Course:
01.411 Agricultural Business and Management

Unit 9:
Tax
Lesson 1:
Income Tax

QCC:
61, 64, 65, 71, 72, 73, 78
Objectives: 

1.
Identify the purpose of income taxes.

2.
Manage income tax for business decisions.

3.
Complete an income tax return for an agribusiness.

Teaching Time:

8 hours
References:

Farm and Ranch Business Management.  Deere and Company. Moline, IL. ISBN: 0-86691-135-9.   
Farm and Ranch Business Management Student Guide.  Deere and Company.  Moline, IL.  
Materials and Equipment:

Current copy of Farmers Tax Guide issued by IRS

Calculator

Handouts 9.1.1


Teaching Procedure

Introduction and Mental Set

Ask students what type of taxes they pay and make a list of them.  The taxes paid may include: social security tax, state income tax, federal income tax 

ad valorem property taxes on vehicles or other property, local taxes, city, county, and sales tax.  Make a second list of the types of services that these taxes provide.  This list could include: public schools, roads, law enforcement, state, county and city services.

Discussion

1.
What is the purpose of income taxes?

A.
Ask students what our county, state and communities would be like if we did not have any taxes to provide the services mentioned above.

B.
How would we have the things that we now enjoy as a society?

C.
Ask why it is important to be concerned with paying taxes?

· It is required by law.

· It affects the cash flow, investments and budgets of the agribusiness operation.  This in turn affects the profit made by the business.

· Manage income tax for business decisions.
2.
Lead the students to recognize the way that agriculture is treated under the tax laws of the United States.

A.
Discuss the special agriculture tax laws. 
B.
Give students a list of conditions relating to these special laws for agriculture, and have them put the conditions under the proper heading.

	Qualified
	Not Qualified

	Is a farmer or rancher
	Involved in timber or forestry work

	Cultivates, operates, or manages a farm
	Receive cash rent from a farm operation

	Operates the farm for profit
	Does not assume any risk for the farm

	Part time farmer
	Does not assume any risk for the farm


3.
Lead students to determine which is the best type of accounting system to use for tax purposes.

A.
Have students read the sections on cash and accrual accounting on pages (9-3 and 9-4).

B.
List advantages and disadvantages of each type of system - handout 9.1.1.
4.
Bring in a tax lawyer or a CPA to talk to the students on the things to consider when completing tax forms, and strategies for making the best use of resources to prevent overpayment of taxes.

5.
Have students read chapter 9 through page 12 and complete part I of the study guide for chapter 9 in the Student Guide.  Complete an income tax return for an agribusiness.
6.
Have students examine the example schedule F on page (9-5).

A.
Using a blank form, have them complete a schedule F for their SAE project program or some other agricultural business.

B.
Use actual project data from a record book or a farmer in the community to create the sample schedule F.

C.
Be sure that all calculations are correctly completed.

Summary

Summarize the points covered and ask students to relate the taxes that are important to agriculture.

Ask the students how agriculture is treated differently from other businesses with relation to taxes and what qualifies you to take advantage of these special laws.

Ask students to justify what they consider the best type of accounting system to use for taxes.
Evaluation

Written exam

9.1.1

Accounting Systems
Advantages






Disadvantages
Cash Method
1.
Easier




1.
Inaccurate measure of profit
2.
Flexible timing


2.
Income variations

3.
No inventory needed

Accrual Method

1.
Accurate measure of profit

1.
More record keeping
2.
Reduces income variation

2.
Concrete tax liability for unsold items

3.
Requires inventory
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