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A WORKBOOK TO ASSESS RETTREMENT INVESTMENT

ALTERNATIVES FOR FARMERS

Introduction

This is a workbook that a farmer can use to assess the potential out-
comes of alternative rvetirement investment options, The first part of the
workbook briefly explains the types of retirement investment options most
farmers generally consider. The second part of the workbock illustrates
how a farmer can measure the possible outcomes of the investment plans
using his own expected tax and investment veturn rates. The workbook con-
tains tables of rates and outcomes which are used in the assessment. The
workbook also contains programs for TI-58 or TI-59 calculators which may be
used rather than the printed tables to assess retlrement investment options.

Retirement Investments

Although many farmers do not recognize it as such, the fact that they are
building and investing in a farm business means that they are also building an
investment that can be used for retirement income. Many rvetired farm couples
are currently enjoving retirement from the sale or rental income of their farm.
Generally, farmers discover that during their early years of farming all farm
earnings except for living needs must be reinvested back into the farm in
order to build a business which can support the farm family. After a number
of years farmers often discover that they have surplus funds to invest. They
then need to decide whether to continue to invest in the farm business and
use the total farm investment along with Social Security for retirement
income, or te invest in alternative investments and use those investments,
as well as the previous farm investment and Social Security, for retirement
income.

Complicating the situation is the fact that there are usually children
who wish to become involved in the farm business, This involvement may call
for the use of business arrangements such as partnerships, corporations, and
rental agreements, or the selling, willing, or gifting of the farm to the
children. If a farmer wishes to transfer the largest farm business he
possibly can to his children, he may want to continue to invest in the business.
This strategy, however, may limit his ability to transfer the farm business to
his children because the farm and Social Security are his only source of retire-
ment income. If the farmer invests in some alternative retirement investments,
the farm he transfers may not be as large, but because he has alternative
sources of retirement income, he has more flexibility in his business transfer
plans.



Influencing the retirement investment decision are the return rates
of various retirement investments. Income taxes are also important because
certain investment returns are not taxed as they are earned, or are given
tax preference treatment. Tax-deferred retirement plans, for example, are
not taxed until they are liquidated during retirement. Capital gain from
some investments is only partially included in taxable income when the
investment is sold.

Tax-Deferred Retirement Plans for Farmers

Farmers have two tax-deferred plans available to them. They are the
self-employed retirement plan, commonly referred to as the Keogh or HR-10 plan,
and the individual retirement account plan or IRA. As the title indicates, a
self-employed retirement plan applies to self-employed individuals such as
farmers. In contrast, an individual retirement account plan is available to
any individual who is not an active participant in any other qualified retire-
ment plan (Social Security is not comnsidered a qualified plan). A farmer
would generally be eligible for an individual retirement plan or a self-
employved vetirement plan.

Both tax-deferred retirement plans permit a farmer to place a portion of
his current earnings into a vetirement fund for retirement. The amount de-
posited is deducted from gross income the year the deposit is made and is not
subject to income taxes that year. However, when the retirement fund is
liquidated the entire amount of the fund would be subject to taxation, both
the original principal and any accumulated earnings from the principal. The
purpose of the plan is to provide an incentive for individuals to set up
specific retirement plans. To induce the establishment of a plan, tax is
deferred on the contributions and fuad earnings to a later date and often to
a period (retirement) when the fund would be taxed at a lower rate. There
are a number of restrictions concerning the vearly contributions and use of
the plans.

The Self-Emploved Retirement Plan

A self-employed retirement or Keogh plan is for self-employed individuals
and their full-time employees. Some of the important features of a self-
employed retirement plan for farmers are as follows. The mdximum annual con-
tribution is the lesser of $7,500 or 15 percent of earned income. However,
an annual contribution of at least $750 can always be made. No minimum annual
contribution is required. Taxpayers are allowed to make contributions for
a given tax year until the due date (and extensions) of the tax return. The
plan, however, must be in existence before the end of the tax year. A partner-—
ship may also set up a Keogh plan. Individual partners deduct their individual
contribution on their tax returns.

A full-time farm emplovee with three or more years of service must be
included and covered by the plan. Any employee with 1,000 hours or more a
year is considered full-time. All employees must be covered at the same per-
centage rate as the employer-owner. The amount set aside for employees is
theirs or their beneficiaries (fully wvested) even 1if they terminate employment,
die, or the plan is terminated.



Individual Retirement Plan

A farmer may establish an TRA for himself or an IRA for himself and
his nonworking spouse without having to cover employees. This is often the
reason an IRA is selected vather than the Keogh Plan. The maximum annual
contribution for an individual is the lesser of $1,500 or 15 percent of
earned income. This is a lower limitation than with a Keogh plan. Contri-
butions for a tax vear can be made until the due date {and extensions) of
the tax return. The IRA may be established on the date that the contri-
bution is made.

If an IRA covers a nonworking spouse, the contributions are limited to
the lesser of: (1)} fifteen percent of the working spouse’s earned income,
(2) 81,750 {$875 for each spouse}, or {3) twice the loweslL amount contri-
buted for either spouse. Contributicons to a joint TRA are not allowed if
the taxpayer's spouse has earned income during the vear. In that case each
taxpaver, if qualified, may have an TRA with annual contributions limited
to the lesser of $1,500 or 15 percent of earnings.

Restrictions on Both Seif-Fmploved and IRA Retirement Plans

Although differences do exist between self-employed and IRA retirement
investment plans, in general, money placed in either plan can be invested dn
one of four basic ways: (1) individual account usually with a bank, savings
and loan, or credit union as trustee, {2} individual retirement income policy
or annuity with a 1life insurance company, (3) investment in U.S. rerirement
plan bonds, or (4} qualifying mutual funds.

There is a six percent annual penalty tax imposed on any excess annual
contribution until the sxcess contribution is withdrawn or corrected in a
later year. Retirement benefit payments can begin after age 5% and must
begin by age 70%. Retirement payment can be made as a lump sum payment or
as an annuity, The full amount of the payment is included in taxable income
the year the payment is rveceived. A&t age 70%, payments, if distributed as an
annuity, must not be distributed for a period longer than the 1life expectancy
of either the participant ox spouse. Any premature distribution before age
59% is subject to a 10 percent penalty tax in addition to the normal income
tax. However, this restriction deoes not apply in the event of death or dis-
ability., The funds in the plan may not be used to secure a loan without
the 10 percent premature distribution tax applying. Lump sum payment at
death is included in a taxable estate. Annuily payments Lo a decedent's
beneficiaries are not included in a taxable estate. The beneficiaries pay
income tax on the benefits as they are received.

The Advantages of Tax-Deferred Retirement Plans
The tax characteristics of a tax-deferred retirement plan can make it

extremely attractive to some farmers. If a farmer expects to be in a lower
tax bracket when he retires, a retirement plan will allow him to defer taxable
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income from high to low tax years. Even if a lower tax bracket during the
retirement years is not expected, just the ability to defer taxes may be
beneficial. This will allow the money that would have been used to pay taxes
to earn a return before taxes are paid. However, if funds can be invested in
the farm business and earn a greater rveturn than a retirement shelter, even
after taxes are paid on those farm earnings, then a retirement plan may not
be beneficial.

Although a retirement plan may be less profitable than investing in the
farm business, it may allow diversification of an estate and the source of
retirement income, and thus provide income stability. However, a retirement
plan is not liquid since the funds cannot be used until age 59 without
penalty, unless a disability or death cccurs.

A retirement plan can also provide a source of income to pay for estate
settlement costs or for the support of dependents should a taxpaver die.
Although a retirement shelter cannot provide the same degree of protection
as life insurance when a farmer is vyoung, it may be able to replace some life
insurance as a farmer becomes older and at an age when term insurance rates
become very large. An advantage of a retirement plan over a farm investment
in an estate is that the value of the retirement plan is not included in the
taxable estate if the plan is paid out as an annuity to a decedent's benefi-
ciaries although they pay income tax on the annuity payments. The farm in-
vestment would be included in the tazable estate.

Farm Investments for Farmers

Farm investment may occur as general investment in the farm business such
as additional equipment, livestock, and supplies. Although investment in land
or buildings may be viewed as a specific iInvestment, it is usually accompanied
by investment in machinery, livestock, and supplies. The returns from farm
investments include a yearly income return that is taxed each year. After
income tax is subtracted from that return the remainder can be spent or rein-
vested into the farm business. Farm investment, especially investment in land,
also has an appreciation component. This is the increase in value that occurs
each year. This appreciation is not taxed until the property is sold.
Currently only 40 percent of the appreciatlon that is capital gain is subject
to income tax.

Some types of farm investments qualify for investment tax credit. Machinery,
storage facilities, some farm improvements, purchased breeding livestock, and
single purpose livestock buildings qualify. The federal tax ecredit is equal to
10 percent of the investment and is taken the year the investment is made. 1In
New York there is an additional investment credit of four percent for a combined
federal and state investment credit of 14 percent,

A hindrance to farm investment for retirement is the relative lumpiness
of investment and disinvestment. Most major farm investments require sub-
stantial amounts of debt financing when the investments are made. Many farmers
are reluctant to assume a larger amount of debt as they near retirement age.
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Most have already paid off at least one mortgage. Further, it is often
difficult to sell onlv part of the farm investmeni without jeopardizing the
profitability of the remaining farm business unit. What must be done is to
sell the complete farm or rent out the farm business to keep the unit intact.
Obviously, renting the farm would not provide the same amount of annual

income as selling the farm but renting would provide income for 1ife. Another
possibility is part rental and part sale to the same party, in many cases a
child. A complete sale in pericds of inflation must he done cautiously
because it places retirved individuals in a situation where their purchasing
power may quickly erode.

Other Retirement Investments

Other investments for retirement are available. Investments such as
savings accounts, certificates of deposit, and money market certificates can
be purchased at local banks and financial institutions., They generate a yvearly
taxable return. Often the interest earned is automatically reinvested. None
of these saving investments experience capital gains.

Investment in corporate stocks exhibits many of the same characteristics
as investments in farm businesses. Most stocks pay dividends each year which
are fully subject to income tax (except for a $100 annual exclusion per tax-
paver). A few companies also have a reinvestment option where the dividends
are used to purchase additional stock. Stocks may also increase in value (or
decrease) and the increase may be taxed as capital gain (loss} when the stocks
are sold,

Asgessing Retirement Investments

Farm and family goals, personal preferences and knowledge, and investment
risk and liguidity are important elements to comsider when selecting an invest-
ment for retirement. Also important is the financial return from the invest-
ments, This section discusses that factor.

The financial cutcome of retirement investments depends upon future return
and income tax rates. These rates are not the same for every farmer. Infortu-
nately, even for an individual farmer, future rates are not known with certainty,
but must be estimated. Although past return and tax rates are no guarantee of
future return and tax rates, they can be used as a starting point in estimating
future rates. It is important to evaluate ocutcomes under alternative return
and tax rates which might occur. The array of possible outcomes can be used
to decide what investment to select. If the potential results are highly
variable because of uncertain rates, it might be wise to diversify and invest
in a number of different retirement options.

To ald farmers in making this assessment a computer program was written
to measure the actual outcomes of investment plans under a range of selected
tax and return rates. The results are printed in Tables 1 and 2. The values
from these tables can be used by a farmer to assess ratirement investments.
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Programmable calculator programs were also written for farmers who have access
to TI-58 or TI-59 calculaters. The TI programs allow a farmer to assess
investment ocutcomes under any tax and return vate combination. The TI programs
were also written so that investment tax credit and capital gain taxation on
sales before retirement can be included in the analysis. The TI programs are
listed and explaimned in Appendices B and C. The investment formulas used in
the programs are listed in Appendix A. TFederal and New York State income tax
rates are listed in Appendix D.

Assessing Tax-Deferred Investments

In assessing a tax—deferred retirement investment, it is assumed that a
farmer will invest an identical amount each year until retirement. Although
thls may not actually be a farmer's plan the assumption simplifies computation
and eliminates the need to project yearly investment amounts. In Table 1 the
vearly investment is $1,000. If more or less than $1,000 is invested annually,
the final outcome can be multiplied by any multiple or fraction of $1,000.

If the TI program is used any yearly amount can be entered. TIn computing
Table 1 a 10 year investment plan was used. With the TT program any time
span can be used,

The tax rate before retirement will not affect the outcome of a tax-deferred
retirement plan since the yearly investment and the accumulated return It earns
are not taxed until the proceeds are withdrawn after retirement. The tax rate
after retirement is listed in column two of Table 1. Any value can be used in
the TT program. This tax rate is the composite of the federal and state income
rax rates. For taxpayers who use the federal standard deduction the composite
tax rate is simply the sum of the federal and state income tax rates. For
taxpayvers who itemize deductions the composite tax rate is computed as:
composite tax = state tax + (l-state tax) x federal tax. Except at high tax
brackets those tazpayers who itemize deductions can closely approximate the
composite rate by just adding the federal and state tax rates. The return
rate to the retirement plan is listed in column three of Table 1. The investment
increases in wvalue by this rate each year and by the additional new annual invest-
ment. If the TI program ig used any return rate can be entered. '

The retirement wvalue of the tax—deferred retirement plan, column four of
Table 1 is the value of the investment after taxes at the end of the investment
period. (It is the after tax value of a lump sum payment.} If the investment
plan is paid out as an annuity, then additional earnings will accrue to the
investment as it is liquidated. However, since so many different types of
annuities can be established, only the after tax value of the lump sum is
listed. This value can be used as a reference point value when comparing tax-
deferred investments to other Iinvestments.



Assessing Farm Investments

As stated previously, farm Investments often occur in lumps (i.e., a
building is constructed, land is purchased). Although these investments
typically entail debt financing, and this involves paying for the investments
over time, the returns from these lumpy investments occur immediately after
they are made. These characteriatics of farm investments are drastically
different than a tax-deferred retirement plan. Hence, a comparison may bhe
difficult. Howevar, one type of comparison can be made. A farmer is allowed
to place a specified annual amount of monev inte a tax—deferred vetivement
plan based upon his vearly dincome. If this amount is not invested into a
tax-deferred retirvement plan, then it is placed elsewhere. Une possible
location is back into the farm business. If it is placed back into the farm
business, it will become part of the money vool that will not only be used
to purchase buiidings and land, but also machinery, livestock, and supplies.
This is the farm investment that can be evaluated and compared to tax-deferred
retirement and other investments.

The assessment of a farm investment under various tax and return rates
can be made by using the outcomes printed im Table Z. Alvernatively, the TT
program listed in Appendix € can also be used. The TT program allows analyz-
ing tax and return rates not listed in Table 2. The TI program also permits
the inclusion of investment tax credit and capital gain taxation before re-
tirement into the analysis. Table Z and the TI program in Appendix C can
also be used to assess the cubcomes of other investments such as savings
accounts or mutual funds.

The first column of Table 2 iz the composite federal and state income
tax rate before retirement. A close approximaiion to this composite is the
gum of the federal and state tax vates. To simplify the computation of the
outcomes, this tax rate is held constant for all years before retirement.

Yor most farmers the tax rate will vary so it is necessary to estimate an
average. This tax rate is applied to any vearly taxable return and to the
vearly new investment. In Table 2 the yearly new investment is $1,000 (before
taxes), and the investment length is 10 years. The $1,000 can be adiusted by
multiplying the final outcome by any multiple or fraction of $1,000. With

the TI program any annual investment and investment length can be entered.

The second column of Table 2 is the tax rate after retirement. This should.
be the same tax rate used to assess tax-deferred or any other investments.

Column three of Table 2 is the current return rate for the farm investment.
This return is earned yearly and is taxed at the preretirement tax rate. This
return rate can be computed from previous vears by dividing mnet cash income
by total farm assets. (Farmers who file tax returns on the accrual basis
should use net accrual income.) To maintain consistency with the tax-deferred
retirement plan, the after tax amount is reipnvested. If the TI program is
used the current return rate can be broken into two components, an ordinary
income return rate and a capital gain return rate. Ordinary income is
completely taxed. Capital gain income is current income from the sale of
products that qualify for capital gain tax treatment. In farming operations
this weuld include breeding livestock and machinery. Past tax returns can be
used to determine what fraction of vearly income is ordinary income and what
fraction is capital gain income,



The fourth column of Table 2 is the annual appreciation vate. The
farm investment increases in value each year by this rate. This gain is not
subject to tax until the investment is sold after retirement. It is taxed
as capital gain at the retirement tax rate. To estimate the appreciation rate,
past net worth statements can be used. However, care should be taken to sub-
tract new investments from net worth statements when computing an appreciation
rate.

With the TI program, the fraction of investment and reinvestment that
qualifies for the 14 percent combined federal and state investment tax credit
can also be entered. New investments from past net worth statements and past
tax returns can be used to estimate this fractiom.

The retirement value of the farm investment after taxes is listed under
column five of Table 2. Like the tax-deferved retirement plan, this is the
value of the farm investment after taxes at the end of the investment period.

The last columm of Table 1 and 2 is the estate value of the farm invest-
ment and the tax—deferred retirement plan should the farmer die at the end of
the tenth year. Estate or income taxes have not been computed on these amounts.
The farm investment would be subject to estate tax. The retirement plan could
be excluded if paid out as an annuity. However, with a stepped up tax basis
through the taxable estate the farm investment could be sold by the heirs at
its estate value without paying income tax. In contrast, the full amount of
the retirement plan would be subject to income tax at the heirs' individual
rates as they receive the income.

Examples

To illustrate how the data from the tables may be used to assess the
outcome of various retirement investment alternatives, some examples follow.

Readers who have access to a TI-58 or TI-5% calculater may wish to use
the programs in Appendices B and C Instead of using Tables 1 and 2.



EXAMPLE 1.
Decision: To Invest in a Tax-Deferred Retirement Plan or Farm Investment

A farmer has been reinvesting all available farm earnings back into the
farm business but is considering a tax-deferred retirement plan,

Case 1 Case 2 Yours
Tax rate before retirement .30 .40
Tax rate after retirement 20 .50
Return rate farm investment .08 .12
Rate of appreciation .04 .08 _
Return rate retirement plan .09 .09
Retirement value farm investment $11828 513311
Retirement value retirement plan $13248 5 8280
Conclusion Select Select

retirement farm
plan investment

EXAMPLE 2.
Decision: To Invest in a Tax-Deferred Retirement Plan or Savings Plan

A farmer has been placing some money each year into various forms of savings
but is considering a tax-deferred retirement plan.

Cage 1 Case 2 Yours
Tax rate before retirement 40 .40
Tax rate after retirement .40 .50
Return rate savings plan .08 .08
Rate of appreciation XX XX XX XX XX - XX
Return rate retirement plan .08 .08
Retirement value savings plan § 7835 § 7835
Retirement value retirement plan § 9387 5 7823
Conclusion Select Select

retirvement savings
plan plan
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EXAMPLE 3.
Decisdon: To Invest in Farm Investment or Savings Plan

A farmer has been reinvesting all available farm earnings back into the
farm business but would like to build up a cash reserve for financial protection.

Case 1 Case 2 Yours
Tax rate before retirement .20 . 30
Tax rate after retirement .20 . 30
Return rate farm investment .04 .04
Rate of appreciation .04 .12
Return rate savings plan .12 .08
Rate of appreciation XX XX X XX XX xX
Retirement value farm investment $11785 $15266
Retirement value savings plan $13709 5 9562
Conclusion ) Select Select
savings farm

plan investment

EXAMPLE 4.
Decision: Te Invest in a Tax-Deferred Retirement Plan or Stock Purchase Plan

A farmer who has been investing in the stock market is interested in placing
some funds inte a tax—deferred retirement plan. )

Case 1 Case 2 Yours

Tax rate before retirement .70 70
Tax rate after retirement .70 .70
Return rate stock investment .08 .08

Rate of appreciaticn .04 .16
Return rate retirement plan .09 .12
Retirement value stock investment $4062 87177
Retirement value retirement plan $4968 $5896
Conclusion Select Select

retirement stock
plan purchase
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Conclusion

The profitability of investments for retivement depends not only upon
their return rates and any appreciation, but also upon the income tax rates
before and after retirement. A lower income tax rate after retirement than
before retirement will mean that a tax-deferred retirement plan is relatively
profitable. Investment plans that experience large amounts of capital gain
or have high return rates are also relatively profitable. However, since so
many variables are involved in making an investment decision, it is difficult
to generalize concerning the advantages of retirement lnvestment plans. This
workbook presents some of the important facts about various retirement invest-—
ment alternatives and provides a format for a farmer to financially assess the
plans he is considering.
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Table 1.

RETIREMENT AND FSTATE VALUE OF TAX-DEFERRED RETIREMENT FPLAN AFTER 18 YEARS
$1000 AND RETURNS INVESTED EACH YFA&R FOR 10 YEARS

TAYX RATE TAY RATE KETURN RT RETIREMENT ESTATE VALUE
REFORE AFTER RETIREMT VALUE RETIRE~ RETIREMENT
RETIREMT RETIREMT PLAN MENT PLAN FLAN
ANY - o0 8067 11177« 13971,
ANY .20 G065 11497, 14371
ANY B2 a7 0 11827, in783,
ANY He2¢ faBTE i2166e. 152802,
ANY Bol2N G081 12516. 15645,
ANY .28 ga28% 120877 16896,
ANY Te2% LT 13246, 16564
ANY .28 e 19 E 13631, 17638
ANY ftg2h DellD 14425, 17531.
ANY Te2D Bai0F 16431 . TRG38,.
ANY Te20 Aa11d 16R49 . iR881.
ANY G20 Pa11% 152804 I51d0e
ANY B2 Bell2® 13724 12654,
ANY o2t Da12% 1631870 20226
ANY Helf 134 16681 2hE1b,
ANY Hall Belld 17136 21827,
ANY 12 Gelbt) 17635, 22044,
ANY B a%0 o060 ' 278%, 12971«
ANY fta%0 L 176G, 14371
ANY Ta3l T 27U 1348, 147T8% 6
ANY fie 31 Be3TH 1646 . I5208e
ANY e B flenn 17952, 1R665,
ANY PN e BB X 11267« 16696
ANY 330 o970 11892, 1656,
ANY Geldf 10795 11327, 17038
ANY fla B0 P10 12272 17531,
ANY B30 fa105 12627 12030,
ANY N30 el 129935, 18561
ANY el G115 13370, 1%121%,
ANY D30 Ba12% 13758, 12654,
ANY a3 M,12% 14158 27226
ANY n,38 el3d I4570 . 2NBla,
ANY T30 9,335 14594, 21420,
ANY T30 H.31410 15431 . 220448,
ANY Te8 A A, 64 R382. 123371,
ENY Red Bl D NE6E 8623 . 14371
ANY .47 Gef179 B871 s 14783,
ANY Bath G375 9125, 15288
ANY Naah G 1E N S387T. 1548,
ANY Te4h Fe 885 96576 16896,
ANY Fed 902170 9936 1856 8.
ANY ekt $.095 11223, 17838,
ANY Aelft fo1000 i?751%. 17531
ANY Ge08 D105 17°82%. 18838,
ANY Dot 0119 11137, 18561,
ANY Bab g f.11% 11468, 1914617,
ANY P 91219 117972, 17654,
ANY a4 $.12% 12135 29226
ANY Tabth Fe 13T 12488, ZiBl4a,
ANY Db 7138 12852, 21420

ANY et Me 148 13227, 22fi4h,
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Table 1 (continued).

RETIREMENT AND ESTATE VALUE OF TAX-DEFERRED RETIREMENT PLAN AFTER 10 YEARS
$1359 AND RETURNS INVESTED EACH YEAR FOR 10 YEARS

TAX RATE TAX RATE RETURN RT RETIREMENT ESTATE VALUE

BEFORE AFTER RETIREMT VALUE RETIRE= RETIREMENT
RETIREMT RETIREMT PLAN MENT PLAN PLAN
ANY Tabi} Ne0610 €986, 12971,
ANY Fe.E1 fo 6T 7l8¢c. 14371,
ANY el 470 1392, 14783,
ANY fLaGf D975 1604 . 15298,
ANY G50 fe R0 7823 1564%,
ANY .50 B85 Bi48 ., 1096,
ANY G50 Te02 BE2BJ e 165670
ANY a0 f,A9% 8819, 17038,
ANY BaSh . 100 ETES . 17531
ANY ali B.18% 5019, 1R 38,
ANY LIPSy fe110 2281. 18561
ANY Na50 fell5 OREf, 193104
ANY .50 Nal2f GR27 . 13654,
ANY 0.5 e125 12113, 2P22F
ANY 1,50 1al3f 17467, 23814,
ANY M50 138 10710, 21427
ANY BaBh Neldh 1i1u22. 2E2Ah 4,
ANY Roel GeNel 5509, 13971,
ANY fiabfl Befi6h 5749 . 14371
ANY okl BGTH £913. 14787,
ANY Fe gl 107% E1B3, in20R,
ANY Te £l da. 080 E258 . 1E¢as,
ANY Febl DeNES 6438 . 161196,
ANY P A 3-890 EE24, 16561,
ANY dafl H.79F ERIG . 17¢ 3R,
ANY fia60 el f Thize 17531,
ANY fe60 Hoelnh 7215« 18038
ANY NLEN 3111 T424, 1R%E 1,
ANY f.67 02115 TE4Ta 19100,
ANY TLED 120 T8E2 19654,
ANY Netl Gs125 Bit90 . 2U22E s
ANY Heff n.130 B326 . 271814,
ANY Gefl 0,123% B568 . 2lgan,.
ANY Te€0 Balad RE1R, 22144,
ANY NaTH fls160 4191, 13971,
ANY A. 70 Ra06% 4311. 14271,
ANY Ta70 fa 270 4435, 14783,
ANY a7l Ca7E 4562 - 18208
ANY Ca70 D8N 494, 15645,
ANY AL s 38% 4829, 16096,
ANY e 71 309§ 4968, - 16568,
ANY G708 0298 t11il. 17C38,
ANY fe T f.100 2299, 17531
ANY fe70 80108 T412. 18638,
ANY a0 0.1110 588, 18561,
ANY .70 B0.115 ET730. 19164,
ANY e 78 Bal2¢C 5896, 15654,
ANY N.70 1=12% EFER, 2rdebe
ANY ReT1 NVa133 £E244, 27814,
ANY 170 M,135 E426, 21427,

ANY feTh 0140 EE13a 22N44,
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Table 2.

RETTIREMENT AMD ESTATE MALUF OF ©4RM INMISTHENT AFTER 18 YEAFS
LAANT AND RETHRNG INMYFSTED LDACH YFAR FOR LI YELARST

Ta® RATE TAX RATE RETURN 37 APPREC RETIRFMENT ESTATI VALUE
PEFOUS  AFTER FARS RETT FARNM  WALUE FARW FARNM
PETIOCAT ACTTRENT THVESTHT  TNVETTHERT INVESTHENT INVESTHENT

g 25 Nef PR ] Tl TER2 . OREZ .
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AN Mo I 2 L 17 IR207 & 1nren,
fe? 7 et et A el £ 22747%, TAT5HG .
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Table 2 (continued).

RETIREMENT AND ESTATE VALUE OF FARM INVESTMENT AFTER 10 YEARS
$1907 AND RETURNS INVESTED EACH YEAR FOR 10 YEARS

TAX RATE TAX RATE RETURN RT APPREC RETIREMENT ESTATE VALUE

BEFORE AFTER F A RM RATE FARM VYALUE FARM FARHM

RETIREMT RETIREMT INVESTMT INVESTMENT INVESTMENT INVESTMENT
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Table 2 (continued).

RETIRFMFNT AND ESTATE VALUF OF FARM INVFSTMENT 2FTER 10 YFAFS
t1067 AND RETURNS INVESTEDR EACH YEAR FOR R YEARS

TAX PATE TAX RATE RETURN RY APPREC RETIREMENMT FSTATE VALUE
ELFORFE AFTER FARM RATE FARM VALUE FARM FARM
RETIRTMT RETIREMT INVESTMT  TMYESTMENT JTHVESTMENT INVESTMENT
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RETIREMENT AND ESTATE VALUE OF FARM INVESTMENT AFTER 10 YEARS

$£1988 AND RETURNS

TAX RATE TAX RATE

BEFORF AFTER
RETIREMT RETIREMT
Jed d Fe48
Nadd} Je#1
Fatli Eatt D
Debi) et D
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Toh D Tt
N4 Fed ]
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T84 D a5 R
Nabi) NI
Gef9 Tall
Ned M.50
N4 NaS0
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INVESTED EACH YEAR FOR 18 YEARS

RETURN RT APPREC RETIREMENT
FARM RATE FARM VALUE FARM
INVESTMT  INVESTMENT INVESTMENT
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ESTATE VALUE
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INVESTMENT
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Table 2 (continued).

RETIREMENT AND ESTATE VALUFE OF FARM INVESTMENT AFTER 17 YEARS
$£1799 AND RETURNS INVESTED EACH YEAR FOR 1% YEARS

TAX RATE TAX RATE RETURN RT APPREC RETEREMENT ESTATE VALUE
BEFORE AFTER FARM RATE FTARM  VALUE FARM FARM
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Table 2 (continued).

RETIREMENT AND ESTATE VALUE CF FARM INVESTMENT AFTER 18 YEARS
$109n0 AND RETURNS INVESTED EACH YEAR FOR 106 YEARS

TAX RATE TAX RATE RETURN RT APPREC RETIREMENT ESTATE VALUE

BEFORE AFTER FARM RATE FARM VALUE FARM FARM

RETIREMT RETIREMT INVESTMT INVESTHMENT INVESTMENT INVESTMENT
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Table 2 (continued).

RETIREMENT AND FSTATE VALUF OF FARM INVESTMENT AFTER 17 YEARS
$1070 AND RETURNS INMVESTED EACH YEAR FOR 1% YEARS

TAX RATE TAX RATE RETUFN RT APPREC RETIREMENT FSTATE VALUF
BEFORE AFTER FARM RATE FARM VALUE FARM FARM
RETIREMT RETIREMT INVESTMT INVESTMENT INVESTMENT INVESTMENT
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Table 2 (continued).

RETIREMENT AND ESTATE VALUE CF FARM INVESTMENT AFTER 10 YEARS
$19000 AND RETURNS INVESTED EACH YEAR FOR 10 YEARS

TAX RATE TAX RATE RETURN RT APPREC RETIREMENT ESTATE VALUE
BEFGRE AFTER FARM RATE FARM VALUE FARM FARM

RETIRFMT RETIREMT INVESTMT INVESTMENT INVESTMENT INVESTMENT
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Ne 71 NTaTl Nel2 NeNAH 5229%a B7&2%,s
Fali Ne718 Bel2 Nal? £335, 7251,
N 714 Ne7H P12 Na1k T737 . 9132,
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Appendix A. INVESTMENT FORMULAS

Tax-Deferrved Retirement Plan
A tax-deferred retirement plan is an investment annuity. If the amount

invested and the return rate is constant each year, then the value of the
plan before taxes after n years ia:

(1) R = Al™ 4]

T

where R = Value after n vyears
A = Annual contribution
r = Annual return rate.

Neither the annual ceontribution A, nor the annual return r, is subject
to income tax until the plan is liquidated. When the plan is liquidated the
aftertax value at year n is:

2y v = (1-8)R
where V = Aftertax value at vear n

g = Composite federal and state income tax rate
at year of liquidation.

Farm Investment

Tnvestment in the farm business will genevate three different types of
return: ordinary income, capital gain income, and capital appreciation.
Ordinary income and capital gain income are current income which is taxed
each year it is earned. Capital gain income, however, is given tax preference
treatment. An appreciation return also accumulates each year and increases
the value of the investment. This gain is not taxed until the farm investment
ig sold at retirement, when it usually receives capital gain taxation treatment.
The annual amount invested each vear, unlike an investment in a tax-deferred
retirement plan, is not deducted from taxable income before it is invested.
Therefore, less is available for investment each year.

If the amount imvested and the return and tax rates are constant each
vear, the value of a farm investment plan after n years is:

(3) F = (1-t+.14c)Al (+p)™

P

~(1+p) ]

where p = i(l+i+. 14c)+Z (1~ 41+, Ldc)+g

F == Value after n years
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A = Annual contribution before tax reduction

t = Composite federal and state income tax rate
before retirement

i = Current ordinary income return rate
z = Current capital gain return rate
g = Appreciatien rate
¢ = Fraction of before tax investment qualifying for
14 percent combined federal and state investment
tax credit
n = Years of Investment.
When the farm investment is sold, only the capital appreciation is subject
to income taxation. The annual contributions and the vearly current ordinary
and capital gain income from the investment were taxed when they were earned

and are not taxed again. The amount taxed is:

(4) T = .4s(F-n(1-t+.14c)A)g

P
where T = Amount of income tax
s = Composite federal and state income tax rate

the year of liquidation.
The terms within the outer most parentheses of equation 4 measures the increase
in value of the farm investment over the original annual after-tax contributions.
Of that increase, the fraction g/p has not been previously taxed and is now
taxed as capital gain income at the retirement tax rate.

The value of the farm investment after taxes at yvear n is then:

(5 M = F-T,



Appendix B.

Y.

Programmable Calculator Program for

Assessing Tax-Deferred Retirement Plans

The following program was written for the TI-58 and TI-39 programmable

calculators to assess the outcome of a tax-deferred retirement plan.
program was written using equations (1) and (2) from Appendix A,

under numerous tax and return rates.

on magnetic card with the TI-5Y.

000
001
002
003
DO4
005
006
007
008
009
010
011
012
013
014
015
016
017
018

Step

= BV B

"

Program
LBL 019 R/S
A 020 LB
STO 021 E
01 022 (
R/S 023 RCL
LBL 024 03
B 025 +
STO 026 1
02 027 =
R/S 028 YX
LBL 029 (
C 030 RCL
STO 03 04
03 032 +
R/S 033 1
LBL 034 )
D 035 -
STO 036 1
04 _ 037 -

User Instructions

Procedure

Enter program manually or from

previcusly recorded magnetic card.

Fnter composite federal and state
income tax rate after retirvement.

Enter annual contribution.
Enter return trate.
Enter number of vears of plan.

Compute future after-tax wvalue
at year n.

Revised analyses may be obtained
by changing desired variables and
pressing E. There is no need to

Enter

5  wvalue
A value
r wvalue
n value

reefiter variables that do not change

for new runs.

Press

eI v B T - <)

The

It allows
the farmer to quickly assess the outcomes of tax-deferred retirement plans

038
039
040
041
042
043
044
045
046
047
048
049
050
051
052
053
054
055

1f desired the preogram may be stored

Example

.30

$1000
.085
10
$11267
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Appendix C, Programmable Calculator Program for
Assesging Farm and Other Investments

The following program was written for the TI-58 and TI-59 programmable
calculators to assess the outcomes of farm and other investments. The pro-
gram was written using equations (3} through (5) from Appendix A. It allows
a farmer to quickly assess the outcomes of farm and other investments under
numerous tax and return rates. The program permits the inclusion of invest-
ment credit and capital gain on sales before retirement in the assessment.
The program may be stored on magnetic card with the TI-59.

Program
000 1LBL 038 08 076 x 114 =
001 A 039 R/S 077 RCL 115 STO
002 STO 040 LBL 078 07 i1é 11
Q03 01 041 E 079 ) 117 RCL
004 R/S 042 RCL 0890 + 118 02
305 LBL 043 07 081 RCL 119 x
006 B Qi d x 082 06 120 .
007 8TO 045 . 083 = 121 4
008 Q2 046 1 084 5T0 122 X
009 R/S Q47 4 085 10 123 RCL
010 LBL 048 - 086 { 124 06
011 C 049 RCL 087 1 125 ¥
012 STO 050 01 (88 + 126 {
013 03 051 + 089 RCL 127 RCL
014 R/S 052 1 0G0 10 128 11
015 LBL 053 = 061 = 129 -
a16 D 054 STO 092 YX 130 RCL
017 STO 055 09 093 ( 131 08
018 04 056 RCL 094 RCL 132 X
019 R/S 057 09 0395 08 133 RCL
020 LBL 058 x 096 + 134 09
021 Al 059 RCL 097 1 135 x
022 STO 060 04 098 ) 136 RCL
023 05 061 + 099 - 137 03
024 R/S 062 RCL 100 1 138 )
025 LBL 063 05 161 - 139 .
026 B! 064 X 102 RCL 140 RCL
027 STC 065 ( 143 10 141 10
028 0% 066 1 104 ) 142 =
029 R/S 067 - 105 % 143 S8TO
030 LBL 068 . 106 RCL 144 12
031 c’ 069 4 107 03 145 RCL
032 STO 070 X 108 X 146 11
033 G7 071 RCL 109 RCL 147 -
034 R/S 072 01 110 09 148 RCL
035 LBL 073 + 111 - 149 12
034 D' 074 . 112 RCL 150 =

037 STO 075 1 113 10 151 R/S
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User Instructions

Procedure Enter Press

Enter program manually or from
previously recorded magnetic card.

Enter composite federal and state t wvalue A
income tax rate before retirement.

Enter composite federal and state g walue B
income tax rate after retirement.

Fnter annual investment before A wvalue C
tax reduction.

Enter annual ordinary income i wvalue D
return rate.

Enter annual capital gain z value Al
return rate.

Enter capital appreciation rate. g value B
Enter percent of investment and ¢ value C'

reinvestment qualifying for
investment credit (before tax veduction).

Enter number of yeats of invest- n  value D'
ment plan,

Compute future after tax value E
at year n.

Revised analyses may be obtained by
changing desired variables and press-
ing E. There is neo need to reenter
variables that do not change for new
Tuns.

Example

40

.30

$1000

.06

.01

.04

.20

15

$18895



7=

Appendix D. Federal and New York State Income Tax Rates

Table D1, 1979 IRS Schedule Y -

Married Taxpavers Filing Joint Returns

If Taxable Income With The Tax
The Zero Bracket Amount Is* Is -~ Plus - Of The Amount
Over - But Not Over - Over -
$ 0 $ 3,400 0
3,400 5,500 14% $ 3,400
5,500 7,600 § 294 + 16% 5,500
7,600 11,900 630 + 18% 7,600
11,900 16,000 1,404 + 217% 11,900
16,000 20,200 2,265 + 24% 16,000
20,200 24,600 3,273 + 28% 20,200
24,600 29,900 4,505 + 32% 24,600
29,900 35,200 6,201 + 37% 29,900
35,200 45,800 8,162 4 43% 35,200
45,800 60,000 12,720 + 497 45,800
60,000 85,600 19,678 + 547% 60,000
85,000 109,400 33,502 + 59% 85,600
109,400 162,400 47,544 + 647 109,400
162,400 215,400 81,464 + 68Z 162,400
215,400 em—ee- 117,504 + 70% 215,400

* The zero bracket amount of $3,400 (standard deduction) is incorporated into
this table and is not subtracted from taxable income before this table is
used. Only the amount of itemized deductions in excess of the ZBA is sub-
tracted if deductions are itemized.
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Table DZ. ' New -York Personal : Ineome. Tax

For Taxable Years. Ending on-or-After January 1,;.1979

If Taxable Income is: " The Tax
_Qver - But Not Over - . __Is -~ Plus: — le_The Amount Over-

0 $ 1,000 $ 0+ 2% $ 0
1,000 3,000 20 + 3% 1,000
3,000 5,000 80 + 4% 3,000
5000 7,000 160 - +. 5% 5,000
7,000 9,000 260 + 6% 7,000
9,000 11,000 380 + 7% 9,000
11,000 13,000 520 ¢ + 8% 11,000
13,000 15,000 680 4+ 97" 13,000
15,000 17,000 860 +  10% 15,000
17,000 19,000 1,060 +  11% 17,000
19,000 21,000 1,280 + 12% 19,000
21,000 - 23,000 1,520 +  13% 21,000
v U110 10 J—— 1,780 +  14% 23,000




