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Under the discussion draft released by the Committee on Ways and Means, farmers (other than sole 
proprietors) would be required to use an accrual method of accounting unless their gross receipts 
averaged less than $10 million per year.  This proposed change would place a significant burden on 
many mid-sized farmers, feedlots, and hog, cattle, and dairy operations. 

We estimate that this tax code change would apply to feed yards that process as few as 8,000 head of 
cattle per year, cattle feeders that sell more than 6,000 head of cattle per year, and small combined 
cattle and feeding operations.  Any of these smaller companies could trigger the $10 million in gross 
receipts threshold with current cattle and feed prices.  Many of these companies have been operating 
at significant losses for the past eighteen months due to high commodity prices.   

For dairy operations, we estimate that an operation with as few as 1,400 cows could be at risk of losing 
the cash-basis status.  This could affect dairy operations producing nearly one-third of U.S. dairy 
products and in a period following significant financial stress for many dairy farmers.2    This would also 
significantly affect many commercial-scale farms or those selling high-value products. 

Many of our clients who would be affected by this change are third-generation farming operations being 
run by a father and son or by siblings.  Many of these family operations support dozens of employees 
but run at very thin margins and with very low net income. 

The combination of historically thin margins, rising costs of production, and price volatility can 
dramatically impact the gross receipts that an entity engaged in farming may have from year to year 
and may not reflect the actual income or loss reported by the entity. As a result, an entity may be 
pushed into the accrual method of accounting because of a year or two of unusually high prices.  Note 
that for an operation such as a feedlot, there is not any correlation between an increase in gross 
receipts from high corn prices and an increase in profits.  To the contrary, in a time of rising commodity 
prices, an increase in gross receipts could narrow margins and reduce profitability. 

Under a cash-basis system, a farmer can sell products or pay for inputs based on the farmer’s cash 
flow.  This cash flow is then reflected in the income or loss that they report.  Under the accrual method, 
income or losses are not related to the actual cash flow of the farmer and vary dramatically.  If farmers 
are required to use the accrual method, significantly more time and costs will be expended on record 
keeping and filing claims to carry operating losses back or forward.. 

The profit margin in agriculture is not large enough to be subject to a gross receipts test.  Where other 
industries and professional service firms may experience a 40% to 50% gross margin to cover 
operating costs, agriculture usually has gross profit margins under 20% and, in many operations, typical 
margins may be just 4% to 5%.  As a result, many agricultural operations have significant gross sales to 
generate a modest profit.  In our experience, the profit margin in agriculture is not large enough to be 
subject to a gross receipts test as low as $10 million. 

A final point that should be noted in this discussion is that increasing the use of accrual accounting in 
agriculture may actually lead to increased tax complexity rather than simplification. Under an accrual 
method of accounting, farming operations will increasingly be forced to file amended returns to offset 
gains from prior years with losses incurred in subsequent years.  This constant refilling of tax returns is 
mitigated to a considerable degree by the use of cash accounting.  Our firm represents some farming 
operations that are classified as C-Corporations and are thus currently subject to the $1 million gross 
receipts test.  Such clients often must file amended returns to offset losses.  Such filings are much less 
common among agricultural clients who can rely on the cash method of accounting. 

  

������������������������������������������������������������
2 In its 2012 "Farms, Land in Farms and Livestock Production" report, the USDA calculated that 1730 U.S. dairies 
have more than 1,000 cattle.  Other USDA statistics indicate that in 2006, dairies with >1,000 head accounted for 
more than 1/3rd of the dairy production in the United States.  With increasing concentration in this industry, this 
change to the tax code could well affect dairies representing nearly 1/3rd of U.S. dairy production. 
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