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PREPARATION OF FARM INCOME
TAX RETURNS

You folks on the farm can make your own federal income tax returns.
The main part of the job is the figuring out or caluculation of your net
farm profit. This is properly done for farmers on form 1040-F, Schedule
of Farm Income and Expenses, prepared by the Treasury Department,
Internal Revenue Service. Although changes in federal income tax laws
may have been frequent, examination of form 1040-F as used during the
last ten years shows no important changes at all. The 1040-F forms now
being provided for 1945 and succeeding years leave a blank space in which
to indicate the year. This indicates no expected changes in this form in
the near future. Its use can be readily learned.

The Federal Income Tax law of 1944 provided a simple tax table for
the determination of the amount of tax due on your net farm income.
The same tax rates and table will apply on your 1945 federal income tax.
This table, which is made a part of your federal income tax return form
1040, can be used by anyone whose income is not over $5,000. By using
this method, unless you have had unusual family medical expenses, you
can determine the amount of tax due without the necessity of knowing
any special deductions that can “save you more taxes than the cost of
hiring someone to make out your return.”

Since your main task when preparing a farm federal income tax
return is the determination of the net farm profit, some examples of
completed forms 1040-F, A Schedule of Farm Income and Expenses, are
being offered in this circular as your guide in preparing your own income
tax return. Those who are required to make state income tax returns may
use a copy of the same form 1040-F for reporting their net farm income
to the Oklahoma Tax Commission.

ILLLUSTRATIONS
A. Cash Basis of Reporting

Mr. Jones reports his farm income upon the cash basis on pages 1 and
3 of form 1040-F, Schedule of Farm Income and Expenses, as given in
Example A. He reports sales of livestock raised in section 1, page 1, form
1040-F, showing sales of cattle, sheep, swine, and chickens. Notice that
when reporting upon the cash basis a sale of any livestock that had been
previously purchased is not reported in section 1 but in section 4.

Mr. Jones reports sales of produce raised in section 2. He lists sales
of wheat, hay, cotton, dairy products, eggs and wool in the amounts
indicated for each.

Under section 3 Mr. Jones reports other farm income, which in this
case includes income from doing custom work with machinery, and also
various kinds of AAA income. Fxamples of different kinds of AAA
income are used here to illustrate the difference in reporting performance
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Treas:
Internal Revenue Service

FORM 1040F
(Revised July 1945)
Department

EXAMPLE A - CASH BASIS OF REPORTING

UNITED STATES

SCHEDULE OF FARM INCOME AND EXPENSES

For Calendar Year 1945

With the Colhetor

Attach This Form -

o Your Ine Or for year b 194 ,and ending ..., 194 |
Retu

Tl?lo -nd"l‘-'n'l::'l-? -..Henry K. and Martha XE. Jones

Route $#2,° Oklahoma

Number of acres in each farm .120.

Page 1

Fill in Pages 1 and 3
Your Accounts Are
Kept on a Cash Basis.

FARM INCOME FOR TAXABLE PERIOD

1. SALE OF LIVESTOCK RAISED 2. SALE OF PRODUCE RAISED 3 OTHER FARM INCOME
Kmnd Quantity Amount Kind Quantity Amount Items Amount
Cattle. 27 1,893 Grain. Wheat 31y 8@ PO ! Mdse. rec’d for P! $.
Horses. Hay 520 DO || Machine work 21300
Mules. Cotton. 530 Hire of teams.
Sheep. 16 2u3 Tobacco. Breeding fees.
Swine....____| ..,._.g.o 3 Potatoes Rent rec’d in crop shares.
Sugar oeets. Work off farm.
\4 ‘Wood and lumber.
Ch 58 Fruits. Other forest d
Turkeys. Nutsa. 4 Agri pay-
Duoks. Dairy prod 12232 DO ments. 93100
Goata. Eggs. 318 oo Other (specify) :
Bees. Meat prod AAA Committae 36|00
Other (specify) ;| Poultry, dressed AAA Phosphate 10000
Wool and mo- AAA Lime 27 %
hair. 98 DO
Honey.
Sirup and sugar.
Other (specify):
TOTAL.oeeeee....|$.22. 107100 ] b (0% 7% P SVE.....5“55,. 0 TOTALee e B :““:
(Enter on line 1 of (Enter on line 2 of {Enter on line 3 of
summary below) summary below) symmery below)
€ SALE OF LIVESTOCK AND OTHER ITEMS PURCHASED
Deprociatlon al-
1. Description e o herd s ol B A ﬁ"&;‘:‘f &‘Pm:: oolnmn”g“m o
1, 1913
1 Bull 1938 |  143100|s  75[00 |s 56125 | 12425
7 Cows 1938 53100 350 100 262| 50 365 50
1 Cow 1942 13/.00 90 {00 22150 5[50
4 Bwes 1943 9100 40 100 8|00 17/00
10 Hogs 1945 366/00| 120 100 2l6(00
Torax (enter on line 4 of 7 below) 5. 156|058
SUMMARY OF INCOME AND DEDUCTIONS COMPUTED ON A CASH RECEIPTS AND DISBURSEMENTS BASIS
1. Sale of i X raised 2, 707 _100 Il g Expenses (from page 8) ..o —oooeeeee. 3_15_2_512‘_2__ 25
2. Bale of raised %Z_g ..... 7. Depreciation (from page 3) 5 5
3. Other farm income. 20 Jl's, Net ting loss deduction (attach
4. Profit on sale of livestock and other items
hased 158 |25
5. Gnoss P 38,192 _.|75.1l 9. Torar D $5,.313-.|.40.
10. Net farm profit (line 5 minus line 8) to be reported on line 22, Schedule C, page 2, Form 1040. $3.119 |35
16—41304-8

pay under AAA, committee service pay, and commodities received. A
special announcement was made early in 1944 by the Bureau of Internal
Revenue and the AAA that all commodities received by farmers under
the AAA program must be reported as income. This would include pay-
ments made for pond and terrace construction. If work of this type has
been done by a contractor and the payment made by AAA direct to the
contractor, the payment need not be reported by the farmer.
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EXAMPLE A -~ Casd BASIS OF REPORTING

FARM EXPENSES FOR TAXABLE YEAR (See Insiructions) Page 3
1. Trexs 2. Axovnz (o {oomtinnad
Labor Bired oo oo $...... 46500 |l Other farm expenses (specify):
Feed purchased 1,265|00 | Truck Repairs 5213100
Seed, plants, and trees purch 1 128|00 Tractor R'}?!’ir‘ _______________ 330{ 00
Machine hire _ 20|00 | Other Machinery Repairs 65/00
Supplies purchased._._ {8811 tools) 48100 | Cotton Picking 26|00
Cost of repairs and mai Bldgs. 110100 || Chicks Purchased 24{00
Breeding fess _Death loss: 1 cow Purchased .
Fertilizers and lime 166100 [ 1942: Cost $35 less depreciatiopn
Veterinary and medicine for 1 N uglog | for 2 years ® 124% (& yr. useful o
Gasoline, other fuel and oil for farm busi 82500 | 1ife) $85 - $21.25 = 63|15
Storage and housing .o e ] ._Meals Purchbased while. .. ... __ ..
Taxes. 19400 || on trips to market 35|00
Insurance on property {except your dwelling). .. 2200 Dues to Farm Organisation 5100
Interest on farm notes and mor: 240 99__ ..Aram Books, Papers, Magazines 3 50
‘Water rent, electricity, and teleph S 24100
Rent of farm, part of farm, or pasturage __.___.... 21500
Freight, yardage, express, and trucking. -
Automobile upkeep (farm share) 100100
ToTaL oF CoLumNs 2 AND 4 (enter on line 6 of v on page 1 (cash basis) or line 7, page 2 (accrual basis)). |5 4. 825 |00
DEPRECIATION (Ses Instructions)
3 7. il
ciable property) ciation of year
....... Barn 11930 51,800 00 s i3 5. 30 560100
________ Poultry House| 1933 | 360 100 25 Ak 4o
Brooder House| 1935 | 180 |00 B 20 9 100
Machine Shed | 1940 400 100 20 ag__m_
Garage 1938 | 300 0O i 25 12 00
Tractor 1940 900 100 10 90100
Plow 19%0 | 215 100 10 21 50
Cultivator 1940 175 |00 10 17 /50
Planter 1940 | 190 )00 10 19.{00
Mower 19k2 125 00 10 12 /50
Truck 1939 | 850 (00 10 85 100
ToraL (enter on line 7 of summary on page 1 (cash basis) or line 8, page 2 (accrual basis)) 3.
Rowieny (PRg, 10y 2937 3/% ($1,000.00) 10 75.90
1 Mare 19k2 125 00 10 12 50
1 Bull 1943 326 00 8 4 00
3 Cows 1942 270 00 8 3315
8 Bwes 1943 80 00 5 16 00
1 Sow g4 50_00 5 1000
Termrr—
Total $548 15

Section 4 requires considerable special attention by farmers reporting
upon the “cash” basis. Sales of livestock which have been purchased by
the farmer should be reported in this section. From the sale price should
be deducted the original cost price of the animal, less depreciation since
the date of purchase. Five different examples are used by Mr. Jones show-
ing that regardless of the year a farmer buys an animal that the cost
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price is not a farm expense or deduction until the animal is finally sold.
(For a discussion of the depreciation that should be reported in column 5 of
section 4 see a discussion and comparison of examples on page 13.)
Under present rulings regarding sales of capital assets, sales such as these
reported here in section 4 may under certain conditions be reported in-
stead on schedule D, form 1040. For a discussion of this proposition see
succeeding discussion and sample entries on schedule D, pages 17 to 2r1.

Mt. Jones reports his cash farm expenses and depreciation allowances
on page 3 of form 1040-F. Note that the classification of cash expenses
need not follow exactly the headings giveri on form 1040-F. The blank
spaces under “Other farm expenses” may be used to list all farm expenses
as they may be classified in your farm account book. Note also that Mr.
Jones has reported a death loss of a cow purchased in a preceding year.
From the purchase price of the cow has been deducted a depreciation
allowance in determining the amount of the death loss which is
deductible.

The annual depreciation allowance for Mr. Jones is listed on the
depreciation table at the bottom of page 3. Usually this table is not large
enough to list all of the depreciable buildings, equipment and livestock
purchased that would be found on a farm of this size. An additional
sheet should therefore be used to list all depreciable property. (See
succeeding discussion and examples of depreciation rates and tables on
pages 10 to 15.) Note that Mr. Jones lists on his depreciation schedule
some breeding animals. When reporting upon the cash basis, only animals
purchased for breeding, dairy or work stock may be placed upon the
depreciation schedule.

The totals of Mr. Jones’ cash farm expenses and depreciation allow-
ance are carried from page 3 back to the Summary of Income and Deduc-
tions computed on a cash Receipts and Disbursements Basis at the bottom
of page 1. The totals of farm income from sections 1, 2, 3, and 4 are
entered on the appropriate lines in the summary table and the total of
$8,492.75 entered on line 5 for Gross Profits. Cash expenses (line 6) and
Depreciation (line 7) are added to get the total deductions (line g) of
$5,373.40. By subtracting the total deductions from the Gross Profits
Mr. Jones has his net farm profit of $3,119.35 which is entered on line
10. This figure is then to be entered in schedule C, page 2, form 1040
when calculating the individual income tax due.

B. Accrual Basis of Reporting

Mr. Jones’ net farm profit for the same year’s business is figured on
the accrual or inventory basis on pages 2 and 3 of form 1040-F. Page 1
is used only for the recording of the name and address as was shown on
page 1 of Example A. In reporting on the accrual basis, Mr. Jones must
keep an annual record of inventory of livestock in addition to the usual
records of investment in buildings and machinery, and the farm income
and expenses.

The farm income and livestock inventory at the beginning and end



of the year are listed on page 2. A separate line is used for each kind of
livestock kept and for each different kind of product sold. Those farmers
using the Oklahoma Farm Account Book, or any other book providing
space for livestock inventories, should easily find the figures for the
beginning of the year and the end of the year for each class of livestock
on those inventory pages. The Oklahoma Farm Account Book also gives
on the summary pages of sales and expenses the other figures needed
for showing purchases and sales of each class of livestock. Sales of other
farm commodities are also summarized in appropriate columns. Columns
are provided on page 2 of form 1040-F for listing the number and value
of animals raised and the number and value of animals consumed or
lost during the year. Entries in these two columns are not necessary.
Entries in these two columns are helpful, however, at least for the number
of head of each kind of livestock in accounting for the total number of
animals. The total number of animals on hand at the beginning of the year
plus the number purchased plus the number raised should equal the
number consumed or lost plus the number sold plus the number on
hand at the end of the year. This balance or accounting for number of
head may have been already made in the regular farm livestock inventory.
Entries might therefore be limited to the dollar valuation in the first
two and last two columns on page 2 since these are the only columns
from which totals are used at the bottom of he page in preparing the
summary of farm income.

The entry of one cow lost at inventory value of $85 shows how Mr.
Jones receives the deduction for the death loss for the same cow that was
reported as a death loss on page 3, form 1040-F, when reporting on the
cash vasis. When reporting upon the accrual basis, Mr. Jones, or any
other farmer, receives a reduction in net income in the same manner on
death losses of all animals whether raised or purchased. Death loss deduc-
tions under the cash basis of reporting are allowable only on animals
purchased.

Mr. Jones’ farm expenses are reported on page 3 on the accrual basis
with almost the same identical figures used as when reporting on the
cash basis. The following specific differences may be noted in this instance.
(1) The purchase price of baby chicks when reporting on accrual basis is
more properly entered on page 2 under the column “Purchased During
Year” and on the line used for reporting on chickens. (2) The death loss
of the cow is reported on page 2 resulting in a decrease in closing inventory
instead of reporting as a loss on page 3. Other expense items that may
be different when reporting on accrual basis are: (1) Any expense in-
curred whether paid or not. (2) Advalorem tax assessed for year only,
whether paid or not. (3) Interest accrued for the year only, whether
paid or not. A difference in the depreciation schedule should also be noted
in that no livestock are listed upon that schedule. In this example all live-
stock have been listed in the inventory. It is possible for farmers reporting
upon the accrual basis to carry all dairy, breeding or work stock, whether
raised or purchased, on a depreciation schedule. To do so requires a special
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EXAMPLE B - ACCRUAL BASIS OF REPORTING

FARM FOR INCOME ON AN ACCRUAL BASIS Page 2
BT, | BB e | TIRET | MR | OBSREALT | e oo v | YR
d Kirean - b Ve B+ Sl ey <Al ey S e - o S el e~ o
Horses 3_|s.325.[00 s . $ s s..3259 00
_Cattle 75 | 4780100 |20 | 1190|00| 37| | 1 85 PO |36 | 2562|100 b5 | Lusd 00
_Sheep M1 | 350000 | 3 18|oo|16| | | .. 20 | 292|00 40 313 00
Hogs R3 | 363100 |10| 120{00] 12 B 30 | 879(00 D2 189 00
Chickens [L25| 125100 |24g 24|00 4 58(00 p26| 126 00
Wheat | i b L 1860 |00
By 420 |00
Cotton 1 630 |00
Dairy Prodhct 0 TR TR IR AU RO AN O 1232100
Reggs e i 318 |00
Yool X [ SRR ISR AU U 98 (00
...... €
ToTALa ooo... 43(00 | 151352100 | |8 .|| L .|a349 (00 £394 100
(Enter on live 4) (Enter o line 5) (Enter on line 2) (Enter on line 1)
SUMMARY OF INCOME AND DEDUCTIONS COMPUTED ON AN ACCRUAL BASIS
1. Inventory of livestock, crops, and products at end of year...._. $.92 391‘ ] 7. Exp (from page 3)........._ S..’Z‘.!].}Z. 59..
2. Bales of livestock, crops, and products during year. 8, 3)6 po 8. Depreciation (from page 3) h}s 90
2a. Other miscellaneous receipts (specify): 9. Net operating loss deduction
Machine Hire 213 100 (attach N
ACP Payments and Committee Service 129 00 |
AAA Lime and Phosphate | 127 |50
8. ToraL iu‘valz 50
4. ln::lltw] of livoefs;'(:l:, crops, and products $5.19)‘J w
b O giring yomnock ond products purcheced | 1,352 100 | 7,295 |00
. Gross profits (line 3 minus the sum of lines 4 and 5) 10. Torar D . s.5,173 |40
11. Net farm profit (line 6 minus line 10) to be reported on line 22, Schedule C, page 2, Form 1040. 5.1, 744 [10

101382

bookkeeping procedure of listing sucn anmimals in a separate account
and omitting them from the inventory of livestock kept for sale.

Mr. Jones’ gross profit for the year is calculated by the use of the
summary table at the bottom of page 2 and by following insructions at
the bottom of the columns. The total of the last column on the right, “On
Hand at End of Year” is entered on line 1. The total of the column,
“Sold During Year” is entered on line 2. The extra space under line 2a
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EXAMPLE B - ACCRUAL BASIS OF REPORTING

FARM EXPENSES FOR TAXABLE YEAR (Sew lustructions) Page 3
1. Irmcs 2. Amount (Coramue,, p¥—— 3
Labor hired 5. 465100 |l Other tarm expenses (specify):
Foed 1,265 /00 || Truck Repairs s 23100
Seed, plants, and trees hased 128 |00 || Yractor Repairs 330100
Machine hire. 20100 || Other Machinery Reapirs 65|00
Supplies purchased.... { Small Tools) | . 48|00 || Cotton Picking 21600
Cost of repairs and maintenance... BU11d1ings 110 |00 | Meals Purchased while on trips
Breeding fecs. to market 35|00
Fertilisers and lime. 165(00 || Dues to Farm Organization 5|00
Veterinary and medicine for Liv 45100 || Farm Booke, Papers and Magazines 3|50
Gasoline, other fuel and oil for farm busi 82500 -
B and h
Tazes. 19400
Insurance on property (except your dwelling)._... 22100
Interest on farm notes and mort ?L}o 0 0
Water rent, electricity, and teleph 24 QO
Rent of farm, part of farm, or p a5 ,00
Freight, yardage, express, and trucking. .||
Automobile upkeep (farm share) 100100 || e e
ToraL oF CoLuMNs 2 AND 4 (enter on line 6 of y on page 1 (cash basis) orline 7, page 2 (accrusl basis)) . 5“,71’1 5_9.
DEPRECIATION (See Instructions)
1. of s.bgo':z&r Wo” | 4. Assets fully de- | 5. Deprectati 6. Remalni it ated | ain Del
oo BB | BBt | it | SRR iR SRR e | T | R
ciable property) ciation of year
Barn 1930 51,800|00 |g $ $... l 30 $ 69_ _9_9“
Poultry House | 1933 36000 25 1440
Brooder House | 1935 180 (00 20 9 |00
Machine Shed 1940 400 |00 20 20100
Garage |1938| 30000 25 12|00
Tractor 1940 900 |00’ | 10 90 {00
Plow i 1940 215 |00 10 21 |50
Cultivator 1940 175 |00 10 17 (50
Planter 1940 190 {00 10 19 |00
Mower 1942 wsloo| b | 10 12 (50
Truck 1939 850 |00 10 85 |00
ToraL (enter on line 7 of summary on page 1 (cash basis) or line 8, page 2 (accrual basis)) 3.
R Tagn oy 1937 3/4($1,000.00) 10 75 00
Total e 435 90
- T te—eooat

is used to record the same other farm income that was reported in section
3, page 1, form 1040-F when reporting upon the cash basis. The figures
on lines 1, 2 and 2a are then added and the total entered on line 3. Next,
the total of the column, “On Hand at Beginning of Year” is entered on
line 4 and the total of the column, “Purchased During Year” is entered
on line 5. These two figures are then added and the total extended to
the right on line 5 directly beneath the total on line 3. By subtraction (line
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3 less sum of lines 4 and 5) we get the “Gross Profit” which in this case
is $6,917.50.

In order to compelte the calculation of Mr. Jones’ net farm profit on
the accrual basis, the total of expenses as listed on page 3 is entered on
line 7 and the total of the annual depreciation allowance, from page 3,
is entered on line 8. The sum of these two deductions is then entered on
line 10 in the amount of $5,173.40. By subtraction of this amount from
the gross profit of $6,917.50 we get the net farm profit of $1,744.10. This
amount is entered on line 11 and is to be reported on line 22 schedule
C, page 2, form 1040 in determining the amount of tax due.

DETERMINATION OF TAX DUE AND COMPLETION
OF FORM 1040

If we assume that the Jones’ Income Tax return has been filed in
previous years on the accrual basis, we may proceed to determine the
amount of tax due and fill out form 1o4o0.

Using the net farm profit from Example B, we enter the amount
$1,744.10 on line 22, Schedule C, page 2, form 1040 as follows:

Schedule C.—PROFIT (OR LOSS) FROM BUSINESS OR PROFESSION. (Farmers should obtain Form 1040F)
(State (1) nature of business .

OTHER BUSINESS DEDUCTIONS

(To be used where inventories sce 11. Salariesand included as “Labor™ |§
an income-determining factor A | R I
(Eater the letters “C.” or “C or M.” on line 12. Interest on business indebted:

2and 8 i mventories are valued at cither X .

cost, or cost or market whichever is lower) 13. Taxes on business and business property..| -

_| 14. Losses (explain in Schedule G)..__.

2 I ath of year
3. Merchandise bought for sale. 15. Bad debts arising from sales or servi
16. D ey haol, d d !
4. Laber. — (explain in Schedule F) mmeeom e
5. Material and supplies— cooooolooooomomen oo 17. Rent, repairs, and other expenses (xplain
¢ Oth PP o O
7 Tomlofloes2tob. . .. - 18 Amoigion of coeyey fitien | |
8 Lessi at end of year. 19. Net ing loss deduction (attach
9. Net cost of goods sold (line 7 less|
L 2. Total of lines 11t 19 oo ___[$
10. Groes peofit (i ine 9).
i 1 Jos Eine 2. Totaloflines9and20._____.___.__[$
22. Net profit (or loss) (line 1 less line 21). $1,78420

Schedule D.—GAINS AND LOSSES FROM SALES OR EXCHANGES OF CAPITAL ASSETS, ETC.
1. Net gain (or loss) from sale or exchange of capital assets (from separate Schedule D).
2. Net gain (pe loss) from sale or exchange of property other than capital assets (from separate Schedule D).

We may next prepare page 1 of Form 1040 by entering names and
addresses at the top of the form, arid names of members of the family
in Section 1, “Your Exemptions”. Assuming that farming is the only
source of income for the Jones’, the net farm profit of $1,744.10 is
entered on line 4 and again on line 5. Since this example is to be treated
as a joint return the income should be divided under item 5 showing
$872.05 income each for husband and wife. By referring to the tax table
on page 4, it is seen that the tax on an income of $1,725 to $1,750 where
there are 4 persons listed in Section 1, page 1, is $32. By reference to the
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l if you use this table, tear off this page and file only pages 1 and 2 Page 4
TAX TABLE—FOR INCOMES UNDER $5,000

Read down the shaded columns below until you find the line covering the total Incoms you entered in item 5, page 1. Then read across to the
column headed by the number corresponding to the number of persons listed in item 1, page 1. Enter the tax you find there in item 6, page 1.
Hushand and wife see Special Rule at end of table.

11 jutal incoms in‘iteen.
o Gpage) e

@

@«
CRN DR LV =OS

ORI SRR RN HOS

'ECIAL RULE FOR HUSBAND AND WIFE
1, Illellldt; the Incomes of both husband and wifs, reduce the tax

| oMt ltem 5, page
] you found In the table by 3 percent of the smaller of the two incomes but not by
more than $15. For an example see tast of

U K SOvIRUMCNT PRINTING OFFICE  TA——dRTRTY

special rule given at the bottom ot the page tor Husband and Wife, the
amount of the tax is reduced by $15. This leaves a tax of $17 due. This
amount is then entered on line 6, page 1. A farmer would have nothing to
report under item 7-A. If this report is completed before January 15, item
7-B will also be left blank. "The amount of tax due would then be entered
as item 8.

This form is finally completed by answering the questions in small
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File this return with Collector of Internal Revenue on or before March 15, 1946. Any balance of tax
due (item 8, below) must be paid in full with return. See separate Iastructions for filling out return.

L FORM 1040 U. S. INDIVIDUAL INCOME TAX RETURN 1945

FOR CALENDAR YEAR 1945

l Page 1

or fiscal year beginning ___._______________________ L, 1945, and ending _____.______._______.______ , 1848 | Do JEP— mm
EMPLOYEES.—Instead of this form, you may use your Withholding Recsipt, Form W-2, as your
return,  your total income was less than $5,000, consisti! nf wholly of wages shown on Withholding cﬂd.
Receipts or of such wages and not more than $100 of other wages, dividends, and Intsrest.
No.

Henry F, and Martha E, Jones (Casbice's Seamp)

NAME -
(PLEASE PRINT. If this return is for a husband and wife, use both first names)
ADDREss _Route #2
(PLEASE PRINT. Street and number or rural route)
- Somewh ere Any Olahoma. ...
(City or town, postal zone number) (County) (State)
Occupation Farmer Social Security No, ..._._.._._____.
["List your own name. * List names of other closs relatives (u dufmd In Instruction 1) with 1945 in-
It married and your wife (or husband) had no income, or 1f this Is a joint return  comes of less than $500 who received more than one-half of their support from you.
of husband and wifs, list name of your wife (or husband). ll this Is 2 Joint returm of husband and wife, Nst relatives of both.
1. Name (please prial) Relationsily Name (plotse prist) Reiations iy
Your Your Henry ¥, Jones
Exemption: oame . 80Ty F. Jones | iy xxxxxx . .
Martha X " Wife )
__________ Arthur LA Som |
| -....Mary. Lo OO NS Deughter ... ..
Enter your total salarles, bonuses, commissions, and other compensa-  Insurancs, bonds, stc. Members of armed forces and persons claiming traveling
Fﬂu received In 1945, 'BEFORE PAY-ROLL DEDUCTIONS for taxes, dues, or xpensss, ses 2.
Print Empleysr's Name ‘Whars Empleyed (Clty and Stata) Ansut
Your . - .
Income Enver total here = $. B
3. Enter here the total amount of your dividends and interest (mcludmg interesc from Gov-
ernment obligations unless wholly exempt from taxation) - ...
4. If you received any other income, give details on page 2 and enter the total here...... 1,74410
5. Add amounts in items 2, 3, and 4, and enter the total here ... s 1,744010
If item S includes incomes of both husband
L and wife, show husband's income here, 5....872x O5.___; wife's income bere, $...872. 05
IF YOUR 1NCOME WAS LESS THAN $5,000.—You may find your tax In the IF YOUR INCOME WAS $5,000 OR MORE.—Disregard ths tax table and
How to tax table on page 4. This table, which is provided by law, automatically allows compute your tax on page 3. You may either take a standard deduction of

about 10 parcent of your total Inwmc for charitable mntrlbullnns interest, $500 or itemize your dmncu«m, whichever Is to your advantage.

Figum taxes, casualty los:
5 ses, medical expenses, and miscellansous expenses. f your HUSBAND AND WIFE.—If h
expenditures and losses of these classes amount to more than 10 percent, it will —I husband and wife file separate retumns, and ons
Your Tax usually be to your advantage to itemize them and compute your tax on page 3. L o ctions, the other must aisa ftemize deductions.

[ 6. Enter your tax from table on page 4, or from line 15, page 3. |$. .. 17|00,

7. How much have you paid on your 1945 income tax?
(A) By withholding from your wages ..
Tax Due (B) By payments on 1945 Declaration of Estimared Tax.

$

Enter total here @) | e | e

Refund ) .
8. If your tax (item 6) is larger than payments (item 7), enter BALANCE OF TAX DUE here. .. |$ 17100
9. If your payments (item 7) are larger than your tax (item 6), cnter the OVERPAYMENT here__|$.
Check (v) whether you want this Refunded to you []; or Credited on your 1346 estimated tax (]
1f you filed a recurr for a prior year, what was che lacest yeart ... 29HH | Is your wife Cor husband) making a separate reura for 149
e
To which Collector’s office was it sent ... Oklghoma City N e o ) .. Yo
To which Collector's office did you pay
amount claimed in item 7 (B; abOVE? e Collector’s office to which sent ...._..._._

1declare under the penalties of perjury that this return (including any a ying schedules and ) has been
my knowledge and belief is a true, correct, and complete return.

e Henry F. Jones . 1/10/46
(Sighature of person (other than taxpayer of Agent) preparing revarn) (Dutey (Signature of taxpayer) " (Dawe)
Martha E. Jones 1/10/46

"7 (Name of firm or employer, if any) “"77(I this is'a foint return of husband and wife, it must be signed by both) T

print at the bottom of the page and signing and ;;mng of the signatures of
Henry F. Jones and Martha E. Jones.

ABOUT DEPRECIATION

The depreciation schedule on page 3, form 1040-F, is designed for
use in recording cost and depreciation rates of buildings, machinery and
similar equipment of a permanent nature. Even though Internal Revenue
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rulings specify that the total or “aggregate” of the amounts of annual
depreciation plus the salvage value at the end of the useful life of any
depreciable property cannot exceed the cost of the property, no space
is provided on the depreciation schedule for recording any expected
salvage value. The usual accounting formula for determining the

... . C=—s, )
amount of annual depreciation is ———1In this formula ¢ =— cost, s —
n

salvage value and n — number of years of expected useful life of the
piece of property. In the use of the depreciation schedule as prepared the

% 9

usual practice has been to disregard the “s” or salvage value in the de-
L . c -
preciation formula and use simply —— or cost divided by number of years
n

of life of the piece of property.

This procedure when applied to buildings may be satisfactory because
at the time of scrapping old material in a building the cost of salvaging
the material may equal or exceed the value of the scrap material. The
same practice may apply to machinery. But frequently with machinery
the owner may be able to trade fully 'depreciated machinery in on new
machinery at a price well above even scrap or salvage value.

c .. . .
But when the—— formula for determining depreciation of livestock
n

is used, many unsound or untenable financial situations are encountered.
Unlike buildings and machinery, purchased livestock frequently increases
in value by reason of growth and gain in weight after purchase. Because
of this fact, fortunately, even in periods of declining price trends live-
stock may be sold for more than the original cost price. Therefore the
final sale or salvage value may often exceed the cost. Even after using a
breeding animal for its normal expected useful life the sale price of the
animal for meat purposes may equal the original cost. It may therefore
be said that in order to make depreciation schedules for livestock more
nearly reflect the real situation regarding changes in livestock valuation,
that consideration may be given to expected or estimated salvage values or
sale prices of livestock. This would require one additional column for
recording the salvage or expected sale value of the animals for which
depreciation is being claimed. Such a depreciation schedule for the
purchased livestock listed on page 3 of Example A for Cash Basis of
Reporting would appear as follows:

DEPRECIATION
Estimated Depreciation
Date Salvage Estimated Allowable
Kind of Property Acquired Cost Value Life This Year
1 mare 1942 $125 none 10 $12.50
1 bull 1943 320 $100 8 27.50
3 cows 1942 270 180 8 11.25
8 ewes 1943 8o 40 5 8.00
1 sow 1941 50 30 5 4.00
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SALVAGE VALUES OF LIVESTOCK

The estimated salvage values used in the foregoing table are not
intended to suggest what particular values should be used or might be
acceptable by the Bureau of Internal Revenue. It is the duty or privilege
of the farmer to use the appropriate salvage or expected sale values of
his own choice. And it might be said that whether the farmer, or the one
who assists him in making out his income tax return, uses this suggested
additional depreciation schedule or not, he is still making his own choice
of salvage values if he places livestock on a depreciation schedule. The
livestock listed on the depreciation schedule of Example A for cash basis
of reporting is listed at a salvage value of zero. If a farmer desires to
use anything other than a salvage value of zero for his livestock placed
on depreciation schedule, it will be necessary for him to supplement his
depreciation schedule with a special one for livestock as suggested above.

'DEPRECIATION OF ANIMALS CARRIED IN A
CAPITAL ACCOUNT

The examples given in the preceding depreciation table illustrate
entries of livestock purchased as they might be made by a farmer reporting
upon the cash basis. A farmer reporting upon the accrual basis might
choose to place livestock purchased upon the same kind of a depreciation
schedule. In that case his entries for depreciation of livestock purchased
would be exactly the same.

But a farmer reporting on the accrual basis may choose to treat as
capital assets or investment animals used for dairy, breeding or work
stock, whether they were purchased or raised. His depreciation schedule
might then carry animals purchased or raised. The cost on animals
purchased would be the original purchase price. The cost, upon which
depreciation will be based, for animals raised will be the inventory value
of the animals at the time they are taken out of the regular livestock in-

DEPRECIATION SCHEDULE
for
DAIRY, BREEDING, OR WORK STOCK

when treated as
CAPITAL ASSETS

Year Cost
Description Purchased or Estimated Yearly
or or Inventory Salvage  Estimated Depreciation
Identification Capitalized Value Value Life Allowance
2 horses 1944 $200.00 $ s50.00 10 $15.00
10 cows 1941 650.00 500.00 8 18.75
10 cows 1942 650.00 500.00 8 18.75
10 cows 1943 700.00 500.00 8 25.00
10 COws 1944 700.00 500.00 8 25.00
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ventory, and placed in a capital account. In the depreciation schedule
which follows, the 2 horses listed might represent an example of animals
purchased. The. following four entries illustrate how entries might be
made for groups of animals. Each entry may represent the animals that
matured into “breeding” animals each year. The cost would be inventory
value at the beginning of that year. The salvage value would be that
selected by the farmer-record-keeper. The figure for “Estimated Life” is
that suggested by the Bureau of Internal Revenue in Bulletin F on depre-
ciation rates,

MUST DEPRECIATION BE CONSIDERED ON LIVESTOCK?

When computing expenses of operating a business the cost of main-
taining capital equipment may be included as an expense or deduction up
to the amount of the annual depreciation allowance. Frequently, on
farms, the net income has been so low that no tax has been due even
though nothing has been included in the expense account for depreciation
allowance. Later when any depreciable property is sold the question
arises: Must depreciation be taken into account in determining the gain
or loss on the sale? = The Internal Revenue rulings regarding treatment
of sales of livestock as sales of capital assets are very specific in stating
that depreciation allowed or allowable must be taken into account in
determining the gain or loss on the sale. This means that in determining
the gain or loss on a sale of livestock treated as a sale of capital assets,
depreciation must be taken into account whether the animal has been
previously carried on a depreciation schedule or not. The same thing
applies to any farm building or piece of machinery that may be sold.

During the past few years, some individuals who have been making
farm income tax returns upon the cash basis have refused to consider
depreciation allowable when reporting sales of livestock purchased.
Section 4, page 1, of form 1040-F has therefore been prepared as follows,
using the same livestock sales reported in Example A previously shown:

4 3L UF UYKSTUCK AND OTMER ITENS PURCNASED

b'h‘:’"ﬁd“?‘nrim:l’ 6 Proft (column

" 2. Date | 3. Groas sales price | 4. Cost of other vk " ui

1. Dezeription able) since ncqal- [ 3 n 5
o red besk ;ll:%?:nr March | minus column 4)

.1 aged bull
7. cows

Totar (enter on line 4 of summary below) ... ... .

SUMMARY OF INCOME AND DEDUCTIONS COMPUTED ON A CASH RECEIPTS AND DISBURSEMENTS BASIS

Farm schedules that have been prepared upon the cash basis and
have had section 4 prepared without regard to depreciation allowed or
allowable on sales of livestock purchased are now being assessed additional
tax as they are being audited by the U. S. Collector of Internal Revenue
at Oklahoma City.
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By comparing the above example of section 4 with that used in
Example A, cash basis of reporting, it may be seen that there is a difference
of $346.25 in the amount of profit on the sale of livestock purchased.
At the rate of tax that applied to either 1944 or 1945 net incomes, this
would make a difference of $72 in the amount of tax due. If the error
were not discovered until a year or two after the return was filed,
additional assessment would be made for interest on back tax due.

DEPRECIATION FOR REMODELED BUILDINGS

Farm record keepers sometime encounter a problem in depreciation
when a building has been remodeled, rebuilt, or an addition has been
made to the building. The simplest and easiest procedure might be to
simply carry the original building on the depreciation schedule at its
original cost and depreciation rate and add another item to the deprecia-
tion schedule for the remodel work or addition. A new or different
depreciation rate or Estimated Life may be selected for the addition or
remodel work dependent upon the expected useful life of the addition.
Example:

DEPRECIATION SCHEDULE

Annual Value at
Item Pate Cost Estimated Depreciation Beginning
. Acquired Life Allowance of Year
. Barn 1930 $1,800 30 $60 $960
Addition to barn 1945 300 20 15

The individual record keeper may prefer to combine the two entries
into a single one for the remodeled building. In that case the depreciated
cost of the building as of the beginning of the year may be calculated.
To this will be added the cost of the improvement or addition to show
a new cost as of the date of the remodeling or addition. A new length
of life or depreciation rate is selected. Using the beginning of the year
value for the barn in the example above the new depreciation schedule
entry would be:

Annual Value at Value at

Item Date Cost Estimated Depreciation Beginning End of
Acquired Life Allowance of Year Year
$960
Barn (Remodeled) 1945 300 20 $63 $960 $1,197
‘ $1260

. VALUATION AND DEPRECIATION OF BUILDINGS
ON FARM RECENTLY PURCHASED

Individualsi who have purchased farms at a specific purchase price
for the farm with buildings are frequently uncertain how to proceed
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with determination of cost and depreciation rates on the existent buildings.
Sometimes a farm appraisal is available, as in the casé of Tenant-Purchase
borrowers under the Farm Security Administration. Such appraisals do
show appraised values of buildings individually and land separately. But
usually, and even in this instance, it is the right of the purchaser to decide
what portion of the total purchase price represents cost of land and
what part represents cost of buildings. It should be remembered that the
part of the purchase price representing cost of land is not subject to de-
preciation, while the cost price of buildings is subject to depreciation.
Such information will be needed sometime later when the farm may be
sold in order to determine gain or loss on the sale of the farm. It should
therefore be made a part of the farm record.

After deciding the portion of the total purchase price that represents
cost of buildings, the individual should divide this cost between the
different buildings and select appropriate depreciation rates for each
building. It might appear easier to simply list all buidings at a single
cost price and at a single depreciation rate. This should not be done for
at least three reasons: First, the cost price would include the dwelling (if
one existed upon the farm), for which depreciation must be considered
but cannot be deducted on an income tax return if the tax payer uses the
house for his personal dwelling; second, it is quite unlikely that all build-
ings would have the same expected remaining useful life; and third, when
buildings are removed, remodeled, or rebuilt, it is usually only one at
a time and at that time a separate valuation would be needed for that
building.

As an example: If a 200-acre farm was purchased at $10,000, the
purchaser may declare that the land without improvements was worth
or had cost him $40 per acre or $8,000. That would leave $2,000 for cost
of buildings. That might then be allocated by him on his books as follows:

FARM BUILDINGS AND IMPROVEMENTS

Annual
Item " Date Cost Estimated Depreciation
Acquired Life Allowance
House 1945 $1,000 20 50
Barn 1945 600 15 40
Poultry house 1945 150 10 15
Garage 1945 75 5 15
Fences 1945 175 [ [

Notice that depreciation allowance is based upon shorter estimated
life than usual. This is done in order to take into account the fact that
the buildings and fences were already aged when purchased. In the case
of the fences, it is assumed that they are already more than ten years
of age. After that age, they may be considered fully depreciated and
expect that they be maintained by higher repair and maintenance cost.
In the case of a recent purchase, such as this illustration, it would be



expected that some further depreciation might be taken. The number of
years to be used would depend upon the judgment of the farm operator
as to how soon major fence repair would have to be undertaken.

ARE YOUR BREEDING ANIMALS CAPITAL ASSETS?

The ordinary sale of a cow results in farm income for income tax
purposes. The sale of a capital asset does not result in income for tax
purposes unless the sale was made at more than the cost of the asset.
If the capital asset had been owned for more than six months then only
half of the gain on the sale becomes income subject to tax. If the capital
asset sold happens to be a cow, and especially if the cow was raised by
the seller, the question arises: Was farm income received or was one capital
asset simply exchanged for another capital asset? The determination of
the amount of income subject to tax depends upon whether the farmer
is reporting upon the cash basis or the accrual basis, and whether or not
the sale of the cow could be classed as a sale of a capital asset.

It took two Income Tax rulings by the Bureau of Internal Revenue
to determine when a cow (or other breeding animal) was a capital asset.
The first such ruling, announced in June, 1944 said: “....it is held that
any livestock used for draft, breeding, or dairy purposes, irrespective of
whether such livestock was raised or otherwise acquired, is properly used
in the trade or business, of a character which is subject to the allowance
for depreciation, within the meaning of Section 117(j) of the Internal
Revenue Code, providing it is held for more than six months.” It took
a second ruling to set up a guide for determining when the sale of animals
was a sale of breeding animals, which may be considered a sale of a capital
asset. This rule said: “If the number of animals sold from the breeding
herd during the year exceeds the number of raised animals added to the
breeding herd during the same year, it will be presumed that the excess
number sold consisted of animals held for breeding purposes, the gain
or loss from which (if held for more than six months) is subject to the
provisions of Section 117( j) of the Code. Such sales effect a reduction
in the livestock raiser’s breeding herd. For the purpose of the foregoing
test, livestock purchased for the herd to improve its quality or change
its breeding shall not be considered as replacing animals sold.”

The final paragraph of the second ruling, reported in the Internal
Revenue Bulletin of February 12, 1945 reads: “A livestock raiser who
claims that sales of his livestock during any taxable year should be treated
as sales of capital assets under the provisions of Section 117(j) of the
Code should attach to his federal income tax return for such year a
statement setting forth the necessary facts relating to the animals sold
and indicating in detail the amount entered in his return and the items
and schedules in which they are reported.”

YEARLY LIVESTOCK INVENTORY NEEDED

In order to show when the sale of breeding animals is eligible for
treatment as a sale of a capital asset, the livestock raiser needs a list of
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Schedale D (Form 1040) SCHEDULE OF GAINS AND LOSSES 2 s ppur—
FROM SALES OR EXCHANGES OF (1) CAPITAL ASSETS AND (2) PROPERTY OTHER
‘THAN CAPITAL ASSETS

(7O BE FILED WITH THE COLLECTOR OF INTERNAL REVENUE WITH FORM 1040)
For Calendar Year 1945

Or fiscal year beginni 1945 and ending , 1946
(See Instructions on other side)
Name of y
2.1
(1) CAPITAL ASSETS
6 Expmecaf sale | 7. ati Golo or loae
& Kind sty 8 e sous Coiry .u.,"'"”;‘..:r* I o
et £ - e et SR s |
Mo Doy Your | Mo, Doy Your 1913 ‘weheckale) - 10. Amcust
SHORT-TERM CAPITAL GAINS AND LOSSES—ASSETS HELD NOT MORE THAN 6 MONTHS
——c— e e e T ———
100 $.
100
100
100
Total net short-term capitsl gin or Jos (enter in line 1, column 3, of summary below)
LONG-TERM CAPITAL GAINS AND LOSSES—ASSETS HELD POR MORE THAN 6 MONTHS
1 _cow Balsed| 19% 3 s [} 100 018 50| 00
+ 50
T ¥oF Cash [Beials of| Egportidg o
Total net king-term capital gain or low (enter in line 2, column 3, of summary below). $
ARY OF CAPITAL GAINS AND LOSSES
. ) L Copialloss | 3 Nt grin or Joso o be sabn into o N‘e':-mm:“‘h"uh_-i'" h;'mT”:‘E':—' o =T
(&) Geim @ Lew () Gain @ Low () Gaim @ Lew
1. Total nat short-tarm capital gain or low._($ [k [l 3 [ s & i
2. Total out kong-twm copital grinorlom 1§ 3 s T Is |- s

4 Net gain in column 5, lines 1 and 2 (Enter on ine I, Schedule D, page 3, Form 1040)
4. Net loss in column 5, lines | and 2. (The amount to be entered o fine 1, sa..duhnpps.rmloao.umm.-m;

net income, or adjusted mncome if tax of the table
%Ewﬂgwuh-nuﬁzlmw by o pege 2 F xxxxxxix|$
COMPUTATION OF ALTERNATIVE TAX
Use i you bad an excess of net capital gain ever net shert-term ital loss, and lne Form 1040, exceeds S —
income (fine 3, page 4, Form 1040). $.
ZE-—-E net short-term
h-mnez.uamr&').u_a.l. , 10. Normal tax (395 of ke 9. s
l&hy-t-a-(h-llmlul) " 11, Pastial tax (fine 6 phs ine 10). s
4 Lass: Surtax exemptions (line 4, page 4, Form 1040)_)
. Balance (st imcomme) o . 12 50% of Iine 2.
1M:nh-5. (Su&-h:TablszanlM:
Ghyn‘-m(bellhn). a::“ly 13, Alternati (ine 11 plus tine 12). $
o e
munddl’mm 3. 14. Total normal tax and surtax (line 6 plus line 10, page 4,
Form 1040). $
8. Leas: Normal-xx exemption (fne 8, page 4, Form 1040). 15. Tug by (e 13 o g 1. whikene e the o)
9. Balance subject to normal tax. $ on Line 11, page 4, Form 1040). $

(2) PROPERTY OTHER 11-um CAPITAL ASSETS
5. Exporer of s pod cont WE—M@ 7. Gaie o lnas Ccolumo 3

3. Grom miespeics | 4 Comt or cthr |l moproremnts e, Since soqusition
NL‘_h 7] d—om

L Kind of proparty 2 Dets soquired ‘(ommtzact price) ‘basia quent 1 scumeion or 1.

3. $. & 3. 3.
] | |
Total net guin (or loss) (enter on line 2, Schedule D. page 3, Form 1040).

1f any item in this schedule was acquired by you otherwise than by purch attach a l hnwml‘ d
all animals on hand at the beginning and end of the year. This will bz
true whether the livestock raiser is reporting on either the cash or the
accrual basis. That list should classify the animals by age and sex groups
in order to show the number of breeding animals on hand. The classi-
fication should show separately the number of cows, bulls, male and
female calves, steers, yearling heifers, and two year old heifers. Age and
sex classifications should be shown for other classes of livestock being

kept on the farm.
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HOW MUCH FROM THE SALE OF A CAPITAL ASSET
IS SUBJECT TO TAX?

Having established the fact that the sale of a certain breeding animal
or animals is eligible for treatment as a sale of capital assets, the report
of such sales will be made on Schedue D (form 1040) provided upon
request by the Bureau of Internal Revenue. This form provides spaces
for reporting dates of sale and purchase of animals, gross sales, cost,
depreciation, and gain or loss on the sale. All entries regarding sales of
livestock will be entered in the part of the table designated for gains and
losses on sales of assets held more than six months.

Example 1 on the sample schedule D shown herewith records the
gain on a sale of a cow raised and sold by a farmer reporting on the cash
basis. The sale price ($100) is entered in column 4. The entry for cost
in column 5 is “zero” for the farmer on the cash basis because he has
deducted his costs of raising the animal during preceding years as they
were paid out in cash and has not offset those costs by credits to his
closing inventory for increased value of the animal. For similar reasons
no depreciation can be considered. The gain on the sale, which is the full
amount of the sale is therefore entered in column 8 at $100. Since only
50 percent of the gain is taken into account, the entry in column 10 is $50.

(1) CAPITAL ASSETS

6. Expomecfoale | 7. Deprecieth o Gain or Joss to be takes
Liddemes 2 kel P PP x| Y e
price) e vt iy . .
duias et kv batow) . g Ve | s g Vi e oM 1.~ 1913 Cstach - .:;l [
SHORT-TERM CAPITAL GAINS AND LOSSES—ASSETS HELD NOT MORE THAN ¢ MONTHS
— A o b R UL L AR R UL
100 |$
100
100
- 100
Total net short-term capital gain oc loss (enter in line 1, column 3, of below) $
LONG-TERM CAPITAL GAINS AND LOSSES—ASSETS HELD FOR MORE THAN 6 MONTHS
—1ocow | 190 | 1985 200Jods 7 _12'3.-" 38 00| 5 |5 19]00
I 50
50
ml(*l.lZ: [Cash of Kccrual| Besis of Reportipg %
Total net capital gain or loss (enter in line 2, column 3, of summary below). $

Example 2 on the same schedule records gains on the sale of a cow
purchased. This calcualtion would be the same for farmers on either
the cash or accrual basis. Notice that depreciation is shown in column %
in the amount of $12. This depreciation is based upon the original cost
of the cow at $74 less an anticipated salvage price of $50 and an eight
year estimated length of life. The yearly depreciation is therefore
74 —50==24

8 8
The gain on the sale (column 8) is $38. Only 50 percent of the gain or
$19 is taken into account for tax purposes (column 10).

Note: ‘The gain on a sale is the difference between the gross sale

price and the depreciated cost. The depreciated cost is cost less deprecia-
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tion. A quicker way of getting the same result is: Sale price plus deprecia-
tion minus cost. For this, and the succeeding examples on schedule D that
means: Column 4+4-column 7 — column 5—column 8, or the gain on

the sale.

proparty 6 Exponsectanle | 7 Depeciation Gain or low to be taken
L Keddprr @ |2 3. Detesld Sl | 5 comer e . -&)-(:'-"!n: % i i
AR ML Bl -1 vt T e Tl
0t hown belo%) | e Doy Your | Mo. Dog Your 1913 ] schedule) 1
SHORT-TERM CAPITAL GAINS AND LOSSES—ASSETS HELD NOT MORE THAN 6 MONTHS
e e e
100 $.
100
100
100
‘Total net short-term capital gain or loss (enter in line 1, column 3, of summary below) $
LONG-TERM CAPITAL GAINS AND LOSSES—ASSETS HELD FOR MORE THAN 6 MONTHS
X cow Pﬁud 1945 fﬁ@ 0 Ok = s 20| 00
50
50
33 Accry Basls| of Heponting 50
Total net capital gain or los (enter in line 2, column 3, of below). $

Example 3 on schedule D records the gain on the sale of a cow raised
and sold by a farmer reporting on the accrual basis but who has not
carried the beeding animals in a capital asset account separate from the
livestock inventory. Column 5 shows as “cost” of the animal the inventory
value of the animal at the time of the sale. The Internal Revenue Ruling
of February 12, 1945 states that when livestock is inventoried by the “farm-
price method” that that method reflects any depreciation which has been
sustained. The same ruling says also that when animals are inventoried
by the “unit-livestock-price method” the unit livestock price will generally
approximate the salvage value. Therefore no calculations for depreciation
are necessary when reporting the gain on this sale by farmers reporting on
the accrual basis and using either of these two methods of arriving at
inventory values. The gain on the sale is therefore $40 (column 8) and the
amount of the gain taken into account for tax purposes is therefore only

$20.

(1) CAPITAL ASSETS

« 6 Eqpamecioale | 2. it Gain or loss th be tiken
Liddumeg I P R -x 3 e e
W e Bl - e s R T
0t v b | . Dy Vo | Mo Doy Your ot PSS | 10 At
SHORT-TERM CAPITAL GAINS AND LOSSES—ASSETS HELD NOT MORE THAN ¢ MONTHS
——— A T G O A THAR S MoNTS
's. 100 |$.
100
100
100
$

Total net short-term capital gain or loss (enter in line 1, column 3, of summary below) ..
LONG-TERM CAPITAL GAINS AND LOSSES—ASSETS HELD FOR MORE THAN 6 MONTHS
e —-—T

1_coy ;;fofé' 1945 100 [0gf” 55_.9? 3 er

5

17 r Acc Basip ¢f Reparting |
Total net long-term capital gain or loss (enter in line 2, column 3, of summary below).




Example 4 records the gain on the sale of a cow raised or purchased
and sold by a farmer reporting upon the accrual basis but carrying his
breeding animals in a capital asset account separate from the livestock
inventory. If the cow was raised by the farmer, the “cost” figure in column
5 would be the inventory valuation of the animal on the date of its transfer
from the inventory to the capital account. If the animal had been previously
purchased, the cost entry in column 5 would be the original cost of the
animal if it was a mature breeding animal when purchased. If the animal
had been purchased as a calf it may have been carried in the regular live-
stock inventory until maturity. When later transferred from inventory to
capital asset account the “cost” would be the inventory value at the time
of the transfer on the books just the same as an animal raised. The de-
preciation entered in column 7 is based upon an anticipated salvage value
(expected sale price) of $50 and an estimated useful life of eight years
from date of capitalization. The yearly rate of depreciation is therefore:
$58 — $50—--8—"91. Depreciation for three years is therefore $3. The
gain on the sale is $45 (column 8). Only 50 percent of this gain or $22.50
is taken into account for tax purposes.

Note: Each entry on schedule D may be made to cover one or more
animals. The sample entries on schedule D herewith are examples of
different entries under different situations. A farmer would have only
one, or possibly two, such entries for each kind of livestock handled and
from which capital asset sales may have been made within the year. No
total is shown on his sample form. In actual use the total of the entries
in column 10 (if no other capital gains nor losses were involved) would
be carried to schedule D, page 2, on form 1040 for final caluculation of
net income subject to tax.

METHODS OF EVALUATING LIVESTOCK
IN INVENTORIES

Instructions contained in the Intérnal Revenue Ruling pertaining
to gains and losses from sales of breeding cattle held for more than six
months, refer to consideration of depreciation when a farmer is reporting
upon the accrual basis and using either the “farm-price-method” or the
“unit-livestock-price-method” of evaluating livestock in the inventory.
The “farm-price-method” has been referred to and used on farm income
tax reports for a number of years. But the “unit-livestock-price-method”
was approved by the Bureau of Internal Revenue in December 1944.
That announcement became generally known too late in 1945 to affect
many farm returns for 1944. Some farmers have said that they have not
used the accrual basis of making income tax returns because they did
not know what valuation to place upon livestock to be listed in an
inventory.

The common rule for inventorying is use cost or market, whichever
is lower. Because of the difficulty of determining per unit costs of livestock
produced, the “farm-price-method™ was first suggested for use by farmers.
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This method means simply the use of market-price less the usual cost of
getting the animals from the farm to the market. In using this method
it is assumed that the farmer would read his own market reports,
determine the market grade of his own livestock, and make his own
estimate of the probable cost of marketing. It is entirely up to the farmer
to do his own figuring on values on the farm. But in following this
method he would be expected to go up or down with market prices
on his inventory valuations. This could result in either “book profits”
or “book losses” on account of market price changes on breeding stock
that the farmer never intends to sell until their perlod of usefulness has
been ended.

In order to avoid this situation it has been widely recommended
for several years that farmers be permitted to use a constant inventory
price for breeding animals kept over a number of years. This was finally
approved by Internal Revenue in a ruling announced in December of
1944 which. outlined the “unitlivestock-price-method” of inventorying
livestock. That ruling provides for the valuation of the different classes
of animals in the inventory at a standard unit price for each animal
within a class. The livestock raiser electing to use this method is expected
to adopt a reasonable classification of the animals in his inventory with
respect to the age and kind included so that the unit prices assigned to
the several classes will reasonably account for the normal costs incurred
in producing the animals within such classes. As an example, the ruling
suggests that a cattle raiser may determine that it costs him approximately
$15 to produce a calf and $7.50 each year to raise the calf to maturity.
Therefore that livestock raiser should adopt a classification and unit
price as follows: Calves $15, yearlings $22.50; 2-year olds $30, and mature
animals $37.50. This brings the question of inventory valuations back
to the cost basis which was first recognized as being difficult for livestock
producers. But the word “approximate” is used and each livestock
producer selecting this method is permitted to do his own approximating
of costs,—subject to final approval of the Commissioner of Internal
Revenue. Once selected and approved the unit prices must be consistently
used thereafter. Any animals purchased would be listed in the inventory
at cost. If the animals were immature at the time of purchase, their in-
ventory cost could be increased at the end of each year by the amount
of the established unit, except that no increase would be made at the
end of the first year if the animal was purchased during the last six
months of the year.

Prepared by
G. K. TERPENING,

Extension Economist, Farm Management
Helpful suggestions were received from Prof. B. F. Harrison, Head,
Accounting Department, School of Commerce and also from auditors
in the Office of the U. S. Collector of Internal Revenue, Oklahoma
City, Oklahoma.
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