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Activity 1.

Setting up an example farm’s recordkeeping system

e Part 1: Setting the farm’s goals.

e Part 2: Flushing out the basics.

e Part 3: Working out some details.
e Part 4: Picking your tools.



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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e What can records do for me?

The Importance
of Records

= Help provide financial direction for business.

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

= |dentify products that are not making money
for me.
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Records:

e Help you find information
quickly, for making
decisions!

e Can be simple and still be
very useful!

e .. YOu can design a system
that works for you.

Elevating the Quality of B¢
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Records are the basis for:
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Inventory
tracking

Break
even

...and more!

Input
analysis

Financial
health

Insurance
needs




What level of recordkeeping should | strive for?

e Level 1: The ability to file TAXES accurately.

= With this information you can also look at the cash flow needs for the farm.

e Level 2: FINANCIAL. More detail enables financial analysis.

» Look at farm assets and liabilities. Lenders use this information.

e | evel 3: DECISIONMAKING - at the Whole Farm Level.

= What's my true net income? (not just cash, but considering changes in inventory).

e Level 4. DECISIONMAKING - at the Enterprise or Product Level.

» Detailed records allow us to determine how profitable our different products are.



Enterprise definition

e An Enterprise is an individual crop or type of livestock within the farm.

e “Enterprise analysis” looks at the costs, time, and revenue involved with an
enterprise or product. Determine:

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

e For example: | |
o My sweet cherries might make a lot of revenue, but costs are high. -
o My apples are less revenue but are more profitable per pound... so | made the decision to
inCrease the size of my apple plantings.



Part 1: Discussion

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



Part 2: Flushing out the Basics

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

o Keeping personal and business records separate.

o 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 Storing Evidence Balancing and Reconciling

o What category or o Physical copies of o Checkbooks and bank
bucket does a receipts and invoices statements
transaction fit in? o Electronic copies

= Purchase of inputs?
= Loan payment?
= Sales revenue?
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Classifying transactions

 What is personal and what is business?

o KEEP these SEPARATE!

o It is good practice and saves big chore time later (end of year, tax
time...)

o We cannot deduct living expenses from our farm taxes (generally)

o Keeping these “clean” helps us to see our business more clearly
tool!!l



Personal

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

o Housing rent/mortgage
o Clothing

o Healthcare direct costs
o Transportation

... Also, income or wages from other jobs would be
classified as “personal”.



Business

e Business transactions are those that are incurred by your farm
business to make a profit.

o Purchases of inputs — seed, compost, started plants/trees
o Sales of farm products .

o Payments of operating loans/ credit cards

o Payments of insurance

o Farm equipment

e 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

o artoAccounts!
The basic accounts are:
—
o REVENUE
o EXPENSES
o ASSETS (including INVENTORY)
o LIABILITIES

These can be broken up further by your different ente

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

Revenue categories include:

o Sales
.- f%a}[/e 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!

o Custom work income |
» Rototilling a neighboring farmer's field

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

o Government payments (farm programs)

o Patronage dividends (from cooperatives you work with)



©7V  Farmer

Chart of Accounts: Expenses

Expense categories include:
o Supplies
o Equipment repairs
Insurance
Fuel
Marketing costs
Labor you pay others, or custom work you pay for
Professional services (tax preparation, etc.)

O O O O O
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Chart of Accounts: Assets o

Asset categories include: | ]
o Bank account balances '

o Equipment/ Machinery A
> Buildings 2N
o Land *"!”‘ :
o Inventory e
i [ |
Inventory includes: o e —
> Crops (standing or in storage) NP O
= Example: | have 20 bushels of apples in the cooler, v vusiicr Ul putatucs 11 uic
cooler, and about 40 bushel of apples in the field. Onions are sold out.
o Livestock

Elevating the Quality of Beginning Farmer Training in Michigan
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Chart of Accounts: Liabilities

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

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

Discussion questions:

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

—

Go over Handout




Part 3: Working out some details

Here we look at:

o Special types of accounts

o Methods of recordkeeping



Special accounts

e There are some accounts that can help us track more complex
items.

o 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

o 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



Special Accounts

o For Expenses:

= Depreciation — the loss in value for equipment or other assets over time.
* Vehicles, machinery, fences, irrigation wells, etc.
e The depreciation amount for each asset is calculated by dividing their original cost
over time, minus its salvage value, over its useful life.
e The “useful life” of different assets and equipment are often defined by the IRS
e Depreciation can be deducted from revenue for tax purposes.
e 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:
o Date
o Amount of S
o Description
o 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:

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

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

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

= |f you use an electronic journal, it can automatically update the ledger!! e e
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Methods of recordkeeping:

Just to note:

o 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!)



Part 3: Discussion

Discussion questions:

o Do you have loans? How do you keep track of them?

o Do you take inventory, if so at what times?

o Do you use more than one checking account? Do you move money
between them? If so, do you keep track?

o Do you have any depreciable items? Describe.



Part 4: Picking your Tools.

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

o Tools for recording journal entries

= PcMars
= Quickbooks

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

Here are some commonly used tools:

e PAPER. It still works!

. SPREADSHEETS. These abatna-Tt TeBassible to desian
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Tools for Recording Journal Entries
e SOFTWARE:

o PcMars is a farm-specific software. We will illustrate PcMars in Activity 2.
= Affordable - S75 per year
» That price includes basic payroll, detailed tax reports
= Easy / simple to use
= Carries over from one year to next
= Great customer support

o 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

o Web-based applications (ex. QuickBooks Online version): Pros and cons to
desktop
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Tools for Recording Journal Entries

e APPS: There are applications you can download on your phone. Free ones
include Wave and Toshl.

e For a nice overview forl ve to impoﬂ@nize transactions, see:

https://www.youtube.com/playlist?
list=PLRKEX4P2CrcqWkwHIFXCVFiZXnpV44Yc5

Elevating the Quality of Beginning Farmer Training in Michigan
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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:

o Download at: bit.ly/farmrecordsbook

s Farm Records Book
o See the video instructions at: https://youtu.be/NK_Jgw For Management

» The workbook is also available in a paper version t
Extension office. Extension Bulletin E-1144

Prepared by Florencia Colella Revised October 11th, 2023

Elevating the Quality of Beginning Farmer Training in Michigan


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!

e DIGITAL options. There are many apps,

mcludlng

o Google Photos, Google Drive, Office Lens, OneDrive

o The Recordkeeplng Form — allows you to upload a
picture to your Google Drive: bit.ly/recordkeepingform

Elevating the Quality of Beginning Farmer Training in Michigan


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

Balancing and Reconciling

“Bank Reconciliation” is a process that is needed to ensure that bank account

balances are correct and have sufficient funds.
o Requires records from the bank
o We compare the bank’s records with our records

“Inventory Reconciliation” looks at what is in storage, what was

harvested, and what is sold.
o Common for grain farmers . . _
o Also a consideration for farmers working with cooperatives, other product holders

“Balancing” is an internal process that verifies that our accounting is
accurate/ working.



Part 4: Discussion

Discussion questions:

o How do you store your receipts?
o Do you use apps at all to store receipts? Pros/Cons?
o What recordkeeping system do you currently use? Pros/Cons?
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Activity 2.

Entering a series of example transactions into a recordkeeping
svstem.

e Part 1: Entering Transactions into QuickBooks
e 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/131 _UCIFI4ErVryF-u-Oz5fDZ6YLi5M2L/view?usp=drivesdk

Elevating the Quality of Beginning Farmer Training in Michigan


https://drive.google.com/file/d/13I_UCIFI4ErVryF-u-Oz5fDZ6YLi5M2L/view?usp=drivesdk
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Part 1: Discussion and Handout #2

Refer the list of practice transactions on Handout
them into QuickBooks.

o How do you enter in a common bill?
o How do you record a loan payment?
o How do you record crop sales?

2 and enter
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Part 2. Entering transactions into PC Mars

Watch the following video from MSU Extension:

https://drive.google.com/file/d/12yZz0Lg)-sxaNyulTfxeKo OW_PQbv8C/view?usp=drivesdk

Elevating the Quality of Beginning Farmer Training in Michigan


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
them into PC Mars.

o How do you enter in a common bill?
o How do you record a loan payment?
o How do you record crop sales?

2 and enter
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Activity 3.

Summarizing cash records for taxes and financial analysis.

e Part 1: Summary reports for tax filing
e Part 2: Summary reports for basic management
e 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.

o Overview of reports

o QuickBooks reports

o PC Mars reports

o Farm Records Book Reports



Overview of reports.

epreciation 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” —

cannot be depreciated.

Appendix A

MACRS Percentage Table Guide
General Depraciation System (GDS)
Alternative Depreciation System (ADS)

B Percentages

A20

Chart 1. Use this chart to find the correct percentage table to use for any property other than residential rental
and nonresidential real property. Use Chart 2 for residential rental and nonresidential real property.
Month or
Quarter
MACRS Deprecistion Placed
Systerm Method Convention | Class in Service Table
|Gos. 200% “HalYear | Any X
ans 200% Mid-Quarter ist Cir e
2nd O A3
rd Qe hed
w5
[0 | s0% GDS3, Half-Year 10 1 A1
[ 150% DS, 5.7, Mid-Quarter 10 Ab
A18
AT
A8
GDS 150% GDSASE, 20 Half-¥ A1
a0s 150% GDSA5, 20 Wid-Quarter A2
A3
Acd
A
aps & aps Halt-Yea Any 48
ADS ADS
o] E aos Mid-Ouartes | Any
ADS ADS
ADS | ADS Half-Year | Any
ADS ADS Mid-Quanter | Any
Chart 2, Use this chart to find the comect percentage table to use for residential rental and nonresidential real
_property. Use Ghart ) for aif otfiar properly. y
Month ar
Quarter
MACRS Depreciation Placed
System Method Convention | Class in Service Table
! 1 |
aos | L Mid-Month ertial Rental | An
aDs | L Mid-Menth MNonresidential Real
L
ADS | SL Mid-Month | Residertial Rental | Any A3
| £ ADS/40 Mid-Month | Residental Rertal and| Any A13a
| anresidstial Real
Chart 3. Income Inclusion Amount Rates
for MACRS Leased Listed Property
Table
Amount A Percetoges [ A8 |
Amou



The depreciation schedule includes information for each asset:

o Purchase date and cost

o Useful life

o Deprecation taken already, and how much is left to take in the future
o Salvage value

o Depreciation method chosen (straight line, etc.)



Balance sheet

The balance sheet summarizes what a business owns and owes.

o |t looks at: Aasets | |Liabities and Capital
. Assets |
= Owner’s equity 00 e
Ciffice frrdun $ 000 _Enpl‘.:l
Lt el I:ﬂ.-‘-:"-“-h Easrranes
Qupbriodal £4,000 | | Potoired sormireg
The “balances” on the sheet should be “i "o 0l

Subtotnl $3,000 |

o Assets = liabilities + owner equity o 18200

| Total Captal
Tedal Linbiitins & Capial




Income Statement

The income statement tracks revenues and expenses.
o Revenue is the value gained, or money gathered from sales (or services)

o Expenses are the costs, or money spent to produce.

e Net Farm Income = Revenue - Expenses

ikETEsl
Uil especdi s S5



Statement of Cash Flows

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

o Tells us how much money is needed at different times of year
o Shows us we have money to pay bills at important points

o We can compare to budgets we made beforehand
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QuickBooks Reports

e Watch the following video from MSU Extension:

https://drive.google.com/file/d/146 WVvWWwWIIXEKPdUbhJ858GsCcgw
QHMS5IY/view?usp=drivesdk
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PC Mars Reports
e Watch the following video from MSU Extension:

https://drive.google.com/file/d/12fO03fLGgkQixR0ecMTcNZEs1D4RY4Kgi/view?usp=drivesdk
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Farm Records Book Reports

o Watch the following video from MSU Extension:

https://youtu.be/NK Jgwkifbg

Elevating the Quality of Beginning Farmer Training in Michigan
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Part 1: Discussion

Develop these reports with one of the systems:

o Depreciation schedule: How can it be interpreted? How much can |
write off this year?

o Balance sheet: What aspects are clear and what are not? Does it add
up?

o Income statement: What categories of expenses are included?
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Part 2: Using Reports for Basic Management

In this section:

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

e We look at building a budget — projections for next year.
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Purpose of the Statement of Cash Flows:
e Summarize cash flow performance
e Consider both cash in and cash out

e Reconcile beginning cash on hand with ending cash on hand

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

e The statement is a:

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

o NOT a Cash Flow Budget or Projection

Elevating the Quality of Beginning Farmer Training in Michigan



Insight from the Statement of Cash Flows

1.What was the cash used for?

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

2.Where did the cash come from?

4.|s the cash generated enough to pay yourself throughout the year?



Cash Flow Projections

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

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

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



Part 2: Discussion

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

Now consider a Cash Flow Projection:

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

In short... how do we budget and plan to ‘bridge the gans™
914014

A3
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Part 3: Farm Tax Basics

Here we look at some basics about farm business taxes.

o General income tax considerations for start-up farms

o Qverview of sales tax
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General Income Tax Accounting

We will look briefly at:
e Schedule F (for farming businesses)
e Form 1040
o General categories for income and expenses
e Depreciation
e Self employment tax

Elevating the Quality of Beginning Farmer Training in Michigan
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SCHEDULEF

(Form 1040)

Department of the Treaswury
Internal Revenue Service [349)

Profit or Loss From Farming

P Attach to Form 1040, Form 1040-SR, Form 1040-NR, Form 1041, or Form 1065.
» Go to www.irs.gov/ScheduleF for instructions and the latest information.

OMEB Mo. 1545-0074

2021

Attachment
s-eqﬁen";nuu_ 14

Schedule F

Mame of proprietor

Social security number (S5N)

A Principal crop or activity

B Enter code from Part IV

C Accounting method:

D Employer ID number [EIN) (s2e instr)

Information on Schedule F is

similar to sections on the T
Income Statement:
= Income: 4

> I L L1 1) Cloash Clacona | | | | | | | | | |
E Did you “materially participate” in the operation of this business during 20217 i “Mo,” see instructions for limit on passive lossas I ves [ Mo
F Did you make any payments in 2021 that would require you to file Form{s) 10997 See instructions [1Yes [ | Mo
G If “Yes,” did you or will you file required Formis) 10997 [lves []Mo

Farm Income —Cash Method. Complate Parts | and 1. {MCmaI methnd Ccmplete F‘arts ] and 1l

and Part |, line 9.)

Sales of purchased livestock and other resale items (see instructions)

Cost or other basis of purchased livestock or other items reported on line 1a

Subtract line 1b from line 1a .

Sales of livestock, produce, grains, and Mhar p-mducts you ra:sed

Cooperative distributions (Form(s) 1099-PATR)
Agricultural program payments (see instructions) .
Commadity Credit Corporation (CCC) loans reported under alection .

CCC loans forfeited

Crop insurance proceads and federal crop disaster paymants (see instructions):

Amount received in 2021

If election to defer to 2022 is attached, check hare

Custom hire (machine work) income

Other incoma, including federal and state gasollm or fuel tax credit or refund (see |r|struct|arra]

Gross income. Add amounts in the right column (lines 1e, 2, 3b, 4b, 5a, 5¢, 6b, 6d, 7, and 8). If you use the
accrual method, enter the amount from Part I, line 50, Seea instructions .

ia

1b
1c
3a 3b Taxable amount 3b
4a 4b  Taxable amount 4b
| 56 | | s8¢ Taxable amount 5c
| 6a | | 8b Taxable amount 6b
B[] 6d Amount deferred from 2020 | 6d
7
8
> | o

Farm Expenses—Cash and Accrual Method. Do not include pamnnal or Iwmg axpenses Sea instructions.

10 Car and truck expenses (see 23 Pension and profit-sharing plans . 23
instructions). Also attach Form 4562 10 24 Rant or lease (sea instructions):
11 Chemicals . PR 11 a \Vehicles, machinery, equipment . 24a
E ° 12 Conservation expanses (sea instructions) 12 b Other (land, animals, atc.) . 24b
. X p e n S e S 13 Custom hire (machine work) . 13 25 Repairs and maintenance . 25
* 14  Depreciation and section 179 expense 26 Seeds and plants 26
(s®e instructions) 14 27  Storage and warshousing 27
16  Employes benefit programs other than 28 Supplies . 28
an line 23 . 15 29 Taxes 29
16 Feed . . . . 16 a0 Utilities . 30
17 Fertilizers and lime 17 3 Veterinary, I:ra-a-dmg and n'n-dncm-a . <3
18  Freight and trucking 18 32 (Other expenses (specify):
18  Gasoline, fuel, and oil . 19 a 32a
20  Insurance (other than health) 20 b azb
21 Interest (see instructions): € 32c
a Mortgage (paid to banks, etc.) 21a d aad
b Other 21b L 32e
22  Labor hired (less amploynwnl credlts] 22 f fera)
33  Total expenses. Add lines 10 through 321, If line 321 is negative, see instructions . . . . . . . . . ®» | 33
34  Net farm profit or (loss). Subtract line 33 from line 8 34
If a profit, stop here and see instructions for where to report. If a loss, complala lire 35
36  Reserved for future use,
aR Mhark tha ey theat dsssdkhas vaaer incaestmant bathie astiulbe and eas inetnetiane Tar wihara ta rarert umar baees

Elevating the Quality of Beginning Farmer Training in Michigan
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« Farming income goes on Schedule F...,
e Schedule F is reported on Schedule 1..,,

e and,
here:

Department of the Treasury —intemal Revenue Service (99)
Ell 040 U.S. Indivil:lu;I Income Tax Return ‘@@)21 ‘ma No. 1545-0074

Filing Status | | single Married filing jointly | Mamied filing separately (MFS) | | Head of household (HOH) Qualifying widow(er) (QW)
Check only If you checked the MFS box, enter the name of your spouse. If you checked the HOH or QW box, enter the child's name if the qualifying

IRS Use Oniy — Do not write or staple in this space.

one box. person is a child but not your dependent
Your first name and middle initial Last name Your social security number
If joint return, spousa’s first name and middle initial Last name Spouse’s social security numbear
Home address (number and streat). I you have a P.O. box, see instructions. Apt. no. Presidential Election Campaign
Check hara if you, or your
- - spouse if filing jointly, want $3
City, town, or post office. If you have a foreign address, also complete spaces balow. State ZIP coda 0 go o this fund. Checking 8
box below will not change
Fareign country name Forelgn provincesstate/county Foreign postal code | YOUF tax or refund.
| You | Spouse
At any time during 2021, did you receive, sell, exchange, or otherwise dispose of any financial interest in any virtual currency? |Yes  |No
Standard Someone canclaim: | | You as a dependent | | Your spouse as a dependent
Deduction | | Spouse itemizes on a separate return or you were a dual-status alien
Age/Blindness You: | | Were born before January 2, 1957 Are blind Spouse: | | Was born before January 2, 1957 Is blind
Dependents (see instructions): (2) Social security {3) Relationship {4) ¥ if qualifies for (see instructions):
if mors (1) First name Last name number 1o you Child tax credit | Credit for other dependents
than four | H L]
depandents, | L]
saa instructions . =
and check | - Ll
herap || = ] ]
1 Wages, salaries, tips, etc. Attach Form(s) W-2 s r s ok x a 1
g‘i':c; " 2a Tax-exemptinterest . . 2a b Taxable intarest : 2b
I'BI:}LIlII'Bd. 3a CQualified dividends . . . 3a b Ordinary dividends . ab
o J 4a IRAdistributions . . . . | 4a b Taxable amount . 4b
5a Pensions and annuities . . S5a b Taxable amount . 5b
Standard 6a Social security banafits . | Ga b Taxableamount. . . . . 6b
f’;:”;“r for=1 7 Capital gain or (loss). Attach Schedule D if required. If not required, check here . . . . B 7
8 Other income from Schedule 1, line 10 ' S s s s & & & s 8
$12 550 9 Addlines 1, 2b, 3b, 4b, 5b, 6b, 7, and 8. This s your tntnl Im:omn 5 & o = 5 o o o o L= 2
. ""'Er':tmu filing 10  Adjustments to income from Schedule 1, line 26 o s s s s s & s 10
E;El'i’;,?.ﬁq | 11 Subtract line 10 from line 9. This is your adjusted gross income . . . . . . . . . » [
;'z'gﬂ;'ggﬂ- ~12a  Standard deduction or itemized deductions (from Schedule A) . . 12a
+ Haad of b Charitable contributions if you take the standard deduction (see instructions) | 12b
$18.800 ¢ Addlines 12aand 126 . . . Coe e e |12
sifyouchecked | 13  Qualified business income dadl..-ctbon frur‘n Fnrr‘n 5995 or Fnrm 5995 A 5 o o o o o o o ¢ 13
gybexinde’ | 44  Addlines 12cand 13 . . . e T
Deduction, 15  Taxable income. Subtract line 14 from Ilne 11 Hzem or Iess. enter D- B 15
sea instructions.
For Disclosure, Privacy Act, and Paperwork Reduction Act Motice, see separate instructions. Cat. Mo. 113208 Form 1040 z021)
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A Beginning
€7V Farmer

Income categories

Sales of produce / livestock

Sales of items you purchased 3a Cooperative distributions (Form(s) 1099-PATR) . | 3a

and resold
Payments from the co-op

Crop insurance

Farm Income —Cash Method. Complete Parts | and |I. (Accrual method. Complete Parts Il and Ill, a

Sales of purchased livestock and other resale tems (see instructions)
b Cost or other basis of purchased livestock or other items reported on line 1a
¢ Subtract line 1b froam line 1a . .
2  Sales of livestock, produce, grains, and othar prudmts you raisad

4a Agricultural program payments (see instructions) . 44
S5a Commodity Credit Corporation (CCC) loans reported under elaction . .
b CCCloansforfeited . . . . . . . . . |5b| |

6 Cropinsurance proceads and faderal crop disaster paymeants (see instructions):
Amount received in 2021 Ce e e e I 6a I I
¢ I election to defer to 2022 is attached, check here . . . . . . » ||

7  Custom hire (machine work) income

o)

g

1a

1b

Taxabke amount

Taxable amount

Taxable amount

Taxable amount .
Amount deferred from 2020

Other incoma, including federal and state gasoline or fuel tax credit or refund (see instructions) .

9 Gross hnunmn Add amounts in the right r:n-lumn (lines 1c, 2, 3b, 4b, 5a, 5c, 6b, 6d, 7, and 8). If you usa th&

N — =M = . m _  &4E . a4 ®& = F_ i _ =g .. Fr 4 20000 kF_
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A Beginning
€7V Farmer

Expense categories

Bl LS TR TR, TR LIS SN BRI T SR L AEE, P e ST RS R LI . - I r I

Farm Expenses—Cash and Accrual Method. Do not include personal or Iwmg expenses. See instructions.

 Vehicle costs 10 Cu ad ok openses (seo 23 Pension nd proft-shar pers. [ 22
instructions). Also attach Form 4562 10 24 Rent or lease (sae instructions):
11 Chemicals . . . . . . . . 11 a Vehicles, machinery, aquipmeant . 24a
o Fertilizer ol | nery
nservation axpenses (see instructions) | 12 b Other (land, animals, atc.) . . . 24b
: 13 Custom hire (machinawork) . . . 13 25 Rapairs and maintananca . 25
e Sprays/ chemical
ra S C e I C a S 14  Depreciation and section 179 expense 26  Seeds and plants i
° Fu el (see instructions) . . . . . . 14 27  Storage and warehousing 27
15  Employes benefit programs other than 28  Supplies . 28
online23 ., . . . . . . . 15 20 Taxes 29
e [nsurance T A ™ 0 Uies . . . " [0
17  Fertlizers and lime . . . . . 17 3 Veterinary, I:rﬂ-e-dmg andrr'-a-d-clna : 31
° SeedS 18 Freightandtrucking . . . . . | 18 32  Other expenses (specify):
. 1%  Gasoline, fuel, andoil . . . . . 19 L 32a
® S u p pl |eS 20 Insurance (other than health) . . 20 b 32b
21 Interest (see instructions): I 32¢
e Rent a Mortgage (paid to banks, etc) . . [21a « 32d
b Other . . . 21b L] J2e
22 Labor hired (less amnlwmnl -:radlts] 22 f 321
33  Total expenses. Add lines 10 through 321, If line 321 is negative, see instructions . . . . . . . . . Ik | 33
34  Net farm profit or (loss). Subtract line 33 from line 9 34

If a profit, stop heré and see instructions for whare to report. If a loss, complate line 36.

Elevating the Quality of Beginning Farmer Training in Michigan



Beginning
Farmer

‘01

Depreciation

e Depreciation is an Expense
item.

E T LT IO ured, O L CElnmdudi e Epemin

I CEINL N, IS . o

(L E=R R R LR R TL I e

-

1= 1

-8l Farm Expenses—Cash and Accrual Method. Do not mc:luda parsﬂnal or Iwmg a:pensﬂ:s EEE instructions

. . 10 Car and ftruck expenses (see 23  Pension and profit-sharing plans . L23 @
® LO O k at t h e d e p reC | at | O n instructions). Also attach Form 4562 10 24 Rent or lease (see instructions):

1 Chamicals . 11 a Vehicles, machinery, equipmeant . 244
S C h ed U I e: 12 Conservation axpanses (see instructions) | 12 b Other (land, animails, etc.) . 24b
O Add a” the amOuntS We Can 13  Custom hire (machine work) . 13 25 Repairs and maintanance . 25
. . 1 Depreciation and section 179 expense 26  Seeds and plants 26
claim this year from each asset (see instructions) - |1 27 Storage and warehousing 27
Employee benefit programs other than 28  Supplies . 28
o On Schedule F, that total goe Employee benstt programe other then | o -
here: 16 Feed . . . . 16 30  Utilities . 30
17  Fertilizers and lime 17 3N Veterinary, I:ra-a-dmg an-d ma-d-clm . 31

18  Freight and trucking 18 32  Other expenses (specify):
18  Gasoline, fuel, and oil . 19 a 32a
20  Insurance (other than health) 20 b 32b
21 Interest (see instructions). L iz2c
a Mortgage (paid to banks, etc.) 21a d J32d
b Other : 21b ] 32e
22 Labor hired (less amnla}-mnl -:m::llts] 22 f 321
33  Total expenses. Add lines 10 through 321, If line 321 is negative, see instructions . = | 33
34  Net farm profit or (loss). Subtract line 33 from line 9 34

If a profit, stop here and see instructions for whare to report. If a loss, complate line EE.
Elevating the Quality of Beginning Farmer Training in Michigan




A Beginning
7V Farmer

Self Employment Tax

Self Employment tax must be

paid on most farm income.

o Exceptions for rent, sales of
business property, etc.

e Rates: 15.3% total

= 12.4% is Social Security
= 2.9% for Medicare

SCHEDULE SE

OMB Mo. 1545-0074

(Form 1040) Self-Employment Tax

Department of the Treasury » Go to www.irs.gov/ScheduleSE for instructions and the latest information. At%h@ltz 1
men

Internal Fevenue Service (99) » Attach to Form 1040, 1040-5SR, or 1040-NR. Saquence No. 17

Mame of person with self-employment income (as shown on Form 1040, 1040-SA, or 1040-NR) Social security number of person

with self-employment ncome #

Self-Employment Tax

Note: If your only income subject to self-employment tax is church employee income, see instructions for how to report your income

and the definition of church employee income.

A If vou are a minister, member of a religious order, or Christian Science practitioner and you filed Form 4361, but you had
$400 or more of other net eamnings from self-employment, check here and continue withPartl . . . . . . . .M

Skip lines 1a and 1b if you use the farm optional method in Part Il. See instructions.

1a Met farm profit or (loss) from Schedule F, line 34, and farm partnerships, Schedule K-1 (Form 1065),
box 14, code A . . . . 1a
b |If you received social secunh_.r retirement or d|aabll|ty b-eneflts enter the amount ﬂf Cunsewatmn Ftesewe
Program payments included on Schedule F, line 4b, or listed on Schedule K-1 (Form 1065), box 20, code AH | 1b || )
Skip line 2 if you use the nonfarm optional method in Part Il. See instructions.
2  Net profit or (loss) from Schedule C, line 31; and Schedule K-1 (Form 1065), box 14, code A (other than
farming). See instructions for other income to report or if you are a minister or member of a religious order 2
3 Combine lines 1a,1b,and2. . . . . 3
4a |If line 3 is more than zero, multiply line 3 by 92 35% {D 9235] Dthemuse enter amcunt frmﬁ I|ne :] . 4a
Note: If line 4a is less than $400 due to Conservation Reserve Program payments on line 1b, see instructions.
b If you elect one or both of the optional methods, enter the total of lines 15and 17 here . . . 4b
¢ Combine lines 4a and 4b. If less than $400, stop; you don't owe self-employment tax. Excaphun* If
less than $400 and you had church employee income, enter -0- and continue. . . . . . . P | d¢
5a Enter your church employee income from Form W-2. See instructions for ‘
definition of church employee income e e w S5a
b Multiply line 5a by 92_35% (0.9235). If less than $1DD entvar —D C e e e e e e e 5b
6 Addlinesdcand5b . . . . Coe e 6
T  Maximum amount of combined wages and self employrnent earnungs subjact to mcual &acunty tax or
the 6.2% portion of the 7.65% railroad retirement (tier 1) tax for2021 . . . . . . . . . . . 7 142,800
8a Total social security wages and tips (total of boxes 3 and 7 on Form(s) W-2)
and railroad retirement (tier 1) compensation. If $142,800 or more, skip lines
8b through 10, and goto line 11 . . . . - Ba
b Unreported tips subject to social security tax fmm Forrn 413? I|ne 1& . Bb
¢ Wages subject to social security tax from Form 8919, line10 . . . . . . Bc
d Add lines 8a, 8b,and 8c . . . . Coe 8d
9 Subtract line 8d from line 7. If zero or Iasa enter EI here and on Ima 1E:I and go to I:ne 11 .. . k| 8
10  Multiply the smaller of line G or line 8 by 12.4% (0124) . . . . . . . . . . . . . . . . 10
11 Multiply line 6 by 2.9% (0.029) . . . . . - 11
12  Self-employment tax. Add lines 10 and 11. Enter here and on S{:hadula 2 {Furm 104[!] Ime 4 . 12
13  Deduction for one-half of self-employment tax.
Multiply line 12 by 50% (0.50). Enter here and on Schedule 1 (Form 1040), ‘
lll‘IE 15. oo .o 13
Optional Mathnds Tu Flgure Nat Eamlngs {see lnstructluns}
Farm Dptlnnal Method. You may use this method only if (a) your gross farm income' wasn't more than
€A AN Ar Thl unir nat farm Aenfite? wara lace than &8 287
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©7V  Farmer

Overview of Sales Tax

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

e However, some items are exempt from sales tax.

. E‘.you sell items that require sales tax, you must apply for a Sales Tax
icense:

o See an example sales tax FAQ for businesses (Michi?an): . .
https://www.michigan.gov/taxes/business-taxes/sales-use-tax/information/sales-
tax-license-fag

Elevating the Quality of Beginning Farmer Training in Michigan


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:

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

« However, sales tax needs to be collected for ready-to-eat

nranarand fanrdel



Beginning
Farmer

Overview of Sales Tax, cont.

Farm exemption for purchases:

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

[ ] [ ] i I

o Fertilizer d  OKLAHOMA TAX CoMMISSION

: | AGRICULTURE EXEMPTION PERMIT | :

O Seed E ACCCH | ! YTE:&R EXPIRES |
: EXM-12345678-90 2014 6302017

o Feed

ANY FARMER
23 ANMY STREET
ANY TOWN Ok T3040

your suppliers.
o 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

Part 3: Discussion

Refer to the tax forms presented.

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

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

o Calculate your projected self employment tax for the year.



©7Y  Farmer

End of Module 1

e Congratulations!

Elevating the Quality of Beginning Farmer Training in Michigan



MSU is an affirmative-action,

equal-opportunity employer.
Michigan State University
Extension programs and
materials are open to all
without regard to race, color,
national origin, sex, gender,
gender 1dentity, religion, age,
height, weight, disability,
political beliefs, sexual
orientation, marital status,
family status or veteran

(UN]DLN
sl United States Department of Agriculture

JUSTICE

FOR ALL

=

o=
[ SoE

% k% %k ok ok k k k k ok ok ok ok k k ke k k k k ok ok

Agriculture (USDA) civil rights regulations and policies, this
institution is prohibited from discriminating on the basis of race,
color, national origin, sex, age, disability, and reprisal or retaliation
for prior civil rights activity. (Not all prohibited bases apply to all

programs.)

| n accordance with Federal law and U.S. Department of

Program information may be made available in languages other
than English. Persons with disabilities who require alternative
means of communication for program information (e.g., Braille,
large print, audiotape, and American Sign Language) should
contact the responsible State or local Agency that administers
the program or USDA's TARGET Center at (202) 720-2600 (voice
and TTY) or contact USDA through the Federal Relay Service at
(800) 877-8339.

To file a program discrimination complaint, a complainant should
complete a Form AD-3027, USDA Program Discrimination
Complaint Form, which can be obtained online, at
www.usda.gov/sites/default/files/documents/usda-program-
discrimination-complaint-form.pdf, from any USDA office, by
calling (866) 632-9992, or by writing a letter addressed to USDA.
The letter must contain the complainant’'s name, address,
telephone number, and a written description of the alleged
discriminatory action in sufficient detail to inform the Assistant
Secretary for Civil Rights (ASCR) about the nature and date of an
alleged civil rights violation. The completed AD-3027 form or
letter must be submitted to USDA by:

mail:

U.S. Department of Agriculture

Office of the Assistant Secretary for Civil Rights

1400 Independence Avenue, SW

Washington, D.C. 20250-9410; or

fax:
(833) 256-1665 or (202) 690-7442;

email:
program.intake@usda.gov.

This institution is an equal opportunity provider.

Form AD-475-A—Assisted Poster/ Revised September 2019

derechos civiles del Departamento de Agricultura de los
Estados Unidos (USDA), esta institucion tiene prohibido
discriminar por motivos de raza, color, origen nacional, sexo, edad,
discapacidad, venganza o represalia por actividades realizadas
en el pasado relacionadas con los derechos civiles (no todos los
principios de prohibicién aplican a todos los programas).

Conforme a la ley federal y las politicas y regulaciones de

La informacién del programa puede estar disponible en otros
idiomas ademas del inglés. Las personas con discapacidades

que requieran medios de comunicacion alternativos para

obtener informacion sobre el programa (por ejemplo, Braille, letra
agrandada, grabacion de audio y lenguaje de sefias americano)
deben comunicarse con la agencia estatal o local responsable que
administra el programa o con el TARGET Center del USDA al (202)
720-2600 (voz y TTY) o comunicarse con el USDA a través del
Servicio Federal de Transmision de Informacion al (800) 877-8339.

Para presentar una queja por discriminacion en el programa, el
reclamante debe completar un formulario AD-3027, Formulario de
queja por discriminacion del programa del USDA, que se puede
obtener en linea, en
www.usda.gov/sites/default/files/documents/usda-program-
discrimination-complaint-form.pdf, en cualquier oficina del USDA,
llamando al (866) 632-9992, o escribiendo una carta dirigida al
USDA. La carta debe contener el nombre, la direccion y el

numero de teléfono del reclamante, y una descripcion escrita de

la supuesta accion

discriminatoria con suficiente detalle para informar al Subsecretario
de Derechos Civiles (ASCR, por sus siglas en inglés) sobre la
naturaleza y la fecha de la presunta violacién de los derechos
civiles. La carta o el formulario AD-3027 completado debe enviarse
al USDA por medio de:

correo postal:

U.S. Department of Agriculture

Office of the Assistant Secretary for Civil Rights
1400 Independence Avenue, SW

Washington, D.C. 20250-9410; o’

fax:
(833) 256-1665 0" (202) 690-7442;

correo electrénico:
program.intake@usda.gov.

Esta institucién ofrece igualdad de oportunidades.

Afiche complementario al FormularioAD-475-A/ Revisado Septiembre 2019




