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	 According	to	Suzy	Mar-
tin,	 UK	 area	 extension	
specialist	 for	 farm	busi-
ness	management,	farm-
ers	need	to	be	aware	of	
tax	law	changes	impact-
ing	farm	businesses.
	 In	 the	 past,	 personal	
property	 that	 farmers	
used	 as	 a	 trade-in	 on	
a	 purchased	 item	 was	
treated	 as	 a	 “like	 kind”	
exchange.	 The	 Tax	 Cuts	
and	 Jobs	 Act	 changed	
the	 wording	 to	 accom-
modate	 only	 real	 prop-
erty	 as	 eligible	 for	 like	
kind	exchanges.	Starting	
in	2018,	we	will	have	to	
treat	 personal	 property,	
such	 as	 equipment	 and	
livestock,	 as	 being	 sold	
when	a	trade	occurs.	
	 This	 could	 potential-
ly	 have	 both	 good	 and	
bad	 consequences.	 For	
example,	 let’s	 say	 you	
have	Tractor	A	 that	you	
plan	on	purchasing.	The	
full	 cost	 of	 Tractor	 A	 is	
$150,000.	 You	 are	 go-
ing	to	trade	in	Tractor	Z	
and	the	trade	allowance	

is	 $70,000.	 Under	 the	
old	 law,	 you	 would	 not	
report	 the	 sale	 of	 Trac-
tor	Z,	 it	would	continue	
to	depreciate	out	and	be	
marked	as	a	traded	item	
on	 your	 asset	 schedule.	
Meanwhile,	 you	 would	
put	Tractor	A	on	your	de-
preciation	schedule	with	
a	 cost	 basis	 of	 $80,000	
($150,000-70,000.)	
	 Under	 the	 new	 law,	
you’ll	have	to	report	Trac-
tor	Z	as	sold	for	$70,000.	
If	there	is	any	cost	left	to	
depreciate,	 that	 will	 re-
duce	the	amount	of	gain	
or	 recapture	 on	 Tractor	
Z.	You’ll	have	to	put	Trac-
tor	A	on	the	depreciation	
schedule	at	$150,000	cost	
basis.	Farmers	report	the	
sale	 of	 equipment	 and	
livestock	 on	 Form	 4797	
of	 their	 income	 tax	 re-
turn.	The	 farmer	gener-
ally	 reports	 the	 gain	 as	
recaptured	depreciation,	
which	is	taxed	at	ordinary	
income	tax	rates	or	capi-
tal	gain,	which	is	taxed	at	
capital	gain	rates.	Neither	
of	 those	 are	 subject	 to	
self-employment	tax.	
	 Let’s	assume	Tractor	Z	
was	depreciated	out,	you	
would	 report	 the	 entire	
sales	price	of	$70,000	on	
the	Form	4797,	under	the	
new	law.	The	entire	cost	
of	$150,000	of	Tractor	A	
is	available	for	deprecia-
tion	on	your	Schedule	F	
(farm	 income	 and	 ex-
penses).	
	 Most	 likely,	 you’ll	 use	

some	combination	of	de-
preciation	 allowances	
like	 Section	 179	 and/or	
Bonus	 Depreciation	 to	
get	the	Schedule	F	to	the	
net	 amount	 you	 prefer.	
Keep	 in	 mind	 the	 goal	
of	tax	planning	is	not	to	
avoid	taxes,	rather	to	be	
consistent	in	the	income	
tax	brackets	and	to	avoid	
large	 swings	 in	 income	
levels	 from	 one	 year	 to	
the	next.	
	 Continuing	 the	 exam-
ple	 above,	 let’s	 assume	
you	have	no	other	means	
of	 income	and	generally	
keep	 the	 amount	 of	 ad-
justed	gross	income	in	the	
area	of	$75,000.	The	gain	
on	the	sale	of	the	tractor	
was	$70,000	on	the	Form	
4797.	 Ideally,	 you	 then	
have	 a	 Schedule	 F	 net	
income	 of	 $5,000	 to	 be	
consistent	on	the	overall	
amount	of	adjusted	gross	
income.	Remember,	self-
employment	 tax	 is	 only	
on	 earned	 income	 such	
as	the	Schedule	F	and	not	
Form	4797.	
	 On	 the	 positive	 side,	
taxpayers	could	pay	less	
in	 self-employment	 tax	
than	they	have	in	previ-
ous	years.	In	our	example,	
you’re	 paying	 self-em-
ployment	 tax	on	$5,000	
rather	than	$75,000.	The	
flip side of that argument 
is	 that	 taxpayers	 need	
to	 remember	 that	 pay-
ing	less	or	zero	amounts	
of	 self-employment	 tax	
could	have	a	negative	im-

pact	of	future	retirement	
earnings	 or	 even	 quali-
fied quarters for disabil-
ity	payments.
	 Another	factor	to	con-
sider	 is	 the	 difference	
between	 federal	 and	
state	 depreciation	 laws.	
Kentucky	has	limited	the	
Section	179	deduction	to	
$25,000,	and	the	deduc-
tion	 gets	 phased	 out	 if	
equipment	purchases	are	
greater	 than	 $225,000.	
Kentucky	 also	 does	 not	
allow	 for	 bonus	 depre-
ciation.	This	means	likely	
substantial	 differences	
in	gain	between	the	Ken-
tucky	and	federal	income	
tax	returns.	You	need	to	
let	 your	 tax	 preparers	
know	 when	 you	 have	
traded	 items	 and	 how	
much	 was	 allowed	 on	
the	trade.	As	always,	it’s	
a	good	idea	to	plan	ahead	
and	 visit	 with	 your	 tax	
preparer	before	the	end	
of	 the	year	to	avoid	any	
surprises	when	it’s	time	
to file your returns.  
	 For	 more	 informa-
tion	about	this	and	other	
agricultural	 economics	
topics,	contact	the	Estill	
County	 Cooperative	 Ex-
tension	 Service	 at	 606-
723-4557.
	 Educational	 programs	 of	 the	 Co-
operative	 Extension	 Service	 serve	 all	
people	regardless	of	economic	or	social	
status	and	will	not	discriminate	on	the	
basis	of	race,	color,	ethnic	origin,	nation-
al	origin,	creed,	religion,	political	belief,	
sex,	sexual	orientation,	gender	identity,	
gender	expressions,	pregnancy,	marital	
status,	genetic	information,	age,	veteran	
status,	or	physical	or	mental	disability.
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Bible	Trivia	Answers
Now available by Wilson Casey! 2017 Bible 

Trivia box calendar loaded with daily teasers.

ANSWER: 1) New; 2) En-
gaged; 3) Bible not specific; 
4) Herod; 5) Nazareth; 6) 
Silver
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PAINTED
ROOFING METAL

We offer 16 colors of our #1 grade
metal roofing tin cut to the inch. 

Now with a 40-year warranty, this
ensures a roof that will last for years. 
Higher Gauge -- Same Low Prices!! 
We carry all metal roofing accessories!
Phone in or Fax orders welcome

Call 606-593-7080
We now accept Credit & Debit Cards!

Wolf Creek Metal
Open five days for your convenience

Mon.-Fri. 8am-5pm
LOCATED
1. 5 miles south of

Booneville, KY on Hwy. 11
in the Lone Oak Industrial Park

Thanks for Coming ‘Round!

It’s beginning to look a lot like Christmas 
around here and that means it’s time to 
offer our best wishes to our neighbors, 

customers, associates and friends.
We appreciate your giving us so much 

to celebrate this holiday season!

Sammie’s
722 Main St. , Ravenna ● 723-6562

Furniture & Appliances


