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Rural Tax Education

« Website hosted by Utah State University

RuralTax.org

» Material created by the National Farm
Income Tax Committee

 Informational Material on Ag, Timber, and

Rural Tax topics include but not limited to:
Farm Losses and Hobby Rules

+ Self-Employment Taxes

» Estate and Gift Taxes

* Depreciation

+ Tax planning

+ Etc...
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USDA .. .
= Disclaimer

This material is based upon work supported by the U.S. Department of Agriculture, under
agreement number FSA21CPT0012032. Any opinions, findings, conclusions, or
recommendations expressed in this publication are those of the author(s) and do not necessarily
reflect the views of the U.S. Department of Agriculture. In addition, any reference to specific
brands or types of products or services does not constitute or imply an endorsement by the U.S.
Department of Agriculture for those products or services. USDA is an equal opportunity provider,
employer, and lender. Rural Tax Education is part of the National Farm Income Tax Extension
Committee. In their programs and activities, the land-grant universities involved in this project do
not discriminate based on race, color, religion, sex, national origin, age, genetic information,
sexual orientation or gender identity/expression, disability, status as a protected veteran, or any
other status protected by University policy or local, state, or federal law.

This information
changes...often.

This is educational information,
not tax or legal advice.
Information is based on material
from LGUTEF, Ruraltax.org, and
IRS. Please be a good
consumer of professional
services.
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Topics

* Employment of Children by their
parents

» Spouses working for each other

* Business Structures involving
family members

* Reporting and withholding
requirements

 Deductibility of wages paid to
family members

info@RuralTax.org RuralTax.org
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Introduction

» Overview of family labor in
farm operations

* Key focus: income tax and
regulatory aspects

+ Challenges in navigating
regulations

info@RuralTax.org RuralTax.org
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Understanding Payroll Taxes

» Taxes applicable to wages paid to family employees

 Overview of Social Security (FICA), Medicare, federal income
tax withholding

* Federal and state unemployment taxes (FUTA/SUTA)
» Exemptions for certain family members

info@RuralTax.org RuralTax.org
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Business Entities Used in the Farming Operation

» Sole Proprietorship « Family Limited Partnership
* Qualified Joint Venture » C Corporation
» General Partnership » S Corporation

» Limited Liability Company
* Limited Liability Partnership
* Limited Partnership

info@RuralTax.org RuralTax.org
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Sole Proprietorship

Schedule F
Sole @ Or
Proprietor Schedule C
on 1040

= Sole Proprietor reports business income on
his/her personal tax return

info@RuralTax.org RuralTax.org
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Sole Proprietorship

» Owner does not pay wages to self
+ W-2 Issued to employees

» Wages paid to children
» Bona Fide Employer-Employee Relationship
» Reasonableness of Compensation
+ Actual Payment and Proper Documentation
» Deductibility Under the Internal Revenue Code
» Tax Treatment for the Child
* Payment in Kind
* No Deduction for Personal or Household Services
» Will get into other family members on later slide

info@RuralTax.org RuralTax.org
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FICA/Medicare

» Federal Withholding
* Determined by W-4
* FICA/Medicare Withholding
* FICA and Medicare Withholding = (15.3%)(12.5 % OASDI & 2.8%
Medicare)(OASDI cap is $176,100 for 2025)
 FUTA/SUTA

Under the Federal Unemployment Tax Act (FUTA), wages are
subject to a tax rate of 6.0% for the first $7,000 of each employee’s
earnings for the year. The tax is imposed on the employer only,
and is not withheld from the employee’s wages.

» SUTA runs through your individual state.

« State credit against tax. Employers are allowed a state credit
against the FUTA tax for amounts that are paid into state un-
employment funds. The credit may be as much as 5.4% of FUTA
taxable wages.

info@RuralTax.org RuralTax.org
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Employer Exempt from Withholding -
Unincorporated Business

Employer Exempt from Withholding

Federal
Type of Employment/Payment Withholding FICA
Child under age 18 employed by parent ~ Withhold Exempt

Child age 18 — 20 employed by parent Withhold Taxable
Parent employed by child Withhold Taxable
Spouse employed by spouse Withold Taxable

FUTA

Exempt
Exempt
Exempt
Exempt

6/12/2025



info@RuralTax.org RuralTax.org

15

Employer Exempt from Withholding

 Child under age 18 employed by parent

. Parftent-employer as a sole proprietor or partnership if each partner is a
partner.

. LLICs and Corporations are not eligible for special family employment tax
rules

» Exception: Single Member LLC (Considered a disregarded entity)
 Child age 18 — 20 employed by parent

. Parftent-employer as a sole proprietor or partnership if each partner is a
partner.

. LLICs and Corporations are not eligible for special family employment tax
rules

» Exception: Single Member LLC (Considered a disregarded entity)
* Parent employed by child
» Spouse employed by spouse

info@RuralTax.org RuralTax.org
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Payroll Tax Considerations for Family Members

« Exemptions for children under 18 in unincorporated business
* FUTA exemptions for children under 21

» Special rules for partnerships
» For employment of children, parents must be the ONLY partners

 Payroll tax obligations for siblings and other relatives
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Partnerships

Partnerships H !“.'."'-: g Persongl Tax I\:l::'l::l

i"‘."l'-.:'-\.f-"-'::- il T i1!-:::u::'l

= Partner's share of profits (loss) passes from a
partnership to the individuals' retumis)

* Noincome tax is paid at the partnership level

= All business income subject to self employment tax

info@RuralTax.org RuralTax.org
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Partnerships

* Partner does not get W-2
* Income distributed via K-1

» Partner may receive Guaranteed Payment to Partner
* Employees receive W-2
* Employee guidelines same as listed on Sole Proprietor slide

info@RuralTax.org RuralTax.org
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LLCs

s
Most LLCs | wmmp [Famersromomvarnonm]
N

= Earnings from LLC subject to Self-Employment Tax

info@RuralTax.org RuralTax.org
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LLCs

* LLC owners do not receive a W-2.
* Most cases, income is reported via K-1

* Children do not receive beneficial treatment in an LLC
compared to S.P. and Partnership.

info@RuralTax.org RuralTax.org
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C Corporation

C Corporation

pays it's own 2 [ sharenoigers |
tax and pays f

wages, rent, ;_g | sharehoiders |
and
distributes % —
dividends e I
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C Corporation

» Typically, shareholders will receive a W-2 from the
Corporation.

« Shareholders may also receive land rent or dividends, which
are reported on a 1099.

* No preferential treatment for family members.

info@RuralTax.org RuralTax.org
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S Corporation

T I Shareholder's Personal Tax Refurn I
7

S Corporation | W [Srarchoders Personal Tax Retum |

N

= [Earnings from LLC subject to Sell-Employment Tax
= 5 Corp must pay shareholders a salary.
= |RS does have some resources for determining
appropriate salary
= |RS Reasonable Compensation Job Aid for IRS
aluation Professionals (October 29, 2014)
info@RuralTax.org RuralTax.org

I sharehoider's Personal Tax Return I
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S Corporation

* Profits from Corporation are reported to shareholders via K-1.

« Shareholders are required to be paid a wage/salary (reported
on W-2).

» Other employees of the Corporation also receive a W-2.

* No preferential treatment for family members.

6/12/2025
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State vs. Federal Regulations

* Differences between state and federal labor laws

* “Most Protective Standard” approach for employers
* Minimum wage
» Overtime

 Importance of verifying compliance with both agencies

info@RuralTax.org RuralTax.org
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Becoming and Employer

« Employer responsibilities: Issuing
Form W-2, withholding payroll taxes

* Requirements for an Employer
Identification Number (EIN)

« State registration requirements

info@RuralTax.org RuralTax.org
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Children and Child Labor Laws

» Parental exemptions from child labor laws
» Check with your individual state

* Special considerations when hiring non-dependent children
» Both Federal and State rules
» Most Protective Standard applies

 Importance of checking both state and federal laws

info@RuralTax.org RuralTax.org
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Documentation Requirements

 Importance of completing Form Eﬁ

I-9 (Employment Eligibility s R RN
Verification) = 1

* Role of Form W-4 for income
tax withholding

« Compliance obligations for
family employees

info@RuralTax.org RuralTax.org
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Form |-9

* Form I-9 is used to document employment eligibility
* No exception for family members
» Completed within three days of hiring.
» Section one completed DAY 1

» Retain copy in your permanent files (Do not submit to IRS or
Department of Labor)

» Downloadable from:
* https://www.uscis.gov/i-9

info@RuralTax.org RuralTax.org
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Form I-9

* New Revised |I-9 — Released 8/1/2023
» Expires 5/31/2027

» Employers do not need to re-do forms already completed.
» Guide to I-9 Form Completion

» Guide walks through the form [-9 line-by-line.....plus provides
visual samples of supporting documents.
* http://www.uscis.gov/files/form/m-274.pdf

info@RuralTax.org RuralTax.org
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Form W-4 (Federal and State)

» W-4 (Federal and State)

» Communicates to employer how much federal/state income tax to
withhold from paycheck.

« State requirements vary. Check state regulations and consult with
tax professional

* Employer should retain signed copy.
» Federal: https://www.irs.gov/forms-pubs/about-form-w-4
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New Hire Report

* Requirement (Federal Mandate begins in 2012)

* Feeds into a network to ensure that child and family support
payments are being made by workers.

« Each individual state administers this program. Check with
your state department of revenue or equivalent agency.

6/12/2025
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Worker's Compensation Requirements

* Intended to provide wage replacement and compensation for
employees who suffer work-related injuries or ilinesses.

 Every state has a workers comp. system

* Provide compensation without regard to negligence or fault of
either the employer or employee.

» Exceptions for Agriculture

info@RuralTax.org RuralTax.org
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Workers Compensation

« Liability and Risk Management

* While there is a cost associated with Workers compensation
Insurance Coverage, the cost of dealing with a serious injury can
also be devastating.

* Visit with an insurance provider to examine costs and coverage
* Visit with a farm consultant and your family attorney

info@RuralTax.org RuralTax.org
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Questions
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Contact Information

C. Robert (Rob) Holcomb, EA

Extension Educator, Agricultural Business Mngt.
Extension | extension.umn.edu

200 S. O'Connell Street, Suite 500, Marshall, MN 56258
University of Minnesota | umn.edu

holcombr@umn.edu | 507-258-8754
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