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ACCOUNTING 331

ASSIGNMENT B

CORPORATE TAX RETURN PROBLEM

FALL  SEMESTER  2004
Comprehensive Federal Income Tax Return Problem

(1) Complete a financial statement trial balance (including adjustments) (pages 3 & 4) and tax footnote*  and

(2) Complete the tax trial balance (pages 5 & 6)  and

(3) Form 1120 with all appropriate supporting schedules for Starling Corporation for the

year ended December 31, 2003.  Use Pro Series 2003 to prepare the return.
*Assume a tax rate for the deferral of 34%.

Starling Corporation

Analysis of Federal Income Tax Expense

12/31/03
	
	Income Tax Expense

	
	Debits
	Credits

	
	A  36,000
	

	
	B 405,500
	89,600 C

	
	441,500
	89,600

	
	   89,600
	

	Balance at 12/31/03 – unadjusted
	$351,900
	

	
	
	

	
	Income Tax Refund Revenue

	
	Debits
	Credits

	Balance at 12/31/03 – unadjusted
	
	$36,000 A

	
	
	

	Key:
	
	

	A  Recorded 3/15/03 for 2002 income tax return
	
	

	B  Represents quarterly cash payments
	
	

	C  Represents the refund receivable based on the 2003
     Federal Income Tax Return – See Refund Assets
	
	

	
	
	

	
	Federal Income Tax Refund

	
	Debits
	Credits

	
	C 89,600
	

	
	
	

	
	Cash

	
	Debits
	Credits

	
	
	405,500 B

	Calculation of Income Tax Provision
	
	

	Starling Corporation, 12/31/03
	
	

	Book Taxable Income  (omit tax exempt)
	
	$3,813,000

	Book Taxable Deductions  (omit tax exempt, premium) 
	$2,752,500
	

	Dividends Received Deduction
	31,500
	2,784,000

	
	
	-----------------

	Book Taxable Income
	
	$1,029,000

	Federal Income Tax Rate
	
	34.00%

	
	
	-----------------

	Federal Income Tax Expense
	
	$349,860

	Federal Income Tax per Return (1,035,000 x .34)
	
	351,900

	
	
	-----------------

	Timing Difference LTCL {6,000 x 34%}
	
	$2,040

	
	
	

	Adjusting Journal Entries
	
	

	
	
	

	Federal Income Tax Refund Revenue
	$36,000
	

	                                  Retained Earnings
	
	$36,000

	Other Current Assets
	$2,040
	

	                                  Federal Income Tax Expense
	
	$2,040


Background Information

Starling Corporation was formed on October 1, 1986 by Joe and Amy Beck to manufacture and assemble industrial heating equipment items (mainly ceramic fixtures).  Pertinent information regarding Starling is summarized as follows:

The business address is 1436 Chapel Hill Road, Durham, NC  27707.

The employer identification number is 71-0395674; the business activity code is 3225, the business activity is manufacturing, the product is heating equipment.

Joe and Amy Beck, husband and wife, each own one-half of the outstanding common stock, and no other class of stock is authorized.  Every three years, they rotate positions of president and vice president.  Currently, Amy is the president and Joe is the vice president.  Both are full-time employees, and the corporation has no other officers.  Each receives a salary of $90,000.  Joe’s Social Security number is 581-00-0836.  Amy’s is 581-00-2604.

The corporation uses the accrual method of accounting and reports on a calendar year basis.  The specific chargeoff method is used in handling bad debt losses, and inventories are determined under the lower cost of market method with full absorption of cost.  For book and tax purposes, the straight-line method of depreciation is used.

The corporation overpaid its 2001 Federal income taxes by $36,000 and applied the amount against its 2002 Federal income tax liability.  In addition Starling paid $405,500 in quarterly estimated income tax payments.

During 2003 the corporation distributed a cash dividend to its shareholders of $69,000.

Starling owns a 4.74% interest in TYX Corporation a distributor of industrial heating equipment and received $45,000 in dividend income from this investment during the year.

Starling Corporation paid $21,000 in term life insurance.  The policies are owned by the corporation and cover Joe and Amy Beck.  The corporation is the designated beneficiary.

Starling invested in State of North Carolina Medical Authority Bonds.  The interest from these bonds, $21,000 is exempt from Federal and North Carolina income taxes.  Starling borrowed $50,000 during 1999 to partially finance the purchase.  The debt was repaid prior to December 31, 2003.

Starling sold 100 shares of Carlyle Corp. common stock on 01/07/03 for $4,000 (acquired on 05/26/93) for $10,000.)

Starling sold a fully depreciated truck for $6,000.  The truck was acquired on December 12, 1990 at a cost of $21,000 and was sold on December 17, 2003.

The corporation elects under Reg. 1-451-5 to defer advance payments for goods shipped during the following tax year.

Information regarding the cost of goods sold:




Beginning Inventory (01/01/03)



$180,000




Ending Inventory (12/31/03)



240,000




Purchases (including subcontracted parts





and raw materials)



1,350,000




Cost of labor – Direct




675,000




Other costs (e.g., utilities, small tools,





depreciation direct – {$21,000}


210,000

Tax and Audit


Trial Balances and Balance Sheet (Prior to any financial statement adjustments) are shown on the following pages.

Starling Corporation

FYE 12/31/03
Trial Balance

F/S

	
	Trial Balance
	Audit Adjustments
	Financial Statements

	
	Debit
	Credit
	Debit
	Credit
	Debit
	Credit

	
	

	Cash
	79,683
	
	
	
	
	

	Trade, Notes and Accounts Receivable
	120,400
	
	
	
	
	

	Inventories
	240,000
	
	
	
	
	

	State Government Bonds
	210,000
	
	
	
	
	

	Federal Income Tax Refund
	89,600
	
	
	
	
	

	Other Current Assets
	36,000
	
	
	
	
	

	Buildings & Other Depreciable Assets
	435,000
	
	
	
	
	

	Accumulated Depreciation
	
	165,000
	
	
	
	

	Land
	247,500
	
	
	
	
	

	Other Assets
	36,000
	
	
	
	
	

	Other Investments
	360,000
	
	
	
	
	

	Accounts Payable
	
	6,060
	
	
	
	

	Other Current Liabilities
	
	9,000
	
	
	
	

	Capital Stock
	
	300,000
	
	
	
	

	Retained Earnings
	
	701,523
	
	
	
	

	
	
	
	
	
	
	

	Dividends
	69,000
	
	
	
	
	

	
	
	
	
	
	
	

	Gross Sales
	
	3,750,000
	
	
	
	

	Sales Returns & Allowances
	16,000
	
	
	
	
	

	Cost of Sales
	2,175,000
	
	
	
	
	

	
	
	
	
	
	
	

	Dividend Income
	
	45,000
	
	
	
	

	Federal Income Tax Refund
	
	36,000
	
	
	
	

	Interest – Certificates of Deposit
	
	12,000
	
	
	
	

	Interest – State of NC Bonds
	
	21,000
	
	
	
	

	Gain on Sale of Machinery (1245)
	
	6,000
	
	
	
	

	
	
	
	
	
	
	


	
	Trial Balance
	Audit Adjustments
	Financial Statement

	
	Debit
	Credit
	Debit
	Credit
	Debit
	Credit

	
	

	Premiums on Term Life Insurance
	21,000
	
	
	
	
	

	Compensation of Officers
	180,000
	
	
	
	
	

	Salaries and Wages – Indirect
	105,000
	
	
	
	
	

	Repairs
	6,000
	
	
	
	
	

	Bad Debts
	7,500
	
	
	
	
	

	Rental Expense
	18,000
	
	
	
	
	

	Taxes – NC Corporate
	77,000
	
	
	
	
	

	Taxes – Local, Payroll, - Indirect
	30,500
	
	
	
	
	

	Interest Expense – State Bond Purchase
	3,000
	
	
	
	
	

	Interest Expense – Loans & Mortgages
	10,500
	
	
	
	
	

	Charitable Contributions
	46,500
	
	
	
	
	

	Depreciation – Indirect
	7,500
	
	
	
	
	

	Advertising
	12,000
	
	
	
	
	

	Other Expenses
	55,000
	
	
	
	
	

	LT Loss on Sale of Stock
	6,000
	
	
	
	
	

	Federal Income Tax Expense
	351,900
	
	
	
	
	

	
	
	
	
	
	
	

	
	5,051,583
	5,051,583
	
	
	
	

	
	
	
	
	
	
	


Revenues




3,870,000

Deductions and Losses



2,776,500

Income before income taxes


1,093,500

Federal Income Tax Expense


(  351,900)

Net Income




741,600

Starling Corporation

FYE 12/31/03
Tax Trial Balance – (After Audit Adjustments)

	
	Trial Balance
	Tax Adjustments
	Tax Return

	
	Debit
	Credit
	Debit
	Credit
	Debit
	Credit

	
	

	Cash
	79,683
	
	
	
	
	

	Trade, Notes and Accounts Receivable
	120,400
	
	
	
	
	

	Inventories
	240,000
	
	
	
	
	

	State Government Bonds
	210,000
	
	
	
	
	

	Federal Income Tax Refund
	89,600
	
	
	
	
	

	Other Current Assets
	38,040
	
	
	
	
	

	Buildings and Other Depreciable Assets
	435,000
	
	
	
	
	

	Accumulated Depreciation
	
	165,000
	
	
	
	

	Land
	247,500
	
	
	
	
	

	Other Assets
	36,000
	
	
	
	
	

	Other Investments
	360,000
	
	
	
	
	

	Accounts Payable
	
	6,060
	
	
	
	

	Other Current Liabilities
	
	9,000
	
	
	
	

	Capital Stock
	
	300,000
	
	
	
	

	Retained Earnings
	
	737,523
	
	
	
	

	
	
	
	
	
	
	

	Dividends
	69,000
	
	
	
	
	

	
	
	
	
	
	
	

	Gross Sales
	
	3,750,000
	
	
	
	

	Sales Returns and Allowances
	16,000
	
	
	
	
	

	Cost of Sales
	2,175,000
	
	
	
	
	

	
	
	
	
	
	
	

	Dividend Income
	
	45,000
	
	
	
	

	Federal Income Tax Refund
	
	-0-
	
	
	
	

	Interest – Certificates of Deposit
	
	12,000
	
	
	
	

	Interest – State of NC Bonds
	
	21,000
	
	
	
	

	Gain of Sale of Machinery (§1245)
	
	6,000
	
	
	
	


	
	Trial Balance
	Tax Adjustments
	Tax Return

	
	Debit
	Credit
	Debit
	Credit
	Debit
	Credit

	
	

	Premiums on Term Life Insurance
	21,000
	
	
	
	
	

	Compensation of Officers
	180,000
	
	
	
	
	

	Salaries and Wages – Indirect
	105,000
	
	
	
	
	

	Repairs
	6,000
	
	
	
	
	

	Bad Debts
	7,500
	
	
	
	
	

	Rental Expense
	18,000
	
	
	
	
	

	Taxes – NC Corporate
	77,000
	
	
	
	
	

	Taxes – Local, Payroll, - Indirect
	30,500
	
	
	
	
	

	Interest Expense – State Bond Purchase
	3,000
	
	
	
	
	

	Interest Expense – Loans & Mortgages
	10,500
	
	
	
	
	

	Charitable Contributions
	46,500
	
	
	
	
	

	Depreciation – Indirect
	7,500
	
	
	
	
	

	Advertising
	12,000
	
	
	
	
	

	Other Expenses
	55,000
	
	
	
	
	

	LT Loss on Sale of Stock
	6,000
	
	
	
	
	

	Federal Income Tax Expense
	349,860
	
	
	
	
	

	
	
	
	
	
	
	

	
	5,051,583
	5,051,583
	
	
	
	

	
	
	
	
	
	
	

	Book Revenue
	
	3,834,000
	
	
	
	

	Book Expenses, Losses, Returns
	
	2,776,500
	
	
	
	

	Book Income Before Income Taxes
	
	1,057,500
	
	
	
	

	Less:  Federal Income Tax Expense
	
	(349,860)
	
	
	
	

	
	
	
	
	
	
	

	Net Income
	
	707,640
	
	
	
	

	
	
	
	
	
	
	

	Tax Income
	
	
	
	
	
	

	Tax Deductions
	
	
	
	
	
	

	
	
	
	
	
	
	

	Net Oper. Income before Spec.Deduct., Line 28, page 1
	
	
	
	
	
	

	
	
	
	
	
	
	

	Less:  Dividend Received Deduction
	
	
	
	
	
	

	
	
	
	
	
	
	

	Taxable Income
	
	
	
	
	
	


A comparative balance sheet for Starling reveals the following information (after Audit Adjustments):

	
	January 1, 2003
	December 31, 2003

	Assets
	
	

	Cash
	$43,023
	$79,683

	Trade notes and accounts receivable
	187,500
	120,400

	Inventories
	180,000
	240,000

	State Government Bonds
	210,000
	210,000

	Federal Income Tax Refund
	
	89,600

	Other Current Assets
	27,000
	38,040

	Other Investments
	162,000
	360,000

	Buildings and Other Depreciable Assets
	456,000
	435,000

	Accumulated Depreciation
	(157,500)
	(165,000)

	Land
	172,500
	247,500

	Other Assets
	     25,500
	     36,000

	TOTAL ASSETS
	$1,306,023
	$1,691,223

	
	
	

	Liabilities and Equity
	
	

	Accounts Payable
	$36,000
	$6,060

	Other Current Liabilities
	16,500
	9,000

	Mortgage Payable
	252,000
	

	Capital Stock
	300,000
	300,000

	Retained Earnings
	   701,523
	1,376,163

	TOTAL LIABILITIES AND EQUITIES
	$1,306,023
	$1,691,223
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