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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 I 040-F as used during the 
last ten years shows no important changes at all. The I04o-F forms now 
being provided for I945 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 I944 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 I 945 federal income tax. 
This table, which is made a part of your federal income tax return form 
I04o, can be used by anyone whose income is not over $5,ooo. 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 I04o-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. 

ILLUSTRATIONS 

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 I, form 
I04o-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 I 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. Examples of different kinds of AAA 
income are used here to illustrate the difference in reporting performance 
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EXAMPLE A - CASH BASIS OF RlPORTIIJG 

FORM 1040F 

T:e=~.,.,!n~ent UNITED STATES 
P ... l 

Inter• .. ae ••••• Servi .. SCHEDULE OF FARM INCOME AND EXPENSES 
Attach Thia Fonn 
tO Your lnCOII'l• 

T .. ltetu"' Form 
lCMit Uld File It 

With the Collector 
of Jn.t.nal R .. enue 

for Your District 

For Calendar Year 1945 .-------

Or for year beginning ---------------• 194__, and ending ------------------• 194__ 

Nuno --------lleD.r.Y ... l ... arui . ..llal::th&_.J. ___ J_JlJl.Aa_ ___________________________________ _ 

Addreu ----~~J!..t!_ __ :f!1,_: __ ~1!\~.!!:_'l'~---Q!g!!!!~.!!._--------------------------------
Locatlon of 'farm or fanns •. 2 .. ~1l!J .. J!.9.!:1i_!\.._ __ §_QJ{I_~~!"-f..a. __ Q!Q..M~.& 
Number of acres In each fann .. 12.0. ........ ---------------- -----------------------

FARM INCOME POJ. TAXABLE PERIOD 

Fill in P .... l and 3 
if Your Account. Ar
Kept on a Caah Baala. 

If You Keep Booka 
on an Accrual Baals 

and Deabe to u
Thla Fonn, Flll in 

Pa ... 2 and 3 Instead 

L UU Of ln'ESTotli.USID Z. SlLI Of tiODUCI IAISED 1 OTBD r.u• mco•• 

____ xm __ • ____ 1_Q~wm~u~~-~-~A~~~·~'~-II-----Km~d--~IJ-Q~u-~_u~~~~-~~A~m~~-'~-II---------'-WM--------J---A-~~---

~==~~::::: :::=~::: ~::~;~~~: :::::: ~:2~:~~~:: :::::::::::: ~-~:~1:: ~:: ;E~=~~:~:~:~~~-:::::: ~::::~~~ :~: 
Sheep ____________ ,\_~-- -------?.~3- ------ Tobacoo------------ ------------ ------------ ------ Breeding fees ___________________ ------------- -----
Bwlne------- _____ ,?Q __________ $! .. 3. ---·-- Potatoeo ---------- ·----------- -------·------ ______ Rent reo'd in crop Bh&reo.. ___ ------------- -----

------------------- -----·····---- ------ Sugaf' oeets ________ ------------------------------- Work off f&rm----------------- ------------ -----

Q;;;;=~~~~~ ~~~~~~~~~~~~ ~~~=~~=~~ ~~~~~~ ;;::~~~:_-_-_-~:~~~~ ~~~~~~::~~:: ::=--==~ :~::~~ ::: =~s!U:~~~~~---~~:~~ ~~~=~~=:~~~~ ~~=~: 
Turkeya _________ ----------- -------------- ------ Nuts ________________ ------------ ______ ,: _______ ------ Agricultural program pay-

Duob_ _________ ---------- ---·--------·- ---·-- Da;ry products l~2J2 Q ments .9-J QQ 

~-=::::::: :::::::::::::::::::::::::::::: !":;-~;;;~~-~~::: :::::::::::: :::::::=:: ~:: --~-:=i:~:~:~~::::::::: :::::::::-36 :oo: 
::::;~~: :::::=:=:: ::_~::_-~=:: :::::: ~~r:~:::: :::::::::::: ::::::::~~::~:: :::~:!~~:~~:~::::::::: :::::::~:~!: ~: 
-------------------------------------------- Honey ______________ ------------------------------ ------------------------------------- ------------- -----
----------------------------------------------- Sirup and sugar--~------------------------------- -------------------------------------- ----------- ------

::::::-_::~~;~:_::::=:::::: ;ii~t ~ --~th_·:~::~~~::_:::::::::::: $_1+~55~::~ :::::::::::i~~~:::::::::::::::::: ~~~::::~ i 
(Ent« on line 1 of (Enter on Une 2 of (Enter on lloe I of 
summary below) summary below) SUIIUD.IIrJ' beknr) 

&. SALE OJ UVESI'OCl lffD OTIIU ITEMS PURCHASED 

SlJMM.U.t OF INCOME AND DEDUCnONS COMPUI'ED ON A CASH &ECEIPTS .UCO DJSBUUEMBNTS BASIS 

:: :.;:,:::::~~:::::::::::::=:::::::::::::: ~~-it ~: t ~:.::::::!.::~~!~~~;~~::::;~;~~: ~~·:~~:: :~~: 
4. Pzolt on ea1e of livestock and other items statement)----------------------------------------- ---------- ----

6. ~--~~:::::::::::::::-·:::::::::::::: ~ t 9. ---------T;.:;~~-:o;;~;;;.~;.:::::::::=:=:::::::: •-i:u1:: :ii(i: 
10. Net farm profit (line 6 minus line 9) to be reported on line 22, Schedule C, page 2,. Form 1040--------------------- s)_!~-~_9 ____ »_ ...... ...,. 

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 he reported by the farmer. 
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~lzy1E A - CA~ti B.O.SI S OF RE?ORriNG 

FARM EXPENSES FOR TAXABLE YEAR (Seeln•l....,tiar..) ..... 
l. I,.::--===---==-r--=----==----1---=--==------=-- (Jo.~~~:d) 4. AMOUNT 

(Continued) 

------------ ------1---~-------1---
Ls.bor hired_________________________________________ $ _______ ~_5_ _QQ__I Other farm expenses (specify): 

Feed purch&Bed ______________ ---------------------- _ _ ___ 1_,_26_5_ C)O , ____ T_r:t1clo __ !{ep_'!_~_'!"ll_ ___________________________________ $------~.3 _QQ_ 

.. :~~r~~~~~r~~~ ... ······~ ·~ Seed, plants, and trees purchased-___________ _ 

Machine hire ____________________________________ _ 

Supplies purch&Bed__ ___ {_~&l_l __ ~!>'!;!,.~}_ 
COBt of repairs and maintenance. --~~M~_._ 
Breeding fees ________________________ -- --------------

::::::: ·.::~:~:;:~~~;-~~;:.,ock_ ____ --- -~ ~~-~~---~·or_~~z--;r~~-r. _! 1~~~-_(g_-y~~---~~~ ~~~~~~~~~~~~~~ ~~~~= 
G&&oline, oth"' fuel and oil for farm busin.,._____ 8?5 09 1 life) _$j3_5 :- _$21,_25 -"'----- --------- _ _ _________ 6j _ _7_5_ _ 
Storage and warehousing_ _____________________________ _ _ ___ ){aa.La__l'.ur.cha.aed_ldJ.il.a__________ _ ________________ _ 

Tax""-····-··-···········-···----·-·-····-·-····--··········- .. _ .. l9.ll: g_o _ ____ o;L.t!"Ail.!._]q __ ~r.l!:_o_L ______________________ ---------.35- _o.o_ 
Inauranoo on property (except your dwelling)___ 22 ·00 ----~.!1-~---~-~---~-~--_Q_:r~J_,~_ti:_<?_l) ___________ -----------.5. _Q_Q_ 

. ·240 00 _J_a:rJ!l ~_o_ol<•·.l"~_ers, -~-~-"-~_ille• ___ ___________ ] _ _5i! __ Interest on farm notea and mortg.a.ge.s_ 

24 00 ,- ----------······· ···--···-···-· ------

~~~§~~-~ ~~:l=-=====·== === 
~1:-._0I<' COLUMNS 2 AND 4 (enteronline6ofsummary on page 1 (c&sh basis) orEne7, pa.ge2 (accrual basis))_ $ __ ~._82,5_ QO_ 

~~~~~~~~~~~~~~~~~~O~~~R~Ecr~AT~IO~N~I~S..~Io~~~·~~~=,r~~~~~~~=T~~~r=~~==== 

1 Ktnd of property l 3 ~~t(~~ ~!\er 4 A.Mets tully de. l'.i De eelatfon 6 Relll&ini~ cost 7h~9~:::~d 8 l"l=~d g Depn!Ciatkm 

(libn~:c:::u=ralof ~= ~!::~o:d~ p~,::~r~: ~~~~ali~ or~L~:O~:Sn·~r ~:~~~ =~~~g .uow;=WB 
eiable property) c~atmn of year 

. B,.rn . 19JCl- $1, SOO 1: L.. .... .. $. ··I . $. __ __ 30 __ . ..... $ _______ QQ_IXL 

··'""''~ ,o_ '''-' 360 e I '> ............ aloo. 

I .. l.Q_____ ···-····-···· _______ .9_Q __ Q!L 
.... __ . :: 10 . ___________________ ZJ.._ 5!L 

.. !C? __________________________ :u __ ~ 
____ l.Q ...... ·········-··· _______ l~L~-

__ .:1-_Q _____________ ...... _______ 1.? .. 5!L 

--~_Q _____ --···-······· ____ !!5 .. k!Q .. 
TO'l'AL (enter on line 7 of sum.mary on page 1 (c88h basis) or line 8, page 2 (accrual buis)) _________________ -----$ --

~-~:t~-~-~::::i~~::::~::i2~=~==:::::::~:::::::::::::::::::::::::::::::::::::::::::::::::::::i~::::::::::::::::::::::::::::i~::~ 
______ ! .. :1":1! ... _ .. ... -~~-4 .. L ____ _l2_o_ __ o_o_ _________________________________________________________________ \! ____ _ ____________________ !!.Q._Qe _ 
_____ _?. ___ ~-·------··-···-·---~_9_1!2 _________ ~?_?__~------------------------------·--------------··------··-----------~---··----------··-····-··----}1._]_2__ 
__ 11_~_! ___________ ~_9-~} ______ ~_C?__~---------------------------------------------------2.. _____________________ ~-~__QQ_ 
__ !__~ _____ 1,i!!!_ _____ 5:.Q __ .Q!L __________________________________ _!)__ _____________ ~.oo__ 

~ 

Total. $541! 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 



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 I3.) 
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 I040. For a discussion of this proposition see 
succeeding di-scussion and sample entries on schedule D, pages I7 to 21. 

~. Jones reports his cash farm expenses and depreciation allowances 
on page 3 of form I04o-F. Note that the classification of cash expenses 
need not follow exactly the headings given 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 I. 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 9) of 
$5,373·40. By subtracting the total deductions from the Gross Profits 
Mr. Jones has his net farm profit of $,,I 19.35 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 I04o-F. Page 1 

is used only for the recording of the name and address as was shown on 
page I 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 liveFtock 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 numher 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 bas1s 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: (I) 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 :S - ACCRUAL BASIS 01 REPORTING 

FUM INVENTORY FOR. INCOME COMPUTED ON AN A.CCI.UAL BASIS 

, 0lf H.t.MD J.'t PUIU:Il.UII:D DUIUNG 
B•arnND!o W' YLU~. YLUI. 

R.&mED DUIWfO 
Yua 

CONSUIIIG 08 L0!!1' 
DUWNo Y~ 

p .... 

SOLD Dt1BDIG YJU.a 

~':; ln:f:n' '1~- A.~t '\?:;- In::fu~Y 'ltU:: ln::fu~ ~~- ~~ ~ ln:fu.tcr7 
-----1 ·----- --1--.---1 

___ !!_O?r•~-~-------- _ _} __ s.J.?3._ ()Q __ ---- - $ ________ - ---- ------ $ ________ ------ -_-_]._-_-_-_ s __ -_-_-_8_~_-_-_ ;._,__-_-_-_-_-_ ·;-_6_-_-_ ' __ 2_-~_-_62_-_-_-_ -_Oo_-_-_-_-_ ~-;~_-_-_-_ '-~-~~ -~-
___ .Q!'.t tl_,_! _________ 5_ __ .!+I~~- <JQ ___ ?_Q ___ 1_1_9_() 00 .3J ---------- ------ L ~- " " JL ---'-'2-~ ------

She!P_ ~1 J50 00 3 ___ 1_\1 ()Q_ -~§ __________ _____ 20 ?.12 00 ~- .J~..; 00 

_:::~I~::~::::~~~ ·::t~I ~:-I~ ____ 1_~~ : ___ 
1-~ :::::::::_ :::::: :·:::· --: __ ::_:: _::::: ~-- _--~~::;: ::!~ :::::t~ :~ 

---~-t_ ________ ------ ------ ------ --- ---------- ------ ------ _],~§~ __ f?l? __ ------ ---------- ------
420 00 

___ ::::::::::·:::::::·::·:::::::::§j2:~:::::::::::::::::::::::: 
____ J!!l ______________ ------------

Cotton --------------------
----~_!Z __ ~~~~I>.e_t _____ _ -- ------ ------ ---------- ------ ------ -~~.F.- _f?l? __ ------ ---------- ------
___ J!S&_I! ____________ ------ ---------------- ------ ___ 3:1:\! __ f?l? __ ----------------------
____ !!?_~:!: _________________ _ ------------------------ _____ :;!~ _ _!?_() __ ---------------------

------------1----
______ c:_J_ ------ ---------------- ------ ------ --------

l~t;~~li,ij, --- -~::::.::· = _::: ~::.::::: = ----- ~~~ i9~ ----- ~~~~;; TOTAL&. __________ ilf59_lt_3. QQ __ -
(Entet on line 4\ 

SUMMARY OF INCOME AND DEDliCTIONS COMPUTED ON AN ACCI.UAL BASIS 

1. Inventory of livestock, crops, and products at end of year__ ___ fs.5.,~..39.l±.RQ__ 7. Expenses (from page 3) __________ J$ __ 1±!_13I.,?--
2. Bales of livestock, crops, 11.nd products during year_ ~-- ~-~-~J-~_J>_'?.__ 8. Depreciation (from page 3) _____ -------~'-:~-1?..~--
2a. Other m.iecellaneous rece1pts (specify): 9. Net operating loss deduction 

--~~~-~~-~--!!-~-~-~--------------------------------------------------- ·------?.~_J.__ ~-- (attach statement)------------ -------------- ------

---~~}''~-~~-~-~--!':"_d ___ ~'"!"-i_~_t_".".._5_e_~iC:!'_ ___ . -·-----~-2_9. ()().. ---------------------------------------- ___________________ _ 
---~--_l..J!"_~---~-~--f_I_>O_IIp_~t_e _____________________________________ 1_2!_ !jO__ ------------------------------------ _ -------------- -----

:: ID!&OD;:;.~~~;~;.;.:~~~;:-;n~~;:d~c;l;,~:~:·~~. i.4.r.?~? 5Q__ ---=: .. ::::::::::::::::::::::::-·:_._::- ::::::::·::::: :::::: 
I. C':!.f:,/~-=toc_k a_nd_P'~d-uct'p~,c~ased 11,J!)? ()() .I-2_9~. ~ ----------------------------------------- = = 
.. Q,.. profita (line 3 minm:1 the sum of lines 4 and 5L. _ $ __ 6._911. 50 __ 10. TOTAL DEDUCT;ONL ___ l..5 .... 113. _lfg __ 
11. Net fann profit (line 6 minu.'"l line 10) to be reported on line 22, Schedule C, page 2, Form 1040. __ ~ ~ 

bookkeeping procedure of listing sucn ammals 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 I. The total of the column, 
"Sold During Y ear'• is entered on line 2. The extra space under line 2a 
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l.IDD 

J!lXAMPLli B - J.CCB.UAL BA.SIS OF REPORTING 

FARM UPEIGES FOR TAXABLE YEAR (S.. ~I 

2. AIIOUM'I' 
3. ITI:•S 

(Continued) 

I..aboi- hiNd..---------------------------------------- $ ______ !+65. QQ__ Other farm expenaeB (specify): 

(~ 

F-s ---._ ___________________________________________ :1,,_<!§.5_ ()(} _ r-~-~-11"• ______ _ _____________ _ ._ _____ <?!)_ ~--
llood, plaDta, and ,,... purohaoed__________________ 128 00 ~1""()~():1' __ ~~:':-~--------------------------- ________ }~- ~--
MaohlJ>e hUe.--------------------------------------------- _________ g() ()()_ ()~!!!!!_!'l~_cll~.,_'!!Y __ ~e~_p_l,_r_o_____ _ _____________ 6_5_ -~--
Bupplieo puroh.....t. ____ (!IJI.Al.l. __ ~~Q;J,Jl_______ _ _____ -~ ()() ~~1;_0., __ ];>_1_<;!<_~~---- -----------------------·--· ______ (!J,§_ j?p __ 
c- of repaho and maintenance ____ !~J,~!.,g_e _______ l,_l,()_ ()() !'l_elll,_e __ l'~_cll!'_~_e_d ___ wll_i_:L_~ ___ o_.,_ ___ t_r_ip_e: _ _ ___________ -----

B.-ling fees_ _____________________________________________ -------------- -----

FertU:isera and lim•--------------------------------------
Veterinary and medicine for livestock ____________ _ 

Gaaolioe, other fuel and oil for fa.rm business ..... 

Stozace and warehousing.. ____________________________ _ 

Tu.__----------------------------------------
IDI!Iurance on property (except your dwelling) __ 

Interest on farm notes and mortgages __________ _ 

Water rent, electricity, and telephone ______ _ 

-- _],_~.5. ()() 
-~00 

_lfg5_ ()()_ 

!9_11 ()() 
22 00 

2-40 00 
24 00' 

Rent of farm, part of fa.nn, or pasturage _______ --- -------~?:-_5_ ~~--
Freight, yardage, express, and trucking _____________ --------------

Automobile upkeep (farm share)_________________ _ ____ 1()_0 ()() __ 

~~--~~~~~---- --------·-------------------------------- ----------~-~- ~--
nu•_s1;o __ :I'~I'!Il_()_r_~1-~ .. _t1o_,_ _______ -- ___________ '? ()() __ 

__ )'a_I'IIl __ _:B_o_oit~-·--~~-•-r_e ___ ~_d __ !'f~-·-~-n_e• ___________ )_ -~--

TOTAL OF CoLUMNS 2 AND 4 (enteron line6 of summary on page 1 (cash bm;is) orline7, page 2 (accrual bruds)) $_ 4.t 7.37 _5_Q__ 
DEPRECIATION (Seelnatrudiona) 

1. Kind of property \~~\~o "u~ter 4. Assets fully de- 5. Depreciation I B. Rema.lning cost 1 7ii~s~~J'~rl~S-re~~~~=d 9. Deprectatiou 
(!fbu~ statematerl.aJof 2. Date Include land or PJ'{!Cia.tedlnuse allowed(o:>rallow- orotherbii.Si.'lto a.ee~mulat- hfafrom a.!JowableUU. 

w Consll'ucted) aoquirad ~~ ~~t:J at end of year able) in prior yean be reeowred II ing dt1pre- be~~ing year 

------l--1--~-l---,-------l-----,-----·~~-~ 1-"~~-1--~~ 
----~--------------------- --~-~-~~- $_1_!_~()() _o_o $----------·~--- $_ 1$ ____ I 1 _2o __ $ -----~()- !?-~--

3~~!~:::~:::::::: ::i~~;. ::::::~~~- ·~·- ::::::::::::- ·:·::: ~~ :::::::::~. := 
--~~~!~.!--~~ .. ~--.-- __ l_~llQ_ ------~- -~-- ----------·- -- 20 -------~()_ -~--
--~"~"-- __ 1;)~- ____ )()()_()C)_ --- -- ~2- ..... ---------- ----- _],~_ ()() __ 
---~"~-<;~!'~-- 1940 900 oo· ____________________ !----- _ 10 ---~(} ()!? __ 

Plow -i91Kl- ------215· 00. __ 1 _____ .. ! __ 10 2]. ?!? __ 
----o;;lti~;;_tor .. i9_1Kl _____ ~I~o!?_. 

1 
_____ 

1
_ 10 ____ l.I~--

----ii~t~r i~~jiK)~- 190 00 1 10 _______ ].~_ !?-~--

::::~:~::::•::••:_::::::::: .~~~·- •----·~~~-~: __ ---- -----· ·- ---~~- - _____],~_ 2() __ 

: :_ ~--••:::~~t:: TOTAL (enter on line 7 of summary on page 1 (cash basis) or line 8, page 2 (accrual basis)) __ 

··------ I~ __ ()!? __ 

---·------------------------~Qj;!Y, __ - - 4J.5_ 3() __ 

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 I, 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 



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 IO in the amount of $5,I73·4o. 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 I I 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 I040. 

Using the net farm profit from Example B, we enter the amount 
$1,744.IO on line 22, Schedule C, page 2, form 1040 as follows: 

Schedule C.-PROFIT (OR LOSS) FROM BUSINESS OR PROFESSION. (F~n~~Us sheald oblaia Fann Io.tOF) 

(State (1) nature of bUiiDc.t ________ .JarJili.a.&_ _____________________ ; (2) bwineu name-------------------------- __ ) 

I. Totaf _____________ J!.!.!L-~!':!!1--l-Q~]' __ .1~J!_c:0_9l\ ____________________________ I:!.$ ____ 1--
COST OF GOODS SOlD OlliER BUSINESS DEDUCTIONS 
(T~bl:~'e) II. Salarieundwaaeanotindudedu .. Labor''. L--------------

(Eata-tbe i.tl8a "C," • "'Car M ...... w... 12. Interest on bwineu indebtedneu ________ -----------------

~!!:~-:,-~:= 13. Taus on buaineu and b\dineu property •• -----------------

2. lnYeDtor)' at bcainnin8 of year .. S----·---------- ----- 14. Lo..es (explain in Schedule G) __________ -----------------

3. Madaaodilebouchtforaale •..•. ----------------- ----- 15. Bad debts arisina: from aalea or aervicea ___ -----~-----------

;~~l~~~····· :~~]f~~~~=m 
9. Net colt: of pods aold (line 71eu at.atement) ________________________________ l----1---' 

&o. Sl-------------
1

$ -- 20. Total oiU... ll to 19-------··------l:<.$ ----I--
IO. C... ...,6t (1m. l '-&o. 9~-- '---------------· ----- 21. Total ollm" 9 and 20 _____________ $ 

. 22. Not profit (O< lou) (l;n•ll ... Im• 21) ___ c:.. __ -___ -__ -__ -_-__ -__ -' __ -___ - ___ $;1._,_7~ ~Q.-

Schedule D.-GAINS AND LOSSES FROM SALES OR EXCHANGES OF CAPITAL ASSETS, ETC. 

I. Net piD. (« ba) from aale « r.:xcbanp oE capital aur.:b (from separate Schedule 0)----------~----------------------------- ----------------- -----

;;;,2.,;,;Not=pm=(j><;,;'-~)fn>;;;m;;;;;ul;;;•«;;,;;;;•><hanao==ol~l*;;;;-;;;'~' ;;;oth;;;~~th;;;'";,;"~P;;;ital;;;~="'~(ln>=m;;;"P="'';;' &h=«<;;;ul:;,• ;;;Dl:;;-·;;;--;;;-·;;;···;;;·-~· ==;c~---------------- ------

We may next prepare page I of Form 1040 by entering names and 
addresses at the top of the form, artd names of members of the family 
in Section I, "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 $I,725 to $I,750 where 
there are 4 persons listed in Section I, page 1, is $32. By reference to the 
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If you use this t•ble, tear off this pas:e and file only pages 1 and 2 Pill 4 

TAX TABLE-FOR INCOMES UNDER $5,000 
Rtad dawft Ute shadllf columns below until you Ond the llna covertn1 tha totallntoma you entered In Item 5, pap 1. Then read xross to tbl 
Cllum haded by lbe number cornspomllna to the number of parsons listed In Item 1, paga 1. Entu the tax you nnd U.are In Item 6, paca 1. 

Husband and wile I :.;';::''::.;'::,f;;lab::;f•::,· ____ ,..,.,.,......,..._,.-..,.--,.....,._-, 

50 
51 
51 
52 

305 205 105 53 53 53 
310 210 110 54 54 54 
315 2l.'i 115 54 54 54 
321 221 121 55 55 55 
326 226 126 56 56 56 56 56 
331 231 131 56 56 56 56 56 
336 236 136 57 57 57 57 57 
341 241 141 58 58 58 58 58 
346 246 146 58 58 58 58 58 
3.52 2:)2 l.J2 59 59 59 59 59 
357 257 !57 60 60 60 60 60 
3(}2 262 162 62 60 60 60 60 
367 267 167 67 61 61 61 61 
372 272 172 72 62 62 62 62 
378 278 178 78 62 62 62 62 
383 283 183 83 63 63 63 63 
3SS 288 188 88 64 64 64 64 
393 293 193 93 64 61 64 64 
398 zas 19S 98 65 65 65 65 
403 303 203 103 66 66 66 66 
4\1 3\1 211 Ill 67 67 67 67 
422 322 222 122 68 68 68 68 
432 332 232 132 69 69 69 69 
442 342 242 142 71 71 71 71 
453 353 253 153 72 72 72 72 
463 363 263 163 73 73 73 73 
473 373 .273 173 75 75 75 75 
4S4 384 284 184 84 76 76 76 
496 394 294 194 94 77 77 77 
507 404 304· 204 104 79 79 79 
518 415 315 215 115 80 80 80 
529 425 325 22.5 125 82 82 82 
.541 435 33.') 235 135 83 83 83 
552 446 346 246 146 84 84 84 
563 4fi6 356 256 !56 86 86 86 
574 466 366 266 166 87 87 87 
586 477 377 277 177 88 88 88 
597 487 3S7 287 187 90 90 90 
608 498 397 297 197 97 91 91 
619 509 408 308 208 108 92 92 
631 521 418 318 218 118 94 94 
642 532 429 32'J 229 129 95 95 
653 543 439 339 239 139 96 96 
664 554 449 349 249 149 98 98 
676 566 460 360 200 160 99 99 
687 577 470 370 270 170 100 100 
698 588 480 380 280 ISO 102 102 
709 599 491 391 291 191 103 103 
721 611 501 401 301 201 104 104 
732 622 512 411 311 211 Ill JOG 
743 633 523 422 322 222 122 107 
754 G44 534 432 332 232 132 109 

Gfi6 546 442 342 242 142 110 
667 557 453 353 2.-)3 1$3 Ill 
678 568 463 303 263 163 113 
689 579 473 373 273 173 114 
701 591 484 384 284 JS4 115 
712 602 494 394 294 Hl4 117 
723 613 504 404 304 204 118 
734 624 515 415 315 215 119 

special rule given at the bottom ot the page tor Husband and Wife, tpe 
amount of the tax is reduced by $1s. 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 IS, 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 answenng the questions In small 
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File this return with Colle~tor of Internal Revenue on or before March 15, 1946. Any balance of rax 
due (item 8, below) must be paid in full with return. See separate Instructions for filling out return. 

Pace I 

FORM 1040 
.~ 

U. S. INDIVIDUAL INCOME TAX RETURN 
FOR CALENDAR YEAR 1945 1945 

or ftscal year bl(innlna: --------------- ------------· 1945, and emflnt; ------------··--

EMPLOYEES.-Instead .of this form, you may usa your Withholdlnr Receipt, Form W-2, as your 
return, H JOUr total income was Jess than SS,OOO, ccnsJstlna: wholly of waps shawn on Wlthbokfln& 
Rtctlpts or ol such waps and not mare than S100 of oUter waps, dlriMDds, and lnteml 

Somewhere 
-------·<cT;,.·or·to;;~:p:o;t;I~·;;~~i 

------~--------------g.;lllh.9!11rL ____ _ 
(Coo.mty) (State) 

Social Security No. 

Do not wrltfl In these spaces 

File 
Code 

S.ri&l 
~0. 

of busband 111d wifa,Jist name of your wtfe (or husband) 

Ust ltlntn of other dose r.fatlres (a deftned In lnstruttion 1) wttb 1945 I• 
CltiiiiS of Jess tluin SSOO who rectiY'IId mora Ulan OM·ilalf ofthelrsupporttromJIIL 
II tlttsls a jehrt retun of husband and wife, lilt dependont relaflyts of botb. {~~~~:::d n;..;::;:::usbondlh~:~~~. ;, II ~Isis o ~nl return 

1 ·-(J-.IIflel) ___ :•=·-=~--11-------'-=-='-'-=-- ·-Your . Your Henr;y 7 Jonee ·--1------'----
Exemptlon o&me --)f&Jo-th& i- ,.-- x x Wile x x x x 

Your 
Income 

:- -- ··;:z:ill-~---- ---~-·: __ - ---5o-;; -----
Mary • .llo.uo:llter ___ _ 

How to tax table on pare 4. This table, which ls provided by law, automatically allows 
[

IF YOUR 1,.COME WAS LESS THAN $5,000.---You may ftnd J1)tu tax ln the IF YOUR INCOME WAS S5,000 OR MORE.-Dimprd tht tu table and 
compute your t.u on fl3(e 3. You may either take a standard deduction of 
$500 or Itemize your d~<H:tions, whlcberer Is to your adnntare. Figura ~'::. !~S:~en~s~r~~~',':,.~:s.'~~d c~~~:B!~:U~t~i::!O:: 111111e:U~ 

Your T IX axpendltures and losses or thtse classes amount to more than 10 percent, II will HUSBAND AND WIFE.-It husband and wife flle sepa11tt returns, and ona 
lt8mlzes deductions, the other mast also fllmlzt dtductiolli. 

Tax Due 
or 

Refund 

usually bt to your adnntaae to Itemize them and compute your tu on IIIli 3. 

l$ ________________ ui_QQ 

i$ :: ::~,<~<o,.l hl,~j I 
8. If your tax (item 6) is larger than payments (item 7), enter BALANCE OF TAX DUE here___ Is 1 71 OO 

9. If your payments (item 7) are larger than your tax (irem 6), enter the OVERPAYMENT here ,[,$ 11_ 
Check (V) whether you want this overpayment: Refunded to you ; or &redited en J1)Ur 1946est!matltd tn 

6. Enter your tax from table on page 4, or from line 15, page J __ _ 
7. How much have you paid on jour 1945 income tax? 

(A) By withholding from your wages __ 
(B) By payments on 1945 Declaration of Estimated Tax .. 

If you filed a returr. for a pnor year, what was the latest} ear? 19~- -1 Is your wife (or husband) rnakmg a separate return for 194~P 1'0 

To wh1ch Collecror s office was rt sent?_ Okl~oma City_ __ __ _ ~an~e~f 1117f:11(~~~~s~aod) ( 'Yn, or No'} 

Toa:~~~~ ~~~~:: ~r::ne ;tB)~~~!e? .... __ __ I Collem>r s office to wh1cn sent -·~ ------- .. - ~ -~~~ _ . 

I declare under the pe:nalties of perjury that rhi~ return (including a.:1y accompanying schedules and su.rernencs) h.ls ~n examined by me aod to the best of 
my knowledge and belief is a ttue, correct, and complete return. 

. ..... Henrj'.F .... Jones ___________________ l:/1()/4§ 
(D~<t~! (Signature of tupayec) {Date) 

·------ffithis·;,-;·;~!~~U~r-~~ba~:~~t~fe·.-rtmQSt·&;-;;g~-Ied-~(J2(~--

print at the bottom of the page and signmg and datmg of the signatures of 
Henry F. Jones and Martha E. Jones. 

ABOUT DEPRECIATION 

The depreciation schedule on page 3, form 104o-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 

amount of annual depreciation is c- s. In this formula c = 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 
usual practice has been to disregard the "s" or salvage value in the de-

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. 

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 I943 320 $100 8 27-50 
3 cows I942 270 ISO s I 1.25 
S ewes I943 So 40 5 S.oo 
I 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 abov.::. 

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 m-

Description 
or 

Identification 
2 horses 

10 cows 
10 cows 
10 cows 
10 cows 

DEPRECIATION SCHEDULE 
for 

DAIRY, BREEDING, OR WORK STOCK 
when treated as 

CAPITAL ASSETS 

Year Cost 
Purchased or Estimated 

or Inventory Salvage Estimated 
Capitalized Value Value Life 

1944 $200.00 $ 50.00 10 
1941 65o.oo 500.00 8 
1942 65o.oo 500.00 8 
1943 700.00 500.00 8 
1944 700.00 500.00 8 
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Yearly 
Depreciation 
Allowance 

$1s.oo 
18.75 
18.75 
25.00 
25.00 



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 I, of form 1040-F has therefore been prepared as follows, 
using the same livestock sales reported in Example A previously shown: 

, MU. Ill' UtUJUU AIIID OTIIU ITIIIS I'UICIUSD 

l. IW.erlptlon 

--.1.--:::-ag-::-e:-;dc-:b;:::-ul~l ~-----.. -.. -___ -___ -__ l-__ ""_~-;;:2.3.1!= ... s ..... 1~]. ® .. s ...... .7.2 .. )(?_ . s.. ..... O ......... s ....... JI6. QQ .• 

r~::~ ............... . . ---~~~ .... !!5~J ~ . 3~&- ~-- .... g ............. lfl- gg .. 1oae 
··4 ewe& ----·-··············· -- · ·r'Ji:-- · ... oo · · "40. ~: - ··· -o · - ::-...... I. oo·· 
~~)i()~· . . .... :: : ....... -.... ~~43. ..•. 3. O(j .•. 120_ )(): . · __ :o"_ · .. ::.:.1.:..: --2~-~ 

ToTAl. (('nlt>r on !_inc 4 or summary below)_. _ ___ _. _ _ . _ 1--~ ------
SUMMAI.Y OF INCOME AND DEDUCTIONS COMPUTED ON A CASH I.ICBIPTS AND DIS8Ua5EMIMTS a.\115 

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. 



By comparing the above example of section 4 with that used m 
Example A, c.:ash basis of reponing, it may be seen that there is a difference 
of $349.25 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 yeac 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 $1,8oo 30 $6o $960 
Addition to barn 1945 300 20 15 

'fhe 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 

Barn (Remodeled) 1945 20 $1,197 

VALUATION AND DEPRECIATION OF BUILDINGS 
ON FARM RECENTLY PURCHASED 

Individuals; 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 case 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 remem~ed 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 ~e 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 exi~ted 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 2oo-acre farm was purchased at $1o,ooo, the 
purchaser may declare that the land without improvements was worth 
or had cost him $40 per acre or $8,ooo; That would leave $2,ooo for cost 
of buildings. That might then be allocated by him on his books as follows: 

FARM BUILDlNGS AND IMPROVEMENTS 

Annual 
Item Date Cost Estimated Depreciation 

Acquired Life Allowance 
House 1945 St,ooo 20 50 
Barn 1945 6oo 15 40 
Poultry bouse 1945 150 10 15 
Garage 1945 75 5 15 
Fences 1945 175 0 0 

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 
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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 1 17(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 breeaing 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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ScWIIe D (Nna 1040) !ICIEDULE OF GAINS AND LOSSES 
U.S.tuaalal~ ---I'IIClM SALES OR ElQWtGES OF (I) CAPITAL ASSETS AND (Z) PROPERTY orHEll 

1HAN CAPrrAL ASSETS 
(10 Ill! I'IIDl WDH THE COUliCI'OR OF IN1;EIINAL IIEVDI1lE WDH FORM loti) 

For Ca1m>dar Year 1945 
Or &.cal,.... betrlnnJulr • 1945 and ...U...----· 1946 

cs..~- .... .-...) 

------~r---l---r---l·-l---~---+~---+-+-----~l:l----f-
-------4----l----~---~1---~~-++-~~----~~~ -•- -• _._ w_, ·-

LilNI ~- CAP lT.AL GAINS AND- fiili :-;oR M llRf, THAN c 1101 m1S 1-- 50 00 

·--
(•)""" 

•.-! ....... ...._..,.... ...... It I I Is I I It I Is 
~ ~ Is 
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(2) PROPEinT OTHER THAN CAPITAL ASSETS 

If--Ia thloocbedule ---..,.,.... ---.... ......,..._ -·-·...,Jalnlna-----· aU animals on h~nd at the beginning and end of the year. This will be: 
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. 



HOW MUCH FROM 1HE 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 I on the sample schedule D shown herewith records the 
gain on a sale of a co'[V 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 ariimal. 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 $5o. 

,.. ,.. .. ....,.AL ASSETS ...... ~-·a .. -.... ..:r.!S£. ...... ...,_ ... ...,,._ :...r lifJ':!' ·s..r~~ .. -~ __ ._ .... _ 
:O.."'a T.Pt '"'IIT...:rl: ....::... 7 ~ .... _ 

:.=zt .. . r.: ... _ 
SHIIIIT•'IDM ai'IDL GAINS AND 1-.....ssi'IS 111W --·---.; 

JOO$ 
100 --- -
100 ---

T_.,.............:.-..t-..... <-IDIIDo t ...... 1cl-.rholaw) 
100 ----$ 

--ai'IDL GAINS AND I_._ HEIJ) FOR- T!Wia MOII11IS 
l •• 1Qia0 ~ --.; --.-nnTiii "Jiilin 211'1i ~ ll( !0 ..__n .2P - - !0 ---1--- 1.1 21 l!...g or ICcrual ll •h 0 

!0 ----
!0 T_.,.. ..... c-.... 2.-1of.._, Wow) $ 

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 7 
in the amount of $12. This depreciation is based upon the original cost 
of the cow at $74 less an anticipated salvage price of $5o and an eight 
year estimated length of life. The yearly depreciation is therefore 
74-50-24 . 

8 -g=S3· Depreciation allowed for four years is 4 X $3=$!2. 

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 scheduleD that 
means: Column 4 +column 7- column s=column 8, or the gain on 
the sale. 
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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 heeding 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 s'ale i~ therefore $40 (column 8) and the 
amount of the gain taken into. accm,mt for tax purposes is therefore only 
$20. 
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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 book-s 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 $5o and an estimated useful life of eight years 
from date of capitalization. The yearly rate of depreciation is therefore: 
$s8- $5o-;-8=$1. 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 scheduleD 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 Internal Revenue Ruling pertammg 
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 livestoc:k 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 
inYentory. 

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 breeging stock 
that the farmer never intends to sell until their period of usefulness has 
beeu 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 "unit-livestock-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 $3o, 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 irt
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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