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KRAHMER & SHAFFER, LTD. 
Attorneys at Law 

717 S. State Street ~ Suite 100 

Fairmont MN  56031 
e-mail: bruce@krasha.com; kim@krasha.com  

website: krasha.com 

Telephone: (507) 238-4717 ~ Fax: (507) 238-4719 

  

CLIENT CONNECTION ~ JANUARY 2014 
Dear Client: 

 

This newsletter is published in order to make our clientele aware 

of issues as they relate to general circumstances.  It is not 

intended to be an official interpretation or include all situations 

which may apply.  Your specific set of facts may warrant a visit 

to your attorney or tax advisor.  Please call us if we can help. 

 

Website 
Check out our new website, krasha.com, for current tax 

information, access to IRS forms, financial tools, and more. 

 

New Staff 
We welcome Brandon Edmundson, attorney and Victoria Murry, 

accountant, to our staff.  See page 4 for more about them. 

 

Estate Planning 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Income Tax 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

Revocable Trusts. We have seen several of our clients 

receive revocable trust packages sold by twin cities law 

firms.  Several of these have not been appropriate for the 

clients. While there are legitimate reasons for revocable 

trusts, they do not make things simpler. Revocable trusts 

require a lot of upfront expense and years of observing 

formalities to be effective.  In outstate Minnesota where 

there is no court backlog, trusts are not significantly faster 

than probate.  The probate process has the advantage of 

protection from creditors with a 4 month statute of 

limitations. Please contact us to review any documents 

prepared by a metro law firm before you sign them.  Better 

yet, consult us first about updating your estate plan, and 

receive the benefit of our years of experience working with 

you and other farmers and business owners in southern 

Minnesota.  We have worked with you for years and know 

your financial and family situation. 

 

Minnesota Gift Tax.  Minnesota enacted a gift tax, 

effective 7/1/13.  Each individual has a $1,000,000 lifetime 

exemption, separate from the MN estate tax exemption.  

Gifts made within 3 years of death are included for estate 

tax purposes 

 

Annual Gift Tax Exclusion.  The per-donee Federal and 

Minnesota exclusion for gifts is $14,000 per year for 2013 

and 2014.  

 

50% Bonus Depreciation expired in 2013. Congress 

extended 50% bonus depreciation for assets placed in 

service during 2013 and is not expected to extend it. 

 

 Net Investment Surtax.  Under the 2010 Healthcare Act a 

new 3.8% surtax on net investment income on taxpayers 

with modified AGI over $250,000 joint begins in 2013.  

That investment income includes taxable interest, 

dividends, annuities, royalties, rents and capital gains.  It 

does not include active business income, retirement plan 

distribution or tax-exempt income.  

Estate Tax Exemption.  The federal estate tax for 2014 has an 

exemption for gifts and estates of $5,340,000 and a rate of 

40%.   Congress also has allowed the amount of unused 

exemption to be passed to a surviving spouse, thus the married 

couples can make use of a $10,680,000 exemption.  However 

the Minnesota exemption remains much lower than the federal 

at $1,000,000. The Minnesota marginal rate is 41% on the first 

$93,800 above the exemption, and then goes from 6.4% to 

16% on an estate over $10,000,000.    If your net worth is 

over $1,000,000 and you have not revised your wills since 

2001, you should be reviewing your estate plan.  Contact 

Bruce, Kim or Brandon. 

 

Minnesota Qualified Farm Property Deduction.  A Minnesota 

estate is eligible for a deduction (for MN estate tax only) of up 

to $4 million for class 2a land that is agricultural homestead 

and passes to descendants of the decedent.  The descendants 

must keep the land for 3 years, or pay a recapture tax.  If you 

or your parents are planning on moving off of the farm, 

contact us before you do anything with the farm house, or this 

deduction could be lost. 
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Sect 179 bonus depreciation is available for equipment, 

computers, drainage tile, single purpose livestock facilities, and 

similar items, but not buildings.  The property must be used in a 

business.  (Cash rent landlords do not qualify for this bonus.)  If 

the Section 179 depreciation would create a net loss on the 

overall business income of husband and wife (wages are treated 

as business income), then the excess bonus depreciation is 

currently limited, and the excess amount must be carried forward  

to future years when you do have a business profit. 

 

If Congress raises the Sec 179 limit to $125,000, and a taxpayer 

acquires more than $500,000 of Section 179 property in 2014, 

the $125,000 deduction limit phases downward until none is 

available (once the taxpayer has acquired $625,000 of qualified 

Section 179 property).   

 

Minnesota Depreciation Adjustments. Minnesota did not 

adopt the new higher federal limits.  Minnesota only allows 

$25,000 of Section 179 deduction in 2006 and thereafter.  It does 

not allow the 50% bonus. On the Minnesota return you must add 

back 80% of the difference between the expensing allowed for 

federal and for state purposes in the year of acquisition.  This 

difference will be subtracted on the Minnesota return over the 

following five years. 

 

Automobiles. Heavy pickups with gross weight over 6000 lb 

and a box at least 6 feet long are treated like other equipment.  

Cars and light vans have caps on maximum depreciation. The 

maximum regular first year depreciation on newly acquired cars 

is $3,160; light vans and SUVs is $3,360.  An additional $8,000 

is allowed on new units if the 50% bonus is claimed.  Heavy 

SUVs (including pickups with box less than 6 feet long) have a 

limit of $25,000 for Section 179 bonus depreciation, but no limit 

for 50% bonus.  Deductible amounts must be ratioed if business 

use is less than 100%. 

 

Additional 0.9% Medicare tax.  Earned income (wages and 

self-employment income) over $250,000 joint is subject to an 

additional medicare tax of 0.9%. 

 

Phase out of Exemptions and Itemized Deductions.  
Exemptions and itemized deductions begin to phase out at 

$300,000 AGI for a married couple, and $250,000 single.  These 

each add 1% to the taxpayer’s marginal tax rate. 

 

 

Children’s Gifts and Wages.  The investments of your children 

under age 18 should be reviewed, and if you have gifted unsold 

grain to your children in the past, the use of wages for services 

may be a better strategy because it is compensation, not subject 

to the kiddie tax and qualifies the child for an IRA deduction.  

The sale of grain that was gifted to them, if not held for 12 

months, produces ordinary unearned income that would be taxed 

at the parent’s marginal rate.   Wages to your children for farm 

work must be reasonable for services performed.  For those 

under 18, the wages are not subject to social security tax.  If 18 

or over, cash wages are subject to social security tax.  Wage 

reports must be filed by January 31
st
. 

 

Grain Gifts to Children.  Making gifts to your children of prior 

year’s crop is still a beneficial strategy.  If the children hold the 

crop at least 12 months before they sell it the gain is long-term 

capital gain rather than ordinary income, and if the children are 

not engaged in the trade or business of farming it is not subject 

to self-employment tax.  

 

Alternative Minimum Tax (AMT). Although the alternative 

minimum tax (AMT) was intended to apply to high-income 

taxpayers who take advantage of tax preferences, it now affects 

many middle-income tax payers each year.  In 2013 the 

exemption for a married couple is $80,800 and indexes upward 

for inflation in future years, without further action of Congress.  

 

The best way to understand the AMT is to view it as a separate 

tax system with two brackets, 26% on the first $175,000 and 

28% on the balance.  It has its own set of rules for deductions, 

which are less generous than the regular rules.  The excess of 

this calculation over your regular tax is AMT.  Items not 

deductible for AMT include the following: 1) State and local 

taxes paid; 2) Miscellaneous itemized deductions; 3) Medical 

expenses less than 10% of adjusted gross income; 4) Personal 

exemptions. 

 

Large income particularly large long term capital gains, increase 

the probability that AMT will apply.  Once AMT is applicable, 

any additional state income tax payments produce no current 

income tax savings on the federal return.  Payment of $10,000 

state income taxes in the wrong year can cost you about $3,000 

out of pocket.  Careful planning, based on the overall anticipated 

facts, is the only way to accurately plan the timing of state 

income tax.  

 

Changing Commodity Credit Corporation Loan Election. 

The law continues to allow farmers to choose each year whether 

to treat CCC loans as loans or as income in the year the crop is 

sealed.  The treatment must be consistent for all crops sealed the 

same year.   The switch from loans to income may be done 

simply by making an election on the tax return.  The switch from 

income to loans requires a special filing with the IRS, but is 

automatically approved.  The choice can be made differently 

each year if desired 

New Tax Rates.    If adjusted gross income exceeds 

$450,000 on a joint return ($400,000 single) there is a new 

maximum rate of 39.6% for ordinary income and 20% for 

capital gain on the excess.   

 

Section 179 Depreciation Decreased. The limit on 

expense-method depreciation which was $500,000 for 2013, 

goes back to $25,000 for 2014, unless Congress raises it.  

Many expect the limit to be raised to $125,000 for 2014. 
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Social Security and Self Employment Tax.  The regular FICA 

tax is 15.3% of the first $113,700 of wage and self employment 

income, then it drops to zero for excess income.  Medicare tax of 

2.9% is levied on the entire amount of the earned income (3.8% 

on earned income over $200,000).   Bunching earned income to 

a high year can save SE tax because of the caps.    See also 

comments about farm income averaging below, which prevents 

huge spikes in regular tax rates by income fluctuations.  

Retirement benefits are based on your long term earned income 

average.  Disability benefits if totally disabled before age 65, 

require that you be currently insured, with 20 quarters of 

coverage in the immediately preceding 40 quarters (i.e. half of 

the prior 10 years.)  $4,640 of earnings in 2013 and ($4,800 in 

2014) gets the maximum of 4 quarters for the year. Farmers with 

a loss can elect to report and pay the FICA tax on $4,640  so that 

they get 4 quarters of coverage for the year. Cash wages of 

$4,640 or more to the spouse are needed to get them 4 quarters 

of coverage for 2013 and $4,800 or more in 2014. 

 

Farm Income Averaging. Farm income averaging allows a 

farmer, when he has a profitable year, to use up unused lower 

tax rates from the 3 previous years when he had lower income.  

If your income is up substantially, it may be more advantageous 

to increase the income even more in 2013, taking advantage of 

the cap on FICA tax (see prior paragraphs) and using up prior 

year  low rates.  The advantage by combining the two effects can 

be very substantial, depending on your base year income level. 

 

Qualified Domestic Production Deduction. Since 2005 

farmers (and others engaged in domestic production) have been 

eligible for a deduction for income from “domestic production 

activities”.  In 2013 the deduction amount will be 9% of the 

lesser of “qualified production activities income” for the taxable 

year or taxable income for the year.  The amount of this 

deduction is limited so it cannot exceed 50% of the W-2 wage 

expense subject to social security.  Self-employment income of 

the farmer is not treated as W-2 wages for this purpose.  Grain 

wages and wages to minor children also do not qualify.  Farm 

receipts received from growing crops or growing livestock 

clearly qualify for the deduction.  Revenues received from 

custom farming operations do not. Many coops have been 

passing Domestic Production Deduction through to their patrons 

on their Form 1099. 

 

Many farmers would qualify for Qualified Domestic Production 

Deduction, but their Schedule F has no W-2 wage expense.  We 

would suggest that you consider paying reasonable W-2 wages 

to your spouse or child who is 18 years or older, for their farm 

services to qualify for this deduction.  If your Schedule F profit 

is less than $113,700, you incur no more Social Security tax by 

paying the W-2 wages, your spouse or child is getting credit in 

the social system and they have earned income to qualify for an 

IRA contribution. You would then have W-2 wage expense to 

support additional deduction for qualified production deduction 

up to 50% of the W-2 wages paid subject to the overall 

percentage limits previously mentioned, or your taxable income. 

Grain Wages. Wages paid in the form of commodities for 

services by the spouse or others might be considered rather than 

cash to save Social Security taxes. 

 

Inventory Farmers Can Switch to Cash Basis. The IRS has 

ruled that inventory basis farmers with average annual gross 

receipts under $1 million/year over the previous 3 years can 

make an automatic switch from inventory to cash basis reporting 

by making the proper election with their tax return.  It appears 

the slowdown of income essentially is treated like zero inventory 

at the end of the year, regardless of what is actually there.  It 

appears the entire adjustment reducing the income is taken in a 

single year.  Thereafter the farmer would report on a cash basis. 

 

Charitable Gifts of Grain. It is advantageous to make 

charitable gifts in commodities rather than cash.  This directly 

reduces your income, and no deduction is claimed on Schedule 

A.  Your taxes are reduced regardless of whether you itemize.  

Even if you will be itemizing non-business deductions the 

charitable contribution in commodities could save you the 

15.3% self-employment taxes on the amount of the contribution.  

 

Health Savings Account.  The tax law allows taxpayers, under 

age 65, with qualified high-deductible health insurance policies 

to deduct medical expenses by using “health savings accounts” 

(HSA).  This allows you to deduct the medical expenses even if 

you take a standard deduction, and it eliminates the 10% of AGI 

reduction to the deduction. 

 

An HSA is a tax-sheltered savings account similar to the IRA, 

but earmarked for medical expenses.  Qualified deposits to an 

HSA are 100% tax-deductible and can be easily withdrawn by 

check or debit card to pay routine medical bills.  What is not 

spent from the account each year stays in the account and 

continues to grow tax-deferred, until used. If the funds are used 

for medical expenses, there is no tax on withdrawal of the funds. 

 

Clients interested in starting an HSA should inquire with an 

insurance agent, who can explain the various details of qualified 

HSA plans. The 2013 limits on deductible contributions to 

Health Savings accounts are $6,450 for family coverage and 

$3,250 for individual coverage.  Account owners age 55 or over 

can put an additional $1,000 into their HSA’s.   

 

Pension Plans. 
SEP Pension Plan. Self employed persons may make tax 

deductible contributions which are effectively limited to 20% of 

self employment income,  but in any event not more than 

$51,000 for the self employed person for the year 2013.  To 

allow the maximum contribution for the self employed person 

(effectively 20%) the plan must provide that contributions of 

25% of wages of covered employees are also contributed to the 

plan for them by the employer.    Employees who have reached 

the age of 21, performed services for the employer in at least 3 

of the immediately preceding 5 years, and receives at least $550 

in compensation must be covered.  The plan must be created and 
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the contributions made for 2013 by the deadline for filing the tax 

return (Normally April 15, 2014, but Oct. 15, 2014 if an 

extension of time to file the return is requested).  In 25% federal 

and 7.8% MN rate brackets the government subsidizes almost 

1/3 of the contribution for the self employed person.  The 

deduction is allowed retroactive to the tax year for which the 

contribution is made, even for cash basis taxpayers. 

 

Solo K Retirement Plan.  A Solo K is available to business 

owners who, alone or together with their spouse, own 100% of 

the business and have no full-time or leased employees.  The 

maximum contribution to the Solo K is $17,500 of salary 

deferral from the employee (plus an additional catch-up 

contribution of $5,500 if the employee is 50 years of age or 

older) and the employer can make a contribution up to $28,000 

for a total maximum of $51,000 per year.  The advantage over 

the SEP is that you can reach the maximum contribution much 

more quickly because of the employee deferral component.  A 

Solo K must be created during a tax year to allow the employee 

deferral to be deducted for that year. 

 

IRA Contribution Limit.  Taxpayers with earned income may 

be entitled to contribute up to $5,500 each ($6,500 if age 50 or 

over) to some type of IRA.  The total contribution to all IRAs 

can not exceed the combined earned income of the taxpayer or 

married couple.  There may be ROTH IRA contributions, 

regular deductible IRA contributions, and regular nondeductible 

contributions.  The IRA plan must be created and all 

contributions made by April 15, 2014, even if the deadline for 

the tax return is extended. 

 

ABOUT KRAHMER & SHAFFER, Ltd: 

 

Bruce Krahmer, attorney, born and raised on a farm north of 

Fairmont.  He graduated from the University of Minnesota Law 

School cum laude in 1965.  He has been in practice for over 45 

years as an attorney in Fairmont.  He and his wife, Donna have 

two children and four grandchildren.  Pam and her husband, 

Mike Krahmer, live in Mankato with their sons, Douglas who is 

age 16 and Kevin who is 13.  Sue and her husband Bruce 

Fordahl live in Rogers with their sons, Erik who is age 14 and 

Ryan who is 12.   Bruce continues to work with existing clients 

but is not taking on new projects. 

 

Kim A. Shaffer, attorney, was born and raised on a farm outside 

of Pipestone, Minnesota.  He received his Juris Doctor cum 

laude degree from the University of Minnesota in 1979.  Kim 

practiced in the areas of business law, partnerships, corporations, 

estate planning, probate and real estate in New Ulm for 15 years 

before joining our firm in 1994.  Kim is now 100% owner of 

Krahmer & Shaffer, Ltd.. He and his wife, Jan, have three sons, 

Al and his wife, Katie with their daughters Hailey, age 5 ½,  

Avery age 5 months and son, John, age 3, live in Houston, TX,  

Scott lives in Minneapolis, and Ted lives in Houston, TX. Jan 

works at her home doing long arm quilting 

(www.pinegrovequilting.net). 

Brandon J. Edmundson, attorney, joined the firm in 

November, 2013, coming from Fort Worth Texas, where he 

practiced law for 7 years.  He graduated from Drake University 

Law School with high honors in 2006. His practice areas will 

focus on probate, estate planning, income tax and general 

commercial litigation. Joining Brandon in Fairmont are his wife, 

Sara, and one year old daughter, Ada. 

 

Betty Clark, a staff accountant/tax preparer, has worked at the 

firm during tax season for over 20 years.  Both Betty and her 

husband, Jerry, grew up in Fairmont.  They have one son, Bill. 

Bill and his wife, Kris, live near Boston with their four children, 

Andrew 18, Alex and Josh 16, and Natalia 12. Trips to the East 

Coast are a common occurrence!   

 

Jane Sundberg, staff accountant/tax preparer, was born and 

raised in Guatemala.  In 1984 she graduated from Mankato State 

University with a B.S. degree in accounting.  She has worked at 

the firm for over 20 years as an accountant.  Her husband, Stan, 

is a retired elementary music teacher.  They have two children, 

Rachel and Jim, who are teachers in Iowa, and one 

granddaughter, Jennaya and one grandson, Jackson. 

 

Victoria Murry, staff accountant/tax preparer, joined the firm in 

December, 2013.  She received her AAS degree in business 

management/accounting in 2001 and a B.S. in accounting in 

2010 from Rasmussen College.  Victoria was born and raised on 

a farm outside of Janesville, MN and currently lives in 

Winnebago with her husband Brady, and daughter Alexis.  

Alexis will be attending St. Cloud University in the fall, and 

Brady is one of the Pepsi drivers in Fairmont. 

 

Kimberly Wubbena, legal assistant, has been with the firm for 

over 25 years.  Kim and her husband, David, have three 

children, Amber Hansen and her husband, Jeremy and their 

daughter Justiss 2, Amber is nurse manager at Fairmont 

Orthopedics, Michael and his wife, Emily and their daughter 

Ella 4 and son, Evan 10 months, live in Fairmont and Michael is 

a financial analyst for Weigh-Tronix and Brooke is a freshman 

at RCTC in Rochester this year. David is the manager of 

Riverdale Nursery. 

 

Lisa Meschke, secretary, was born and raised in Faribault MN.  

Lisa has a son, David, who works for Cedar Lake Electric in 

Faribault. David and his wife, Kim had a son, Luke on April 8, 

2013. Her daughter, Ashley is working for Fette Productions and 

is getting married May 27, 2014 to Jon Meyers.  Lisa has been 

with the firm for 5 years and is married to David Meschke, who 

is a local farmer and a crop insurance adjuster for RCIS. 
 

Disclaimer.  This notice is required by IRS Circular 230, which 

regulates written communications about Federal tax matters between 

tax advisers and their clients.  To the extent the preceding 

correspondence and/or any attachments is written tax advice 

communication, it is not a full “covered opinion”.  Accordingly, this 

advice is not intended and cannot be used for the purpose of avoiding 

penalties that may be imposed by the IRS. 

http://www.pinegrovequilting.net/

