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Today’s Topics

* Whatis a farm business?
- Employee Identification Number (EINs)
« Tax exemptions
» Business structure options
+ Business planning
* What are farm budgets?
+ Finding cost of production
« Production vs. taxes
* Details are a must for success

« MSU resources
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What If There Are No Profits?

Produce profit in
2 out of 7 years /
A

@

)

IRS will extend time
period

Must carry on
activities
to seek profit
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How does IRS
decide your farm
is seeking profit?
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IRS Considers:

Methods of Operation
» Operate in a businesslike manner

* Any business losses are from:
+ Circumstances beyond your control
+ Normal start-up costs of farming

» Future profits are expected

- From appreciation of assets used in
farming activities

MICHIGAN STATE
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IRS Considers:

Profit Motives

» Time and effort spent on farming
indicates intention to be profitable

* You depend on farm income for
your livelihood

» Methods of operation change in
order to improve profitability
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IRS Considers:

Historical Performance

* Farm has past success making
profit using similar methods

* Profitis made in some years and
amount of profit earned

* You (or your advisors) have needed
knowledge to carry on a
successful business
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Does Farm Need To Become A Business?

Does tracking expenses or
“for profit” activities take away
from farm enjoyment?

Choice rests with Is farming more

for recreation or added

farm owners family income?

Hobby farms must still report
any income to IRS
(Even if only sold to neighbors)

"
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Benefits of a Farm Business

Deductions

Capital assets purchased are “depreciated” and treated as “expense”
Tax e Farm expenses offset farm income

Exemption

Businesses don’t have to pay “sales tax” on inputs (i.e., fertilizer, chemicals)
Sales Tax * Requires completing “MI Sales and Use Tax Certificate of Exemption — Form 3372”

MICHIGAN STATE
LNI\ERSlTV.EXtenSIon
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* Sole proprietors

Depends on business structure
» Corporations and partnerships require EINs

« Not needed, but can get EIN if desired
« Most small or beginning farms are sole proprietors

Where can | obtain an EIN?
* IRS directly — apply online (www.irs.gov)
* Fill out Form SS-4 and submit to IRS

» Tax Accountant can assist

» Limited Liability Companies (LLCs) require EINs, if:
« Two or more members
- Single member and hiring employees
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Structure

Sole Proprietorship

Business Structures

Description

One person. You are the business.

Easy to
Form/Exit

Potential Tax
Savings

Gov't
Payment
Limits

Balanced
Books

Payroll

Partnership

Similar to sole proprietorship but
allows for more than one person.

Limited Liability Company
(LLC)

Liability protection of corporation
without the start-up complexity

S-Corporation

Corporate liability protection, but
more like an LLC than C-Corp. Splits
income between wages and pass
through income.

C-Corporation

Corporate liability protection, but
subject to double taxation. Allows for
tax free fringe benefits.

X | X | X | X
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Depends on a few factors:

When Should Transition to Business Happen?

Income reaches a level that

Expenses reach a level that

Personal choice and desire

~N

there are significant tax
implications
J
~N

hobby is no longer
affordable

to pursue “business”

ﬁ
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Start with separate
checking account for

your new business

e Can also open a savings
account, but not always
needed

How Should Transition to Business Happen?

Decide which
business structure
works best for you

e Obtain EIN number and
file paperwork (if needed)

ﬁ




MSU Beginning Farmer Resources

MK | Extension
How To Get Started
Develop a Business Plan | Building a K
. M
_ _ Sustainable
 Blueprint of how your business starts . L
Business -,
i . . A Guide to Developing a Business Plan i . 8
* Guidebook of how business intends to grow P il M Siimipeen ﬂ

Marketing

( Plan
p

/
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How To Get Started

Do they
translate into
a business?
What are your
passions
about raising
produce? Sg;jes What goals
do you want
to achieve?

ﬁ
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Business Planning Starts With — Marketing Plans

+ Farm businesses must have products consumers are willing to buy

* Markets and Market Strategies
- What are you marketing?

» Meat, eggs, fruit, vegetables, dairy, + Features
: : * Sales Promotion . i
processed products, agri-tourism, etc. ik i . : g;"ﬂ“d‘;g
H * Public Relations . i
- How are you marketing?  Direct marketing il
« Where are you marketing? Wi
- Who is your competition is the market?
* Ch J ;
. Mg::’e’::ovemge : ::E,: sgtraregy
’ H : :los::?::em * Allowances
* 4P’s of Marketing s + Discounts
« Transport * Payment terms

- Product, Price, Place, Promotion

ﬁ
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Business Planning Starts With — Marketing Plans

SWOT Analysis (active)
» ldentify internal and external factors that are helpful and harmful to achieving farm goals

« Don’t simply ask “what is?”
- Focus on “What do you do about it?”

— STRENGTHS WEAKNESSES = STRENGTHS WEAKNESSES

] ©

s What do we do best? In what ways can we g How can we leverage How can we mitigate

= get better or improve? = our strengths? our weaknesses?
OPPORTUNITIES THREATS I OPPORTUNITIES THREATS

© ©

c What opportunities are What trends, conditions, c How do we exploit the How can we dissolve

g available to you? or competitors pose a 5‘_’ opportunities available the threats we face?

threat to us? to us?

10



MSU Beginning Farmer Resources

MICHIGAN STATE | .
Ty eRs Ty | Extension

Business Planning

Business Description

Marketing
« Who are you? glay

S
*  What do you do?

2aes ) Your K
Farm
- Business

*  Where are you located?

*  Who are the farm owners?

* What business structure is your farm?

Financial Plan Operations

MICHIGAN STATE | .
Ty eRs Ty | Extension

Business Planning

Management and Organization

Marketing
« Who s involved in business? gl

N
* How are tasks being divided?

Management

i YOUT .

74
Farm
» What professional services are part of 0
your management team? BUS' neSS

Organization

* How are employees managed?

Financial Plan Operations
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Business Planning
Operations
Marketing
*  What do you produce? Plan

*  What methods are used to produce it?

Management
&
rganization

Business
Description

Your
Farm
Business

* How are methods managed?

*  What risks are you exposed to and
how are they managed?

Financial Plan Operations

MICHIGAN STATE
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Business Planning Finishes With — Financial Planning

Does this
business plan
make financial

sense?

Balance Sheet: Income Statement: Cash Flow Statement:

Financial eWhat do | own? Did business e Where cash came from?
Statements eWhat do | owe? make or lose e Where cash went?
help answer money last year?
that question Difference is
Value of Business

Farms starting
out many not
have a lot to put
on these

statements
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plan

AgPlan Features

Business-Type
Templates

i

AgPlan is designed to
provide customized
assistance to different
types of businesses.

Ag - Commaodity
Ag - Value-Added
Organic Transition
Personal Plan
Small Business

Editor

\J

4

»

Our feature-rich type editor

acts just like your
computer's word
processor. For each section
of your business plan write
a condise statement that
will let readers quickly
understand the key points
you want to communicate.

Tips, Resources &
Samples

Q

Each section of your AgPlan
business plan includes
Tips, Resources & Samples
to help you create the best
business plan possible!

agplan.umn.edu

Reviewers

A

AgPlan allows you to share
your business plan and
interact with your business
advisors, educators, or
consultants,

@_‘: i Center for Farm

Financial Management

MICHIGAN STATE | Extension

UNIVERSITY|

Where Do Farm Budgets Fit Into All Of This??

13
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What are Farm Budgets?

» Goals for the year
(Production and Financial Achievements)

* Reflection of farm’s capabilities and concerns
(Strengths, Weaknesses, Opportunities, and Threats)

* Reasonable and accurate expectations
(Historical “Cost of Production” vs Present Day )

* OQutline path to success
(What Can We Do To Achieve Our Goals?)

ICHIGAN STATE :
Uy IVERSh Y | Extension

Why is Cost of Production a Big Deal?

Managers Cost of production Comparing

improve decision-making is a financial current budget
by understanding past representation of helps guide and improve
performance past performance financial performance

14
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How Do We Find Cost of Production?

What is it not?

Only input costs (variable)
» Fertilizer, chemicals, fuel, etc.

Based on IRS Tax Return

* Income & expense from multiple years
Receivables/inventory sales (from 2020)
Production sales/costs (from 2021)
Pre-paid expenses (for 2022)

What is it?

All costs to operating

» Fertilizer, chemicals, fuel (variable)

* Farm insurance, land rent, labor (fixed)

» Depreciation (wear and tear on assets)
Not the same as taxable depreciation

Based on Production Year

* Production sales/costs (from 2021)

* Pre-paid expenses (for 2021)

* Receivables/inventory value (from 2021)

ﬁ

MICHIGAN STATE
UNIVERSITY

Extension

How do we go from taxes to production year?

Farm Tax Record Book

MORCAN STATE
EXTENSION

Recordkeeping System
for Crop Production

15
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Sweet Corn Example (5-acre farm)
Actual
+ + - =
Pre-paid (2022) In Year (2023) Pre-paid (2023) Actual 2023
for 2023 Cash Transaction for 2024 Total Expense Cost/Acre
Seed S 500.00 | $ 1,050.00 | $ 600.00 | S 950.00 | S 190.00
Nitrogen S 300.00 | § 425.00 | S 250.00 | S 475.00 | $ 4 95.00
Balance Sheet  Income Statement Balance Sheet
"Tax Return"
What led to the differences?
+ Unforeseen Circumstances? pasned
. Management Decisions? Pounds/Acre Price/Pound Erost Acre
Seed 15.00 S 12.00 | $ 180.00
Why so similar? Nitrogen 240.00 S 0405 Y 96.00
« Everything according to plan?
+ Can we repeat what we did? F-
MICHIGAN STATE -
UnTvERsTTy | Xtension
Sweet Corn Example (5-acre farm)
Actual
= o + =
12/31/2022 Sales 12/31/2023 Actual 2023
Accts Receivables In Year (2023) Accts Receivables Total Income  Gross Income/Acre Crates/Acre $/Crate
[s 2,000.00 | $ 14,500.00 | $ 2,500.00 [ §  15,000.00 | $ 300000 32000 [$ 938
Balance Sheet Income Statement Balance Sheet
"Tax Return"
What led to the lower yield? Planned
* Production impacts? (i.e., weather) $/Crate rates/Acre  Gruss Income/Acre
* Management Decisions? (i.e., planting, spraying) [income E 9.00T =) E 3,060.00
What lead to the higher price?
* Higher market demand?
* Marketing efforts? =
* If so, can we repeat them? ’i

16
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Farm Records... MUST HAVE DETAILS!!!
Expenses Income
Seed can't just be "seed" Sales can't just be "sales"
Seed "cucumbers" units sold (dozen, crates, cwts)
Seed "pumpkins" price received

Seed "sweet corn"

Fertilizer can't just be "fertilizer" Sales can't just be "sales"
Fertilizer "cucumbers" units sold (bucks, does, etc)
Fertilizer "pumpkins" price received

Fertilizer "sweet corn"

Feed can't just be "feed"
Feed "minerals"
Feed "concentrate"
Feed "hay"

MICHIGAN STATE

UNIV[RSITV|EXten5Ion

Details are a MUST
for Success

Farms track production details (Why?)

» Understand farm’s abilities
(Production history and potential)

* Recognize areas of concern
(Limitations to reaching potential)

* Address concerns & improve performance
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SIMPLE
Details are a MUST FARM MANAGEMENT
for Success
RECORD KEEPING BOOK
Same reasons apply to farm records
Farm Record Keeping Book
» Understand what farm has achieved ear: Start Date: End of Year:
. e . # Tvps of ary A9 Value | QTY i Value Balance
(Profitability, Cash Flow, Business Growth) Livestock Weight Weight
* Details allow true comparison to industry
(Identify Areas of Concern)
» Records are foundation to this year’s plan
(Detailed Records Provide a Guide)
I

MICHIGAN STATE

uN IV ERsT Ty | Extension D E M a N D

Reso u rces Ava i Iab I e . . Developing and Educating Managers and New Decision-makers

E-3423: Farm Management Experience Resource Guide

E-3411: Introduction to Cost of Production and Its Uses

to Cost of Pr
and Its Uses

Jaman, p——

Available at:
www.canr.msu.edu/demand/
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_ Let us know
Session Survey i
how we did!
https://msu.col.qualtrics.com/jfe/form/SV_3vFK3I2yTsdYWO?2 ﬁ
MICHIGAN STATE | Extension

UNIVERSITY

MSU is an affirmative-action,
equal-opportunity employer.
Michigan State University
Extension programs and
materials are open to all -ERE. o
without regard to race, color, HITTTOE
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national origin, sex, gender, —
gender identity, religion, age, SEmEmmtI s
height, weight, disability, -
political beliefs, sexual

orientation, marital status,

family status or veteran status.




