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As we approach the tax-planning season, there are major tax changes 

that will require proactive planning with your tax professional. The tax 

law changes that have been in the news may seem overwhelming, but it 

is more important than ever to spend time optimizing tax strategies to 

reduce your tax liability. Here are some of the important tax planning 

strategies to consider.

199A

If you operate your business as anything other than a C-corporation 

(we’ll discuss C-corps later) and are unaware of how Section 199A 

(also known as the “20 percent deduction”) will impact your business, 

make sure it is the first thing discussed with your tax professional. This 

deduction, which essentially replaces the old Domestic Production 

Activities Deduction (DPAD), is brand new and quite complicated.

Under section 199A, there are limitations that may affect whether you 

receive the full benefit. Some items that impact 199A include wages, 

taxable income and the basis of assets. Furthermore, not all rental 

arrangements will qualify and some will require special elections made 

on the tax return. The 199A deduction can be substantial and does have 

a multi-year impact. This will require careful analysis and tax planning 

in order to optimize the deduction not only this year, but also for all 

future years.

C-Corporations

C-corporations do not qualify for the 20 percent deduction. Rather, they 

are now taxed at a flat 21 percent corporate rate. While this is a tax 

reduction for the vast majority of C-corporations, many farming 

C-corporations previously kept taxable income below $50,000 and were 

taxed at a 15 percent rate. If you fall into that category and are now 

facing that 40 percent tax rate increase from 15 to 21 percent tax, it may 

make sense to discuss converting to an S-corporation, if possible.

Some of you may be reading this and wondering whether it makes 

sense to convert your business to a C-corporation. The answer is most
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Farm Credit Eastlikely no, but it depends! Several factors affect this analysis – this is 

something that you should bring up to your tax professional.

Increased Depreciation Tools

Tax reform increased the limits for Section 179 expensing to up to $1 

million as well as bonus depreciation (50 to 100 percent, including the 

ability to claim it on used property). The increased bonus depreciation is 

also available for orchards and vineyards in the year of planting.

The law also changes the recovery period from seven to five years for 

new farm equipment and now permits a faster depreciation method. It 

is important to remember that while liberalized expensing tools are 

available, your preparer should use judgment when electing depreciation 

methods so that you do not create a Net Operating Loss (NOL) if not 

desired. This is because the new law limits the ability to offset only 

80 percent of taxable income and only allows for a 2-year carryback 

for farmers.

Standard and Itemized Deductions

From 2018 until 2026, there is a $10,000 limit on state and local taxes 

for those taxpayers who itemize. However, the standard deductions have 

doubled from previous law. Married taxpayers who file jointly will now 

have a $24,000 standard deduction. In addition, there are no personal 

exemptions at the federal level.

One strategy for people who spend a lot on medical expenses or 

charitable contributions is to “bunch” those expenses into a single year. 

For example, a taxpayer may take the standard deduction in one year and 

then bunch medical and charitable items into the next in order to 

optimize those deductions. Tax rates are lower and many people will 

have a lower tax liability year over year, but any one person’s outcome 

will depend on his or her specific circumstances.

State Differences

Every year, states across the country pass budgets and modify their 

respective tax codes. Due to the Tax Cuts and Jobs Act (TCJA), this year 

was one of the busiest for states in a long time. Not every change in the 

TCJA will affect taxpayers with respect to state income tax. For 

example, the Section 199A deduction will not be available for farmers in 

Farm Credit East’s territory due to a function of how those states derive 

their taxable income (in fact, only a small handful of states across the 

country will afford the deduction to their taxpayers). Likewise, every 

Northeast state that has an estate tax has a lower estate threshold than the 

current $11.18 million per person that exists at the federal level.
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All states within Farm Credit East’s territory and across the country 

have passed legislation in response to the TCJA. New York taxpayers 

may now itemize at the state level even if they do not itemize federally. 

In other words, it is still important to keep receipts for your charitable 

contributions and medical expenses! Additionally, Connecticut recently 

enacted a tax on the state’s flow-through entities. This will affect 

all Connecticut partnerships (including LLCs taxed as partnerships) 

and S-corporations. 

Every state in Farm Credit East’s territory has nuances to their tax code 

that make them different from each other and from the federal tax law. 

This is another reason why it’s important to discuss your situation with 

your local tax professional. A holistic tax plan includes not only federal 

taxes but also state taxes over a multi-year period.

A final word on tax planning, tax changes and tax fees

This past year has been very busy for those of us who operate in the tax 

world. Not only did we see the most substantial change in over 30 years 

at the federal level, but the slew of changes at the state levels have been 

just as intense in many cases. 

While Section 199A will require extra tax planning considerations this 

fall, other changes, like Connecticut’s new pass-through tax, will 

increase the time and complexity of each return it impacts. New 

Yorkers may spend extra time itemizing this year despite taking the 

standard deduction at the federal level. Particularly related to Section 

199A, the IRS estimates that the 8.8 million pass-through 

businesses will spend 2.75 hours annually reporting this deduction. 

Farm Credit East, ACA is committed to continuing to provide excellent 

value to your individual tax situation at a competitive price.


