed a deduction for half of the
self-employment tax that was paid

e Deduction on Line 15 of Schedule 1 of
Form 1040
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SE Tax - Optional Method

. Opltional methods available to pay self-employment tax even if little income
or loss

Farm & Nonfarm (SE-6)

* Retirement:
40 quarters of coverage

- Disability:

20 quarters of coverage

e Survivor:
Varies
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State Income Tax

 Often calculated based on what you file for federal purposes

» Schedules like C, D, E, F are used for state income tax and
Included on the state return
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L bysiness / State government websites

State government websites

Individuals 2
What's available here?
| Businesses and self-employed Visit the state websites below and find information on doing business in the state, taxation, links for employers, and more.
Business tax account * Alabama
* Alaska
Employer ID numbers * Arizond
* Arkansas
Business taxes * California
* Colorado
Business structures * Connecticut
* Delaware
Operating a business e District of Columbia
¢ Elorida
f-employed
POCMIRIOP * Georgia
Small business * Hawai
" * idaho
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Business Licenses

A state / county / town / municipality may require a business
license to operate — effectively a tax to operate

» Check with your local government

 Often each activity will need a separate license — renewed
annually
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Sales Tax
* Not all states have sales tax
» Often agricultural production will have a sales tax exemption

» Schedule C sales often subject to sales tax (tickets, value-added
products, prepared foods)
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Property Tax

» Many states offer a lower property tax rate on agricultural
property

* For economic viability, maintain agricultural production,
protect environmental assets, based on current use value

» Schedule C activities often not eligible for agricultural
property tax rates

 Agritourism often allowed as ‘accessory use’
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Recordkeeping

Manual account book .

Excel Spreadsheet ' " COOPERATIVE EXTENS{I'_'ON
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Recordkeeping

Xero
Bench ‘Free’-ish

Wave

Quickbooks

Quicken } Most formal

PCMars
AgSquared
Ambrook
Traction Ag

Ag-Specific

Paid bookkeeping service
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Questions

RuralTax.org
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Contact Information

Kevin S. Burkett, CPA
Extension Associate, Agribusiness
Asst. Director of Clemson Tax School
Clemson University

Sandhill Research and Education Center
900 Clemson Rd.

Columbia, SC 29229

(540) 239 — 4602

kburke5 @clemson.edu
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Contact Information

C. Robert (Rob) Holcomb, EA

Extension Educator, Agricultural Business Mngt.
Extension | extension.umn.edu

200 S. O'Connell Street, Suite 500, Marshall, MN 56258
University of Minnesota | umn.edu

holcombr@umn.edu | 507-258-8754

info@RuralTax.org RuralTax.org



