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C Corp. (1120) 

C&P, Ch. 2, Tax Return Prob. #2,           Due: 10/15/12  (Beg. of class)    

 



    By the Numbers, Inc., pg. 2-54,




    Prepare full 1120 and appl. sch.

Corp. Book/Tax
Reconciliation (M-1)               See Attached
       


     Due: 10/29/12  (Beg. of class)    

Partnership  (1065)                 C&P, Ch. 10, Tax Return Prob. #1,         Due: 11/26/12 (Beg. of class)   





    Rock the Ages, LLC, pg. 10-51,    


`

    Prepare full 1065, appl. schedules,



                and all K-1’s
S Corp.  (1120S)                     C&P, Ch. 12, Tax Return Prob. #1,        Due: 12/10/12 (Beg. of class) 





      Chocolat, Inc., pg. 12-43, Prepare




      Full 1120S, appl. schedules, and 

      all K-1’s
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M-1 Problem:  Cromwell Inc.

Facts: 
For the current year, Cromwell Inc., an accrual basis corporate taxpayer, reported $987,500 of current year net income before federal income tax on its financial statements, which were audited by a national accounting firm.  Elam’s current-year books and records reveal the following information (all of which was considered in the computation of book income):

· Cromwell’s reserve for bad debts as of January 1 was $74,000.  Actual write-offs during the year totalled $15,900, while the addition to the reserve for the year was $12,500.  The reserve balance at December 31 was $70,600.

· Cromwell earned $7,119 of interest income from its investment in U.S. Treasury bills, and $2,930 of interest income from its investment in City of Chicago municipal bonds.

· On December 1, Cromwell paid a $10,000 fine to the city of Memphis for a violation of a city zoning ordinance.

· On November 1, Cromwell received a $24,000 cash payment from a business that leased office space in one of Cromwell’s commercial properties.  The payment represented 12 months rent covering the period from November 1 of the current year through October 31 of the next year.

· On December 31, Cromwell paid $36,000 of interest to several local banks on debt that the corporation incurred to finance the purchase of office furniture and plant equipment.  The interest was for the 6-month period from October 1 of the current year through March 31 of the next year.

· During the year, Cromwell’s expenses for business meals and entertainment totaled $29,000, and its expenses for advertising totaled $78,430.

· During the year, Cromwell incurred $162,000 of research and experimentation costs.  For financial statement purposes, $110,000 of the costs were capitalized to a “deferred product development cost” account.

· Late in the year, Cromwell was sued by a consumers group maintaining that the corporation engaged in certain false advertising practices.  Although Cromwell’s lawyers are convinced this is a frivolous lawsuit that can easily be settled out of court for a modest sum, Cromwell’s auditors insisted on establishing a $50,000 reserve for contingent legal liability, and subtracting the $50,000 estimated expense on Cromwell’s current-year income statement.

· During the year, Cromwell paid $71,000 of premiums for group-term life and health insurance for its employees.  The corporation also paid a $12,600 premium for life insurance on its CEO, Manny Steiner; Cromwell Inc. is named as the beneficiary of this policy.

Based on the above facts, compute Cromwell’s current-year taxable income and current year income tax using schedule M-1.


