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● What to produce?

● How much to produce?

● What mix of enterprises?

● What kind and amount of resources to use?

● What technology?

● When and where to buy inputs and sell output?

● How to finance operations?

● How to manage risk?

farm management decisions 



proving to the IRS your farm is not a hobby

3 out of 5 year rule

HOBBY FARM INCOME FULLY TAXABLE

COMMERCIAL FARM INCOME EXPENSES OFFSET FARM 
OR OFF-FARM INCOME



 

hobby or commercial 
farming

Cultivates, operates, or manages a 
farm for profit either as owner or 

tenant

No minimum sales



proving to the IRS your farm is not a hobby

- Keep your farm’s bank accounts separate from personal accounts

- Attend educational meetings and read educational materials related 
to your activity

- Have a membership to a producer association

- Keep track of the time spent in carrying on the activity

- Consult with professionals

- Have a formal written business plan

- Have an annual budget

- Keep business books and records

- Make year-end financial statements and analyses



 

OPENING A 
BUSINESS 
BANK 
ACCOUNT



purposes of a business plan

● Telling your story to customers and partners
● Accessing loans and grants
● IRS compliance
● Identifying business needs and opportunities
● Planning for the future, setting goals
● Grounding! Zooming out (tactical -> strategic)
● Emergency and transition prep

A business plan is a written 
document outlining what you 
plan to do as a business, how 

you plan to do it and your 
reasons for doing it



REVIEW NOTES, SET GOALS
How much time? How much 
money?

RECORDKEEPING PLAN

CROP MIX
What to grow?

MAP IT OUT
Where are you planting?

PLANTING PLAN

Planning is 
Cyclical

CHOOSE OUTLETS
Where will my produce 
go?

HARVEST AMOUNTS
How Much do I need?

HARVEST SCHEDULE
When do I need it?

 TRANSPLANT PLAN

ALLOW FOR 
EXPERIMENTS

Trial new crops!?

REVIEW
Where are you missing?

FARMING!!



Life Cycle of a Business (and its plan)



Sections of a Business Plan

1. Cover Page

2. Table of Contents

3. Executive Summary

4. Business Description

5. Operations

6. Marketing Plan

7. Management and Organization

8. Financial Plan

9. Appendix



Business description

Overview: name, 
location, pitch, 

mission/vision and 
short term goals

History of how 
your farm started, 
your values that 

led you to it

Ownership 
information

Legal structure 
(LLC, sole 

proprietorship, 
cooperative, 
non-profit)

Current and past 
products/services, 

customers and 
sales strategy given 

industry 
context/need

Key financial 
indicators, SWOT 

analysis



 Mission Statements 



 
What about the goal is:

● SPECIFIC enough to be able to determine easily 

whether it was met.

● MEASURABLE, includes numbered amounts of time, 

money, yield, and land.

● ACHIEVABLE with realistic economic expectations 

based on existing budget models and typical expense 

costs.

● RELEVANT because Sunshine Farm already cultivates 

vegetables and herbs for local customers. This activity 

is in line with the farm's mission statement.

● TIME-BOUND because there is a set deadline to meet 

the goal by.

By December, Sunshine 

Farm will grow 2 acres of 

gourmet garlic and sell 

12,000 lbs. of product 

through direct-retail at 

farmers markets, earning 

an annual gross income 

of $48,000 and an annual 

net income of $18,000. 

The profit will go directly 

towards the purchase of 

a newer tractor.



Sections of a Business Plan

1. Cover Page

2. Table of Contents

3. Executive Summary

4. Business Description

5. Operations

6. Marketing Plan

7. Management and Organization

8. Financial Plan

9. Appendix



Operations

Goal:
Explain what 
you produce/ 
sell and how

Products you sell, licenses 
needed, customer service, 
quality control, equipment, 
and inward/outward risk 
management

Plans for expansion 
(timeline, estimated project 
costs, and unforeseen 
obstacles)







Marketing 
Plan

Goal: Describe 
your ideal 
customers and 
market trends

Customer 
location, 

demographic 
information, 

buying 
behavior

Problem your 
product or 

service solves 

Market 
analysis

What makes 
you and your 

product 
unique?



Market Log, CRM

● Paper
● Phone/tablet
● Laptop



Management and Organization

Your 
experience

Your 
partner’s 

experience
Current 

employees
Plans to add 
employees

Goal: Explain who runs the farm and their role, and how you attract/hire/retain them.
Lay out your approach to child care, health care, and health insurance.



Financial Plan
Goal: Lay out your financial picture and identify potential problems and opportunities

 what the farm owns, and what it owesBalance Sheet 

 series of monthly or quarterly summaries 
showing cash income and expensesCash flows

 shows profitability for the year 
 (adjusting cash for accrual)

Income 
Statement



  



  



  



  

bit.ly/farmrecordsbook



  



  



  



  



View by month and account

bit.ly/farmcashtrack



Can I afford it? Year round?

bit.ly/farmcashtrack



1. Classifying financial information

2. Storing evidence

3. Balancing books and reconciling 

$/inventory

4. Generating reports

5. Analyzing reports to make decisions

ACTIVITIES OF RECORDKEEPING
Recordkeeping is the art of managing an organization’s financial information 
throughout its life cycle



Transaction 
Information

- Date
- Amount
- Account

- Vendor or payer’s 
information

- Check, deposit, EBT #
- Description



The Chart of 
Accounts

❖ Schedule F
❖ TelFarm
❖ Farm Records Book
❖ Farm tax preparers
❖ Other



BANK 
STATEMENTS

RECEIPTS

Cash?

Online? Lost? 
Didn’t get one?



LEVELS OF RECORDKEEPING    
(past/projected)

- Level 1: Taxes

- Level 2: Financial

- Level 3: 
Decision-making at 
the whole farm level

- Level 4: 
Decision-making for 
individual units



Breakeven points

• How much do I have to sell at this price to 
cover my cost?

• What price do I need in order to cover my 
costs if my harvest was x?

ENTERPRISE ANALYSIS/BUDGET, COP, BREAKEVEN
(past/projected)



 

- Delay (or not) 
income, expenses 
and capital 
purchases or sales

- Depreciation
- Income averaging

Tax 
management 
strategies



PROVE YOU’RE IN IT FOR THE 
PROFIT

- Attend Extension meetings related to your farming activity and 
read Extension or other activity-related educational materials
- Consult with professionals
- Have a membership to a producer association
- Keep track of the time spent in carrying on the activity
- Have a formal written business plan
- Keep your farm’s bank accounts separate from personal 
accounts
- Have an annual budget
- Keep business books and records
- Make year-end financial statements and analyses



WAGES

CAPITAL GAINS 
OR LOSSES

OTHER INCOME



- Date of purchase
- Date of sale
- Sales price
- Trade involved
- Capital 

improvements
- Depreciation
- Casualty losses

CAPITAL GAINS RATES

NO SELF 
EMPLOYMENT TAX

✔
✔



SALES TAX 
EXEMPTION 
WHEN BUYING

- Fertilizer

- Seed

- Feed

- Machinery 

- Equipment





“Timber” includes Christmas trees that are more than 
6 years old at the time of sale and have been severed 
at the roots (unfortunately, this means sales of balled 
& burlapped or potted trees do not qualify for the 
reduced rates). In order to qualify for long-term capital 
gain treatment, a grower must have owned the trees 
(or have had the right to cut them) for more than one 
year.



Self-Employment Tax Savings

Electing long-term capital gain treatment under 
Section 631 will not only reduce income taxes, but will 
also reduce self-employment taxes. In most ownership 
arrangements, any net profit is subject to 
self-employment tax of 15.3%.



TRACK: height and species of all trees sold. 
Most trees sold will qualify for capital gain treatment 
because it typically takes at least 6 years to grow a 
quality tree (not including the age of the seedling or 
transplant), and often longer. 



There are some exceptions – sales of tabletop trees 
will not qualify for capital gain treatment and some 
small Christmas trees may not qualify if they are a 
faster growing species, such as pines. Other 
exceptions to capital gain treatment include sales of 
pre-cut trees purchased from another farm, wreaths, 
greenery, merchandise, food, and other income earned 
from the farm. Income from these activities will be 
taxed at ordinary rates.



The general rule with respect to establishment costs is 
that all such costs, including replanting, are capital 
expenditures. This includes any costs incurred after 
the year of planting to assure the establishment of the 
stand (Christmas trees do not qualify for the 
reforestation amortization deduction). This is 
recovered as the trees are harvested.



Shearing and pruning, and other annual costs are 
deductible business expenses.



Florencia Colella

youtube.com/@florencia.colella

bit.ly/colella-presentation

bit.ly/florenciaprojects




