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In the waning days of the 2004 election, Congress passed the American Jobs Creation Act of 
2004. Part of the bill provides a deduction for manufacturing and production activities. 
Agricultural production has been included as part of this definition, thus farmers and ranchers 
who produce crops or livestock will qualify. 
 
The deduction is effective for all of 2005, and is a 3% deduction of net income of the farming 
activity. For example, a producer who has farm income of $50,000 will get a deduction of $1500 
(3%). His tax rate would then be applied to determine his tax savings; if he is in the 15% 
marginal tax bracket, his tax savings would be $450. Beginning in 2007, the deduction is 
scheduled to increase to 6%, and in 2010 to 9%. 
 
Certain rules apply 
You must address several rules before taking the deduction:  

• Only production counts. The deduction does not apply to non-production activities, so if 
trucking or selling seed is part of the farming operation, the income and expenses 
generated by these activities must be separated from the production farming activities. 
However, if the “non-qualifying” activity makes up less than 5% of the gross receipts, the 
law provides that the operation’s entire net income will qualify; no separation needs to be 
made. 
 
This means that if there is a significant income contribution by the non-qualifying 
activity, a separate set of records must be kept for each activity. For example, if a semi 
truck hauls grain from the field and for the local coop, the fuel, repairs, insurance, and 
other expenses will need to be allocated between the two activities. 

 
• Watch the limits. The deduction is further limited to 50% of wages paid by the business. 

The farmer in the preceding example must have a payroll of at least $3000 to qualify for 
the full $1500 deduction. In many cases sole proprietors and partnerships do not have 
employees. If they do not, they will not qualify for the deduction.   
 
Oftentimes, family members are working on the farm without pay. In these cases, payroll 
can be created to compensate these folks and qualify the farm for the deduction. 
However, in all cases, the family employee must actually be performing labor. 
  
One caution: Qualifying wages are subject to FICA. Thus, commodity wages or those 
wages paid to children under 18 will not help the farm qualify for the deduction, since 
they are not subject to social security withholding. 

 
• Check the status of deductibility on Minnesota tax returns. At press time, the 

legislature has not passed a tax bill. It may choose not to adopt this deduction. If so, it 
may have to be added back on the state tax return. 


