Introduction to Schedule F

Taple of Contents

General INformation ... ————— 1
Entities filing Schedule F............eie e 3
Qualified JOINT VENTUIE .....viiiiee e 3
COMMUNILY INCOME v e 4

S Te] aT=To (1] [ SRS PPRPPRRFPPR 5
Accounting MEthOAS. .....coooie i 7
Cash MELNOA ........ciiiiiiii e 7
ACCIUAI METNOA. ... 9
Crop METNOA. ....cii i 10
Combination METNO .......cooiviiiiiiii e 11
Schedule F heading ...c..ooo oot 11
Material PartiCIDATION ... ..veeeieeiiiiiie e 12
Farm inventory reporting....... e e e e eeeeeees 15
Uniform capitalization FUIES...........vvvvvvviiiiiiiiiiiieiiiieieieeev et 16
Inventory valuation MEethOdS..........uvvviviiiiiiiiiiiii e 18
Change in accounting method ..........coooviiiiiiiiiiiiiiiiieeeeeeee e 20
Farm INCOME .....oiiieeerr s 23
Cash MENOA ........ciiiiiii e 23
ACCrual METNOA. .....oiiiiiiiiiii e 24
Sources of farm INCOME.........uiiiiiie e 25
Sales of farm ProdUCTS .......coeeiiiiiiiiiie e 26
Sales due to weather CONAItIoNS ........ccovvviiiiiiiiici e 26
INCOME frOM COOPEIALIVES .....vvvviiiviiiiieiviiiiiee ettt 30
Agricultural program pPaymMmentsS........oooeiiiiirieieee e 35
Commodity Credit Corporation (CCC) 10ans...........cvveeeiieeeeieiiiiiiieieeeee, 44
Crop insurance proceeds and disaster payments........ccccocvvvveeriinnnninnnn. 45
Custom hire (Maching WOIK) ..........uuviiieieeiiiiiiee e 49
BarteriNG v 49

© NATP



Introduction to Schedule F

Easement and right-Of-Way ...........ciiiiiiiiiic e 49
Cancellation Of At ........uviiiiiiii 50
Farm rental INCOME .......coiiiiiii e 59
Sale Of farm asSSets ... 61
DeprecCiation rECAPIUIE .....i it e e e e e e aaaeee 63
LIVESTOCK ¢ttt 65
Income averaging for farmers........oouuucceoi i 67
Filing Status Change ... 68
Effect on other tax determinationsS............evvveeiiiiiiiii e 69
Alternative MiniMmUM TaX ........evviiiiiii e 70
SCNEAUIE U .. 71
Deductible EXPENSES.......cccccocemmnnnnnmmnnmmmnmmmnmmmmmmmmmmmmmmmmmm e m e m e mm e e 98
Prepaid farm SUPPHES ..ccuuuuucei et e e 99
DEAUCTION TIMIT 1.t 100
EXCEOPHIONS .. 100
Prepaid livesStoCK fEEA ......uuuuiiiiiieeieeccee e 101
PUrChase VS. AEPOSIT. . uuuuriiiiie i e e e 101
BUSINESS PUMDOSE .ttt ee e e eeeeees 102

No material distortion Of INCOME..........ooiiiiiiiiiiei 102
ltems purchased for resale .........occueeiieieiiieee e 103
Chickens, seeds and young Plants........coooeeeeeoiiiiiiiiieeeen 103
Capitalizing Costs Of Property.........oocccceeeiiiiiiii e 104
Breeding fEES ...uiiiiiiie e 104
Conservation EXPENSES ......eeiiiiiiiiiiiiieieeeieeeeeeee e eeeee e e e e e e e e e e e e e e eeeeees 104
Fertilizer and liMe.......ccumiiiiee e 105
INSUFANCE ... 106
Advanced PremMIUMS .....evveeei et 106
Business interruption iNSUraNCe........ovvi i eeaaans 107
Life insurance 10 SECUre @ loan ... 107
Self-employed health iINSUraNCe.........ccoooeeiiiiiiiic e 107

Vi © NATP



Introduction to Schedule F

INTErEST ... - 108
Allocation OF INEIEST......ovviiiiiii 108
DedUCTION TIMIE ... 109

BUSINESS USE Of NOME ... 110
ElGIDIIY ..t 110
ReguIar USE TEST ... . 112
Principal place of busiNesS teSt .....viiiiiiiiiii e 112
Determining business use of home deduction ..........cccccceeeiiiveieiviiiiiinns 114

HIred [aDOF ... 135
Property for serviCes reNdered.......ceevveeeiiivieiiiiiii e e e 135
Child aS an eMPIOYEE.......uuuuiiiiiiiiiiiiiiiiiiiiirirr e 136
CUSTOM NIME L. 136
NONAEAUCTIDIE PAY ...vvviiii i e e 136

Repairs and maintenance ..........cooooe oo 137
BEtEIMENT ... 137
AJAPTATION 1o 138
RESTOIATION L.ttt 138

RENT OF 1€8SE...ciiiiiiieeee s 139
LLEaSE OF PUICNASE .vvvveiii it e e e e e e e e aaanne 140
Conditional sales CONraCt .........cuvvvviiiiiii e 140
MOLOr VENICIE I8ASES......ciiiiiiiiiiiiicc e 141

L= (TP 141
AlIOCALION OF TAXES ...civiiiiiiiiiiiii 141
EMPIOYMENT TAXES ..vvvviiiiiiiiiiiiiiiiiiiii e 142
HIghWaY USE 1AX.....ivviiiiii i e e e e e aaaeee 143
[NCOME TAXES ...ttt eees 143
SAIES TAXES .t 143
Self-eMPIOYMENT TAX ..uuviiiiiiiiiiiiiiiiiiiiiir e 143

Tenant NOUSING EXPENSES .....cceieeiiiee s 143

Marketing quota penalties ........coooooi e 143

© NATP Vii



Introduction to Schedule F

L0 1 T gC T q o1 =Y TS 144
Part personal/part business eXpPeNnSES .......ccccuveeieiiiieiiiciiieeeeee e 145
Reasonable allocation ............c..eviviieiiiiiii 145
Nondeductible eXpenses........ccccv e, 145
=T 01 =Yo7 F- 1 £ ] o RS 146
FOMM 4582 ... 147
Capital EXPENSES. it 149
PlIACEA IN SEIVICE ....vvviiiieeieei et 150
[AIE PIOPEIY .t 150
IMACRS . . et 151
RECOVENY PEIHOUS ...ttt 152
CONVENTIONS ...ttt 154
MACRS depreciation methodS .........uvvvvvviiiiiiiiiiii 157
BoNUS depreCiation ............vvveiieiiiiiiiiie 159
AMOITIZATION ... 160
§179 EXPENSING .ttt 162
Farm VENICIES......coo i 170
Standard mileage rate ........oooooiiii oo 170
Actual expense Method .........cvvvvviiiiiiiii 171
Substantiation requUIreMENtS...........c.uvvvviiiiieiee e 173
Limitations on farm l0SSES .......cooiiiiiiiiiiiie e 174
ATFISK TIMITS e 174
Passive activity IMitS ...........oveiiiiiiiiii 175
EXCESS DUSINESS I0SS MUIES .....ovviiiieeiiiieee e 175
Tax Adjustments and Credits ... 185
Qualified business income deducCtion...........ccoooiiieeiiiiiiee e 185
Domestic production activities deduction .........c...cceeeeiiiiiiiiiiiccienneeceenns 185
QBID/DPAD on Form 1099-PATR ........ooiiiiiiiee et 186
Fuel tax Credit ... ..o 190
FarMiNg PUIMIOSES ...vvvvvieiie i e e eeeeeeiiiiis s e e e e e ee et e e e e e e e aae e neaeeeeaeannes 190

viii © NATP



Introduction to Schedule F

UIMAtE PUICNASEN ...uviiiiiiiiiiiiiiiiiiiiiiiii e 190
Credit OF FEfUNG .....iiiii e 192
FOM 4ABB .. 193
INCIUSION 1N INCOMIE....eiiiieie e 195

Y=Y 1 BT =T o] 0] (o) Y0 0 =T o A - G 199
Self-employment tax rate ....cooeeeveiiiiiiiiiiiieeeeeeeeeeee e, 199
Self-EMPIOYEA. ... .o 199
Sare farmMer .......vviiei e 200
(@70] a1 =T d =T an 411 T TSP 200
4-H club or FFA PrOJECT ..o 200
g gl=To [ o =gt L= €TSS 201
Self-employment €arNiNgS......ccueiieiiiiiiiiiieeiieeeeeeeeeeeeeeeeee e e e e e e 201
More than ONE DUSINESS .........vviiiiiiiicei e 201
COMMUNILY PrOPEIY ©evvieiieieeee ettt e e e e 201
LOSt iNCOME PAYMENTS ..ot 202
GAIN OF JOSS ..ttt 202
Wages and Salaries ......oovvvvviiiiiiii 202
Conservation Reserve Program (CRP) payments.........ccccvvvvvvvvvvvvvvnnnnnn, 203
Landlord participation in farming ..............eeeeveeiiiiiiieiiieiiieiieeeieeieeeeeee, 203
NEt OPErAtiNG [OSS ...ttt eeeeeeees 204
Methods for figuring Nnet €arnings .......oooveeeveee e 204
Regular METNOA .......uviiiiiiiiii e 205
OptioNal MEtNOAS. ......iiiiiiiie e 205
Reporting SE 1aX....cccooiiieeiiee e 208
Self-employment tax dedUCHION ........uuvvviiiiiiiiiiiiiiiiiiiiiiiieiee e 208
JOINT FETUMN. ... 208
Community Property INCOME ...uueii et 209
Completing Schedule SE..........ooo e 209
Part | — Self-EmMployment TaX.........ueeveeiiiiiiiieeeee e 211
Part Il: Optional Methods to Figure Net Earnings ............vvvvvvvvvvvvvvnnnnne, 216
Part lll: Maximum Deferral of Self-Employment Tax Payments ............. 221

© NATP



Introduction to Schedule F

[ [0 01 o) VN =4 1 1 1= SO 227
Hobby vs. Profit MOtIVE. ... 227
Factors determining profit MOLIVE ...........vvvvviiiiei 227
Presumption Of Profit.......coc i 232
Impact of hobby determination ... 235
Reporting hobby INCOME .......covviiiii 235

Hobby deductions and [0SSES .........coiviieeiiiiiiiiiiiii e e 235

TaX CoUrt @nalYSiS......uueeieeiiieiiieiie e 236
TS e 237
Breeding actiVIty.........uuuiiii e e 237
Operational NiSTOrY ....oooooe i 238
Breeding faClItIES ......vvvieiiiiiieeeeee e 240

L TeTeTe] (0] 2(=T=" o] e SRR 241
Marketing @CHIVITIES ... ...vviiieiiiiiiiiiiiiii 242

SAIES ACTIVITIES . ...t 243

TIMe and EffOrt.......oviiiiiiii 243
Federal INCOME taX MEIUMS .. ..ovviiiiiiiiiii 244
ResuUlts Of IRS @UAIT.......coiiiiiiicccee e 245

TaX CoUIt OPINION ...viiiiiiiiiieee e 245

1T [ G 259

X © NATP



	About NATP
	Commitment
	Acknowledgment
	Course Description
	Objectives

	Table of Contents
	General Information
	Entities filing Schedule F
	Qualified joint venture
	Community income

	Schedule F
	Accounting methods
	Cash method
	Accrual method
	Crop method
	Combination method

	Schedule F heading
	Material participation

	Farm inventory reporting
	Uniform capitalization rules
	Inventory valuation methods

	Change in accounting method

	Farm Income
	Cash method
	Accrual method

	Sources of farm income
	Sales of farm products 
	Sales due to weather conditions
	Income from cooperatives
	Agricultural program payments
	Commodity Credit Corporation (CCC) loans
	Crop insurance proceeds and disaster payments
	Custom hire (machine work)
	Bartering
	Easement and right-of-way
	Cancellation of debt
	Farm rental income

	Sale of farm assets
	Depreciation recapture
	Livestock

	Income averaging for farmers
	Filing status change
	Effect on other tax determinations
	Alternative minimum tax
	Schedule J


	Deductible Expenses
	Prepaid farm supplies
	Deduction limit
	Exceptions

	Prepaid livestock feed
	Purchase vs. deposit
	Business purpose
	No material distortion of income

	Items purchased for resale
	Chickens, seeds and young plants

	Capitalizing costs of property
	Breeding fees
	Conservation expenses
	Fertilizer and lime
	Insurance
	Advanced premiums
	Business interruption insurance
	Life insurance to secure a loan
	Self-employed health insurance

	Interest
	Allocation of interest
	Deduction limit

	Business use of home
	Eligibility
	Regular use test
	Principal place of business test
	Determining business use of home deduction

	Hired labor
	Property for services rendered
	Child as an employee
	Custom hire
	Nondeductible pay

	Repairs and maintenance
	Betterment
	Adaptation
	Restoration

	Rent or lease
	Lease or purchase
	Conditional sales contract
	Motor vehicle leases

	Taxes
	Allocation of taxes
	Employment taxes
	Highway use tax
	Income taxes
	Sales taxes
	Self-employment tax

	Tenant housing expenses
	Marketing quota penalties
	Other expenses
	Part personal/part business expenses
	Reasonable allocation

	Nondeductible expenses
	Depreciation
	Form 4562
	Capital expenses
	Placed in service
	Idle property
	MACRS
	Recovery periods
	Conventions
	MACRS depreciation methods
	Bonus depreciation
	Amortization
	§179 expensing

	Farm vehicles
	Standard mileage rate
	Actual expense method
	Substantiation requirements

	Limitations on farm losses
	At-risk limits
	Passive activity limits
	Excess business loss rules


	Tax Adjustments and Credits
	Qualified business income deduction
	Domestic production activities deduction
	QBID/DPAD on Form 1099-PATR
	Fuel tax credit
	Farming purposes
	Ultimate purchaser
	Credit or refund
	Form 4136
	Inclusion in income


	Self-employment Tax
	Self-employment tax rate
	Self-employed
	Share farmer
	Contract farming
	4-H club or FFA project
	Married partners

	Self-employment earnings
	More than one business
	Community property
	Lost income payments
	Gain or loss
	Wages and salaries
	Conservation Reserve Program (CRP) payments
	Landlord participation in farming
	Net operating loss

	Methods for figuring net earnings 
	Regular method
	Optional methods

	Reporting SE tax
	Self-employment tax deduction
	Joint return
	Community property income

	Completing Schedule SE
	Part I – Self-Employment Tax
	Part II: Optional Methods to Figure Net Earnings
	Part III: Maximum Deferral of 
Self-Employment Tax Payments


	Hobby Farms
	Hobby vs. profit motive
	Factors determining profit motive
	Presumption of profit

	Impact of hobby determination
	Reporting hobby income
	Hobby deductions and losses

	Tax Court analysis
	Facts
	Breeding activity
	Operational history
	Breeding facilities
	Recordkeeping
	Marketing activities
	Sales activities
	Time and effort
	Federal income tax returns
	Results of IRS audit
	Tax Court opinion


	Index 

