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Sales Tax
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Oklahoma



Brenda Neufeld, EA

* Farm girl from North Dakota

* Met a farmer while at college in Kansas and fell in love

* Moved to Fairview in NW Oklahoma in 1986 and have farmed
happily ever after!

* B.A. in Accounting and Business Administration



Prepared farm tax returns since 1984 and in 2012, | opened my own practice
I’'m an Enrolled Agent, licensed to practice before the IRS

NEUFELD TAX SERVICE Accountant & Advisor to our Family Farm Partnership owned by my husband,

v Y, it Fanily Farming & o Scott and our son, Caleb.
‘L\J‘h d'Ld."

We are in full time production agriculture and raise wheat, sesame, beef cattle
and ALFALFA Hay!

- EXT E N S I 0 N Oklahoma Agriculture Leadership Program - Class XIlII

USDA Farm Service Agency

_" U.S. DEPARTMENT OF AGRICULTURE 7 Years on the Oklahoma State Committee
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Overview of Major
State Sales Tax Exemptions
for Agricultural Producers

D No Sales Tax
D 3 or Fewer Exemptions
. 3-5 Exemptions

. All exemptions
\ J




Machinery Sales Tax Exemptions

f '
Machinery Exemptions
[] No sales Tax
[] Not Exempt
[ special Sales Tax Rate
L

Exempt

Note: Agricultural producers in Alabama purchase qualifying machinery at a reduced rate of 1.5%. While producers in South Dakota are also subject
to a special sales tax rate for machinery, the current rate (4.5%) is equal to the general sales tax rate of the state.



Chemical & Fertilizer Sales Tax
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Chemical

Exemptions
No Sales Tax
MNot Exempt
Deductible
Fertilizer Only
Exempt
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Seed Sales Tax Exemptions

Seed Exemptions
[] No sales Tax
|:| Not Exempt
. Exempt




Feed Sales Tax Exemptions

Feed
Exemption
No Sales Tax
Not Exempt
Deductible
Feed Only
Exempt

Note: A feed exemption includes qualifying feed and medicines unless otherwise r noted.



Animal Sales Tax Exemptions

Animal Exemptions

No Sales Tax
Mot Exempt
Partially Exempt
Livestock & Poultry

Livestock, Poultry &
Other

Note: “Other” may refer to reproductive materials and/or work stock. See Table 1 for more information.



Fuel & Utility Sales Tax
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Fuel/Utilities Exemptions

[] No Sales Tax
[C] Motor Fuel Only
[ Fuels & Utiities
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These Sales Tax Exemptions are
VITAL to Oklahoma Agriculture
Producers!

* We provide food security to our nation

* We are price takers not price makers
* Sell on the commodity market
* Elevator or Sale Barn sets the price - not the producer

* We cannot pass additional costs on - we absorb it in our operations
* Additional 10% on our highest input costs: Feed, Fert, Chem, Seed & Equip

* We allow manufacturers to purchase inputs sales tax exempt, this is really no
different
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What about entity structure?




Which Path is Right for You?

When it comes to structuring your business, independents have many options.

@ ' PARTNERSHI
P

g

SOLE
PROPRIETOR ’

Taxed the same on Not considered a ® The business is not The corporation is an
personal and distinct separate taxed itself, only individual taxpayer
business income entity TAXES the shareholders in the eyes of the IRS
Less Less @ More More

PAPERWORK
No corporate Offers some legal & Offers some legal Offers some legal
protection of your protection from debts protection from debts protection from debts
personal assets and court judgements RISK and court judgements and court judgements




What does an LLC do?

Limited LIABILITY Company " Sole Proprietor

" Partnership

" S-Corp

Farsonal assets

Business assels




Ways of Reporting Farm Income for
Income Taxes

* Schedule F - Active Farm Management
* Sell Commodities

* Pay Operating Expenses Apphes to ALL
* Pay Self-Employment Taxes on Net Income .
Entity Types!

* Form 4835 - Crop Share Rental Agreement
* Sell Your Share of Commodities
* Pay a Share of Operating Expenses
* No Self-Employment Taxes - Classified as Rental Income

* Schedule E - Cash Rent Agreement
* Rental Income based on a Set Price Per Acre
* Minimal Operating Expenses if Any
* Pays the Property Taxes



How do we get compliance with
laws?

SPEED
LIMIT

Highway Speed Limits

Sales Tax Exemption

Fear of a Penalty / Probability of
Getting Caught




How do we get compliance with
laws?

Production Agriculture vs Hobby Farmer




Who should be allowed to use
the sales tax exemption?

* For-Profit Business - Not personal or noncommercial use

* Defined as Production Agriculture
»Files a Schedule F or Form 4835
»FFA or 4-H Students / Vo-Ag Teachers
»New Producers with a business plan - good for 1 year

* Minimum dollar amount of gross income for renewal



$5,000 of Gross Income ?

40 Acres x 30 Bushel per Acre x $5 per Bushel = $6,000

80 Acres x 30 Bushel per Acre x $5 per Bushel = $12,000
1/3 Share = $4,000

5 Calves x $1000 a head = $5,000




Who should enforce
compliance?

e OK Tax Commission

* OK is a “piggy back state” - Start with federal adjusted gross income number
from your Federal Form 1040 so no detailed information - your Schedule F or
Form 4835 never comes to them.

* County Assessor
* Big City - No idea if they are really in production agriculture or not

* Small Town - Doesn’t want to tell their friends & neighbors that thev have a
hobby and do not qualify

* They need a solid measuring stick to use! $$ Amount $$




SCHEDULE F s 4835 Farm Rental Income and Expenses | M8 N 16480074
b Profit or Loss From le“g | OMB No. 15450074 Vi mmmm&umﬂm; m: hrwuundl 9020
2020 Diparimant of he Tremmury > Attach 1o Form 1040, Form 1040-8R, or Form 1040-NR.
= e » Attach to Form 1040, Form 1040-5R, Form 1040-NR, Form 1041, or Form 1065. ok ternal Paversss Senvice (91 P Go lo www.irs.gov/ Form4835 for the latest information. Mmmu
mmnmmwi * Go to www.irs.gow/ScheduleF for instructions and the latest information. Sequence No. 14 Harneis] shoven on tax retum Your social securty number
Name of proprietor Social security number [SSN)
Employer 1D pumber [EIN), # any
A Principal crop or activity B Enter code from Part IV C Accounting mathaod: D Employer ID numbar [EIN) {s=e instr) I I ] J J l J
- | | | | | | [l cash [] Accrual | i i | | i I | i A Did you activaly participate in the operation of this farm during 20207 See instructions . . . . . . You No
E Did you "materially participate” in the operation of this business during 20207 If *No.” see instructions for limit on passive losses [ Yes [ Mo Gross Farm Rental Income— Based on Production. Include amounts converted to cash or the equivalant.
F Did you make any payments in 2020 that would require you to file Formis) 10997 See instructions . . . . . . . . DYBE D Mo 1 Income from production of Ivestock, produce, grains, and other crops . . . . . . . . . . 1
§ 1f~ves,” cid you or will you M requied Fommis) 10887 . . .__[Jves [INo 2a Cooperative distributions (Formis) 1009-PATR) . . | 2a 2b Taxable amount | 2b
Farm Income—Cash Method. Complete Paris | and Il (Accrual method. Complete Parts Il and 1ll, and Part 1, fine 9. Sa Agricullissl program paysenis (see dnetrustions . . & Tobis anast: |86
1a Sales of ivestock and other resale items (see instructions) . . . . . . . . . 1a 4 Commodity Credit Corporation (CCC) loans {IH Inmu:lpm} i
b Cost or cther basis of livestock or other items reported on line1a. . . . . . . 1b a CCC loans reported under election . . . ; 4a
¢ Subtract line 1b from line 1a . 5 1c b CCC loans forfeited . | | uTululnamnum de
2 Sales of livestock, produce, grains, and other pmduc:is you raised LR W W 4w 2 § Crop insurance proceeds lﬂd |m mp dllﬂllﬂ' Pﬂ!p'ﬂ\lﬂ‘fl {sea instructions):
3a Cooperative distributions (Formis) 1089-PATR) . | 3a 3b  Taxable amaunt b RIS A o = 2 [sa] ~ SbTaxableamount |6b
- ?Imm' c PRATSIE pes etrchon . LA gl i . & lc - o~ LTI‘-:.:;::&M:;:II.: : Ifl11al tax credit :l'dl‘lfl.ll‘ld i::’n.smllmmm =
y o L
e oy R Gorporstion (GCC) loans reported under e e A I A S Sa T farm rental income. Jdd amounts in the ﬂgrrt column for lines 1 mmugh 6. Enter the total here
b CCC loans forfsited . . . R Y| | 5¢ Taxableamount . . . | s - line 42 . ) &
6  Crop insurance proceseds and federal crop disaster paymants (see instructions): E—
8 Amountrecsivedinzozo . . . . . . . | &al | 86 Taxabie amount b Expenses —Farm Rental Property. Do not include personal or living expenses.
¢ [If election to defer to 2021 is attached, checkhere . . . . . . W :| 6d Amount deferred from 2019 Gd 8 Car and ftruck axpenses (see 21 Pension and profit-sharing
laaekize Imaching work) income 7 Schedule F (Form 1040) instructions). pans . . . . . . . . |2
'.fadam]Hndatatngmoimurhmlln:cmcﬂumfund[anmmtmchmnj AsoablachFormaBd . . - . . 8 22  Rent or lease:
ol Et g i it ] a Vehicles, machinery. and
dgfamounts in the right column (lines 1g, 2, 3b, 4b, 5a 5c, Bb, 6d, 7, and 8). H you usa the . : : % .
er the amount from Part Ill, line 50, See instructions . u > ~onae i w{m instructions) | 10 mpmlw|MMMa| 2%a
enses —Cash and Accrual Method. Do not include personal or living expenses. See insir e Bk, .. - Ll b SO Srim e 22b
23 Pensicn and profit-sharing plans 23 12 Dapraclahun and sectlon 179 e:penaa 23 | Repairs and maintenfince 23
0 . i R R T AR elsewhere 12 24 |Seeds and plants 24
- o gl S oRrey 13 Emplog.raa benefit programs other than 25 rage and wmmusm 25
" " & Vehicles, machinery, equipment . 24a on line 21 (see Schedule F {Furm 1mup 28  Supplies 26
12 Lo 12 b etc.) . 24b instructions) . . . . . 13 27 Taxes . 27
13 _ Cusiom hire (machine work) . . . 13 28 | Aepairs and maintengnce . 25 [ S 14 28 Milties . 28
14 | Depreciation and sectifn 179 axpense 28 |Seedsand plants . . 26 15 |Fertilizersandlime .| . . . . . . 15 28 Velerinary, brmdur-g am:l
I—Qwvmmw—i. AT K | a7 Smmmandwarmwm 27 16 T L I [ medicing . - |28
15  Emplayse benefit programs other than 28  Supplies . 28 17 Gasoline, fuel,andod . . . . . . |17 30 Dlrmu:mm:apecﬁy]
S8 K, o 15 28 Taxes . 29 18 Insurance (other than health) . . . |18 a 30a
6| Feed . . . ). ... . [1s 30  Utiities . . |30 Lo e kam - b, :::
17 | Ferilizers andlime| . . . . . 17 31 Veterinary, b'H*"n- mj m.g.,,, T : Mortgage (paid s, etc.) - . . 1% : e
18 Freight and trucking . . . . . 18 32 Other expenses (specify): 20 abor hired (less emph)ﬂ'l‘lﬁlﬂ craditsh ] 30e
19 Gasoline, fuel, andoll. . . . . 19 - ] | 32a | {see Schedule F {Fnrm mdu} £ ] 307
20  Insurance (other than heaith) . . 20 b B R R A R K instructions) . 20 g 20g
21 Interest (see instructions): O S e B B e 31  Total expenses. Add lines Bﬂmngh :mg See instructions . . |3
a Morigage (paid to banks, etc.) . . Ha d Gt e b P 32d 32 Netfarm rental income or (loss). Subtract lina 31 from ina 7. lltherssunusmmma enter it hera and
b Other . . . 21b ™ 3% on Schedule E (Form 1040), Ene 40. If the result is a loss, you must go to line 34. See instructions. 32
22 leorNr.dgm-ﬂplu_:rmnicr.dﬁll 22 f 32t 33  Reserved for future use e £
33 Total expenses, Add lines 10 thraugh 321, If line 321 is negative, sea instructions . . . ., . . . . . » 3 34 gg.:‘: az “:::5 a loss, L‘.hack Ihﬂ bﬂ: that describes your investment i this activity. 3da || Mimeesiment is af risk
34  Net farm profit or loss). Subtract line 33 from line 9 a : 34 T e G ml:lm"‘““““"“
f
= ﬂlpm:uc:uhﬂlrdmlmtmcﬂunlhrmwumﬂ It a loss, cmplrtolmd&lnd.‘!l! & Vs v G ol Ko kil i s A e ol i bt
e e Lo you checked. If you checked bax 34b, you must complete Form 6198 bafore gaing to Form B582. In
36  Check the box that describes your investmaent in this activity and see instructions for whers to report your loss: gither case, enter the deductible loss here and on Scheduls E (Form 1040), line 40. See instructions. | 34
a ] Alinvestmant is at risk. b ] Some investment is not at risk, pr- B P A Rtices, S -t Ao s e Form 8835 2020,

For Paperwork Reduction Act Notice, see the separate instructions. Cat. No. 113484 Schedule F (Form 1040) 2020
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* Deductibility of expenses is not the same as buying it sales tax exempt
* You can deduct percentages of business use for income taxes

* You should pay sales tax on these items because they are not used EXCLUSIVVFLY far
agriculture
* Computers
o ATVs
* Guns

* Clearly defined who should have sales tax exemption card and for what -
when they get the card - sign a form that they will use it appropriately -
clearly defined responsibility!

* Randomly spot check for abuse. Penalty that prevents abuse.



In Conclusion!

* Sales Tax Exemption is VITAL to OK Production Agriculture!
* Available to those who need it
* Not easy access for those who shouldn’t have it

* Educate producers & retailers on what qualifies
 EXCLUSIVELY related to production agriculture!

* Make it enforceable
* Reduce judgement calls - something that can be verified
* Some compliance checking
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