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Table 1. Summary of Rates and Dates for Capital Gains

Sale Date Holding Period 28 %Tax Rate* 15%Tax Rate**
Before 5/7/97 More than 12 Months 28% 15%

5/ 7197 - 7/28/97 More than 12 Months 20% 10%
After 7/28/97 More than 12 but less than 18 Months 28% 15%
After 7/28/97 More than 18 months 20% 10%
After 12/ 31/00 More than 60 months 18% 8%

* Maximum tax rate on Capital Gain Income for taxpayers in the 28% or higher tax brackets

**Tax rates for persons in the 15% tax bracket
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Changes Affecting Agriculture
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Educational and Child Credits

TRA contains provisions to implement tax credits
that are “family and education friendly.” A child tax
credit, effective January 1, 1998, allows $400 per
child under the age of 17 by the end of 1998. The
credit increases to $500 per child in 1999. These
credits phase out deductions based on adjusted gross
incomes of the parent(s), providing no benefit to
higher income taxpayers. This credit may or may not
be a refundable credit similar to the Earned Income
Credit. A worksheet must be completed to determine
if all or a portion of the credit is refundable. Persons
who qualify for this credit in 1998 will need to adjust
the tax withholding on their wages by filing a new W-
4 form with their employer.
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Retirement Changes and Opportunities

Along with the educational and child credits, TRA has
legislation that broadens retirement investment opportuni-
ties. Two new IRAs were enacted: the first called the Roth
IRA and the second the Educational IRA. The Roth IRA is
similar to the familiar deductible IRA of old in that one may
deposit $2000 annually for retirement, and the earnings in
the account are tax deferred. That is where the similarity
stops.

However, if today’s tax is estimated to be significantly
lower than the tax on earnings and future distributions,
then rolling over into a Roth IRA may reduce the total tax
paid.

The Educational IRA is new under TRA. This IRA is
to encourage savings for future education expenses. The
child for whom the account is set up is the owner. Contri-
butions are limited to $500 per year, per account and can
be made only until the child’s eighteenth birthday. The
owner of the account must withdraw the funds completely
by his/her thirtieth birthday. If the monies are not used,
they may be rolled into a qualified retirement IRA under
special provisions.

North Carolina Tax Changes

and Credits

During 1997, the legislature revised the North Carolina
tax code. Several of the changes mirrored federal regula-
tions. First, withholding of state income tax on agricul-
tural labor is necessary if the employer is required to
withhold federal income tax. Secondly, taxpayers request-
ing an extension for filing state income tax returns are
now required to pay only 90 percent of tax due by the
original filing date instead of the total tax due with the
extension. Credit increases for restoring historic struc-
tures and tax treatment of restored income were other
changes made.

The legislature revised severance wages and broadened
the application for excluding income from state taxation.
Under the new law, the first $35,000 of severance wages
may be excluded from state income taxation if the
severance of employment was not the fault of the em-
ployee. This is an expansion of the law to cover corporate

The Roth IRA is not deductible in the year a contribution 2actions such as downsizing but not specifically closing a
is made, but earnings and distributions may be tax free uponPlant, as was the case under the old law. The effective

withdrawal. Five stipulations will determine if the distribu-
tion is tax free: (1) distribution is made five years after the
first contribution year; (2) owner is age 59 % or older; (3)
distribution is made due to becoming disabled; (4) up to
$10,000 may be withdrawn for a qualified first-time home
purchase; (5) distribution is to an estate upon death of the
owner. For tax-free status of distributions, the first stipula-
tion and any of the remaining four must be met.

Owners of regular IRAs may wish tollover to a Roth
IRA as a long-term tax planning measure. These rollovers
may be done without the 10 percent penalty for early
withdrawal; however, tax must be paid on amounts rolled
over. This may seem contrary to wise tax planning.

date of this provision is January 1, 1998. The exclusion is
also available for severance wages received after January
1, 1998 but resulting from an action by an employer
occurring in the past.

Within the North Carolina tax code, there are over
twenty-five tax credits available for use against income
taxes. Several specifically benefit agriculture. The
Conservation Tillage Equipment Credit provides the
original purchaser of conservation equipment a 25 percent
credit of purchase price to a maximum of $2,500. Unused
credit may be carried forward five years, and the cost
basis of the asset must be reduced by the amount of the
credit. Another agricultural credit allows $1000 for
property taxes paid on farm machinery. This credit is



frequently missed because there is not a designated line on

Form TC-400 for this credit. Every farm return in North

Carolina should take this credit against North Carolina

income tax. Gleaned Crops Credit is available to produc- The May/June 1998 issue of the North
ers who allow gleaning of crops by charitable organiza-

tions. Poultry farmers who built compost units in 1997 can Carolina State Economist will review
use the Poultry Composting Credit, repealed January 1, . .
1998. The credit is 25 percent of the cost and is limited to changes in federal and North Carolina

$1000 per installation. . . . .
The 1996 legislature enacted new credits for investing estate taxation and will hlgh“ght aspects

in business property that became fully effective in 1997.  of effective estate p|anning.
One such credit is anvestment tax credif 4 ¥2 percent
up to $4,500 for tangible personal property assets placed
into service after August 1, 1996. A second credit of 7
percent for investing in new business property is available
for business owners in designated counties targeted for
economic development.

Consultation with a qualified professional concerning
these and other tax issues and how they may affect your
individual situation is advised.

The N.C. State Economist is now on-line at:
http://www2.ncsu.edu/ncsu/cals/ag_rec/virtual_library.html
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