2009 Farm Income Tax
Update

mail: corown@wildbluepella.org
hone: 515-240-9214



Marginal Tax Rates - MFJ
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Marginal Tax Rate A
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Income. Put another way, the percentage of |
that next dollar of income that you'll
actually be allowed to keep is 100% minus
your marginal tax rate.




-$14,600 -$14,600
-$11,400 -$11,400
-$5,737 -$8,170

Marginal Rates
Tax bracket 15.00% 25.00%
Effective SE tax % 14.10% 2.53%

29.10% 27.53%



Federal Depreciation 2009




— Only business assets(>50%), not rental
— Offsets business income & Section 1231 gain

— Can’t be used on inherited assets or related party assets wr?’”
except between siblings 18



Federal Depreciation 2009 A

e Back to $25,000, no inflation adjustment in 2011

e Can be made or revoked on amended return
— Tax years beginning after 2007, ending before 2011



Federal Depreciation 2009 7 W\

— Available for business and rental assets

— Cash boot and traded basis qualifies

-+ Can depreciate 50% of cash paid plus traded basis in "S&S
first year R

— Must elect out by class If not used



Federal Depreciation 2009 L |




Federal Depreciation 2009 h
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e Maximum is $3060
e Maximum with bonus is $11,060
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Federal Depreciation 2009 h

— Maximum of $250,000 Section 179 available



— No bonus depreciation for farm assets



Purchase price
Trade allowance
Cash paid(boot)
Section 179 taken

Cash paid available for bonus dep.

Basis of traded property
Amount available for bonus dep.

50% bonus depreciation

Federal

$600,000
$100,000
$500,000
$250,000

$250,000

$75,000
$325,000
$162,500

$24,375
$436,875
$86,250

lowa
$600,000
$100,000
$500,000

$133,000

$0

$0
$0

$47,294
$180,294
$61,525




Sale or Trade? A

— Will allow $40.000 for old tractor if traded

— Can sell old tractor for $35,000
e Income tax basis of old tractor is $0



Sale/Purchase Trade

Gross farm income $ 135,000 $ 135,000

Depreciation $ (135,000) $ (95,000)

Net farm income 40,000

$
Wage income $ 83,000 83,000
$

$
$

Form 4797 gains 35,000 $ -
$

Total income $ 118,000 123,000

Total federal tax




Sale or Trade? A

— Purchase different type of machinery than
machinery sold






Hedging or Speculation? ™

— Gains & losses only calculated on closed
transactions



» Corporations can only use losses to offset capital
gains

— No SE tax paid on capital gain



Hedging or Speculation? > "
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end and sold at FMV



Hedging or Speculation? AR
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: jays ¢ nedging transe
— Statement needs to be placed in books noting

transaction or ledger account as a hedge.






Hedging or Speculation? > "




Labor Issues A




Section 105 Plans A

— Cash compensation of $2,000
— Prepare books, run farm errands, etc.



Section 105 Plans R

hours worked
— Could not prove wages were comparable



Section 105 Plans A

— Spouse should keep time sheet and record
services performed

— Pay wages on a regular basis
— Separate checking accounts



Paying with Commodities AT

 Employee must have control and dominion over
commodity before it is sold

 Follow the rules!



Related Parties AT

taken Into account



Related Parties A




Capital Gains & Dividends Tax Rates , | -H

— Maximum capital gains rate increases to 20%
— Dividend rate reverts to ordinary tax rates



High Income Year? AT

* Fund retirement plans
 NOL carry-forwards



Prepay Expenses o
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o Can prepay rent due in next 12 months



Defer Income A




Income Averaging i "




e |t depends

Before Income Averaging in 2009

——— e = == Income
2506
15%
Income
25%
15% Income
Income

2006 2007 2008 2009




e |t depends

Before Income Averaging in 2009

——— e = == Income
2506
15%
Income
25%
15% Income
Income

2006 2007 2008 2009







. ow Income Year?




Thank you!
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