
Professor Authored Problem Solutions

Intermediate Accounting 3

Deferred Income Taxes

Solution to Problem 34 
Deferred tax liability

Deferred tax liability.  (similar to what we did in class)  The XYZ company purchases a piece of

equipment for $20,000 during mid-year of 2009.  For financial reporting purposes, it elects to use

straight line depreciation over eight years (zero salvage value) with a half year of depreciation expense

taken in the year of acquisition.  For federal taxation purposes, the equipment qualifies as a 5-year class

asset.

The following schedule shows depreciation expense for financial reporting purposes, as well as

the amount of estimated depreciation deduction for tax purposes.

Year Dep Exp Differential Deduction MACRS

2009 1,250 2,750/2,750 4,000 20.00%

2010 2,500 3,900/6,650 6,400 32.00%

2011 2,500 1,340/7,990 3,840 19.20%

2012 2,500 (196)/7,794 2,304 11.52%

2013 2,500 (196)/7,598 2,304 11.52%

2014 2,500 (1,348)/6,250 1,152 5.76%

2015 2,500 (2,500)/3,750 0 0%

2016 2,500 (2,500)/1,250 0 0%

2017 1,250 (1,250)/0 0 0%

Taxable income (from form 1150), the average annual tax rate, and the amount of taxes payable are:

2009 240,000 20% 48,000 20% tax rate expected to last into future

2010 300,000 20% 60,000 21% tax rate expected for 2011 and future years

Required:   Prepare the adjusting entry for accrued income taxes to be made at end of each year.

12/31/09 Income tax expense 48,550

Deferred tax liability 550

Income taxes payable 48,000

12/31/10 Income tax expense 60,847

Deferred tax liability 847

Income taxes payable 60,000

6650*.21 !550
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We are using a deferred tax liability account because the excess of depreciation deduction means less

tax paid now and more to be paid later.  It is not called a tax payable because it pertains to the future,

and the future may never come.
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Solution to Problem 35 
Deferred tax asset

In 2009, the XYZ company received an advance payment for $600,000 from a customer.  The work is

to be performed as follows:

Inc. Stmt Taxable

Year  Revenue  Differential  Revenue 

2009 250,000 350,000 / 350,000 600,000

2010 200,000 (200.000) / 150,000 0

2011 150,000 (150,000) / 0 0

All 600,000 is included in taxable income for 2009, but for financial reporting purposes (income

statement) the revenue is not recognized until the year the work is performed.

Taxable income (from form 1150), the average annual tax rate, and the amount of taxes payable are:

Taxable Tax Income Tax

Income      Rate Due         Future tax rate                      

2009 11,000,000 18% 1,980,000 expected 18% future tax rate

2010 14,000,000 18% 2,520,000 expected 22% future tax rate

2011 10,000,000 22% 2,200,000

Required:

(1) At the end of 2009, is XYZ in a deferred tax asset or deferred tax liability position?

Deferred tax assetDeferred tax assetDeferred tax assetDeferred tax asset
We are using a deferred tax asset account because the excess of taxable income means more tax

paid now and less later.  It is not called a tax receivable because it pertains to the future, and the

future may never come.

(2) How much is the amount of income tax expense for the 2009 income statement?

1,980,000 !350,000*.18 = 1,917,000

12/31/09 Income tax expense 1,917,000

Deferred tax asset 63,000

Income taxes payable 1,980,000

(3) How much is the amount of deferred taxes on the 2009 balance sheet

350,000*.18 = 63,000

(4) At the end of 2010, is XYZ in a deferred tax asset or deferred tax liability position?
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Deferred tax assetDeferred tax assetDeferred tax assetDeferred tax asset

(5) How much is the amount of income tax expense for the 2010 income statement?

2,520,000 + 30,000 = 2,550,000

12/31/09 Income tax expense 2,550,000

Deferred tax asset 30,000

Income taxes payable 2,520,000

(6) How much is the amount of deferred taxes on the 2010 balance sheet

150,000*.22 = 33,000
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Solution to Problem 36 
Deferred tax asset

In 2009, the XYZ company received an advance payment for $350,000 from a customer.  The work is

to be performed as follows:

Year Financial Rev Differential Tax Rev

2009 50,000 300,000/300,000 350,000

2010 100,000 (100,000)/200.000 0

2011 100,000 (100,000)/100.000 0

2012 100,000 (100,000)/0 0

All 350,000 is included in taxable income for 2009, but the revenue is not recognized until the year the

work is performed for financial reporting purposes.

Taxable income (from form 1150), the average annual tax rate, and the amount of taxes payable are:

2009 1,240,000 20% 248,000 20% tax rate expected to last into future

2010 1,300,000 20% 260,000 21% tax rate expected for 2011 and future years

Required:

Prepare the adjusting entry for accrued income taxes to be made at end of each year.

12/31/09 Income tax expense 188,000

Deferred tax asset 60,000

Income taxes payable 248,000

300,000*.2

12/31/10 Income tax expense 278,000

Deferred tax asset 18,000

Income taxes payable 260,000

200,000*.21 !60,000

We are using a deferred tax asset account because the excess of taxable income means more tax paid

now and less later.  It is not called a tax receivable because it pertains to the future, and the future may

never come.
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Solution to Problem 37 
Deferred tax liability

The Amanda company purchases a piece of equipment for $30,000 during mid-year of 2009.  For

financial reporting purposes, it elects to use straight line depreciation over five years (zero salvage

value) with a half year of depreciation expense taken in the year of acquisition.  For federal taxation

purposes, the equipment qualifies as a 3-year class asset.

The following schedule shows depreciation expense for financial reporting purposes, as well as

the amount of estimated depreciation deduction for tax purposes.

Year Dep Exp Differential Deduction MACRS

2009 3,000 6,999/6,999 9,999 33.33%

2010 6,000 7,335 / 14,334 13,335 44.45%

2011 6,000 (1,557) / 12,777 4,443 14.81%

2012 6,000 (3,777) / 9,000 2,223 7.41%

2013 6,000 (6,000) / 3,000 0 0%

2014 3,000 (3,000) / 0 0 0%

Taxable income (from form 1120), the average annual tax rate, and the amount of taxes payable are:

Taxable Current Taxes

Income Tax rate Payable Future tax rates

2009 240,000 22% 52,800 22% tax rate expected to last into future

2010 300,000 22% 66,000 21% tax rate expected for 2011 and future years

2011 350,000 21% 73,500 21% tax rate expected to last into future

2012 400,000 21% 84,000 23% tax rate expected for 2013 and future years

Required:

1. Present the adjusting entry for accrued income taxes to be made for 2009.

2. How is the balance of deferred taxes to be displayed on the 2009 balance sheet.

12/31/09 Income tax expense 54,340

Deferred tax liability 1,540

Income taxes payable 52,800

DTL = 6,999 * .22 = 1,540

3. Present the adjusting entry for accrued income taxes to be made for 2010.

4. How is the balance of deferred taxes to be displayed on the 2010 balance sheet.

12/31/10 Income tax expense 67,470
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Deferred tax liability 1,470

Income taxes payable 66,000

DTL = 14,334 * .21 = 3,010

5. Present the adjusting entry for accrued income taxes to be made for 2011.

6. How is the balance of deferred taxes to be displayed on the 2011 balance sheet.

12/31/22 Income tax expense 73,173

Deferred tax liability 327

Income taxes payable 73,500

DTL = 12,777 * .21 = 2,683

7. Present the adjusting entry for accrued income taxes to be made for 2012.

8. How is the balance of deferred taxes to be displayed on the 2012 balance sheet.

12/31/22 Income tax expense 83,387

Deferred tax liability 613

Income taxes payable 84,000

DTL = 9,000 * .23= 2,070
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Problem 38  Deferred tax asset.  Doe's Auto Care began operations in January 2000. Doe invested

$15,000 to purchase equipment.

For tax purposes, Doe's taxable income for 2000 is $7,000. Doe will take a depreciation deduction in

the years of use as follows:

2000 3,000

2001 3,000

2002 3,000

2003 3,000

2004 3,000.

For financial statement purposes, Pretax financial income for 2000 is $20,000. Doe will depreciate

the tools over five years using the SYD method (no salvage value). The amount of depreciation expense

on the income statement for each year is:

2000 5,000

2001 4,000

2002 3,000

2003 2,000

2004 1,000

The enacted tax rate for 2000 is 20%, but it will rise to 30% in 2001 and following years. This

change in rates was passed by Congress in 2000 and was known to the general public at that time.  

Doe’s taxable income for 2001 is $20,000 Pretax financial income for 2001 is $18,000.

Required:

1. Prepare the journal entry to record income taxes in 2000. Show supporting calculations.

2. Prepare the journal entry to record income taxes in 2001. Show supporting calculations.  
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Solution to Problem 38 
Deferred tax asset

Doe's Auto Care began operations in January 2000. Doe invested $15,000 to purchase equipment.

For tax purposes, Doe's taxable income for 2000 is $7,000.  For financial statement purposes,

Pretax financial income for 2000 is $20,000.

Doe’s taxable income for 2001 is $20,000 Pretax financial income for 2001 is $18,000.

Year Deprec Exp Differential Deduction

2000 5,000 2,000/2,000 3,000

2001 4,000 1,000/3.000 3,000

2002 3,000 0/3.000 3,000

2003 2,000 (1,000)/2,000 3,000

2004 1,000 (2,000)/0 3,000

The enacted tax rate for 2000 is 20%, but it will rise to 30% in 2001 and following years. This

change in rates was passed by Congress in 2000 and was known to the general public at that time.  

Doe’s taxable income for 2001 is $20,000 Pretax financial income for 2001 is $18,000.

Required:

1. Prepare the journal entry to record income taxes in 2000. Show supporting calculations.

2. Prepare the journal entry to record income taxes in 2001. Show supporting calculations.  

12/31/00 Income tax expense 800

Deferred tax asset (2000*.3) 600

Income taxes payable(7,000*.2) 1,400

12/31/01 Income tax expense 5,700

Deferred tax asset(3,000*.30!600) 300

Income taxes payable (20,000*.3) 6,000

It is a deferred tax asset originally, because less deduction early means more tax paid early.  More tax

paid early gives rise to a potential receivable in future years.
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