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COMPARISON OF THB CASH AfDrACCRUAL MET&ODS

There are two 1mnortant dlfferences betWeen the cash and\accrual methods.
(1) When.the cash method is ‘used, ‘the receipts. and leXpenses; are reported in the year
the cash is received or pald, ‘whereas, on 'the acerual method, the receionts and ex-
penses are reported in the year the transaction occurred whether .or not the payment
was mades (2) When the cash method is used, the gross farm profit is the cash re-
ceipts from products sold for cash oritraded’ fo¥ mérchandise; while on the :accrual

~-method, .the gross. farm profit is based on the recelpts from products sold or traded,

-with an adgustment for 1nventory changes. (That is, ‘erops produced in 1942 and sold
+in- 1943 would not be reported as income® until ‘1948 on:the cash méthod; if the acecru-
al method. were used “the Crops, would be reported in inventorv and considered as An=~
~eome. in 1942 at tne December 31 1942 price. : s v

Advantages of the Cash ﬂethod f.' BUBIMIERTSE Nl r

Farmers using the' cash ‘fhiethod’ have two major advantabes over those uslng the
-accrual., (1) Money is always received in the year for which tax payments are due

. because pavments on the cash method are based on '¢cash receipts legs deductions with-

sout. regard for 1nventory 1ncreases that ‘have not ‘been convented 1o cash, (R) An ad-
vance cash, ou;chase of nroducts, “to be used in‘the next year!s production, made near
the close of a year when ircome is unusually large, will reduce the amount of the tax
that year. however,.lf there is no change in the 'tax rate or the personal exemption&
there ‘may be an 1ncrease in the total amount of tax 1n the following year unless the
income in the second year is small. : eted : ORI
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Advantaaes of the Accrual ‘Methoa ¢

There are four major advantagés’ in using the accrual method. (1) Less time is
required.to: ,prepare. the statement when the farmer buys and sells considerable num-
bers of 11vestock. Only the total numbe* and’ value® of ' the beginning inventory, end-
ing 1nventory, purchase, and sale’ of each class of livegtock’ need to be reported on
the accrual basis. On the cash basis it "It Hecessary %o geparate the sale of live-
stock raised from sales of purchased 11ve tock, it is also necessary to separate the

" sales, .depreciation claim, or death 1ogs on ‘purdhased 1ivestock ‘for each purchased

~.animal .if thev were purchased in"different "ears, at different ages, or different
Jcostse . (). Over ;a perlod of ; Jears ‘the"‘total tax paid by a farmer may be less if his
phy31ca1 1nventorj of crops, llvestocx, or o roducts” shOWS congiderable fluctuation
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from year to year, This is true if the amount of the change shifts the surtax

net income into a taxable bracket or a different surtax bracket, thus increasing or
decreaging the tax rate. (3) Installment receipts are reported in the year of the
transaction rather than the year the cash is received. By this method the income
that may accrue from an installment receipt is more apt to be taxed in the year that
claim is made for the expense of producing the product. (4) The accrual method
avoids a heavy tax payment when' the operator quits farming and sells his personal
property. With the cash method, the gross sale value of all livestock, crops, and-
products produced on the farm is subject’'to tax in the year of sale; whereas, with
the accrual method, only the increase in value from the beginning inventory of the
year to:time of sale is subject to tax. The larger the volume of “business, the more
significant is this latter point.

Why the Cash Method Is More Generally Used -~

(1) Many farmers, when they prepared their flrst income ‘tax returns, hought

the cash method was simpler, because the accrusl method involved inventory adjust-
ments. They failed to note the difficulties that are. frequentlv encountered in using
the cash method, and ‘did not realize that ‘the cash method may sometimes result in
higher tax payments. (2) Having started on the cash method they have not changed to
the acerual method because (&) They have not understood the differences and the ad-
vantages and dlsadvantages of each (b) thej have not taken tne necessary stens to
make the change. : LB %

Changing from Cash Wethod to Accrual Method

\ To chdnge from one method to the’ other, it is necessarv t0 request and recelve
written permission from the Internal Revenué Department to make the change.. This
request rust be made'not-later than 90 days after the beginning of the taxable year.
In the letter asking: permission; it is 1moortant that a statemeut be made: regarding
farm records that are being kept and it is advisable to give the name of the farm
record book that is being used. A farmer should have opening and closing invens..
tories and a record of receipts and expenses, not only for the taxableé year for
which the request is made, but also for the previous year. :

For exanple' Suppose ‘& man had been reportins on the cash bas1s, with the year
beginning January 1, and now -at the beblnning of 1943, 'wanted to change to;the ac~ .
crual ‘basis, . Assuming ‘heé had the necessary records for 1942 and was. still keeping
such records, he.would do these things: ' (1) Report for 1942 on the cash nethod.

(2) Before April 1, 1943, write a letter to thé Coliector ,0f Internal Revemue at St
Paul, aslking permission to change. (3) After wrltten nermiss1on ‘has been received,
prepare an Income Tax Return for 1942 made out on the accrual. method. . (4) There-
after, keep up the necessary records and continue %to report on the accrual method.
For additional information see statement under "Accrual.Method, page 4 of Form. 1040F.

THE VICTORY TAX
The victory tax is'an additional tax on income received after Januarj l, 1943.
It does not apply to the 1942 businéss; therefore, it is disregarded in the prepara-
tion of the tax return on 1942 income. A e e (77 A : L 2

+ The victory tax as now enacted provides that everv person ig to pmv 5 per cent
of the "wvigtory tax net income! on‘wages and net' business profit in e ccess of: hlS
exemptions. 'The exemption of every ta&payer ig’ @624 per year or $12 ner week with—.-
out regard to his or her marital status. Therefore, ‘the total exemption of a husband
and wife having separate incomeés may be $1248, nroviding 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 from the farm cannot be divided into income to the operator and income to his
wife; therefore, the exemption allowed most farmers will be $624.
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The tax on persons receiving salary or wages will be deducted by the employer
on any earnings over $12 per week even though the total for the year is less than
$624, The amount so deducted will be sent by the employer to the Bureau of Internal
Revenue. The regulations specify that none of the payments to hired labor on a farm
or domestic help in a home is to be withheld as a tax by the employer. However,
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 who have had a victory tax withheld
from their earnings and all other individuals whose income exceeds $624 will prepare
a victory tax statement at the close of the year, The victory tax of a farmer 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 payments.
There are:

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

2. Payments on indebtedness. However, this credit is only the amount by which
the indebtedness at the end of the year is less than the smallest indebtedness from
September 1, 1942, to the beginning of the taxable year.

3. Payments for purchase of U.S. bonds, 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 may be applied as follows:

.1« For the farmer or other person compufing the~incomé tax réturns-at the close
of the year, the credits earned during that taxable year may be used to reduce the
victory tax payment or may be applied against other income tax payments of that
taxable year.

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

There is a limit, however, to the amount of these credits which can be applied
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 insurance, debt reduction,
and bond purchases, the taxpayer can only claim credits equal to the following
amounts: Married person living with spouse, or head of family, 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, with limit of $500; each dependent 2 per cent, with limit of
$100.,

After the war, 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
fund remaining to the taxpayer's credit will be credited against any income tax pay-
ments that the taxpayer may owe at that time and the balance will be refunded %o the
taxpayer.
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