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By E. B. Hill, C. O. May, and Arthur H. Haist*

Large numbers of Michigan farmers, on or before March 15, 1944,
will need to file a final Federal Income and Victory Tax return on
their 1943 income. This income tax report is quite similar to the
report required of farmers in 1943, except for the inclusion of the
Victory Tax and the provisions to get the income tax collections on
a current basis.

Farmers in general will find it to their advantage to become in-
formed in regard to the provisions of the income tax and thus be
able to make out their own income tax reports. In any event, be-
fore seeking outside assistance in making out their income tax report,
farmers should first have assembled all of the figures that are neces-
sary to the proper filling out of the income tax report. Farmers will
continue as in the past to compute and report their net farm profits
on Form 1040F. They will also use Form 1040 for the purpose of
computing their own Federal Income and Vietory Tax.

In the preparation of this bulletin, it was thought that one of
the best ways to provide information to farmers with reference to
filling out Forms 1040F and 1040 would be to present an example
showing how both these forms were filled out on a Michigan farm.
These examples do not present all of the situations which may be
encountered on farms but will be helpful enough so that a farmer
will get an idea as to how to handle the usual situations.

THE EXAMPLE

The 160-acre farm business on which this example is based is
owned by Adam E. Smith and Mary Smith, his wife. The farm is
owned jointly by the husband and the wife. There are two children
under 18 years of age. Their farm was purchased in 1928, and the
new machine shed was built in 1938. Their income in 1943 was
entirely from the farm business except for $12 received as interest

*The authors wish to express their appreciation to the office of the Collector
of Internal Revenue at Detroit for their careful review of the income tax matters
of this bulletin. The authors, however, assume all responsibility for the correct-
ness of the fizures and caleulations used in connection with the example pre-
sented in the bulletin.
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on a savings account. During the year they gave $100 to the church
and $5 to the American Red Cross. Farm financial records were kept
in the Michigan Farm Account Book.

The Smiths’ first task in making out their income tax report was
to determine their net farm profit for Federal income tax purposes.
This was done by filling out, in pencil, Form 1040F. The information
needed to fill out the form used in the example was taken from the
Michigan Farm Account Book.

Since the Smiths file their income tax report on a Calendar Year
Basis (starting January 1), they did not need to fill in the date-line
on page 1 of Form 1040F and Form 1040. If their taxable year had
Leen on a Fiscal Year Basis, however, it would have been very im-
portant for them to have indicated the beginning and ending of their
taxable year, for example “For the year beginning February 1, 1943,
and ending January 31, 1944.”

The example illustrates both methods, the Cash Basis on page 5
and the Accrual Basis on page 6, of computing the net farm profits.
Farmers must follow the same basis of reporting year after year
unless permission is obtained to make the change. The recording
and computation of farm expenses for the taxable year on page 3
of Form 1040F is illustrated on page T of this bulletin. In this ex-
ample, the Smiths’ farm expenses would be the same on either the
cash or the accrual basis since they paid cash for all farm expenses
during the year. On page 2 of this bulletin is a check list which
may be used in computing the farm expenses to be used in calculat-
ing the net farm profits for the year.

The depreciation table of the Smiths’ report on page 7 of this
bulletin would be the same for either the Cash or the Acecrual Basis
since they had no purchased work stock or breeding stock on hand
at the end of the year. The depreciation account on such items would
have been listed in the depreciation table if reporting on the Cash
Basis. When reporting on the Accrual Basis, the depreciation of the
work and breeding stock is automatically taken care of on page 2
of Form 1040F.

Some of the Year’s Business Transactions

The Smiths in 1943 sold 2 horses for $100. One of the horses was
raised on the farm and one was purchased in 1938 for $125. A total
of $60 depreciation had been taken during past years on the pur-
chased horse that was sold for $40. Thus there was a loss of $20 on
the transaction. A bull, purchased in 1941, was sold during the year
for a gain of $125, and a young bull was purchased for $100. The
three cows sold during the year were all raised on the farm. Three
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of the b heifers freshened during the year, and 5 heifer calves were
raised making two more heifers on hand at the end of the year than
at the beginning.

There were 6 sows, a boar, and 30 feeder pigs on the farm at the
beginning of the year. The 6 sows raised 45 spring pigs, and the
sows and pigs were all sold except 2 that were butchered for home
use. Five gilts were saved out of the 30 feeder pigs on hand at the
beginning of the year and the balance were sold. Thirty feeder pigs
were bought during early winter and were on hand at the close of
the year.

There were 300 hens on hand at the beginning of the year; 200
were culled out, 70 consumed or lost, and 30 were kept over and in-
cluded with 250 pullets to make the 280 hens at the end of the year. Of
the 600 baby chicks purchased, 250 were sold as broilers, 100 were
consumed or lost and 250 were kept as pullets.

The cost of baby chicks was $84 for 1943, so a total of $84 was
deducted from the $615 chicken sales, leaving a “profit” of $531.

The Smiths did not make any major improvements on the build-
ings and fences, during 1943 so the depreciation on them was cal-
culated as in previous years. The repairs on them were, of course,
included in the farm expenses.

An old tractor was traded-in during 1948. It cost $900 in 1936 and
had been depreciated $90 a year for 7 years. This left a remaining
cost of $270 to be recovered. It was traded for a new tractor for
$900 difference. Thus the $270 plus the $900 would represent the
cost of $1170 for new tractor.

The Net Farm Profit

The Smiths’ net farm profit for the year amounted to $3472 on
the Cash Basis, and to $3715 on the Acecrual Basis. The difference
was due to the higher value of the inventory of livestock and feed
at the end than at the beginning of the year. This higher inventory
value is classed as income under the Accrual Basis. With the Cash
Basis, the additional livestock and feed will not be listed as income
until the products are sold.
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THE FEDERAL INCOME AND VICTORY TAX
CALCULATIONS ON FORM 1040

The Smiths calculated their Federal income tax and Victory Tax
as shown on pages 10 and 11 of this bulletin in the reproductions of
the first and fourth pages of Form 1040.

The $3472 net farm profit, as caleulated on the Cash Basis, has
been transferred from Form 1040F to line 8 on page 1 of Form 1040.
If the Accrual Basis had been used, then the $3715 on page 2 line 10
of Form 1040F would have been transferred to line 8 of Form 1040.

The $12 of income received as interest on a savings account has
been entered in both columns 1 and 2 of line 8 on page 1 of Form
1040 and added to the net farm profit of $3472, giving a total income
of $3484.

The Smiths have a deduction of $105 for contributions to the
church and Red Cross and $48 for the 3-percent state sales tax and
the personal share of auto license and state gasoline tax. These
deductions, amounting to a total of $153, leave an income tax net
income of $3331 (line 18, page 1, Form 1040). The contributions to
church and Red Cross and the personal tax expenses are not deduct-
ible in calculating the Victory Tax, since Victory Tax deductions are
only those connected with the production of income. Thus the Vic-
tory Tax net income is $3484 (line 19, page 1, Form 1040).

The income tax net income of $3331 was then transferred to line
1 of page 4, of Form 1040 as reproduced on page 11 of this bulletin.
Since the Smiths were married and had two children under 18 years
of age, they had a personal exemption of $1,200 and a credit of $700
for dependents. Subtracting these amounts from their income tax
net income of $3331 leaves a surtax net income of $1431.

The earned income credit is $300. Subtracting this amount from
the surtax net income of $1,431 leaves a balance of $1,131 subject to
the normal tax of 6 percent. This means a normal tax of $67.86
(line 8, page 4, Form 1040). The first $2000 of the surtax net income
is taxable at 13 percent. This makes a surtax of $147.03 (line 9, page
4, Form 1040). The instruction sheet for Form 1040 shows the dif-
ferent tax rates on the various incomes. Adding the surtax of
$147.03 and the normal tax of $67.86 gives a total income tax of
%214.89 to be entered in line 10.

The Victory Tax Calculations on Form 1040
The Vietory Tax calculations are shown in Schedule K in the
lower half of page 4 of Form 1040. From the Victory Tax net income
of $3484 (line 19, page 1, Form 1040), the specific exemption of
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Fig. 5. Computation of Income and Victory Tax, page 4 of Form 1040.
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$1,248 is subtracted since the farm property is owned jointly by
husband and wife. This leaves an income of $2,236 subject to the
Victory Tax. Multiplying this by 5 percent gives a Vietory Tax of
$111.80. Since they are married and have two children, they have a
Victory Tax credit of 44 percent (the Victory Tax credit for a
married person living with husband or wife is 40 percent with an
additional credit of 2 percent for each dependent) of $111.80 or
$49.19, which subtracted from $111.80 leaves a net Victory Tax of
$62.61 to be entered on line 13 of page 4 of Form 1040 to be added to
the balance of Income Tax of $214.89. This gives a total of $277.59
for the normal income tax, the surtax, and the Vietory Tax.

The Forgiveness Feature

The Smiths’ Federal income tax for 1942 was $220 (line 17, page
4, Form 1040), and when they filed their return in March 1943, they
paid a fourth of it, or $55, and in June 1943, they paid another fourth.
The 1943 Federal income tax law provides that when the 1943 tax is
greater than the 1942 tax all payments made on the 1942 tax shall
be moved ahead and credited on the 1943 tax. The two payments,
totaling $110 which they had made on their 1942 tax bill were moved
ahead and credited on their 1943 tax, leaving the 1942 tax bill of $220
temporarily with no credits on it.

The law provides that if the 1942 tax was $560 or less, the entire
amount will be forgiven; if between $50 and $66.67, a flat $50 will be
forgiven; and if $66.67 or more, then 75 percent will be forgiven.
Forgiveness is therefore given on 75 percent, or $165 of Smiths’ orig-
inal 1942 tax bill of $220, leaving $55 to be paid; half of which, or
$27.50, is due on or before March 15, 1944, and the other half by
March 15, 1945 (item 19, page 4, From 1040).

Adding the unforgiven amount of $55 to the 1943 income and
Vietory Tax of $277.50 gives $332.50 as a grand total for the Smiths’
combined Federal Tax bills for 1942 and 1943 (line 20, page 4, Form
1040).

Credit for Payments Already Made

In December 1943, when the Smiths filed their Declaration of
Estimated Income and Victory Tax (form 1040 ES), they estimated
their 1943 income and Vietory Tax at $250. From this estimated tax
of $250 they deducted the $110 they had paid on their old 1942 tax
bill and paid the balance of $140 when they filed form 1040 ES (item
21, page 4, form 1040). In March 1944 when they figure their busi-
ness for the final return on form 1040, they find that the actual amount
of the 1943 income and Victory Tax is $277.50 or that they had
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underestimated their tax in December by $27.50 (line 14, page 4,
form 1040). This means that they owe the Federal Government this
balance of $27.50 plus the $55.00 unforgiven part of their 1942 tax,
or a total of $82.50 (line 22, page 4, and line 20, page 1, form 1040).

Payment of one-half of the $55.00 unforgiven part of the 1942 tax,
or $27.50, could be postponed until not later than March 15, 1945:
the balance of the $82.50, of $55.00, must be paid on or before March
15, 1944, when the Smiths file their 1943 income and Victory Tax
return,

Had the Smiths overestimated their income and Victory Tax in
December 1943 and, therefore, paid more than their final return
showed to be due, any overpayment would first be applied on the
unforgiven portion of their 1942 tax. If the overpayment was more
than enough to cover more than the unforgiven portion of the 1942
tax, the Smiths could have the balance of their credit applied on
their 1944 tax or could ask to have it refunded to them (item 23,
page 1, form 1040).

QUESTIONS AND ANSWERS ABOUT THE FEDERAL
INCOME AND VICTORY TAX

1. Who Must File a Return? Every single person with a gross
income of $500 or more. Every married person living with husband
or wife if his gross income is $624 or more or if their combined gross
income was as much as $1,200 for the year. Every individual who
paid or owed a tax on 1942 income. Not every person who is required
to “file a return,” however, may be required to pay a tax.

2. What Is Meant by Gross Income? The gross income of a
farmer includes his total income from all sources. It includes the
receipts from the sale of livestock and produce raised on the farm,
the profits from purchased livestock or produce sold, plus any other
farm income such as pay for work off the farm, miscellaneous re-
ceipts and income from non-farm sources.

3. What Period Should be Included in the Return? Most persons
are required to report their income tax on a calendar year (January
1) basis. If, however, their farm records have been kept on a fiseal
vear basis for the years in which returns were required, they should
file their returns for the period which coincides with their farm
account book. For example, if the farm records started as of Febru-
ary 1, the income tax report should be made out on the fiscal year
basis, starting February 1 and ending January 31. The taxpayer
needs to be careful, however, that he indicates the correct date on the
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date-line on page 1 of Forms 1040F and 1040, A taxpayer must fol-
low the same plan each year unless he receives permission to make
the change.

4. When is the Return Due? Income tax returns are due two
and one-half months after the close of the taxable year, calendar or
fiscal, for which the return is made. If the report is made on the
calendar year basis, the return is due on March 15.

5. What are the Two Bases for Determining the Net Farm
Profits? Farmers may compute their income either on the Cash
Basis or on the Accrual Basis, but whichever method is or has been
adopted must be followed until the consent of the Commissioner of
Internal Revenue is received to compute the income on a new basis.

(a) The Cash Basis—For farmers reporting on the Cash Basis,
the gross income shall include (1) the cash or the value of merchan-
dise received from the sale of any livestock and produce raised, (2}
the profits from the sale of any livestock or other items which were
purchased, and (3) the gross income from all other sources. To
obtain the net farm profit, deduct from the gross income, the actual
farm expenses paid out and the depreciation allowances. (See pages
1 and 3 of Form 1040F.) The farm expenses will be the actual
amounts paid out during the year. Under this basis a farmer makes
use of the “inventories” of farm buildings (except the farm dwell-
ing), fences, tile drains, machinery, purchased breeding animals and
purchased work stock in determining the depreciation allowances.
The farmer on this basis, however, does not make use of the inven-
tory of the livestock raised on his farm, and of the feed, crops and
supplies in determining the net farm profit.

The information needed to report on the Cash Basis is a classi-
fied list of farm cash receipts (see page 1 of Form 1040F) and farm
cash expenses (see page 2 of this bulletin) and the inventories of
buildings, fences, tile drains, machinery, and purchased work and
breeding stock.

(b) The Acerual Basis—For farmers reporting on the Accrual
Basis, the net farm profit is obtained by (1) adding to the inventory
value of livestock and products on hand at the end of the year, the
amount received from the sale of livestock and products, and from
miscellaneous receipts for the hire of teams, machinery and the
like during the year and then (2) dedueting from this sum the in-
ventory value of livestock and produets on hand at the beginning of
the year, the cost of livestock and products purchased during the
yvear, the farm expenses incurred during the year (whether paid or
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not), and the depreciation allowances. (See pages 2 and 3 of Form
1040F.)

The accrual basis is recommended for farmers who have been
keeping farm account books which included the inventories of the
livestock, feed, and crops on hand. On many farms, as an average
over a period of years, it would not make much difference which
basis is followed as long as the business is conducted about the same
from year to year.

6. What Farm Record Books Will be Helpful in Making Income
Tax Returns? Most any type of a record book will be helpful if kept
carefully. The Michigan Farm Account Book has been designed
especially for Federal Income Tax purposes and is available at cost
to Michigan farmers from county agricultural agents and from the
Farm Management Department, Michigan State College, East Lan-
sing, Michigan.

7. What Is a Good Procedure to Follow in Making the Income
Tax Report? A farmer should obtain two copies each of Form 1040F
and Form 1040. Also see item 23 of this bulletin in regard to the forms
to use in reporting wages and cash rent. If copies are not available
locally, send a posteard request to the Collector of Internal Revenue,
Federal Building, Detroit 31, Michigan and ask for two copies each
of the forms needed. Study these forms and the instructions on each.
Learn what information is needed. Assemble the information that is
needed about vour farm business and also about your personal busi-
ness. Here is where farm, personal, and household records are helpful.

One copy of each form (1040F and 1040) should be filled out in
pencil. After the pencil copy is made out, check all figures carefully,
noting the accuracy of each. Re-compute all calculations. Note
whether all dates and questions have been filled in and answered cor-
rectly. The pencil copy of each form should be retained by the farmer
for future reference. It will be needed in preparing his next income
tax report.

The other copy of each form should then be made out in ink and
filed, along with the payment called for, with the Collector of Internal
Revenue, Federal Building, Detroit 31, or with a Deputy Collector at
one of the local Zone or Field Offices.

FARM EXPENSES

8. What Expense Items Are Deductible in Preparing the Income
Tax Report? The expense items that may be included in the income
tax report are the items required in the regular operation of the
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farm business as shown on page 7 of this bulletin. Expenditures on
a farm must be classified into two groups for income tax purposes:
(1) the current operating expenses as listed on page 2 which are
deductible the year purchased, and (2) the capital expenditures such
as for machinery, buildings, ete., which must be included in the
Depreciation Table and the purchase price recovered during a period
of years which represents the expected life of the item.

9. Must Farm Expenses be Classified According to the Headings
on Page 3 of Form 1040F? No. These headings are merely sugges-
tions. Any other equally descriptive headings may be used. As a
matter of fact many of the expense headings in 1040F are not logical
divisions of farm expenses from many standpoints. See the classifi-
cations on page 2 of this bulletin and also in the Michigan Farm
Account Book.

10. How Are the Deductions Computed for the Depreciation
Allowance? The DEPRECIATION TABLE on page 3 of Form 1040F
is filled in in much the same manner for the Cash as it is for the
Accrual Basis except that animals purchased for breeding purposes
and for work stock should be included when reporting on the Cash
Basis. Depreciation on these livestock items is automatically taken
care of in the inventory section on page 2 of Form 1040F when
reporting on the Accrual Basis,

One procedure is to prepare, on ruled sheets of paper, one supple-
mentary depreciation table for the farm buildings, one for machinery,
one for fences, one for tile drains. When reporting on a Cash Basis,
prepare also a separate schedule for purchased animals held for
breeding purposes and for work stock. The table headings, on the
ruled sheets of paper should read the same as do the headings on the
Depreciation Table on page 3 of Form 1040F.

A farmer, when reporting on the Cash Basis, is not entitled to
claim as a death loss the value of animals born on the farm. Neither
is he permitted to deduct any depreciation on livestock born on his
farm. Both the death loss and depreciation are reflected in the in-
ventories, however, when reporting on the Acerual Basis.

As a start in filling out the depreciation table, the date at which
each item was acquired should be indicated in column 2, (if built or
acquired before March 1, 1913, the year of 1913 must be considered
as the date acquired) ; the cost should be entered in column 3. Enter
in column 7, the estimates of the length of the expected life of the
various items. The “depreciation allowable for this year,” column 9,
is obtained by dividing the years of estimated length of life, column 7,
into the cost of the item, column 3. Enter in column 8 the estimated
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life remaining from beginning of year, which for a tractor with an
estimated life of 10 years and purchased in 1936 would be 3 years
in 1943. Column 6 is determined by multiplying the annual yearly
depreciation, column 9, by the number of years of remaining life
from the beginning of the taxable year, column 8. Column 5 is column
3 minus column 6. Column 4 will be zero in most cases for the first
few years' reports at least.

Depreciation rates apply to the cost of the item rather than to its
present value. The following suggestions as to estimated life which
may be used in filling in column 7 of the depreciation table, may be
helpful: Main farm buildings 40 to 50 years; other farm buildings,
20 to 50 vears; fencing 10 to 20 years; tile drains 20 to 40 years; and
machinery from 5 to 20 years. It is to the taxpayer’s advantage to
estimate the actual length of life or depreciation rate as closely as
possible.

Calculate the depreciation at a constant rate from year to year,
unless (1) a major repair is made which will prolong the useful life,
or (2) it becomes evident that the useful life has been underestimated.
In either case the estimated length of life may be increased but not
decreased.

When the taxpayer is preparing his second and subsequent income
tax reports, he is often confronted with the problem of handling in
the depreciation table new capital improvements such as a new roof,
a new foundation, or a new addition to the barn; new buildings; new
or used machinery; new tile drains; a new well, and the like. For
example, a new roof costing $500 is added to the dairy barn. In the
depreciation table, the $500 may (1) be placed on a separate line
and depreciated by itself over the remaining life of the building, or
(2) the value of the barn itself may be readjusted by adding the
$500 to the “remaining cost” column 6 and then substituting this
figure for the “original cost” figure in column 3 and changing the
other figures in columns 2, 5, 7, 8 and 9 accordingly. If this is done,
a footnote of explanation should be written in the “remarks” section
on page 3 of Form 1040F.

When a machine, for example a tractor, is traded for a new tractor,
the “original” cost of the new tractor to be entered in the income
tax report is the difference paid in the trade added to the remaining
cost in the depreciation table of the old machine. Then the depreciation
of the new tractor is calculated from this new value. This adjustment
is necessary because the regulations state that a gain or loss on items
traded for a similar kind of new equipment is adjusted in the cost of
the new item; the gain or loss is not to be reported either as income
or expense. If, however, a machine is sold outright for more than
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the remaining cost, enter the difference as income; if it is sold for
less than the depreciated value, report the difference as an expense,

11. How Should the Problem of Orchard Depreciation be Handled?
The problem of orchard depreciation is a difficult one at the best.
The difficulty is in determining the cost basis for depreciation. The
problem is much simpler when the orchard or vineyard is purchased
than it is when developed by the grower.

When the orchard or vineyard is purchased, its cost would be
obtained by deducting the estimated value of the land and other
capital improvements from the purchase cost of the property. The
remaining sum would be the cost of the trees or vines, and this cost
could then be depreciated over a period of years, based on estimates
of the remaining period of productive life.

When the orchard or vineyard is developed by the grower, the
problem of determining the cost to be depreciated is quite different.
Most fruit growers, in filing their Federal Income Tax reports, have
not been following the depreciation procedure on their orchards and
vineyards. These growers instead, have been deducting annually
their development costs such as the cost of young trees or vines, the
cost of labor, spray materials, fertilizers, and other supplies; as a
result, they have no capital expenditures to depreciate at the time
the orchard or vineyard reaches maturity. This procedure is allow-
able, it is simpler, and is the one followed by most fruit growers.

On the other hand, however, the expenditures necessary to bring
orchard trees and vines to a producing stage may be capitalized and
thereafter an annual allowance for depreciation may be deducted in
order to return to the grower the capital invested free of income tax-
ation. The grower in this instance, however, would have to have a
special record of such expenditures so that the total capitalized costs
could be computed for income tax purposes. In this case, of course,
items included in the capitalized cost could not also be included in
the annual farm operating expenses.

The following figures are estimates of the average number of
years of productive life of trees and vines in Michigan after reaching
maturity: Apples 20 to 30 years; cherries 15 to 20, peaches 5 to &,
pears 20 to 25, plums 15 to 20, and vineyards 20 to 25 years. The
number of years of productive life would, of course, vary much from
farm to farm depending on the variety, the local soil and climatic
conditions, the care the trees and vines receive, ete.
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GENERAL QUESTIONS

12. If a Growing Crop Is Lost by Weather or Other Damage
May a Loss be Claimed? No.

13. If an Insurance Company Pays a Farmer for Hail Loss on
a Crop Must This Sum be Included in His Income? Yes.

14. How Are Receipts From Fire and Windstorm Losses on
Buildings and Machinery Handled? The income tax regulations with
respect. to “gain from involuntary conversion” is as follows: “The
difference between the cost basis (as shown on the depreciation
schedule for the current year) of the property converted (i.e. by
fire or wind) and the amount received (i.e. by insurance or sale of
junk) although actually realized as a profit is excluded from the
gross income except to the extent of any amount which is neither
forthwith expended for replacement of the property nor placed in a
replacement fund pursuant to the Regulations.” The word “forth-
with” has been given a liberal interpretation which held that rein-
vestment by the taxpayer of a condemnation award nearly two years
after its receipt was in compliance with the statute where the tax-
payer exercised due diligence in searching for suitable property
during that period.

15. If Timber Is Sold, Is the Entire Amount Received Considered
as Taxable Income? Most farmers will report income from the sale
of timber and woodland products as income less the expenses such
as labor, saw bills, trucking and the like. This is by far the most
simple way to handle the matter because if depletion is deducted
from the gross income, separate timber accounts must be kept. In
such a case, the timber inventories must be kept separate from the
land and also must be inventoried by individual blocks or tracts of
timber. Farmers with small tracts of timber will not save an ap-
preciable amount on the income tax by deducting timber depletion.
If the farm is sold later there will be no saving since the timber will
have been inventoried separate from the land and this amount of the
original investment will have already been recovered as depletion.

If, however, there is considerable amount of timber or if the farm
was purchased with the intention of lumbering off part of it to reduce
the cost of the farm it may be well to allow the depletion. In such
cases, it would be advisable for the taxpayer to consult with a repre-
sentative of the Bureau of Internal Revenue in his region.

16. Is a Gift of Money or Property Taxable as Income to the
Beneficiary? No, that is if it is a true gift and not compensation
for services.
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17. Is an Inheritance or the Proceeds from a Life Insurance
Policy Paid on the Death of the Insured Subject to Income Tax? No.
Only the income earned from the prineipal is taxable,

18. Is Income from Workman’s Compensation for Personal In-
juries or Sickness Included in the Income Tax Report? No.

19. May Any Losses on the Farm Business in Previous Years
be Deducted When Computing the 1943 Income and Victory Tax Net
Incomes on Form 1040? Yes. Losses resulting from the operation of
the farm business in previous years may be carried forward two
years, provided they can be substantiated by income tax returns
filed in previous years or by other records. This statement assumes
that the farm business is the sole source of income. If, however, a
taxpayer has a net loss on his farm business, but has sufficient income
from other sources to offset the loss on the farm business, he cannot
deduct the loss on his farm business in the following years.

Space is not provided in Form 1040 for the reporting of losses
indicated in items 19 and 20 of this bulletin. Such losses must be
explained and reported on a separate sheet and attached to Form
1040,

20. May Losses on the Farm Business in 1943 be Deducted from
Income Earned in Succeeding Years? Yes. Losses for 1943 may be
carried back two years but not beyond January 1, 1941. Losses not
made use of in this way may be carried forward two years. The
qualification presented under item 19, however, applies to use of
such losses.

21. How do Farm Partnerships Report Income Tax Returns?
In filing a farm partnership report, figure out the net farm profits
from the entire business on Form 1040F. Attach this 1040F to
Form 1065 (the partnership form). The only items that then need
to be filled in on 1065 are the name and address of the partnership
and the date of the taxable year. Each partner should use forms
1040F and 1040 to report his share of the partnership income and
expense. One of the partners also sends in the Form 1065 along with
his individual report.

22. How Should the Sale of a Farm be Reported? The method
of calculating and reporting the gain or loss from the sale of real
estate is highly complicated. The sale of a farm may affect the income
tax obligations of the taxpayer by hundreds of dollars. It is there-
fore suggested that any person who sells a farm should get the
assistance of an Internal Revenue official or an accountant or lawyer
skilled in income tax matters, in making his income tax return.
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23. How About the Hired Man’s Income and Victory Tax? The
law does not require a farmer to withhold Federal Income or Vietory
Taxes from wages paid farm help. It is the hired man’s responsibility
to make his own return and pay his own tax. The gross income of
a hired man consists of his cash wages plus a fair value for board
and lodging, use of house, and products furnished him, plus any
other income not specifically exempted by law.

Farmers employing hired men whose yearly earnings (gross in-
comes) are $500 or more if single or $624 or more if married are
required to fill out for each hired man two copies of Form 1099, one
of which must be given to the hired man, and the other copy or
copies accompanied by Form 1096 must be mailed to the Collector
of Internal Revenue, Federal Building, Detroit 31, Michigan, or to
the local Division Office. Form 1099 should also be made out and filed
with the Collector when cash rent of $500 or more to a single person
or $624 to a married person is paid. This should normally be done
on or hefore February 15, 1944,

24. What Are the Arrangements for Taxpayers Who Are in the
Armed Services with Respect to their Income Tax? The first $1,600
of service pay, effective January 1, 1943, is nontaxable. A person in
the armed services is also entitled to the regular civilian exemptions
and credits for dependents. These are $500 if single, $1,200 if mar-
ried, and $350 for each dependent. The wife of a service man who
had no taxable income can claim the full personal exemption of $1,200
for a married person. Dependency allowances received by a wife or
other dependents are not subject to the income tax. Pensions, an-
nuities, or other allowances for personal injuries or sickness incurred
during active service are non-taxable. Any unpaid income taxes
of a service man dying on or after December 7, 1941, are cancelled.
Members of the armed forces serving abroad do not have to file a
return until the fifteenth day of the fourth month following their
return to the country or until the fifteenth day of the third month
following the termination of the war. Neither do their wives unless
they have income of $1,200 or more of their own.

CALCULATING THE REGULAR INCOME TAX

25. What is the Personal Exemption for the Federal Income
Tax? For a single person, $500. For a married person or head of
family, $1,200. (See item 24 for persons in the armed services.)

26. What is the Credit for Dependents for the Federal Income
Tax? For each child under 18 years of age, $350, and for each adult
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incapable of self-support, $350. Earnings from personal services of
minor children, however, must be included with the income of the
parents for income tax purposes, if the minor children are to be con-
sidered as dependents.

If the minor has been emancipated then it is not necessary for
the parents to include the income from the personal services of the
minor. In this case, however, if the minor’s earnings are sufficient
he must file his own return and consequently the parents do not
take credit for the dependent.

27. What About Deductions for Medical Expenses? Medical
expenges in excess of 5 percent of net income, as computed without
henefit of this provision, may be deducted on line 15, page 1 of Form
1040 in calculating the income tax net income, to a maximum of
$2500 for head of family and $1250 for a single person.

28. How is the Earned Income Credit of a Farmer Computed?
See schedule J of page 3 of Form 1040. The earned income credit
is 10 percent of the “Income Tax net income” (line 18, page 1 of Form
1040) up to $3,000. For incomes of more than $3,000, the earned in-
come credit is 10 percent of the “Income Tax net income,” or 10
percent of the “earned net income” whichever amount is smaller,
but not less than $300. For farmers, the “earned net income” is the
wages, salaries, and fees or other payments less expenses incidental
thereto, for personal services not done in connection with the farm
Lusiness, plus not more than 20 percent of the net farm profit from
line 8, page 1 of Form 1040.

29. What is the Normal Income Tax Rate? Six percent. This
rate applies to that portion of the “Income Tax net income’” remain-
ing after deducting personal exemption, credit for dependents, and
the earned income credit. It is always the same regardless of the
size of the income taxed.

30. What is the Suriax Net Income? The surtax net income is
the “Income Tax net income” less the deductions for personal exemp-
tion and credit for dependents.

31. What are the Surtax Rates?

If the surtax net income is: Surtax shall be:

NOLOVer R 000 o i ra s e 18% of the surtax net income.

Over $2,000 but not over $4,000,....... £260, plus 169% of excess over $2,000.
Over $4,000 but not over $6,000........ $580, plus 209 of excess over $4,000.
Over $6,000 but not over $8,000,....... $980, plus 249 of excess over $6,000,
Over $8,000 but not over $10,000....... £1,460, plus 28% of excess over 38,000.
Over $10,000 but not over $12,000...... $2,020, plus 32% of excess over $10,000.
Over §12,000 but not over $14,000...... $2,660, plus 36% of excess over $12,000.

Over $14,000 but not over $16,000
Over $16,000 but not over $18,000.
Over 318,000 but not over $20,000

$8,380, plus 409, of excess over $14,000.
$4,180, plus 43% of excess over $16,000.
$5,040, plus 469 of excess over $18,000.
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THE VICTORY TAX

32, What is the Vietory Tax Rate? The Victory Tax rate is
5 percent on the “Vietory Tax net income”.

33. What is the Vietory Tax Net Income? The Victory Tax net
income (line 19, page 1 of Form 1040) is the net income of the tax-
payer without the inclusion of certain items of income and deduc-
tions used in computing the regular income tax net income.

34. What is the Personal Exemption on the Victory Tax? Every
individual taxpayer is entitled to an exemption of $624 regardless
of marital status. An exemption of $1,248 is allowed a husband and
wife filing a joint return unless the Victory Tax net income of one
spouse is less than $624 in which case the total exemption is limited
to $624 plus the Victory Tax net income of such spouse. On farms
where the real estate is owned jointly and the income legally divisible
between husband and wife, each spouse is allowed an exemption of
$624, or $1248 for both of them in a joint return.

The “standard” specific exemption for the Victory Tax is $624
per person. If the husband and wife are filing a joint return and
claim an exemption of $1,248, the reason for such a claim should be
explained either in the blank space at the bottom of page 4 of Form
1040, or on a separate sheet attached to Form 1040.

35. What About the Victory Tax Credit? The Victory Tax credit
is explained in item 5 of schedule K on page 4 of Form 1040.




24 Micnwaxy Extexsion Buireris 257

IN SUMMARY

It is recommended that the taxpayer start early and take his
time at the job of filling out his income tax report. He should fill
out the report to the best of his ability. He will not be penalized by
“honest” mistakes. File the report on time.

Briefly, the 10 steps for a farmer to follow are:
1. Get two copies each of Forms 1040F and 1040.

2. Assemble the information needed to fill out Form 1040F. Farm
records are helpful here.

3. Fill out Form 1040F in pencil and compute the net farm profit
for the year.

4. Transfer the net farm profit for the year to line 8 on page 1
of Form 1040.

5. Proceed to fill out Form 1040 in peneil.

6. On the pencil copy of Forms 1040F and 1040 check all items
carefully, noting the accuracy of each. Re-compute all calculations.
Check the dates on page 1 of each form.

7. Transfer in ink the information from the forms in pencil to
the forms which are to be sent in to the Collector of Internal Revenue.

8. Mail or give the ink copies of the forms together with full
payment of tax due to the Collector of Internal Revenue, Federal
Building, Detroit 381, Michigan, or to a deputy collector at one of the
local Zone or Field Offices.

9. Retain for your future reference the pencil copies of Forms
1040F and 1040.

10. If you are not already keeping farm records, start now to
do so in order that you may have the needed information with which
to male out your December 15, 1944, Declaration of Estimated 1944
Income.

20M




