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FARMER'S TAX CALFNDAR FPOR 1969

There have been no changes in important tax dates for 1969. Important
dates for New York farmers to keep in mind in regard to tax obligations
are as follows:

January 15 - Deadline for farmers who elect to file an esgtimate of Federal
Tnoome tax due. Parmers may alsofelect to file an estimate of New
York State income tax due on this date. When these estimates are
U uged, the corresponding final Federal and/or atzte returng are due
April 15.

January 31 - Deadline for a farmer to.file Federal income tax Forms W-2
and W-3 if at least one individual was paid $600 or more. If optional
Form W-2 is used Copies S and S-1 take the place of State Form IT2102.1

- Desdline for filing Form 943. This year-end Social Security
report on hired help must be filed by any employer who paid an
employee $150 or more cash wages during the year for agri¢uliural
labor, or who had an employee who performed agricultural labor on
20 or more days for cash wages on time basis. An employeriwho has
made monthly deposits sufficient to cover his full tax liability is
allowed 10 days additional for filing year-end report.

February 17 - Deadline for filing Federal and gtate income tax returns
and New York State unincorporated business tax, unlegs the farmer
elected to file estimates on January 15.

February 28 - Deadline for filing New York State Form 1T2102.1 (or copy
S of Optlonal Form W-2) and transmittal Form 1T2102.4 if at least
one individual was paid $600 or more.

- Also deadline for filing Federal Forms 1096 and 1099 when
at least one individual was paid $600 or more in interest or rent,

April 15 - Deadline for filing final Federal and State income taxes and -
New York State unincorporated business tax for farmers who filed
estimates by January 15. -

Month-End Check - Any farm employer withholding Social Security taxes
From hired men's wages must check at the end of each month to see
if he has accumulated $100 in withholding and employer's contribu-
tions of all employees. If so, the total amount accumulated is to
be depogited at any Federal Reserve Bank or authorized commercial
bank by the 15th of the following month. Federal Reserve Form 511
ig used for this purpose.




TAX FORMS ‘NEEDED BY WEW YORX FARMERS

Federal Forms

1040 - U. S. Individusl Tncome Tax Reburn

Schedule B (Form 1040) - Supplemental Schedule of Income

and -Retirement Income Credit

Schedule ¢ (Form thO)fﬁhPfofit (or Loss) from Businesg or Profession

Schedule D (Form 1040) - Gains and Logses from Sales or Exchanges
. of Property e

Schedule F (Form 1040) - Schedule of Farm Tncome aﬁd_ExpénSes

1040 X - Amended U. S. Individusl Income Tax Return
1065-—‘U4.S Partnership Return of Income

Schedule D (Ferm 1065) - Gazns ‘and Iosses from Sales or Exchanges
crL of Property ,

3468 - Computatlon of lnvestment Credlt
) h136w?mCBmPUﬁéfi6ﬁ"Of Gastdline Tax Credit
W-2.(Qr¢ppti§ggl Forﬁrﬁ—2) ;Hﬁage and Tax Statement
(W3 - Trensmittel Porn | |
10596 and 1099 - Informatlon Returns

Form 9&3 - Employer g Annual (Soc1al Security) Tax Return
for Agricultural Employees .

Wew York State Porms

Individual or Joint Return

IT-201 -

IT-208 - Combined Income Tax Return

IT-204 - Partnership Return (Income and Unincorporated Business Taﬁ)
IT-202 - Unincorporated Business Tax

TT-2102.1 - Information Return (or use Optional W-2)

IT-2102.4 - Transmittal Form



RECENT CHANGES IN FARM TAX REPCRTING

_ Tax Surcharge

The ten percent Income Tax surcharge,which was signed into law
July b, 1968, is retroactive to April 1, 1968. For 1968 calendar year
returns, the ten percent surcharge ig applied by adding 7.5 percent to
the tax if it is $73% or more. If the tax is less than 4734, the sur-
charge is taken from tables on page 10 of Form 1040 instructions. For
gsome taxpayers, these provide either a lower surcharge or none at all.

Reporting Payments to Farm Employees

Optional Form W-2 should be used to report wages pald to and Social
Security tax withheld from farm erployees. Thig replaces the use of
Form 1099, New York State Form IT-2102.1, and Form §8-14 for these
purposes. Copies § and g1 of Optional Form W-2 replace State Form
IT-2102.1; Copy S is sent to the State with transmittal Form IT-2102.4
and Copy S1 given to the employee.

Social Security Tax Rates

Social Security Tax rates move up again on January 1, 1969. Maximum
covered earnings are $7,800 in both 1068 and 1969. At the 1968 self-
employment rate (6.4 percent), the maximum contribution is $499.20. For
1969, the self-employment rate goes to 6.9 percent and the maximum con-
tribution will be $538.20. Employer and employee contributions on covered
earnings are 4.4 percent each in 1968 and 4.8 percent each in 1969.

Federal Gas Tax Refunds

Federal gas tax refund claims are now taken as a credit against
income tax using Form 4136. In addition to the four cents per gallon
gagoline tax, a six cent per gallon lubricating oil tax credit may be
claimed on oil purchased for use other than in a highway motor vehicle.

Gasoline tax credit received must be entered as income on Schedule F
(Form 1040).

For cash basis taxpayers, the 1967 gasoline tex credit is income in
1968 when it was used to reduce the 1967 income tax. For accrual basis
taxpayers, the 1968 gasoline tax credit is income for the same year.

Pax Benefits for Older Farmers

Several changes made in 1964 zre of special interest to older farmers.
ne of the most important of these provides partial exclusion of the gain
on sale of a personal residence for taxpayers 65 and over.

The "ew" Standard Deduction is helpful to many taxpayers 65 or over
since they are allowed a double exemption. A married couple both over
£5 and filing a joint return will not be taxed on an adjusted gross income
of $3,000 or less:

Personal exemptions - ($600 X 4) $2,400

Standard Deduction - $200 + ($100 X 4) 600
Total  $3,000

In addition, they may have up to $200 of tax-free income from
gualifying dividends.



INVESTMENT TAX CREDIT

Buspension Period Rules

The investment tax credit provisiocns of the Internal Revenue Code
were suspended during a period from Cetober 10, 1966 to March 9, 1967.
Few farmers were affected by the suspension because the first $20,000 of
eligible property purchased or placed in use during the suspengion period
was exempt from the suspension and eligible for the credit. There will
be few cases in which suspension period rules will affect income tax
reporting for 1968 or later.

Iimitations on Investment Credit

Total investment credit which may be taken is limited to the amount
of the tax liability up to a2 maximum of $25,000. When the tax liability
is more than $25,000, investment credit is now limited to $25,000 plus
20 percent of the excess over $25,000.

The investment credit may not be taken on more than $50,000 worth
of used assets in any one year.

Property does not qualify if used by a relative before its present
acquisition. This includes spouse, ancestors and lineal descendants, but
not a brother or sister.

Property Which Qnalifieé

Each year some additional clarification is gained on qualifying
property. In general, the credit applies to any depreciable property
used in farming except livestock, buildings and most structural parts of
buildings.

Machinery and equipment items are clearly eligible. These include
not only the common movable items such ag tractors, planting equipment
and combines but also guch stationary items as pumps, stanchions, feed
bunks, and materials handling equipment. Two-way radios, farm office
equipment and an airplane used in the Tarm business will also qualify.
If items qualify except that they are Partly for personal use, claim
investment credit only on the business ghare.

Real property items which qualify for investment tax credit include
water wells, field drainage tile, fences and corrals, depreciable fruit
trees and vines, and storage structures such as silos, corncribs and
grain bins.



T.R.8. has been very reluctant to classify any Tarm storages other
than grain bins and silos as eligible for the investment credit. Any
storage facility which looks like a building is likely to be classified
as a building by I.R.S5. However, a storage facility, such as & medified
air fruit storage, which has no other use and could not be readily
adapted to other uses, appears to qualify under the regulation.

On items where there is some guestion as to the eligibility, it
would seem that the taxpayer's best course is to elaim the credit and
await events.

Computing The Qualified Investment

The investment tax credit is 7% of the "qualified investment" on
eligible property. On a straight purchase of & new or used item of
property, the qualified investment is simply the price paid. However,
in the case of certain trades, exchanges, or replacement transactions,
caleulstion of the qualified investment becomes complicated.

It ig also necegsary to keep in mind that when useful lives of
less than eight years are estimated, only part of the 7% credit is
available. _ :

The foliowing examples will provide practice in determining the
qualified investment.

Qualified _
Transachion Investment Rule

1. New tractor purchased $6,000 On purchaese of new or used
for $6,000, estimated use- : property without & trade-in,
ful.life 10 years, no trade qualified investment is the
involved. cost,
2. -Usged tractor puréhased ‘ $1.,000 Same as 1, but estimated life
for $3,000, estimated use- of 5 years limits gqualified
ful life 5 years, no trade invegtment to 1/3 of cost.
involved.
3. WNew tractor acquired’ - &k, 500 On a non-taxable exchange,
for $3,000 cash and an old basis for investment credit
tractor with a basis of is the sum of cash paid and
$1,500. Estimated useful adjusted basis of traded-in
life of new tractor, 10 item,
years,
L, Wew tractor acguired $6,000 On a taxable exchange, bagis

for $3,000 cash, and live-
stock traded-in with ad-
justed basis of $2,000

but market value of $3,000.

for investwment c¢redit is
cash plus fair market value
of traded-in items.

Estivmted ugefulIife-of
tractor, 10 years.



5. Used tractor acquired $1,000
for $3,000 cash and old

tractor traded-in with ad-

Jjusted basis of $1,000,

estimated life of newly

acquired tractor, 5 years.

6. A used tractor was $1.,000
purchaged for $4,000 to

replace a used tractor which

was sold geparately. The

tractor purchased hag esti-

mated life of 5 years. The

tractor sold had adjusted

basis of $1,000.

When used property exchanged
for used property in a non-
taxable exchange, adjusted
basis of traded-in item not
included in basis for invest-
ment credit, Five year life
limits credit to one-third
of cash paid.

When a used item is purchased
to replace a used item which
was 80l1d, cash paid for the

" newly acdquired item must be

reduced by the adjusted basis
of the item =cld, if the two
are "similar or velated" in
service or use.

In additiocn to the six transactions iliustrated, a special rule is
invoked with respect to investment credit when a casualty or theft lossg

occurs.

Assume thet a tractor with an adjusted tax basis of $4,000 ig com-
pletely destroyed by fire. Tax investment credit of $42C had been taken
on this tractor just two years before (cost $6,000). Subsequent to the

fire, $3,000 insurance was collected.

The rule which applieg is:

If neither the insurance collected nor

the adjusted basis of the lost item exceeds the reduction in the amount

originally subject to investment credit on the lost item, the recapture

rule applies:

Lost item - Tractor, cost $6,000, estimsted life 10 years, amount
originally subject to investment credit $6,000, tractor burned
after two years, insurance collected $3,000, adjusted bagis $4,000,
reduction in amount subject to investment credit $6,000.

In this case, the entire amount of investment credit, ($420) taken
at purchase of the tractor, is recaptured, and added tc the tax in
year of the casualty loss. If a tractor is Purchased to replace the
lost one, investment credit is calculated on it without reference to

the cagualty logs.

If the reduction in the amount subject to investment credit on the

lost item is exceeded by either the incurance collected or the adjusted

bagis of the lost item or both, then the casualty or theft rule applies:

Lost item - Tractor, cost $6,000, estimated life 4 years, amount
originally subject to investment credit $2,000, tractor burned
after two years, insurance collected $3,000, adjusted basisg $4,000,
reduction in amount subject to investment credit $2,000,

In this case, the investment credit originally taken is not recap-
tured, but the basig of a tractor purchased to replace the lost one
must be reduced by $3,000 for calculating invegtment credit, the
legsser of the two items of insurance collected and adjusted basis,
If the insurance collected was $4,200 then the basis of the replace-
ment tractor must be reduced by $4,000 before calculating investment

credit.



The Recapture Rule

If you dispose of an asset before the expiration of the useful iife
on which the credit was computed, you must recompute the amount of the
investment subject to the credit. If the recomputed credit is less than
you have used to reduce your tax, you magt add to your tax liability in
the year of disposition, the difference between the credit taken and the
credit earned.

Example #1: In 1963, you purchased a tractor for $6,000, estimating
a useful 1ife of 10 years. On the 1963 return, you calculated the credit
as 7% of $6,000 or $1420. You had a tax liability before the credit of
$1,000, so applied the entire $420 to tax reduction in 1963.

Tn 1967, you sold the tractor, having kept it more than 4 years, but
less than 6 years., TIts useful life in ycur hands thus entitles you to a
credit of 1/3 of 7% of its cost, or $140. The difference between the
amount taken ($420) and the amount earned ($140) is $280, which must be
recaptured. You attach a statement explaining the transaction, to Form 10hO
and enter $280 on Line 1lb, Page 1, Form 1040, as an addition to tax.

_ Tn disposing of an asset before the expiration of its useful life,
you may find that the credit earned is more than you have actually used
to reduce your iax.

Exemple #2: In 1966, you purchased a tractor for $6,000, estimating
a useful 1ife of 10 years. On the 1966 return (Form 3468), you calculated
the credit as $420. However, you had no income tax to pay in 1966, and
did not use the $L20 to recover tax in former years through carry-back.
Therefore, you added the $420 to unused investment tax credit.

In 1967, you disposed of the tractor. Having kept it less than b
years, no credit has been earned. Because no part of the $420 was used
to reduce tax, nc recapture results on the 1967 return. However, unused
credit must be reduced by $h420.

What Is A Digposition?

When you cease to own the property or cease to use it in a qualify-
ing manner, you have .disposed of it for purposes of the tax credit. If
vou sell it, exchange it, give it away, contribute it to a partnership,
burn it up, or get rid of it through liguidation, you have disposed of
it, and must recompute the credit. If you die before the end of the
ugeful 1ife of the asset, no adjustment ig necessary.

Problems relative to investment credit have arisen in initiating farm
partnerships between father and son. If, in doing sc, the father selis
a ghare of or full ownership of assets to the son which have been subject
to investment credit, the father must recompute the credit on the items
thus disposed of, which may result in the recapture of a significant
amount of investment credit. The son as purchaser, however, is not
allowed the credit, because the credit is denied on all property acquired

L P 5
frem-a—eloge—ralatives

Tt may be advisable in family transacticns to lease rather than sell
the assets which have been subjected to the credit.



DEFRECIATION

Depreciation records sre becoming more and more important in the
preparation of accurate farm income tax reports. Copieg of pasgt returns
do not provide sufficient information for complete and accurate reporting
on most commercial farm coperations. A separate more detailed depreciation
record guch as the one illustrated in the Farmers Tax Guide is suggested.

Item vs. Class Reporting

Entries on the depreciation schedule may be summarized into digtinctly
different classes of depreciable assets. However, the taxpayer must have
his own records kept in enough detail to verify the accuracy of the
summarized schedule. :

In most cases, 1t 1z prcbably best for a farmer 4o continue to use
item accounts rather than grouping machinery, buildings, or cattle. A
separate continuation sheet of Part V - Depreciation may be zttached to
Schedule F if more lines are needed.

Depreciation Guidelines

Internal Revenue Service Publication 456 includes guidelines for
determining reascnable useful Jines of depreciable farm business Property.
Thege include: '

A. Machinery and Equirment ~ 10 yearé

E. Animals:
Cattle, breeding or dairy - 7 wyears
Hogs, breeding - 3 years

Sheep and Goats, breeding - 5 years
C. Fearm buildings - - 25 years

For many classes of depreciable property, no specific ugeful lives
are suggested, and statements are made that the facts in each case should
determine the depreciable life. Depreciation rates should be set in line
with experience on the farm of the taxpayer. IRS Publication 456 S5ays,

"The determination of the useful economic life of an asset
is a matter of judgement and estimate. For this reason, it is
the policy of the Internal Revenue Service, generally, not to
digturb deprecistion deductions. Therefore, adjustments in
the depreciation deduction should not be proposed unless there
is a clear and convincing basis for a chenge."

Depreciable Real Estate

Farmers who purchase property frequently overlock their opportunity
to claim depreciation on depreciable real estate items included in the
purchase and used in the farm business. In addition to farm buildings,
these might include fences, drain tiles, drilled wells, and commercial
orchards or vineyards {investment in trees or vines and trellis aside
from the value of the bare land). Such expenditures are also eligible
for the investment tax credit.



— Tt iz importamt that the tuxpayer keep @ record of-real sstate
purchases and of his allocation of the purchase price te land, buildings
and other depreciable portions of the cost.

T an orchard or vineyard has been grown or a fence erected by the
present owner and the costs deducted on previous income tax returns as
annual operating expenses, then depreciation may not be taken because
the costs have already been charged off.

Recovering Costs of New Orchards and Vineyardg

Amounts speut in setting out new orchards and vineyards must be
treated as capital investments rather than as current operating expenses.

The taxpayer may treat as either capital investment subject to
depreciation cor as current operating expense such expenditures during
the development period of orchards and vineyards as those for cultivating,
spraying, pruning, and taxes. BSome farmers have found it convenient to
treat these expenditures as current operating expenses.

Because the investment in orchards and vineyards has been ruled
eligible for investment tax credit, farmers have an incentive for
capitalizing the costs involved in egtablishing new orchards and vine-
vards. The costs to be capitalized are eligible for the investment tax
credit the year in which the orchard or vineyard comes into production.
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CAPITAT, GATNS AND LCSSES

For income tax purposes, property owned by farmers can normally be
classified awg capital assets, non-capital or ordinary acsets, and hybrid
assets that are sometimes treated as one and sometimes treated as the
cther, depending on the circumstances. Hybrid assets can be further div-
ided inbc Section 1231, 1245 or 125C property.

Capital assets includes almost all property owned for pon-business
or perscnal use like stocks and bonds for investment, resideunce,
car, etc.

Non-capital assets is property held for saile in the usual operation
of tho Tarm business. Apples, potatoes, feeder cattle, feeder lambs,
bob calves, and poultry, are never capital assets.

Ttems that sometimes are, sometimes are not, treated as sales of
capital assets can for convenience sake be called hybrid items.
They include:

A. Sales, exchangeg, involuntary conversions (except for uninsured
casualty and theft losses) of:

(1) Livestock held for drafi, dairy, or breeding purpose for one
year or more.

{2) Parm lend heid for more than six months.

(3) Machinery held for more than six months (except that gain
on such items to the extent of depreciation occurring after
1961 will always be ordinary gain).

(L) Farm buildings held for more than six months, except that
part or all of the gain which can be attributed to deprecia-
tion may be ordinary assets.

B. Cains and losses arising from fire, theft, or condemmaticn of
capital assets.

¢. Casualty losses of insured property.

D. An unharvested crop sold with the land, when the land has been
held for mere than six months.

The farmer must compare gains and losses of these items. If the com-
parison shows a net loss, none of them are treated as capital gains. All
are then entered as ordinary gains and losses under "Property Other Than
Capital Assets," on Schedule D, Part III except casually losses on assets
such as a boat, auto for personal use, etc. These are listed on page 2 of
Form 1040, if deductions ere itemized. If the gains exceed the losses,

all the gains and losses are listed in Fart I, line 5 ¢f Schedule D.

All sales of livestock held for draft, dairy, or breeding purposes
sre listed on Schedule D, as follows:i:
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A. In Part I, line 5, if held for a year or more and there is & gain
on these hybrid items that scmetimes are and sometimes are not
treated as sales of capital assets:

or
B. 1In Part III, line 1, page 2 of Schedule D, if held for less than
one year or if there is a net loss on these items.

Casualty and theft losses of animals held for dairy or breeding pur-
poses for legs than one year and of farm buildings and machinery held for
six months or less are always listed in Part IIT, page 2 of Schedule D.

A casualty or theft less, not compensated for by insurance in_any
amount, of purchased livestock held 12 months or more for draft, dairy,
or breeding purpcses, or of other depreciable farm property held more than
six months, is treated as ar ordinary loss, deductible in Tull, and is
always listed in Part III, page 2 of Schedule D as "Property Other Than
Cepital Assets."

The Rule on Gain Realized From Sale of Farm Machinery (Section 1245 Property)

Gain on sale of all depreciable personal property except livestock,
and all other tangible depreciable property except buildings is ordinsry
gain to the extent of depreciation allowed or allowable on such property
after 1961.

This rule is designed to discourage farmers from depreciating a farm
machine rapidly, selling it &t a "profit" which is only 50% taxsble, then
buying a new machine and receiving the investment credit.

The rule affects such property disposed of in any tax year comencing
after December 31, 1961.

The rule is effective only to the extent of depreciation allowed or
allowable after 1961 on each item concerned.

The rule does not apply to any livestock or to buildings.

Relatively few farmers are affected, because in the normal course of
events, farmers trade in used machinery and equipment, they do not sell cut-
right. 1In the instances where used farm mechinery is sold outright, it
Probably results in a loss as often as in a gain.

Where farm machinery is sold or otherwise disposed of in a way which
results in recognizeble gain or loss, the digposition 1g reported as follows:

A. If there is auy gain on such items, the disposition is reported in
Part II, pege L, Schedule D. The extent of the gain which is
ordinary is determined there.

If the calculation in Part II shows that some of the gain may be
capital, that amount is included with other hybrid assets in the
comparison to determine net gain or net loss from all such hybrid
assets,
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B, If there is & logs on disposition of such items, they are included
in the group of hybrid assets in the comparison to determine net
gain or net loss from all such hybrid assets.

The Rule on Gain From Sale of Farm Buildings {Section 1250 Property)

Rule changes made in 1964 affect classification and reporting of gain
realized from the sale of depreciable realty used in the business, called
Secticn 1250 property. Few farm sales are affected, because a majority of
Farmers use only S-line depreciation on farm buildings.

If the property is held for at least one year and only 8-line depre-
ciation is taken after 1963, no adjustment is necessary, all gain is
capital gain as formerly.

If property is held for 10 years or more, no adjustment is necessary,
regardless of the method of depreciation used.

If property is held for one year or less, gain in the amount of all
depreciation taken including that taken under 8-line, iz ordinary gain.

If property is held for more than one year but less than ten, a "fasth
method of depreciation is used, and gain is realized on the sale, the gain
muist be divided.

1. TDetermine “otal gain realized on sale of the depreciable real
estate.

5,  Determine the amount of additional depreciation taken in excess
of S-line.

3. Determine "applicable percentage" - 100% minus 1% per month for
each month the property is held over 20 months.

A percentage of the lesser of 1 or 2 1is treated as ordinary income,
and to determine the percentage, step 3 must be taken.

Assume a farm ig sold after being held five years. Allocation of sale
price shows gain on depreciable farm buildings of $5,000, The farmer was
using the declining balance method of depreciation, which resulted in $2,000
more depreciation than would have been taken with 8~-line during the five
years of cwnership.

The "applicable percentage” in this case is 60%, because the property
was held 4O months over the 20 month period. ({100% - 40% = 60%)

In this case, the excess depreciation ($2,000) is less than the amount

realized over the adjusted basis $5,000), so 60% x $2,000 = amount to be
treated as ordinary gein.

Gain from sale of Section 1250 property must first be reported in Part
II, Page 1, Schedule D, That part of the gain there found to be "other gain"
"""""" i@‘tﬁéﬁ‘iﬂ@iﬁﬁed_in“hybrid—assetST——If—%here—iﬁ—a—}ess—ea_saiem@£~Seetiﬂﬂ

1250 property, the loss is .included in the group of hybrid assets.
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INCOME FROM WOOD, TIMBER AND CHRISTMAS TREE SALES

The easiest way tc report farm sales of wood and timber ig asg ordinary
incoeme on Page 1, Schedule F. If the wood and timber sold was purchased
standing at a previous date, depletion should be taken as a farm expense
also on Page 1, Schedule F to help offset the income,

Generally, only those who want to increase farm income for Social
Security purposes will find it advantageous to report sales of any sub-
stantial quentity of wood and timber as ordinary income.

Treating Receipts From Sale of Wood and Timber as Capital Gain

Income from the sale of standing timber owned more than six monthe
and sold on the stump on a lump-sum basis, may be treated as & capital
asset and the transaction reported under long-term capital assets on
Schedule D,

Income from the sale of standing timber owned more than six monthe
and sold on a cutting contract or pay-as-cut basis, is grouped with other
"hybrid" items. If total gains exceed total losses, all these items are
entered on Schedule D under long-term capital gains and losses. If total
losses exceed total gaing, all items are listed on Schedule D under pro-
perty other than capital assets. (Part III)

When a farmer cuts wood and timber from his own land and sells the
products, he may treat income as two separate deals. He can proceed as
though he sold the standing timber to himsel? and report any gain as
income from sale of a capital asset. Then when he sells the logs or
wood, any "profit" realized on the cutting and selling deal is ordinary
income.,

Income From Sale of Christmas Trees

Christmas trees which are more than six years old when cut are con-
sidered the same as wood and timber for tax purposes. Here is an example
where trees were raised, cut, bundled, and =old at the roadside by a farmer:

Value of 1,000 trees, on stump $800
Cogt of trees and planting (all yearly growing costs
were taken on annual tax returns wher they occurred) 100
Capital gain on growing operations $700
Proceeds from sale of trees at roadside $1,100
Less fair market value of trees on stump $800
Less expenses for cutting, bundling and hauling 200

$1,000

Ordinary income from harvesting $ 100
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Tand Clearing FXpenges

Since 1062, farmers have been allowed to treat land clearing costs
as deductible expenses, rather than capital charges. Such expenditures
must be for the purpose of making the land suitable for farming, and are
limited to $5,000 or 25 per cent of taxable income whichever is lesser.

Thig rule is separate and apart from the soil and water conservation
expense rule. Not many New York farmers are affected. It is likely that
expenses of this kind have been classified as soil and water conservation
expenses by many farmers in the past, and written off ag an annual expense.

Farm Partnerships

Por federal income tax purposes a partnership is generally said to
be created when two OF more persons join together for the purpose of
carrying on a trade or business, including farming. Each partner contri-
butes in some way -- either money, property, labor, or skill -- and shares
in the profits or losses or both in accordance with agreed proportions.

Reporting

A partnership, as such, does not pay any income tax but must file
an information return on Form 1065 for federal income tax, even though
the partnership has nc net income. These forms show what the income
of the partnership is and how the income ig divided between the partners.

Schedule F should be used to celculate the net farm profit and a
copy attached to both the state and federal partnership return.

Fach partner files his own Form 1040 after he enters his share of
the partnership net profit. It is not necessary for the individual part-
rers to file copies of either Form 1065 or of Schedule F.

Capital gains and losses of the partnership are filed on a sgpecial
Schedule D (Form 1065) then each partner reports his share on Schedule
D (Form 1ckO).

A partaership is not required to file Form 3468, investment credit,
but is required to file a statement showing partnership items on which

the credit was taken and how it was divided between the partners.

Balance Sheets, Form 1065

The partnership return calls for Balance Shects (Schedule F} and
Reconcilistion of Partner's Capital Accounts (Schedule M). Most farm
partners file on the cash basis and do not keep books of account which
provide information for completing these two schedules. Thisg information
hag no direct connection with the computation of taxable income. Inter-
nal Revenue &agke for it merely to get a better picture of partnership
operations. Tt is best to ccmplete these schedules if posgsible. Most

_~paf%ﬁe?ﬁhips—eaﬁ—eemple%e—%he—ba;anee_sh£e$s_as_thsy would a credit

statement. If the schedules cannot be completed, it is probably advis-
able to attach a brief explanation.



16

SCCIAL SECURITY

Farnings Base

The maximum amount of earnings that can count for social security
and on which you pay social gecurity contributions was incressed to
$7,600 on Jamuary 1, 1968, This will not be changed for 1969.

SCCTAL SECURITY CONTRIBUTICN RATES

Rate for Employees and Employers Rate for Self-Fmployed People

Percent of covered earnings Percent of covered earnings
, Hoapital Hogpital

Year OAST*  insurance Total OAST*  insurance Total
1968 3.8 0.6 L4 5.5 0.6 6.4
1969-70 Lo .6 1.8 6.3 .€ 6.9
1971-72 4.6 .6 5.2 6.9 .6 7.5
1973-75 5.0 .65 5.65 7.0 .65 7.65
1976-79 5.0 LT 5.7 7.0 .7 T.7
1580-86 5.0 .8 5.8 7.0 .8 7.8
1987 & after 5.0 .9 5.9 7.0 .G 7.9

#% Federal Old-Age and Survivors Insurance Trust rund and the
Federal Disability Insurance Trust Fund

Farmer's Cption

Farm operators are the only self-employed group covered by social
security that have the privilege of an opticonal method of repcrting
earnings for sccial security. If a farmer's grogg farm income is over
$2,400 but his net esrnings are less than $1,600, he may choose to pay
the social security tax either on his actual net earnings or on $1,600.
If his gross income from farming is not more than $2,400, he may elect
to pay social security tax on 2/3 of his gross income. This option hag
the effect of providing minimum covered earnings of $1,600 per year for
any farmer who has a gross income of $2,400 or more.

Because retirement, survivor and other benefits are computed on the
bagis of average earnings, farmers will almost always benefit by using
the optional method in years of low earnings. In some cases, they will
benefit greatly by doing so.

The optional method is recognition that farm earnings fluctuate
widely from year to year. It provides a means for all commercial
fermers to add to their sccial security earnings on a regular basis.
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RAPID CALCULATCR FOR SOCIAL SECURITY WITHHOLDING
1968 - b,k percent
1969-1970 - 4.8 percent

1968 1969 & 1970
Wages Amount Employee Amount Employee
earned withheld recelves withheld receives
$ 1 $ .ok $ .96 $ .05 $ .95
2 .09 1.91 .10 1.90
3 W13 2.87 J1h 2.86
s .18 3.82 .19 3.81
5 .22 b 78 .ok .76
07 Ll 9.56 .48 9.52
15 .66 1.3k .72 14,28
20 .88 19,12 .96 19.0k
25 1.10 23.90 1.20 23.80
30 1.32 28.65 .M 28.56
35 1.54 33.46 1.68 33.32
Lo 1.76 38.24 1.92 38.08
L5 1.98 43,02 2.16 L2, 84
50 2.20 47.80 2.ho 47.60
55 2.42 52.58 2,64 52.36
60 2.64 57.36 2,88 57.12
65 2.86 62.1h 3.12 61.88
70 3.08 66.92 3.36 66.6L4
75 3.30 71.70 3.60 71.40
80 3.52 76.48 3.8l 76.16
85 3,74 81.26 4,08 80.92
g0 3.96 86::04 L,32 85.68
95 4,18 90.82 h.56- Q0. bk
100 L, ho 95,60 4,80 95.20

Month-End Check

When accumulated deductions plus matching employer contributions
reach $100 or more by the end of any month, these amounts must be deposited
by the 15th of the following month with: a Federal Reserve Bank or commercial
bank authorized to receive them. Federal Tax Deposit Form 511 is now used
for this purpose. Under the new procedures, taxpeyers 1O longer receive
validated receipts to attach to their returns as evidence of payment.
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THE RETIREMENT INCOME CREDIT AND FARMERS

How Much Credit is Allowed

The rules governing retirement income credit againgst the Federal
Income Tax are somewhat complicated. Because they are not easy to
uaderstand, and because fey farmers, even in older age brackets, think
of themselves ag retired, it ig likely that a significant number of
Tarmers who are eligible do not take advantage of this income tax credit.
A summary of the rules will help to indicste the circumstances under
which farmers are likely to benefit. ‘

- To qualify, a taxpayer must meet the "prior earned income test,
mugt have received over $600 or earned income in each of at least 10
Prior calendar years. '

- Fifteen percent of eligible retirement income is allowed as a
credit directly against income tax due. The total allowed cannot be
greater than the tax due.

= The maximum amount of retirement income eligible for the 15
percent credit is $1,52hk, Fifteen bercent of $1,52L ig $299, which
represents the maximum reduction in income tax pogsible Tor a taxpayer.
Few qualify for this amount.

- If both taxpayer and spouse are eligible and each hag retirement
inceme, each can claim the credit, even though filing a joint return.
If both are 65 or over and Tile & joint return, they may use an optional
calculation which grants $2,286 as maximum retirement credit instead of
the standard $1,52k.

- Eligible retivement income for taxpayers under 65 includes only
pPengions and annuities under public retirement systems. Eligible
retirement income for taxpayers 65 and over includes all pensions and
annuities, as well as interest, dividends, and gross rents.

- Eligible retirement income must 'be reduced by amounts received
under Social Security and the Railrosd Retirement Act regardless of age
of taxpayer. Taxpayers 72 and over make no further reductions. Tax-
payers 62 but under 72 must further reduce the eligible retirement
income by a portion of earned income received over $1,200 (one-half of
the amount between $1,200 ang $1,700 and all of the rest). Taxpayers
under 62 must further reduce eligible retirement income by all earned
income received over $900.

- karned income includes alil wages, salaries, and professional fees
received. For baxpayers engaged in a trade or business, such as farming,

- Calculations for the retirement income credit arve made on page 2,
Schedule B, form 10LO,
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Parmers most likely to benefit from the retirement income credit
are those over 65 years of age in the following situstions:

Thoge who still own 2 farm but who have rented it to
another operator.

Those who have scld their farm and receive gignificant
sums in interest or dividends.

Those who are still operating their farms, but who have
slowed down to the point where net farm profits are low, and
who receive significant sums in interest, dividends, or rents
from other sources. '

Few farmers receive income from retirement systems other than Social
gecurity. For this reason, it is rare to find a farmer under age 65 who
will benefit from the retirement income credit,

Parmers over 65 who continue to operate large and profitable farm
buginesses are also unlikely to benefit because their income is derived
largely from the farm itgelf, none of which qualifies for the credit
and some of which will be clasgified as earned income and thus reduce Or
climinate any eligible income from other sources.

Farmers 65 or over should have a general understanding of the
retirement income credit provisions of the Federal Income Tax law., Some
will find that they have been failing to claim credit for which they are
eligible. Others will be influenced in their plans to discontinue active
farming or to change their farming activities.

When both spouses are 65 years of age or older and file a joint
return, they should compute their Retirement Income Credit under the
General Rule as well as under the Alternative Computation. They can
then compare the results and choose +he method which will result in the
greater credit.

Example

Herry and Wilma Grant are both 66 years of age and Tile a joint
return‘for'l968. Harry meets the 10 year prior earned income test but
Wilma does not, Harry recelved in 1968 a taxeble pension of $5,000 from
nis former employer, wages of $1,400 from part-time work, and a‘Social
decurity pension of $1,000. Wilma received Social security benefits of
$500 and wages of $1,300. The rebirement income upon which the credit
is based is debermined as follows:
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Total combined retirement income o 5,000
Maximum amount upon which the credit may be based $2,286
Legs:
Herry's Social Security pension $1,000
Wilma's Social Security pension 500
One-half of Harry's wages over $1,200 )
but not over $1,700 100
Cne-half of Wilma's wages over $1,200
but not over $1,700 _ 50 1,650
Retirement income upon which the credit ig baged $ 636

Therefore, their Joint retirement income credit for 1968 under the
alternative computation is 15 percent of $636 or $95.40.

If the alternative computation were not elected, Harry's retirement
income credit would be determined ag follows:

Meximum amount upon which eredit may be baged $1,524
Less:
Harry's Social Security $1,000
One-half of Harry's wages over $1,200
but under $1,700 100 1,100
$  hol

$hel X 159 = $63.60

Wilma would have no retirement income credit as she did not meet
the 10 year prior earnings test. Therefore, by electing the special

provision, the taxpayers will receive a tax saving of $31.80 ($95.L0
minus $63.60),
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FMPLOYEES' SOCIAL SECURITY AND INCCME TAXES

Regular and Seasonal Farm Help

The law neither requires nor permits a farmer to withhold federal
income tax from wages paid farm help., However, the farmer must report
e11 amounts of $6CO or more paid to any one person. Forms W-2 or
Optional W-2 and W-3 ave used for reporting the amount peid.

A hived man with a gross income of $600 ($1.,200 if over 65 years of
age) or more is redquired to file an income tax return. If a tax is due;
some Tarm employees find they do not have the money needed to pay the tax.
A few farmers withhold from the hired man's wages and make regular deposits
to a savings account in the employee's name with the intent that the
deposits be used to pay income taxes. This provides one answer +to the
problem of being prepared to pay the income tax when due.

For federal income tax, a hired man may exclude from his gross
income the value of any meals, lodging, oY rental value of a house
furnished to him by his employer for the convenience of the employer
vut only if:

1. The meals are Furnished on the business premises of the
employer and for the employee's convenience.

o, Lodging or house rental where the employee is required
to accept such lodging or housing on the business
premises of the employer as & condition of his employment .

It is a farmer's responsibility to make Social Security tax with-
holdings from wages oOr other compensation paid to any worker who earns
$150 or more or who works & total of 20 days or more in any calendar
year. The withholdings plus the employer's matching contributions must
be deposited regularly in a Federal Depository pank. The contribution
rates for employees and employers increase from 4.4 percent to L.8

percent each on January 1, 1969.
Children

Parmers who pay their dependent children for work actually performed
by them can save tax dollars by shifting income from themselves to their
children. A child who earns $900 or less will not owe any Federal or
atate Income tex. If he is under 19 or a full-time student, he may still
be a dependent if his parents provide more than half of his support. The
wages sctually paid to a child appear as a labor expense on the farmer’s
10LOF.

A child under 21 in the employ of his father or mother is not covered
by Social Security.

The spousé‘@?‘miﬁor—ﬁhi}é—undex_thP age of 18 of a farmer - employer

ig not covered by Workmen's Compensation unless the services of guch
gpouse or minor child are under ah express contract for hire.



22

10.

11.

1=2.

FARM TAX 7IPS

The tax surcharge which became effective on April 1, 1968 increases
your 1968 income tax by 7.5 percent (it may be less if the normal
tax is under $734).

Investment credit represents an important tax saving for most farmers.
A doller of investment credit is equivalent to several dollars of
depreciation,

Wew Form 1040 X, Amended U. Q. Individual Income Tax Return, may be
used to correct an individual income tax return for any year. A
farmer who neglected t¢ claim investment credit last year, for
example, mey file 1040 X with Form 3468 attached to claim the credit.

Some older retired farmers can reduce their income tax by using
retirement income credit as computed on page 2 of Schedule B
(Form 1040).

A Tarmer may deduct as a labor expense, reasgonable casgh wages paid
his child for work actually performed by him,

Agricultural employers must withhold Social Security tax from the
wages of any employee who earns $150 or more or who works 20 days
or more for cash wages (except some family employees).

Gasoline tax credit used to reduce income tax must alsc be reported
gs income. Such credit used by a cash basgig taxpayer to reduce 1568
tax becomes income in 1969,

ing systems Provide an acceptable classification of farm expenges
for use in Part IIT of Schedule F. It ign't necesgary to reclagsify
items entered in the records to correspond with the Schedule F
classes.

Many of a farmer's expenses are partly personal and Partly business.
These expenses must be allocated for income tax purposeg. Common
examples of such exbenses are real estate taxes, fire insurance,
electricity, telephone, autoc expenses, gas and oil, and travel
expenses.

In computing net earnings from self-employment, you must claim all
allowable deductions including depreciation.

The optional method of computing net earnings from self-employment
brovides an important benefit to many farmers in years cof low
earnings. :
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13.

14,

15.

16.

17.

18.

19.

20.

21.

Tncome from the sale of livestock held for .deiry or breeding purposes
should always be reported on gchedule D and never on Schedule F.

Depreciaztion allowances are 1ost if not taken in the year they are
allowable. The special 20 percent first year depreciation is avall-
able only the first year depreciation is allowable.

Use of optional Form W-2 for reporting on wages paid farm employees
satisfys several requirements. Farmers who employ help will want to
consider this as a way of saving time in preparing reports.

Partnerships must file Form 1065 and Schedule D (Form 1065) if the
partnership has capital gains or 1ogses. Schedule F (Form 1040) is
used to report farm partnership income and expenses. Cnly one
gchedule F need be filed.

Teax menegement should be aimed first at ueing all allowable exemptions
and deductions each year. :

The sale of a farm and other business assets frequently involves
important tax congiderations. A farmer needs competent professicnal
advice in making arrangements for such a sale.

Complete farm business records are the essential basis for income tax
reporting. Tncomplete records frequently result in paying more tax
than is actually due.

Make a final check of income +ax returns before they are mailed.
Errors in arithmetic, missing Social Security numbers and missing
signatures are COmENON errors. : :

Money items on taX returns may be shown in whole dollars. To do
+hisg eliminate amounts of less than 50 cents and increase amounts
of 50 cents through 99 cents to the next highest dollar.
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RETIREMENT PLANNING AND INCOME TAX MANAGEMENT

Starting in 1968, self-employed persons including farmers can shift
Part of their income to their retirement years by investing in qualified
retirement programs. liberalized provisions of the Self-Employed In-
dividuals Tax Retirement Act of 1962 (Keough Act) now make it possible
and practical for farmers and other self-employed persons to set up a
retirement Program for themselves ang their regular employees on a tax
sheltered basis.

For a consistently profiteble farm business, this kind of retire-
ment Planning can also be good tax management., A retirement plan can
help to create a sound basis for income in later years.for both the
farmer and hig regular employees. It can help to minimize income taxes
by postponement of tax obligation to retirement years when total taxable
income is likely to be less. It also provides a valuable fringe benefit
which can help to attract ang keep competent workers.

Contributiong

Starting in 1968, owner-employees may contribute up to ten percent
of their earned income to g maximum of $2,500 to a qualified retirement
plan., In 1967 ang before, only half of these amounts were deductible;
now they are all deductible.

ALY full-time employees with three or more Years of consecutive
service must be included in the retirement Program. Employees with less
than three years service may also be included. Deposits made by the

his retirement,

Gwner-employees decide each year if they wish to contribute to the
fund. They need not contribute each year. However, if the plan includes
employees, the contribution must be made for them ag required by the plan.

The owner-employee may deduct his contributions and thoge made on
behalf of his exployees and still itemize non-buginess deductions, take
the gtandard deductions or the minimum standard deduction., Contributions

(line 4, Part III). The deductions are e¥plained oa Form 29508E (1968)
which must be attached to Form 1040,
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Tnvestment Alternatives

The funds neay be held or invested in several ways. Meany investment
companies, banks, trust companies and insurance companies have plans for
investment of these petirement funds which are designed especially to
meet the requirements of the Self-Employed Individuals Tax Retirement
Act. These include:

(a) Purchase of nontransferable annulty or endowment contracts
(b) Purchase of special U. S. Retirement Bonds

(¢) Purchase of "eoce amount invegtment certificates” either
nonbransferable or held by a trust

{a) Purchase of mutual fund or investment stock shares to be
held by a bank as custodian

(e) Contributions to a trust or custodial bank account

A1l qualified plans prohibit the payment of any penefits prior to
age 59% years except in the case of death or digability. Distribution
mist have commenced by age 70% for owner-employees and for other employees
at age 70%'or at retirement, whichever is later.

A farmer who decides that he may be interested in setting up a
gelf-employed retirement plan should seek competent counsel. Attorneys,
bankers, tax consultants, investment counselors, and insurance repre-
sentatives can be helpful in choosing & suitable plan which will satisiy
requirements of the Internal Revenue Service.
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NEW YORK STATE AND LOCAL SALES TAXES

If you itemize your deductions on page 2 of Form 1040, the table
below may be-used to help determine the amount of the general State
sales tax to be entered in Part Iv. :

Local sales taxes may be added to the amount shown in the table.
In calculating the additional amount allowed for local sales tax, use
the ratio between the State tax of 2 percent and the_}ocal sales tax.

If the local sales tax was begun or changed during 1968, the amount
claimed must be adjusted to reflect the portion of the year that the tax
was in effect at each rate.

Sales taxes for automobiles are not included in the table and should
be added if applicable, Gasoline taxes are also not included in the table.

NEW YORK STATE SALES TAX TABLE (29 rate)

Income ag shown

on lifie 9, page 1 Family Size (persorg)

Form 1040 1&2 3 L 5 Over 5
Under $1,000 . . . . . . . . $8  $10 $ 13 $ 13 $ 13
$1,000 -"$1,499 . . . . . "y 13 17 18 18
$1,500 - $1,999 . . . . . . 1k 17 21 22 22
$2,000 - gkgg . 0 ] 17 21 25 26 26
$2,500 - 2,999 . . . . . . 20 oL 29 30 30
$3,000 - $3,b99 . . . 23 27 32 3k 34
$3,500 - $3,999 . . . . . | 26 30 35 38 38
$4,000 - $hhog | T 0T 29 33 38 b1 b1
$5,500 - 4,999 . .. L] 32 36 b1 Lh Ll
$5,000 - $5,h05 . . . | 35 39 L L7 by
$5,500 - $5,999 . . .. .. 38 Yo by 50 50
$6,000 -~ $6,509 . . . | | | ho 45 50 53 53
$6,500 - $6,999 . . . . . . 42 48 53 56 56
$7,000 - $7,bg9 . . . | Ll 51 55 59 59
$7,500 - $7,999 . . . | . | L 53 57 62 62
$8,000 - $8,hg0 . . . | | | b8 55 59 €5 65
$8,500 - $8,959 . . . . . . 50 57 61 67 68
$9,000 - $9,499 , . . . || 52 59 63 69 70
$9,500 - $9,999 ., . . . . . 54 61 65 71 72
$10,000 - $10,999 . . . . . 57 65 69 75 76
$11,000 - $11,999 . . . . . 61 70 73 80 82
$12,000 - $12,999 . , . . . 65 75 77 85 88
$13,000 - $13,999 . . . . . 69 80 81 20 93
$14,000 - $1h,999 . . . . | 73 84 85 ok 98
$15,000 - $15,999 . . . . . 77 88 89 98 103
$16,000 - $16,999 . . . . . 81 92 93 102 108
$17,000 - $17,999 . . . . . 85 96 97 106 113
$18,000 - $18,999 . . . . . 89 100 101 110 118
$19,000 - $19,999 . . . . . 93 104 105 11k 123

$20,000 and over . . . . . . 9% 108 108 118 128
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NEW AGRICULTURAL FROPERTY TAX FXEMPTION
POR CERTAIN FARM AND HORTICULTURAL BUILDINGS

A 1968 amendment to the Real Property Tax law provides limited
exemption Trom taxabion of certain puildings and structures eggential to
the operation of agricultural and horticultural lands. The exemption
applies to taxable status dates occurring on and after January 1, 1969.
This has been interpreted to mean that an eligible building which was not
on the 1968 assessment roll and which was completed cn or after January 1,
1969 will gualify for the exemption. :

The new section follows in full:

Section 483. Exemption from baxetion of structures and buildings
essential to the operation of agricultural and horticultural lands.

1. Structures and buildings eggential to the operation of lands
actively devoted to agricultural or horticultural use and actually used
and occupied to carry out such operation which are congtructed or re-
construched subsequent to January 1, 1969 and prior to Jenuary 1, 1979
shall be exempt from taxation to the exbent of any incresse in value
thereof by reason of such construction or reconstruction for a period of
five years.

o, g@uch exempbion shall be spplicable only to structures and bulldings
necessary to the operation of lands which have been actively devoted to
bona fide agricultbural and horticultural production for a period of not
less than two consecutlve years prior to the date of application.

3. The term "structures and puildings" shall include: (a) structures
and buildings or portions thereof used directly and exclusively in the
rﬁﬁh@amimw&mtmnfm*%leofa@ﬁmumwﬂdehmtmmmwmlcmmmﬁn
ties or necegsary for the gtorage thereof, but not structures and buildings
cr portions thereof used for the procesging of agricultural and horticul-
tural commodities, or the retail merchandising of such commodities;

(b) structures and buildings used to provide housing for reguler and
essential employees and their immediate families who are primarily employed
in connection with the operation of lands actively devoted to agricultural
and horticultural use, but not including structures and buildings occupied
ag a residence by the applicant and hig immediate family.

i, The term "lands actively devoted to agriculbural or horticuitural
use" shall mean lands not less than Five acres in area actuslly used in
bona fide agricultural and horticulbural production and operaticn carried
on for profit.

5, Such exemptlon Prom taxaebion shall be granted only upon an
application by the owner of the building or gtructure on a form prescribed
vy the state board. The spplicant shall furnish such informetion as such
board shail reguire. Such application shall be filed with the assessor
of the city, town, village or county having the power to assess property

For taxation on oy vefore the—appropriate taxable ghatue date of such

city, town, village or county.
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6. If the assessor ig satisfied that the applicant is entitled to
an exemption pursuant to this section, he ghall approve the application.
Such structureg or buildings shall be exempt from taxation as herein
provided.

f. The assessed value of any exemption granted pursuant to this
section ghall be entered by the assessor on the portion of the asgessment
roll provided for property exempt from taxation. An exemption granted
pursuant to this section shall continue only while the buildings and
structures are actually used and occupied azg provided herein, but in no
avent for more than Tive years.

8. In the event that land or buildings or gtructures in agricultural
or horticultural use are converted +o non-agricultural or non~horticultursl
use during the period of an exemption granted pursuant tc this section,
the structures or buildings upon which the exemption was granted shall be
subject to roll-back taxes for the Period during which the exemption wag
operative. Structures and buildings subject to roll-back taxes shall be
taxed ag provided herein, :

(a) Notwithstanding any limitations contained in section 550 of
this chapter, the assessors of the appropriate assessing unit ghall enter
on the taxable portion of +the assegsment roll of the current year the
assesged valuations of the structures or buildings on which exemption wag-
granted in any prior year or years at the assessed valustion or valuationg
as set forth on the exempt portion of the agsessment roll cor rolls.

(v) The amount of roll-back taxes shall be computed by the appro-
Priate tax levying body by applying the applicable tax rate Tor each such
brior year to the asgsessed valuation, as set forth on the exempt portion
of the assessment roll, for such structures or buildings for each such
brior year during such beriod of exemption,

(c) Such roll-back taxes shall be levied and collected in the same
manner and at the same time as other taxes are imposed and levied on guch
rolil.
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FEDERAL INCOME TAX
SUGCESTIONS FOR PART-TTME FARMERS AND COUNTRY DWELLERS

People who work in town and live in the country sometimes derive in-
come from their rural holdings. This income may be in the form of land
or bern rent from a neighboring farmer, in the form of Government payments,
from the sale of farm products, or other farm income. The manner in which
such income and asscciated expenses should be reported to Internal Revenue
depends on the kind and amounts involved. The following guesticns and ans-
wers may help to clarify the Tederal income tax responsibilities of non-
farmers who have scme farm inccme.

1. Who is a farmer? For tax purposes, if you receive at least two-thirds
of your gross income from "farming” you are a farmer. Farmers use Fed-
eral Form 1040, Schedule ¥, to caleulate their net earnings for tex
purposes. Farmers must pay their tax by February 15.

2. What ig hobby farming? I & farm is operated for recreation or plea-
sure, and the exXpenses are in excess of receipts, the expenses are
regarded as non-deductible perscnal expenses, and the receipts may
be omitted from gross income. If receipts exceed exXpenses; however,
the excess must always be included in income. If the taxpayer can
show that he ig attempting to show a profit, his farm operations will
generally not be classified as a hobby farm. If losses reported
exceed $50,000 for five consecutive years, the operations will defi-
nitely be clagsified as hobby ferming, and expenses disallowed.

3, How do non-farmers report income from farming? Any non-farmer mey
ee Federal rorm 1040, Schedule F to report income and expenses related
to farming, regardless of the smount. However, small amounts of both
income end expense can be reported on 1040B as "other income.” It is
suggested (this is only a rule of thumb) that if farm income is from
more than one source or exceeds 4500, & farm Schedule 1040F be com-
pleted and filed with the Federal return Form 1040.

li, What sbout quarterly ectimetes? Farmers are not required to file
quarterly estimates TPecause they file their returns by February 15
instead of April 15. If your gajor source of income is wages or
salary subject to withholding, but you receive soume income in addi-
t+ion from farming, or other scources, you probably should file quar-
terly estimates. Generally, all taxpayers who receive enough out-
side income to require payment of $40 or more in tax in addition to
tax withheld, must file the gquarterly estimates,

5. Can a part-time farmer take depreciation? I you can show that you
are &ttempting to make a profit on your farming, you can offset income
with all appropriate expenses, including depreciation. TFor example,

if you are renting out your barn, you can take depreciaticon on your
investment in the barn. If you are renting land, you can depraciate
your investment in tile drains snd fences. You cannct depreciate land.
&, What abouﬁminddmé'ffommﬁbod}'timbéf;'or'Christmas-trees?--Small-amountsu
ST income from these sources maey be reported on the farm Sehedule 1O4OF.
You are allowed to recover your original investment in trees as a deple-
tion allowance on Schedule F. TFor larger amounts of income from sale
of wood, timber, and Christmas trees, it may be possible to use Sched-
uile D and receive gains treatment on at least s portion of such income.
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7. Can a part-time farmer earn Social Security benefits from farm inccme?
If you had net earnings of $400 or more from Tarming and less than
$7,800 in wages, you must pay Social Security tax on the farm esrnings.
If you had less than $EOO net from farming, but at least $6C0 gross
income from farming, you may get Social Security credit from farm in-
come if you want, Use Form 1040, Schedule F and F1 to calculate and
pay the gelf-employment tax.

8. Where should income from rural recrestion facilities be reported? A
farmer or a non-farmer with minor income from renting campsites, boatg,
etc., may report this income on 10LOB as "other income." If such
income is substantial, Schedule C, Form 1040, should be filed and the
recreation facilitieg thus reported as a separate business.

9. What Federal tax schedules should be used to report income to part-time
Termers and country dwellers? The following table lists common items
of income to part-time farmers, and forms which may be used to report
this income.

Source Torm to Use

Rent of land or buildings Schedule B, Form 1040

Rent of houge Schedule B

Interest and dividends Page 2, Form 10L0

Sale of wood, lumber, Schedule F, Form 1040, for

or Chrigtmas trees small amounts. Schedule D
for larger amounts.

Sale of fruit, berries, garden produce Schedule F

Sale of honey or maple products Schedule F

Sale of standing hay Schedule F

Tructor or machine work for neighbors Schedule ¥

Sale of egges and chickens Schedule I

Sale of livestock held for zale Schedule F

Income from Government farm Programs Schedule F

Soil and gravel sales Schedule F

Nursery stock, flowers and plants Schedule ¥

Sale of livestock held for dairy Schedule D, Form 1040

or breeding purposes
Sale of house lot or other land Schedule D, Form 1040

Wages from occasional farm work Form 1040

Small amountsg of income from almost any source may be reported on

page 2, Form 1CLO. For a business other than s farm, use Schedule C,
Form 1040. Income from 21l sSources must be combined cn Form 1040 to
calculate the tax due.
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QUESTIONS AND ANSWERS ON THE NEW YORK STATE PERSONAL TIHCOME TAX

The new State Income Tex Law now conforms closely with the Federal
Internal Revenue Code.

Farmers must compute their Federal income tax, then cerry the adjusted
gross income over to the appropriate State form. There is no New York State
farm tax form.

New York adjusted gross income is the basis for computing the New York
personal income tax and with few exceptions is the same as Federal adjusted
gross income.

it is not necessary to compute capital gains and losses separately in
arriving at New York adjusted gross income because all capital gging and
capital losses are automatically included in New York adjusted gross income
to the same extent they are for Federal income taX.

Guestions and Answers sbout New York Returns

1. Who must file a New York State income tax return; when is it due?

Tvery New York resident who is required to file a Federal income
tax return for the taxable year must file a New York State income tax
return. Tt will also be necessary te file a return if a tax refund is
being claimed, even though the individual is not otherwise reguired %o
file & return. The New York State return is due at the same time the
Wederal return is due.

2. Who must file a New York Declaration of Estimated Income Tax?

A declaration must be filed by every taxpayer (except farmers )
whose total New York income from sources other than wages is expected
o exceed $600 times the nunber of his exemptions, plus $h00.

3, Are Farmers Required to File a Declaration of Estimated Income Tax?

No. If two-thirds of total New York adjusted gross income 1s from
farming, no estimste is required for either New York persconal income tax
or for New York unincorporated business tax. Farmers'! £iling dates for
both are the same as for Federal income tax.

e

L. What is New York adjusted gross income?

New York adjusted gross income is computed by starting with Federal
adjusted gross income and adding or subtracting some income items which
were exempt from Federal tax but not Trom State tax, or vice versa.

5. What itemg must be added to Federal adjusted gross income to arrive at
Wew York adjusted gross income?

The following sre the most common items which must be ADDED to
Federal adjusted gross income:

A, TInberest on bonds of states or localities other than New York,
the income from which is exempt from Federal income tax.
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6.

7.

Interest or dividend income on bonds or securities of any
U. 5. avthority exempt from federal tax but not from state
ihcome teax..

Any income tax deducted as a business expense or otherwise
in computing Federal adjusted gross income, (Néw York State
unincorporated business tax)

What items may be subtracted from Federal adjusted gross income to

arrive at New York State adjusted gross income?

-The following are the most common items which may be SUBTRACTED
from Federal adjusted gross income:

A.

Any interest on United States bonds which was ineluded in the
taxpayer's Federal adjusted gross income.

Any pension received by a retired officer or employee of New
York State or its cities, etec., which was inciuded in the
taxpayerts Federal adjusted gross income. Thig applies to
pensicng paid by New York State and related retirement systems.

A refund of income tex from New York State or any other taxing
authority if the refund was included in Federal adjusted gross
income.

A portion of any gain from sale of property included in Federal
acjusted gross income if the property had a higher adjusted
basis on December 31, 1950 for New York State income tax rur-
poses than for Federal income tax purposes. The amournt which
mey be subtracted is the difference in basis. (If the gain is
considered a long-term capital gain for Federal income tax
purposes, the amount is limited to 50 per cent of the differ-
ence in basis.)

Federal State

Tractor bought January 1, 1958--Basis $3,500 $3,5C0
Depreciation allowed -1,260 - 700
Ad justed basis December 31, 1959 $2,2L0 $2,800
Amount State basis exceeds Federal $560

How are these additions and subtractions made when a husband and wife

file a joint Pederal income tax return but elect to Tile separate New

York State income tax returns?

The husband and wife must each first determine his or her own
separate Federal adjusted gross income as if separate Federal returns
had been filed. Then each must meke the necegegary additions or sube~
tractions 4o his or her own Federal adjusted gross income. To compute
their tax on such a separate basig, a husbarnd and wife will use a
single form (IT 208) which is included in the resident packet IT 201 P.
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10.

11,

12.

13.

1L,

May a taxpayer use different methods of computing depreciation for
Tederal and New York income tex purposes if he was using different
methods prior to 19607

lo. Since the computation of New York adjusted gross income starss
with Federal adjusted gross income, the same depreciation deducticn
allowed Tor Federal income tax purposes must be used for New York income
tay purposes.

Is it necessary to compute separately capital gains and losses in
arriving at New York adjusted grogs income?

No. All capital gains and capital losses automatically are included
in New York adjusted gross income to the same exbent they are for Federal
income tax purpcses. Note: For New York unincorporated business tax
income, capital gains are included at 100 per cent.

Eow doeg the tax investment credit affect the New York State income tax
returnt

The State does not recognize the investment credit feature of the
Federal tex structure. No calculations, adjustments, or entries are to
be made on the State returns relative to invesiment credit.

1f a husband and wife each have separate income, and filed a joint
return for Federal, is it an advantage to file a New York combined
income tax return?

If they both have separate income, they should compute their tax
on the resident return IT 201 and on the combined form IT 208, and use
the return that is most advantageous. Sowmetimes the combined form will
result in & lower tex because more of the income is taxed in lower
trackets.

What deductions are allowed for New York income tax purposes?

A standard deduction of ;O per cent of New York adjusted gross
income, which may not exceed $1,000, is allowed to every taxpayer not
claiming the New York itemized deduction.

Is the New York standard deduction of a husband and wife computed the
same s for an individual taxpayer?

Yes, if they file a joint New York return. But if they file separ-
ste New York returns, the total standard deduction for both is limited
to $1,000 or 10 per cent of their combined New York adjusted gross
incomes, whichever is less.

Is the standsrd deduction of & husband and wife filing separate New
York returns the same as their Federal standard deduction?

No. Tt is baged on New York adjusted gross income and may be

divided between the two returns in any manner. (The Federal standard
deduction of a married person filing a separate return is limited to

$500.)
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15.

16.

7.

18,

Must & taxpayer use the gtandard deduction for New York income tax
Urposes? :

Only if he used the standard deduction for Federal income tax
purposes. If he itemized his deductions for Federal income tax pur-
poses, he may elect either to take the standard deduction or itemize
his deductions for New York income tax purposes.

What additional deduction may an individual add to hig Federal itemized
deductiong to arrive at the amount of the New York itemized deduction?

Up to $150 for life insurance or endowment policy premiums, net
after dividends, upon the life of the taxpayer. If a husband and wife
file a Jjoint New York return, a deduction may be claimed for such pre-
miums up to $150 actuailly paid on each cne's life.

If a husband and wife file a joint Federal income tax return but file
separate New York State income tax returns on the combined form IT 208,
what exemptions are allowed?

The husband and wife are easch allowed a New York exemption of $600
for each Federsl exemption to which he or she would have been entitled
if separate Federal returns had been filed.

Is irbome tax paid to Hew York State deductible on the Federal return?

The State income tax and, except in the case of a partinership,
the State unincorporated business tax, are not deductible on Federal
Schedule F as business expeunses. They are deductible on Schedule 1CH0
if deductions are itemized. The unincorporated business tax is not
deductible because it is a tax on net income ingtead of gross income
and is therefore considered a personal rather than business egpense
(see Federal Tax Guide for Small Businesses).
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QUESTIONS AND ANSWERS OF THE NoWw YORK STAYTE UNINCCRFCRATED BUSINESS TAX

1. What is the unincorporated business tax and what farmers musgt file?

This is a tax, in addition bto the income tax, levied on the net
income of unincorporated businesses, including farm businesses operated
by individuals or by partnerships.

Every farmer or farm partnership with a gross income of more than
$10,000 from the farm business must file. It is possible, but highly
unlikely, that a fermer with less than $lO 000 gross could have over
$6 250 net and thus be reguired ed to file a return.

2. What income is considered in calculating unincorporated business tax?

For & farmer on a cash basis it includes:

A. Net farm income from page L of Federal Schedule F; pius:

B, All the gain from sale or exchange of real or personal prop-
erty (including livestock held for draft, breeding or dairy
purposes) carried as business assebs (except real property
held cutside New York State).

C. Plus other business income.

3. What form is used and what ig the filing date for the unincorporated
business tax?

Form IT 202 for the individual. Form IT 204 for partnerships.
The filing date is February 15, the same date persconal income tax
is payable. It should be attached to the personal income tax return.

L, TIs there any allowance for taxpayer's services or personal exemption?

Yes. Up to 20 per cent of the total net income from the business
or $5 000, whichever is lower, is allcowed for the personal services of
the taxpayer. In addition there is & flat statutory exemption of $5,000
(if business was conducted for a full 12 months).

5. What credit toward the unincorporated business tax can be taken after
the tax ig computed?

An amendment to the unincorporsted business tax law includes a pro-
visgicn for & credit for the entire amount of the tax, 1f the tax is $100
or less end a gredusted reduction of the tax if it is between $100 and $200.

€. How are capitael gains and losses treated for the unincorporated business tax?

Capital gains and losses from the sale or exchange of stocks, bonds, or
regl egtate carried as business assets are fully texable and deductible,
respectively.

T. May a loss from operating a farm business be carried forward to offset
future income subject to the unircorporated business tax?

Too

8. BSuppose & man has two or more unincorporated businesses, does he Tile
separate returns for each business?

No. The operations of the businesses must be consolidated.



