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Tax Brackets

Ordinary Income
T singe ] MarriedFilingJoint (MF)) |

Tax Rate 2018 2019 2018 2019
10% 9,525 9,700 19,050 19,400
12% 38,700 39,475 77,400 78,950
22% 82,500 84,200 165,000 168,400
24% 157,500 160,725 315,000 321,450
32% 200,000 204,100 400,000 408,200
35% 500,000 510,300 600,000 612,350
37% + + + +

Capital Gain Income
[ singe T MarriedFilingJoint (MF) |
Tax Rate 2018 2019 2018 2019

0% 38,600 39,750 77,200 78,750
15% 425,800 434,550 479,000 488,850
20% + + + +
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Personal Exemptions & Standard Deduction

Personal exemptions eliminated (2018 to 2025)
Standard deduction increased (2018 to 2025)
MFJ: $24,400 (up $400 from 2018)
Single:  $12,200 (up $200 from 2018)

Itemized Deductions

Increased standard deduction makes itemizing more difficult

State and Local Tax (SALT) deduction limited (2018 to 2025)
$10,000 limit on the sum of:
o Home real estate tax
o Non-farm personal property tax (vehicles, boats, RVs)
o State income tax or local sales tax deduction

Does not impact deduction of farm real estate or farm personal
property tax!

KEMA




Itemized Deductions

Mortgage interest deduction limited (2018 to 2025)
Acquisition debt before 1/1/18 if balance >$1,000,000 (MFJ)
Acquisition debt after 12/31/17 if balance >$750,000 (MFJ)
No interest deduction for home equity debt regardless of year of
acquisition

Charitable contributions
Cannot deduct contributions required in exchange for seating
preference at college events (Ahearn Fund)
Limitation on cash contributions increased to 60% of AGI (from 50%)
Qualified charitable distributions from an IRA and charitable gifts of
commodity are now a more attractive planning strategy

Itemized Deductions

2% Miscellaneous itemized deductions eliminated (2018 to 2025)
Unreimbursed employee expenses

Tax prep, safety deposit box, legal or investment fees
Hobby loss expenses

Medical expenses (2019 to 2025)

AGI floor increased to 10% from 7.5% making it more difficult to
deduct medical expenses

Casualty and theft losses eliminated (2018 to 2025) except
Presidentially declared disasters




“Above the Line” Deductions

Alimony no longer taxable/deductible for decrees signed after
2018 (permanent)

Deduction for moving expenses eliminated (2018 to 2025)
No change to $250 Educator expense deduction
Retirement plan contribution limits*:
Traditional or Roth IRA = $6,000 + $1,000 catchup if > age 49
SEP = about 18.6% of Schedule F income or $56,000
SIMPLE elective deferral = $13,000 + $3,000 catchup if > age 49
Solo 401(k) elective deferral = $19,000 + $6,000 if > age 49
HSA contribution limit = $7,000 for a family + $1,000 if > age 54

* Must have self-employed income to make a contribution

Child Tax Credit

CTC increased to $2,000/qualifying child (2018 to 2025)
Child, step-child, foster child, adopted child under 17 claimed as
dependent

Must live with you for more than half of the year

Must have a SSN issued before due date of return
Dramatically increased AGI phase-out

From $110,000 to $400,000 (MFJ)

From $75,000 to $200,000 (Single)
Refundable max = 15% of earned income > $2,500 or $1,400/child
New credit of $500/non-qualifying dependent




Education Credits

American Opportunity credit unchanged
100% of first $2,000 plus 25% of next $2,000 of qualified expenses
Qualified expenses includes tuition, books, required supplies
Available for first 4 years of college

Lifetime Learning credit unchanged
10% of first $10,000 of tuition only
Available at any time

Other Credits and Provisions

No change to:
Credit for Elderly and Disabled
Earned Income Credit
Adoption Credit
Shared Responsibility Payment reduced to 0%
Penalty for no health insurance




Estate and Gift Tax

Annual exclusion = $15,000
Lifetime exemption = $11.4 million

Back to 2017 rules (adjusted for inflation) in 2026
Unused exemption is portable to surviving spouse

TCJA - BUSINESS PROVISIONS




Business Provisions

Excess Business Losses (EBL) not allowed
EBL = combined gains/losses of all business income (Schedule F, C, E
pg 2, 4797) in excess of 510,000 (255,000 single)
Excess carried forward as NOL
Farm net operating loss (NOL) (2018 to 2025)
Automatically carried back 2 years with election to carry forward
NOLs after 2017 only allowed to offset 80% of taxable income
Deduction for employer provided meals reduced (permanent)
50% deduction 2018 to 2025
0% deduction after 2025

Depreciation

Like-kind exchanges not allowed for non-real property (permanent)
Trade-in equipment taxed as if sold for trade allowance
Replacement equipment depreciated as if purchased at full price
o Purchase price = trade allowance + boot paid
Result is an income shift from Schedule F to Form 4797
o “Sale” of trade-in equipment results in a large positive gain on 4797
o To offset, use §179 or bonus to reduce Schedule F, usually negative
In the short term, should not affect income tax, but bonus
depreciation is reduced after 2024
Will likely have significant impact on self employment tax
o No SE health insurance, SEP/SIMPLE/IRA contributions
Reduced likelihood of an NOL when equipment is traded




Depreciation Impacts

Frank Farmer — Prior Law
Farm income (before depreciation) $250,000
Old tractor trade allowance $150,000
New tractor trade difference (boot) $250,000

Farm Income 250,000 4797 Gain (1]
§179 deduction 131,053 Schedule F 106,203
1st year depreciation 12,744 "2 SE Tax 7,503
Schedule F 106,203 AGI 98,700

SD & Exemptions 21,300
New purchases 250,000 Taxable Income 77,400

Less §179 deduction -131,053 Income Tax (10% & 15%) 10,658
Remaining cost 118,947 SE Tax 15,006
7-YR 150%DB X 10.714% Total Liability 25,664

1st year depreciation 12,744
[

Depreciation Impacts

Frank Farmer — TCJA
Farm income (before depreciation) $250,000
Old tractor trade allowance $150,000
New tractor trade difference (boot) $250,000

Farm Income 250,000 4797 Gain 150,000
§179 deduction 249,063 Schedule F (29,250)
1st year depreciation 30,187 "2 SE Tax 0
Schedule F (29,250) AGI 120,750

Standard Deduction 24,000
New purchases 400,000 §199A deduction 19,350
Less §179 deduction -249,063 Taxable Income 77,400
Remaining cost 150,937 Income Tax (10% & 12%) 8,907
5-YR 200%DB X 20.000% SE Tax 0
1st year depreciation 30,187 Total Liability 8,907




Depreciation

§179 Deduction increased to $1.02 million (permanent)
Deduction is reduced when purchases exceed $2.55 million
Available for assets with a life of 15 years or less that are not land

improvements
> Machinery & equipment, breeding stock, fences, grain bins, pivots

Allows flexibility
Additional first year/bonus depreciation

2018 to 2022 - 100%
Available for new or used assets with life less than 20 years

o §179 assets plus farm buildings
All or none deduction

Depreciation

200DB method is now default farm depreciation method

(permanent)
Appliesto 3, 5, 7, or 10 year property
More depreciation taken in the first year
o 200DB = 14.29%
> 150DB =10.71%
Election available for 150DB, SL, or ADS
5-year depreciable life for new farm equipment
Applies to assets that would normally be 7-year except fences, grain

bins, or land improvements




Qualified Business Income Deduction — §199A

In 2018 to 2025, business owners are eligible for a deduction of
20% of “Qualified Business Income” (QBI)
QBIl includes:
Schedule F income
Ordinary gain from 4797 sales (depreciation recapture)
Certain pass-through income from a partnership or S-corp
Cash rent that:
o Is received from a partnership or S-corp with >50% common control
o Meets the safe harbor (250 hours of participation)
Most share rental arrangements
Reduced by deductions for SE health insurance, % SE tax,

&y SEP/SIMPLE contributions

Qualified Business Income Deduction — §199A

QBI does not include:
Capital gain
Investment income (dividends or interest)
W2 wages to a >2% S-corp shareholder
Guaranteed payments to a partner in a partnership
Cash rental income that:
o Does not meet safe harbor
o From an entity with <50% common control
o From a C-corp regardless of common control

Coops may also pass-through a §199 deduction to patrons
Added on after all other calculations

mmwa Limited only by taxable income




Qualified Business Income Deduction — §199A

9% net income attributable to coop incomex
50% W2 wages attributable to coop inomcex*

QBID = (20% X QBI) - smaller of {

50% W2 wages

If taxable>321,400 then QBID limited to larger of {25% W2 wages+2.5% UBIA+x

QBID is limited to 20% X (taxable income — capital gain)

* RS has issued proposed regulations that allow a “reasonable method” to determine net

income and W2 wages attributable to coop income but more guidance is needed

** UBIA = Unadjusted basis immediately after acquisition (essentially purchase price of
depreciable farm assets that fall within a certain date range)

KEM?

Corporate Tax Rates

Eliminates graduated tax rates in favor of a flat 21% rate income

Taxable income above =$90,400 is breakeven for flat tax rate
$50,000 taxable income = about $2,000 tax increase

No Qualified Business Income Deduction for C-corps

No passthrough §199 deduction to patrons that are C-corps




PAYROLL WITHHOLDING
UPDATE

Payroll Withholding

TCJA eliminated personal exemptions
Prior withholding tables used allowances to determine
withholding amount
Allowances were correlated to personal exemptions
More kids meant more exemptions and lower tax liability
More allowances meant less withholding from paychecks
Draft 2019 W-4 released June 2018
Attempt at more accurate withholding for multi-job households
Accounted for tax credits, itemized deductions, and other income
not subject to withholding (interest, dividends, etc)
Asked for spouse’s income resulting in significant backlash, so IRS

i dropped the “new” form




Payroll Withholding Update

Did the old system work? "0ld" Federal Withholding
TP = 60,000 married, 3 allowances [JEEeEE 165,000 165,000 165,000
SP = 40,000 married, 3 allowances 22333
Withholding for both at 12% 6120000
Tax return = 100k taxable $100,000
o 22,600 in the 24% bracket $80,000
> Unexpected liability se0000

$40,000

Fix was to adjust withholding $20,000

> Claim fewer allowances 5
> Withhold at single rates fexpaver spouse Combined
o Additional withholding

Old W-4 often resulted in under-withholding
ms push for people to do “Payroll Checkups”

Draft Form W-4

Draft 2020 W-4 released May 2019

Again attempts to more accurately reflect total federal tax liability
Similar approach to 2019 draft (but asks different questions)
Estimates annual tax liability based on current paycheck and

adjusts for:
Child Tax Credit
Additional income not subject to W/H (interest, dividends, etc)
Deductions above standard deduction
Other “above the line” deductions (student loan interest, IRA, etc)
Multiple jobs within the household




Draft Form W-4
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Draft Form W-4
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Draft Form W-4
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Draft Form W-4
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$20,000

S_
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Calculating Withholding

Employees are not required to fill out a 2020 W-4
For employees that have not completed a 2020 W-4, continue to
use number of allowances claimed
For employees that have completed a 2020 W-4:
If Box 2 was not checked, assume 3 allowances for MFJ (2
allowances for single)
If Box 2 was checked, no adjustment for allowances
There will be several versions of payroll tables used to manually
calculate withholding depending on several factors
Prepare for confusion from employees
mw employees to update W-4 annually

N
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