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Activity 1. 
Setting up an example farm’s recordkeeping system

Part 1: Setting the farm’s goals. 
Part 2: Flushing out the basics.
Part 3: Working out some details.
Part 4: Picking your tools.
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Part 1. Setting the farm’s recordkeeping goals.

Recordkeeping systems have similarities but are not all the same.

We can design our recordkeeping system based on what we hope to do with
those records.

Systems can be relatively simple, or more complex.
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The Importance
of Records

What can records do for me?

Help provide financial direction for business. 

For each of my major products:
What are my costs?
How much do I need to charge to break
even?
How much am I making?

Identify products that are not making money
for me.
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Records:
Help you find information
quickly, for making
decisions!

Can be simple and still be
very useful!

… You can design a system
that works for you.
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Records are the basis for: 

Monitoring inventories

Tax returns

Business planning and development

Making decisions on what to grow
more of, and what to focus on less
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…and more!
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What level of recordkeeping should I strive for?

Level 1: The ability to file TAXES accurately.
With this information you can also look at the cash flow needs for the farm.

Level 2: FINANCIAL. More detail enables financial analysis.
Look at farm assets and liabilities. Lenders use this information.

Level 3: DECISIONMAKING – at the Whole Farm Level. 
What’s my true net income? (not just cash, but considering changes in inventory).

Level 4: DECISIONMAKING – at the Enterprise or Product Level. 
Detailed records allow us to determine how profitable our different products are.
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Enterprise definition

An Enterprise is an individual crop or type of livestock within the farm.
“Enterprise analysis” looks at the costs, time, and revenue involved with an
enterprise or product. Determine:

What is my breakeven cost?
What price should I set?
Am I losing money or making money at this?

For example:
My sweet cherries might make a lot of revenue, but costs are high. 
My apples are less revenue but are more profitable per pound… so I made the decision to
increase the size of my apple plantings.
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Part 1: Discussion

Discussion questions:
Which level of recordkeeping is your farm at right now?
What are the challenges you have experienced with your current
recordkeeping?
What are your goals for recordkeeping (ex. getting a loan, enterprise
analysis?)
What records might be important for reaching those goals?
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Part 2: Flushing out the Basics

Here we look at basics:
What are the main activities of recordkeeping?

Keeping personal and business records separate.
Decisions to set up our recordkeeping system: Setting up
the chart of accounts
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The main activities of recordkeeping are:

Classifying transactions

What category or
bucket does a
transaction fit in?

Purchase of inputs?
Loan payment?
Sales revenue?

Storing Evidence

Physical copies of
receipts and invoices
Electronic copies

Balancing and Reconciling

Checkbooks and bank
statements
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Classifying transactions

What is personal and what is business?

KEEP these SEPARATE!
It is good practice and saves big chore time later (end of year, tax
time…)
We cannot deduct living expenses from our farm taxes (generally)
Keeping these “clean” helps us to see our business more clearly
too!!!
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Personal

Personal transactions (or “family living”) are those used for
daily living and good health:

Housing rent/mortgage
Clothing
Healthcare direct costs
Transportation 

… Also, income or wages from other jobs would be
classified as “personal”.
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Business 
Business transactions are those that are incurred by your farm
business to make a profit.

Purchases of inputs – seed, compost, started plants/trees
Sales of farm products
Payments of operating loans/ credit cards 
Payments of insurance
Farm equipment

Note: it is possible to do personal recordkeeping with some farm accounting
systems, but need to take care to keep them distinct.
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Classifying transactions: Chart of Accounts

The basic accounts are:
REVENUE
EXPENSES
ASSETS (including INVENTORY)
LIABILITIES

These can be broken up further by your different enterprises.

Look at IRS Schedule F when choosing your accounting
categories.
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Chart of Accounts: Revenue
Revenue categories include:

Sales 
… have a sub-category for each major product! Ex. Sweet cherries, apples,
potatoes
… you don’t need a category for each variety of a product, but it can be useful!

Custom work income
Rototilling a neighboring farmer’s field

Rental income
Renting equipment, land, hoophouse space to another farmer

Government payments (farm programs)
Patronage dividends (from cooperatives you work with)
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Chart of Accounts: Expenses
Expense categories include:

Supplies
Equipment repairs
Insurance
Fuel
Marketing costs
Labor you pay others, or custom work you pay for
Professional services (tax preparation, etc.)
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Chart of Accounts: Assets
Asset categories include:

Bank account balances
Equipment/ Machinery
Buildings
Land 
Inventory

Inventory includes:
Crops (standing or in storage)

Example: I have 20 bushels of apples in the cooler, 20 bushel of potatoes in the
cooler, and about 40 bushel of apples in the field. Onions are sold out.

Livestock
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Chart of Accounts: Liabilities

Liability categories include:
Operating loans/ credit lines
Machinery loan
Land mortgage payments
Building loans

… basically, all debts.
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Part 2: Discussion and Handout #1

Discussion questions:

Do you keep personal and business records separate?
What categories do you use for expenses/ revenue/ etc.?
Do you have sub-categories for different products or enterprises?

Go over Handout #1.
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Part 3: Working out some details

Here we look at:

Special types of accounts

Methods of recordkeeping
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Special accounts
There are some accounts that can help us track more complex
items.

For Assets:
Accounts receivable – products that you sold but haven’t gotten paid for yet!
Prepaid expenses – fertilizer, seed, other inputs
Inventory, mentioned in Part 2, is a special asset account

For Liabilities:
Accounts payable – something you purchased but didn’t pay for yet (waiting on
invoice, etc.)
Accrued expenses – interest on loans, property taxes that are accumulating but
not yet due
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Special Accounts

For Expenses:

Depreciation – the loss in value for equipment or other assets over time.
Vehicles, machinery, fences, irrigation wells, etc.
The depreciation amount for each asset is calculated by dividing their original cost
over time, minus its salvage value, over its useful life. 
The “useful life” of different assets and equipment are often defined by the IRS
Depreciation can be deducted from revenue for tax purposes.
NOTE: Land is not a depreciable expense.
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Methods of recordkeeping:
What information is needed for recordkeeping?

For each transaction, we want:
Date
Amount of $
Description 
Name of other party (Who you paid or who you sold it to/ received it from)

ADD MISSING INFORMATION to receipts that don’t have all the
information! This is easy to do at the time/ when you get back to the
farm/home!

Note also that it is a good practice to note check numbers where applicable.
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Methods of recordkeeping:

Where do we keep this information? Methods:

SHOEBOX. Ok, but has drawbacks. Better than nothing! 

JOURNAL. Yes! Put the information in a common record, either electronically
or paper (recommend electronic!)

GENERAL LEDGER. The ledger is a statement that shows all the different
account categories for the business, with running totals for each. 

If you use an electronic journal, it can automatically update the ledger!!
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Methods of recordkeeping:
Just to note:

There are a couple of accounting options that are worth noting briefly, but are
outside of the scope of this curriculum:

Cash versus the Accrual method. Most farms will use the cash method. Each have their
advantages, with the cash method being more simple. With good recordkeeping, the
advantages of the accrual method can be approximated with financial analysis.

Single Entry versus Double Entry. Single entry is more simple and a good place for
beginners to start. With a double entry system, two account categories are affected by
each transaction. This can account well for all monies and lead to less potential for
mistakes (and fraud!)
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Part 3: Discussion

Discussion questions:

Do you have loans? How do you keep track of them?
Do you take inventory, if so at what times?
Do you use more than one checking account? Do you move money
between them? If so, do you keep track?
Do you have any depreciable items? Describe.
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Part 4: Picking your Tools.

Here we discuss recordkeeping tools, from receipt storage to
spreadsheets and software:

Tools for recording journal entries
PcMars
Quickbooks

Farm Records Book 
Receipt Storage systems
Balancing and Reconciling 
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Tools for Recording
Journal Entries

Here are some commonly used tools:

PAPER. It still works! 

SPREADSHEETS. These abound. It is possible to design
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Tools for Recording Journal Entries
SOFTWARE:

PcMars is a farm-specific software. We will illustrate PcMars in Activity 2.
Affordable - $75 per year
That price includes basic payroll, detailed tax reports
Easy / simple to use
Carries over from one year to next
Great customer support

QuickBooks is a popular accounting software. It has now added more categories
useful for farmers. We will illustrate QuickBooks entry in Activity 2.

User-friendly 
Accountants like it 
Good for reports

Web-based applications (ex. QuickBooks Online version): Pros and cons to
desktop
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Tools for Recording Journal Entries
APPS: There are applications you can download on your phone. Free ones
include Wave and Toshl.

For a nice overview for using Wave to import and categorize transactions, see:  
https://www.youtube.com/playlist?
list=PLRkEX4P2CrcqWkwHlFXCvFiZXnpV44Yc5

https://www.youtube.com/playlist?list=PLRkEX4P2CrcqWkwHlFXCvFiZXnpV44Yc5
https://www.youtube.com/playlist?list=PLRkEX4P2CrcqWkwHlFXCvFiZXnpV44Yc5
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Tools: Farm Records Book

The Farm Records Book is a worksheet developed to help farmers keep records that
will work with tax filing needs.

This spreadsheet is available free of charge:
Download at: bit.ly/farmrecordsbook

See the video instructions at: https://youtu.be/NK_JgwkJfbg

The workbook is also available in a paper version through your local MSU
Extension office. 

https://michiganstate-my.sharepoint.com/personal/bardenh1_msu_edu/Documents/Desktop/bit.ly/farmrecordsbook
https://youtu.be/NK_JgwkJfbg
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Tools: Receipt Storage Systems
IRS requires receipts to be held to prove the
deductions we make.

PAPER. Notepads, envelopes, accordion
binders work. Shoebox is better than
nothing!

DIGITAL options. There are many apps,
including:

Google Photos, Google Drive, Office Lens, OneDrive
The Recordkeeping Form – allows you to upload a
picture to your Google Drive: bit.ly/recordkeepingform

https://michiganstate-my.sharepoint.com/personal/bardenh1_msu_edu/Documents/Desktop/bit.ly/recordkeepingform
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Balancing and Reconciling

“Bank Reconciliation” is a process that is needed to ensure that bank account
balances are correct and have sufficient funds.

Requires records from the bank
We compare the bank’s records with our records

“Inventory Reconciliation” looks at what is in storage, what was
harvested, and what is sold.

Common for grain farmers
Also a consideration for farmers working with cooperatives, other product holders

“Balancing” is an internal process that verifies that our accounting is
accurate/ working.
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Part 4: Discussion

Discussion questions:

How do you store your receipts?
Do you use apps at all to store receipts? Pros/Cons?
What recordkeeping system do you currently use? Pros/Cons?
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Activity 2. 
Entering a series of example transactions into a recordkeeping
system.

Part 1: Entering Transactions into QuickBooks
Part 2: Entering Transactions into Pc Mars
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Part 1. Entering transactions into QuickBooks

Watch the following video from MSU Extension:
https://drive.google.com/file/d/13I_UCIFI4ErVryF-u-Oz5fDZ6YLi5M2L/view?usp=drivesdk

https://drive.google.com/file/d/13I_UCIFI4ErVryF-u-Oz5fDZ6YLi5M2L/view?usp=drivesdk


Beginning 
Farmer

Elevating the Quality of Beginning Farmer Training in Michigan

Part 1: Discussion and Handout #2

Refer the list of practice transactions on Handout #2 and enter
them into QuickBooks.

How do you enter in a common bill?
How do you record a loan payment?
How do you record crop sales?
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Part 2. Entering transactions into PC Mars

Watch the following video from MSU Extension:

https://drive.google.com/file/d/12yZzOLgJ-sxaNyu1TfxeKo_OW_PQbv8C/view?usp=drivesdk

https://drive.google.com/file/d/12yZzOLgJ-sxaNyu1TfxeKo_OW_PQbv8C/view?usp=drivesdk
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Part 2: Discussion and Handout #2

Refer the list of practice transactions in Handout #2 and enter
them into PC Mars.

How do you enter in a common bill?
How do you record a loan payment?
How do you record crop sales?
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Activity 3. 
Summarizing cash records for taxes and financial analysis.

Part 1: Summary reports for tax filing
Part 2: Summary reports for basic management
Part 3: Farm tax basics
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Part 1: Summary Reports for Tax Filing

Here we review the different reports for tax filing that can be
generated by our recordkeeping systems.

Overview of reports
QuickBooks reports
PC Mars reports
Farm Records Book Reports
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Overview of reports.
Depreciation schedule. The depreciation schedule summarizes the annual
tax write-off for each asset:

Equipment
Buildings
Trees / vines
Livestock in certain cases

Not all assets are “depreciable” – for example LAND
cannot be depreciated.
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The depreciation schedule includes information for each asset:

Purchase date and cost
Useful life
Deprecation taken already, and how much is left to take in the future
Salvage value
Depreciation method chosen (straight line, etc.)



Beginning 
Farmer

Elevating the Quality of Beginning Farmer Training in Michigan

Balance sheet

The balance sheet summarizes what a business owns and owes.
It looks at:

Assets
Liability
Owner’s equity

The “balances” on the sheet should be equal: 
Assets = liabilities + owner equity
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Income Statement

The income statement tracks revenues and expenses.

Revenue is the value gained, or money gathered from sales (or services)

Expenses are the costs, or money spent to produce.

Net Farm Income = Revenue - Expenses
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Statement of Cash Flows

The cash flow statement looks at revenue and expenses for each
period (per month or quarter).

Tells us how much money is needed at different times of year

Shows us we have money to pay bills at important points 

We can compare to budgets we made beforehand
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QuickBooks Reports

Watch the following video from MSU Extension:

https://drive.google.com/file/d/146WvWw9lXEKPdUbhJ858GsCcgw
QHM5lY/view?usp=drivesdk

https://drive.google.com/file/d/146WvWw9lXEKPdUbhJ858GsCcgwQHM5lY/view?usp=drivesdk
https://drive.google.com/file/d/146WvWw9lXEKPdUbhJ858GsCcgwQHM5lY/view?usp=drivesdk
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PC Mars Reports

Watch the following video from MSU Extension:

https://drive.google.com/file/d/12fO3fLGqkQixR0ecMTcNZEs1D4RY4Kqi/view?usp=drivesdk

https://drive.google.com/file/d/12fO3fLGqkQixR0ecMTcNZEs1D4RY4Kqi/view?usp=drivesdk
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Farm Records Book Reports

Watch the following video from MSU Extension:

https://youtu.be/NK_JgwkJfbg

https://youtu.be/NK_JgwkJfbg
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Part 1: Discussion
Develop these reports with one of the systems:

Depreciation schedule: How can it be interpreted? How much can I
write off this year?
Balance sheet: What aspects are clear and what are not? Does it add
up?
Income statement: What categories of expenses are included?
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Part 2: Using Reports for Basic Management 

In this section:

We continue with some basic analysis of our records,
especially the cash flow statement.

We look at building a budget – projections for next year.
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Purpose of the Statement of Cash Flows:

Summarize cash flow performance

Consider both cash in and cash out

Reconcile beginning cash on hand with ending cash on hand

Does NOT include noncash transactions, EVEN THOUGH they
impact profit / equity
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Statement of Cash Flows, cont.

The statement is a:

Summary of actual cash inflows and cash outflows during
the past accounting period (usually a calendar year)

NOT a Cash Flow Budget or Projection
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Insight from the Statement of Cash Flows

What was the cash used for?1.

Where did the cash come from?2.

What is the business’s ability to make loan payments (“service debt”)?3.

Is the cash generated enough to pay yourself throughout the year?4.
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Cash Flow Projections

Using last year’s cash flow statement, we can make projections.

Cash flow projections are a forecast of:
Expected income
Expected expenses

We use these to help develop a budget:
Plan for meeting cash flow needs
When we can (and when we can’t) make that purchase
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Part 2: Discussion

Look at an example cash flow statement from your recordkeeping system:
What months are expenses highest? 

Now consider a Cash Flow Projection:

Consider how we can plan to meet those cash flow needs.
Do we need an operating loan for a certain period?
Can we hold back cash in anticipation of high expense months?

In short… how do we budget and plan to ‘bridge the gaps’?
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Part 3: Farm Tax Basics

Here we look at some basics about farm business taxes.

General income tax considerations for start-up farms

Overview of sales tax
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General Income Tax Accounting

We will look briefly at:
Schedule F (for farming businesses)
Form 1040
General categories for income and expenses
Depreciation
Self employment tax
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Schedule F
Information on Schedule F is
similar to sections on the
Income Statement:

Income:

Expenses:
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Farming income goes on Schedule F…,

Schedule F is reported on Schedule 1…,

and, Schedule 1 is reported on the 1040
here:
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Income categories

Sales of produce / livestock

Sales of items you purchased
and resold

Payments from the co-op

Crop insurance
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Expense categories
Vehicle costs
Fertilizer
Sprays/ chemicals
Fuel
Insurance
Seeds
Supplies
Rent
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Depreciation
Depreciation is an Expense
item.
Look at the depreciation
schedule: 

Add all the amounts we can
claim this year from each asset
On Schedule F, that total      goes
here:
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Self Employment Tax

Self Employment tax must be
paid on most farm income.

Exceptions for rent, sales of
business property, etc.

Rates: 15.3% total
12.4% is Social Security 
2.9% for Medicare
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Overview of Sales Tax

Sales tax that you collect must be paid to the state, for example the state
of Michigan charges 6%

However, some items are exempt from sales tax.

If you sell items that require sales tax, you must apply for a Sales Tax
License:

See an example sales tax FAQ for businesses (Michigan):
https://www.michigan.gov/taxes/business-taxes/sales-use-tax/information/sales-
tax-license-faq

https://www.michigan.gov/taxes/business-taxes/sales-use-tax/information/sales-tax-license-faq
https://www.michigan.gov/taxes/business-taxes/sales-use-tax/information/sales-tax-license-faq
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Overview of Sales Tax, cont.
For collecting sales tax:

There is generally no sales tax on raw produce and food items:
Whole fruit and vegetables
Grains
Most baked goods
Raw meats

However, sales tax needs to be collected for ready-to-eat
prepared foods!
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Overview of Sales Tax, cont.
Farm exemption for purchases:

Farmers do not have to pay sales tax on many items used on
production, for example:

Fertilizer
Seed
Feed

However, you need a “sales tax exempt” number to use with
your suppliers.

The certificate of exemption for Michigan may be found online at
michigan.gov/documents/taxes/3372_216612_7.pdf.

http://michigan.gov/documents/taxes/3372_216612_7.pdf
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Part 3: Discussion

Refer to the tax forms presented.

Discuss where we can use the same categories for accounting as is
used in the tax forms.

Using an example depreciation schedule, identify how much to report
on Schedule F for this year.

Calculate your projected self employment tax for the year.
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End of Module 1

Congratulations! 
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