Why do farmers qualify for R & D Tax Credits?

Farmers can absolutely qualify for R&D (Research & Development) Tax Credits—and many
don’t realize it. The key is understanding that “R&D” in the tax code (under IRC Section 41) is
much broader than lab work. It includes practical, hands-on experimentation and problem-
solving, which happens on farms all the time.

Here’s how and why farmers qualify:

& 1. Developing or Improving Farming Techniques

If a farmer is trying to improve yields, efficiency, or sustainability, that often qualifies.
Examples:
o Testing different planting methods or crop rotations

o Experimenting with irrigation systems to conserve water
e Trying new fertilization strategies

If there’s trial and error involved, that’s a strong indicator of qualifying R&D.

Y, 2. Crop Experimentation & Hybrid Development

Farmers frequently test new crop varieties or hybrids to see what performs best in their soil and
climate.

Qualifying activities include:
o Comparing seed varieties
o Testing resistance to pests or drought

e Adjusting planting density or timing

This fits the IRS definition because it involves eliminating uncertainty through
experimentation.



6 3. Equipment & Process Innovation

Many farmers modify or improve equipment and workflows to increase productivity.
Examples:

o Customizing machinery for specific crops or terrain

e Designing new harvesting or planting processes

o Improving storage or handling systems

Even small operational tweaks can qualify if they involve technical problem-solving.

4. Soil, Irrigation & Environmental Improvements

Work aimed at improving land performance or sustainability can qualify.
Examples:

e Soil composition testing and treatment adjustments

o Developing better drainage or irrigation systems

e Reducing erosion or nutrient runoff

These efforts often involve systematic testing and evaluation.

=, 5. Livestock & Feed Optimization

For farms with animals, R&D can include improving health, growth, or production.
Examples:
o Testing feed formulas

e Improving breeding methods
o Enhancing disease prevention strategies



< 6. The 4-Part IRS Test (Why This Works)

To qualify, activities must meet these criteria:

Permitted Purpose — Improve a product or process (e.g., yield, quality)
Elimination of Uncertainty — You’re trying to figure something out
Process of Experimentation — Testing, trial & error, modeling
Technological in Nature — Based on biology, engineering, etc.
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Farming checks all four more often than people think.

¢ What Expenses Can Be Included?

Farmers can often claim:
e Wages (owners & employees involved in experimentation)

e Supplies used in testing (seeds, fertilizer, etc.)
e Contract research (agronomists, consultants)

I. Common Misconception

Many assume:
“We’re just farming—we’re not doing R&D.”
But in reality:

If you’re trying new methods and learning what works, you’re likely doing R&D.

Bottom Line

Farmers qualify for R&D Tax Credits because they:

o Constantly experimenting to improve outcomes
e Use science and data (soil, weather, biology)
o Engage in trial-and-error processes



Realistic Farm Credit Estimates

Here are 3 common farm scenarios you can use as benchmarks:

& Small Farm Example

Profile:
o Revenue: $1M
e 2-3 people experimenting with crops, irrigation, etc.

o Estimated QREs: $80K-$120K

Estimated Credit:
$5,000 — $12,000 annually

U, Mid-Size Farm / Ag Operation
Profile:
e Revenue: $3M-$10M
e Ongoing crop testing, soil optimization, equipment tweaks

e QREs: $250K-$600K

Estimated Credit:
$15,000 — $60,000 annually

g6 Large / Advanced Farming Operation

Profile:

e Revenue: $10M+
e Precision ag, irrigation systems, yield optimization, data tracking
e QREs: $IM-$3M+

Estimated Credit:
$80,000 — $250,000+ annually
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