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November, 1976

Dear Mr. Farm Manager,

Income tax management is becoming an increasingly important aspect of farm
financial management. The purpose of the TAXMGT Computer Decision Aid
is to suggest strategies that may help you make your tax management decisions.

This User's Guide is designed to assist you in doing an accurate job of gather-
ing the necessary information to be analyzed and in making a correct interpreta~
tion of the analysis results printed out by the computer. A brief index of the
major sections of this guide follows:

Introduction

Completing the Input Form

Entering the Data into the Computer

Interpreting the Output
Changes in tax regulations make frequent updating of this User's Guide necessary.
This November, 1976, version is intended for use in 1976 and following tax years.
When an updating is required, you will be informed by an appropriate message
at the beginning of the computer run.

With best regards,

The Authors

UMNIVERSITY OF MINNESOTA, US. DEPARTMENT OF AGRICULTURE. AND MINNESOTA COUNTIES COOPERATING



INTRODUCTION*

How TAXMGT Works

TAXMGT, Computer Decision Aid #205, is designed to help you estimate your taxes due
in the current and immediately following year. It then evaluates various tax strategies--
income and expense shifting, depreciable asset purchases and Federal income averaging--
to aid you in making your year-end tax management decisions.

To use TAXMGT you must first record a summary of your income, expenses and other
personal and financial information, projected to the end of the current year, on an input
form. When entered into the computer, the output will then show the current year's
Federal, State and social security taxes due, along with appropriate guidelines for reduc-
ing taxes. For the most useful analysis, you should also input estimates of how your
income and expense situation will be changed next year. Output will then show both the
actual and discounted value of taxes due in the next year. It will also indicate various
strategies that may be used to reduce taxes between the two years.

Assumptions and Limitations

For TAXMGT to be useful, income and expense projections must be accurate. You are
encouraged to modify your data and make numerous runs to study the affects of different
projections on your tax situation. Certain assumptions have been made by the authors:

1. It is assumed that the basic tax calculations will not change next year.
2. In the "spouse's income'" section of the input form (line 130) it is assumed that the
spouse's income is lower than that of the principal taxpayer. If not, enter the

spouse's income as that of the principal taxpayer and vice versa.

3. It is assumed that no income is foreign to the United States or to Minnesota.

TAXMGT was originally developed to be comparable to a similar computer program
developed by Stephen Harsh and Michael Kelsey at Michigan State University (Teleplan/
Touch-Tone Phone Program TT #05, Form 4). Minnesota tax law, however, requires
that computations be quite different.



COMPLETING THE INPUT FORM

The input form for TAXMGT is CDA 205. All blanks on the right-hand side of the input
form are to be completed and entered into the computer. Other blanks are included only
for your calculations.

Input is entered into the computer line by line, using the appropriate line numbers (100 -
250). Each item of data entered into the computer is also assigned an item number.
These item numbers are to be used only when making changes for yext year's situation
on lines 200 -250. :

Name and Address

At the top of the input form you will find spaces to enter your name and address. The
computer will ask for this at the beginning of the run. You have 20 spaces for each.
This information is used only as a heading for your output.

Line 100 - Description of the Analysis

Line number 100 should be used to label your output. If you are making a number of
runs, use this line to identify them.

Line 110 - Farm Income and Expense for the Current Year

Line 110 on page 1 of the input form includes data items 1 through 4. This information
relates to your farm income and expenses for the current year. The corresponding sec-
tion of Form 1040 for each item of data is indicated.

Item 1 - Sales of Purthased Livestock and Other Items Purchased for Resale
(Schedule F - Part ])

a. Total sales to date $ _
b. Estimated sales to end of year + =
c. Less purchase cost -
d. Net profit on items resold
Item 1 - Sales of Purchased Livestock and Other Items 110, ,

Item 1: Enter the net profit on items purchased and resold. On most farms cattle and
hogs from finishing operations are the major items here. This corresponds
to the first section of Part I on Schedule F.



—
Item 2 - Farm Sales and Other Farm Income (Schedule F - Part I)
a. Total sales to date $
b. Estimated sales to end of year
(include gas tax credit from
previous year) +
c¢. Total sales
Item 2 - Farm Sales and Other Farm Income .
item 2: Enter the sum of sales of market livestock, produce raised for sale and other

farm income. Key items to include are custom work, the Federal gasoline tax
credit from last year's return and patronage dividends. This item corresponds
to the section of Part I on Schedule F headed "'Sales of Market Livestock and
Produce Raised for Sale and Other Farm Income'. Where possible, look at
last year's return to check for r.. sonableness.

Item 3 - Farm Deductions (Schedule F - Part I)
a. 'Total farm expenses to date 3
b. Estimated expenses to end of year +
c. Estimated depreciation for year +
d. Total farm deductions
Item 3 ~ Farm Deductions ,
Item 3: This entry corresponds to the total deductions calculated in Part II of Schedule F.

Be sure to keep tract of expenses which could be paid either in the current year
or in the following year. This may help you evaluate the benefits of income and
expense shifting. Such items include farm management association dues and
computerized record keeping fees. Items which might be purchased (and
delivered) near year-end are farm supplies such as tools and repair parts, seed,
fertilizer and major repairs.



Item 4 - Summary of Ordinary and Capital Gains and Losses (Form 4797 and Schedule D)

a. Net ordinary gain or loss
(Form 4797 - Part II)
b. Total short-term capital gains
minus short-term capital losses
plus long-term capital gains minus
long-term capital losses x 50%
(Schedule D - Part III) +
c. Net gain or loss (a + b) '

Item 4 - Summary of Ordinary and Capital Gains and Losses

Item 4: Since gain and loss calculations can be very complicated, we suggest that you
work through your expected year-end gains and losses on Form 4797 and
Schedule D. Item 4 is then the total of net ordinary gains and losses from
Part II of Form 4797 plus the total net gain or loss from Part III of Schedule D.
Note that the 50% long-term capital gain exclusion should be subtracted out
before entry.

Remember to include short-term gains and losses and to deduct the undepre-
ciated cost on purchased breeding livestock. Also, include nonfarm capital
sales such as shares of stock.

Line 120 - Summary of Nonfarm Income

In order to handle self-employment tax and Minnesota income tax considerations, the
principal taxpayer's and his spouse's income must be handled separately. Line 120 con-
tains information about the principal taxpayer's nonfarm income. The spouse's income
is entered on line 130. If the spouse's income is higher than that of the principal tax-
payer, enter the spouse as the principal taxpayer.

Item 5 - Total Wages and Salaries Received by the Principal Taxpayer 120, ,

Item 6 - Farm Partnership Income ’
Item 7 - Other Nonfarm Earned Income , ’
Item 8 - Last Year's Federal Income Tax Paid ’ ’

Item 9 - Last Year's Minnesota Income Tax Refund Received by Principal
Taxpayer or Through Joint Reporting R

Item 10 - Taxable Dividends and Interest ’

Item 11 - Taxable Rents and Other Non-Earned Income
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Item S:

Item G:

Item 7:

Item 8:

Item 9:

Item 10:

Item 11:

Enter the principal taxpayer's off-farm wages and salaries received in the
current year on which income tax and social security were withheld.

Enter partnership income on which income tax and self-employment tax are
due.

Enter all other earned income from the current year on which income tax and
self -employment tax are due.

Enter the Minnesota net Federal tax deduction for last year's taxes paid.
(Federal taxes paid less refund received.)

Enter the amount of last year's Minnesota income tax refund. This amount
will be added to Federal taxable income in the current year.

Enter taxable dividends and interest received in the current year.

Enter other current year income which is not wages, salaries, or self-employed

income.

Line 130 - Spouse's Income

Item 14 - Spouse's Minnesota Tax Deductions

ltem 12 - Spouse's Federal Adjusted Gross Income 130, ,

Item 13 - Spouse's Minnesota Adjusted Gross Income R

(Zero if Item 28 = 0. Use assumes no tax credits.)

Item 12:

Item 13:

Item 14:

kY

Enter spouse's current year Federal adjusted gross income.
Enter spouse's Minnesota adjusted gross income.

Enter spouse's Minnesota Federal tax deduction (usually gross Federal tax
withheld). Enter a zero if the standard deduction is taken (if Item 28 is zero).




Line 140 - Self-Employed Retirement Plan Contributions, Investment Credit and

Itemized Deductions

Item 15
Item 16
Item 17
Item 18

Item 19

- Amount Paid on Self-Employed Retirement Plan 140, ,

- Investment Credit Eligible Purchases with 3-4 Years Life .
- Investment Credit Eligible Purchases with 5-6 Years Life .

- Investment Credit Eligible Purchases with 7 or More Years Life

- Estimate Your Itemized (Joint) Federal Deductions

Item 15: Enter the amount paid during the current year on a self-employed retirement
plan (Keough Plan). Under current limitations, a self-employed individual
can contribute 15% of net income from self-employment up to a maximum of
$7,500 to suchaplan.

Item 16 Enter the dollar amounts of capital purchases made during the current year

to that qualify for investment credit in each of the three depreciable life categories

Item 18: (whether new or used). Be sure to check eligibility.

Item 19: Enter an estimate of your current year's Federal itemized deductions including
last year's State income tax paid. The program will compare the amount
inputted with the standard deduction and select the best option.

Line 150 - Other Current Year Information

Item 20 - Number of Exemptions Claimed . 150, ,
Item 21 - Filing Status:

Item 22 - Is the Tax Year Complete (yes =1, no =0)

single. . ..........(@1)
married filing jointly. . . . (2)
married filing separately . (3)
head of household. . . . . . (4)
widow(er) with dependents . (5)




Itera 20:

Item 21:

Item 22:

Enter the number of exemptions claimed. Persons over 65 receive two exemp-
tions. Parents can claim an exemption for a dependent child. If over 19 and
earning over $750, the child must be enrolled in school at least five months of
the year. Regardless of the child's earnings, the parents must provide over
50% of the child's expenses.

This same value is used to calculate State tax credits. For State tax purposes,
a half-year can be entered as half an exemption. For example, an entry of 4.5
would indicate four full exemptions plus six months. The program would round
up to 5 for Federal purposes.

Enter the number for your filing status for the current year.
Enter a one if the current tax year is complete (after December 31 but before

filing time) and a zero if it is not. If complete, the program will not evaluate
income and expense shifting.

Lines 160 and 170 - Income Averaging

Item 23 - Test Income Averaging? (yes =1, no = 0) 160,

Item 24 - Taxable Income 1 Year Ago 170, ,
Item 25 - Taxable Income 2 Years Ago R
Item 26 - Taxable Income 3 Years Ago ,
Item 27 - Taxable Income 4 Years Ago

Item 23:

Item 24
to 27:

a

If your current year's Federal taxable income is at least $3,000 greater than
the average of your previous four year's taxable incomes, ‘ncome averaging
is available to you. Enter a one if income averaging will be evaluated. If not,
enter a zero and go on to Item 28.

Enter your Federal taxable income for the past four years.
(Form 1040 - Part IIL. ) |

Line 180 - Minnesota State Tax Information

Item 28 - State Deductions 180, ’

Item 29 - State Non~Personal Credits
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Item 28: Enter the principal taxpayer's (or all for married filing) estimate of State tax
deductions. To take the standard deduction (10% of Minnesota adjusted gross
income to a maximum of $1, 000) enter a zero.

Item 29: Enter the total of all non-personal Minnesota tax credits (personal credits are
calculated by the program). These include the credits for agricultural electricity,
pollution control, rent, non-public schools and senior citizens.

Line 190 ~ Next Year's Tax Conditions

Item 30 - Number of Exemptions Next Year ' 190, .
Item 31 - Filing Status Next Year .

Item 32 - After-Tax Discount Rate

Item 30: Enter your expected number of exemptions for next year.

Item 31: Enter the number of your expected filing status next year from those listed
under Item 21.

Item 32: Enter your after-tax discount (present value) rate. This rate is used to dis-
count next year's taxes due to equate the value of tax savings then with tax
savings now. K a zero is entered the computer will assume a 10% rate.

To estimate your discount rate, first consider what is the highest rate of
return you can expect from your money before taxes. Savings bank interest
puts a floor on this rate. Add the expected inflation rate to this rate and reduce
this total by the percent taken by taxes. :

For example, if you feel you can get a return of 8% before taxes on an invest-
ment in your business, that the inflation rate will be 4% in the coming year

and your marginal tax bracket is 33%; estimate your discount rate as follows:

After-tax discount rate = (8% + 4%) x (1.00 - .33) = 8%.



Line 200 - 260 - Estimates of Next Year's Tax Changes

Line # Item # Sign & New Value Explanation
200, '
210, ,
220, s
230, ’
240, s
250, ’

Lines 200 to 260 are used toadjust the previous items (those for the current year) to
estimate next year's situation. Up to six changes can be made. Items which can be
changed are items 1-19. There are two ways to make changes:

1. Estimate next year's value as a percent of this year's. Then enter this as a negative
value. For example, if you estimate that next year’'s sales (item 2) will be 25%
higher than the current year's, enter 200,2,-125.

Enter the value directly. For example, if you estimate that next year's sales will
be $50, 000, enter 200,2, 50000.

[AV]

ENTERING THE DATA INTO THE COMPUTER

To run program TAXMGT, first call out the program: OLD, TAXMGT/UN=4530301.
Then type: RUN. (This procedure may vary on systems other than MERITSS.) The
computer will respond as shown below.

There are two methods of inputting the data: (1) on-line--inputting the data line by line
as the computer asks for it, or (2) by a previously prepared data file as shown here.

When inputting on-line, to signal that you are done inputting data, simply hit a carriage
return.

If you make an error in typing in a line of input, you will get a chance to change it at
the end of the read-in procedure.
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YOUR NAME (20 SPACES) 7 JAMES BrOWN
YOUR ADDRESS (20 SPACES) 7 SCANAHOVIA, MINN
INPUT METHOD ¢1=ON-LINE, 2=LATIA FILE) ? 2

DATA FILE NAME (CR=END PrOGHAM) 7 ABAVWNG

TO SEEZ THIS DATA FILE TYPE YES (NO=CR) ? [E3

100 JA & Jw BAQWN, SCANAHOVIA MINN3 WITH INCOME AVERAGING», 1976
110 1450 75461 38566 1924
120 0 0 O 1740 O 60 200
130 700 7Q0 95

140 0 800 S00 9388 2745
1S0 5 2 0

160 1

170 9734 9728 5876 5563
180 2130 SO

190 5 2 20

200 2 50461

70 CHANGE A LINE, TYPE LINE NOe (Cn=NO MORE)?

" DIVERT THIsS OUTPUT; YES OR (CR=NO) ?

INTERPRETING THE OUTPUT

The output received from TAXMGT will depend upon what input data is included. If only
the current year's situation is entered, it will consist of a table showing the current
year's Federal, State and self-employment taxes due and the corresponding marginal
tax brackets. If next year's situation is entered you will get this same information for
next year's taxes plus, if the current year is not yet complete, a section on income and
expense shifting. ¥ the previous four year's taxable incomes are enfered, TAXMGT
will also indicate whether income averaging is beneficial.

Section I - Estimated Federal, Self-Employment and State Taxes Due

This section provides estimates of your taxable income, margmal tax rate and taxes due
for Federal, State and self-employment taxes.



JA & JW BrOWN» SCANAHOVIA MINNS WIlH INCOME AVERAGING.

£>TIMATED TAX DATA

[0TAL TAa LIABILITY:
TOTAL INCOME & EMPLY 1AX LUE.S
TOTAL DUE BEFOAE TAX CRELITS «$

NEAT YZARS TAX DUS
PRESENT VALUED AT 20:0Zee0e$

TOTAL MAAGINAL TAA RATEecececece
PAESENT VALUED NEXT YEAR's

HATEsessececncscscccscsscsnses

FEDERAL INCOME TAX:
TAXABLE FARM GARO0SS INCOMEesee$
TAXABLE NET FARM INCOMEseeese$
ADJUSTED FEDe GnOSS INCOMEe«o$
FED. TAX DUE WITH AVERAGING..$
INVEZSOIMENT CREDITSecccesscceed
OTHEA TAX CREDITS.........QOCS
NET TAX DUE AFTER CAEDITS5eecee$

MARGINAL FED' TAX HATE.-.....

FEDe TAX DUE W/0 AVEHMAGINGs el
WITHOUT AVERAGING TAX nATEesece

-S0CIAL SECURITY TAXES:
SELF EMPLOYMENT NET EAANINGS.$
SELF‘EM?LOYMENT TAX DUEO.Q...S
SELF EMPLY MAAGINAL/KAiIEcecee$

YINNESOTA ADJUSTD Gr035 INCOME.3
STATE INCOME TAX (COLe Bleeosed
ADJJUSJVED FOn TAX CREDITS
AND SPOUSE TAX DJEecscccesaeed

STATE MARKGINAL HKATEececsccsoss

FOax 1976

12133,
13327,

3632

76911«
3834S .
41229
7604 .
999 L J
180 .
6425«

25.0Z

9785
42.0%

38345.
1209.
0z

38789,
4704.

15.0%

FOiu

32356«

27 14«

37.6%

- 3142

S1911.
13345.
16229 .

1769

22 .03

1743
22+.0%

13345.
1054«
7 94

8790«
442

298 .

10.2%

1977

1976

2 YEAA 1OTAL

16783«

16240 .

9353.

2263 .

L4B57 .

The first five lines indicate your total taxes due. Note that taxes due after credits are
estimated only for the current year. The computer does not have adequate information
to estimate next year's tax credits. Therefore, all comparisons between the current

and next year's situation are made on a beforc credits basis.
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The present value rate equates the value of a dollar of next year's taxes with this year's,
It is important to recognize that a dollar of tax savings next year is not worth as much
to you as a dollar saved now. This is true because a dollar saved now can be reinvested
to earn interest (or a rate of return in the business) in the coming year. Your objective,
then, might be to minimize the total of this year's taxes plus the present value of next
year's taxes.

The total marginal tax rate mdxcates the total percentage of your next dollar's worth of
income which will be consumed by taxes. o

Following this total tax information, the printout breaks down each of the three tax
categories. Under Federal taxes, if income averaging information was inputted, take
special note of whether the program has recommended averaging. In the sample shown,
averaging was beneficial in 1976. If it was not, the fourth line of the Federal tax secton
would read: "Fed. Tax Due W/O Averaging''.

"Other tax credits" include the credit for personal exemptions and the earned income
credit, if eligible. Note that if investment credit plus the credit for personal exemptions
is greater than Federal taxes due before credits, a portion of the investment credit can be
carried back to offset previous taxes paid or carried forward to future years.

Under social security taxes, the marginal tax rate will be the current self-employemnt
rate for incomes up to the maximum set by law (§15,300 in 1976). For incomes over this
maximum there is no additional tax so the marginal rate is zero.

The final section deals with Minnesota State taxes. Note that the marginal tax rate for
State taxes in Minnesota can be quite substantial and should be considered in tax planning.

Section II - Income and ExpenSe Shifting

If it is not yet the end of the year and income and expense shifting is possible before the
books are closed, this section evaluates shifting strategies.

The first table of this section indicates the minimum increase or decrease in taxable
income necessary to change your marginal tax rate.

SHIFT IN INCOME NECESSAAY 10 CHANGE FEDZnAL AND STATE TAx AATES

, 1976 1977
FEDEXAL TAXABLE INCOME ISeeeccee $ 34879 . 9679 .
DECAEASE TO LOGWER FED RATEeseses 3 1270« 1679
INCAZASE TO RAISE FED ntAflEeecscss $ 27133 2321 .
PalINCIPAL'S STATE TAX INCOME [5« S 36659 6660 »
UDECHEASE TO LOWER STATE nATEeeee 3 16659. 1650,
INCREASE TO nAl3E STATE HAlEeees $ 163341 . 340
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Potential shifts are evaluated by first looking at the gross taxes due in each year and
determining whether income or expenses should be shifted to the following year. Two
levels of shifting are then calculated, as shown in the next table. The program first
looks at Federal taxable income and chooses the value from the above table which will
change the marginal tax rate in both years. The first shift evaluated is then $100 greater
than this amount. The second shift is calculated in the same way, but using the principal

taxpayer's State taxable income. .

APPAOXIMATE 1976 & 1977 TAX ARATE3 DJZ i0 SHIFTING
THE INDICATED AMOUNTS OF eee INCOME oee TG 1977

TOTAL MARGINAL TAX RATES (PCT.)

I THE AMOUNT *77 DISCOUNIED
SHIFTED IS: 1976 1977 AT 20.04
OCVER & 2421. (36.3%) 42 .24 352X
OVEn % 16759. (32.9%) (438%) (36+3%)
NONE (36.32) 3762 31«42
NOTE: HRATES INSIDE ( ) INDICATE INCOME AVERAGING wAS USEU.

TAX LIABILITY AFTER SHIFYING eee INCOME oo+ TO 1977

ANT. SHIFTED 1976 1977 1976+77 1976+DISCOJNTED"77
] 2421. 12559. 4087« 16625« 15948.
$ 16759. 6574 9652. 16626, 15017.

NONE 13527. 3256 16783 . 16240.

The resulting output shows the marginal tax rates resulting from these shifts. These
rates can be compared with the marginal rates if no shifts are made. Note that if income
averaging was used, the rate is enclosed in parentheses.

The second table of this section shows the gross (before credits) taxes due after these
shifts. The ideal shift would approximate the lowest two year total of taxes due. Again,
Since the present value discount rate equates dollars saved next year with dollars saved
now, your objective might be to approach the lowest total of this year's taxes plus the

discounted value of next year's taxes.

Following these tables you have the opportunity to test another shift amount. You can
test as many shifts as you desire.
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TEST ANOTHEa 3HIFT?

TO SHIFT EXPENSES TO 1977, INPUT A NEGATIVE VALJES
TO SHIFT INCOME 10 1977, USE A PO>11IVE VALUE:

DOLLAR AMOUNT OF SHIFT TO TEST (CA = NO MORE SHIFTS) 74000

OVEA § 4000 €36.32) 42.2% 35 .23

TaxXx LIABILITY AFTER SHIFTING e+« INCOME eee 10 1977
AMT« SHIFTED 1976 1977 1976+77 1976+DI5COUNTED" 7Y

$ 4000 . 11927« 4664 . 16591 - 15813 .

Section I - Tax Implications of a Capital Purchase

This section examines the tax implications of purchasing additional rapidly depreciating,
investment credit eligible capital items before the end of the current year. Certain
machinery and storage facilities are examples of this type of investment.

TAX REDUCTION IF 31000 IS NOW (1976) €1977)
INVESTED IN NEW CAPITAL 214. T4

TAX SAVINGS THIS YEAR EQUAL A 21.42 AFTER 1AA DISCOUNI IN PRICE.

ALSUMES A 7 YEAR LIFE, FULL INVESTMENT CREDIL» ADVED 20Z FIRST
YEAR PLUS DQUBLE DECLINING BALANCE DEPRECIATION FOn 172 YEAx.

MINNESOTA POLLUTION CONTROL CAEDIT ELGIBLE INVESTIMENTS
PROVIDX AN ADDITIONAL 5% DISCOJNT EQUIVALENT;

FEEDLOT POLLUTION CONTXOL DEVICE5 A 10Z DISCOUNT ON P&ICE
AND MAY AL50 BE EXEMPT FAOM PROPZATY TAXATION.

The tax reduction is calculated by applying your marginal tax rate to the depreciation
available on the new item and adding the available investment credit. A seven year life
is assumed. Depreciation includes additional first year depreciation plus one-half year's

double declining balance depreciation.

Reminder: State tax credits for pollution control have an effect similar to investment
credit.
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