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tea.rit ~fi 'ffer.~nce·s ·'oetween thie · casli ,ancl aco'ru~l method~. 

,·. ,( 1) Wh~n . the-'-'· ca~h in.ethod i. ~ .-used,:. the ··rece'ipts·.:a.nd ~eipense'S .. axe . reported in the year 
- . ' · .l '·· •··· .: ···: •. ·~ '1ft~ ~T -' • ·' ..... · .: '. "I .. • ' 

the cash is received or paid; ·whereas;· on •. the •acerua.l· metho-d., ··the r ecel!Jts a.nd ex-
penses a.re reported in the year the transaction occurred whether.or not the pa.~nnent 
was made. (2) i•lhen the cash method is used, the gross farm profit is the cash re­
ceipts from products sold for cash orLtr:ade.d f-QJ:<: :.m~:r:ch?-*-di~_ ~:t "!hile on the 1 a.~crual 

-. m.etl!od, ~the --~~~ .l?S r, fa.rm , . .r:rrof i t ~s b~sed ~n the receipts from products sold or traded, 
; with ~ ad.~ll,s~~lenF."f9:r-. ' ~ny~~t<?t~ c~anges ~ ... (That · is,,·' crops .produced in 1942 and sold 
··. ~n- 1943 );JOUld not Q~· -·_ :r(e.P<;>rt~d ·. a~ i.ncome:~ ~tii ·1943 .. on'· the · cash method~ if. tl).e a.ccru­
I ~l me.thQd .. \¥eJ;.e - u~e·d·, .--~p.e crop s would Oe ·reported ' in invel~tory . a.nd considered as in-
.~ ~ome : .ir 1,94p, .. :'\l;t .. th.¢! i?..7fem~;ef. : }}.<1,?,~2 ·pric~~ : .: ·. ,. .. ,: . · 

• ' ,.... :'· f I,:J, ~ • wiO t 

Adv~~t~g~~':-;?l"t~${~a~h:' .~1e'tho< _:: . .- ·• ... .... · · ·· .: .~ r-: ,,. ~ .. : 
• •. ·-··L.·! • • . ·: .... -~ - •• ; , :· .- .. ; r·~'4 ·~ f. . 

Farmers using the'' . ca sh ~iilEi tli.od : ha:ve t wb r.aajo!' adv antages ·over those using· t).le 
· accrua,l. , (1} . ~i_oney __ is always r .eceived in the year for which tax peyments are dUe 

. becaus.e. payme.nfEl .or\. the · ca~h ··niethod ·axe ·ha:sed· on: cash receir£ts :le•ss deductions with­
.: ou<re.~ar,d..·'f,9,~) ~~'{ :en:i:t:~·:fy',.~·,l:li~~~~-~~'s _t'):ia.~ :ha>fe n'o't .:oeen.·Lconver. ted -to casl;l. (~) An a.d­
.vance . c~sh ... ;J?'ll:rsha~e ;~q.f · . .P~~o. .~u.q~·s , ·:,to ,b~: us·e'd in ·t-ne next year!.s prod-qctio~ , T1lc'l.de nlilar 
the, ~lose. of .. ~ . Y,~)ir ,'~11~D; 'inc om~ ·is- Un.usual l y ·· large; ··will reduce thE} amount of the ta.x 

.. , .. that .ye.ar ... · . !:fov1eyer,' '~ if · there·'i 's il:b change ':in the :tax r ate or ithe .p~_rsonaJ. exemptions, 
. there ;·li:la;y .be , i:ir). · {ncr~a~-~ ~-·in 'th~ .,.t .otaf •amount ef t aX ·il'l ' the 'follO\'{ing year unless the 

~. , ., ·.,, .~~- r -1.''5. · ,· .. . . . ... .. . ~ 

i-l'l.c ,?me .~., tl:!.e. secorid " ~~ar .. is . smhll.'' .. .:. 'I·. 
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Advantages of the· Accr\lal ·Metl'i'od ' •t 1
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There are four major a.dv~rtt~is':~-i~::.;_s:f~ the accrual method . (1) Less time is 
req}lir~d . t .o;· P.r.E?pare. _t};le statement. when the farmer buys a.nd sells consiC.era.ble num-

. ···,· ?E?rs_.!of \~\T~S~.OSlc_~- .:.· ;~~l;y~'t}~E?:\~.~~l :tium?ei'_ .~.d. .' valu7·· ~f · t he ne·ginning · invehtOI".f, end-
lUg 1nventory , :purchase, a.nd 'sare· o1' ~a.c'h c'Iass of llvest.ock' need to be r eported on 
the accrual basis. On the cash basis it ·is 'riecessary to separate the sale .of live­
s~oc~. :r;a:j..sed f;r,om . . Sl:l.).es .. C?f ,purp~sed livestock; it is also necessary to separate the 

... ·sa.les.y .-,d.ep:re.qiati,on' c\ain:f,: & , 'dea:'tli' iciss ·:on. 'pu.l•chased'i rr.iv'estock ·£or ea.eh purchased 
·- :<: :.a.nimp.L.i:f -t~~y \ierf,:)~: J?Ufcna~·~d irt''.'dlff'er'eht ~rears\·· at :Uiffe:re..Tit a@eS, or di;t'fe;rent 
· . ~- - :.: · ·cos '\{l?·• ,_; P2) :_;·, .~~! i~ ; .. ~~rr6·d. o-:f jtear,s ) :he'' 't?ta.r'ta.x :::)a:·ia · b~ a. f arr.1er may ba l~ss· if hiE~ 

! ;, ppys.ica.l · ~.nY:e.nt.o.r.y . of c:rops, 'lfve"stock; ·- or ''dfoduct9 "shows c;ons·iderable fl'\:J;ctua.tion 
~ • • • ' ~. • \) ,,• ; •' \ · ,j .. : :-:~·~~ -.' •; I • • .J:j; • ••, '.4. .; -· '-;.••J. ...,I. 
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from year to year . This is true if the amount of the change shifts the ~\~tax 
net incaJe into a taxable bracket or a different surtax bracket, thus increasing or 
decreasing the tax rate~ (3) Installment receipts are reported in the year of the 
transaction r a ther than the year the c~sh is received. By this method the income 
that may accrue from an installnent receipt is r.10re apt to be taxed in the y ear that 
clain i s macl.e for the expense of producing the product. ( 4) The accrual method 
avoids a heavy tax payment v1herr the operator quits farming and sells his personal 
property. \·lith the cash method, the gross sale value of all livestock,. crops,·:. an:d -, 
products produced on the farm is ~ubject ' to tax in the year of sale; whereas, with 
the accrual method, onl~l the increase in va:t,ue fro!!} the.~beginning - ~-nventor;y. :of the 
year to :time of sale · is su'l)j'e.ct to tax. The large!" the- 'Vollime ·ot"business·;· · the more 
significant is thi's latter point. 

\vJ:w the Cash lv!ethod Is More Generall:i' Used ··· ·. 
. .... "'. . ........ . 

. . . . ,- ~ ., .. 
(1) ~iany farmers·, when the~' prena~ed their'. fir'st . ·1n.c.oni'e ·~ai :returns, thought 

the cash method was simpler·, 'becaus'·e· ·th'e ·a.c·crlili:C iti~thod irrV:·otved' inventory adjust­
ments. They failed to note . t~e d~.ffiQ\ll~~.eS, t .hat .. are.(ff·,e_~'l.¥lntly encountered in using 
the cash method, and :c!:'i'ci' not r 'eaHie ' that '•the ·ca'sb· methoCl ' ina~; sometimes result in 
higher ta."C l)aj'lllents. ( 2) Having ~?tarted on the cash metJw.d, they have no~ . cf:t~ged to 
the accrual me~hod ' because .<'a:)' The.Y.. Have . no,t .U:ricierstbo<J. .'tJ:\e· _differei1ces and th~ : aP..: . 
vantages and dH;advantages of each; (b) they have· nb·\i_' taken t~e necessary steps. to 
make the change·. · , · : '· ·· .. · · · · ·. · ' .. · · 

' J '' "j i.' ., • ' ) l 1 1 i ,\' ·'' ' ' • • ·, ' -~~ ' ,·: I 

I • r. :· ~ ... ~ ·.i. •··• . . 

Changing f rom Cash Method ·to Aecrual Ivle thod · ....... ' 

; ·- '.·. . f 
• I = '• •: .. •• ,,' ' 

To change from: on:e ·meth6d· to . tne·: 9~her, ' ~t 'i 's ." n~~e~~~;~.r:y to . reque.st apd · r~~~.i~·e , 
written permission from ·<the Internal Revenue De:Pa:ttm!?~t to_ ma;tc~ the chant;;e • T:Ois 
request must be ··.mad-e"· not · later than ~0 days · af~~r . the ~\)egirl.n'ing o"f ~he taia"Qie y~ar. 
In the letter asking . perrnissioni it is important. that a ita.t.e1'!1ent b~ made : regarding,.. 
farm records that are being kept and it is · advi·sable t6 give ·the naJ!le of the farm 
record book that is being used. A farmer should have opening and. cl.9sing inv~IJ.··f.--: 
t ories and a record of receipts and expenses, not onl~ for .. the taxabl'e yea.'r '£-or · 
which the request is made, but also for the previous year. .. 

• ~ .. . . . : . ' ... . : : .: ' - ->.. . . . • . . . . . . . .,., 
• ' ' ; ; ,; ·. · ··· ' .. ; ' : t I • . 

For exaraple: Suppose a man had beE?n repo~tiil@i . o.x:: .. th<? ·q.ash . . basis~ . with the . ye.ar. 
beginning January 1, and TIOW ·8:-t the· begi'nnin:g o'f i943, '' Wil,nted .. t .o change to jthe P1C-< .' ..• 

crual ba,sis • • Assuming he had.' 'the necess,aryr~gorct~; ·'f'or.,i~~? and was~ · ~t:ill keep ing · · 
such records, he. would do these things: _· (JJ R~por~ :f9r ;1;.942. on the cash netho~'!' · . 
(2) Before April 1, 1943, W'rite a ·let-te-r to· th'~ Co1~ec.to~ "of. !nternal .B.evenue at -S·t ,.· 
Paul, asking permission ·to cbant;e. ~ ·(:3) After wr:~i (t~p·::P~;~~s'si6n .. has· been r.e.e~;J_ive9.. :. 
prepare an Income T'ax Return' for 194'2 made· out o1n._.t~'h:e .. acqiUa.t :.plethod. ~. (4) T~erE?.,. .. · 
after, keep up the necessary records and continue "to ·'report on the accrual method. 
For additional information see statement under 11 Accru?-l. Hethod,,n page 4 of ~orrq . J,Q40.F._ 
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THE VICTORY T.fUC . . . . . 
• , ' o.' ,: ~ ; -' • '~ ~ ~ '/.• I 

• :_. . 1 '' .;. ~ , .· .. •, . • • •• • • •: j ~' I ' ' r j I • .... ' •t; : :; 
The victory tax i.s · an ·addit'ional ··ta:ic' on· income ~eceived after JaJ;luary _l, ·l\143 .• 

It doe~ not apply to .the , 1942 business·; t·~erefor·e. i ft - ~ :s disreg·ard.ed. in tl::e P!~J?ara: · 
tion of the tax return. on 1942 income. · · ') · . . ·: ·' ' · ., . · · · .. ' ' .. . . · 

•. ' ... • 
' . ·' 

The victory tax as now eilact~d ' prov'i1des that eve·ry person. is to .. pcl,y, ~.~ per . c~~:t . . 
Of the 11 Viptory tax net ' illCOme {I On ·wageS and ne't I bUSineSS profit in' ~ic.eSS

1

0f ·his.,'· 
exemptions ·~ The exemption of ·every ta.i"Payer i's ~· $s24 .:Per yea~ ·or $12' per. ·\·reek "'i·t~.:. · .. 
out regard to his or · her marital status~ . Therefore,''·· ~he totat exempt:i,on · o:f' a hu~p~ 
and wife having separate incomes may be ., $1248, ·providing the income of · each one is 
$624 or more . If the income of one is more and the income of the other is less than 
$624, then the joint exemption is $624 plus the smaller income. Usually the earn­
ings fror:1 the farm cannot be divided into income to the operator and income to his 
wife: therefore, the exemption allowed.most tarmers will be $624. 
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The tax on persons rece1v1ng salary or wages will be deducted by the employer 
on any earnings over $12 per \veek even though the total for the ~·ear is less than 
$624. The amount so deducted t'lill be sent b~ the er:1ployer to the :Bureau of Int0rnal 
Revenue. The regulations specify tha t none of the payments to hired labor 0 1 a far m 
or domestic help in a home is to be withheld as a tax by the employer . HO\ofever , 
such hired help must file a return and pay a victory tax at the end of the year if 
the annual income exceeds $624. All individuals v1ho have ha.d a victory tax withheld 
from their earnings and all other i ndividuals whose income exceeds $624 \'/ill prepare 
a victory tax sta tement at the close of the year, The victory t~c of a f~xmer is 
not paid on gross income. It is based on the next farm profit as figured on the in­
come tax form, "Schedule of Farm Income and Expenses." 

There are certain credits that may be used to reduce the victory tax payr.1ents . 
There are: 

1. Payments during the taxable year on life insurance premiums in force Septem­
ber l, 1942. 

2. Pa~nents on indebtedness~ However, this credit is only the amotmt by which 
the indebtedness at the end of the year is less than the smallest indebtedness from 
September 1, 1 942, to the beginning of the taxabl e year . 

3. Payments for purchase of U.S. boncls, However, this credit is only the 
amount by which the total of such bonds owned at the end of the year exceeds the 
total of such bonds owned at the beginning of the taxable year. 

These credits ma~r be applied as follows: 

. l. For the farmer or othet person comput1ng the income t ax r eturns at the close 
of the year, the credits earned during that taxaole year may be used to reduce the 
victory tax payment or may be applied against other income t ax payrnents of that 
taxable year. 

2. For the person who has paid his victory t ax as he went along by r~ving 5 per 
cent deducted from his salary; the credits may be computed at the end of the year, 
and applied on other income tax payrnent s for that taxable year. 

There is a limit, however, to the amount of these credits which can be ~pplied 
to the reduction of income tax payments in the manner described. That is, no natter 
how large the total amount paid during the year on life insura.11ce, debt reduction, 
and bond purchases, the taxpayer can onl;y- claim credits equal to the following 
amounts: Harried person living with spouse, or head of famil~r, 40 per cent of vic­
tory tax, with limit of $500 (if a joint return is filed the limit is $1000); single 
person 25 per cent, vd th limit of $500; each dependent 2 per cent, with limit of 
$100, 

After the \'Jar, the government will credit the taxpayer with any part of the re­
coverable portion of the victory tax which has not been previously claimed. The 
fuu1d remaining to the taxpayer's credit will be credited against anJr incone tax pay­
ments that the taxpayer may O\'le at that tiDe and the balance v1ill be refunded to the 
taxpayer. 
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