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— + The before- tax income for Lonnie Co. was $202,000 for 2004 and $154,800 for 2005. However, the

accountant noted that the following errors had been made: :

1. Sales for 2004 included amounts of $76,400 which had been received in cash during 2004, but for which
the related products were delivered in 2005. Title did not pass to the purchaser until 2005.

2. The inventory on December 31, 2004, was understated by $17,280.

© 3. The bookkeeper in recording interest expense for both 2004 and 2005 on bonds payable made the
following entry on an annual basis.
. Interest Expense 30,000
Cash 30,000
The bonds have a face value of $500,000 and pay a stated interest rate of 6%. They were issued at a
discount of $30,000 on January 1, 2004, to yield an effective interest rate of 7%. (Assume that the
effective-yield method should be used.) ;

4. Ordinary repairs to equipment had been erroneously charged to the Equipment account during 2004 and
2005. Repairs in the amount of $17,000 in 2004 and $1 8,800 in 2005 were SO charged. The company
applies a rate of 10% to the balance in the Equipment account at the end of the year in its determination
of depreciation charges.

Instructions
Prepare a schedule showing the determination of corrected income before taxes for 2004 and 2005.
12%

— + On December 31, 2004, Alma Inc. borrowed $1,000,000 at 12% payable annually to finance the
construction of a new building. ITn 2005, the company made the following expenditures related to this
building: March 1, $360,000; June 1, $600,000; July 1, $1,500,000; December 1, $1,500,000. Additional
information is provided as follows. '
‘ =¥ Ep R
1. Other debt outstanding ;4; a?k.f?‘.é{‘% ik ,EE_]J
10-year, 13% bond, December 31, 1998, interest payable annually $5,dO(),()OO

6-year, 10% note, dated December 31, 2002, interest payable annually $1,500,000
2. March 1, 2005 expenditure included tand costs of $150,000.

Instructions .
(a) Determine the amount of interest to be capitalized in 2005 in relation to the construction of

building.
(b) Prepare the journal entry to record the capitalization of interest and the recognition of interest
expense, if any, at December 31 2005. 14%

=+ Band Corporation began 2005 with a $92,000 balance in the Deferred Tax Liability account. At the end

of 2005, the related cumulative temporary difference amounts to $350,000, and it will reverse evenly over

the next two years. Pretax accounting income for 2005 is $525,000, the tax rate for all years is 40%, and

taxable income for 2005 is $405,000.

Instructions

(a) Compute income taxes payable for 2005.

(b) Prepare the journal entry to record income tax expense, deferred income taxes, and income taxes
payable for 2005.

(c) Prepare the income tax expense section of the income statement for 2005 beginning with the line

“Income before income taxes”. 14%
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