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BUSINESS STRUCTURES

• Sole Proprietorship (owned by one person)

• C-Corporation (may deduct fringe benefits for owners, flat tax rate, double taxation)

• S-Corporation (profits and losses pass through to the shareholders)

• Partnership (flexibility, avoids double taxation)

• LLC (hybrid entity combines flexibility of a partnership with limited liability protection 
of a corporation)
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CASH VS ACCRUAL ACCOUNTING

• Cash Basis Accounting – revenue is recognized when money is 
actually received. Expenses recognized with they are paid. 

• Accrual Basis Accounting – revenue and expenses are recorded 
when they are earned, not when money is actually received or paid. 

***Accounting method is stated on tax return
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CHART OF ACCOUNTS
What is a Chart of Accounts?

Balance Sheet Accounts:
 Assets  (checking, savings, fixed assets, co-op stocks)
 Liabilities (notes payable, loans, payroll tax payable)
 Owner’s Equity / Retained Earnings

Income Statement Accounts:
 Revenues (sales, patronage refunds, rental income)
 Expenses (feed, vet, utilities, supplies, repairs, fuel)
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BALANCE SHEET

What is a Balance Sheet?

 A snapshot of your current 
financial situation.

 Everything that is owned, 
everything that is owed.
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INCOME STATEMENT

What is an Income Statement?

 Revenues and Expenses from 
operating and non-operating 
activities. 

 Shows a profit or loss for a 
certain period of time. 
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REPAIR VS CAPITALIZE

Questions to ask yourself:
1. Is the expense necessary and routine? Is it in the same working 

condition as it was prior to the repair? Did you keep it in operating 
condition for normal use?
 Then it is a repair.

2. Is the expense for betterment, adaption or restoration?  Betterment 
is materially increasing the value.  Adaptation is changing it to a 
different or new use.  Restoration is returning it back to normal 
state of operation after falling into a state of despair.
 Then it is capitalized.
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ACCURATE ACCOUNTING

Documents needed
 Monthly bank statement
 Duplicate checks, check images,

or checkbook register
 Credit Card Statements
 Invoices that need to be split

Example: Co-op bill
 Receipts for items paid in cash
 Deposit receipts
 Closing Statements for Land

Purchases or Sales

 Sales Agreement / Financing
Agreement for Equipment and
Vehicle Purchases

 Prior Year Ending Loan Balances
 Un-cleared Checks/Deposits for 

Bank Accounts
 Capital Asset report
 Prior Year Tax Return



1 4

ORGANIZING RECORDS
Filing System:
 Keep it simple
 Tailor to fit your farm business needs

+ By Vendor
+ By Month
+ By income / expense account
+ Capital Purchases / Capital Sales
+ Employee / Custom Hire

 Computer Records – make sure to keep a backup file in another location.
 Filing Cabinet
 Keep day-to-day information easily accessible



1 5

DOCUMENT RETENTION
1. Keep records for 3 years (if 4 & 5 below do NOT apply to you).
2. Keep records for 3 years from date you filed original return or 2 

years from date you paid tax. (which ever is later)
3. Keep records for 7 years if you file claim for loss from worthless 

securities or bad debt deduction. 
4. Keep records for 6 years if you do not report income that should be. 
5. Keep records indefinitely if you do not file a return or if you file a 

fraudulent return. 
6. Keep employment tax records for at least 4 years after the date the 

tax becomes due or paid. (whichever is later)
7. Keep records relating to property until the period of limitations 

expires for the year in which you dispose of the property.  

Source: http://www.irs.gov



1 6

TAX RETURN SUPPORTING DOCUMENTS
Tax Return/Supporting documents:

 Can be audited up to 3 years
 If large errors are found, IRS can go back a total of 6 years

Examples of Supporting documents:
 1099’s
 K1’s
 Auto mileage logs
 Bank statements
 Business credit card statements
 Income documents/stubs
 Expense receipts/invoices
 Brokerage statements
 Hard copy of computerized records
 W2s
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TAX RETURN AND SUPPORTING DOCUMENTS 
CONTINUED…
Capital Purchases / Sales
 Purchase invoices
 Contracts
 Closing statements
 Any other statements that document a purchase need to be kept for 7 years 

after the item is sold or disposed of. 
+ Examples of capital purchases:  equipment, land, home, other improvements 

(remodeling, conservation, fencing, land clearing, new wells, etc).
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EMPLOYEE FORMS

Federal Form W-4
 Needs to be kept at least 4 years after filing the 4th quarter for the year. 

State Form WT-4
 Needs to be kept at least 4 years after filing the 4th quarter for the year. 

Federal Form I-9
 Needs to be kept for 3 years after date of hire or one year after employment 

ends, whichever is later. 



QUESTIONS?
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