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 Cropland 
values 
expected to 
increase 3.8 to 
5.3% in 2021 

Western Ohio Cropland Values and Cash Rents 2020-21 Survey Report

$9,660/A



Other Survey Results from the Eastern Corn Belt

• The Federal Reserve Bank of Chicago (7th Fed District) surveys ag lenders in 
their districts each quarter. (The 7th Fed District includes parts of Michigan, 
Indiana, Illinois, Wisconsin and all of Iowa.) Their survey in July showed the 
value of good farmland in their district had increased by 18 percent from 
October 1, 2020 to October 1, 2021. 

• The mid-year survey conducted by the Illinois Society of Professional Farm 
Managers and Rural Appraisers of their members revealed an increase of 20% 
in farmland values from the beginning of 2021. 



 Bunching itemized deductions
 Self-employment tax planning
 Maximizing permanent tax benefits

Tax Planning for Higher-Income Years



• Bunching may enable taxpayer to itemize in alternate 
years

• Standard deduction year
– Delay charitable contributions
– Defer nonessential medical expenses (if bunching exceeds 

7.5% AGI limit)
• Itemized deduction year

– Catch up on charitable contributions and medical expenses
– Pay estimated state income tax and billed property taxes up to 

SALT limit

Bunching Itemized Deductions



• Background:
12.4% OASDI portion of the tax is limited to $142,800 of earnings
2.9% Medicare portion applies to unlimited earnings
0.9% additional Medicare tax applies to earnings in excess of 

$250,000 MFJ ($125,000 MFS, $200,000 for single, HOH)
• Create separate entity for real estate rented to farm 

operation
No SE tax if:
Rent is not more than fair rental value, and
There is no nexus between the lease agreement and the arrangement in 

which the lessor materially participates in the farm operation

Managing Self-Employment (SE) Tax



• “Use it or lose it” deductions
• Each taxpayer’s standard deduction
• Strategy: Farmer hires his or her children

– Farmer deducts wages and benefits
– Child offsets earned income with standard deduction (and 

IRA?)
– Child of employer not subject to FICA or FUTA                                                       

up to age 18

Maximizing Permanent Benefits



• First challenge is determining basis of nondepreciable assets 
– The land!

• If Acquired by Gift
– Basis for gain is the donor’s basis 
– Basis for loss is lesser of donor’s basis or FMV on date of gift 
– Basis is increased by any gift tax paid with respect to the gift

• If Inherited
– Generally, FMV date of death (step-up in basis but could be step-

down)
– Exceptions . . .

Sale of Farm Assets



– If property is received in exchange or involuntary conversion -
carryover basis

– If property is purchased - price paid plus acquisition costs

– If personal use property is converted to business use
• Carryover basis or
• Lesser of cost or FMV for determining loss or depreciation

Other Acquisitions



• Taxpayer who sells substantial farm assets should 
engage in tax planning

• Negotiate an allocation of sale price for bundled assets
– Tax considerations by type of asset
– Differing views of buyers and sellers

Tax Planning Strategies



Tax Treatment on Sale of Farm Assets



2021NOLs
• Unlimited carryover period
• Farming NOLs have a 2-year carryback period

– May elect to forgo carryback period
– Election can be made on amended return filed by extended due 

date
– Election is irrevocable

Net Operating Losses



Fully refundable payroll tax credit
Amount of credit may exceed payroll taxes due
Get your wages back

Implemented by the CARES Act, modified by the 
Consolidated Appropriations Act, extended by American 
Rescue Plan Act and further revised by the 
Infrastructure Investment and Jobs Act
The Infrastructure Investment and Jobs Act terminated 

the credit as of September 30, 2021

Employee Retention Credit
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 Qualify in 2021 if any quarter where gross receipts are less 
than 80% of same quarter of 2019 

 If a quarter qualifies, then the next quarter automatically 
qualifies. 

 Claiming the credit options:
 Reduce the payroll tax deposits by the amount of the anticipated 

credit or 
 Claim the credit on the form 941 or 941X (amended) quarterly 

payroll tax returns
 IRS Guidance (Rev. Proc. 2021-33) provides safe harbor for 

taxpayers to elect not to include PPP loan forgiveness as 
part of gross receipts

Employee Retention Credits (ERC)



The Consolidated Appropriations Act of 2020 stated 
that the acceptance of a PPP loan does not preclude 
taxpayers from being eligible for BOTH.

However, cannot use the same wages for both.

Employee Retention Credit
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 The ERC is not income to the employer, but it requires 
the employer to reduce deduction for qualified wages, 
including qualified health plan expenses in the amount 
of the ERC.
Employers do not reduce the deduction by the 

employer’s share of the SS and Medicare taxes.

Tax Treatment of the ERC
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ERC credit is increased from 50% to 70% of qualified 
wages.
 Limit remains $10,000 (per employee) but now for each 

quarter
Eligible employer can claim up to $21,000 credit per 

employee in 2021. ($30,000 x 70%)

2021 Credit Calculation – In General                                                     
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As Passed By The House of Representatives 

BUILD BACK BETTER ACT



The net investment income tax of 3.8% (the “surcharge” 
imposed by the ACA to “pay into Medicare”) that was assessed 
on investment income would be extended to all income derived 
in the ordinary course of a trade or business for taxpayers with 
more than $400,000 that file single, $500,000 for taxpayers that 
file joint, $250,000 for married filing single as well as for trusts 
and estates. 

Net Investment Income Tax



Four weeks of paid leave would be provided and the 
paid leave benefits would not be considered income to 
the recipient.

Paid Leave for Caregiving



• The changes to the child tax credit enacted in 2021 would be 
extended one year through 2022.

• This would include the requirement that the IRS make 
advance payments of the credit through 2022.

• However, taxpayers whose adjusted gross income exceeds 
$150,000 for joint filers, $112,500 for heads of household, and 
$75,000 for all others would not be eligible for the advance 
payments. 

• The refundable nature of the child tax credit would be 
permanently extended beyond 2022.

Child Tax Credit



• The premium tax credit is a refundable credit that helps 
eligible individuals and families cover premiums for health 
insurance purchased through the Health Insurance 
Marketplace. 

• The rule that allows the premium tax credit to certain 
households whose income exceeds 400% of the poverty line 
is extended through 2025.

• This is a significant increase in the eligibility for the premium 
tax credit.

• The employer sponsored coverage affordability test in the 
premium tax credit would be modified through 2025.

Premium Tax Credit



The limitation for state and local taxes would increase from 
$10,000 to $80,000 for taxpayers filing married-joint, $40,000 
for taxpayers filing married-separate and $40,000 for trusts 
and estates. 

The new limitation would be extended through 2031.

SALT Deduction 



 Farmer’s Tax Guide 2021 (Pub 
225)

 https://www.irs.gov/pub/irs-pdf/p225.pdf

https://www.irs.gov/pub/irs-pdf/p225.pdf


 Rural Tax Education
 https://ruraltax.org/

https://ruraltax.org/


 Rural Tax Education
 https://ruraltax.org/

https://ruraltax.org/


 Rural Tax Education
 https://ruraltax.org/

https://ruraltax.org/


 Barry Ward
 https://farmoffice.osu.edu/
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• Code section 1301 provides opportunity to spread income 
tax liability over a period of 4 years.
– For income tax only

Farm Income Averaging



• Must be a farmer
• Engaged in farming in elect. year
• Farming business includes nursery or sod farm, 

raising certain ornamentals, fruits and nuts, 
managing and raising animals, training animals, 
shearing animals

Eligible Farm Business



• Farm landlords engaged in a crop-share 
arrangement specified in the lease prior to tenant’s 
farming activities are qualified.

Eligible Farm Business



• Does not include:
– Contract harvesting
– Buying or reselling of plants or animals raised by someone else
– Services performed as an employee 

– Sub-S shareholders may treat wages as attributable as farm 
income.

Eligible Farm Business



• Calculate elected farm income
– Sch F profits
– Form 4797 depreciation recapture for equipment and 

machinery
– IT DOES NOT include gain/loss from land, buildings, grazing 

rights, water rights, or development rights

Calculating Income Averaging



• The three prior years are called base years. One can 
include
– NOL for the base year
– NOL for any other year due to carryforward 
– Capital loss allowed in base year
– Ex. 14.33

Computation in Base Years



• EFI may be limited
– EFI cannot be more than taxable income
– EFI from net capital gain cannot be more than farmer’s total net 

capital gain
– Examples 14.34 and 14.35
– Examples 14.36 and 14.37

Taxable Income and LTCG  



• In May of 2019, IRS issued guidance to the interaction 
between qualified business income (QBI) and EFI.
– See quote
– Guidance instructs farmers to include part of QBI deduction 

when calculating EFI. Use reasonable means

Qualified Business Income and EFI



• Farmers use Schedule J to elect farm income averaging.
– May be used on a late return
– Can be used to on an amended return to change, use or cancel 

the election

Making the Election



• A farmer may use income averaging to help mitigate the 
tax liability when liquidation farm business assets.

• A reasonable time is one year after getting out of 
business.

Income Averaging in Liquidation Year



• Lucas gets out of farming in 2019.
– He has higher than usual taxable income of $76,000 in 2019
– 2018 $10,000 taxable
– 2017 $0 taxable
– 2016 $8,000 taxable

Example



• Lucas can benefit from income averaging
– EFI of $51,000, adds $17,000 to each base year.
– Total tax is $9,424 which saves him $3,160 in tax.

Example Continued



• Estate and Gift Tax Exemption, Unified Credit, Basic 
Exclusion Amount
– Currently $11.7 M per person ($10 M adjusted for inflation)
– Under the TCJA – Unified Credit “sunsets” back to $5 M 

adjusted for inflation after 2025
• Making large gifts now won’t harm estates after 2025

Estate and Gift Tax



• In 2025, you and your spouse give $23 million to your heirs, taking full advantage of 
the exclusion amount. No gift tax is due. You both die in 2026 with zero estate 
assets, after the exclusion amount has reverted to $11.5 million. The estate tax due 
would be zero. We aren’t sure what you will be living on between 2025 and the date 
of your death, but at least no estate tax will be payable!

• In 2025, you both give zero to your heirs, and you both die in 2026 with an estate of 
$23 million. Because the exclusion amount is back to $11.5 million, your estate tax 
is $4.6 million.

• In 2025, you and your spouse give $11.5 million to your heirs and file a gift tax return 
with the IRS. No tax is due at the time of the gift. You both die in 2026 with a 
combined estate of $11.5 million. Because the exclusion amount is back to $11.5 
million, the estate tax due would be $4.6 million, the same as in scenario two where 
you made zero gifts. This is because in 2025, you only gave away the “base” 
amount, leaving the “bonus” amount inside your estate.

Estate and Gift Tax



• MACRS 15-year, 150% DB
• ADS 20-year, SL
• Eligible for Bonus depreciation
• Eligible for Section 179

Cost Recovery of Drainage Tile
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• Treas. Reg. § 167(a)-5 states … “bears the same 
proportion to the lump sum as the value of depreciable 
property at the time of acquisition bears to the entire 
value of the property at that time”.

• Two issues provide a challenge
– How much tile is installed on the property, and
– The Fair Market Value of the tile

– IF buyers and sellers agree, IRS generally accepts
– Use of tile maps, and former owner’s records

• “old rule” 5% of the value of land…out-of-date.

Allocation of Basis

46COPYRIGHT LAND GRANT UNIVERSITY TAX EDUCATION FOUNDATION 2021



• Generally, improvements which are installed by the 
landowner are recovered by depreciation, bonus 
depreciation, or section 179 expensing

• Cash rent landlords
– Generally, recover by MACRS 15-year life, 150DB

• Crop share landlords
– If meeting the “active” T or B, I.R.C. §179 may be available

Leased Rarmland and Drainage Tile
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• If active farmer expenses drainage tile, then coverts to 
rental property what then?
– Rules provide that business use drops to 50% or less, 179 is 

recaptured.
– Schedule F to Form 4835 or Schedule E is merely conversion 

of one Tor B to another, not conversion of property type.
• Thus, recapture is not triggered

Change in Business Use
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• As part of a long-term rental agreement, farmers may install 
drainage tile on land which is leased.  These are treated as 
leasehold improvements and the lease term is disregarded 
for recovery purposes.

Tenant’s Recovery of Field Tile
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• Sometimes a lease is negotiated to have a “payback” of 
costs if lease is terminated

Planning Pointer: Important to Document the Lease Agreement

Landlord Payment for Field Tile
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