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With farm production being down, compared to recent years, it may come as a surprise to many that
tax management is still vitally important. Kentucky producers were blessed in 2021 with record yields
and good prices, resulting in high revenues. While some of the 2021 revenue may have been
recognized last year, many bushels of crops were held over to sell in early 2022. Most farms are
cash-based taxpayers, meaning that any crop sales held over to the following year will be taxed in the
year they were received. This means that even this drought year, with reduced production, could still
come with a big tax bill. The steps to tax management include knowing where your income currently
stands, managing tax brackets, and adjusting your income.

Good, up-to-date records are the key to management. If you don’t know what is going on financially,
there is no way to know that you are making sound decisions. At this point in the year, you should be
able to calculate your revenue and expenditures to date. Using this information, you should also be
able to make some projections about what additional income and expenses will take place before the
end of the year. Being able to compare net income this year to last year or other previous years is
also a good tool. This will provide some insight into how things are different and give you some
inclination as to whether you expect your tax liability to be up or down. When considering expenses,
don’t forget about the non-cash expense of depreciation. An operation may or may not have
depreciation available from the previous year’s purchases to use in the current year. It will depend on
the expense elections and purchase history. An operation may also have capital purchases in the
current year that may be available to depreciate.

While almost everyone wants to pay as few dollars in tax as possible, managing tax brackets, to take
advantage of an entire lower bracket, may result in less tax paid over time. Tax liability is calculated
based on the total taxable income and is calculated on the percentage rate of the tax bracket that
income falls into. Everyone gets to take advantage of the lower brackets and only pays that lower
rate on the income amounts that fill those brackets. As taxable income increases so does the tax rate
for those additional dollars. Managing tax brackets may result in additional tax dollars paid this year
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as you fill up a lower bracket, but then save tax dollars in future years because you don’t have income
flow over to the higher bracket. This year, with lower revenues expected from crop sales, may
provide opportunities for the opposite. Producers may expect lower taxable income next year, so
they may try to manage tax into a lower bracket this year, knowing that they can move some taxable
income forward to next year and stay in the same bracket or at the same rate.

Adjusting taxable income sounds like it might be an issue of tax manipulation, however, cash-based
taxpayers are allowed a lot of flexibility about when they recognize both income and

expenses. Adjusting income can be as easy as delaying sales to the next year or prepaying
expenses in the current year that won’t be used until the next year. If additional income is needed, a
producer can sell more crop in this year, or take out a CCC loan and claim it as income. Accelerating
depreciation or foregoing accelerated depreciation is another option. There are lots of ways to adjust
income legally. If you have questions about what you can and cannot do, you should consult your tax
professional. The flexibility of being able to adjust income is what allows producers to be able to
manage tax brackets.

Tax management is one piece of total farm management. The key to almost all farm management
issues starts with good records. Without complete, up-to-date, financial records, you can’t manage
tax brackets or know which way to adjust taxable income. In a down year like this, stay aware and
don’t get surprised by a sleeping tax liability that you have pushed forward. It may also be a year to
“catch up” or slow the deferral of moving income forward. Review your records and have a
discussion with your tax professional before the end of the year, while you can still adjust your taxable
income.
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