
IRS Facts – Is It a Hobby or A Business? 
 
   We have all heard that a farm is considered a farm if it generates $1,000.00 in annual 
income but….. what about the I.R.S.?   
 
   The attached article from the Alabama Cooperative Extension System might help to 
explain what is needed for your farm to be considered a business. 
 
IRS Guidelines 

• You carry on the activity in a business-like manner. 

• The time and effort you put into the activity indicate you intend to make it 
profitable. 

• You depend on the income for your livelihood. 

• Your losses are due to circumstances beyond your control (or are normal in the 
start-up phase of your type of business. 

• You change your methods of operation in an attempt to improve profitability. 

• You (or your advisors) have the knowledge needed to carry on the business in a 
profitable manner. 

• You were successful in making a profit in similar activities in the past. 

• The activity makes a profit in some years. 

• You can expect to make a future profit from the appreciation of the assets used 
in the activity. 

 
The article below explains the details of why you might be audited for each of these 
items. 
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