1. Depreciation reported on the tax return exceeded depreciation reported on the income
statement by $120,000. This difference will reverse in equal amounts of 530,000 over
the years 2011-2014.

Interest received on municipal bonds was $10,000.

Rent collected in advance on January 1, 2010, totaled 560,000 for a 3-vear period. Of
this amount, 540,000 was reported as unearned at December 21, for book purposes.
4. The tax rates are 40% for 2010 and 35% for 2011 and subsequent years.

Income taxes of $320,000 are due per the tax return for 2010.

6. No deferred taxes existed at the beginning of 2010.
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Part 1

¥(0.40) = $£320,000 taxes due for 2010
X = $£320,000 + 0.40
¥ = 800,000 taxable income for 2010

Part 2
Taxable income [from part (a)] £800,000
Excess depreciabion 120,000
Municipal interest 10,000
Unearned rent (40,000)
Pretax financial income for 2010 £890, 000
Part 3
gﬂ Eﬂl‘ﬂﬂ tax expense (5320000 + $42,000 - 514,000) MH
| Deferred tax asset (40,000 = 0.35) | 14,000
i Income tax payable (§300,000 = 0.40) | 320,000
Deferred tax liability ($120,000 = 0.35) | 42,000
2011 [Income tax expense ($343,000 + £7,000 - £10,500) 339,500
| Deferred tax liability [(s120,000 + 4) = 0.35) _ 10,500
| | Income tax payable (§920,000 x 0.35) | 343,000
| | Deferred tax asset [($40,000 = 2) = 0.35] | 7,000
Fart 4
Income before income taxes S£890,000
Income tax expense
Current $320,000
Deferred ($42,000 - §14,000) 28,000 348,000

Net income 542,000



