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General Thoughts

• Many tax deductions are missed due to insufficient records
• Good records provide details for tax and long-range planning
• Having a long-range farm plan helps provide insights to the 

needs for records to achieve/accomplish the plan
• UT Extension MANAGE program assists farmers with developing 

long range plans, budgeting, and establishing record keeping 
systems.

• For more information contact your local UT Extension office and 
request appointment with area farm management specialist



Today’s Topics
• Current tax law issues
• Reporting Livestock sales correctly
• Depreciation changes (bonus depreciation & Section 179) 
• What are IRS auditors looking for?
• Tax Reducing Tips
• Like kind exchanges 
• Qualified Business Income Deduction (QBID)
• Net Operating Loss
• Estate Tax exemption update
• IRS & 401K beneficiary rules change 
• Records - use and systems



Current Tax Issues

• Filing Deadline extended to July 15, 2020! (state deadlines vary)
• Standard Deduction: Single-$12,200, MFJ- $24,400, HOH- $18,350
• Personal Exemption = $0
• Tax Rates: 10% (up to $9,700 single, $19,400 MFJ), 

12% (up to $39,475 single, $78,950 MFJ), 
22% ( up to $84,200 single, $168,400 MFJ)
24%, 32%, 35%, 37%

• SALT deduction – state & local tax deduction for income or sales tax
Maximum $10,000 ($5,000 MFS)



Types of Livestock Sales

•Two major types: Calves or Breeding Livestock
•Calves – Raised vs Purchased
•Breeding Livestock = Animals raised or 
purchased for the purpose of breeding

•Heifers, Cows and Bulls – Raised vs Purchased
•Extension Publication D42 – Livestock Sales –
Understanding Tax Impacts







Livestock Raised for Sale

• Example 1. Farmer A raised a group of calves to 500 
pounds each. When sold, the income is reported on 
Schedule F, line 2 (Sales of Livestock, Produce, Grains 
and Other Products You Raised). The marketing 
expenses and transportation costs of selling the animals 
are deducted as farm expenses on Schedule F. 





Livestock Purchased of Resale

• Example 2. Farmer B purchased a group of calves at 250 
pounds each and sold them when they reached 500 pounds. 
The income from the sale is reported on Schedule F, line 1a 
(Sales of Livestock and Other Resale Items). The cost of the 
calves when purchased is reported on Schedule F, line 1b (Cost 
or Other Basis of Livestock or Other Items). The difference is 
reported on Schedule F, line 1c. Other expenses incurred in 
the feeding, care, marketing and transportation are deducted 
as farm expenses on Schedule F. 





Schedule F income is subject to income and self-employment taxes
Breeding livestock sales do NOT go on Schedule F



Breeding Livestock

•Tax treatment depends on:
• Whether animal raised of purchased
• How long animal was held (owned): cattle or 

horses owned 24 months or longer = long term
• Whether sale resulted in a gain or loss

•Sales reported on Form 4797 not Schedule F



Farmers tax Guide (Pub 225) and/or Instructions for Form 4797 
explain where on form sales are entered.



Raised Breeding Livestock

• Reported on Form 4797 not Schedule F
• Example 3. Farmer C sold a 4-year-old raised cow for $1,100. 

The expenses of the sale are $125, and these are deducted 
from the gross sales price to arrive at a gain of $975. This 
gain is a long-term gain since the cow was held at least two 
years and is not subject to self-employment tax. This gain 
would be combined with other gains and losses to determine 
net gains and losses for the year. 



Purchased Breeding Livestock
• Reported on Form 4797 not Schedule F
• Example 4. Farmer D sold a cow purchased four years ago. The cow was 

purchased for $1,300 and sold for $1,250. The amount of depreciation 
taken was $867, and the expense of the sale was $125. The gain from the 
sale of the purchased cow is calculated as follows: 

• Gross selling price $1,250 
• Original cost $1,300 
• Add expense of sale + 125 
• Less allowable depreciation - 867 
• Adjusted basis $ 558 
• Gain realized $ 692 



Cost of Incorrect Tax Reporting
• If Farmer D had mistakenly reported the sale of the cow for $1,250 

on Schedule F as raised livestock with no basis, the entire amount 
would be considered ordinary income and would also be subject to 
self-employment tax. Depending on the farmer’s adjusted taxable 
income from all sources, if the farmer is in the 10 percent tax 
bracket, the overpayment of income tax (10%) and self-employment 
tax (15.3%) in this case could be about $300. 

• In years when a farm has an overall loss, improper reporting reduces 
the loss and could increase taxes owed, as less income from other 
sources (off-farm, investments, etc.) would be offset by the reduced 
loss. 



Holding Period Rules
• Long-term Capital gain holding period generally is 24 months of 

cattle and horses and 12 months for other livestock.
• Other important rules:
• There are some exceptions to the holding period rules for situations 

like weather-related sales of livestock. 
• If an animal is raised with the intent to become breeding livestock 

and it is determined the animal is sterile and the animal is sold 
within a reasonable time, it could be considered breeding livestock. 

• A farmer who is selling an entire herd of animals, generally, could 
consider the younger animals that would have become breeding 
livestock as such for tax purposes. 



Livestock Sale Reporting Summary

• Separate reporting of livestock sales FOUR ways:
• Calves raised
• Calves purchased
• Breeding Livestock raised
• Breeding Livestock purchased

• Make sure your tax preparer understands!



Depreciation
• New Equipment – 5 years
• Used Equipment – 7 years
• Bonus Depreciation 100% through 2022, 80%-2023,…

• New equipment only
• Section 179 Deduction–max $1,020,000, cannot create loss
• Small equipment under $2500 can be expensed
• Purchase of asset should not be based on a need for depreciation
• Can a new asset increase income or reduce labor and expenses?



What are Auditors looking for?

• Proof of Profit Motive
• Business / Farm Plan
• Separate records / accounts
• Continued education/training
• Changes / improvements to become profitable
• High off-farm income



General Farm Tax Reducing Tips

• Prepaying Expenses – Feed, Fertilizer, Seed, etc.
• Must be purchase not a deposit

• Paying Children under age 18  - no SE tax
• Income Averaging
• Deferring disaster or crop insurance payments-

• Sale in following year must be normal practice
• Timber sales – establish basis (value) in timber



Like Kind Exchange

• Only Real Estate (land & buildings) qualify – must 
follow rules carefully

• Trade in of equipment – NOT a like kind exchange
• Trade in tractor – value of trade-in shown like a sale (may 

require recapture of depreciation). 
• Generally allows depreciation of full cost of new tractor. 
• Often reduces self-employment taxes.



QBID – Qualified Business Income  Deduction

•Began in 2018, replaced domestic production 
activities deduction

•More farms quality for QBID
•20% deduction
•No profit = no deduction



Net Operating Loss

• Maximum $250,000 single ($500,000 MFJ)
• Farmers allowed 2 year carryback.
• Can carry forward indefinitely
• NOL Carry forward can offset up to 80% of income
• Easier to carry forward
• Non farms not allowed carryback



Estate Tax Exemption & IRAs

•2020 Federal Estate Tax exemption = $11,400,000
•Secure Act passed in 2019 impact:
•Retirement accounts – IRA, 401K

• 2020 Law Changes!
• Required minimum distribution (RMD) required 

now at age 72
• Change to beneficiary withdrawal rules



Records

• More details always better
• Separate from family / home expenses
• Record system must be one you will use
• Record Book, Quicken, Quick Books, Spreadsheet
• Assistance available to set up farm record keeping 

system
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