Understanding a Farm
Income Tax Return
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Disclaimer

* This presentation is for educational purposes and none of
what is presented should be considered formal legal or tax

advice
* Always consult with a trusted professional in a specific
individual situation
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Kansas Farm Management Association

* KSU Ag Economics employes 24 Extension Ag Economists
in 11 offices throughout the state
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Some Initial Thoughts....

« If a tax return is part of a lending decision, consider:
> Accuracy of accounting records — reconciled computerized
accounting vs shoebox
> Preparer effort — reviewing and verifying vs data entry
> Preparer knowledge — some significant nuances to
agricultural income tax prep
- Garbage-In-Garbage-Out
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Some Initial Thoughts....

* To build wealth, in the long-run:

family living expense
> + income tax liability
+ land principal payments

Net farm income
+ non-farm income

* Maximize after-tax dollars rather than minimize income tax
liability
1
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Individuals — Form 1040 & K-40
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Individual - 1040

* Two primary forms to report farm income
> Schedule F — Farm income
> Form 4797 — Sales of business property

» Additional/supporting forms
> Form 4562 — Depreciation (included in expenses on Schedule F)
> Schedule SE — Self-employment tax
o Form 7206 — Self-employed health insurance deduction
> Schedule J — Income averaging

> Form 8995/8995-A — Qualified business income deduction
> Result reported on Form 1040, line 13
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Individual - 1040

° Schedule J _ Income _ Income Averaging
Averaging
> Equally add elected amount

to three prior years and
recalculate tax impact in all
years to determine savings -
81,050 N:W
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Individual - 1040

* Income averaging hoe

> In our example return,
averaging saved $1,432
($4,336 — 2,904)

> With rates scheduled to
increase in 2027, potential
planning opportunity by
optimizing income
averaging now even if there
IS no savings
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Individual — Kansas K-40

* Changes to Kansas tax brackets, personal exemptions, and
standard deduction in 2024

* For MFJ old brackets were:
- 3.10% $0 to $30,000
» 5.25%  $30,001 to $60,000
- 5.70% >$60,000
* New MFJ brackets
© 5.20% $0 to $46,000
- 558% >%$46,000
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Individual — Kansas K-40

- Standard deduction (MFJ) increased $240 to $8,240

* Personal exemption was $2,250 per person, now $18,320
for married couple plus $2,320 per dependent

« All Social Security is nontaxable to Kansas beginning in
2024

* In nearly all cases, income tax liability will be lower with
the 2024 changes (compared to prior years)
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Individual — Kansas K-40

- Kansas Expensing BI20EX Tl = EL
Deduction (election) B T
allows additional
deduction for '
depreciation amoUNtS e oo
not accelerated (8179 OF : «cwsmmimmmcsomms -
bonus depreciation) via == s

K-120EX N
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Partnerships & LLCs (taxed as
partnerships) — Form 1065 & K-120S
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Partnership — Federal 1065

U.5. Return of Partnership Income o
: L2021,

‘ot camdar year 2021 of Lax year beginning _

* Line 23 (page 1) Ordinary
business income is NOT
net income
> Excludes capital gain (raised

cows) and 8179 deduction
among other items
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Partnership — Federal 1065

- - F 223 Workhorse LLC 48-999955% Page §
* Character of iIncome is  EEEKPesoabaesemn: e
2 Netren e income (loss) (ariach Form BEZ5) 2 -

maintained as it passes o e iz 1
4 r_.m.r:n_r.eedunw'»_-n’.ﬁ _;J_{_;_l_g____ncx-c.l._ih
through to partners o [ p T «l  ame.

* Segregation and 5 e

8 Net short-derm capital gain Schedule D (Form 1065)) 8

grouping to report 9 Net long-1eem capal gain (lss) (aftach Schedule O (Form 10653) |¥|— da
Schedule K-1 i

13a Cash con
b Noncash cor

uc.
tions
P (2) Asmeunt
Type See Statement 1
Selt. 14 a Net sarmings (oss) rom self-emplayment
iy b Gros: mang or fishing income 787, 086.
€ Gioss pontarm income .
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Partnership — Federal 1065

Form 1066 2023) Workhorse LIC 48-5995959
nalysis of Net Income (Loss) per Return

* Generally, overall net Yt ) Conen St e T T P

- - () Corporata {|I|Zr-1u-.—..r.|.\- () Partnership
income on page 6, line 1
1
146,110.
M Balance Sheets per Books Beginnineg of 1ax year
Assels (a) [ (2]
25,000,
ters and accounts receivable
for bad debts.
- n
8 Oer investments (aftach stmi)
ings and other deprociable assets 850, 000. | 1,051,939
ted depreciation 749,000, 101,000, 918, 384. 133,575,
N
3,168,000 [31es. 000,
£ TH
i 3,317,000, 3,362, 275.
Liabilities and Capital \‘
ot P _‘Wnps [ T4, TREL
Q 9 manager d payabie i 1y oe more c,o i 399, 000. 384,000,
-info - ” R — I
21 Partrers’ capital accounts. 2,668,000. 2,764,110
22 Total kabilites and capital 3,317,000, 3,362,275,




Partnership — Federal 1065

* Page 6, Schedule L
balance sheet required
if receipts >$250,000

or assets > $1,000,000

o Total assets = Total
liabilities and capital

o Complete, accurate balance
sheet accounts for all

Fotrm 1065 2023 Workhorse LLC 48-59955959 Page §
nalysis o t Income (Loss) per Return
1 Net income (ios5), Combine Schedule K, ines 1 through 11, From the result, subtract the sum of |
Schadule K, lines 'I?Ilrou’,\!?w and 21 1 146,110
: () Corporate () Incrvidual {|I|Zr'1u-.—..}.|.\- ) Partnership {v) Exempt (wl) Mominea/Othes |
(metve) parssve) Ceganization |
b 146,110,
Balance Sheefs per Books Beginrung of 1ax year End of tax year
Assets (a) B ) [
1 Cash 25,000, 37,700,
Za Trags notes and accounts receivabia
bLess allowance for bad debts.
ngs and ottt deprociable assets | 850,000. 1,051,939,
atlited depreciation 749,000, 101,000, 918, 364 133,515,
3,168,000. 3,168,000,

dollars in and out

P

23
3,311,0

o WC

399, 000.

A1 Parners’ capi =
22 Total kabilites and capital

2,668, 000.
[ 3,73

.

L4, 1EE.

384,000,

Partnership — Federal 1065

* 8179 depreciation
deduction limits apply
at both the partnership
and individual level

* 8179 is reported on
Form 4562, but
excluded from the total
on line 22

P

[Patl_| Eiection To Expense Certain Property Under Seclinn 179
Note: f you have any listed oroperty, complete Part  belors you cemoiste Past |

T Masicnum amount (see instr 1 1,160,000,
2 Total cost of section 179 property placed in service {see instructiona) 2 236,814,
3 Theeshold cost of section 179 property before reducton in limitation (see instractions) 3 2,890,000,
4 Reduction in limitation. Subtract ine 3 from line 2. i Zero or less, enter -0 4 0.
5 Dollar limtation for tax year. Sublract bne 4 from kne 1. i 2eo o less, enter -0, H married filing
separately, sae ngbrcto 5 1,160,000,

[ (A) Dwsorgnan of srageny ] (B3 Cost sveamens we ari {€) Emow somt

See Statement 5 i 160, 364

7 Lizted property, Enter the amount from kne 23 L7 0.

8 Total elected cost of section 179 property. Add amounts in column {c), lines & and 7. 160, 364,
9 Tentstive deduction. Enter the smaller of line 5 or line 8 160, 364,
10 Carryover of disaliowed deducton from bne 13 of your 2022 Form 4562 L ).
11 Busran ixcome itation. Enter e sraslar o buowss incore (0o ess than 2arc) of e 5. See st _‘(ﬂ

w00 179 expense deducton. Add lines 9 and 10, bt don't enter more than 1 B ->

4 Add lnes 9 and 10, les

e of disaliowsd deducty

use Part 1l or Part 1) ek

d property. natead, use

IParIII | Special D iation Al and Other Du
roperty | | 27.5yrs | MM | S/ |
| Norvesidentisl real | 1 39 yrs | MM | 5/L |
e [ sm |
Section C — Assets Placed in Service During 2023 Tax Year Using the Alternative Depreciation System
20a Class life L
b 12y 12 yrs S
€ Hyear 30 yrs MM /L
d 20-yeae 40 yrs 1] 7

es marutions )

21 Listed propery. Enter amount from line 28
22 Tolal. Add amosnts from lioe 12, lnes 18 Bwough 17, |nr|02|1'0||"’!¢’m|g a0d iine 21
e agpragriate lines of your rebum. Partrerthipt aad § oorponatons —

Ertar hery and o0
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Partnership — Federal 1065

8179 is NOT reflected
on Schedule F

|P-1 |Farm Income — Cash Method. Complets Parts | and |1, (Azcrual method. Complete Parts Il and 111, and Part 1, line )

1a Sales of purchased lvettock and other resale Sems (see instructons) 1a
b Coat or otier bas of purchased livestock or cher lsma reparted on ne 13 |_1b]
€ Subtract fne 1h from line 1a 1€
2 Sales of livestock, produce, graina, and other products you raised 2 785,958,
3a Cooparative ditribubons (Formis) 1099-PATR) 3a 100.] 3b Taable amount T 100.
43 Agrcultural program payments (tee mitructons) b Tacable amount [
58 Commeodity Credit Comperation (C0C) loans reported under slection 54
b COC loans forfeted 5b| | ¢ Tasabie amount 5¢
6 Crop msurance proceeds and federal crop disaster payments (see nstructons)
8 Amcunt recesved in 2023 Ga 6b Taxable amount 6
€ H election to defer to 2024 i attached, check heee |:| 60 Amount deterred from 2022 [T
7 Custom here (machine work) ncome ¥ 950.
8 Other income, including federal and stale gascline or fuel tax credit
or refund (see instructions) 8 8.
9 Gross income. Aﬂﬂmmnnrholqur.uuﬂh Ilu\nlc 2,36, 4b, 52 5, b, 64, 7, and B). If you uee
the accrual method, enter the amount from Part Iil, ine 50. See instnuctions i 787,086,
[PREENFarm Expenses — Cash and Accrual Meton. D won noics persons o g spssses Gos mutvcons
i mﬁjﬂm [ " 23 Peesion and prefit-sharng plans 23
1N Chemicals n 3,397, Renit or lease (see inptructiona) .
12 Conservation sxpenses & Vetucles, machinary, squipment [ 24a) Eé: 500,
(see instructions) 12 b Other (land, animals, #tc) 24b|
13 Custorn hire (machine work) 12 25 Repars and mantenance = 52 263
4 Depraciation e wcton 175 mpanse % Seeds and plants 2
[0 14 Storage and warehousing
15 er.mowmﬂ than Supplies o] 15,494,
o0 e 21 15 4,800,129 Tases = 33,767
16 Feed 16 90,162.(30 Usities EZ] 12,352
17 Fertilizers and lime 17 43,560, |7 Veterinary, breeding, and mediine il 25,203
18 Freight and tnking 18 4,269,| 32 Other expermes (specity)
19 Gaschine, fuel, and of 19 38.415,| *Dues, Fees i2a 24,500. -
e v s vy ETT
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Partnership — Federal 1065

§179 deduction IS
accounted for on page 6,

line 1

Foim 1066 2023) Workhorse LIC 48-5995959 Page 8
S Of 1 Income (Loss] eturn
1 et income (ioss). Combing uw:-ee K. Imes | through 1. Fram the result, subtract the sum of
Sehadule K, lines 12 theough 136, and 21 1 146,110.
2 ir.nr..h () Corporate () Incrvidual {|I|&:—nn-.—.m.n ) Partnership Exompt | (A T——
s Bype: | (actve) sve) ganzation |
- “7-'-"
=~ | 146,110, |
Balance Sheefs per Books Beginrung of 1ax year End of tax year

Assets (ay

<)

7] | (L]
¥ ash 25,000, (____37.700.
2a Trads notes and accounts receivabia —'_ii

b Less allowancs for bad debts |

Invanitoeies

LS. Governmant obligations

Tax-guempt securitios

et cutrent assets {tach stmil)

T Lnans % partners (or persors related 1 partners) | il
b Maorigage and real estate koars.

B Oar investments (aftach stmf)

LIC

9a Buildings and other "-"‘F"‘“‘“-“'-"e avts 850, 000. 1,081,939,
bLess accumulated depreciation 743,000, 101, 000. 918, 364, 133,575,

10a Depletable assets
bLess accumulated depietion

1 Land (et of any amortazation) 3,168,000. 3,168,000,
12a Intangible assets (amonizable ohly)

b Less accumulated amortizabon

13 Other assets (attach sy 8@ St 4 23,000,
18 Total assats 4,317,000

Liabilities an Capital
15 Accourts payable ] |

16 Morigiges, nobes, Bonds payabie i less thae | year

17 Ot curent Kbt {3ach st

18 AN rontecourse loans C

19 Lsam from partraes (or persoes ralated S partners) “ .
b Moriuges, rofe, bonds payatie i |y o mere 0 [ 399,000.|

20 Other Rabilites (aach st} |

21 Partrers’ copitsl accounts. 2,668,000.|
22 Total kabilites and capital 3,317,000.|

384,000,

2,764,110,




Partnership — Federal 1065

* Income averaging (Schedule J) and qualified business
income deduction (Form 8995/8995-A) are not
calculated/don’t apply at the partnership level

> Schedule K-1 will include information needed by each
partner/member to calculate on their individual return
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S-Corporations — Form 1120S
& K-120S
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S-Corporation — Federal 1120S

Form 1120-5 @023 Workhorse S Corp. Imc 48-1111111 Page &
= = Shareholders’ Pro Rata Share ltems (conbnued) Total amount
* Aswith a 1065, line 22 == i 136
mition Investment expenses 7D
- € Dondend distribubions pad Som sccumulated earmings and profts 17¢
(pag e 1) O rd in ary 4 Othver arms and amounis
(atiach statement) See Statement 3
- - - Recon- | 18 Income (loss) reconcillation. Combine the total amounts on lines | Brough 10, From the result
N T cillation sublract the sum of the amounts on lines 11 through 12d and 184
business income is e L
Assats (a) (1] (5]
- 1 Cash 25, 000
net income gyt
b Less allowance for bad debits
- 3 iventones
1.5, govern -
* Overall netincome on i rom e
- L] .
page 4 Ilne 18 7 Loans fo sharehoiders
7 B Morigage and real estaie loans
9 Ober vestiments (IR 1Ufement)
104 Buildings and other depreciable assets 850,000, 1,051,939,
b Less accumulated depn 745,000.4 101,000, ¥ 918,364, 133,575,
112 Dupletable assets
b Less accumulated deplets
12 Land (net of any amartization) 3,168,000 3,168,000
132 intangible assets (amortzable cnly)
lated amortization
(ateach st See 5t 4 23,000 1,000
15 Totsl sasets 3,317,000, 3,362,275,
Liabilithes and Shareholders” Equity
16 Accounts payable
17 Merigagus, notes, bonds poyadle in et Ban | e 250, 000, 214,165,
AgManager by
b 19 Loans fro
mn 99,00 384,000,
an
-
S-Corporation — Federal 1120S
. . [Pa1_| Election To Expnnso Certain Property Under Section 179
Note: If you haee d property, compiets Part V bedore you complete Part |
8179 depreciation i whi i T TR
2 Total cost of section 179 property placed in service {see instructiona) 2 236,814,
- - - 3 Threshold cost of section 179 property before reduction in limiation (see imtructiona) 3 2,890,000,
deduction limits app'y & Pcuction infvitobs. Subeac e 3 oen e 2. ¥ 2o o e, e 3 : T
5 Dollar lmtation for tax year. Subbract fre 4 from e 1. 2evo o less, wnter -0-. i married filng
separately, see a0 ] 1,160,000,
[ (A) Dwsorgnan of srageny T (0 Cost avwnens wse ani {€) Emow somt
at both the S-corp and Ses Saremen 3 i Teo. 368
- - - 7 Listed property, Enter the amount from kne 23 VEE ] 0.
IndIVIduaI Ievel 8 Total elected cost of section 170 proparty. Add amounts in cokume (<), nes 6 and 7. 160, 364,
9 Tentative deduction. Enter the smaller of fine 5 or line 8 160,36
10 Carryover of disaliowed deduction from e 13 of your 2022 Form 4562 1 0.
n rcome limation Enter Ee smaller of busmess mcome (not less & of e 5. Senmars, | 1 i
12 Section 179 sxpense deducton. Add lines § and 10, but don't enter more than ¢ 160,364,
'ﬂ. _

8179 is reported on
Form 4562, but
excluded from the total
on line 22

oo

ryover of disaliowsd deduction to 2024 Add lnes § and 10 lng 12 13

Tiobe: Don't use Fart 1 or Pant 111 below for b

[Partll | Special D iation Al (Dom include hsted property. See mstructions )

property | | 27.5yrs | MM | S/

T Noowesidental real | | 39yrs | WM | S/L
property | M | S/L

Section C — Assets Placed in ax Year Using the Alternative Depreciation System

L

12 yrs S
30 yrs MM /L

40 yrs i) 7

21 Listed propedy. Enter amount from line 28
22 Total. Add amounts frox
e compriate s of your retum. Parirerthips aad S corporatons

12. tes 1 Swough 17, et 19 30d 20 in colarm (g), 20 linw 21, Entar bare and o0
trctices
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S-Corporation — Federal 1120S

|P-1 |Farm Income — Cash Method. Complets Parts | and |1, (Azcrual method. Complete Parts Il and 111, and Part 1, line )

o §179 IS NOT reflected 18 Sales of purchased vettock and other resale fems (ses nstructona] 1a
b Coat or otier bas of purchased livestock or cher lsma reparted on ne 13 |_1b]
€ Subtract e 1 from line Ta e
On SChedUIe F 2. Sadins ol Trihuck; pridon, i e olbar produchs you e 2 785,958,
3a Cooperative drirbutions (Formis) 1099-PATR) 3a 100.] 3b Tacable amourt T 100.
43 Agrcultural program payments (tee mitructons) b Tacable amount [
58 Commodty Credit Corporation (CCC) loans reported under slection 5
b CLC loans forfeited 5b| | ¢ Tasabie amount 5¢
6 Crop msurance proceeds and federal crop disaster payments (see nstructons)
& Amount recesed in 2023 & 6b Taxable amount &b
€ H election to defer to 2024 i attached, check heee |:| 60 Amount deterred from 2022 [T
T Custom hire (machine work) mcome ¥ 950.
B Other income, including federal and state gasoline or fuel tax credit
or refund (see instructions) 8 8.
9 Gross income. Add amcunts in the right column (ines ¢, 2, 3b, 4b, Sa. 5, 6b, 6d, 7, and ). If you use
the accrual method, enter the amount from Part 1Il, ine 50. See nstructons. 9 787,086,
IPIII |Farm Expenses — Cash and Atcrual Method. Do not inciuds persenal of Iving sxpensen. See mitrictions
] 23’:'3}1‘?.'1“3.‘5 e 23 Peesion and prefit-sharng plans 73
1N Chemicals n 3,397, Renit or lease (see inptructiona) .
12 Conservation sxpenses & Vetucles, machinery, aguipment | 24a) Eé: 500,
(see instructions) 12 b Other (land, animals, #tc) 24b|
13 Custorn hire (machine work) 12 25 Repars and mantenance = 52 263
14 Dapreciation and section 179 spense % Seeds and plants 2
oo ) 14 Storage and warshousing
15 Employse benstt programs other than Supphes ] 19,494,
o0 e 21 15 4,800,129 Tases = 33,767
16 Feed 16 90,162.,]30 Usities E] 12,352
17 Fertilizers and lime 17 43,560, |7 Veterinary, breeding, and mediine il 25,203
18 Freight and tnking 18 4,269,| 32 Other expermes (specity)
19 Gasohine, fuel, and o 19 38,415,| @ Dues, Fees i2a 24,500. -
e v s vy Zm]
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S-Corporation — Federal 1120S

5 48-1111111 Page &
T S tem: Total amourt
° §179 d d t IS 178 lvestment income 17a 1,368,
e u C I 0 n :‘;J‘on b lnvestment expenses 170,
¢ Davidend distributions pad from accumulated eamings and profits 17¢

accounted for on page 4, S e i B

- Recon- | 18 Income (loss) reconciliation. Combine the total amounts on lines | through 10. From the result
cillation subltract the sum of the amsunts en lines 11 threwgh 12d and 160
I n e [Schedule L | Balance Sheets per Books Begrning of Lax year

Assats ) [ [E]

1 Cash 25, 000

23 Trade notes and accounts recervable
b Less allowance for bad debis

Inventores

U.S. government obhigabona

Tax-exempt securities (see instructons)

Omer cortent as3ets (3t3ch stml)

Loana o sharehoiders

Mortgage and real estate loans

Oer vestments (JCh 10tement)

104 Buildngs and other assets 850,000, 1,051,939,
b Less accumulated depreciation s 749,000, 101,000, ¥ 918,364.5 133,575,

112 Deletable sssets
bLess accumulated depleton (

12 Land (net of any amartization) 3,168,000 3,168,000,

1348 intangible assets (amortizable caly)

b Less accumulated amanization

S Wt e W

T4 Other ansets (attach semt)  Se# 5T 4 23,000 23,000
15 Total sssets 3,317,000, 3,362,275,

Liabilithes and Shareholders” Equity
" 16 Accounts payable
£ V7 Morigages, e, boads poyatle in e e | e 250, 000, 214,165,
o 18 Onder cornent Tudties (3tach e
AgManager s
% 20 Martgages, notee, tondy papale in | yase of mere 399,000, 384,000,
21 Other lotates (Jch atement)




Partnership & S-Corp — Kansas K-120S

. -120 2023 KANSAS —
- Kansas Expensing EAI20EX 2 Coomane e sns = WL
Deduction (election) Forthetuable yearbegnning 01012023  .mdng 12312023

allows additional
deduction for |

depreciation amounts oot

not accelerated (8179 OF e cmiimmimimcimns .
bonus depreciation) via e s
K-120EX
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Partnership & S-Corp — SALT Parity

¢ EIeCtion by partnerSh i p !!(-9 STATEMENT OF PARTNEKRASﬁIngrSS CORPORATE TAX PAID
or S-corporation to pay AR b IR A
KS income tax on behalf ==imimzess
of partners/shareholders

° Kansas income tax expense |- I
treated as a business
deduction for federal ‘ .
purposes, bypassing federal L= * ] e
SALT limitation when [retes lm i i R e T
itemizing '
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How much significance do you place
on an income tax return when making
lending decisions?
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Questions?

Mark Dikeman
dikemanm@ksu.edu
785-532-0516
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