What happened - solution
On M. Corporation’s public balance sheet this is what appears for the asset:

	Depreciable assets
	$1,200,000

	Accumulated depreciation
	(800,000)

	  net book value
	$ 400,000


IF the company made a balance sheet for tax purposes this is what would appear for the asset:

	Depreciable assets
	$1,200,000
	

	Accumulated depreciation
	(992,640)
	*

	  net book value
	$ 207,360
	


* Calculated as the total depreciation taken in 2008 – 2010 (or 82.72% * 1,200,000).

What that means is that the cumulative depreciation taken on M’s public income statement has been $800,000 and for the tax return has been $992,640; in other words depreciation on the tax return has been $192,640 more than on the public income statement.  Therefore, depreciation on the public income statement will have to be higher in the future by $192,640; so M Corp. needs a DTL (D) of $67,424 ($192,640 * 35%).

