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Introduction to Consolidated Returns




BACKGROUND

Although most corporations are
required to file their own separate
tax returns, some related
corporations are entitled to file a
consolidated tax return. The
consolidated return is a method by
which a group of affiliated
corporations can determine their
collective tax liability. Rather than
file separate returns for each
entity, a consolidated return allows
an affiliated group to file one tax
return for all qualifying entities.

When filing a consolidated return,
all affiliated companies are taxed as
a single enterprise. While that
means the income from all affiliated
groups will be included in the
consolidated return, it does not
mean the appropriate procedure is
to add all income from the
affiliated corporations together.

For federal corporate income tax
purposes, once an affiliated group
elects to file consolidated, it
generally must continue filing on a
consolidated  basis  (with  all
includible members joining in each
consolidation return) as long as the
group remains in existence. Reg §
1.1502-75(a) (2). However, the
group may discontinue filing
consolidated returns if the group

obtains the IRS Commissioner’s
consent to discontinue filing
consolidated returns. For more

information on a groups’ request to
discontinue  filing a  federal
consolidated return, see IRS Reg. §
1.1502-75(c).

If a corporation is included in a
federal consolidated return, and the
corporation ceases to be a member
of the group, then the corporation
(and any successor of the
corporation) may not be included in
any consolidated return filed by the
group (or by another group with the
same common parent or a successor
of the common parent) for five
years. The Code Section 1504(a) (3)
Rule is intended to prevent
temporary deconsolidation
structured to obtain tax benefits.

There are many federal and state
laws that dictate how issues such as
determining taxable income,
treatment of net operating losses,

and transactions between
companies within the affiliated
group should be treated on a

consolidated tax return. The
purpose of this material is to look at

those issues in depth and to
examine how Kentucky treats
consolidated tax filing.

HISTORY
When  reviewing a  Kentucky

consolidated return, it is helpful to
understand that there are three
distinct periods of time in
Kentucky’s taxing history that affect
how a consolidated return has been
filed and treated.

Prior to December 31, 1995,
Kentucky followed the Unitary
Business Concept method for

complex corporations to apportion
their income for the purposes of
Kentucky state income tax. After
December 31, 1995 but prior to
January 1, 2005, corporations who




met the requirements were entitled
to file an “elective consolidated
return”.  After January 1, 2005,
Kentucky enacted tax modernization
which modified the definition of a
corporation and impacted how
consolidated returns are filed in
Kentucky.

Unitary Business Concept

Kentucky’s first method of reporting
the combined income of a related
group of corporations was the
Unitary Business Concept. Under
this concept, the related group of
corporations was allowed to file one
Kentucky tax return to report the
properly apportioned income.

The combined report was designed
to insure that the income of a
business conducted partly inside and
partly outside Kentucky was
determined and apportioned in the
same manner regardless whether
the business was conducted by one
corporation or by two or more
affiliated corporations. It was also
meant to prevent tax avoidance
through the  manipulation of
transactions, such as sales between
controlled corporations.

Due to Supreme Court Rulings in
1982, 1988, and 1994 Kentucky was
required to statutorily address how
such complex corporations were

taxed. This action led to the
passing of House Bill 599 during the
1996 session of the Kentucky

General Assembly, amending KRS
141.200 to prohibit the filing of
combined corporation income tax
returns under the unitary business

concept for tax years beginning on
January 1, 1996.

Elective Consolidated Return

For taxable years ending on or after
December 31, 1995, but before
January 1, 2005, every corporation
doing business in this state, except
those exempt from taxation under
KRS 141.040, must file a separate
return unless the corporation was,
for any part of the taxable year, a
member of an affiliated group
electing to file a consolidated
return. This rule is based on KRS
141.200(3) which states:

“Every corporation doing business in
this state, except those exempt
from taxation under KRS 141.040,
shall, for each taxable year, file a
separate return unless the
corporation was, for any part of the
taxable year, a member of an
affiliated group electing to file a
consolidated return...”

Under this law change, Kentucky
statutes provided for two
acceptable filing methods; namely,
separate and consolidated. The law
also addressed what corporations
were eligible to file a consolidated
Kentucky corporation income tax
return and relied on the definition
of an affiliated group as provided
under IRC Section 1504(a). The law
change also provided that an
affiliated group of corporations
(whether or not filing a consolidated
federal return) may elect to file a
consolidated Kentucky income tax
return.




The election to file a consolidated
Kentucky income tax return should
have been made by the common
parent corporation on behalf of the
affiliated group for the first taxable
year in which the election was
available to that group.

It should be noted that, while the
ability to elect to file a consolidated
return is no longer applicable under
Kentucky income tax law, the
election period is valid for ninety-
six consecutive calendar months (in
most cases eight vyears). The
Department of Revenue will be
receiving elective  consolidated
return filings until the year 2012
due to the fact that the last year to
elect to file a consolidated return
was 2004.

After that ninety-six month period is
over, the group will either file
separate returns (if applicable) or
must file a mandatory nexus return.

Mandatory Nexus

In 2005, Kentucky enacted sweeping
changes to its income tax system.
Specifically affecting the way
Kentucky taxed corporate income,
tax modernization had a large
impact on the determination of
whether a corporation must file a
consolidated return.

Under tax modernization, excluding
those affiliated groups operating
under a valid consolidated election;
all corporations were required to
file separate returns unless the
corporation was, for any part of the
year:

= An includable corporation in an
affiliated group

= A common parent corporation
doing business in Kentucky

= A qualified subchapter S
Subsidiary that is included in the
return filed by the Subchapter S
parent corporation OR

= A qualified real estate
investment trust subsidiary that
is included in the return filed by
the real estate investment trust
parent

All corporations with nexus in
Kentucky that are connected
through an ownership interest of 80
percent or more must file a
mandatory  nexus  consolidated
return for Kentucky corporate
income tax purposes.

Kentucky Combined Return Fil

Unitary Business Concept | Elective Consolidated]|




KRS 141.200

The foundation for Kentucky’s
allowance of filing a consolidated
corporate tax return can be found in
KRS 141.200. A copy of that
statute is found in the appendix of
this material and should be
referenced when statutory authority
is required. Also, administrative
regulation 103 KAR 16:200 clarifies
and elaborates on many of the
issues addressed in KRS 141.200.

ADVANTAGES and
DISADVANTAGES to FILING a
CONSOLIDATED RETURN

As is often the case regarding tax
law, there can be many advantages
and disadvantages to what is
addressed by the law based on each
taxpayer’s circumstances. Below is
a brief discussion of some of the
advantages and disadvantages for a
federal and/or state consolidated
tax return.

While corporations can no longer
elect to file a consolidated return in
Kentucky (it is either mandatory
that they file a consolidated return
or they must file separately,) it can
be helpful to understand the factors
that are taken into consideration
when corporations prepare a
consolidated return.  As always,
each corporation should consider
their own situation on a case-by-
case basis when determining the
implications of filing a consolidated
tax return.

Advantages




The primary advantage of filing an
elective consolidated return is the
fact that, under the elective
consolidated filing rules, companies
that do not have Kentucky nexus
can be included in the consolidated
return (if they are included in the
federal consolidated return). The
advantage here would come when
the affiliated group apportions its
income to Kentucky. By including
companies that do not have
Kentucky nexus in the
apportionment formula, the
affiliated group lowers its
apportionment percentage, thereby
lowering their Kentucky corporate
income tax liability.

Another major advantage of filing a
consolidated return is the
opportunity to offset positive
taxable income against negative
taxable income of affiliated
companies. The net result would be
an overall lower taxable income on
the consolidated return, creating a
lower tax liability.

Similarly, when filing a consolidated
return an affiliated company can
reduce its capital gain or operating

profit by the capital loss or
operating loss from  another
company within the affiliated
group.

Finally, a corporation’s NOL

carryover from a prior year may be
applied against the income of the
consolidated group, thereby
reducing taxable income and the
subsequent tax liability. If filing
under the mandatory nexus rules,
the NOL carry forward is limited to

50% of the income realized by the
remaining includible corporations
that did not realize a net operating
loss that year.

Disadvantages

While most advantages of filing a
consolidated return revolve around
the reduction of income for the
consolidated group, the
disadvantages to filing a
consolidated return mostly relate to
the complex nature of the rules and
regulations of corporate
consolidated filing. In fact, those
rules and regulations vary from
state to state and year to year,
depending on law  changes.
Corporations electing to file
consolidated returns must stay
abreast of all state and federal tax
laws as well as stay current with the
changes that occur as time passes.

In addition to those disadvantages,
another factor to consider when
electing to file a consolidated tax
return is the fact that such an
election is binding for future years
and may only be terminated by
disbanding the group or seeking
permission of the IRS.

A potential financial disadvantage
of filing a consolidated corporate
return is the fact that tax credits
may be limited by an operating loss
of other members. In this case,
some members of the affiliated
group would not be allowed to take
full advantage of a certain tax
credit, thereby “losing” the credit
due to this limitation.




ELIGIBILTY REQUIREMENTS

The requirements for determining
whether a group is eligible to file a
consolidated return and what
income they are required to report
to Kentucky is based on several
factors. These factors rely on state
and federal law and must be looked
at as a whole when determining
eligibility.

Public Law 86-272

Public Law 86-272, which addresses
the issue of how and when a multi-
state business may owe state
income taxes, was enacted on
September 14, 1959. PL 86-272 (as
it is more commonly known,) limits
a state’s power to tax income
generated from interstate activities.
Such a tax is valid if it does not
discriminate  against  interstate
commerce and is properly
apportioned to activities within the
state.

Apportionment - a system designed
to determine how much of a
company’s income a state has the
right to tax

PL 86-272 prevents a state from
imposing an income tax on income
derived within the state from
interstate commerce if the only
business activity within the state is

the solicitation of orders for
tangible personal property,
provided that the orders are
approved and filled outside the
state.

For Kentucky, PL 86-272 s
considered when determining
whether a corporation’s activity is
“protected” or “unprotected” from
state income tax. If a corporation
performs some of the protected
activities listed in Kentucky and also
conducts activities in this state that
are not protected under the
provisions of PL 86-272, then the
Commonwealth has the right to tax
that corporation’s income.

List of Activities Considered as
Protected Under PL 86-272

= Solicitation of orders through
advertising.

= Carrying samples and
promotional materials only for
display or distribution without
charge or other consideration.

= Soliciting of orders by an in-
state resident employee or
representative of the company,
so long as such person does not
maintain or use any office or
other place of business in the
state other than "in-home".

= Furnishing and setting up display
racks and advising customers on
the display of the company's
products without charge or other
consideration.

= Checking customer inventories
for re-order without a charge
therefore, but not for other
purposes such as quality control.

= Recruitment, training or
evaluating of sales personnel,
including  occasionally  using
homes, hotels or similar places
for  meetings  with sales
personnel.




A sales employee’s in-home work
space that is not paid for by the
company.

Missionary sales activities; i.e.,
the solicitation of indirect
customers for the company's
goods. For example, a
manufacturer's solicitation of
retailers to buy the
manufacturer's goods from the
manufacturer's wholesale
customers would be protected if
such solicitation activities are
otherwise immune.

Coordinating shipment or
delivery without payment or

other consideration and
providing information relating
thereto either prior or

subsequent to the placement of
an order.

Maintaining a sample or display
area for an aggregate of 14
calendar days or less at any one
location within Kentucky during
the tax year, provided that no
other activities inconsistent with
solicitation take place.

Mediating direct customer
complaints if the sole purpose is
to ingratiate sales personnel
with the customer and
facilitating requests for orders.
Passing orders, inquiries and
complaints on to the home
office.

Providing automobiles to sales
personnel for wuse solely in
solicitation activities.
Owning, leasing,
maintaining personal property
for use in the employee or
representative’s "in-home" office
or automobile that is solely
limited to the conducting of
solicitation activities. Therefore,

using  or

the use of personal property
such as a cellular telephone,
facsimile machine, duplicating
equipment, personal computer
and computer software that are
limited to the carrying on of
protected solicitation and
activity entirely ancillary to such
solicitation or permitted shall
not, by itself, remove the
protection.

List of Activities Not Considered as
Protected by PL 86-272

The following are examples of

activities

in this state that fall

outside the scope of "solicitation”
and are not protected by Public Law
86-272 unless they are de minimis
within the meaning of Wisconsin

Dept. of Revenue v. William
Wrigley, Jr., Co., 112 S. Ct. 2447
(1992):

» Making repairs or providing

maintenance or service to the
property sold or to be sold.
Installation or supervision of
installation at or after shipment
or delivery.

Collecting current or delinquent
accounts, whether directly or by
third parties, through assignment
or otherwise.

Credit investigations.
Repossessing property.
Conducting training courses,
seminars or lectures for
personnel other than personnel
involved only in solicitation.
Investigating, handling, or
otherwise assisting in resolving
customer complaints, other than
mediating  direct  customer




complaints when the sole
purpose of such mediation is to
ingratiate the sales personnel
with the customer.

Approving or accepting orders.
Securing deposits on sales.
Picking up or replacing damaged
or returned property, including
stale or unsalable property.
Maintaining sample or display
area for an aggregate of 15 days
or more at any one location
during the tax year.

Providing any kind of technical
assistance or service including,
but not limited to, engineering

assistance or design service,
when one of the purposes
thereof is other than the

facilitation of the solicitation of
orders.

Hiring, training or supervising
personnel for other than
solicitation activities.

Using agency stock checks or any
other instrument or process by
which sales are made within this
state by sales personnel.
Carrying samples for sale,
exchange or distribution in any
manner for consideration or
other value.

Providing shipping information
and coordinating deliveries.
Supervising the operations of a
franchisee or similar party.
Monitoring, inspecting, or
approving work performed by an
independent contractor under a
warranty or similar contractual
arrangement.

Consigning stock of goods or
other tangible personal property
to any person, including an
independent  contractor, for
sale.
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Fulfilling  sales orders by
shipment or delivery from a
point within Kentucky.

Owning, leasing, maintaining or

otherwise wusing any of the

following facilities or property in

Kentucky:

o Repair shop

o Parts department

o Any kind of office other than
an in-home office

o Warehouse

o Meeting place for directors,
officers, or employees

o Stock of goods other than
samples for sales personnel
or that are used entirely
ancillary to solicitation

o Telephone answering service
that is publicly attributed to
the company or to employees
or agent(s) of the company in
their representative status.

o Maintaining, by any employee
or other representative, an
office or place of business of
any kind other than an in-
home office located within
the residence of the
employee or representative
that (i) is not publicly
attributed to the company or
to the employee or
representative of the
company in an employee or
representative capacity, and
(i1) so long as the use of such
office is limited to soliciting
and receiving orders from
customers; for transmitting
such orders outside the state
for acceptance or rejection
by the company; or for such
other activities that are
protected under Public Law
86-272. A telephone listing or




other public listing within the
state for the company or for
an employee or
representative of the
company in such capacity or
other indications through
advertising or business
literature that the company
or its employee or
representative can be
contacted at a specific
address within the state shall
normally be determined as
the company maintaining
within this state an office or
place of business attributable
to the company or to its
employee or representative
in a representative capacity

However, the normal
distribution and use of
business cards and stationery
identifying the employee's or
representative’s name,
address, telephone and fax
numbers and affiliation with
the company shall not, by
itself, be considered as
advertising or  otherwise
publicly attributing an office
to the company or its
employee or representative.

The maintenance of any
office or other place of
business in this state that

does not strictly qualify as an
“in home" office as described
in this paragraph shall, by
itself, cause the loss of
protection. For the purpose
of this manual it is not
relevant whether the
company pays  directly,
indirectly, or not at all for
the cost of maintaining such
in home office.
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= Entering into franchising or
licensing agreements; selling or
otherwise disposing of franchises
and licenses; or selling or
otherwise transferring tangible
personal property pursuant to
such franchise or license by the
franchisor or licensor to its
franchisee or licensee within the
state.

= (Conducting any other activity
which is not entirely ancillary to
the solicitation of orders, even if
such activity helps to increase
purchases.

Nexus

Determining if a corporation’s
activities are protected or not under
PL 86-272 is merely one step in
understanding if that corporation
has taxable income to Kentucky.
Nexus must also be considered in
making this determination.

The term “nexus” refers to the level
of activity or presence that a
taxpayer or  corporation has
established within a certain taxing
jurisdiction. It is standard
procedure to determine if Kentucky
has jurisdiction/nexus over the
corporate entity and therefore
subjects such entity to taxation
under KRS Chapter 141 for income
tax purposes.

Nexus the minimal amount of
business or personal activity that
must be present to justify a state’s
right to tax a company’s income

Nexus rules establish the criteria for
determining whether a multistate or
multinational corporation is




engaged in sufficient activities or
has sufficient connections within a
state to decide if that corporation is
subject to that state’s income tax.
These rules are based on the
commerce and due process clause
requirements of the u.S.
Constitution that a state’s income
tax shall be imposed only on
activities that have a certain
minimum connection within the
state.

A corporation’s legal domicile (the
state in which it is incorporated)
establishes jurisdiction to tax the
corporation, even if the contacts of
the corporation with the state are
extremely limited. The “nexus”
problem arises in applying the
jurisdiction-to-tax rules to out-of-
state corporations engaged in
activities in more than one state.

It is important to determine the full
extent of a multi-state
corporation’s activity in Kentucky.
Once nexus is established by a
taxpayer during a tax year for
income tax purposes, nexus shall
exist for that taxpayer for at least
that entire tax year.

Corporations that are “"doing
business” in this state are subject to
Kentucky's corporation income tax
unless the corporation is specifically
exempted from the tax by KRS
141.040(1). "Doing business” was
the new income tax nexus standard
enacted by House Bill 272 that is a
broader nexus standard than the
one in effect for tax periods that
began before January 1, 2005. Prior
to House Bill 272, Kentucky's nexus
standard for income tax was
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referred to as a "physical presence’
nexus standard of property and
payroll.

Doing business for tax periods
beginning on or after January 1,
2005, was further clarified in
administrative regulation 103 KAR
16:240 in the following ways:

= "Doing business" does not include
an activity that is protected or
exempt from state income
taxation under the provisions of
the United States Constitution or
Public Law 86-272. Public Law
86-272 prohibits a state from
imposing its income tax on a
foreign corporation whose only
activity in the state is the
solicitation of sales of tangible
personal property if the sales
orders are approved outside the
state and are filled by shipment
or delivery from a point outside
of Kentucky. The regulation
gives several examples of
activities that are deemed to be
solicitation activities. Please see
the lists below of activities that
are protected or not protected
under Public Law 86-272.

= "Deriving income"” includes
performing services in Kentucky,
whether  directly by the
corporation or indirectly by
directing activity performed by a
third party.

= "Doing business” includes being
the single member of a single
member LLC that is disregarded
for federal income tax purposes.

» "Doing business” includes
entering into franchising or
licensing agreements and
receiving income from




franchising or licensing
agreements that have acquired a
Kentucky business situs.

= "Doing business” also includes
being the parent of a qualified
real estate investment trust
subsidiary or qualified
subchapter S subsidiary that is
doing business in Kentucky.

Stock Ownership Test -
“80% Rule”

After determining if the income is
taxable for the corporation based
on Nexus, one must determine if the
company can be included in the
consolidated filing based on the 80%
rule. An explanation of the 80% rule
can be found in KRS 141.200, which
states that the ownership interest
of any corporation meets the
requirements of this rule if the
ownership interest encompasses at
least eighty percent (80%) of the
voting power of all classes of
ownership interests and has a value
equal to at least eighty percent
(80%) of the total value of all
ownership interests.

FORMS

When deciding if a corporation is
eligible to file a Consolidated
Return, it is helpful to understand
that there are forms provided by
the IRS and the Kentucky
Department of Revenue that assist
in this matter. These forms will be
used by all corporations to
understand the implications of many
of the topics discussed in this
section.
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Federal Form 851 is used by
corporations to identify the common
parent corporation and each
member of the affiliated group.

This will aid the corporation and the
revenue examiner in understanding
the corporate structure and in
determining Kentucky Nexus.

For federal purposes, Form 851 is
also used to report the amount of
overpayment credits, estimated tax
payments, and tax deposits
attributable to each corporation.
Finally, to ensure the guidelines are
met, Form 851 is used to determine
that each subsidiary corporation
qualifies as a member of the
affiliated  group. Similarly,
Kentucky uses a Form 851-K that
tracks any credits or payments that
an affiliated group has with this
state.

For Kentucky purposes, page 2 or
page 3 of the Form 720 is utilized by
Kentucky Department of Revenue
auditors to determine if a
corporation has properly followed
the rules regarding includible
corporations in a consolidated
return. This page of the return is
referred to as Schedule Q because it
is essentially a questionnaire that
asks specific questions that relate
to the topics in this section.

Finally, Kentucky provides Schedule
KCR to aid the corporation in
accounting for adjustments to
income as they relate to each
member of the affiliated group.
Such adjustments could result from
transactions that occurred between




Eligibility Requirements

2 or more companies that are within
the affiliated group.

Examples of Mandatory Nexus
Groups

The following pages contain
examples of how certain corporate
structures can be affected by filing
a mandatory nexus consolidated
return in Kentucky. These examples
aid in understanding how complex
some corporate ownership
structures can be and how such
structures affect how the
corporation will file in Kentucky.

Note: The ownership percentage
and the types of corporations affect
whether or not a company can be
included in a consolidated filing.
Also, Nexus must always be
considered when establishing if an
affiliated company can be included
in a mandatory nexus consolidated
Return.

-14 -




Eligibility Requirements

PARENT

50% 50%

Parent and all subsidiaries have nexus

Parent and all subsidiaries are C Corporations

Mandatory Nexus return includes Parent, A, B, C, D, Eand F
Company D is included in the consolidated return because D is
80% or more owned by one or more (A & B) of the includable
corporations in the affiliated group

-15 -




Eligibility Requirements

UNRELATED
CORP PARENT
C-CORP

100% 100%

= All companies are C Corporations that have Nexus in Kentucky

= Company A cannot be included in the consolidated return
because the parent does not own 80% or more of Company A

= The parent, B, D & E will form one mandatory nexus
consolidated group

= Companies A & C form another mandatory nexus consolidated
group, with Company A being the common parent company

- 16 -




Eligibility Requirements

PARENT
C CORP

100% 100% 100%

A - NO NEXUS B - HAS NEXUS C - HAS NEXUS

D - HAS NEXUS E - HAS NEXUS

= Parent and all subsidiaries are C Corporations

= Parent, B, C and E can file and mandatory nexus consolidated
return

= Company D has to file a separate entity return

= Company A does not have to file a Kentucky return

-17 -




Eligibility Requirements

C CORP

80%

LLC 1

Elects C-Corp

80% 80%

LLC 2 LLC 3

Taxed as a Taxed as a
partnership partnership

= Valid for tax years 2005 and 2006

= Assume that the C Corporation and all LLCs have Kentucky
Nexus

= All entities will be included in the Mandatory Nexus
Consolidated Return

» Federal tax status of LLC2 and LLC3 does not impact their
inclusion in a Mandatory Nexus Consolidated Return

-18 -




CONSOLIDATED RETURN
FILING RULES

Beginning January 1, 2005, the rules
impacting affiliated groups filing
consolidated returns dramatically
changed again as a result of House
Bill 272 (HB 272) and 2005 Tax
Modernization. HB 272 preserved
the elective consolidated return
provisions for affiliated groups
through 2012  (under certain
circumstances) and also enacted
new mandatory nexus consolidated
return provisions.  As such, this
chapter will focus on explaining
some of the essential filing rules for
both elective and mandatory nexus
consolidated returns and how they
have changed through the years.

General Rules that Apply

While there are several specific
rules that impact the filing of
consolidated returns which apply
only to certain time periods, the
following are some general rules
that apply to every consolidated
return situation:

» Each corporation included as
part of an affiliated group filing a
consolidated return shall be jointly
and severally liable for the income
tax liability computed on the
consolidated return, except that
any corporation which was not a
member of the affiliated group for
the entire taxable year shall be
jointly and severally liable only for
that portion of the Kentucky
consolidated income tax liability
attributable to that portion of the

-19 -

year that the corporation was a
member of the affiliated group.

= All members of the affiliated
group shall be included in the
consolidated Kentucky corporation
income tax return except those
corporations exempt from taxation
under KRS 141.040(1)(a) through

(i)

= Whether filing an elective
consolidated return or a mandatory
nexus consolidated return, the
common parent corporation is
responsible for filing the
consolidated return on behalf of
the affiliated group.

= The filing of a consolidated
return shall be executed by one (1)
of the following officers or
management of the common parent
corporation: the president, vice
president, secretary, treasurer,
assistant secretary, assistant
treasurer, chief accounting officer,
manager, member, or partner.

= An affiliated group that is either
electing to file a consolidated
return or required to file a
mandatory  nexus  consolidated
return shall be treated for all
purposes as a single corporation

under the provisions of KRS
141.200.
= All transactions between

corporations - called Intercompany
Transactions - included in the
consolidated Kentucky corporation
income tax return shall be
eliminated in computing net income
in accordance with KRS

141.010(13), and also in




determining the property, payroll,
and sales factors in accordance with
KRS 141.120.

= KRS 141.200(15)(a) was
amended by HB 599 and, beginning
January 1, 1996, prohibits affiliated
corporations  from filing a
combined Kentucky corporation
income tax return using the unitary
business concept.

2004 TAX YEAR and PRIOR

For taxable years ending on or after
December 31, 1995 but before
January 1, 2005, “every corporation
doing business in this state, except
those exempt from taxation under
KRS 141.040, shall, for each
taxable year, file a separate return
unless the corporation was, for any
part of the taxable year, a member
of an affiliated group electing to
file a consolidated return” in
accordance with KRS 141.200(3).
Further, KRS 141.200(4)(a) states:
“An affiliated group, whether or not
filing a federal consolidated return,
may elect to file a consolidated
return which includes all members
of the affiliated group.”

Essentially what this means is that

from January 1, 1995 until
December 31, 2004 there were two
acceptable income tax filing

methods for corporations in the
state of Kentucky: separate returns
and consolidated returns. Also
during this time period,
corporations that were considered
part of an affiliated group had the
opportunity to file an “elective”
consolidated income tax return
(provided they meet the federal
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definition of an affiliated group as
defined in Section 1504(a) of the
Internal Revenue Code and related
regulations).

For an affiliated group to be
entitled to file a consolidated
return, all the corporations in the
group (a) must have been members
of the affiliated group at some time
during the tax year and (b) each
member of the group must consent
to the application of the
consolidated return regulations.

Any election to file a consolidated
return shall be made by the
common parent corporation on
behalf of all members of the
affiliated group by filing Form 722 -
Election to File a Consolidated
Kentucky Corporation Income Tax
Return on or before the date
prescribed by KRS 141.160 for filing
the return, or as extended pursuant
to KRS 141.170, for the first
taxable year for which the election
is made. [103 KAR 16:200 Section
2(a)]

Once a common parent corporation
and an affiliated group elect to file
a consolidated return, any newly
acquired members must join the
already existing group’s election
and the new members must also
adopt the common parent’s tax
year.

Another important note to
remember, per Section 3 of 103
KAR 16:200, when an affiliated
group elects to file a Kentucky
consolidated return, it must include

the same common parent
corporation and subsidiaries
reflected in the federal




Consolidated Return Filing Rules

consolidated return, if a federal

consolidated return is filed by the Note: The computation of net
same parent. However, whether or income, rules related to net
not a federal consolidated return is operating losses, how the tax is
filed, an affiliated group may still calculated and related forms for an
elect to file a Kentucky elective consolidated return are all
consolidated return which includes discussed in subsequent chapters of
all members of the affiliated group this manual.

[See KRS 141.200(4)(a)]

Filing an Elective Consolidated
Return

When filing an elective consolidated
return, besides completing the Form
722 - Election to File Consolidated
Kentucky Corporation Income Tax
Return for the first taxable year for
which the election is made, the
common parent corporation would
also file a Form 720 - Kentucky
Corporation Income and License
Tax Return and check the
Consolidated box in section A of the
form (please see the following
example). In subsequent years of
the election period, the common
parent corporation would continue
to complete the Form 720 (and any
applicable schedules) and simply
attach a copy of the original Form

720 Kentucky Corporation Income 2004
41A720 and LicenseTax Retum
Department of Revenue (s Corpordions Use Form 7203) Taxable Year Ending
See separate instructions.
A Check applicable box{es). Taxable period beginning , 2004, and ending .200___. Mo. yr.
Ihcome Tax Retian B Federa C Kentucky
> Kentification Number - Account Mumber [
[ consolidated Name of Corporation or Affiliated Group (Place preaddressed label here; otherwise printor type.) State and Date of Incorporation
Attach Form 722
Yequired | Mumber and Street Princpal Business Activity in KY
Enter code
N City State ZP Code Telephone MNumber Kentucky Business Code MNo.
License Tax Retum
D Retum notrequired D Mame of Common Parent Kentucky AccountMumber | Federal Business Code Number
Enter code
E Checkif applicable: [ LLC O Initial retum O Final retumn (attach explanation)
[0 sShort-period retum (attach explanation) [0 change of name [[] Change of address
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JANUARY 1, 2005 - PRESENT

As mentioned previously, the rules
impacting affiliated groups filing
consolidated returns changed
significantly, as a result of House
Bill 272 (HB 272) and the 2005 Tax
Modernization Act amending KRS
141.200 to include mandatory
nexus consolidated return provisions
for taxable years beginning on or
after January 1, 2005.

Excluding those affiliated groups
already under a valid consolidated
election period provided under the
provisions of KRS 141.200(1)
through (7), all other corporations
that are “doing business” in
Kentucky are required by KRS
141.200(10) to file a separate
return unless the corporation was,
for any part of the taxable year:

(@) An includible corporation in an
affiliated group;

(b) A common parent corporation
doing business in this state;

(c) A qualified subchapter S
subsidiary that is included in the
return filed by the subchapter S
parent corporation;

(d) A qualified real estate
investment trust subsidiary that is
included in the return filed by the
real estate investment trust parent;
or,

(e) A disregarded entity that is
included in the return filed by its
parent entity.
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An affiliated group as defined in
Section 1504(a) of the Internal
Revenue Code [see also KRS
141.200(2)(a)] generally consists of
one or more chains of includible
corporations that are connected
through stock ownership with a
common parent corporation that is
also an includible corporation.

A common parent corporation is
defined by KRS 141.200(9) (c) to be
the member of an affiliated group
that meets the ownership
requirement of KRS 141.200(9)(a)1
or KRS 141.200(9)(b)1.

An includible corporation is defined
by KRS 141.200(9)(e) to mean any
corporation that is doing business in
this state except:

1.  Corporations exempt from
corporation income tax under KRS
141.040(1)(a) to (i);

2. Foreign corporations;

3. Corporations with respect to
which an election under Section 936
of the Internal Revenue Code is in
effect for the taxable year;

4. Real estate investment trusts as
defined in Section 856 of the
Internal Revenue Code;

5. Regulated investment companies
as defined in Section 851 of the
Internal Revenue Code;

6. A domestic international sales
company as defined in Section
992(a)(1) of the Internal Revenue
Code;




7. Any corporation that realizes a
net operating loss whose Kentucky
property, payroll, and sales factors
pursuant to KRS 141.120(8) are de
minimis;

8. Any corporation for which the
sum of the property, payroll and
sales factors described in KRS
141.120(8) is zero; and

9. For taxable years beginning prior
to January 1, 2006, and taxable
years beginning on or after January
1, 2007, an S corporation as defined
in Section 1361(a) of the Internal
Revenue Code;

Finally, KRS 141.200(11)(a) tells us
that “An affiliated group, whether
or not filing a federal consolidated
return, shall file a consolidated
return which includes all includible
corporations.”

Therefore, effective for tax periods
beginning on or after January 1,
2005, it is mandatory for all
corporations with nexus in Kentucky
that are part of an affiliated group
to file a consolidated Kentucky
corporation income tax return.

Change in Nexus Standard

Another important change that
resulted from the 2005 Tax
Modernization Act was the change
to the nexus standard for Kentucky
corporation income tax returns.
Nexus is the minimal amount of
business activity that must be
present to justify a state’s right to
impose a tax on a company’s
income. Effective for tax periods
beginning on or after January 1,
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2005, the nexus standard in
Kentucky changed from a "physical
presence” standard of property and
payroll to a broader "doing business”
standard.

In 2005, "doing business" was
originally defined under KRS
141.010(25) to include but not be
limited to:

(a) Being organized under the laws
of this state;

(b) Having a commercial domicile in
this state;

(c) Owning or leasing property in
this state;

(d) Having one or more individuals
performing services in this state;

(e) Maintaining an interest in a
general partnership doing
business in this state;

(f) Deriving income from or

attributable to sources within
this state, including deriving
income directly or indirectly
from a trust doing business in
this state; or

(9) Directing activities at Kentucky
customers for the purpose of
selling them goods or services.

In 2006, the nexus standard was
expanded further and KRS
141.010(25)(f) was amended to
read:

() Deriving income from or
attributable to sources within
this state, including deriving




income directly or indirectly
from a trust doing business in
this state, or deriving income
directly or indirectly from a
single member limited liability
company that is doing business
in this state and is disregarded
as an entity separate from its
single member for federal
income tax purposes; or

Finally, in 2007, the nexus standard
was revised again as a result of

House Bill 1 and KRS
141.010(25)(e) was amended to
read:

(e) Maintaining an interest in a pass-
through entity doing business in
this state;

Example:

ABC, Inc. is a holding company
based in Ohio that has 80 percent
ownership in several ‘)
corporations, including XYZ, Inc.
which is based in Kentucky. ABC,
Inc. also has ownership interest in a
Multi-Member  LLC  based in
Kentucky as well. Under the
previous nexus standard that a
company must have a physical
presence in Kentucky, ABC, Inc. did
not file a Kentucky return. Its
subsidiaries always filed separate
Kentucky returns prior to the 2007
tax year. However, because the
nexus standard changed to “doing
business”, having ownership interest
in a Multi-Member LLC establishes
nexus in Kentucky for ABC, Inc. As
a result, ABC, Inc. becomes part of
an affiliated group (with XYZ, Inc.)
that is now required to file a
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mandatory consolidated

return.

nexus

Corporation Defined

An additional change that had a
major impact resulting from the
2005 Tax Modernization Act and
subsequent law changes was that
the definition of corporation was
expanded. Effective for tax
periods beginning on or after
January 1, 2005, the definition of
corporations in KRS 141.010(24)

was amended to include the

following entities:

(@) Corporations as defined in
Section 7701(a)(3) of the

Internal Revenue Code;

(b) S corporations as defined in
Section 1361(a) of the Internal

Revenue Code;

(c) A foreign limited liability
company as defined in KRS
275.015(6);

(d)

A limited liability company as
defined in KRS 275.015(8);

A professional limited liability
company as defined in KRS
275.015(19);

(f) A foreign limited partnership
as defined in KRS 362.401(4);

(g) A limited partnership as
defined in KRS 362.401(7);

A registered limited liability
partnership as defined in KRS
362.155(7);

(i) A real estate investment trust
as defined in Section 856 of
the Internal Revenue Code;

(€)




A regulated investment
company as defined in Section
851 of the Internal Revenue
Code;

A real estate mortgage
investment conduit as defined
in Section 860D of the Internal
Revenue Code;

(3)

(k)

A financial asset securitization
investment trust as defined in
Section 860L of the Internal
Revenue Code;

(V)

Other similar entities created
with limited liability for their
partners, members, or
shareholders."”

(m)

However, this particular change was
in effect for only two years as KRS
141.010(24) was amended again,
for taxable years beginning on or
after January 1, 2007, so that the
definition of corporation reverted
back to the original definition as
found in Section 7701(a)(3) of the
Internal Revenue Code.

720 .
41A720 Keztudkiy™ ‘

Department of Revenue

Taxable period beginning . 2009, and ending

AN
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The impact on Kentucky
consolidated return filers was that
for a two year period, from January
1, 2005 to December 31, 2006,
mandatory  nexus  consolidated
returns were no longer limited to
just ‘C’ corporations.

Filing a Consolidated Return (after
January 1, 2005)

If a common parent corporation and
affiliated group were still under a
valid election period that began
prior to 2005 and filing an elective
consolidated return, they would file
a Form 720 -  Kentucky
Corporation Income and LLET Tax
Return, check the “Elected
Consolidated” box in section A of
the form and attach a copy of the
originally completed Form 722
(similar to prior tax years).

Kentucky Corporation/LLET Account Number

2009

KENTUCKY CORPORATION
INCOMETAX AND LLET RETURN

l

B Checkapplicable box{es): D rederal

LLET Identification Number

Taxable Year Ending S /

Mo.  Yr

Aeceipts Method
O Gross Receipts
O Gross Profits

Name of Caorporation or Afflllated Group (Print or type)

State and Date of Incorporation

0O 5175 minimum Number and Street

Nonfiling Status Code

Principal Businass Activity In KY

Enter Code

city State

C  income Tox Return

ZIP Code

NAICS Code Number
(Relating to Kentucky Activity}

Telephone Number

O Electad Consolidated E NameofCommon Parent

Kentucky Corporation/LLET Account Number

(See www.census.gov)

O Masdatory NEXUS
aTus Co

F check irappiicable: [ initial return
O snhont-period return (attachexpianation)

O Finat return (attachexplanation) [0 Amended return
O changeotname [J changeofaddress [J changeotaccounting period
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However, when filing a mandatory
nexus consolidated return, it is no
longer necessary for the common
parent corporation and affiliated
group to complete and attach the
Form 722 - Election to File
Consolidated Kentucky Corporation
Income Tax Return. The common
parent corporation would still file a
Form 720 - Kentucky Corporation
Income and LLET Tax Return and
instead check the “Mandatory
Nexus” box in section C of the form
(please see the above example).

Note: The computation of net
income, rules related to net
operating loss, how the tax is
calculated and related forms for a
mandatory  nexus  consolidated
return are all discussed in
subsequent chapters of this book.

ELECTION PERIODS for
ELECTIVE CONSOLIDATED
RETURNS

Any election to file a consolidated
return shall be a binding on both
the Department of Revenue and the
affiliated group for an election
period of ninety-six months.

Election Period - A period of
ninety-six consecutive calendar
months that:

(a) Begins prior to January 1, 2005;
and,

(b) Begins with the first day of the
first taxable year for which an
election to file a consolidated
return is made and ending on the
last day of the taxable year which
includes the ninety-sixth
consecutive calendar month
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provided the affiliated group
remains in existence in accordance
with Treasury Regulation section
1.1502-75(d).

For each year that the election is in
effect, the consolidated Kentucky
corporation income tax return
includes those corporations which
are included in the affiliated group
for that year in accordance with IRC
Section 1504. Subsidiaries may
enter or leave the affiliated group
during the election period under
certain circumstances, as long as
the provisions of IRC Section 1504
continue to be met. Any new
subsidiary corporation entering the
affiliated group will be bound by the
election made by that affiliated
group for the remainder of the
election period. Any subsidiary
corporation leaving the affiliated
group is no longer bound by the
election made by the first affiliated
group, but will be bound by any
election upon entering another
affiliated group for the remainder of
that group’s election period.

Only in cases where the affiliated
group terminates would they
discontinue filing a consolidated
return prior to the end of an
election period. An affiliated group
remains in existence as long as the
common parent is the common
parent and at least one includible
member remains affiliated with it.
However, a group generally
terminates when the common
parent ceases to be the common
parent.




Practitioner Question: An affiliated
group of corporations is currently
filing under a valid consolidated
return election that began with the
calendar year ended December 31,
2002 return. Can the affiliated
group cancel the old election and
file a new election with the
calendar year ended December 31,
2004 return?

Answer: No, the original election
cannot be cancelled just to begin a
new ninety-six month election
period. The Department of Revenue
considers a consolidated return
election to be a binding agreement
between the taxpayer and the
Commonwealth for the duration of
the ninety-six month period unless
the affiliated group ceases to exist
under Treasury Regulation 1.1
502-75. The 2002 election is
considered to be binding and a
request for a new election with the
12/31/04 return will be denied.

If an election period expired prior
to January 1, 2005 and a parent
corporation and affiliated group
wish to continue to file a
consolidated return, then they must
file a new election. In order to re-
elect to file a consolidated
corporation income tax return for a
new ninety-six month period, the
parent company and affiliated group
would simply need to check the
consolidated box in Section A of the
front page of Form 720. A new
Form 722 - Election to File
Consolidated Kentucky Corporation
Income Tax Return does not have to
be filed again. However, failure to
elect to file a consolidated return

-27 -

for a new ninety-six month period
means that a separate entity
corporation income tax return must
be filed by each member of the
affiliated group that is subject to
Kentucky corporation income tax.
Regulation 103 KAR 16:200 and
KRS 141.040

When the law changed beginning
January 1, 2005, corporations that
were part of an affiliated group
could no longer choose to file
elective consolidated returns, but
instead were subject to the
mandatory  nexus  consolidated
return provisions of KRS 141.200(8)
through (14). However, any
affiliated group that was still under
an existing valid consolidated
return election, including initial
elections or re-elections that began
prior to January 1, 2005, in
accordance with KRS 141.200(4),
that agreement is binding
irrespective of KRS 141.200(10).
Once that ninety-six month election
period has expired, a corporation is
then required to file a separate
entity income tax return unless the
corporation is required to file a
mandatory  nexus  consolidated
return in accordance with KRS
141.200(10).

Below you will find a few different
examples of common parent
corporations and affiliated groups
that elected to file consolidated
returns and how their election
period is handled in each situation:

Example A:

Axe to Grind, Inc. is a chopping
company based in Kentucky and is
the parent corporation of an




affiliated group that originally filed
an elective consolidated return for
the tax year beginning January 1,
1997. As such, the initial Election
Period was set to expire on Dec. 31,
2004. Under the old rules, the
affiliated group could choose to
roll-over or continue the Election
Period for another eight (8) year
agreement by simply filing their
annual return and checking the
consolidated return box (it was not
necessary to complete and submit a
new Form 722). However, under
the new rules, the initial election
period will automatically expire and
cannot be renewed; as such, Axe to
Grind, Inc. and any subsidiaries with
nexus in Kentucky will be required
to file mandatory nexus
consolidated return for the tax year
beginning January 1, 2005 and going
forward.

Example B:

Main Street Lumber Supplies is a
parent corporation with only one
subsidiary, = Acme  Construction
Company. They originally filed an
elective consolidated return for the
tax year beginning January 1, 2000.
As such, their election period would
run through Dec. 31, 2007. Even
though the rules changed in 2005,
they are still allowed to continue
filing elective consolidated returns
under their original election
agreement with the state. Once
that agreement is completed, they
must switch to filing mandatory
nexus consolidated returns
beginning with the 2008 tax year.

Example C:
Mom & Pop’s Grocery Store is a
parent corporation with two other
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locations that are listed as
subsidiaries in their affiliated group.
They filed elective consolidated
returns and have a current election
period that is set to expire at the
end of the 2011 tax year. However,
because of problems with the
economy, Mom & Pop were recently
bought out by a larger corporation
at the end of 2009, thus changing
the structure of the affiliated group
so that Mom & Pop are no longer
considered the parent corporation.
The election agreement becomes
null & void immediately and the
new parent corporation is then
required to file a mandatory nexus
consolidated return  for  the
affiliated group beginning in the
2010 tax year.

FILING PERIODS and
SHORT-PERIOD RETURNS

Filing Periods

Each member of the affiliated group
must utilize the common parent’s
tax year. However, members of the
group are permitted to use different
methods of accounting, if they so
choose.

Example: If a common parent
company (P) files on a calendar-year
basis and they purchase at least 80
percent stock in a subsidiary (S)
that is a fiscal year filer, the
acquired company must change its
filing period to a calendar year.

Short-Period Returns

According to the Internal Revenue
Code § 443, a short-period return is
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defined as a return filed for a
period of less than 12 months
usually because the taxpayer was
not in existence for the entire
taxable year or a change of annual
accounting period was made.

When filing a Short-Period Return,
for a period of less than 12 months,
a corporation is required to
annualize taxable net income. To
annualize, multiply taxable net
income computed for the short
period by 365 and divide by the
number of days in the short period.
The income tax liability shall be the
tax computed on the annualized
income multiplied by the number of
days in the short period and divided
by 365. Annualization is not
permitted if the return is for the
initial or final period of operations
(see KRS 141.140).
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COMPLETING a KENTUCKY ELECTIVE CONSOLIDATED RETURN
Tax Forms Needed

The following is a list of forms typically needed for a common parent
corporation and affiliated group to file an elective consolidated return:

Federal Form 1120 - U.S. Corporation Income Tax Return
o Federal Form 1120 and all supporting schedules must be attached to

Form 720, if the corporation filed a federal consolidated return as
provided by Section 1501 and 1504(b) of the Internal Revenue Code.

Federal Form 851 - Affiliations Schedule
o This form must be included with the filing of any federal consolidated
income tax return and provides vital information that helps identify the
common parent corporation and also determines if each subsidiary
corporation qualifies as a member of the affiliated group

Form 720 - Kentucky Corporation Income Tax (and LLET) Return
o Form 720 is used by a corporation when filing an elective consolidated

return as provided by KRS 141.200(4). For tax years beginning in 2005
and 2006, Form 720 contains the consolidated taxable income
computation, tax comparison, and tax computation of the consolidated
group. For tax years beginning after December 31, 2006, Form 720
contains the LLET computation, income tax computation, and
consolidated taxable income computation of the consolidated group.

Schedules CR and CR-C - Pro Forma Federal Consolidated Return Schedule
and Continuation Sheet
o Schedule CR and Schedule CR-C , as needed, must be completed and
submitted with a Kentucky elective consolidated income tax return (i.e.
Kentucky Form 720) to show the federal income and deductions of each
member included in the consolidated return.

Schedules KCR and KCR-C - Kentucky Consolidated Return Schedule and
Continuation Sheet
o Schedule KCR and Schedule KCR-C, as needed, must be completed and

submitted with a Kentucky elective consolidated income tax return (i.e.
Kentucky Form 720) to show the statutory adjustments to federal
taxable income of each member included in the consolidated return.
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Schedule A - Apportionment and Allocation
o Schedule A must be completed for a corporation filing an elective

consolidated return if the corporation is taxable in Kentucky and taxable
in another state as provided by KRS 141.010(14)(b). KRS 141.120(2)
provides that any corporation which is taxable in Kentucky and in
another state must allocate and apportion its net income as provided by
KRS 141.120.

Schedule A-C - Apportionment and Allocation - Continuation Sheet
o For tax years beginning after December 31, 2006, Schedule A-C must be

completed if any member of the affiliated group included in the elective
consolidated return is a partner or member of a limited liability pass-
through entity or general partnership organized or formed as a general
partnership after January 1, 2006. KRS 141.206(10)(b) provides that a
corporation that is a partner or member of a limited liability pass-
through entity or general partnership organized or formed as a general
partnership after January 1, 2006, shall include its proportionate share
of the sales, property, and payroll of each limited liability pass-through
entity or general partnership in computing its own apportionment factor.

Schedule AMC - Alternative Minimum Calculation
o For tax years beginning in 2006, Schedule AMC must be completed to

compute the alternative minimum calculation (AMC) of an elective
consolidated group. AMC is the lesser of the tax computed on gross
receipts included in the numerator of the sales factor under the
provisions of KRS 141.120, or the tax computed on gross profits as
provided by KRS 141.010(27), but not less than $175.

Schedule NOL - Net Operating Loss Schedule
o Schedule NOL must be completed by a corporation that files a elective
consolidated return as provided by KRS 141.200(4) to track any available
net operating loss carryforward.

Form 851-K - Kentucky Affiliation and Payment Schedule
o Form 851-K must be completed and submitted with a elective

consolidated return to identify the parent of the affiliated group and
each subsidiary included in the consolidated return.
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Schedule LLET - Limited Liability Entity Tax
o For tax years beginning after December 31, 2006, Schedule LLET must be

completed and submitted with an elective consolidated return. Schedule
LLET is used to compute the limited liability entity tax (LLET) of the
consolidated return.

Schedule LLET-C - Continuation Sheet
o For tax years beginning after December 31, 2006, Schedule LLET-C must

be completed if any member of the affiliated group included in the
elective consolidated return is a partner or member of a limited liability
pass-through entity or general partnership organized or formed as a
general partnership after January 1, 2006. KRS 141.120(11) provides that
a corporation that is a partner or member of a limited liability pass-
through entity or general partnership organized or formed as a general
partnership after January 1, 2006, shall include its proportionate share
of the sales of each limited liability pass-through entity or general
partnership when computing the LLET due as provided by KRS 141.0401.

Form 722 - Election to File Consolidated Kentucky Corporation Income Tax
Return
o Any common parent corporation and affiliated group that initially
elected to file a consolidated return in the state of Kentucky (for tax
year ending on or after December 31, 1995) was required to complete
this form on or before the date prescribed by KRS 141.160 for filing the
return, or as extended pursuant to KRS 141.170, for the first taxable
year for which the election is made. In subsequent years, a copy of the
original Form 722 was to be attached to the return until the election
period either expired or was terminated.

COMPLETING a KENTUCKY MANDATORY NEXUS CONSOLIDATED
RETURN for TAX YEARS BEGINNING after DECEMBER 31, 2004 and
before JANUARY 1, 2007

Tax Forms Needed

The following is a list of forms typically needed for a common parent
corporation and affiliated group to file a mandatory nexus consolidated return:
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Federal Form 1120 - Pro Forma U.S. Corporation Income Tax Return
o Federal Form 1120 and all supporting schedules must be attached to
Form 720, if the corporation filed a federal consolidated return as
provided by Section 1501 and 1504(b) of the Internal Revenue Code.

Schedules CR and CR-C - Pro Forma Federal Consolidated Return Schedule
and Continuation Sheet

o Schedule CR and Schedule CR-C , as needed, must be completed and
submitted with a Kentucky nexus consolidated income tax return (Form
720) to show the federal income and deductions of each member
included in the nexus consolidated return.

Form 720 - Kentucky Corporation Income Tax Return
o Form 720 is used by a corporation (corporation as defined in KRS
141.010(24)(b)) when filing a nexus consolidated return. Form 720
contains the consolidated taxable income computation, tax comparison,
and tax computation of the nexus consolidated group.

Schedules KCR and KCR-C - Kentucky Consolidated Return Schedule and
Continuation Sheet

o Schedule KCR and Schedule KCR-C, as needed, must be completed and
submitted with a Kentucky nexus consolidated income tax return (Form

720) to show the statutory adjustments to federal taxable income of
each member included in the nexus consolidated return.

Schedule A - Apportionment & Allocation
o Schedule A must be completed for a corporation filing a nexus
consolidated return if the corporation is taxable in Kentucky and taxable
in another state as provided by KRS 141.010(14)(b). KRS 141.120(2)
provides that any corporation which is taxable in Kentucky and in

another state must allocate and apportion its net income as provided by
KRS 141.120.

Schedule AMC - Alternative Minimum Calculation
o For tax years beginning in 2006, Schedule AMC must be completed to
compute the alternative minimum calculation (AMC) of the nexus
consolidated group. AMC is the lesser of the tax computed on gross
receipts included in the numerator of the sales factor under the
provisions of KRS 141.120, or the tax computed on gross profits as
provided by KRS 141.010(27), but not less than $175.
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Schedule NOL - Net Operating Loss Schedule
o Schedule NOL must be completed by a corporation that files a nexus

consolidated return as provided by KRS 141.200(11) to determine the
net operating loss limitation as provided KRS 141.200(11)(b), and to
compute NOL carryforward.

Schedule NOL-CF - Kentucky NOL Carryforward Schedule
o Schedule NOL-CF must be completed and submitted with a nexus

consolidated return if the affiliated group includes a member having a
NOL carryforward that was not a member of the affiliated group in the
prior year.

Form 851-K - Kentucky Affiliation and Payment Schedule
o Form 851-K must be completed and submitted with a nexus consolidated

return to identify the parent of the affiliated group and each subsidiary
included in the consolidated return.

COMPLETING a KENTUCKY MANDATORY NEXUS CONSOLIDATED
RETURN for TAX YEARS BEGINNING after DECEMBER 31, 2006

Form 720 - Kentucky Corporation Income Tax and LLET Return
o Form 720 is used by a corporation when filing a nexus consolidated

return. Form 720 contains the LLET computation, income tax
computation, and consolidated taxable income computation of the nexus
consolidated group.

Schedules CR and CR-C - Pro Forma Federal Consolidated Return Schedule
and Continuation Sheet

o Schedule CR and Schedule CR-C , as needed, must be completed and
submitted with a Kentucky nexus consolidated income tax return (Form
720) to show the federal income and deductions of each member
included in the nexus consolidated return.

Schedules KCR and KCR-C - Kentucky Consolidated Return Schedule and
Continuation Sheet

o Schedule KCR and Schedule KCR-C, as needed, must be completed and
submitted with a Kentucky nexus consolidated income tax return (Form
720) to show the statutory adjustments to federal taxable income of
each member included in the nexus consolidated return.
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Schedule A - Apportionment & Allocation
o Schedule A must be completed for a corporation filing a nexus

consolidated return if the corporation is taxable in Kentucky and taxable
in another state as provided by KRS 141.010(14)(b). KRS 141.120(2)
provides that any corporation which is taxable in Kentucky and in
another state must allocate and apportion its net income as provided by
KRS 141.120.

Schedule A-C - Apportionment and Allocation - Continuation Sheet
o Schedule A-C must be completed if any member of the affiliated group

included in the nexus consolidated return is a partner or member of a
limited liability pass-through entity or general partnership organized or
formed as a general partnership after January 1, 2006. KRS
141.206(10)(b) provides that a corporation that is a partner or member
of a limited liability pass-through entity or general partnership
organized or formed as a general partnership after January 1, 2006,
shall include its proportionate share of the sales, property, and payroll
of each limited liability pass-through entity or general partnership in
computing its own apportionment factor.

Schedule NOL - Net Operating Loss Schedule
o Schedule NOL must be completed by a corporation that files a nexus

consolidated return as provided by KRS 141.200(11) to determine the
net operating loss limitation as provided KRS 141.200(11)(b), and to
compute NOL carryforward.

Schedule NOL-CF - Kentucky NOL Carryforward Schedule
o Schedule NOL-CF must be completed and submitted with a nexus

consolidated return if the affiliated group includes a member having a
NOL carryforward that was not a member of the affiliated group in the
prior year.

Form 851-K - Kentucky Affiliation and Payment Schedule
o Form 851-K must be completed and submitted with a nexus consolidated

return to identify the parent of the affiliated group and each subsidiary
included in the consolidated return.
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Schedule LLET - Limited Liability Entity Tax
o Schedule LLET must be completed and submitted with a nexus

consolidated return. Schedule LLET is used to compute the limited
liability entity tax (LLET) of the nexus consolidated return.

Schedule LLET-C - Limited liability Entity Tax - Continuation Sheet
o Schedule LLET-C must be completed if any member of the affiliated

group included in the nexus consolidated return is a partner or member
of a limited liability pass-through entity or general partnership
organized or formed as a general partnership after January 1, 2006. KRS
141.120(11) provides that a corporation that is a partner or member of a
limited liability pass-through entity or general partnership organized or
formed as a general partnership after January 1, 2006, shall include its
proportionate share of the sales of each limited liability pass-through
entity or general partnership when computing the LLET due as provided
by KRS 141.0401.

Kentucky Nexus Consolidated Return:

o For taxable years beginning on or after January 1, 2005, an affiliated
group shall file a nexus consolidated return that includes all members
that are doing business in the Commonwealth as provided by KRS
141.200(11), except an affiliated group that elected to file a
consolidated return as provided by KRS 141.200(4)(a) prior to January 1,
2005, and whose ninety-six (96) month election period has not expired.

o For tax periods beginning on or after January 1, 2005, and before
January 1, 2007, a corporation includes a limited liability pass-through
entity as provided by KRS 141.010(24)(b).

o For tax periods beginning on or after January 1, 2007, a corporation
means an entity organized as a corporation as defined in Section
7701(a)(3) of the Internal Revenue Code or taxed as a corporation under
the check-the-box rules provided by Treasury Regulation §301.7701-3.

o An affiliate group filing a nexus consolidated return has the following
advantages: (1) offsetting the operating losses of one company against
the profits of anther, except that as provided by KRS 141.200(11)(b),
corporations that have incurred a net operating loss shall not deduct an
amount that exceeds, in the aggregate, fifty percent (50%) of the
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income realized by the remaining includible corporations that did not
realize a net operating loss; (2) offsetting capital losses on one company
against the capital gains of another; (3) deferral of income on
intercompany transactions; and (4) designation of the parent company as
agent of the group for all tax purposes.

Kentucky Net Operating Loss

©)

(@]

(@]

o

A current year net operating loss (NOL) or a NOL carryforward as applied
to a nexus consolidated return is the pre-apportioned NOL or pre-
apportioned NOL carryforward. Consequently, NOL carryforwards of
affiliates included in a nexus consolidated return which are apportioned
may be converted to pre-apportioned amounts to maximize the NOL
carryforwards.

The net operating loss of an affiliated group included in a nexus
consolidated return shall be computed in accordance with Section 172 of
the Internal Revenue Code, except the portion of any net operating loss
limited by the application of KRS 141.200(11)(b) shall be available for
carryforward in accordance with KRS 141.011.

The SRLY rules do not apply to net operating loss carryforwards of newly
acquired corporations of an affiliated group included in a nexus
consolidated return because of the limitation provided by KRS
141.200(11) (b), which provides that corporations that have incurred a
net operating loss shall not deduct an amount that exceeds, in the
aggregate, fifty percent (50%) of the income realized by the remaining
includible corporations that did not realize a net operating loss.

The consolidated return change of ownership (CRCO) or Section 382 of
the Internal Revenue Code limitation does not apply to a nexus
consolidate return because of the fifty percent (50%) limitation as
provided by KRS 141.200(11)(b). The consolidated return change of
ownership (CRCO) or Section 382 of the Internal Revenue Code limitation
generally provides that an ownership change of more than fifty percent
(50%) within three years limits the amount of the NOL carryforward that
can be used each year to an amount determined by multiplying the value
of the equity of the corporation just prior to the ownership change by
the long-term tax-exempt rate in effect on the date of the change.
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Capital Loss Carryover

o A nexus consolidated net capital loss is not deductible in the current
year, but must be carried to a year where there are capital gains to
absorb it. It is first carried back to the three preceding years and then to
the five succeeding years until it is absorbed. Generally, a net capital
loss is treated the same for Kentucky purposes as for federal purposes,
and this includes the SRLY rules which limits a net capital loss carryover
of a member sustained in a separate return limitation year to the
member’s contribution to consolidated net capital gain, in the year it is
carried to.

Elimination of Intercompany Transactions

o KRS 141.200(11)(b) provides that a corporation filing a nexus
consolidated return under KRS 141.200(11) shall be treated for all
purposes as a single corporation under the provisions of KRS Chapter
141; that all transactions between corporations included in the
consolidated return shall be eliminated in computing net income in
accordance with KRS 141.010(13), and in determining the property,
payroll, and sales factors in accordance with KRS 141.120.

Computation of Business Income or Loss

o An affiliated group filing a nexus consolidated return shall apportion its
business income to Kentucky as provided by KRS 141.120 and allocate
its nonbusiness to Kentucky as provided by KRS 141.120 and 103 KAR
16:060.

CALCULATING FEDERAL TAXABLE INCOME
ELECTIVE CONSOLIDATED RETURN

General Overview
In the process of computing consolidated taxable income, certain categories of
income or loss have to be recomputed from the separate taxable income of the

individual members to properly calculate income or loss on a consolidated
basis.
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Three of the more prominent areas include:

= (Consolidated net operating losses including carrybacks and carryovers

= (Consolidated IRC section 1231 gains and losses

= (Consolidated capital gains and losses including loss carryovers and
carrybacks

Limitation Rules

One of the benefits of filing an elective consolidated return is that the
profitable members of the affiliated group can have their profits and tax
liability offset by losses and unused credits of a non-profitable member of the
group. Without any safeguards, an affiliated group with large profits could
simply go out and acquire a failing corporation with substantial accumulated
loss and credit carryovers, include it in the consolidated return, and derive
undeserved benefits from these so-called tax attributes. In order to prevent
this, the consolidated return regulations contain three provisions which, in
general, limit an affiliated group’s use of a new member’s pre-affiliation tax
attributes.

These three limitations are:

= Separate Return Limitation Year (SRLY)
= Built In Deduction (BID)
= Consolidated Change of Ownership (CRCO)

Separate Return Limitation Year (SRLY) Rules

A separate return limitation year (SRLY) is a year when the corporation was not
a member of the affiliated group. This rule limits the amount of a deduction,
loss or credit to the income of the separate member corporation in a
consolidated return year, because it filed a separate return or was part of
another affiliated group for the year in which the tax attribute originated.

An affiliated group of corporations that is now required to file a Mandatory
Nexus Consolidated Return may be composed of a group of corporations that
were all filing separate entity Kentucky returns prior to the law change as a
result of House Bill 272 in 2005. If any of those separate entity filers had a net
operating loss carry forward for the most recent period that began prior to
January 1, 2005, that separate entity loss may be carried forward to the first
return filed under the nexus consolidated rules, provided that the affiliate had
Kentucky corporation income tax nexus for the separate return periods that
generated the loss.

A key point of SRLY is that carryovers and carrybacks of certain tax attributes
from a Separate Return Year should be allowed for a consolidated return year,
only to the extent it would have been allowed had the member filed a separate

- 40 -




return. There must be consolidated taxable income before the NOL carryover
or carryback may be applied.

If the affiliate did not have nexus with Kentucky for the separate return
periods, then a net operating loss cannot be carried forward to a Mandatory
Nexus Consolidated return period that begins on or after January 1, 2005.

Note: Any separate return loss that is carried forward to a nexus consolidated
return must be reflected on Schedule NOL, Part |, as a pre-apportioned loss. A
supplemental statement must be attached to Schedule NOL that reflects a
breakdown of the separate year return loss(es) carryforward amounts per
subsidiary.

The SRLY rules apply to:

» NOLs

» Net Capital Losses
« Investment Credits
» Foreign Tax Credits

Lonely Parent Rule

An exception to SRLY is the separate return years of the common parent
corporation [Treas. Reg. Section 1.1502-1(f)(2)(i)], referred to as the “lonely
parent rule.” It treats the common parent as constituting a consolidated group
even when it has no subsidiaries.

Built-In Deduction (BID)

The second rule that limits the amount of a carryover loss or deduction to a
consolidated return year is the built-in deduction. A “built-in deduction” is a
deduction or loss of a corporation which was economically accrued in a
separate return year and carried over in the form of a net operating loss or net
capital loss to a consolidated return year [Treas. Reg. Section 1.1502(15)(b)]

This occurs when a corporation which is a member of an affiliated group
acquires another corporation which becomes a member of the group and the
assets of the new members are generally retained in the transaction. At the
time of acquisition, the total adjusted basis of the assets is measured against
their total fair market value. If the fair market value is less than the adjusted
basis, an economic loss is accrued. No tax consequences arise at this time.
Later, when the asset is sold at a loss during a consolidated or separate year,
certain ramifications of these sales occur.
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Generally, the portion of the loss accrued before the date of acquisition is
limited in the amount which may be deducted on the consolidated return. This
limitation is the same as the separate return limitation year because only
income or gain of the member who disposed of the asset may be used to offset
the loss. If there are not sufficient gains to offset the loss, it becomes a net
operating loss or capital loss carryforward or carryback. This is, in effect, the
built-in deduction rule.

Essentially, this rule is in effect so a consolidated group cannot acquire losses
to offset its profits. This is the same principle as in the separate return
limitation year rule. Without the rule, if the corporation which was acquired
with the assets sells the assets immediately after the acquisition, the
consolidated group would have a loss to offset against its income (ordinary and
capital). The loss is not a result of anything that occurred while the newly
acquired corporation was a member of the group; instead it was a result of the
decrease in fair market value before the member joined the group. Therefore,
in effect, the group is acquiring the loss.

Consolidated Return Change of Ownership (CRCO)

A consolidated return change of ownership (CRCO) occurs when any one or
more of the top 10 shareholders own, directly or indirectly:

* More than 50 percentage points of the fair market value of the common
parent’s stock at the end of the year of change than they owned at the
beginning of the year or the beginning of the prior year; and

* Increase in ownership due to purchase from an unrelated person or as a
result of liquidation or redemption of stock of the common parent.

Example: If a shareholder owned 20 percent of BRC, Inc. (the common parent)
stock at the beginning of the year and 41 percent at the end of the year, there
has not been a CRCO. Although the shareholder’s percentage of ownership has
increased by more than 50 percent, there is only an increase of 21 percentage
points.

If the shareholder ownership the following year increases to 71 percent, there
would be a CRCO, since there would have been a 51 percentage point increase
looking back to the beginning of the year preceding the year of change.

The purpose of the CRCO rules is to preclude a group from using losses by
acquiring profitable subsidiaries after an infusion of new capital.

Corporations which were members of the group immediately preceding the
year of the change in ownership may carryover NOLs to the year of change or

- 42 -




subsequent years to the extent of the consolidated taxable income of the old
members in such year. The NOLs attributable to the old members in the year of
change are not affected.

Income from Consolidated IRC Section 1231 Gains and Losses

To compute the consolidated IRC section 1231 net gain or loss, the following
steps are required:

= Compute the gains and losses as if separate returns were filed

= Add or subtract gains and losses from intercompany transactions
required to be recognized under Treas. Reg. section 1.1502-13(d)(e)
and (f)

»= Limit member’s IRC section 1231 losses to its IRC section 1231 gains
when the member’s losses result from built-in deduction transactions
[Treas. Reg. Section 1.1502-15(a)]

= Combine all members’ IRC section 1231 gains and losses to arrive at
consolidated net IRC section 1231 gain or loss

If the result is a gain, it is to be treated as ordinary income to the extent of the
net IRC section 1231 ordinary losses for the five most recent preceding taxable
years beginning after December 31, 1981 [IRC section 1231(c)]. The remainder
of the gain enters into the computation of consolidated net capital gain or loss.

If the result is a loss, it is deducted from the combined taxable income of the
members as an ordinary loss to arrive at consolidated taxable income.

To compute consolidated capital gain or loss, the following steps are required:

= Determine the separate capital gains and losses of each member

» Add or subtract gains or losses from deferred intercompany transactions
required to be recognized under Treas. Reg. Section 1.1502-13(d), (e),
and (f)

= Limit a member’s capital losses to its capital gains when the member’s
losses result from built-in deduction transactions

= Aggregate the separately determined gains and losses of the members

= Add the group’s consolidated IRC section 1231 gain

= Subtract the group’s consolidated net capital loss carryovers or
carrybacks for the year. (This is not done if the result after Step 5 is a
loss, as that loss becomes a consolidated carryback or carryover itself.)

A carryover or carryback of a net capital loss sustained by a member in a SRLY
is usually limited to the member’s current contribution to net capital gain. If a
CRCO is involved, unused capital loss carryovers of the old members are limited
to the current net capital gain attributable to the old members.
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Capital Loss Carryback and Carryover

If the result of the previous computation is a consolidated net capital loss, it is
not deductible in the current year, but must be carried to a year where there
are capital gains to absorb it. It is first carried back to the three preceding
years and then to the five succeeding years until absorbed. It is treated as a
short-term capital loss in the year to which it is carried and it cannot be used
to increase or produce a net operating loss in a carryback year. Remember that
capital losses take precedence over net operating losses. In other words,
capital loss carryovers must be applied to capital gains before allowance of net
operating loss carryovers.

Losses are absorbed in the earliest carryback or carryover year in the order of
the taxable years in which the losses were sustained (starting with the earliest
loss year). Losses from taxable years ending on the same date are applied on a
pro rata basis.

Tax treatment of a net consolidated capital loss, looking at it from three
approaches:

= Consolidated Return Year to Consolidated Return Year
The rules are the same as for any net capital loss.

» Consolidated Return Year to Separate Return Year (or to Consolidated
Return Year of Another Group)
In determining the amount of capital loss to be carried with the member
of the group which is leaving to file a separate return or to join a new
consolidated group, you must apportion the loss. This is done by taking
the ratio that the net capital loss of the leaving member bears to the
aggregate net capital loss of all members having net capital losses in the
year.

= Separate Return Limitation Year to Consolidated Return Year

A net capital loss carryover of a member sustained in a separate return
limitation year is limited to the member’s contribution to the consolidated
net capital gain, in the year it is carried to.

Calculating Kentucky Taxable Income

The consolidated group is treated as one taxpayer. Determinations and
computations required in KRS Chapter 141 shall be made in accordance with
the provisions of IRC Section 1502 and related regulations, except as required
by the differences between KRS Chapter 141 and the IRC, i.e., normal KRS
141.010 statutory adjustments.

- 44 -




Carryover or Carryback of Items of Loss, Deduction or Credit

KRS 141.200(2)(b) states in part, “The determinations and computations
required by this chapter shall be made in accordance with the provisions of
Section 1502 of the Internal Revenue Code and related regulations, except as
required by differences between this chapter and the Internal Revenue Code.”
KAR 16:200 Section 4 states, “Carryover or Carryback of Items of Loss,
Deduction or Credit.

Carryover or Carryback between a Separate Return and a Consolidated
Return

If a separate return was filed for taxable years prior to the taxable years for
which a consolidated return is filed, and a carryover or carryback occurs
between the separate return and the consolidated return, the carryover or
carryback amount shall be:

Limited as provided by Section 1502 of the Internal Revenue Code and related
regulations; and adjusted for the differences between KRS Chapter 141 and
the Internal Revenue Code.

Carryover or Carryback between a Combined Return and a Consolidated
Return

A combined return shall be deemed a consolidated return for the purpose of
determining a carryover or carryback amount, if a:
= Combined return using the unitary business concept was filed for taxable
years ending on or before December 30, 1995; and
= Consolidated return is filed for taxable years ending on or after
December 31, 1995; and
= (Carryover or carryback occurs between the combined return and the
consolidated return

The carryover or carryback amount shall be:
= Limited as provided by Section 1502 of the Internal Revenue Code and
related regulations; and
= Adjusted for the differences between KRS Chapter 141 and the Internal
Revenue Code

Kentucky Net Income (for Elective Consolidated Returns) after Certain
Adjustments:

= For corporations filing a consolidated return, the limitation shall be

based on Kentucky net income of the affiliated group filing a
consolidated return for Kentucky income tax purposes.
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Any excess contributions allowed by 26 U.S.C. 170(d) shall be assigned to
the corporation in the group on a ratably basis. That is, the
corporation(s) that generated the excess will be assigned the carryover.

Capital Loss Deduction

It is recognized that the provisions of 26 U.S.C. 1211-1212 shall apply for
Kentucky income tax purposes to any capital loss. In other words, a
corporation can utilize capital losses for a tax year only to the extent of
capital gains in that year

For corporations filing a consolidated return, the limitation will be based
on the capital gain income of the affiliated group filing a consolidated
return for Kentucky income tax purposes

The excess of such capital losses shall be assigned to the corporation in
the group on a ratably basis. That is, the corporation(s) that generated
the excess will be assigned the carryback/carryover

Kentucky Net Operating Loss

The affiliated group shall apply the provisions of 26 U.S.C. 172 for Kentucky
income tax purposes to any net operating loss as follows:

The carryback/carryover rules of Internal Revenue Code Section 172
apply for Kentucky except for the restrictions of KRS 141.011.

The election to forego the carryback [IRC Section 172(b) (3) (c)] shall
be made by the group.

The statement will be attached or included with the consolidated
Kentucky return.

The amount of any net operating loss that may be deducted in any
carryback year or any carryforward year shall be limited to the Kentucky
taxable net income before the Kentucky net operating loss deduction of
the group in the carryback or carryforward year.

If the returns for both the year of the loss and the year to which the loss
is carried are filed on a consolidated basis, and the composition of the
group is the same for both the year of the loss and the
carryback/carryforward year, it will be audit procedure to carryback or
carryforward the consolidated Kentucky net operating loss and deduct
same from the consolidated Kentucky taxable net income.

If the returns for both the year of the loss and the year to which the loss
is carried are filed on a consolidated basis, the answer is simply the
combined KNOL will be carried back or forward and deducted from
consolidated Kentucky Taxable Net Income. In cases where the
composition of the group is different, it will be necessary to break the
loss or income of the year down to a separate entity basis.
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When a corporation incurs a Kentucky Net Operating Loss in a separate return
year and subsequently carries that loss to a consolidated return year, it is
necessary to determine if the deductible amount is limited. A limitation is
imposed if the loss year is considered a separate return limitation year (SRLY).

Deferred Intercompany Transactions

If, during a year when a separate or combined return was filed for Kentucky
purposes, a gain or loss on a deferred intercompany transaction was deferred
for federal purposes, and was not deferred for Kentucky purposes, the gain or
loss, when recognized for federal purposes, shall be adjusted for Kentucky
purposes to reflect the prior reporting of the transaction. (Reg. 103 KAR
16.200, Section 5). federal Regulation 1.1502-13 provides for a special
treatment for intercompany transactions between members of a group filing a
consolidated return which is not recognized by Kentucky.

EXAMPLE: One member of the consolidated group sells a machine with a basis
of $800 to another member for $1,000. Kentucky would recognize the $200 gain
in the year the sale was made.

For federal purposes, assuming the buying company chose to depreciate the
asset for ten (10) years using straight line, the selling member would recognize
1/10 of the $200 each year on Schedule D as ordinary income.

When auditing a company which participates in the filing of a consolidated
federal return that has gains on intercompany sales reported on Schedule D,
the auditor should find out the nature of these gains. If similar to the example
above, then Kentucky would recognize the entire amount of the gain in the
year in which it was sold and not allow the deferral. The auditor should be
careful not to tax this gain twice by picking it up in the year it was sold and
then not adjusting the Schedule D for succeeding years. A review of Schedule
M-1 will help to clarify this situation.

Elimination of Intercompany Transactions

All transactions between corporations included in the consolidated Kentucky
corporation income tax return shall be eliminated in computing net income and
in determining the property, payroll and sales factor.

Computation of Business Income or Loss

Classification of income as business or nonbusiness will be determined by
looking at the operations of the affiliated group as a whole rather than the

activities of an individual member of the affiliated group. An affiliated group
shall be treated for all purposes as a single corporation. Any nonbusiness net
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income shall be deducted and any nonbusiness net loss shall be added back to
the net income loss of the group to determine the group’s business income loss
subject to apportionment. Any expenses related to nonbusiness assets and/or
income will be considered in the computation.

Computation of Business Income or Loss Apportioned to Kentucky

As a general Rule, an income apportionment fraction for the affiliated group
shall be computed in accordance with the provisions of KRS 141.120(8) except
the property, payroll, and sales factors of the entities included in the
consolidated return shall be computed in accordance with KRS
141.120(8)(a)(b) and (c), respectively, by aggregating for both the numerators
and denominators of each factor the property, payroll, and sales, respectively,
of all corporations in the group.

Kentucky Factors

= Kentucky Receipts - The Kentucky receipts factor will include the
destination sales of each member of the group and other business
receipts assignable to Kentucky.

= Kentucky Property - This will be all tangible property in Kentucky of the
group.

= Kentucky Payroll - This will be the total of all Ul-3 payrolls of the entire
group.

= Total Factors - The total factors will include the entire group.

Kentucky Factors and Apportionment

Kentucky Schedule A is used to compute the apportionment fraction as
provided in KRS 141.120(8) for most businesses other than a sole
proprietorship. In addition, KRS 141.206(7) provides that for taxable years
beginning on or after January 1, 2007 a corporation that owns an interest in a
limited liability pass-through entity or a general partnership organized or
formed as a general partnership after January 1, 2006, shall include the
proportionate share of sales, property, and payroll of the limited liability pass-
through entity or general partnership in computing its own apportionment
factor. A corporation that owns an interest in a general partnership organized
or formed as a general partnership before January 1, 2006, shall include the
distributive share income from the general partnership in the sales factor in
computing its own apportionment factor.
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PROPERTY FACTOR

KRS 141.120(8)(a) provides that the numerator of the property factor is the
average value of the corporation’s real and tangible personal property owned
or rented and used in this state during the tax period, and the denominator of
the property factor is the average value of the corporation’s real and tangible
personal property owned or rented and used during the tax period.
Administrative Regulation 103 KAR 16:290 also provides additional guidelines
for computing and allocating the property factor to the numerator and
denominator of the property factor.

PAYROLL FACTOR

KRS 141.120(8)(b) provides that the numerator of the payroll factor is the
total amount paid or payable in this state during the tax period by the
corporation for compensation, and the denominator of which is the total
compensation paid or payable by the corporation everywhere during the tax
period. Compensation is paid or payable in this state if: (i) the individual’s
service is performed entirely within the state, (ii) the individual service is
performed within and without the state, but the service performed without the
state is incidental to the individual’s service within the state, or (iii) some of
the service is performed in the state and the base of operations or, if there is
no base of operations, the place from which the service is directed or
controlled in this state, or the base of operations or the place from which the
service is directed or controlled is not in any state in which some part of the
service is performed, but the individual’s residence is in this state.
Administration Regulation 103 KAR 16:090 also provides additional guidelines
defining compensation and guidelines for allocating compensation to the
numerator and denominator of the payroll factor.

SALES FACTOR

KRS 141.120(1)(g) provides that sales shall mean all gross receipts of the
corporation excluding nonbusiness income. Also, subsection 1 of Section 1 of
103 KAR 16:270 provides that gross receipts means the total amount of
consideration, including cash, credit, property, and services, paid for the sale,
lease, rental, or use of the property. KRS 141.121 provides that for tax years
beginning on or after January 1, 2008, if a corporation holds liquid assets
(generally portfolio investments) the net gain shall be included in the sales
factor. KRS 141.120(8)(c) provides the statutory authority for allocating gross
receipts to the numerator which is the total sales of the corporation in this
state during the tax period, and the denominator which is the total sales of the
corporation everywhere during the tax period. Administrative Regulation 103
KAR 16:270 also provides additional guidelines for allocating gross receipts to
the numerator and denominator of the sales factor.
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CONSOLIDATED RETURN ISSUES

Business income or loss subject to apportionment, for the group, shall be
multiplied by the income apportionment fraction to arrive at the business
income or loss apportioned to Kentucky. Intercompany transactions,
destination sales and apportionment issues to address include:

= Any intercompany profit/loss shall be eliminated from beginning and
ending inventories for purposes of the property factor

= Any intercompany rent charge, expense, or deduction shall be
eliminated in computing the property factor and sales factor

= Any intercompany sale or any other item of intercompany revenue shall
be eliminated in computing the sales factor. This would normally include
receipts from sales, interest, rents, royalties, certain gains/losses and
other income. Any adjustments made to totals that are applicable to
Kentucky receipts would be eliminated from the Kentucky side of the
factor

» There will not be any elimination in the payroll factor if actual Ul-3 and
Federal 940 salaries are used. However, if other methods are used to
verify then care should be exercised to avoid duplication

» The destination of any sale made by the group shall be determined on
the basis of the first sale made by a corporation in the group to a
customer not in the group

= Apportionment and allocation by financial organizations and loan
companies should be calculated per 103 KAR 16: 150

Computation of Kentucky Taxable Net Income or Loss before the Kentucky
Net Operating Loss Deduction

= Any nonbusiness income or nonbusiness loss attributable to the group
that is allocable to Kentucky shall be added to or deducted from
business income apportioned to Kentucky

= Any expenses related to nonbusiness assets and/or income that are
allocable to Kentucky will be considered in the computation

Computation of the Kentucky Net Operating Loss Deduction
The group shall apply the provisions of 26 U.S.C. 172 for Kentucky income tax
purposes to any net operating loss and the carryback/carryover rules of IRC

Section 172 apply for Kentucky except for the restrictions of KRS 141.011.

Additional info on net operating losses may be found in the Net Operating Loss
chapter.
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Completing a Kentucky Consolidated Return

Computation of the Tax Liability of the Group

The tax rates for years 2005 and 2006 prescribed in KRS 141.040(5) and the
tax rate for years beginning on or after January 1, 2007 prescribed in KRS
141.040(6) shall be applied to the Kentucky taxable net income after any net
operating loss deduction as reported on the tax return filed by the group.

The application of any nonrefundable tax credit listed in KRS 141.0205 in any
taxable year shall be limited to the Kentucky income tax liability of the group.
If the total tax credits (other than payments) of the group exceed the Kentucky
income tax liability of the group for any taxable year, the excess, if available
for carry forward, shall be carried forward to the succeeding taxable years of
the group.

Note: Tax payments made by a member of the group shall be considered to
have been made by the group.
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Completing a Consolidated Return Example

For tax year 2009, TRIPLEDIPS, Inc. is a calendar year corporation doing
business in Kentucky. TRIPLEDIPS, Inc. also owns 100 percent of the stock of
SUPER SPRINKLES, Inc., who is also doing business in Kentucky and 80 percent
of the stock of ROCKY ROAD, Inc. who is also doing business in Kentucky. In
addition, TRIPLEDIP, Inc. is a partner in COOKIES and CREAM LLC and has a 50
percent share.

The following information is listed per entity.

TRIPLEDIPS, Inc. had the following:

WO NFU AWM=

Distributive share income of $1,000,000 from Cookies & Cream, LLC
Kentucky sales of $40,000,000

Total sales of $115,000,000

Kentucky property at the beginning and the end of the year of $600,000
Total property at the beginning and the end of the year of $1,600,000
Kentucky payrolls of $600,000

Total payrolls of $1,500,000

Kentucky cost of goods sold of $27,000,000

Total cost of goods sold of $75,000,000

10 Kentucky gross profit of $13,000,000
11. Total gross profit of $40,000,000
12.Other deductions of $35,100,000

SUPER SPRINKLES, Inc. had the following:

WRONFUARWN=

Kentucky sales of $16,000,000

Total sales of $30,000,000

Kentucky property at the beginning and the end of the year of $100,000
Total property at the beginning and the end of the year of $200,000
Kentucky payrolls of $100,000

Total payrolls of $250,000

Kentucky cost of goods sold of $9,000,000

Total cost of goods sold of $20,400,000

Kentucky gross profits of $7,000,000

10 Total gross profits of $9,600,000
11. Other deductions of $8,750,000

ROCKY ROAD, Inc. had the following:

1.
2.
3.

Kentucky sales of $8,000,000
Total sales of $15,000,000
Kentucky property at the beginning and the end of the year of $100,000
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Total property at the beginning and the end of the year of $200,000
Kentucky payrolls of $100,000

Total payrolls of $250,000

Kentucky cost of goods sold of $4,000,000

Total cost of goods sold of $5,000,000

Kentucky gross profits of $4,000,000

10 Total gross profits of $10,000,000

11. Other deductions of $8,750,000

V@ N UA

TRIPLEDIPS, Inc. Kentucky Schedule K-1 from COOKIES & CREAM LLC reported
the following:

Distributive share income of $1,000,000

Kentucky sales of $800,000

Total sales of $2,000,000

Kentucky property at the beginning and end of the year of $400,000
Total property at the beginning and end of the year of $1,000,000
Kentucky payrolls of $200,000

Total payrolls of $500,000

Kentucky gross profit of $800,000

Total gross profit of $2,000,000

WOINoSTIAWN=

On the following pages you will find the appropriate tax forms and answers to
the following questions:

1) Who makes up the consolidated group?

2) What returns need to be filed for Kentucky?

3) What is the income tax liability of the consolidated group?
4) What is the LLET liability of the consolidated group?
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720 Kentucky -
41A720 TERACER YT Kantucky Corporstion/LLET Account Numbsr

. KENTUCKY CORPORATION 2009
2009, and ending 20 _ INCOME TAX AND LLET RETURN

Taxable period begi

B cueck appicavie boxgs): | D Fecerl Taxable Year Ending 12 [/ _09
ey ¥l tcator Number 11-111111 Mo. Yr.
Rece pts Metiod Name of Corporation or Affliated Group (Print or type) State and Date of Incorporation

Gross Recepts
D cross s [TripleDips, Inc. KY 5/15/1995
[ snsmamm | Numberand Street Principal Business Activity in KY
Nonfiling status coae |34 Flavor Parkway
EntirCode City State ZIP Code Telephone Number NNC? Code Number s
C income Tax Retumn Float KY 40000 _ E:LTwcﬁ?;kzm)
Eectd Corsoldated | E  Name of Common Parent K ky Corporation/LLET A Numb
Ar@ch Form 722
M v NEXUS
Nonfliing $tatus Cogs F Checkifapplicable: l:l Initial return D Final return (atfach e xplanation) D Amended return
EnterCode D Short-period retum (aftach explanation) D Change of name D Change of address D Change ofaccounting period
PART |I—LLET COMPUTATION 15. Other (attach Schedule 0-720). 15
1. Schedule LLET, Section D,line { ...ccooccooeo.. | 1 61,560 16. Net income (ine 10 less lines 11 through 15). | 16 6,000,000
2. Recyclingfcomposting equipment tax credit 17. Current net operating loss adjustment
pte 2 (mandatory nexus only). 17
3. Total (add lines 1and2) ....oo.ocecrroreeeericeee. 3 61,560 18. Kentucky net income (add fines 16 and 17). | 18 6,000,000
4. Nonrefundable LLET credit fom Kentucky 19. Taxable net income
Schedule(s) K-1 4 (attach Schedule Aifapplicable). 19 2,400,000
5. Nonrefundable tax credits (Schedule TCS) ... 5 20. Net operating loss deduction (NOLD). 20
6. LLET liability (greater ofline 3 less lines 21.Taxable net income after NOLD
4 and 5 or $175 minimum) 8 61,560 (ine 19 Jess Bne 20).....ooooceeececee e 21 2,400,000
7. Withholding tax (PTE-WH) . 7 22. ky domestic production activities
8. Estimated tax payments ..... 8 deduction (KDPAD). | 22
9. Extension payment ..... 2 23. Taxable net income after KDPAD (e 21
10. Prior year's tax credit .. | 10 less line 22) 23 2,400,000
11. hhcome tax overpayment from
Part Il line 15 11 PART Ill—INCOME TAX COMPUTATION
12. LLET due (line 8 less lines 7 through 11) . 12 61,560 1. Income tax (see instructions) ... 1 142 500
13. LLET overpayment (lines 7 through 11 2. Recycling/composting equipment
less line 6) |13 recapt 2
14. Credited to 2000 income tax .. 14 3. Tax install on LIFO recap 3
15. Credited to 2010 LLET - |45 4. Total (add lines 1 through 3) 4 142,500
16. Amounttoberefunded... ... [16 5. Nonrefundable LLET credit from the Limited
PART I—TAXABLE INCOME COMPUTATION Ay A gk CORY LLET ot
W t(s) (see ) 5
1. Federal taxable income (Form 1120, line 28). | 1 6,000,000 6. Nonrefundable LLET credit (Part I, line 6
ADDITIONS: less §175) 8 61,385
2. Interestincome (state and local obligations). 2 7. Nonrefundable tax credits (Schedule TCS) ... 7
3. State taxes based on netlgross income......... | 3 8. Net income tax liability (line 4 less lines § |
4. Depreciation adj t 4 through 7, but not less than zero) ... 8 81,115
5. Deductions attributable to nontaxable income. 5 9. Esti d tax payments
8. Related party exp 6 [] checkif Form 2220-K attached ........... | @
7. Dividend paid deduction (REIT) 71 10. B ion payment 10
8. Domestic production activities deduction ........ 8 11. Prior year's tax credit .........cocooceeerueccnmuccicee. | AL
9. Other (attach Schedule 0-720) 2 12. LLET overpayment from Part |, line 14 ... | 12
10. Total (add lines 1 through 9) 10 6,000,000 13. Income tax due (line 8 less fines 0 through 12)| 13 81,115
SUBTRACTIONS: 14. Income tax overpayment (lines 8 through 12
11. Interestincome (U.S. obligations) 11 less line 8) 14
12. Dividend income 12 15. Credited to 2009 LLET ... 15
13. Federal work opportunity credit 13 18. Credited to 2010 corporation income tax __!_g
14. Depreciation adj 14 17. Amount to be refunded ... [
TAX PAYMENT SUMMARY (Round to nearest dollar) » Federal Form 1120, all pages. and
T any supporting schedules must be
LLET INCOME attached.
; :l;:‘;ue (Part |, Line 12) : 61,560 ; ::::;y taxdue (Part lll, Line 13) : 81,115 M i g 1
Kentucky State Treasurer
3. interest $ 3. Interest $
4. Subtotal $ 61,560 4. Subtotal 3 81.115 Mail return with payment to:
< Kentucky Department of Revenue
HOTALERYMEN] (Add ) > 3 142,675 Franktor{. Ke?tucky 40620
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Commonwealth of Kentucky Mo. Yr.
DEPARTMENT OF REVENUE APPORTIONMENT AND ALLOCATION
> See instructions. (For corporations and pass-through entities taxable
> Attach to Form 720, Form 720S, Form 725, both within and without Kentucky.)
Form 765 or Form 765-GP. Regulations 103 KAR 16:090, 103 KAR 16:270, 103 KAR 16:290
Name of Corporation or Pass-through Entity Federal Identification Number Kentucky Corporation/LLET
Account Number
TripleDips. Inc. 11-111111 111111
Ifthe corporation filing this tax return is a partner or member ofa limted liability p. hrough entity or g | par hip organized or formed as a general
ga[ingrshi&acur January 1, 2006éorthe pass-through gmitzhilintg this retumn is a partner or member of a pass-through entity, check this box and complete
Il . App and Allocation-C eet.

¥ apportionment method other than statutory formula is used:

D Check the box ifpermission has been granted bythe Kentucky Department of Revenue to use an alt ive method or stat king election in
accordance with KRS 141.120(8)(b)(1) or (2); and
* Attach a copy ofthe letter from the Kentucky Department of Revenue requiring or granting permission to use an akemative method.
SECTION I. COMPUTATION OF APPORTIONMENT FRACTION SECTION Il. APPORTIONMENT AND ALLOCATION OF INCOME
Convertlings 3, 4,7, 19, 11and 12 to a parcentage carrled to four decimal places. 1. Netincome (fom Form 720, Part II, line 18) ....oo.roovoeecevceeeen | 6,000,0001
2. Deduct nonbusi income (if applicable):
1. Kentucky sales 1 64,800,000 (a) Interest ... .42
(b) Rents ... .42
2. Total sales . onsin s 2| 162,000,000 (c) Royalies .........c..ccoorecveerccrnneens |2
(d) Net gain or loss on sale or
3. Line 1 divided byline2 ...................] 3| 40.0000% exchange of capital assets ....... 2
4. Sales factor (e) Total (ines (a)through (d)) ....... 2
(iine 3 multiplied by 2) 4 80.0000%]| (f) Lessrelated expenses i
5. Average vaWe of (attach schedule) ..........coccoeee. | ( )
Ke rtucky realtaigbe
propery Sectoy y........... | § 1,200,000 3. Net nonbusi i 3
6. :':v':g.;;?;:;r:' I 4. Business income (fine 1 less e 3) .....o..ccooovmverrocucreceernnen) 4 6,000,000
SECtOr V) oo | B 3,000,000 5. Busi income apportioned to Kentucky (line 4
7. Property factor (line 5 multipied by line 12, Section 1) 5 2,400,000
diided bykne ) 7 40.0000%| 6. Add Kentucky nonbusiness i (if applicable):
: : (3) Interest .......ooooovvrueerrereene... B
8. Kentucky payrolls 8 1,000,000 y (b) Rents ........
(c) Royalties ..
9. Total payrolls 2,500,000 (d) Net gain or loss on sale or
exchange of capital assets........ 1
10. Payroll factor (line 8 divided byline 8) ............................L 10 40.0000%]| (e) Total (ines (a)through (d)) -....... 6¢)
(f) Less Kentucky
related expenses
11 Total (add fines 4. 7 and 10) 11| 160.0000% (attach schedule) | ( )
12. Apportionment fraction—ine 11 divided by 4 & ky net nonbusil income 74
or ber of factors p (sales rep| nting 2 8. Taxable netincome (line 5 plus line 7) (enter here and on
factors) 12 40.0000% Form 720, Part Il line 18) B 2.400.000
SECTION Iil. KENTUCKY REAL/TANGIBLE PROPERTY SECTION IV. TOTAL REAL/TANGIBLE PROPERTY
PROPERTY A. Beginning of Year B. End of Year PROPERTY A_Beginning of Year B. End of Year
1. Inventori 1 = ies 1
2 iding 2 2. Buildings ... 2
3. Machinery and equipment ..{ 3 1,200,000 1,200.000] 3. Machinery and aguipment 3 3,000,000 3,000,000
4. land ... 4 4. Land ..... 1a
5. Othertangible assets .......1 § 5. Othertangible assets 5
8. Total (lines 1 through 5) ... 8 1,200,000 1,200,000/ 6. Total (ines 1 through §) ... 8 3,000,000 3,000,000
7. Awverage value of realkangible property owned in 7. A ge value ofrealtangible property owned
Kentucky, total ofline 6. columns Aand B - everywhere, total ofline 6, columns Aand B
divided by 2 7 1,200,000 divided by2 7 3,000,000
B. Leased property (Eight imes the annual rental 8. Leased property (Eight times the annual rental
rate less subrentals) 8 rate less sub Is) 8
0. Total (lines 7 and 8) (enter on line 5, Section I} .......} @ 1,200,000( 9. Total gines 7 and 8) (enter on kine 6, Section 1) ...........] 9 3,000,000
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SCHEDULE A-C
41A720A-C (10-09)

Commonwealth of Kentucky
DEPARTMENT OF REVENUE

APPORTIONMENT AND ALLOCATION - Continuation Sheet

(For a corporation or pass-through entity taxable both within
and without Kentucky that is also a partner or member
of a limited liability pass-through entity or general partnership)

Regulations 103 KAR 16:090, 103 KAR 16:270 and 103 KAR 16:290

> See instructions.

Attach to Form 720, Form 720S, Form 725, Form 765 or Form 765-GP.

Taxable Year Ending
2. ¥, 09
Mo. r.

Name of Corporation or P ass-through Entity

Federal |dentification Number

Kentucky Corporation/LlLET Account Number

TripleDips, Inc. 11111111 111111
name Cookies & Name Name Name
Cream, LLC
Comporatbs of FEIN FEIN FEIN FEIN
Pass-timugh Entty KY COp/LLET Acct. No. KY COp/LLET Acct No. KY COp/LLET Acct No. KY COp/LLET Acct. No.
= Total Tihg tie mten
—
——] 1. Kentucky sales 64,800.000 64,000.000 800.000
=
m 2. Total SAles ......ooeceeeceecueceeecnnans ._mw.occ.ooo 160,000.000 w.ooo.ooo
[P Mo a2 These lines are shown for purposes of matching the lines on Schedule A: no entries are required r these lines. Cor s are made on Schedule A.
—— 4. Sales factor (line 3 multiplied by 2)
=
— 5. Awerage value of Kentucky real/
=
1 gible property 1,200,000 800,000 400,000
—
1 6. Awerage value oftotal realtangible
propesty.o i il 3.000.000 2.000.000 1,000.000
7. Property factor (line 5§ divided by This Ene is shown for purposes of matching the line on Schedule A; no entries are required for this line. Computations are made on Schedule A
line 8)

3. Kentucky payrofis 1,000,000 800,000 200,000

9. Total payrolls .....o..cooovoveeccrocrees 2,500,000 2,000,000 500,000

10.Payroll factor (line B divided by line 8)

11.Total (add lines 4,7 and 10) . ) ] .

These fines are shown for purposes of matching the Enes on Schedule A:no entries are required for these knes. Computations are made on Schedule A

12. Apportionment faction — fine 11

divided by 4 or the number of factors

present (sales representing 2 factors).

1015
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SCHEDULE A-C Page2
il APPORTIONMENT AND ALLOCATION - Continuation Sheet
(For a corporation or pass-through entity taxable both within Taxable Year Ending
Commonwealth of Kentucky and without Kentucky that is also a partner or member 12 [ 09
DEPARTMENT OF REVENUE of a limited liability pass-through entity or general partnership) Mo. ¥r.

Regulations 103 KAR 16:090, 103 KAR 16:270 and 103 KAR 16:290

> See instructions.
Attach to Form 720, Form 720S, Form 725, Form 765 or Form 765-GP.

Name of Corporation or Pass-through Entity Federal |dentification Number Kentucky Corporation/LLET Account Number
: 2 11-111111 111111
TripleDips, Inc.
Name Name Name Name Name Name
FEIN FEIN FEIN FEIN FEIN FEIN
KY COp/LLET Acct No. KY COp/LLET Acct No. KY COp/LLET Acct No. KY COP/LLET Acct No. KY COp/LLET Acct No. KY COp/LLET Acct No.
| '
— p N
—— 1. Kentucky sales 1 Te)
1 1
l . TARESAES ... oo ecconiancaeemzannces 2
- f o S e These lines are shown for purposes of matching the lines on Schedule A:no entries are required for these lines. C ns are made on Scheduie A.
—— 4. Sales factor (line 3 multiplied by 2)
—
—— 5. Awerage value of Kentucky real/
|..| gible property S
=
— 8. Awerage value oftotal realtangible
propenty . o ni s el 6
7. Property factor (line § divided by This Eine is shown for purposes of matching the line on Schedule A; no entries are required for this line. Computations are made on Schedule A
line 8)
8. Kentuckypayrofls .........ccococcuaee B
9. Total payrolls ..o @
10.Payroll factor (line B divided by line 8)
11.Total (add lines 4,7 and 10) ’ | : : "
These fines are shown for purposes of matching the fines on Schedule A:no entries are required for these knes. Computations are made on Schedule A
12.Apportionment fraction —line 11
divided by 4 or the number of factors
present (sales representing 2 factors).
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(a4
o SCHEDULE CR PRO FORMA FEDERAL Taxable Year Ending
m Lom ww.s CONSOLIDATED RETURN SCHEDULE 121 o
o c ealth of Kentucky (Attach All Applicable Schedules) * "
= DEPARTMENT OF REVENUE
w Common Parent Corporation Kentucky Corporation/LLET Account Number
c : 3 111111
o) TripleDips. Inc.
(@) Name Super Name Rocky Road, Inc.
W. Consolidated Intercompany _— wM .U_:x_m@ 3t =
U Totals Eliminations
S KY Corp JLLET Acct. No. KY Corp /LLET Acct. No.
+—J
n_nu 1. (a) Gross receipts orsales ... 1(3 160,000,000 115,000,000 30,000,000 15,000,000
e (b) Lessreturns and allowances ... |l
© (c) Bal i(c) 160,000,000 115,000,000 30,000,000 15,000,000
2. Costofgoodssold .............. 2 100,400,000 75,000,000 20,400,000 5,000,000
m: 3. BrOSS Profit -ooooooereeseeceesecrcseerenas 3 59,600.000 40,000,000 9,600,000 10,000,000
o= 4. Dividend G
._QI-“ 5. Interest 5
- — 6. Grossrents ............. 8
ml — 7. Gross royalties ...........ccocouceeceuanreceanens 7
o e 8. Capital gain neti u
9. Net gain or (loss) from Form 4707..... a
= — 10. Other ) 1,000,000 1,000,000
— 11. Total i 1 60,600,000 41,000,000 9.600,000 10,000,000
|— 12. Compensation ofofficers .......... 1
m 13. Salaries and wages 2,000,000 1,500,000 250,000 250,000
= 14. Repairs and
15 Baddebls ..o i
1 16. Rents
— 17. Taxes and licenses _....................
13. interest 18
19. Charitabl ibut 19
20. Depreciation from Form 4562
not claimed on Schedule A
or elsewhere on retum z
21. Depleti 21
22. Advertising 22
23. Pension, profit-sharing, etc..plans.... | 3
24. Employee beneft programs ............. 3.
25. Domestic production activities
28. Other deducti 52,600,000 35,100,000 8,750,000 8,750,000
27. Total deducti 27 54 600,000 36,600,000 9 000,000 9 000,000
28. Taxable income before NOL and ;
o special deducti 28 6,000,000 4,400,000 600,000 1,000.000
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SCHEDULE KCR
Form 720

41A720KCR (10-09)

Commonwealth of Kentucky
DEPARTMENT OF REVENUE

KENTUCKY
CONSOLIDATED RETURN SCHEDULE
(Attach All Applicable Schedules)

Taxable Year Ending
1

Mo. Yr.

Common Parent Corporation

TripleDips, Inc.

111111

Kentucky Corporation/LLET Account Number

Name Super Sprinkles, Inc.

name Rocky Road, Inc.

Toml Famit FEIN

FEIN

FEIN

KY COIp/LLET Acct. No.

KY CopJLLET Acct No.

KY Comp JLLET Acct No.

1. Federal taxable income
(Sch. CRor Sch. CR-C, line 28) ......

6,000,000 4,400,000 600.000

1,000,000

{a] Intercompany eliminations ....... 1@

Additions
2. Interest income (state and
local obligations)

. State taxes based on netigross

w

D it s "

P!

el

o

. Deductions attnibutable to
nontaxable i

=]

. Related party expenses ...
. Dividend paid deduction (REIT) .......

-

. Domestic production activities

dediiets

0. Other (attach schedule)

10. Total (add lines 1 through 9) ...

10

6,000,000 4,400,000 600,000

1,000,000

Subtractions
11. Interest mcome (U.S. obligations) ...

11

12. Dividend i

12

13. Federal work opportunity credi ........

13

14. Depreciation adj t

14

15. Other (attach schedule) ...............

15

16. Net income (line 10 less
fines 11 through 15) ......ccoovevecuneees

16

6,000,000 4,400,000 600.000

1,000,000

17. Less nonbusiness income net
ofrelated expenses ...

17

18. Add Kentucky nonbusiness
income net ofrelated expenses ...

18

18. Kentucky net income (line 16
less line 17 m_ku line 18} ...ooooevnenee

19

6.000.000 4.400.000 600.000

1,000,000
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SCHEDULE LLET-C

LIMITED LIABILITY ENTITY TAX — Continuation Sheet

41AT20LLET-C (10-09)

Commenwealth of Kentucky
DEPARTMENT OF REVENUE

> See instructions.

KRS 141.0401

Attach to Form 720, Form 720S, Form 725 or Form 765.

Taxable Year Ending

(For a corporation or limited liability pass-through entity subject to the limited liability entity
tax that is also a partner or member of a limited liability pass-through entity or general
partnership organized or formed as a general partnership after January 1, 2006)

09
Yr.

Name of Corporation or Limited Liability P ass-through Entity

Federal Identification Number

Kentucky Corporation/LLET Account Number

TripieDips. THc. 11-111111 111111
name Cookies and Name Name
Cream, LLC
Cormoratby orLim it2d FEIN FEIN FEIN

Labity Pass-tirorgi Extty

KY Cop./LLET Acct No.

KY CompJLLET Acct No.

KY Cop./LLET Acct No.

Section A — Total from Kentucky Sources EMgRen Total
- 1. KENtUCKY GrOSS fECEIDES .....o..ooooooe oo £4,000,000
m 2. Kentucky returns and allowances ..., y
= 3. Kentucky gross receipts after returns and
W allowances (line 1 less line 2). Enter the total on
= Schedule LLET, Section A, Column A, Line 3. ... : 64,000,000 800,000 64,800,000
W 4. Kentucky cost of goods S0l ...........o..cooeooeiiceeeeea ; 40,000,000
m 5. Kentucky gross profits (line 3 minus line 4). Enter
= the total on Schedule LLET, Section A, Column A,
— Line 5. A S| 24,000,000 800,000 24,800,000
Section B — Total From All Sources
1. GrOSS MBOBIPLS oot eemnmsneeae 160,000,000
2.Retumns and allowanCes ........c....oooiiiiiiieeesii e,
3. Gross receipts after returns and allowances
(line 1 less line 2). Enter the total on Schedule
LLET, Section A, Column B, Line3. ... . 160,000,000 2,000,000 162,000,000
4 Co8t 0f OOUS SOI . 7u:iss i e i 100,400,000
5. Gross profits (line 3 minus line 4). Enter the
total on Schedule LLET, Section A, Column B,
S O e o o S e S R R O iR 59,600,000 2,000,000 61,600,000
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SCHEDULE LLET-C . i Page2
LIMITED LIABILITY ENTITY TAX — Continuation Sheet
41A720LLET-C (10-09) (For a corporation or limited liability pass-through entity subject to the limited liability entity
Commonwealth of Kentucky tax that is also a partner or member of a limited liability pass-through entity or general
DEPARTMENT OF REVENUE partnership organized or formed as a general partnership after January 1, 2006)

KRS 141.0401

> See instructions. Attach to Form 720, Form 720S, Form 725 or Form 765.
Name of Corporation or Limited Liability P ass-through Entity Federal |dentification Number Kentucky Corporation/lLLET Account Number
2 = 11-111111 111111
TripleDips, Inc.
Name Name Name Name Name
FEIN FEIN FEIN FEIN FEIN
KY COIpJLLET Acct No. KY COJLLET Acct No. KY CopJLLET Acct No. KY COmpJLLET Acct No. KY COPJLLET Acct. No.
Section A — Total from Kentucky Sources

-

.Kentucky grossreceipts ....................
. Kentucky returns and allowances

&)

ot

Kentucky gross receipts after returns and
allowances (fine 1 less line 2). Enter the total on
Schedule LLET, Section A, Column A, Line 3. ...

Ey

. Kentucky cost ofgoods sold ...............coooiiiiiriis

w

. Kentucky gross profits {(line 3 minus line 4).
Enter the total on Schedule LLET, Section A,
Colurmn A, Lines. ... ... aariaeeaee

Section B — Total From All Sources

1 GIDSE TRCRIIRS ... ... coomer e rvemmmsesonmranessaremmmsmsas s ammanss smmme
2. Returns and allowances ...

3. Gross receipts after returns and allowances
(line 1 less line 2). Enter the total on Schedule
LLET, Section A, Column B, Line 3. ..

4.Costofgoodssold ..................ocoiceniies

5. Gross profits (line 3 minus line 4). Enter the
total on Schedule LLET, Section A, Column
B R e S A R P R
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Mo. Yr.
Commonwealth of Kentucky
T MENT O VRN LIMITED LIABILITY ENTITY TAX
> See instructions. KRS 141.0401 Member of a Combined Group
» Attach to Form 720, Form 720S, Form 725 or Form 765. 4 Reason Code
Name of Corporation/Limited Liability Entity Kentucky Corporation/LLET Account Number
TripleDips, Inc. 111111
D If the corporation or limited liability pass-through entity is a partner, member or shareholder of: (i) a limited liability pass-
through entity; or (ii) a general partnership organized or formed as a general partnership after January 1, 2006, check this
box and complete Schedule LLET-C and enter the total amounts from Schedule LLET-C in Section A of this form.
Section A — Computation of Gross Receipts and Gross Profits
Column A Column B
Kentucky Total
1: GrOSS re RPN S S S O B S n LS S Sy 1 64,800,000 162,000,000
2. Returns and alloOWanCeS . ... 2
3. Gross receipts after returns and allowances
(line 1 minus line 2 or amount from Schedule LLET-C) .............ccoocoeeen. 3 64,800,000 162,000,000
&, TCOSEOF GO0AS SOI ..o siss s o By o o e S o i 4 40,000,000 100,400,000
5. Gross profits (line 3 minus line 4 or amount from Schedule LLET-C) ....... 5 24,800,000 61,600,000
Section B — Computation of Gross Receipts LLET
1. If gross receipts from all sources (Column B, line 3) are $3,000,000
or less, STOP and enter $175 on Section D, line 1 ...l 1
2. If gross receipts from all sources (Column B, line 3) are greater than
$3,000,000 but less than $6,000,000, enter the following:
(Column A, line 3 x 0.00095) — [sz,eso X (Sﬁ,ﬂﬂﬂ,ﬂﬂn;.(lnmmn.&__hnej)]I
$3,000,000
but in no case shall the result be lessthan zero ... 2
3. If gross receipts from all sources (Column B, line 3) are $6,000,000
or greater, enter the following: Column A, line 3x 0.00095 ..................... 3 61,560
4. Enterthe amountfromline 2 0r line 3 ... 4 61,560
Section C — Computation of Gross Profits LLET
1. If gross profits from all sources (Column B, line 5) are $3,000,000
or less, STOP and enter $175 on Section D, line 1 ..........ooooooiiiiiiicees 1
2. If gross profits from all sources (Column B, line 5) are greater than
$3,000,000 but less than $6,000,000, enter the following:
(Column A, line 5x 0.0075) — [822,500 X (;ﬁ,ﬁQQ.QQQ;QﬂumA__hng_ﬁj]l
$3,000,000
but in no case shall the result be lessthan zero ... 2
3. If gross profits from all sources (Column B, line 5) are $6,000,000
or greater, enter the following: Column A, line 5x 0.0075 ....................... 3 186,000
4. Enterthe amountfromline 2 0rline 3 .............ccoooiiiiiiiinniiieieees B 186,000
Section D — Computation of LLET
1. Enterthe lesser of Section B, line 4 or Section C, line 4 on this line or
if -0-, enter $175 on this line and on Form 720, Part |, line 1; and for
Form 7208, 725, or 765, enteron Partll, line 1 ..o 1 61,560

@ Mark the applicable Receipts Method box on Form 720, Form 720S, Form 725 or Form 765, page 1, item B.
1015
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KEY POINTS for CONSOLIDATED RETURNS

Elective Consolidated Returns

Could include companies that do not have nexus with Kentucky

NOL was applied post-apportionment
Election period must begin before January 1, 2005
Election is binding for ninety-six months

o Cannot cancel just to begin and extend period

Must be ninety-six consecutive months

Elections are made on Kentucky Form 722

Elections ending on or after 12/31/2005 may not be renewed
o Affiliated groups are then subject to Mandatory Nexus

= Loss incurred in a Separate Return Loss Year deducted cannot exceed
member’s contribution to the consolidated taxable income

Mandatory Nexus Consolidated Returns

Only includes companies with Kentucky nexus
NOL is applied pre-apportionment
Companies included in the group have to be owned by an 80 percent plus
share by their parent
Prior year NOL carried into the mandatory nexus group should always be
verified  (make sure pre-apportioned amounts used)
Theoretically the last line of the KCR for each company should match the
amounts entered on the Schedule NOL columns A and B
The TOTAL column of the KCR should match the 720 exactly
o Common error: company may omit entering all of the amounts
onto the KCR which in turn causes the numbers carried over to the
Schedule NOL to be incorrect.
The sum of all the losses and income on the SCH NOL (sum of line 3)
should equal the income before apportionment on the 720 (2009 Form
720, Part Il Line 16)
Every Mandatory Nexus return should include a Schedule KCR and Schedule
CR, and
Schedule NOL.
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Net Operating Loss
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NET OPERATING LOSS

A corporation’s net operating loss
(NOL) is the excess of allowable
deductions over gross income in the
same tax year with certain
adjustments, resulting in a negative
taxable income. Put simply, the
company has lost money for this tax
year. This generally occurs when a
company has incurred more
expenses than revenues during the
period.

Under U.S. federal income tax law,
if a company has a net operating
loss, it can apply this tax relief in
two ways or through a combination
of both. Losses may be carried back
or carried forward within certain
restrictions. If it meets the criteria,
the company can apply the net
operating loss to their past income
tax liabilities via a carryback and/or
apply the loss via a carryforward to
reduce or eliminate future income
tax liabilities.

Under Kentucky tax law, depending
on the tax year(s) involved, the
same options may or may not be
available. Because NOLs may be
applied over a long period of time
and differences in Kentucky and
federal income tax laws, the
treatment of NOLs is determined by
laws in effect specific to tax years.

It should be noted that because of
the adjustments necessary due to
the differences between Kentucky
and federal law, the net operating
loss reflected on the federal Form

1120 may not necessarily be the
same for Kentucky purposes. Thus,
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Kentucky Form 720 may reflect
different amounts.

Consolidated Net Operating Loss

A consolidated net operating loss
arises when the combined income or
losses of all the members results in
a negative amount. This s
computed by first combining the
separate taxable income or net
operating loss of each member
under the provisions of Treas. Reg.
Section 1.1502-12. Then
adjustments must be made under
Treas. Reg. Section 1.1503-21(f)
for the following consolidated
items:

1. Consolidated capital gain net
income;

2. Consolidated IRC Section 1231
net loss;

3. Consolidated
contributions deduction;
4. Consolidated dividends - received
deduction (without regard to any
limitations based on consolidated
taxable income);

5. Consolidated dividends - paid
deduction (without regard to any
limitation based on combined
taxable income of the public utility
members).

charitable

If the result of the computation is a
negative amount, then there is a
consolidated net operating loss for
the year. If there is a consolidated
net operating loss for the year, no
losses may be carried over or back
even by a member that had income
for the year on a separate basis.




Relevant Kentucky Statutes

The statutory authority for NOLs can
be found in Chapter 141 of the
Kentucky Revised Statutes (KRS) and
in Chapter 16 of the Kentucky
Administrative Regulations (KAR).

Statutes specific to treatment of
mandatory  nexus  consolidated
returns, elective consolidated
returns, and separate entity returns
that involve NOLs include:

= KRS 141.010
= KRS 141.011
= KRS 141.200

Relevant regulations include:

= 103 KAR 16:030
= 103 KAR 16:250

NOL RULES

Making the Election to Forego
Carryback

Under IRC Section 172 the
corporation can elect to carry back
the NOL or carry the NOL forward
and forego the carryback period.
The election is made with a timely
filed loss year return, including
extensions, but once made, cannot
be rescinded. Corporations are
subject to Kentucky rules regarding
carrybacks and carryforwards of
NOLs for Kentucky tax purposes.

Carryback/Carryforward Rules

Federal rules have changed several
times since the last code update;
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however, the information presented
in this manual will focus on the
Kentucky rules that apply to
carryback/carryforward periods.
Information on important Kentucky
rules follows.

Before 1/1/2005

Kentucky taxpayers had the option
to carry back or carry forward NOLs
if they made a proper election.

After 12/31/2004

KRS 141.011 reads as follows: “the
net operating loss carryback
deduction shall not be allowed for
losses incurred for taxable years
beginning on or after January 1,
2005.

As a result, Kentucky taxpayers
must carry forward NOLs that occur
after January 1, 2005.

Over the vyears, the rules that
determine the ability to carry back
or carry forward a NOL have
changed many times. In addition,
because of differences between
federal and Kentucky law the
carryback or carryforward rules also
differ. The charts that follow
highlight the differences between
federal and Kentucky
carryback/carryforward rules.




Net Operating Loss

Net Operating Loss - FEDERAL Treatment

Loss Incurred in Tax Year Beginning Carryback | Carryforward

On or before 8/5/97 3 years 15 years
After 8/5/97, but before 1/1/2000 2 years 20 years
After 8/5/97, but before 1/1/2000 - Farm Loss 2 years 20 years
On or after 1/1/2000 forward 2 years 20 years
On or after 1/1/2000 forward - Farm Loss 5 years 20 years
For subsquent tax years, refer to Master Tax Guide, Varies Varies
Net Operating Losses, Paragraph 1179

Net Operating Loss - KENTUCKY Treatment
Loss Incurred in Tax Year Beginning Carryback | Carryforward
On or before 8/5/97 3 years 15 years
After 8/5/97, but before 1/1/2000 2 years 20 years
After 8/5/97, but before 1/1/2000 - Farm Loss 2 years 20 years
On or after 1/1/2000 forward 2 years 20 years
On or after 1/1/2000 forward - Farm Loss 5 years 20 years
On or after 1/1/2005 forward N/A 20 years

Note: Short-period returns are counted as a carryback or carryforward year
for purposes of computing the total years available to claim the NOL.

A taxable year for which a Kentucky return is not required to be filed is

counted as a year in computing the total number of years available to claim
the NOL.
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Absorption Rules

The general rule for consolidated
net operating losses is the same as
for single corporations.

They should be carried back to the
immediately preceding three years
and then forward to the succeeding
fifteen years in chronological order
(back 2 vyears forward 20 years
depending on the year of the loss).
(Although a parent can make a one-
time election under IRC section
172(b) (3) (C) to relinquish the
carryback years.)

The absorption rules which are
contained in Treas. Reg. section
1.1502-21 are as follows:

= Losses are absorbed in the
earliest carryback or
carryover year in the order of
the taxable years in which
the losses were sustained
(starting with the earliest
loss year).

= Losses from taxable years
ending on the same date are
applied on a pro rata basis.

Limitations for Elective
Consolidated Filers

A consolidated net operating loss
deduction can include any and all of
the following types of carryovers or
carrybacks:

* From separate return
limitation years - In general,
carryovers, or carrybacks
from years when the member
was not included in the
affiliated group are limited to

- 68 -

that member’s current
contribution to the taxable
income of the group.

From separate return years
- This would be from when
the member was already a
member of the group but not
included in the consolidated

return. (No special
limitations).

From other consolidated
return years - No special
limitations.

From CRCO vyears - |In
general, carryovers  are

limited to the current taxable
income of the old members.

Consolidated Return Change
of Ownership (CRCO) - see
definition in appendix.

From BIDs - In general,
current year BIDs are offset
against income before

allowance of NOL carrybacks
or carryovers. BID carrybacks
or carryovers lose their
character as BIDs in the years
they are carried to and are
treated the same as any
other NOL carryback or
carryover coming from that
particular year (i.e., subject
to the limitations that apply
to loss carrybacks or
carryovers from SRLYSs).

Built-In-Deduction (BID) - see
definition in appendix.




50% Limitation for Mandatory
Nexus Consolidated Filers

KRS 141.200 (11) (b) states, in
part, the following:

Includible corporations that have
incurred a net operating loss shall
not deduct an amount that exceeds,
in the aggregate, fifty percent
(50%) of the income realized by the
remaining includible corporations
that did not realize a net operating
loss. The portion of any net
operating loss limited by the
application of this subsection shall
be available to carry forward in
accordance with KRS 141.011.

The practical application of this
concept is accomplished by using
Schedule NOL. Section A, Line 4 of
this form instructs you to limit the
total of Kentucky net income by 50
percent.

Pre-apportionment vs. Post-
apportionment

Different rules apply for different
years when determining whether
the NOL amount to carry forward
should be calculated on a pre-
apportionment or post-
apportionment basis.

For tax years prior to 2005:
= The amount to carry forward

should be calculated on a
post-apportioned basis.
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For tax years after 2004:

= The amount to carry forward
is also based on a post-
apportioned basis for both
elective consolidated and
separate entity returns.

= However, losses carried to
mandatory nexus
consolidated returns must be
recalculated on a pre-
apportioned basis.  This
means that any losses
remaining from a 2004 return
available to carry forward
must also be recalculated on
a pre-appointed basis.

Suspended Losses

Losses that cannot be used in the
current year are suspended for
possible use in future years. Due to
House Bill 1, enacted during the
2006 Extraordinary Session, some
entities may find themselves with a
NOL that they cannot carry forward
so it must be suspended.

This is due to the fact that under
the law changes limited liability
pass-through entities no longer
meet the definition of a corporation
and thus are treated differently for
tax purposes. At a later time, if
they meet the qualifications to be a
corporation, they may be able to
make use of the suspended loss.
However, it is possible that they
may never be able to take
advantage of the suspended loss.




Separate Return Limitation Year
(SRLY) Rules

A separate return limitation year
(SRLY) is a vyear when the
corporation was not a member of
the affiliated group. This rule limits
the amount of a deduction, loss or
credit to the income of the separate
member corporation in a
consolidated return year, because it
filed a separate return or was part
of another affiliated group for the
year in which the tax attribute
originated.

An affiliated group of corporations
that is now required to file a Nexus
Consolidated Return may be
composed of a group of corporations
that were all filing separate entity
Kentucky returns prior to the law
change as a result of House Bill 272
in 2005. If any of those separate
entity filers had a net operating loss
carry forward for the most recent
period that began prior to January
1, 2005, that separate entity loss
may be carried forward to the first
return filed under the nexus
consolidated rules, provided that
the affiliate had Kentucky
corporation income tax nexus for
the separate return periods that
generated the loss.

The principle behind SRLY is that
carryovers and carrybacks of certain
tax attributes from a Separate
Return Year (SRY) should be allowed
for a consolidated return year, only
to the extent it would have been
allowed had the member filed a
separate return. That is, to the
extent of that member’s
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contribution to the consolidated
taxable income.

Note: There must be consolidated

taxable income before the NOL
carryover or carryback may be
applied.

If the affiliate did not have nexus
with Kentucky for the separate
return periods, then a net operating
loss cannot be carried forward to a
nexus consolidated return period
that begins on or after January 1,
2005.

Note: Any separate return loss that
is carried forward to a nexus
consolidated return must be
reflected on Schedule NOL, Part I,
Line 5. A supplemental statement
must be attached to Schedule NOL
that reflects a breakdown of the
separate year return loss(es) carry
forward amounts per subsidiary.

The SRLY rules apply to:

» NOLs

» Net Capital Loss

« Investment Credit
 Foreign Tax Credit




Lonely Parent Rule

An exception to SRLY is the separate
return years of the common parent
(Treas. Reg. Section 1.1502-1(f)
(2) (i)). Referred to as the lonely
parent rule, it treats the common
parent as constituting a
consolidated group even when it has
no subsidiaries.

Built-In Deduction (BID)

The second rule that limits the
amount of a carryover loss or
deduction to a consolidated return
year is the built-in deduction. A
built-in deduction is a deduction or
loss of a corporation which was
economically accrued in a separate
return year and carried over in the
form of a net operating loss or net
capital loss to a consolidated return
year (Treas. Reg. Section 1.1502-
15(b)).

This occurs when a corporation
which is a member of an affiliated
group acquires another corporation
which becomes a member of the
group and the assets of the new
members are generally retained in
the transaction. At the time of
acquisition, the total adjusted basis
of the assets is measured against
their total fair market value. If the
fair market value is less than the
adjusted basis, an economic loss is
accrued. No tax consequences arise
at this time. Later, when the asset
is sold at a loss during a
consolidated or separate year,
certain ramifications of these sales
occur.
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Generally, the portion of the loss
accrued before the date of
acquisition is limited in the amount
which may be deducted on the
consolidated return. This limitation
is the same as the separate return
limitation year because only income
or gain of the member who disposed
of the asset may be used to offset
the loss. If there are not sufficient
gains to offset the loss, it becomes
a net operating loss or capital loss
carryforward or carryback. This is,
in effect, the built-in deduction
rule. The portion of loss or
deduction is subject to the same
limitation as the separate return
limitation rule.

This rule is in effect so a
consolidated group cannot acquire
losses to offset its profits. This is
the same principle as in the
separate return limitation year rule.
Without the rule, if the corporation
which was acquired with the assets
sells the assets, immediately after
the acquisition, the consolidated
group would have a loss to offset
against its income (ordinary and
capital). The loss is not a result of
anything that occurred while the
newly acquired corporation was a
member of the group but instead it
was a result of the decrease in fair
market value before the member
joined the group. Therefore, in
effect, the group is acquiring the
loss.




Consolidated Return Change of
Ownership (CRCO)

A consolidated return change of
ownership (CRCO) occurs when any

one or more of the top 10
shareholders own, directly or
indirectly:

1. More than 50 percentage
points of the fair market
value of the common
parent’s stock at the end of
the year of change than they
owned at the beginning of
the year or the beginning of
the prior year;

And

2. Increase in ownership due to
purchase from an unrelated
person or as a result of
liquidation or redemption of
stock of the common parent.

Example

If a shareholder owned 20 percent
of Glacer (the common parent)
stock at the beginning of the year
and 41 percent at the end of the
year, there has not been a CRCO.
Although the shareholder’s
percentage of ownership has
increased by more than 50 percent,
there is only an increase of 21
percentage points.

If the shareholder ownership
increases to 71 percent the
following year there would be a
CRCO, since there would have been
a 51 percentage point increase in
the beginning of the year preceding
the year of change.
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The purpose of the CRCO rules is to
preclude a group from using losses
by acquiring profitable subsidiaries
after an infusion of new capital.

Corporations which were members
of the group immediately preceding
the year of the change in ownership
may carryover NOLs to the year of
change or subsequent years to the
extent of the consolidated taxable
income of the old members in such
year. NOLs of the old members in
the year of change are not affected.




Kentucky Net Operating Loss Key

Points

The affiliated group shall
apply the provisions of 26
U.S.C. 172 for Kentucky
income tax purposes to any
net operating loss as follows:
The carryback/carryover
rules of Internal Revenue
Code Section 172 apply for
Kentucky except for the
restrictions of KRS 141.011.
The election to forego the
carryback (IRC Section
172(b) (3) (c)) shall be made
by the group.

The statement will be
attached or included with the
consolidated Kentucky
return.

The amount of any net
operating loss that may be
deducted in any carryback
year or any carryforward year

shall be limited to the
Kentucky taxable net income
before the Kentucky net

operating loss deduction of
the group in the carryback or
carryforward year.

If the returns for both the
year of the loss and the year
to which the loss is carried
are filed on a consolidated
basis, and the composition of
the group is the same for
both the year of the loss and
the carryback/carryforward
year, it will be audit
procedure to carryback or
carryforward the
consolidated Kentucky net
operating loss and deduct
same from the consolidated
Kentucky taxable net income.
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If the returns for both the
year of the loss and the year
to which the loss is carried
are filed on a consolidated
basis, the answer is simply
the combined KNOL will be
carried back or forward and
deducted from consolidated
KTNI. However, this implies
that the composition of the
group has not changed. In
those cases where the
composition of the group is
different, it will be necessary
to break the loss or income of
the year down to a separate
entity basis.

When a corporation incurs a
Kentucky Net Operating Loss
in a separate return year and
subsequently carries that loss
to a consolidated return year,
it is necessary to determine if
the deductible amount s
limited. A limitation is
imposed if the loss year is
considered a separate return
limitation year (SRLY). A
SRLY means any loss year for
which a separate return was
filed, except where the
corporation was a member of
the affiliated group for the
entire year that the separate
return loss incurred or the
corporation is the parent
(lonely parent rule) in the
year to which the loss is
being carried. The amount of
loss incurred in a SRLY that
may be deducted in a
consolidated year cannot
exceed that member’s
contribution to the
consolidated taxable income.




Computation of the Kentucky Net Operating Loss Deduction

= The group shall apply the provisions of 26 U.S.C. 172 for Kentucky
income tax purposes to any net operating loss as follows:

= The carryback/carryover rules of IRC Section 172 apply for Kentucky
except for the restrictions of KRS 141.011.

» The election to forego the carryback IRC Section 172(b)(3)(c)) shall be
made by the group.

The statement will be attached or included with the Kentucky return filed for
the group. In lieu of a statement, for tax years 1994 forward, the corporate
entity can check the proper box on the Kentucky Corporation Questionnaire
filed with the Kentucky return of the loss year.

The amount of any net operating loss that may be deducted in any carryback
year or any carryforward year shall be limited to the Kentucky taxable net
income before the Kentucky net operating loss deduction of the group in the
carryback or carryforward year.

If the returns for both the year of the loss and the year to which the loss is
carried are filed on a consolidated basis and the composition of the group is
the same for both the year of the loss and the carryback/carryforward year,
then carry back or forward the consolidated Kentucky net operating loss and
deduct the same from the consolidated Kentucky taxable net income.

If the returns for both the year of the loss and the year to which the loss is
carried are filed on a consolidated basis, the consolidated KNOL will be carried
back or forward and deducted from consolidated KTNI. However, this implies
that the composition of the group has not changed.

In those cases where the composition of the group is different, break the loss
or income of the consolidated year down to a separate entity basis. This is
accomplished by means of a formula that is designed to fairly determine that
portion of the consolidated loss attributable to each company.

-74 -




Net Operating Loss

Apportioning Consolidated Losses when Group Dynamics Change
When the composition of a consolidated group changes from year to year,

losses must be apportioned on a separate entity basis in order to obtain the
correct amount available for carryback or carryforward.

Use the following formula to apportion those losses:

KY Net Loss (Before
Apportionment) of Separate

Corporation . Separate Corporation
X T Col;Fb'Sed EY = Portion of Combined KY
Total KY Net Losses of All axable Net (Loss) Taxable Net (Loss)
Corporations in Consolidated
Group

Any unused Kentucky net operating loss incurred by a corporation prior to
becoming a member of the group can be carried forward and applied against
the business income apportioned to Kentucky once such corporation becomes a
part of the group.

Impact on Consolidated Returns

NOLs can be very difficult to understand when consolidated returns are
involved. There are many different scenarios dealing with carrybacks and
carryforwards, separate returns, changes to the make up of consolidated
groups, etc. The examples that follow illustrate many of these scenarios when
a NOL is involved.
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Net Operating Loss
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Net Operating Loss

NET OPERATING LOSS
EXAMPLES

Example 1: Separate Return Loss Year Carryforward Example to
Mandatory Nexus Consolidated Group

Example 2: Carryforward of Elective Consolidated Loss to
Mandatory Nexus Consolidated Group
Example 3: Mandatory Nexus NOL Calculation

Example 4: Pre-Apportioned Losses vs. Post-Apportioned Losses

Example 5: Using a Spreadsheet to Track NOLs
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EXAMPLE 1: SEPARATE RETURN LOSS YEAR CARRYFORWARD EXAMPLE

The example below illustrates the concept of carrying forward losses when a
separate entity filer becomes part of an affiliated group.

Full Moon, Inc. and New Moon, Inc. were separate entity filers for 2004. In
2005 they became part of an affiliated group that included the parent, Moon
Phases, Inc. and another affiliate, Half Moon, Inc.

Separate Returns Tax Year Ending 12/31/2004 FACTS:

Full Moon, Inc. files a separate return showing ($50,000) loss.
New Moon, Inc. files a separate return showing ($25,000) loss.

NOTE: The above losses are pre-apportioned, as well as the income to which
they will be applied.

Consolidated Return Tax Year Ending 12/31/2005 FACTS:

Moon Phases, Inc. has income of $100,000

Full Moon, Inc., subsidiary has income of ($25,000)
New Moon, Inc., subsidiary has income of ($20,000)
Half Moon, Inc., subsidiary has income of $50,000

Total 2005 Kentucky Net Income: $105,000
[$100,000 + $50,000 + ($25,000) + ($20,000)]

NOL Computations for 2005:

2004 Carryforward Amounts: $50,000 + $25,000 = $75,000
2005 Losses: $25,000 + $20,000 = $45,000

Total Losses Available for 2005: $120,000

Apply 50% Loss Limitation

Positive income = $150,000 ($100,000 + $50,000)

50% = $75,000

Therefore, $75,000 is allowed as loss on 2005 return

NOL Available for 2006

$75,000 of $120,000 used on 2005 return

Therefore, $45,000 is available to Carryforward to 2006
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Net Operating Loss

The following chart illustrates the three tax years for the various groups in

Example 1.

2004
Separate Returns

2005

Full Moon, Inc.
($50,000)

Nexus Consolidated Group
(pre-apportioned NOLSs)

New Moon, Inc.
($25,000)

Moon Phases, Inc.
$100,000

il

Full Moon, Inc.
($25,000)

New Moon, Inc.
($20,000)

Half Moon, Inc.
$50,000

2006

Moon Phases, Inc.
$45,000 available
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Net Operating Loss

EXAMPLE 2: CARRYFORWARD of ELECTIVE CONSOLIDATED LOSS to NEXUS
CONSOLIDATED GROUPS

This example illustrates the carryforward of a post-apportionment elective
consolidated loss to two separate mandatory nexus consolidated groups.

Final Elective Consolidated Return for 12/31/05

Income (loss) after apportionment:

Oceans, Inc. (5100,000)

Pacific, Inc. $50,000

Indian, Inc. (525,000)

Atlantic, Inc. $5,000

Consolidated (570,000) = Kentucky NOL carryforward amount

12/31/2005 Final Elective Return

/ Oceans Inc. / Pacificlnc. \ / Indianlnc.  / Atlanticlnc. \

The consolidated group’s dynamics changed for 2006 which resulted in the four
corporations from the group becoming two separate mandatory nexus groups.
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Net Operating Loss

Group 1 for 12/31/06 Group 2 for 12/31/06
Net income: Net income:
Oceans, Inc. $100,000 Indian, Inc. $50,000
Pacific, Inc. $50,000 Atlantic, Inc. $25,000

12/31/2006 Group files first Mandatory
Nexus return; files under 2 groups

Group 1 Group 2

/" Atlantic Inc;\\

What is the allowable share of the consolidated loss for each group and how is it
determined?

First, the consolidated loss is $70,000. So the next step is to determine what portion of
the $70,000 is available to each group.

How is the $70,000 KY NOL apportioned?

Group 1

/ Oceans Inc. $70.,000 actual
/ X |loss available
/" Total Loss -

- (8125000) $56,000

Group 2

/" Indian Inc. $70,000 actual
X loss available
/" Total Loss -
,000 $14.,000
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Net Operating Loss

Determining Loss Amounts

To make that calculation, there are two important points to remember in
allocating the loss to each new group:

» The total 2005 losses of the elective consolidated group
= The amount of that loss that is attributed to the member(s) of the
mandatory nexus group

Total Losses of the elective group = $125,000 (Oceans, Inc. /$100,000 &
Indian, Inc. /5$25,000)

Group 1 consists of Oceans, Inc. and Pacific, Inc. So the amount of loss from
2005 that is attributable to Group 1 is $100,000.

Group 2 consists of Indian, Inc. and Pacific, Inc. So the amount of loss from
2005 that is attributable to Group 2 is $25,000.

Then you divide the loss brought to the new group by total losses and multiply
that by the amount of the consolidated loss to determine each group’s portion.
Those calculations for each group are as follows:

Group 1: $100,000/$125,000 x $70,000 = $56,000
Group 2: $25,000/$125,000 x $70,000 = $14,000

Next apply the 50% Limitation.
Group 1: $150,000 x 50% = $75,000, so they are allowed the full $56,000.

Group 2: 575,000 x 50% = $37,500, so they are allowed the full $14,000.
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Net Operating Loss

EXAMPLE 3: MANDATORY NEXUS NOL CALCULATION

This example illustrates the use of a carryforward from 2004 to 2005 and 2006
for a mandatory nexus group. Here are the facts needed to determine the
allowable loss for each year.

2004

A $12,000 (pre-apportioned) NOL is available to the group for carryforward to
next year.

2005

The mandatory nexus group consists of:

Elements, Inc. (Parent) $100,000 income
Earth, Inc. $50,000 income
Wwind, Inc. (580,000) income
Fire, Inc. (510,000) income
Water, Inc. $12,000 income
Consolidated Net Income: $72,000

2006

The same group has the following income:

Elements, Inc. (Parent) $40,000 income
Earth, Inc. $60,000 income
Wind, Inc. $30,000 income
Fire, Inc. (540,000) income
Water, Inc. (58,000) income
Consolidated Net Income: $82,000
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Net Operating Loss

Problem:

Based on the previous facts, determine the correct amount of Kentucky NOL
available for carryforward for each year.

Solution:
Prepare appropriate 2005 and 2006 Kentucky forms to determine NOL amount.
Required Kentucky Forms:

= 720 Corporation Return (2005 and 2006)
= Schedule NOL (2005 and 2006)

2005 TAX YEAR

STEP 1:

Starting with the 2005 year, which is the first year available for carryforward,
complete Schedule NOL. Because this a mandatory nexus consolidated filing,
complete Part 1 only.

» First, complete Line 3, columns A and B. Based on the facts the results
should be as follows:

Column A = $162,000
Column B = $90,000 (always enter as a positive)

= Next, complete Line 4, to determine limitation amount. The result
should be:

$81,000 ($162,000 x 50%)
= Next, complete Line 5, prior year NOL carryforward. Based on the 2004
information the result is:

$12,000

= Next, complete Line 6 totals of the net losses of the group and the prior
year carryforward. The result is:

$102,000
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= Next, complete Line 7 if Line 3, column B (total net losses of group) is
greater than Line 4, Column A (limitation amount). The result is:

$9,000 = Disallowed Loss

Because this is a disallowed loss, it must be added back to income.
Thus, the $9,000 flows to the 720 and is entered as an add-back to
income on Part 1, Line 17 of the Kentucky 720. The end result is that
the income for this group increased from $72,000 to $81,000.

STEP 2:

Section B, Current Year Loss Disallowed and NOL Carryforward must be
completed to determine amounts available for the 2006 tax year.

First, complete Line 1, current year loss disallowed as per instructions. In
this example, the total losses of $102,000 (2004 NOL carryforward +
Kentucky net losses of the group) exceed the limitation amount of $81,000,
so the result is:

$21,000
Next, complete Line 2, prior year carryforward. The result is:

$12,000
Next, complete Line 3, prior year carryforward used this year. This amount
is the lesser of the 2004 carryforward amount or the limitation amount. The
result is:

$12,000
Next, complete Line 4, which is the total of the disallowed loss on Line 1
plus the prior year carryforward from Line 2 less the amount of
carryforward used on Line 3. The result is:

$21,000

This result is the amount of carryforward available for the 2006 tax
year.

COMPLETED FORMS for 2005 FOLLOW
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Net Operating Loss

720 K K Kentucky Corporation Income Tax Return
41A720 ?..'.'L'.,‘,‘.’my (Pass-Through Corporations Use Applicable Forms) 2005
Qepartiment of Revemue > See separate instructions. Tuxuble ¥ eax: Ending
12 | 2005
Taxable period beginning , 2005, and ending , 200 S Mo. Yr.
A [ffiling consolidated, B Federal C Kentucky Corporation
:””‘; the.a;lmpvriate Identification Number Account Number
PSS Name of Corporation or Affliated Group (Place preaddressed label here ; othenwise print or fype.) State and Date of Incorporation
Consabdated lements, Inc.
Hection Number and Street Principal Business Activity in KY
Made prior
to 2005, attach
Form 722. City State ZIP Code Telephone Number NAICS Code Number
(Relating to Kentucky Activity)
(See www.census gov)
Mandatory D Name of Common Parent Kentucky Corporation Account Number
Nexus Elements. Inc. 100000
E Check if applicable: No packet required for 2006 Initial return Final return (attach explanation)
Short-period return (attach explanation) Change of name Change of address
PART |I—TAXABLE INCOME COMPUTATION 1 PART_III—TAX COMPARISON
1. Federaltaxable income (Form 1120, line 28; 1. Income tax from Part | (muitiply fine 21
Form 1120A, Ene 24). by rates) (see instructions)
ADDITIONS: 2. Aternative minimum (AMC) (lesser of
2. Interestincome (state and local obligations) Partli.line2orline5)...............................
3. State taxes based on net/gross income................ PART IV—TAX COMPUTATION
4. Depreciation adjustment 1. Taxliability (Part Ill, greater ofline 1, line 2
5. Deductions attributable to nontaxable income....... or $175 mini ) 175
6. Related party exp 2. Recycling/composting equipment tax credit
7. Pass-through loss(es) from other corporation(s) PR oo oo mce b o it e
subjectto Kentucky corporation income tax........... 3. Total (add lines 1 and 2) (if $175 minimum,
8. Other (attach schedule) skip lines 4 through 15 and enter on fine 16) ...... 175
8. Total (add lines 1 through 8). 4. E ic development tax credits .....................
SUBTRACTIONS: 5. Historic preservation restoration tax credit .
10. Interesti (U.S. obligations) 8. Unemploymenttax credit .............ccoccocucnne
11. Dividend i 7. Recycling/composting equipment tax credit
12. Federal work opportunity credit 8. Coal conversion tax credit ...........ccocoevcnes
13. Depreciation adjustment 9. Enterprise zone tax credit ................
14. Pass-through income from other corperation(s) 10. Kentuckyinvestment fund tax credit
subjectto Kentucky corporation income tax........... 11. Coal incentive tax credit
15. Other (attach schedule).......... 12. Quakfed research facilty tax credit .
16. Net income (line 9 less lines 10 through 15)......... 72.000{13. GED incentive tax credit
17. Current net operating loss adjustment 14, ol Y ENir | diati
(Mandatory Nexus only).............ocoocueeeuememecesesanes 5.000 tax credit (Brown§elds) ...........ooovoemeeeeeaans
18. Kentucky net income (add lines 16 and 17)......... 81.000]15. Biodieseltax credit ........c..coocveceurrremrenecee
198. Taxable net income 18. Net tax liability (ine 3 less lines 4
(attach Schedule Aif applicable) through 15) ($175 mini ) 175
20. Net operating loss deducts 17. Esti d tax payments ..
21. Taxable net income (after NOLD) 18. Extension tax payment ...
(line 19 less line 20) 19. Prior year's credit
PART II—ALTERNATIVE MINIMUM (AMC) 20. Tax due (line 18 less lines 17 through 19) .......... 175
Gross Receipts 21. Tax overpayment
1. K ky gross receipts (less Kentucky 22. Credited to 2008
returns and allowances) 23.  Amount to be refmded‘ine 21 less ne 22) ..
2. Tax (line 1 multipied by .00085)........c.ccoovevinnee TAX PAYMENT SUMMARY (Round to Nearest Dollar)
Gross Profits TAX (check applicable box) D Income E] AMC Gross Receipts
3. Kentucky gross receipt D AMC Gross Profits Minimum $175
(a) Less Kentucky returns and allowances . Tax 175
(b) Less Kentucky cost ofgoods sold ................. Penaity ..
4. Gross profit (subtract lines 3(a) and 3(b) Interest o i
fom line 3). TOTAL (Including Penalty
5. Tax (line 4 muktiplied by 0075).......co.ccuocvececucenne andinterest) ... > 175
Make check(s) payableto:  Kentucky State Treasurer.
Mail return with payment to:  Kentucky D epartment of Revenue > Federal Form 1120, pages 1, 2 and 4, or 1120A, pages 1
Frankfort, Kentucky 40620. and 2, and any supporting schedules must be attached.
1015
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Net Operating Loss

SCHEDULE NOL NET OPERATING LOSS Taxable Year Ending
e P SCHEDULE 12| 2005
Mo. Yr.
DZS'TA'E?&'E?}"B?’;%E“JE Attach to Form 720. D If irrevocable election is made

to carry NOL carryforward as an
apportioned NOL, check here.

PART I-MANDATORY NEXUS CONSOLIDATION

Includible Corporations

Section A—Current Net Operating Loss Adjustment

A B C
Kentucky
2 Kentucky Net Losses Total Losses
Name Corporation Kentucky Net Income S B
S N e (Enter as a Positive) (Enter as a Positive)

1. Common Parent Elements, Inc. 100000 100,000
2. Subsidiaries
Earth, Inc. 50,000
Wind, Inc. 80,000
Fire, Inc. 10,000
Water, Inc. 12,000

Totals (add Columns A and B)
Limitation (line 3, Column A, multiplied by 50%) ..
Prior year NOL carryforward 2 12,000
Total (add line 5, Column C and line 3, ColumnB) ................. 102,000
Disallowed loss. IfLine 3, Column B is greater than
Line 4, Column A, enter the difference here and

on Form 720, Part |, line 17 1f amount entered,
skip to Section B, line 1 (see instructions) .......................... 9.000
8. Additional NOLD. Enter as a negative amount on

Form 720, Part 1, line 17 (see instructions) ...............cccccccoeennens

162,000 90,000
81.000

N W

Section B — Current Year Loss Disallowed and NOL Carryforward

1. Current year loss disallowed (SEe INSIUCHONS) ..............ooooueuiieeceeteeceietetceieeae et seea s ete e en s e smeasesememsesesereens 21,000
2 PO YRR N O CRT Y OO Y oot o B o S S v e e N B S s 12,000
3. Prior year(s) NOL carryforward used this year (see iNStructionS) ...............cooooiiiioeieeeeeeeeeeeeeee et 12,000
4. Total NOL carryforward (line 1 plusline 2 minUs lIN€ 3) .......ccooviiimiiiii e 21,000

PART Il - SEPARATE ENTITY AND ELECTIVE CONSOLIDATED FILERS

Section A — NOL Carryforward

T G ATYIONEN AT O PR RO B I B .ot s Co o s e e e o iy A S e e o S S
2. Net operating loss (current year) from Form 720, Part 1, line 21 ... e
3. Net operating loss deduction from Form 720, Part !, line 20 ... eenas
4. Total NOL carryforward (line 1 plusline 2 minus liN€ 3) .........occ.oiiioiiiiieieeiieeeeeceeeee et
1015
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Net Operating Loss

2006 TAX YEAR

STEP1:

Complete Schedule NOL. Because this a mandatory nexus consolidated filing,
complete Part 1 only.

= First, complete Line 3, columns A and B. Based on the facts the results
should be as follows:

Column A = $130,000
Column B = $48,000 (always enter as a positive)

= Next, complete Line 4, to determine limitation amount. The result
should be:

$65,000 ($130,000 x 50%)

= Next, complete Line 5, prior year NOL carryforward. Based on the 2005
information the result is:

$21,000
= Next, complete Line 6 totals of the net losses of the group and the prior
year carryforward. The result is:

$69,000
= Next, complete Line 7 if Line 3, column B (total net losses of group) is

greater than Line 4, Column A (limitation amount). Column B is not
greater, so skip Line 7 and go to Line 8.

= Next, complete Line 8, Additional NOLD. Per the instructions, this is
Line 4, Column A (limitation amount) less Line 3, Column B Kentucky net
losses. The result is:

$17,000
Because it is an additional net operating loss, this amount is entered as a

negative on Part 1, Line 17 of the Kentucky 720. As a result the net
income is decreased from $82,000 to $65,000.
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Net Operating Loss

STEP 2:

Section B, Current Year Loss Disallowed and NOL Carryforward must be
completed to determine amounts available for the 2007 tax year.

First, complete Line 1, current year loss disallowed as per instructions. In
this example, the total losses of $69,000 (2005 NOL carryforward -
additional Kentucky net losses of the group) exceed the limitation amount
of $65,000, so the result is:

$4,000
Next, complete Line 2, prior year carryforward. The result is:

$21,000
Next, complete Line 3, prior year carryforward used this year. This amount
is the lesser of the 2005 carryforward amount or the limitation amount. The
result is:

$21,000
Next, complete Line 4, which is the total of the disallowed loss on Line 1
plus the prior year carryforward from Line 2 less the amount of
carryforward used on Line 3. The result is:

$4,000

This result is the amount of carryforward available for the 2007 tax
year.

COMPLETED FORMS for 2006 FOLLOW

-89 -
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vz Wentucky [ IIRAIANARCH RN AR e
41A720 UNBRCED SPARYT

Deparimentorfaseure KENTUCKY CORPORATION 2006

Taxable period INCOME TAX RETURN

beginning . 2006, and ending L200 . (Pass-Through Corporations Use Applicable Forms)

A ¥filing consolidated, B reeral Taxable Year Ending 12 | 06
check the appropriate e ytricaton Number Mo, T vr.
box. See i i

Name oTCorporatos or AMiiated G oip Place o labei here; pvintor ype.) Stk ard Dak ot hicoporation
Con=pidatad Elements. Inc.
Election Nimberaid Steet Pricpal Bishess Actuly b KY
Made prior
to 2005, attach
Form 722. cwy st ZIP Code Tekpiore Nimber x‘:i(g:?k::zz;mm
(See WWW.CENIULGOY)
Mandatory D Name orCommon Parst Keatucky Coporator AccoritNImber
Nexus Elements, Inc. 100000
E Check if applicable: D No packet required for 2007 Initial return Final return (attach explanation)
Short-period return (attach explanation) Change of name Change of address
PART I—TAXABLE INCOME COMPUTATION 1 PAR’IT—TAX COMPARISON
1. Federaltaxable income (Form 1120, line 28; 1. Income tax from Part | (multiply line 24
Form 1120A, line 24) by rates) (see iNStuctions) ..........coouocuervrrecrnnen. 2,750
ADDITIONS:
2. Interest income (state and local obligations).......... 2. Aternative mini (AMC)
3. State taxes based on netfg i PART II—TAX COMPUTATION
4. Depreciati dj nt 1. Tax liability (Part ll, greater ofline 1, line 2
5. Deductions attributable to nontaxable income........ or $175 minimum) 2,750
6. Related party exp s 2. Recyclinglomposting equipment tax credit
7. Pass-through loss(es) from other corporation(s) recapture
subject to Kentucky corporation income tax........... 3. Total (add lines 1 and 2) (if $175 minimum,
8. Domestic production activities deducti skip line 4 and enteron Bne 5) ... 2,750
9. Other (attach schedule). 4. Total credits
10. Total (add lines 1 through 8).........cccocvviieciccecneces 5. Net tax liability (line 3 less line 4)
SUBTRACTIONS: ($175 mini ) 2,750
11. Interesti {U.S. obligations) 8. Estimated tax payments _............ccccooiimiciiciiene
12. Dividend i D Check if Form 2220-K attached
13. Federal work opportunity credit................cccoooee 7. Bxtensiontaxpayment ...
14. Depreciati dj nt 8.  Prior year's credit
15. Pass-through income from other corporation(s) 9. Tax due (line 5 less lines 6 through 8) ._............. 2,750
subject to Kentucky corporation income tax........... 10. Tax overpayment (lines € through 8
16. Other (attach schedule) less line 5)
17. Net income (line 10 less lines 11 through 16)....... 82,000 11. Credited to 2007
18. Current net operating loss adjustment 12. Amount to be refunded(line 10 less line 11) ...
(mandatory nexus only) -17,000
19. Kentucky net income (add lines 17 and 18)......... 65,000 > Federal Form 1120, pages 1, 2 and 4, or 1120A,
20. Taxable net income pages 1and 2, and any supporting schedules
(attach Schedule Aif applicable) 65,000 must be attached.
21. Net operating loss deduction (NOLD)
22. Taxable net income after NOLD
(line 20 less line 21) 65,000 Make check(s) payable to: Kentucky State Treasurer
K3 AU V"(:'(';‘;’:;)"' seiviies Mail retum with payment to:  Kentucky D epartment of Revenue
24. Taxable netincome ater KDPAD.......................... 65,000 Fimnidor, Keniucky e2s
TAX PAYMENT SUMMARY (Round to Nearest Dollar)
TAX (check applicable box) Income D AMC Gross Receipts I:] AMC Gross Profits |:| Minimum $175
L= OO O USROS SORRRTS 2,750
D BTN ot im0 0 m s A S M AN o KO o A g 5 A5 S m ¥t
IEROTORE. - .. .. vt o osiimss 35 | NS AN A e A SR EHS3AE 8AE i 5 S SE S 4 53 G5 4 NS AN S X A e AR s i ein AR 8o (LGS o
TOTAL (INcludng Penaky - Snd IMBETEEBEY . ... ..oixeimsasnsanssssossmmeien saiasansos'ssnaniiss s siinmedss Soanains s sinnias s a5 osnnps e somanassssasan > 2,750
1015
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Net Operating Loss

" SR (EARANIR U T s

C ealth of K ky Mo. vr.
DEPARTMENT OF REVENUE If irrevocable election is made

to carry NOL carryforward as an
> Attach to Eorm 720. NET OPERATING LOSS SCHEDULE apportioned NOL, check here.

KRS 141.011, KRS 141.200(11); Regulation 103 KAR 16:250 Mandatory Nexus Only
Name of Corporation Kentucky Corporation Account Number

Elements, Inc. 100000
PART I-MANDATORY NEXUS CONSOLIDATION

Includible Corporations
A B C

Section A—Current Net Operating Loss Adjustment

Kentucky
Name Corporation Kentucky Net Income
Account Number

Kentucky Net Losses Total Losses
(Enter as a Positive) (Enter as a Positive)

1. Common Parent
Elements, Inc. 40,000
2. Subsidiaries

Earth, Inc. 60.000
Wind, Inc. 30.000
Fire, Inc. 40,000
Water, Inc. 8.000

Totals (add Columns A and B) 130,000 48.000
Limitation~ncome (line 3, Column A multiplied by 50%) 65,000
P OE YA N O OO T o e e S S T T e S S S S 5 21,000
Total (add line 5, Column C and line 3, COUMN BY) ..ottt eesoesessecnmmenseessmmeessscrmmmenees 6 69,000
Disallowed loss. IfLine 3, Column B is greater than
Line 4, Column A, enter the difference here and
on Form 720, Part |, line 18 (see instructions).......................... 7
8. Additional NOLD. Enter as a negative amount on
Form 720, Part |, line 18 (see instructions) ._........................... 8 17.000
9. Iftaxis based on AMC, (see instructions)..............ccocoovviienn. 9
10. Limitation—AMC (see instructions)......................cccccoeoivveii. 10

~N o s W

Section B — Current Year Loss Disallowed and HOL Carryforward

Current year loss disallowed (S8€ INSrUCHONS) ... oo 1 4 000
Prior year(s) NOL carryforward(s) from Part |, Section A, IN€ 5 ... 2 21,000

Prior year(s) NOL camryforward used this year (see iNStructions) ...............ooooooioooioe e 3 21,000
4. Total NOL carryforward to 2007 (line 1 plus line 2 minus line 3) ............oooiiiimiiiiiiiiieiceieeeeeceeee 4 4 000

e

PART Il - SEPARATE ENTITY AND ELECTIVE CONSOLIDATED FILERS

Section A — NOL Carryforward

1: Enter camyTorWard DM PIIDE YBRTISY .ot ians s ismasaipsinp e amtosiss Sefesis 25 oa S04 Pt i wmnp i 4 G e s 1
2. Ifcurrent year NOL, enter as a positive amount (see iNStructions)............ccooiioiiiiiieieee e e 2
3. Enter the following: (1) ifthe regular income tax is greater than the AMC tax, enter NOLD
from Form 720, Part 1, line 21; or (2) ifthe AMC tax is greater than the regular income tax
(B VRIS L S B R T O R G R R SR T ey 3
4. Enter total NOL carryforward to 2007 (line 1 plusline 2lessline 3) ..ot 4
1015
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EXAMPLES 4 A-C: PRE-APPORTIONED LOSSES VS. POST-APPORTIONED LOSSES

If both the Kentucky Form 720 and Schedule NOL are properly completed, then
an elective consolidated group return should reflect post-apportioned losses
and a mandatory nexus group return should reflect pre-apportioned losses.

Examples of completed Forms 720 and Schedules NOL for each situation follow,
illustrating how losses are reported for these two types of returns.

Example 4A: ELECTIVE CONSOLIDATED RETURN
Facts for 2009 return for Spades, Inc.:
= 50% apportionment for Kentucky

= Net income is $200,000
= $50,000 NOL carryforward from 2008
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Net Operating Loss

720 Kentucky g
41A720 IR, Kantucky CorporstioniLLET Account Numbsr

SIS KENTUCKY CORPORATION 5 ()()Q
Taxable period beginning . 2008, and ending .20 - INCOME TAX AND LLET RETURN
B cueck appicadie boxges): | D Feceral Taxable Year Ending 12 -F.09
LLET ke tificaton Nimber Mo. Yr.
Rece pts Metiod Name of Corporation or Afflliated Group {Print or type) State and Date of Incorporation
rp__] Gross Rece pts
|:] cmss Poms  |Spades, Inc.
[] sirsmamm | Numberand Street Principal Business Activity in KY
Nonfiling $tatus Code
Enter Code City State ZIP Code Telephone Number '{R:g:‘ Codekem:r
ing to Kentuc| vt
C ncome Tax Retum ESee w:w.census z:;:)tmty)
Eeced Coasoldated | E  Name of Common Parent Kentucky Corporation/LLET Account Number
Ama@ch Form 722
M. v NEXUS
Nonfliing $tatss Coos F Checkifapplicable: D Initial retum I:l Final return (atfach e xplanation) I:] Amended return
Enter Cods D Short-period retum (aftach explanation) D Change of name D Change of address E Change ofaccounting period
PART I_LLET COMPUTATION 15. Other (attach Schedule 0-720)..........cccoocoeene. 15
1. Schedule LLET, Section D, line 1 . e | 18. Net income (ine 10 less lines 11 through 15). | 18 200,000
2. Recycling/composting equlpmemtax eredn 17. Current net operating loss adjustment
TECAPTUME ..ottt ea e 2 [( datory nexus only)........ooooeieiniinen. 17
3. Total (addlines 1and 2) ..........ooomvecrcruecncence 3 18. Kentuckynet income (add fines 16 and 17). | 18 200,000
4. Nonrefundable LLET credit fom Kentucky 19. Taxable net income
Schedule(s) K-1 4 (attach Schedule Aifapplicable) 19 100,000
5. Nonrefundable tax credits (Schedule TCS) ... | § 20. Net operating loss deduction (NOLD)............. 20 50,000
6. LLET liability (greater ofline 3 less lines 21.Taxable net income after NOLD
4 and 5 or $175 mini ) - |8 175 (line 19 less Ene 20). 21 50,000
7. Withholding tax (PTE-WH) ... = 22. Kentucky domestic production activities
8. Estimated tax payments _. 8 deduction (KDPAD) | 22
9. Extension payment ... 9 23. Taxable net income after KDPA D (lne 21
10. Prior year's tax credit 10 less line 22) 23 50,000
1= heome t.“ overpayment fum PART ll—INCOME TAX COMPUTATION
Part I e 18 .. ..oiiniipmiacsoningassisnsonisses 11
12. LLET due (line 6 less lines 7 through 11) ......... 12 175 1. Income tax (see instructions) 1 2,000
13. LLET overpayment (lines 7 through 11 2. Recycling/composting equipment tax credit
less line 8) ........ 13 pture 2
14. Credited to 2000 i tax 14 3. Tax install on LIFO pture 3
15. Creditedto 2010 LLET ....o.cooovoeoeeeeraeaae 15 4. Total (add lines 1 through 3) ._....................... 4 2.000
16. Amounttobe refunded ........................... |16 5. Nonrefundable LLET credit from the Limited
PART Il—TAXABLE INCOME COMPUTATION Liablity Pf;’?‘::“';wy L")ET Credt 4
1. Federal taxable income (Form 1120, line 28) . 1 6. Nonrefundable LLET credit (Part I,line 6
ADDITIONS: less §175) ... 8
2. Interestincome (state and local obligations).... 2 7. Nonrefundable tax credits (Schedule TCS) ... oA
3. State taxes based on netlgrnss income.. 3 8. Net income tax liability (line 4 less lines 5 i
4. Depreciation adj 4 through 7, but not less than zero) ............... 8 2,000
5. Deductions attributable to nontaxable income. 5 9. Estimated tax payments
6. Related party exp 6 D Check if Form 2220-K attached 9
7. Dividend paid deduction (REIT) 7 10. E ion payment ... 10
8. Domestic production activities ded! 8 11. Prior year's tax credit 11
9. Other (attach Schedule 0-720)... 8 12. LLET overpayment fom Part | line 14 . 12
10. Total (add lines 1 through 9). . |10 13. Income tax due (line 8 less lines @ through 12) 13 2,000
SUBTRACTIONS: 14. Income tax overpayment (lines 9 through 12 i
11. Interesti {U.S. obligations) 11 less line 8). 14
12. Dividend i 12 15. Credited to 2009 LLET .. A RS 15
13. Federal work opportunity credit 13 16. Credited to 2010 corporahon income tax ... | 16
14. Depreciation adjustment... 14 17. Amount to be refunded 17
TAX PAYMENT SUMMARY (Round to nearest dollar) » Federal Form 1120, all pages. and
T any supporting schedules must be
LLET INCOME attached.
L OErwmi 8 175 B, e e i L Y8 2,000 Make check payable to:
Kentucky State Treasurer
3. interest $ 3. Inferest 3
4.  Subtotal 3 175 4. Subtotal $ 2.000 Mail return with payment to:
cub 1 Kentucky Department of Revenue
TOTALEAYMENT (Add ) > s 2175 Frankfor{ Ke':lucky 40620

1015
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SCHEDULE NOL

41A720NOL (10-09)
C alth of K ky Mo. Yr.
DEPARTMENT OF REVENUE D If an election is made to carry
NOL carryforward as an appor-
e T— NET OPERATING LOSS SCHEDULE floned HOL: chiseihire:
KRS 141.011, KRS 141.200(11); Regulation 103 KAR 16:250 Mandatory Nexus Only

Name of Corporation Kentucky Corporation/LLET Account Number
Spades, Inc.

PART | — MANDATORY NEXUS CONSOLIDATION — If using prior year NOL carryforward, complete and attach Schedule NOL-CF
Includible Corporations

Section A — Current Net Operating Loss Adjustment

A B C
Kentuck Prior Year's
Name ComordionlltLET NOL Kentucky Net Income nae"'f:‘c:i:e;:;?f:) (€ m::‘:; Laosie:ﬁve)
Account Number Carryforward
1. Common Parent
2. Subsidiaries
a
b
c
d
e
f
g
h
i
i
k
|
m
3. Totals(add Columns AandB) .........ccooiiiiiiiiiiiiiee e 3
4. Limitation—Income (line 3, Column A multiplied by 50%) .. 4
5. Prior year NOL carryforward 5
6. Total (add line 5, Column C and line 3, Column B) . 6
Complete line 7 only if line 3, Column B is greater than line 4, Column A.
7. Disallowed loss, line 3, Column B less line 4,
Column A. Enter here and on Form 720,
Partll, line 17 (see instructions) ............ccoovieieeoieieecee e 7
Complete line 8 only if line 4, Column A is greater than line 3, Column B.
8. Additional NOLD. Enter as a negative amount on
Form 720, Partll, line 17 (see instructions) ...................ccccoeneeee 8
Section B — Current Year Loss Disallowed and NOL Carryforward
1. Current year loss disallowed (8ee INSUCHIONS) ... i i i e i idi sttt e s aaiiaes 1
2. Prior year(s) NOL carryforward(s) from Part |, Section A, line 5 2
3. Prior year(s) NOL carryforward used this year (see instructions) .. 3
4. Total NOL carryforward to 2010 (line 1 plus line 2 minus line 3) 4]
PART Il — SEPARATE ENTITY AND ELECTIVE CONSOLIDATED FILERS
Section A — NOL Carryforward
1. Enter camyforward from Prior YEAI{S) ..o oot 1 50,000
2. Ifcurrent year NOL, enter as a positive amount (see inStructions). ..o 2
3. Enterthe NOLD from Form 720, Part|l, line 20 3 50,000
4_ Enter total NOL carryforward to 2010 (line 1 plus line 2 less line 3) 4
1015
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Example 4B: MANDATORY NEXUS CONSOLIDATED RETURN

Facts for 2009 return for Diamond Group, Inc.:

Diamond, Inc. has income of $80,000
Ruby, Inc. has a loss of ($120,000)
Sapphire, Inc. has a loss of ($60,000)
50% apportionment for Kentucky
(550,000) prior year carryforward
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Net Operating Loss

720 Kentucky | ” | | ’ || I A
41A720 EERhaCan RrEY. Kantucky CorporstioniLLET Account Numbsr

MpRmeIfe et KENTUCKY CORPORATION 5 ()()Q
Taxable period beginning ,2009, and ending .20 . INCOME TAX AND LLET RETURN
B check appicadie boxgs) | D Feceral Taxable Year Ending 12 [/ 09
LLET idertinicatonr Nember Mo. Yr.
Rece pts Metiod Name of Corporation or Affiliated Group (Print or type) State and Date of Incorporation
IJ:] Gross Rece pts
[Jemssenms  |Diamond, Inc.
[[] siismamum | Numberand Street Principal Business Activity in KY
Nonflling $tatus Cods
Enter Code City State ZIP Code Telephone Number '{R:g:\cm’ekem:r 33
to Kentucl
€ ncome Tax Retun §See \v:wcensus ;:::)tmty)
Eeced Corwsoldated | E  Name of Common Parent Kentucky Corporation/LLET Account Number
Ar@ch Form 722
[ ¥ NEXUS
Nonflling $tatus Cods F Checkifapplicable: D Initial retum D Final return (atfach e xplanation) D Amended return
Enter Code D Short-period retum (aftach explanation) D Change ofname D Change of address D Change ofaccounting period
PART I—LLET COMPUTATION 15. Other (attach Schedule 0-720) 15
1. Schedule LLET. Section D, line 1 . _— 18. Net income (line 10 less lines 11 through 15). | 16 -100,000
2. Recycling/composting equlpmemtax wedn 17. Current net operating loss adjustment
recapture Z (mandatory nexus only).................. 17 140,000
3. Total (add lines 1 and 2) ....c..coomvemureceuricniene 3 18. Kentucky net income (add Enes 16-and 17) 18 40,000
4. Nonrefundable LLET credit fom Kentucky 19. Taxable net income i
Schedule(s) K-1 4 (attach Schedule Aifapplicable) 19 20,000
5. Nonrefundable tax credits (Schedule TCS) ... 5 20. Net operating loss deduction (NOLD). 20
6. LLET liability (greater ofline 3 less lines 21.Taxable net income after NOLD
4 and 5 or $175 mini ) 6 175 Qine 19 less Ene 20). ...oo.oouomuemeeeeeeeeeeene 21 20,000
7. Withholding tax (PTE-WH) .. T 22. Kentucky domestic production activities
8. Estimated tax payments 8 deduction (KDPAD) | 22
9. Extension payment _.. 2 23. Taxable net income after KDPA D (ine 21
10. Prior year's tax credit 10 less line 22) 23 20,000
11. hhcome tax overpayment from
Part Ill line 15 | PART ll—INCOME TAX COMPUTATION
12. LLET due (line 6 less lines 7 through 11) ... 12 175 1. Income tax (see instructions) 1 800
13. LLET overpayment (lines 7 through 11 2. Recycling/composting equipment tax credit
less line 8) 13 recapture 2
14. Credited to 2000 i tax 14 3. Taxil I on LIFO pture 3
15. Creditedto 2010 LLET ..o 15 4. Total (add lines 1 through 3) ._...................... 4 800
18. Amount to be refunded .. & I_G 5. Nonrefundable LLET credit from the Limited
Liability Pass-through Entity LLET Credit
PART II—TAXABLE INCOME COMPUTATION Worksheet(s) (see instructions) 5
1. Federal taxable income (Form 1120, line 28) . 1 8. Nonrefundable LLET credit (Part I, line 6
ADDITIONS: less §175) 8
2. nterestincome (state and local obligations).... 2 7. Nonrefundable tax credits (Schedule TCS) ... 7
3. State taxes based on net/gross income........... 3 8. Net income tax liability (line 4 less lines 5 i
4. Depreciation adj 4 through 7, but not less than zero) .................. 8 800
5. Deductions attributable to nontaxable income. 5 9. Estimated tax payments
6. Related party exp 6 D Check if Form 2220-K attached 9
7. Dividend paid deduction (REIT) 7 10. E ion payment . | 10
8. Domestic production activities ded 8 11. Prior year's tax credit . 11
9. Other (attach Schedule 0-720).. 8 12. LLET overpayment fom Part | line 14 .. 12
10. Total (add lines 1 through 9). .. |SHEE 13. Income tax due (line 8 less lines 9 through 12) 13 800
SUBTRACTIONS: 14. Income tax overpayment (lines 9 through 12 '
11. Interesti {U.S. obligations). 11 less line 8). 14
12. Dividend i 12 15. Credited to 2009 LLET ... 15
13. Federal work opportunity credst........................ 13 16. Credited to 2010 corporation income tax ....... | 16
14. Depreciation adjustment 14 17 .. Amount to be refunded 17
TAX PAYMENT SUMMARY (Round to nearest dollar) » Federal Form 1120, all pages. and
T any supporting schedules must be
LLET INCOME attached.
; :;le.f:‘;ue (Part |, Line 12) : 175 21‘ :,:::. ;y tax due (Part lil, Line 13) : 800 —
Kentucky State Treasurer
3.  interest $ 3. Inferest 3
4. Subtotal $ 175 4. Subtotal $ 800 Mail return with payment to:
Kentuck artment of Revenue
TOTALEAYHEN] (Add:S ) > s 975 Frankior{ ?(:?tmky 40620
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screoueroc [ IENNAIND rici

Commonw ealth of Kentucky Mo. Yr.
DEPARTMENT OF REVENUE D If an election is made to carry
NOL carryforward as an appor-
T — NET OPERATING LOSS SCHEDULE flotiod NOL: chibck iiite:
KRS 141.011, KRS 141.200(11); Regulation 103 KAR 16:250 Mandatory Nexus Only
Name of Corporation Kentucky Corporation/LLET Account Number
Diamond. Inc.
PART | — MANDATORY NEXUS CONSOLIDATION — If using prior year NOL carryforward, complete and attach Schedule NOL-CF
Section A — Current Net Operating Loss Adjustment A L P (I:aorporatlons T
Kentucky Prior Year's
. Kentucky Net Losses Total Losses
Name Corporation/LLET NOL Kentucky Net Income (Enter as a Positive) (Enter as a Positive)
Account Number Carryforward
1. Common Parent
Diamond. Inc. 80,000
2. Subsidiaries
a |Ruby, Inc. 120,000
b |Sapphire, Inc. 60,000
[
d
e
f
g
h
i
i
k
|
m
3. Totals (add Columns Aand B) ..o 3 80,000 180,000
4_ Limitation-Income (line 3, Column A multiplied by 50%) ............. 4 40,000
5. Prior year NOL CABITYIOTWEIT ... oo oot e et e et et e e ee e en e eee e eme s e e en e e s e e mmen e e mmemne e 5 50,000
6 Total(addline S, CalUmn - and e 3. CORMMITEY ... ooy smeisa s amiamisess s SssAms Ao a5 dms S S i i o iz [ 230,000
Complete line 7 only if line 3, Column B is greater than line 4, Column A.
7. Disallowed loss, line 3, Column B less line 4,
Column A. Enter here and on Form 720,
Partll, line 17 (see instructions) .............ooooooooeieeeeee | 7 140,000
Complete line 8 only if line 4, Column A is greater than line 3, Column B.
8. Additional NOLD. Enter as a negative amount on
Form 720, Partll, line 17 (see instructions) ...............cccccceennne 8
Section B — Current Year Loss Disallowed and NOL Carryforward
1. Current year loss disallowed (S INSITUCKIONS) -........c.uuimiimiuuiceecie e et ecmcaecaeceseae s ceeemes e emese e mnsesecna 1 180,000
2. Prior year(s) NOL carryforward(s) from Part 1, Section A, iN€ S ..ot 2 50,000
3. Prior year(s) NOL carryforward used this year (see iNStructions) ... 3 40,000
4. Total NOL carryforward to 2010 (line 1 plus line 2 minus iN€ 3) ... 4 190,000

PART Il — SEPARATE ENTITY AND ELECTIVE CONSOLIDATED FILERS

Section A — NOL Carryforward

1. Enter camyfornard froOm Prior YBAI{S) ... .ottt e e e e et c e e e e e e e e et e e e mee e e e ennmannne e 1

2. Ifcurrent year NOL, enter as a positive amount (see inStructions).............oooooiiii e aeee 2

3. EntertheNOLD from FOorm-720, Part M, Ine:20 .. ..o s e s N ssiad e B i e 3

4_ Enter total NOL camryforward to 2010 (line 1 plusling 21eSSliNe 3) ......ooooiiiiiiiiee e 4
1015
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Net Operating Loss

Example 4C: MANDATORY NEXUS CONSOLIDATED RETURN

Facts for 2009 return for Veggie Group, Inc.:

Veggie, Inc. has income of $65,000
Tomatoes, Inc. has a loss of ($15,000)
Potatoes, Inc. has income of $50,000
50% apportionment for Kentucky
(550,000) prior year carryforward
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Net Operating Loss

720 Kentucky g
41A720 TR, Kantucky Corporstion/LLET Account Numbsr

Mpin o et KENTUCKY CORPORATION 9 ()()Q
Taxable period beginning ,2009, and ending .20 . INCOME TAX AND LLET RETURN
B check appicadie boxgs): | D Feceral Taxable Year Ending 12 -f..08
LLET ke tificatos Nimber Mo. Yr.
Rece pts Metiod Name of Corporation or Afflliated Group (Print or type) State and Date of incorporation
|J:| Gross Recepts
[Jemsserm [Veggies. Inc.
[[] strsmamm | Numberand Street Principal Business Activity in KY
Nonfliing $tatus Cods
Entsr Code City State ZIP Code Telephone Number NAICS Code Number
(Relating to Kentucky Activity)
€ mncome Tax Retum (See www census gov)
Eectd Cosoldated | E  Name of Common Parent Kentucky Corp ion/LLET A it Number
Armach Form 722
M v NEXUS
Nonfliing $tatus Cods F Checkifapplicable: D Initial retum D Final return (atfach e xplanation) D Amended retumn
Enfer Cods D Short-period retum (aftach explanation) D Change of name D Change of address G Change ofaccounting period
PART I_LLET COMPUTATION 15. Other (attach Schedule 0-720).........occcoceuen 15
1. Schedule LLET, Section D, fine f _............... 1 16. Net income (iine 10 less Enes 11 through 15). | 16 100,000
2. Recycling/composting equipment tax credit 17. Current net operating loss adjustment
recapture 2 (mandatory nexus only).........ococcoiveiicieenenns 17 -42,500
3. Total (add lines 1 and 2) ... i IR 18. Kentucky net income (add fines 16 and 17). | 18 57,500
4. Nonrefundable LLET credit i’om Kentucky 19. Taxable net income
Schedule(s) K-1 4 (attach Schedule Aifapplicable) 19 28,750
5. Nonrefundable tax credits (Schedule TCS) ... 5 20. Net operating loss deduction (NOLD). 20
6. LLET liability (greater ofline 3 less lines 21. Taxable net income after NOLD
4and 5 or $175 mini ) [ 175 ine 19 Jess Bne 20)....ooooooeeeeeeceeceeeceeee 21 28,750
7. Withholding tax (PTE-WH) ... T é 22. Kentucky domestic production activities
8. Esti d tax pay 8 deduction (KDPAD) 22
9. Extension payment ... 2 23. Taxable net income after KDPAD (line 21
10. Prior year's tax credit ... 10 less line 22) ....... | 23 28,750
15: hcome tax overpayment: Fom PART ll—INCOME TAX COMPUTATION
Part Il line 15 .. O |
12. LLETdn(lmeGlesslmes?Mugh Il) ......... 12 175 1. Income tax (see in ions) ... 1 1,150
13. LLET overpayment (lines 7 through 11 2. Recycling/composting equipment tax credit
less line 8) e | VBT BHII .. cnss e Same BAA nB S 2
14. Credited to 2000 i tax 14 3. Taxi liment on LIFO pture 3
15. Creditedto 2010 LLET _.....cooooovereceeneee. | A5 4. Total (add lines 1 through 3) ......................... 4 1,150
16. Amounttoberefunded ................................. 16 5. Nonrefundable LLET credit from the Limited |
Liabdity Pass-through Entity LLET Credit
PART II-TAXABLE INCOME COMPUTATION Worksheet(s) (see instructi ) 5
1. Federal taxable income (Form 1120, line 28) . 1 6. Nonrefundable LLET credit (Part I, line 6
ADDITIONS: 1855 $175) e 8
2. nterestincome (state and local obkgations).... 2 7. Nonrefundable tax credits (Schedule TCS) ... oA
3. State taxes based on net/gross income........... 3 8. Net income tax liability (line 4 less lines 5 i
4. Depreciation adjustment 4 through 7, but not less than zero) ................ | 8 1,150
5. Deductions attributable to nontaxable income. 5 9. Estimated tax payments
6. Related party expenses.... 6 Check if Form 2220-K attached . ; 9
7. Dividend paid deduction (REIT) T 10. Extension payment 10
8. Domestic production activities deduction ........ 8 11. Prior year's tax credit .. 11
9. Other (attach Schedule 0-720).. 9 12. LLET overpayment fom Pan I line 14 . 12
10. Total (add lines 1 through 9) .. |10 13. Income tax due (line 8 less fines 8 through |2) 13 1.150
SUBTRACTIONS: 14. Income tax overpayment (lines 8 through 12 i
11. Interestincome (U.S. obligations) R ) | less line B) e | 14
12. Dividend income................. 12 15. Credited to 2009 LLET .. N |
13. Federal work opportunity credat....................... | 13 16. Credited to 2010 corporatton income tax ....... __!_I_I
14. Depreciation adjustment 14 17 . Amount to be refunded 17
TAX PAYMENT SUMMARY (Round to nearest dollar) > Federal Form 1120, all pages. and
T any supporting schedules must be
LLET INCOME attached.
L. DR 8 175 8, e K LS 1150 Make check payable to:
Kentucky State Treasurer
3.  interest $ 3. Inferest $
4.  Subtotal s 175 4. Subtoal 3 1,150 Mail return with payment to:
Suh f Kentucky Department of Revenue
LOTALPAYHEN] (Add ) > s 1.325 Frankfor{ Ke':lucky 40620
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Net Operating Loss

SCHEDULE NoL AR A T
41A720NOL (10-09) 12 | 2009

Commonwealth of Kentucky Mo. Yr.
DEPARTMENT OF REVENUE D If an election is made to carry
NOL carryforward as an appor-
T NET OPERATING LOSS SCHEDULE flotied MOL chiptic iie:
KRS 141.011, KRS 141.200(11); Regulation 103 KAR 16:250 Mandatory Nexus Only
Name of Corporation Kentucky Corporation/LLET Account Number
Veggies Group, Inc.
PART | — MANDATORY NEXUS CONSOLIDATION — If using prior year NOL carryforward, complete and attach Schedule NOL-CF
Section A — Current Net Operating Loss Adjustment A Mncldible ([‘,aorporatlons T
Kentuck Prior Year's
Name CorporatioanLE T NOL Kentucky Net Income :(Ee':::rd;’;:e;;;zs:‘; (€ MLO?ISL::?;;‘N)
Account Number Carryforward
1. Common Parent
Vegagies, Inc. 65,000
2. Subsidiaries
a [Tomatoes. Inc. 15.000
b |Potatoes, Inc. 50,000
c
d
e
f
g
h
i
i
k
|
m
3. Totals(add Columns Aand B) ........oooovovieiieieeeeeeeeeeeeeen 3 115,000 15.000
4_ Limitation-Income (line 3, Column A multiplied by 50%) ............. 4' 57.500
5. Prior year NOL CaITYIOTWEIT ..ottt m e e e et e e emsen s e e e 5 50,000
6. Total (add line 5, Column C and line 3, Column B) ... 6 65,000
Complete line 7 only if line 3, Column B is greater than line 4, Column A.
7. Disallowed loss, line 3, Column B less line 4,
Column A. Enter here and on Form 720,
Partll, line 17 (see instructions) ...........ccoooiieicooieeeieece e 7
Complete line 8 only if line 4, Column A is greater than line 3, Column B.
8. Additional NOLD. Enter as a negative amount on
Form 720, Partll, line 17 (see instructions) ......................o..c..... 8 42500
Section B — Current Year Loss Disallowed and NOL Carryforward
1. Current year loss disallowed (Se€ INSIUCHONS) ... 1 7,500
2. Prior year(s) NOL carryforward(s) from Part |, Section A N€ S ... 2 50,000
3. Prior year(s) NOL carryforward used this year (See iNStructions) ... 3| 50,000
4_ Total NOL carmryforward to 2010 (line 1 plus line 2 minus liN€ 3) ... 4 7,500

PART Il — SEPARATE ENTITY AND ELECTIVE CONSOLIDATED FILERS

Section A — NOL Carryforward

1. Enter camyforward from Prior YEAMS) ... . ettt ettt e e et e e et st e e e e e e b e e e e s e e e cm e nnee 1

2. Ifcurrent year NOL, enter as a positive amount (see inStructions)............ccooiiiioiiiii e 2

3: EntertheNOLD Fom. F o7 20 P ot M e 20 . oo s s e s e e o e S S e o S o i e sty 3

4. Enter total NOL carryforward to 2010 (line 1 plusline 2 1essline 3) ... 4
1015
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Example 5: USING a SPREADSHEET to TRACK NOLS

Net Operating Loss

Because NOLs involve long periods of time and the complexity of carryback and

carry forward rules it can be difficult to track available balances.

The

following sample spreadsheet is presented as a tool to help track NOL balances.

Kentucky Net Operating Deduction Schedule

Post-

Corporation . ' Post- Post- ; Pre-Apportioned
’\E’ Pre f;‘p::%%téoned Apportioned | Apportioned App;\)lrgﬁned NOL
ame
Income NOL Used Carryforward Carryforward
Net Federal . KY Net KY Federal
M\?:;:]/ Income App?:ggginent Income };Y Llcigs Carryforward | Carryforward
(Loss) (Loss) PP Balance Balance

Below is an example using amounts from an existing corporation. Note that for

consolidated groups, a spreadsheet should be created for each group.

In

addition, any spreadsheets used should always be updated when changes to the
group dynamics occur.

Kentucky Net Operating Deduction Schedule

Field,s- Pre- Post- Post- Post- Pre-Apportioned
Langzcrgpmg Apportioned Apportioned | Apportioned Applgrotch)ned NOL
' Income Income NOL Used c Carryforward
arryforward

Net KY Net KY Federal

Month/ Federal Apportionment Income KY Loss Carrvforward | Carrvforward
Year Income Factor Applied y y
(Loss) Balance Balance
(Loss)

Apr-97 | -5,490,358 17.2956% -949,590 -949,590 -5,490,358
Dec-97 | -1,661,152 14.7621% -245,221 -1,194,811 -7,151,510
Dec-98 | -1,290,720 14.8653% -191,869 -1,386,681 -8,442,230
Dec-99 474,485 14.0033% 66,444 66,444 -1,320,237 -7,967,745
Dec-00 -391,683 14.9201% -58,439 -1,378,676 -8,359,428
Dec-01 | -3,618,537 14.5822% -527,662 -1,906,338 -11,977,965
Dec-02 | -8,886,498 15.9625% | -1,418,507 -3,324,846 -20,864,463
Dec-03 | -3,769,142 14.8846% -561,022 -3,885,867 -24,633,605
Dec-04 1,949,785 13.3712% 260,710 260,710 -3,625,157 -22,683,820
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CONSOLIDATED RETURNS - GLOSSARY of TERMS
(As oF 1/01/07 UNLESS OTHERWISE NOTED)

Affiliated Group - for taxable years beginning after December 31, 2004, and
before January 1, 2007, “affiliated group” means one or more chains of
includible corporations connected through stock ownership, membership
interest, or partnership interest with a common parent corporation; 80% or
more of the voting power and value of all classes of ownership interest of each
corporation in the group other than the parent is owned by one or more
corporations in the group; and the common parent owns at least 80% of the
voting power and value of all classes of ownership interest of one of the other
corporations in the group (not counting ownership interest owned directly by
other members) (KRS 141.200(9)(a)).

For taxable years beginning after December 31, 2006, “affiliated group” means
one or more chains of includible corporations connected through stock
ownership with a common parent corporation; 80% or more of the voting power
and value of the stock of each corporation in the group other than the parent is
owned by one or more corporations in the group; and the common parent owns
at least 80% of the voting power and value of the stock of one of the other
corporations in the group (not counting stock owned directly by other
members) (KRS 141.200(9)(b)).

Apportionment — a system designed to determine how much of a company’s
income a state has the right to tax; formula typically based on in-state
property, payroll and sales compared to total property, payroll and sales.
Many states weight the three factors equally while a few states use different
formulas.

Brother-Sister Controlled Group - a brother-sister controlled group exists if
five or fewer persons (individuals, estates, or trusts) own stock possessing more
than 50% of the total combined voting power of all classes of stock entitled to
vote, or more than 50% of the total value of all stock, taking into account the
stock ownership of each person to the extent the person owns stock in each
corporation (Code Sec. 1563(a)(2)).

Combined Tax Return — a Kentucky corporation income tax return by
which Kentucky taxable income is reported and attributed to members of a
unitary business group using the unitary business concept; this was allowed
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prior to 1988 when Kentucky Revenue Cabinet issued Revenue Policy 41P225,
which effectively halted the filing of a combined tax return under the unitary
business concept.

Common Parent Corporation - for taxable years beginning after December 31,
2004, and before January 1, 2007, a common parent corporation is the
corporation that owns at least 80% of the voting power and value of all classes
of ownership interest of one of the other corporations in the group (not
counting ownership interest owned directly by other members) (KRS
141.200(9)(c)).

For taxable years beginning after December 31, 2006, a common parent
corporation is a corporation that owns at least 80% of the voting power and
value of the stock of one of the other corporations in the group (not counting
stock owned directly by other members) (KRS 141.200(9)(b)).

Consolidated Tax Return — a comprehensive tax return
allowing corporations that are all a part of an affiliated group to file
one return for the annual period, rather than each entity filing a separate tax
return (only allowed to be filed for taxable years ending on or after Dec. 31,
1995).

Corporation — (a) for taxable years beginning before January 1, 2005, and
after December 31, 2006, "corporation” means “corporation” as defined in
Section 7701(a)(3) of the Internal Revenue Code;

(b) for taxable years beginning after December 31, 2004, and before
January 1, 2007, the definition of “corporation” was amended as a result of
the 2005 tax modernization and subsequent law changes. For a complete
list of entities that qualified as a “corporation” for the 2005 and 2006 tax
years, please see KRS 141.010(24) (listed separately in the appendix).

Consolidated Return Change of Ownership (CRCO) — occurs when any one or
more of the top 10 shareholders own, directly or indirectly: (a) More than 50
percentage points of the fair market value of the common parent’s stock at the
end of the year of change than they owned at the beginning of the year or the
beginning of the prior year; and (b) Increase in ownership due to purchase from
an unrelated person or as a result of liquidation or redemption of stock of the
common parent.

De Minimis — a Latin expression meaning about minimal things; lacking

significance or importance; so small or minimal in difference that it does not
matter or the law does not take it into consideration.
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Doing Business Nexus Standard — effective for tax periods beginning on or
after January 1, 2005, the standard in Kentucky changed from a physical
presence standard to a doing business standard. Doing business in Kentucky
includes but is not limited to:

a) Being organized under the laws of this state;

b) Having a commercial domicile in this state;

c) Owning or leasing property in this state;

d) Having one (1) or more individuals performing services in this state;
(e) Maintaining an interest in a pass-through entity doing business in this
state;

(f) Deriving income from or attributable to sources within this state,
including deriving income directly or indirectly from a trust doing
business in this state, or deriving income directly or indirectly from a
single-member limited liability company that is doing business in this
state and is disregarded as an entity separate from its single member for
federal income tax purposes; or

(g) Directing activities at Kentucky customers for the purpose of selling
them goods or services. See KRS 141.010(25).

S~ — — —

Election Period — a period of ninety-six consecutive calendar months that:
(a) Begins prior to January 1, 2005; and,
(b) Begins with the first day of the first taxable year for which an
election to file a consolidated return is made and ending on the last day
of the taxable year which includes the ninety-sixth consecutive calendar
month provided the affiliated group remains in existence in accordance
with Treasury Regulation section 1.1502-75(d).

Any election to file a consolidated return shall be a binding on both the

Department of Revenue and the affiliated group for the election period.

Foreign Corporation — defined by KRS 141.200(9)(d) to be a corporation that
is organized under the laws of a country other than the United States and is
related to a member of an affiliated group through stock ownership.

Includible Corporation — defined by KRS 141.200(9)(e) to mean any
corporation that is doing business in this state except:
1. Corporations exempt from corporation income tax under KRS 141.040(1)
(a) to (i);
2. Foreign corporations;
3. Corporations with respect to which an election under Section 936 of the
Internal Revenue Code is in effect for the taxable year;
4. Real estate investment trusts as defined in Section 856 of the Internal
Revenue Code;
5. Regulated investment companies as defined in Section 851 of the Internal
Revenue Code;
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6. A domestic international sales company as defined in Section 992(a) (1)
of the Internal Revenue Code;

7. Any corporation that realizes a net operating loss whose Kentucky
property, payroll, and sales factors pursuant to KRS 141.120(8) are de
minimis;

8. Any corporation for which the sum of the property, payroll and sales
factors described in KRS 141.120(8) is zero; and

9. for taxable years beginning prior to January 1, 2006, and taxable years
beginning on or after January 1, 2007, an S corporation as defined in
Section 1361(a) of the Internal Revenue Code;

Intercompany Transactions — transactions between members of an affiliated
group filing a consolidated financial statement or tax return; gain or loss is
deferred until the property is disposed of outside the group.

Net Operating Loss (NOL) — results from a period in whicha
company's allowable tax deductions are greater than its taxable income, thus
creating a negative taxable income. This generally occurs when a
company has incurred more expenses than revenues during the period. The net
operating loss for the company can generally be used to recover past tax
payments or reduce future tax payments.

Net Operating Loss Deduction — the amount of Net Operating Loss that is
allowable to deduct in a particular tax year (based upon the limitation rules).

Nexus — the minimal amount of business activity that must be present to
justify a state’s right to tax a company’s income. In order to file a Mandatory
Nexus Consolidated Return for Kentucky, the parent and all included affiliates,
as separate entities, must be doing business in Kentucky as defined by KRS
141.010(25).

Ownership Interest — defined by KRS 141.200(9)(f) to mean stock, a
membership interest in a limited liability company, or a partnership interest in
a limited partnership or limited liability partnership.

Pro Forma — describes a presentation of data, typically financial statements,
where the data reflect the world on an ‘as if' basis. This data represents
hypothetical financial figures based on previous business operations for
estimate purposes. Often used with balance sheets and income statements.

Public Law 86-272 — the Interstate Income Act of 1959, also knowas Public
Law 86-272, is a United States statute that allows a business to go, or send
representatives, into a state to solicit orders for goods without being subject to
a net income tax.
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For a state to tax income earned in interstate commerce, it must be able to
show a connection—or nexus—between the state and the activities from which
the income is derived. The federal Interstate Income Tax Law (P.L. 86-272)
prevents a state from imposing an income tax on income derived within the
state from interstate commerce if the only business activity within the state is
the solicitation of orders for tangible personal property, provided that the
orders are approved and filled outside the state.

Separate Return — a Kentucky corporation income tax return in which only the
transactions and activities of a single corporation are considered in making
determinations and computations necessary to calculate taxable income, tax
due and credits allowed.

Short Period Returns — a return filed for a period of less than 12 months;
usually because the taxpayer was not in existence for the entire taxable year
or a change of annual accounting period was made.

SRLY rules — SRLY is an acronym for separate return limitation year; a SRLY
loss is a loss incurred by a member of a consolidated group in a year in which
the corporation filed a separate tax return or was included in a consolidated
return with another affiliated group. An affiliated group that files a
consolidated tax return can use a SRLY loss only to the extent that the loss
corporation generates its own taxable income while a member of the
consolidated group.

Stock — stock in a corporation, or membership interest in a limited liability
company that has elected to be treated as a corporation for federal tax
purposes. KRS 141.200 (i)

Stock Ownership Test — the stock ownership test of an affiliated group
generally requires that the common US parent must directly own stock
possessing at least 80 percent of the total voting stock of at least one of the
other US corporations and having a value equal to at least 80 percent of the
total value of the stock of the corporation (the eighty-percent test).

Subsidiary — an entity whose controlling interest is owned by a separate higher
entity. The controlled entity is called a company, corporation, or limited
liability company - and in some cases can be a government or state-owned
enterprise - and the controlling entity is called its parent (or the parent
company).
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Suspended Loss — occurs when a taxpayer no longer meets the definition of
corporation (due to the 2005 tax modernization and subsequent law changes)
and has a Net Operating Loss that cannot be carried forward, thus the loss is
suspended, but may be available for use in future years, should the entity later
qualify.

Unitary Business Concept — a method of determining taxable income within a
state based on the unitary business group’s activities within that state.

Unitary Business Group — a group of related corporations which share or
exchange value as evidenced by the existence of the following characteristics:
(a) The operation of one (1) corporation is dependent upon, or contributes
to, the operation of another corporation;
(b) There is a unity of ownership, operation, and use among the
corporations; or
(c) The corporations exhibit functional integration, centralization of
management, and economies of scale.

Unitary Business Group — a method of reporting the business income or loss of
a unitary business group whereby all items of business income and all items
claimed as business expenses are aggregated to determine net business income
or loss of the unitary business group.

KRS 141.200 Corporation returns - Requirement of affiliated groups to file
consolidated returns.

(1) Subsections (2) to (7) of this section shall apply for taxable periods ending
before January 1, 2005, and election periods beginning prior to January 1,
2005.

(2) As used in subsections (2) to (7) of this section, unless the context requires
otherwise:

(a) "Affiliated group” means affiliated group as defined in Section 1504(a) of
the Internal Revenue Code and related regulations;

(b) "Consolidated return” means a Kentucky corporation income tax return
filed by members of an affiliated group in accordance with this section. The
determinations and computations required by this chapter shall be made in
accordance with the provisions of Section 1502 of the Internal Revenue
Code and related regulations, except as required by differences between
this chapter and the Internal Revenue Code. Corporations exempt from
taxation under KRS 141.040 shall not be included in the return;

(c) "Separate return” means a Kentucky corporation income tax return in
which only the transactions and activities of a single corporation are
considered in making all determinations and computations necessary to
calculate taxable net income, tax due, and credits allowed in accordance
with the provisions of this chapter;
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(d) "Corporation” means “corporation” as defined in Section 7701(a) (3) of
the Internal Revenue Code; and

(e) "Election period” means the ninety-six month period provided for in
subsection (4) (d) of this section.

(3) Every corporation doing business in this state, except those exempt from
taxation under KRS 141.040, shall, for each taxable year, file a separate
return unless the corporation was, for any part of the taxable year, a member
of an affiliated group electing to file a consolidated return in accordance with
subsection (4) of this section.

(4) (a) An affiliated group, whether or not filing a federal consolidated return,
may elect to file a consolidated return which includes all members of the
affiliated group.

(b) An affiliated group electing to file a consolidated return under
paragraph (a) of this subsection shall be treated for all purposes as a single
corporation under the provisions of this chapter. All transactions between
corporations included in the consolidated return shall be eliminated in
computing net income in accordance with KRS 141.010(13), and in
determining the property, payroll, and sales factors in accordance with KRS
141.120. The gross receipts received by a public service company that is a
member of an affiliated group shall be excluded from the calculation of the
alternative minimum calculation under the provisions of KRS 141.040. For
purposes of this paragraph, "public service company” has the same meaning
as provided in KRS 136.120.

(c) Any election made in accordance with paragraph (a) of this subsection
shall be made on a form prescribed by the department and shall be
submitted to the department on or before the due date of the return
including extensions for the first taxable year for which the election is
made.

(d) Notwithstanding subsections (9) to (15) of this section, any election to
file a consolidated return pursuant to paragraph (a) of this subsection shall
be binding on both the department and the affiliated group for a period
beginning with the first month of the first taxable year for which the
election is made and ending with the conclusion of the taxable year in
which the ninety-sixth consecutive calendar month expires.

(e) For each taxable year for which an affiliated group has made an election
in accordance with paragraph (a) of this subsection, the consolidated return
shall include all corporations which are members of the affiliated group.

(5) Each corporation included as part of an affiliated group filing a consolidated
return shall be jointly and severally liable for the income tax liability computed
on the consolidated return, except that any corporation which was not a
member of the affiliated group for the entire taxable year shall be jointly and
severally liable only for that portion of the Kentucky consolidated income tax
liability attributable to that portion of the year that the corporation was a
member of the affiliated group.
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(6) Every corporation return or report required by this chapter shall be
executed by one (1) of the following officers of the corporation: the president,
vice president, secretary, treasurer, assistant secretary, assistant treasurer, or
chief accounting officer. The Department of Revenue may require a further or
supplemental report of further information and data necessary for computation
of the tax.

(7) In the case of a corporation doing business in this state that carries on
transactions with stockholders or with other corporations related by stock
ownership, by interlocking directorates, or by some other method, the
department shall require information necessary to make possible accurate
assessment of the income derived by the corporation from sources within this
state. To make possible such assessment, the department may require the
corporation to file supplementary returns showing information respecting the
business of any or all individuals and corporations related by one (1) or more of
these methods to the corporation. The department may require the return to
show in detail the record of transactions between the corporation and any or
all other related corporations or individuals.

(8) Subsections (9) to (14) of this section shall apply for taxable years beginning
on or after January 1, 2005, unless otherwise provided.

(9) As used in subsections (9) to (14) of this section:

(@) 1. For taxable years beginning after December 31, 2004, and before
January 1, 2007, "affiliated group” means one (1) or more chains of
includible corporations connected through stock ownership, membership
interest, or partnership interest with a common parent corporation which is
an includible corporation if:

a. The common parent owns directly an ownership interest meeting
the requirements of subparagraph 2. of this paragraph in at least one
(1) other includible corporation; and

b. An ownership interest meeting the requirements of subparagraph
2. of this paragraph in each of the includible corporations, excluding
the common parent is owned directly by one (1) or more of the other
corporations.

2. The ownership interest of any corporation meets the requirements of
this paragraph if the ownership interest encompasses at least eighty
percent (80%) of the voting power of all classes of ownership interests
and has a value equal to at least eighty percent (80%) of the total value
of all ownership interests;

(b) 1. For taxable years beginning after December 31, 2006, "affiliated
group” means one (1) or more chains of includible corporations connected
through stock ownership with a common parent corporation which is an
includible corporation if:
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a. The common parent owns directly stock meeting the requirements
of subparagraph 2. of this paragraph in at least one (1) other
includible corporation; and

b. Stock meeting the requirements of subparagraph 2. of this
paragraph in each of the includible corporations, excluding the
common parent is owned directly by one (1) or more of the other
corporations.
2. The stock of any corporation meets the requirements of this
paragraph if the stock encompasses at least eighty percent (80%) of the
voting power of all classes of stock and has a value equal to at least
eighty percent (80%) of the total value of all stock;

(c) "Common parent corporation” means the member of an affiliated group
that meets the ownership requirement of paragraph (a) 1. or (b) 1. of this
subsection;

(d) "Foreign corporation” means a corporation that is organized under the
laws of a country other than the United States and is related to a member
of an affiliated group through stock ownership;

(e) "Includible corporation” means any corporation that is doing business in
this state except:

1. Corporations exempt from corporation income tax under KRS
141.040(1)(a) to (i);

2. Foreign corporations;

3. Corporations with respect to which an election under Section 936 of
the Internal Revenue Code is in effect for the taxable year;

4. Real estate investment trusts as defined in Section 856 of the Internal
Revenue Code;

5. Regulated investment companies as defined in Section 851 of the
Internal Revenue Code;

6. A domestic international sales company as defined in Section 992(a)
(1) of the Internal Revenue Code;

7. Any corporation that realizes a net operating loss whose Kentucky
property, payroll, and sales factors pursuant to KRS 141.120(8) are de
minimis;
8. Any corporation for which the sum of the property, payroll and sales
factors described in KRS 141.120(8) is zero; and
9. for taxable years beginning prior to January 1, 2006, and taxable
years beginning on or after January 1, 2007, an S corporation as defined
in Section 1361(a) of the Internal Revenue Code;
(f) "Ownership interest” means stock, a membership interest in a limited
liability company, or a partnership interest in a limited partnership or
limited liability partnership;
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(g) "Consolidated return” means a Kentucky corporation income tax return
filed by members of an affiliated group in accordance with this section. The
determinations and computations required by this chapter shall be made in
accordance with the provisions of the Internal Revenue Code and related
regulations, except as required by differences between this chapter and the
Internal Revenue Code;

(h) "Separate return” means a Kentucky corporation income tax return in
which only the transactions and activities of a single corporation are
considered in making all determinations and computations necessary to
calculate taxable net income, tax due, and credits allowed in accordance
with the provisions of this chapter; and

(i) "Stock” means stock in a corporation, or a membership interest in a
limited liability company that has elected to be treated as a corporation for
federal tax purposes.

(10) Every corporation doing business in this state except those exempt from
taxation under KRS 141.040(1)(a) to (i) shall, for each taxable year, file a
separate return unless the corporation was, for any part of the taxable year:

(@) An includible corporation in an affiliated group;
(b) A common parent corporation doing business in this state;

(c) A qualified subchapter S Subsidiary that is included in the return filed by
the Subchapter S parent corporation;

(d) A qualified real estate investment trust subsidiary that is included in the
return filed by the real estate investment trust parent; or

(e) A disregarded entity that is included in the return filed by its parent
entity.
(11) (a) an affiliated group, whether or not filing a federal consolidated return,
shall file a consolidated return which includes all includible corporations.

(b) An affiliated group required to file a consolidated return under this
subsection shall be treated for all purposes as a single corporation under
the provisions of this chapter. All transactions between corporations
included in the consolidated return shall be eliminated in computing net
income in accordance with KRS 141.010(13), and in determining the
property, payroll, and sales factors in accordance with KRS 141.120.
Includible corporations that have incurred a net operating loss shall not
deduct an amount that exceeds, in the aggregate, fifty percent (50%) of the
income realized by the remaining includible corporations that did not
realize a net operating loss. The portion of any net operating loss limited by
the application of this subsection shall be available for carryforward in
accordance with KRS 141.011. The Department of Revenue shall
promulgate administrative regulations to establish the manner and extent
to which net operating losses attributable to tax periods ending prior to
January 1, 2005, may offset income of affiliated groups. The gross receipts
received by a public service company that is a member of an affiliated
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group shall be excluded from the calculation of the alternative minimum
calculation under KRS 141.040. For purposes of this paragraph, “public
service company” has the same meaning as provided in KRS 136.120.

(12) Each includible corporation included as part of an affiliated group filing a
consolidated return shall be jointly and severally liable for the income tax
liability computed on the consolidated return, except that any includible
corporation which was not a member of the affiliated group for the entire
taxable year shall be jointly and severally liable only for that portion of the
Kentucky consolidated income tax liability attributable to that portion of the
year that the corporation was a member of the affiliated group.

(13) Every corporation return or report required by this chapter shall be
executed by one (1) of the following officers or management of the
corporation: the president, vice president, secretary, treasurer, assistant
secretary, assistant treasurer, chief accounting officer, manager, member, or
partner. The Department of Revenue may require a further or supplemental
report of further information and data necessary for computation of the tax.

(14) In the case of a corporation doing business in this state that carries on
transactions with stockholders, members or partners, or with other
corporations related by ownership, by interlocking directorates, or by some
other method, the department shall require that information necessary to
make possible an accurate assessment of the income derived by the
corporation from sources within this state be provided. To make possible this
assessment, the department may require the corporation to file supplementary
returns showing information respecting the business of any or all individuals
and corporations related by one (1) or more of these methods to the
corporation. The department may require the return to show in detail the
record of transactions between the corporation and any or all other related
corporations or individuals.

(15) For any taxable year ending on or after December 31, 1995, except as
provided under this section and KRS 141.205, nothing in this chapter shall be
construed as allowing or requiring the filing of:

(a) A combined return under the unitary business concept; or
(b) A consolidated return.

(16) No assessment of additional tax due for any taxable year ending on or
before December 31, 1995, made after December 22, 1994, and based on
requiring a change from any initially filed separate return or returns to a
combined return under the unitary business concept or to a consolidated
return, shall be effective or recognized for any purpose.

(17) No claim for refund or credit of a tax overpayment for any taxable year
ending on or before December, 31, 1995, made by an amended return or any
other method after December 22, 1994, and based on a change from any
initially filed separate return or returns to a combined return under the unitary
business concept or to a consolidated return, shall be effective or recognized
for any purpose.
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(18) No corporation or group of corporations shall be allowed to file a
combined return under the unitary business concept or a consolidated return
for any taxable year ending before December 31, 1995, unless on or before
December 22, 1994, the corporation or group of corporations filed an initial or
amended return under the unitary business concept or consolidated return for a
taxable year ending before December 22, 1994.

(19) This section shall not be construed to limit or otherwise impair the
department’s authority under KRS 141.205.
Effective: June 28, 2006

History: Amended 2006 (1st Extra. Sess.) Ky. Acts ch. 2, sec. 7, effective June 28,
2006. -- Amended 2006 Ky. Acts ch. 252, Pt. XIll, sec. 3, effective April 25, 2006; and
ch. 6, sec. 15, effective March 6, 2006. -- Amended 2005 Ky. Acts ch. 85, sec. 487,
effective June 20, 2005; and ch. 168, sec. 15, effective March 18, 2005. -- Amended
2000 Ky. Acts ch. 543, sec. 1, effective July 1, 2000. -- Amended 1996 Ky. Acts ch. 239,
sec. 2, effective July 15, 1996. -- Amended 1986 Ky. Acts ch. 496, sec. 23, effective
August 1, 1986. -- Amended 1966 Ky. Acts ch. 176, Part I, sec. 7. -- Recodified 1942 Ky.
Acts ch. 208, sec. 1, effective October 1, 1942, from Ky. Stat. secs. 4281a-18, 4281a-
19, 4281a-20.

Legislative Research Commission Note (7/12/2006). This section was amended by
2006 Ky. Acts chs. 6 and 252, which do not appear to be in conflict and have been
codified together.

Legislative Research Commission Note (6/28/2006). 2006 (1st Extra Sess.) Ky. Acts ch.
2, sec. 73, provides that "unless a provision of this Act specifically applies to an earlier
tax year, the provisions of this Act shall apply to taxable years beginning on or after
January 1, 2007."

Legislative Research Commission Note (3/6/2006). 2006 Ky. Acts ch. 6, sec. 31,
provides that this section applies retroactively for taxable years beginning on or after
January 1, 2006.

Legislative Research Commission Note (3/18/2005). 2005 Ky. Acts chs. 11, 85, 95, 97,
98, 99, 123, and 181 instruct the Reviser of Statutes to correct statutory references to
agencies and officers whose names have been changed in 2005 legislation confirming
the reorganization of the executive branch. Such a correction has been made in this
section.

Legislative Research Commission Note (3/18/2005). 2005 Ky. Acts ch. 168, sec 165,
provides that this section shall apply to tax years beginning on or after January 1,
2005.
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103 KAR 16:200. Consolidated Kentucky corporation income tax return.

RELATES TO: KRS 141.200

STATUTORY AUTHORITY: KRS 131.130(1), 141.050(4)

NECESSITY, FUNCTION, AND CONFORMITY: KRS 131.130(1) authorizes the
department to promulgate administrative regulations to administer and enforce
Kentucky's tax laws. KRS 141.050(4) requires the Department of Revenue to
promulgate administrative regulations and prescribe the forms and reports
necessary for the proper administration of KRS Chapter 141. This administrative
regulation establishes terms, forms, and procedures required for the
implementation of KRS 141.200, with respect to elective consolidated returns.

Section 1. Definitions.
(1) "Combined return” means a Kentucky corporation income tax return by
which Kentucky taxable income is reported and attributed to members of a
unitary business group using the unitary business concept.
(2) "Common parent corporation” - the member of an affiliated group:
(a) That directly owns stock meeting the requirements of Section 1504(a)(2)
of the Internal Revenue Code, 26 U.S.C. 1504(a)(2), in at least one (1) other
member of the affiliated group; and
(b) Whose stock is not owned directly by any other member of the affiliated
group as required by Section 1504(a) (2) of the Internal Revenue Code, 26
U.S.C. 1504(a) (2).
(3) "Election period” is defined by KRS 141.200(2) (e).
(4) "Exempt from taxation” means the corporations listed in KRS 141.040(1) (a)
through (h).
(5) "Unitary business concept” means a method of determining taxable income
within a state based on the unitary business group's activities within that state.
(6) "Unitary business group” means a group of related corporations which share
or exchange value as evidenced by the existence of the following
characteristics:
(a) The operation of one (1) corporation is dependent upon, or contributes
to, the operation of another corporation;
(b) There is a unity of ownership, operation, and use among the
corporations; or
(c) The corporations exhibit functional integration, centralization of
management, and economies of scale.

Section 2. Election to File a Consolidated Return.

(1) General rule.
(@) An election to file a consolidated return shall be made by the common
parent corporation on behalf of all members of the affiliated group by filing
"Election to File Consolidated Kentucky Corporation Income Tax Return”,
Revenue Form 722, on or before the date prescribed by KRS 141.160 for
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filing the return, or as extended pursuant to KRS 141.170, for the first
taxable year for which the election is made.

(b) Except as provided by subsections (2) and (3) of this section, if "Election
to File Consolidated Kentucky Corporation Income Tax Return®, Revenue
Form 722, is not filed within the period prescribed by paragraph (a) of this
subsection:

1. An affiliated group shall be deemed not to have made an election;
and
2. Each member of the affiliated group subject to tax pursuant to KRS
141.040 shall file a separate return pursuant to KRS 141.200(3) for
taxable years that begin prior to January 1, 2005.

(2) Transition rules.

(a) For a taxable year beginning prior to December 31, 1995 and ending on
or after December 31, 1995, if an affiliated group filed a consolidated
return and did not file "Election to File Consolidated Kentucky Corporation
Income Tax Return”, it may elect to file a consolidated return beginning
with the taxable year if it mails "Election to File Consolidated Kentucky
Corporation Income Tax Return” no later than February 15, 1998, to the
Department of Revenue, Corporation Tax Section, P.O. Box 1302, Frankfort,
Kentucky 40602-1302.

(b) For a taxable year ending on or after December 31, 1995, and prior to
April 5, 1996, if the members of an affiliated group filed separate returns or
a combined return, the affiliated group:

1. May elect to file a consolidated return beginning with the taxable
year by filing "Election to File Consolidated Kentucky Corporation Income
Tax Return”, no later than February 15, 1998; and
2. Shall file a consolidated return amending the separate or combined
returns no later than February 15, 1998.

(3) Taxable years following an election period.

(a) Except as provided in paragraphs (b) and (d) of this subsection, for any
taxable year beginning after the expiration of the election period that ends
prior to January 1, 2005, each member of the affiliated group subject to
Kentucky corporation income tax in accordance with KRS 141.040 shall file a
separate return unless the affiliated group elects to file a consolidated
return on, or prior to, the due date of the return due for a taxable year that
ends prior to January 1, 2005.

(b) The filing of a consolidated return on or before the date prescribed by
KRS 141.160 for filing the return, or as extended pursuant to KRS 141.170
for the first taxable year that begins after the expiration of an election
period, shall:

1. Constitute a new election to file a consolidated return; and
2. Establish a new election period.

(c) If the expiration of an election period occurs because an affiliated group
ceases to exist, each member of the affiliated group subject to Kentucky
corporation income tax in accordance with KRS 141.040 shall file a separate
return beginning with the first taxable year immediately following the date
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the affiliated group ceases to exist unless it becomes a member of another
affiliated group which has elected to file a consolidated return.
(d) Any election period that expires after January 1, 2005 shall result in the
members of the affiliated group being subject to the provisions of KRS
141.200(9) to (14).

(4) Effect of an election.
(a) An election to file a consolidated return shall be an irrevocable election
binding on both the cabinet and the affiliated group for the election period.
(b) The administrative provisions of 26 C.F.R. 1.1502-75(a) to (c) shall not
apply for Kentucky purposes.

Section 3. Corporations Included in a Consolidated Return.
(1) If a consolidated federal return is filed. If a member of the affiliated group
electing to file a consolidated Kentucky return pursuant to Section 2 of this
administrative regulation is included in a consolidated federal return for the
taxable year, the Kentucky return shall include the corporations that:

(a) Were included in the consolidated federal return for the taxable year;

and

(b) Are not exempt from taxation.
(2) If a consolidated federal return is not filed. If no member of an affiliated
group electing to file a consolidated Kentucky return pursuant to Section 2 of
this administrative regulation is included in a consolidated federal return for
the taxable year, the Kentucky return shall include the members of the
affiliated group as defined in Section 1504(a) of the Internal Revenue Code, 26
U.S.C. 1504(a), and related federal regulations that are not exempt from
taxation.

Section 4. Carryover or Carryback of Items of Loss, Deduction or Credit.
(1) Carryover or carryback between a separate return and a consolidated
return. If a separate return was filed for taxable years prior to the taxable
years for which a consolidated return is filed, and a carryover or carryback
occurs between the separate return and the consolidated return, the carryover
or carryback amount shall be:
(a) Limited as provided by Section 1502 of the Internal Revenue Code, 26
U.S.C. 1502, and related federal regulations; and
(b) Adjusted for the differences between KRS Chapter 141 and the Internal
Revenue Code.
(2) Carryover or carryback between a combined return and a consolidated
return.
(@) A combined return shall be deemed a consolidated return for the
purpose of determining a carryover or carryback amount, if a:
1. Combined return using the unitary business concept was filed for
taxable years ending on or before December 30, 1995;
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2. Consolidated return is filed for taxable years ending on or after
December 31, 1995; and
3. Carryover or carryback occurs between the combined return and the
consolidated return.

(b) The carryover or carryback amount shall be:
1. Limited as provided by Section 1502 of the Internal Revenue, 26
U.S.C. 1502, Code and related federal regulations; and
2. Adjusted for the differences between KRS Chapter 141 and the
Internal Revenue Code.

Section 5. Deferred Intercompany Transactions.

If, during a year when a separate or combined return was filed, a gain or loss
on a deferred intercompany transaction was deferred for federal purposes, and
was not deferred for Kentucky purposes, the gain or loss, when recognized for
federal purposes, shall be adjusted for Kentucky purposes to reflect the prior
reporting of the transaction.

Section 6. Corporation Income Tax Computation for Taxable Years Beginning on
or After January 1, 2005.

During the Ninety-Six Month Election Period. For taxable years beginning on or
after January 1, 2005, the amendments to KRS 141.040 enacted by 2005 Ky.
Acts ch. 168 shall apply to the computation of the tax due under KRS 141.040
for the affiliated group.

Section 7. Required Forms.
(1) "Kentucky Corporation Income Tax Return”, Revenue Form 720, shall be
filed as required by 103 KAR 1:050, including with all applicable schedules, and
shall contain the following:

(@) Information identifying the affiliated group;

(b) The taxable income computation;

(¢) The income tax computation;

(d) The license tax computation for tax periods ending prior to December

31, 2005;

(e) The tax payment summary; and

(f) The signature of a principal officer or chief accounting officer.
(2) "Kentucky Corporation Income Tax Return”, Revenue Form 720, Schedule A,
Apportionment and Allocation, shall be attached to Revenue Form 720, if
applicable, and shall contain the:

(a) Computation of the apportionment fraction;

(b) Apportionment and allocation of income;

(c) Beginning and end of year balances of Kentucky real and tangible

property; and

(d) Beginning and end of year balances of total real and tangible property.
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(3) "Kentucky Affiliations and Payment Schedule”, Revenue Form 851-K, shall be
attached to "Kentucky Corporation Income Tax Return”, Revenue Form 720, and
shall contain the:
(@) Name of each member of the affiliated group subject to Kentucky
corporation license tax pursuant to KRS 136.070;
(b) Six (6) digit Kentucky Account Number for each corporation listed
pursuant to paragraph (a) of this subsection; and
(c) Amount remitted for each corporation.

(4) (@) A copy of the federal Form 7004, "Application for Automatic 6-Month
Extension of Time to File Certain Business Income Tax, Information, and
Other Returns”, or "Application for Six (6) Month Extension of Time to File
Kentucky Corporation Income Tax Return”, Revenue Form 41A720SL, shall be
filed to obtain an extension of time to file "Kentucky Corporation Income
Tax Return”, Revenue Form 720, pursuant to the provisions of KRS
131.081(11), 131.170 and 141.170. Revenue Form 41A720SL shall contain
the:

1. Name of each member of the affiliated group subject to Kentucky
corporation license tax pursuant to KRS 136.070;
2. Six (6) digit Kentucky Account Number for each corporation listed
pursuant to subparagraph 1. of this paragraph; and
3. Amount remitted for each corporation.
(b) An application for extension filed pursuant to paragraph (a) of this
subsection shall constitute an extension for each member of the affiliated
group subject to Kentucky corporation license tax pursuant to KRS 136.070.

Section 8. Filing a Consolidated Return.
"Kentucky Corporation Income Tax Return”, Revenue Form 720, shall be filed as
required by 103 KAR 1:050, including with all applicable schedules, and shall:
(1) Be filed by the common parent corporation for the affiliated group; and
(2) Contain the following forms, if applicable, attached in the following order:
(a) "Election to File Consolidated Kentucky Corporation Income Tax Return”,
Revenue Form 722;
(b) "Kentucky Affiliations and Payment Schedule”, Revenue Form 851-K;
(c) "Kentucky Corporation Income Tax Return,” Revenue Form 720, Schedule
A "Apportionment and Allocation Schedule”;
(d) A copy of pages 1 and 4 of federal Form 1120, U.S. Corporation Income
Tax Return;
(e) Federal Form 851, Affiliations Schedule;
(f) Forms necessary to support credits reported on the consolidated return;
(g) The schedules of gross income and deductions for each member of the
affiliated group prepared in columnar form in accordance with 26 C.F.R.
1.1502-76;
(h) Balance sheets for each member of the affiliated group prepared in
columnar form in accordance with 26 C.F.R. 1.1502-76;
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(i) The schedules of receipts, property and payroll for each member of the
affiliated group shall be prepared in columnar form; and

(j) A copy of "Application for Six (6) Month Extension of Time to File
Kentucky Corporation Income Tax Return”, Revenue Form 41A720SL or a
copy of federal Form 7004, Application for Automatic 6-Month Extension of
Time To File Certain Business Income Tax, Information, and Other Returns.

Section 9. Method of Filing a Kentucky License Tax Return.
(1) If the common parent corporation is subject to Kentucky license tax
pursuant to KRS 136.070 for tax periods that end prior to December 31, 2005,
"Kentucky Corporation Income Tax Return”, Revenue Form 720, reporting the
consolidated return computation shall report the separate Kentucky license tax
computation for the common parent corporation.
(2) If a member of the affiliated group other than the common parent
corporation is subject to Kentucky license tax pursuant to KRS 136.070, a
separate "Kentucky Corporation Income Tax Return”, Revenue Form 720,
reporting the license tax computation, shall be submitted with, but not
attached to, the consolidated return submitted by the common parent
corporation.
(3) If the common parent corporation qualifies and elects the consolidated
license tax provision of KRS 136.071, "Kentucky Corporation Income Tax
Return”, Revenue Form 720, shall report the consolidated income tax
computation for the members of the affiliated group and the consolidated
license tax computation for those corporations that are considered as one (1)
pursuant to KRS 136.071.
(4) If a member of the affiliated group other than the common parent
corporation qualifies and elects the consolidated license tax provision of KRS
136.071, "Kentucky Corporation Income Tax Return”, Revenue Form 720, shall:
(a) Report the consolidated license tax computation for those corporations
that are considered as one (1) pursuant to KRS 136.071; and
(b) Be submitted with, but not attached to, the consolidated return
submitted by the common parent corporation. (23 Ky.R. 3645; Am. 24 Ky.R.
59; eff. 7-16-97; 32 Ky.R. 1720; 33 Ky.R. 64; eff. 8-7-2006.)
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KRS 141.011 Casualty losses -- net operating losses.

(1) Notwithstanding any other provision of this chapter, the net operating loss
carryback-carryforward deduction, including casualty loss, allowed under
Section 172 of the Internal Revenue Code shall apply only to such losses
incurred in taxable years beginning after December 31, 1979, and no such loss
shall be carried back to taxable years beginning before January 1, 1980. Any
casualty loss carryforward authorized by this section as it existed before
January 1, 1980, may be carried forward as an itemized deduction until it has
been fully deducted.

(2) The net operating loss carryback deduction shall not be allowed for losses
incurred for taxable years beginning on or after January 1, 2005.

(3) For taxable years when the tax due under KRS 141.040 is based on the
alternative minimum calculation provided in KRS 141.040, any net operating
loss carryforward deduction that is utilized for the taxable year shall be the
amount of taxable net income before the net operating loss deduction, that
exceeds the taxable net income equivalent. For purposes of this subsection,
“"taxable net income equivalent” means the amount of taxable net income that
would generate an income tax equal to the alternative minimum calculation
liability computed under KRS 141.040.

(4) For taxable years beginning on or after January 1, 2005, and before
December 31, 2006, the net operating loss carryforward deduction of a
corporation shall be reduced by the amount of distributive share income, loss,
and deduction distributed to an individual or general partnership as defined in
KRS 141.206.

(5) The portion of a net operating loss that is not used to offset the income of
an affiliate according to the limits in KRS 141.200(11) shall be available for
carryforward, subject to the limitations contained in this section.

Effective: June 28, 2006

History: Amended 2006 (1st Extra. Sess.) Ky. Acts ch. 2, sec. 12, effective June 28,
2006. -- Amended 2006 Ky. Acts ch. 252, Pt. XIll, sec. 2, effective April 25, 2006. --
Amended 2005 Ky. Acts ch. 168, sec. 4, effective March 18, 2005. -- Amended 1980 Ky.
Acts ch. 176, sec. 2, effective July 15, 1980. -- Created 1978 Ky. Acts ch. 50, secs. 1,
4, effective June 17, 1978.

Legislative Research Commission Note (6/28/2006). 2006 (1st Extra Sess.) Ky. Acts ch.
2, sec. 73, provides that "unless a provision of this Act specifically applies to an earlier
tax year, the provisions of this Act shall apply to taxable years beginning on or after
January 1, 2007."

Legislative Research Commission Note (3/18/2005). 2005 Ky. Acts ch. 168, sec. 165,
provides that this section shall apply to tax years beginning on or after January 1,
2005.
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103 KAR 16:250. Net operating loss deduction for corporations.

RELATES TO KRS 141.011, 141.200

STATUTORY AUTHORITY: KRS 131.130, 141.018

NECESSITY, FUNCTION AND CONFORMITY: KRS 131.130(1) authorizes the
Department of Revenue to promulgate administrative regulations necessary to
administer and enforce Kentucky's tax laws. KRS 141.018 requires the
department to promulgate administrative regulations necessary to explain or
implement 2005 Ky. Acts ch. 168 relative to the imposition of the tax assessed
under KRS Chapter 141 on individuals, the passed-through income of entities
taxable under KRS 141.040, and any related item of income, deduction, or
credit. This administrative regulation establishes methods of computing a
corporation’s net operating loss deduction and application of the deduction to
prior and subsequent taxable years on taxable net income as authorized by KRS
141.011 and 141.200(11)(b).

Section 1. Definitions.
(1) "Allowable net operating loss carryforward from a previous period” means
for a nexus consolidated filer, a net operating loss carryforward computed
under the provisions of Section 2(3) or (4) of this administrative regulation.
(2) "Corporation” is defined by:
(a) KRS 141.200(2) (d) for an elective consolidated return; or
(b) KRS 141.010(24) for a separate or nexus consolidated return for periods
beginning on or after January 1, 2005.
(3) "Corporation income tax nexus" means being subject to the corporation
income tax imposed by KRS 141.040(1).
(4) "Current year loss limitation” means the limitation provided by KRS
141.200(11) (b).
(5) "Current year loss limitation adjustment” means the amount of net
operating losses of the includible corporations in a nexus consolidated return,
including any allowable net operating loss carryforward from a previous period
that exceeds the current year loss limitation.
(6) "Elective consolidated filer" means a corporation as defined in Section
7701(a)(3) of the Internal Revenue Code, 26 U.S.C. 7701(a)(3), filing in
accordance with KRS 141.200(3) and (4).
(7) "Elective consolidated return” means a return defined under KRS 141.200(2)
(b).
(8) "Includible corporation” is defined in KRS 141.200(9) (d).
(9) "Net operating loss" means net operating loss defined under the Internal
Revenue Code as adjusted for differences between KRS Chapter 141 and the
Internal Revenue Code.
(10) "Nexus consolidated filer" means a corporation as defined under KRS
141.010(24), filing in accordance with KRS 141.200(8), (9), (10) and (11).
(11) "Nexus consolidated return” means a return defined under KRS 141.200(9)

(f).
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(12) "Separate return” is defined by KRS 141.200(2) (c) or 141.200(9) (g).
(13) "Separate return filer" means a corporation filing in accordance with KRS
141.200(3) or 141.200(10).

Section 2. Computation and Application of Net Operating Loss.
(1) "Separate return filers" and "elective consolidated filers" shall compute net
operating loss for Kentucky purposes in the following manner:
(a) Apportionment factor provided by KRS 141.120 shall be applied to the
net operating loss; and
(b) The apportioned net operating loss shall be available for carryforward.
(2) "Nexus consolidated filers" shall compute net operating loss for Kentucky
purposes in accordance with this subsection:
(a) Net operating loss computations shall be made before application of the
apportionment factor provided by KRS 141.120.
(b) The current year loss limitation adjustment shall be:
1. Added to net income if the total of the net operating losses for the
includible corporations that have incurred a net operating loss for the
current taxable year and any allowable net operating loss carryforward
from a previous period exceeds the current year loss limitation; or
2. Subtracted from net income if the current year loss limitation is
greater than the total of the current year losses of includible
corporations and any allowable net operating loss carryforward from a
previous period.
(c) Any current year loss limitation adjustment that exceeds the current
year loss limitation shall be available as a Kentucky net operating loss
carryforward, and shall be available to be applied against the current year
loss limitation for future taxable periods pursuant to KRS 141.200(11)(b).
(3) Separate return loss year rules for a nexus consolidated return. This
subsection shall apply if a corporation that previously filed a separate return,
and incurred net operating losses as a separate entity, will now be filing as part
of a consolidated nexus return, and establishes how those separate net
operating losses shall be treated as part of the consolidated nexus return.
(a) Separate entity filers having a net operating loss carryforward for the
most recent period that began prior to January 1, 2005, may carry that loss
forward to the first return filed under the nexus consolidated requirements
pursuant to KRS 141.200(11), if:
1. The separate return filer had nexus for Kentucky corporation income
tax purposes for the separate return periods that generated the loss; and
2. A supplemental statement as required by paragraph (c) of this
subsection is attached to the return.
(b) The net operating loss carryforward shall be adjusted to a pre-
apportionment amount unless an election has been made to utilize the net
operating loss carryforward as an apportioned amount.
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(c) A supplemental statement shall be attached to the Kentucky
consolidated return that reflects a breakdown of the separate return loss
carryforward amounts by entity.
(4) Elective consolidated net loss carryforward to a nexus consolidated return
period. This subsection shall apply if an elective consolidated filer who
incurred net operating losses as a consolidated group will now be filing as part
of one or more consolidated nexus returns, and establishes how those elective
consolidated net operating losses shall be treated for purposes of the
consolidated nexus return.
(a) An elective consolidated filer having a net operating loss carryforward
for the last elective consolidated return may carry that loss forward to the
first return filed under the nexus consolidated requirements pursuant to KRS
141.200(11).
(b) Any net operating loss carryforward from the last return of an elective
consolidated group shall be computed under the provisions of Section 1502
of the Internal Revenue Code, 26 U.S.C. 1502 and related federal
regulations and be adjusted for the differences between KRS Chapter 141
and the Internal Revenue Code.
(c) The net operating loss carryforward amount shall be on a pre-
apportionment basis unless an election is made to carry forward a post
apportionment loss to be utilized in computing the current year loss
limitation.
(d) If any of the corporations that filed as part of the elective consolidated
return did not have nexus with Kentucky for the consolidated return periods
that generated the net operating loss, that corporation’s share of the net
operating loss shall not be carried forward to a nexus consolidated return.
(e) If the election period defined in KRS 141.200(2) (e) has expired and the
elective consolidated return group is survived by one or more nexus
consolidated groups, the requirements established in this paragraph shall
apply.
1. Compute on a separate entity basis, the pre-apportionment loss for
each corporation that was included as part of the consolidated net
operating loss computation on the last return filed by the elective
consolidated group. The separate entity loss shall reflect adjustments
for the differences between KRS Chapter 141 and the Internal Revenue
Code. A columnar schedule shall be included with the consolidated
return reflecting this computation.
2. The net operating loss carryforward amount shall be on a pre-
apportionment basis unless an election is made to carry forward a post
apportionment loss to be utilized in computing the current year loss
limitation.
3. Each net operating loss corporation’s share of the net operating loss
carryforward shall be determined in the following manner:
a. Add all separate entity losses together;
b. Divide each separate entity loss amount by the total of the
separate entity losses; and
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Cc. Multiply the resultant percentage by the consolidated net
operating loss carryforward.
4. Carry the loss carryforward amount calculated in subparagraph 3c of
this paragraph to the nexus consolidated return in which the corporation
is an includible corporation under the provisions of KRS 141.200(9)
through (14).
(5) Elective consolidated net operating loss carryforward to a separate return
filer. This subsection shall apply if an elective consolidated filer who has
incurred net operating losses as a consolidated group will now be filing
separate entity returns, and establishes how those elective consolidated net
operating losses shall be treated for purposes of the separate entity returns.
(a) An elective consolidated filer having a net operating loss carryforward
for the last elective consolidated return may carry that loss forward to
separate returns filed pursuant to KRS 141.200(2) (c) or 141.200(9) (g). The
following requirements shall apply to this situation.
1. Compute on a separate entity basis, the post-apportionment Kentucky
loss for each corporation that was included as part of the consolidated
net operating loss computation on the last return filed by the elective
consolidated group. The separate entity loss shall reflect adjustments
for the differences between KRS Chapter 141 and the Internal Revenue
Code. A columnar schedule shall be included with the consolidated
return and the separate corporation returns reflecting this computation.
2. Each net operating loss corporation’s share of the net operating loss
carryforward shall be determined in the following manner:
a. Add all separate entity losses together;
b. Divide each separate entity loss amount by the total of the
separate entity losses;
Cc. Multiply the resultant percentage by the consolidated net
operating loss carryforward; and
d. Carry the separate entity loss computed in clauses a to c of this
subparagraph to the first separate return due after the expiration of
the elective consolidated return.
(6) Nexus consolidated net operating loss carryforward to a separate return
period. This subsection shall apply if a nexus consolidated filer ceases to exist
who had incurred net operating losses as a consolidated group, and will now be
filing separate entity returns, and establishes how those nexus consolidated net
operating losses shall be treated for purposes of the separate entity returns.
(@) If a nexus consolidated filer ceases to exist and a consolidated net
operating loss carryforward exists, that net operating loss carryforward may
be carried forward to the separate returns filed pursuant to KRS 141.200(2)
(c) or 141.200(9) (g). The following requirements shall apply to this
situation.

1. Compute on a separate entity basis, the post-apportionment Kentucky
loss for each loss corporation that was included as part of the
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consolidated net operating loss computed on the last return filed by the
nexus consolidated group. The separate entity net operating loss
carryforward shall reflect adjustments for the differences between KRS
Chapter 141 and the Internal Revenue Code. A columnar schedule shall
be included with each separate corporation return reflecting this
computation.
2. Each net operating loss corporation's share of the net operating loss
carryforward shall be determined in the following manner:
a. Add all the separate entity computed losses together;
b. Divide each separate loss amount by the total consolidated loss
amount;
c. Multiply the resultant percentage by the consolidated net
operating loss carryforward; and
d. Carry the separate entity net operating loss carryforward
computed in clauses a to ¢ of this subparagraph to the first separate
return due after the nexus consolidated group ceases to exist.
(7) Partnerships and limited liability entities that are subject to the
corporation income tax imposed by KRS 141.040 that are owned by corporations
as defined by KRS 141.010(24) shall be allowed to take a net operating loss
deduction on their corporate income tax return for taxable periods beginning
on or after January 1, 2006 for net operating loss carryforwards at the entity
level.

Section 3. This administrative regulation shall apply to the computation of the
net operating loss deduction of corporations for taxable years beginning on or
after January 1, 2005 except where otherwise noted in this administrative
regulation. (32 Ky.R. 1827; 33 Ky.R. 70; eff. 8-7-2006.)
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KRS 141.010(24) Definition of Corporation
(24) (a) For taxable years beginning before January 1, 2005, and after
December 31, 2006, "corporation” means “corporation” as defined in Section
7701(a)(3) of the Internal Revenue Code; and
(b) For taxable years beginning after December 31, 2004, and before January 1,
2007, "corporations” means:

1. "Corporations” as defined in Section 7701(a) (3) of the Internal Revenue

Code;

2. S corporations as defined in Section 1361(a) of the Internal Revenue

Code;

3. A foreign limited liability company as defined in KRS 275.015;

4. A limited liability company as defined in KRS 275.015;

5. A professional limited liability company as defined in KRS 275.015;

6. A foreign limited partnership as defined in KRS 362.2-102(9);

7. A limited partnership as defined in KRS 362.2-102(14);

8. A limited liability partnership as defined in KRS 362.155(7) or in 362.1-

101(7) or (8);

9. A real estate investment trust as defined in Section 856 of the Internal

Revenue Code;

10. A regulated investment company as defined in Section 851 of the

Internal Revenue Code;

11. A real estate mortgage investment conduit as defined in Section 860D of

the Internal Revenue Code;

12. A financial asset securitization investment trust as defined in Section

860L of the Internal Revenue Code; and

13. Other similar entities created with limited liability for their partners,

members, or shareholders.
For purposes of this paragraph, "corporation” shall not include any publicly
traded partnership as defined by Section 7704(b) of the Internal Revenue Code
that is treated as a partnership for federal tax purposes under Section 7704(c)
of the Internal Revenue Code or its publicly traded partnership affiliates. As
used in this paragraph, "publicly traded partnership affiliates” shall include any
limited liability company or limited partnership for which at least eighty
percent (80%) of the limited liability company member interests or limited
partner interests are owned directly or indirectly by the publicly traded
partnership;
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Appendix

KRS 141.010(25) Definition of Doing Business
(25) Doing business in this state includes but is not limited to:
(a) Being organized under the laws of this state;
(b) Having a commercial domicile in this state;
(c) Owning or leasing property in this state;
(d) Having one (1) or more individuals performing services in this state;
(e) Maintaining an interest in a pass-through entity doing business in this
state;
(f) Deriving income from or attributable to sources within this state,
including deriving income directly or indirectly from a trust doing business
in this state, or deriving income directly or indirectly from a single-member
limited liability company that is doing business in this state and is
disregarded as an entity separate from its single member for federal income
tax purposes; or
(g) Directing activities at Kentucky customers for the purpose of selling
them goods or services.
Nothing in this subsection shall be interpreted in a manner that goes beyond
the limitations imposed and protections provided by the United States
Constitution or Pub. L. No. 86-272;
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IRC Code > TITLE 26 > Subtitle A > CHAPTER 6 > Subchapter A
CHAPTER 6—CONSOLIDATED RETURNS
§ 1501. Privilege to file consolidated returns

An affiliated group of corporations shall, subject to the provisions of this
chapter, have the privilege of making a consolidated return with respect to the
income tax imposed by chapter 1 for the taxable year in lieu of separate
returns. The making of a consolidated return shall be upon the condition that
all corporations which at any time during the taxable year have been members
of the affiliated group consent to all the consolidated return regulations
prescribed under section 1502 prior to the last day prescribed by law for the
filing of such return. The making of a consolidated return shall be considered
as such consent. In the case of a corporation which is a member of the
affiliated group for a fractional part of the year, the consolidated return shall
include the income of such corporation for such part of the year as it is a
member of the affiliated group.

§ 1502. Regulations

The Secretary shall prescribe such regulations as he may deem necessary in
order that the tax liability of any affiliated group of corporations making a
consolidated return and of each corporation in the group, both during and after
the period of affiliation, may be returned, determined, computed, assessed,
collected, and adjusted, in such manner as clearly to reflect the income-tax
liability and the various factors necessary for the determination of such
liability, and in order to prevent avoidance of such tax liability. In carrying out
the preceding sentence, the Secretary may prescribe rules that are different
from the provisions of chapter 1 that would apply if such corporations filed
separate returns.

§ 1503. Computation and payment of tax

(a) [General rule]1

In any case in which a consolidated return is made or is required to be made,
the tax shall be determined, computed, assessed, collected, and adjusted in
accordance with the regulations under section 1502 prescribed before the last
day prescribed by law for the filing of such return.

[(b) Repealed. Pub. L. 94-455, title X, §1052(c) (5), Oct. 4, 1976, 90 Stat.

1648]
(c) Special rule for application of certain losses against income of insurance
companies taxed under section 801
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(1) In general

If an election under section 1504 (c)(2) is in effect for the taxable year and the
consolidated taxable income of the members of the group not taxed under
section 801 results in a consolidated net operating loss for such taxable year,
then under regulations prescribed by the Secretary, the amount of such loss
which cannot be absorbed in the applicable carry-back periods against the
taxable income of such members not taxed under section 801 shall be taken
into account in determining the consolidated taxable income of the affiliated
group for such taxable year to the extent of 35 percent of such loss or 35
percent of the taxable income of the members taxed under section 801,
whichever is less. The unused portion of such loss shall be available as a
carryover, subject to the same limitations (applicable to the sum of the loss for
the carryover year and the loss (or losses) carried over to such year), in
applicable carryover years.

(2) Losses of recent nonlife affiliates

Notwithstanding the provisions of paragraph (1), a net operating loss for a
taxable year of a member of the group not taxed under section 801 shall not be
taken into account in determining the taxable income of a member taxed
under section 801 (either for the taxable year or as a carryover or carryback) if
such taxable year precedes the sixth taxable year such members have been
members of the same affiliated group (determined without regard to
section1504 (b) (2)).

(d) Dual consolidated loss

(1) In general

The dual consolidated loss for any taxable year of any corporation shall not be
allowed to reduce the taxable income of any other member of the affiliated
group for the taxable year or any other taxable year.

(2) Dual consolidated loss

For purposes of this section

(A) In general

Except as provided in subparagraph (B), the term “dual consolidated loss”
means any net operating loss of a domestic corporation which is subject to an
income tax of a foreign country on its income without regard to whether such
income is from sources in or outside of such foreign country, or is subject to
such a tax on a residence basis.

(B) Special rule where loss not used under foreign law

To the extent provided in regulations, the term “dual consolidated loss” shall
not include any loss which, under the foreign income tax law, does not offset
the income of any foreign corporation.

(3) Treatment of losses of separate business units

To the extent provided in regulations, any loss of a separate unit of a domestic
corporation shall be subject to the limitations of this subsection in the same
manner as if such unit were a wholly owned subsidiary of such corporation.

(4) Income on assets acquired after the loss
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The Secretary shall prescribe such regulations as may be necessary or
appropriate to prevent the avoidance of the purposes of this subsection by
contributing assets to the corporation with the dual consolidated loss after
such loss was sustained.

(e) Special rule for determining adjustments to basis

(1) In general

Solely for purposes of determining gain or loss on the disposition of intragroup
stock and the amount of any inclusion by reason of an excess loss account, in
determining the adjustments to the basis of such intragroup stock on account
of the earnings and profits of any member of an affiliated group for any
consolidated year (and in determining the amount in such account)—

(A) such earnings and profits shall be determined as if section 312 were applied
for such taxable year (and all preceding consolidated years of the member with
respect to such group) without regard to subsections (k) and (n) thereof, and
(B) earnings and profits shall not include any amount excluded from gross
income under section 108 to the extent the amount so excluded was not
applied to reduce tax attributes (other than basis in property).

(2) Definitions

For purposes of this subsection

(A) Intragroup stock

The term “intragroup stock” means any stock which—

(i) is in a corporation which is or was a member of an affiliated group of
corporations, and

(ii) is held by another corporation which is or was a member of such group.
Such term includes any other property the basis of which is determined (in
whole or in part) by reference to the basis of stock described in the preceding
sentence.

(B) Consolidated year

The term “consolidated year” means any taxable year for which the affiliated
group makes a consolidated return.

(C) Application of section 312 (n) (7) not affected

The reference in paragraph (1) to subsection (n) of section 312 shall be treated
as not including a reference to paragraph (7) of such subsection.

(3) Adjustments

Under regulations prescribed by the Secretary, proper adjustments shall be
made in the application of paragraph (1)—

(A) in the case of any property acquired by the corporation before
consolidation, for the difference between the adjusted basis of such property
for purposes of computing taxable income and its adjusted basis for purposes of
computing earnings and profits, and

(B) in the case of any property, for any basis adjustment under section50 (c).
(4) Elimination of election to reduce basis of indebtedness

Nothing in the regulations prescribed under section 1502 shall permit any
reduction in the amount otherwise included in gross income by reason of an
excess loss account if such reduction is on account of a reduction in the basis of
indebtedness.
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(f) Limitation on use of group losses to offset income of subsidiary paying
preferred dividends

(1) In general

In the case of any subsidiary distributing during any taxable year dividends on
any applicable preferred stock—

(A) no group loss item shall be allowed to reduce the disqualified separately
computed income of such subsidiary for such taxable year, and

(B) no group credit item shall be allowed against the tax imposed by this
chapter on such disqualified separately computed income.

(2) Group items

For purposes of this subsection—

(A) Group loss item

The term “group loss item” means any of the following items of any other
member of the affiliated group which includes the subsidiary:

(i) Any net operating loss and any net operating loss carryover or carryback
under section 172.

(ii) Any loss from the sale or exchange of any capital asset and any capital loss
carryover or carryback under section 1212.

(B) Group credit item

The term “group credit item” means any credit allowable under part IV of
subchapter A of chapter 1 (other than section 34) to any other member of the
affiliated group which includes the subsidiary and any carryover or carryback of
any such credit.

(3) Other definitions

For purposes of this subsection—

(A) Disqualified separately computed income

The term “disqualified separately computed income” means the portion of the
separately computed taxable income of the subsidiary which does not exceed
the dividends distributed by the subsidiary during the taxable year on
applicable preferred stock.

(B) Separately computed taxable income

The term “separately computed taxable income” means the separate taxable
income of the subsidiary for the taxable year determined—

(i) by taking into account gains and losses from the sale or exchange of a
capital asset and section 1231 gains and losses,

(ii) without regard to any net operating loss or capital loss carryover or
carryback, and

(iii) with such adjustments as the Secretary may prescribe.

(C) Subsidiary

The term “subsidiary” means any corporation which is a member of an
affiliated group filing a consolidated return other than the common parent.

(D) Applicable preferred stock

The term “applicable preferred stock” means stock described in

section1504 (a) (4) in the subsidiary which is—
(i) issued after November 17, 1989, and
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(ii) held by a person other than a member of the same affiliated group as the
subsidiary.

(4) Regulations

The Secretary shall prescribe such regulations as may be necessary or
appropriate to carry out the provisions of this subsection, including
regulations—

(A) to prevent the avoidance of this subsection through the transfer of built-in
losses to the subsidiary,

(B) to provide rules for cases in which the subsidiary owns (directly or
indirectly) stock in another member of the affiliated group, and

(C) to provide for the application of this subsection where dividends are not
paid currently, where the redemption and liquidation rights of the applicable
preferred stock exceed the issue price for such stock, or where the stock is
otherwise structured to avoid the purposes of this subsection.

§ 1504. Definitions

(a) Affiliated group defined

For purposes of this subtitle—

(1) In general

The term “affiliated group” means—

(A) 1 or more chains of includible corporations connected through stock
ownership with a common parent corporation which is an includible
corporation, but only if—

(B)

(i) the common parent owns directly stock meeting the requirements of
paragraph (2) in at least 1 of the other includible corporations, and

(ii) stock meeting the requirements of paragraph (2) in each of the includible
corporations (except the common parent) is owned directly by 1 or more of the
other includible corporations.

(2) 80-percent voting and value test

The ownership of stock of any corporation meets the requirements of this
paragraph if it—

(A) possesses at least 80 percent of the total voting power of the stock of such
corporation, and

(B) has a value equal to at least 80 percent of the total value of the stock of
such corporation.

(3) 5 years must elapse before reconsolidation

(A) In general

If—

(i) a corporation is included (or required to be included) in a consolidated
return filed by an affiliated group for a taxable year which includes any period
after December 31, 1984, and

(ii) such corporation ceases to be a member of such group in a taxable year
beginning after December 31, 1984,
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with respect to periods after such cessation, such corporation (and any
successor of such corporation) may not be included in any consolidated return
filed by the affiliated group (or by another affiliated group with the same
common parent or a successor of such common parent) before the 61st month
beginning after its first taxable year in which it ceased to be a member of such
affiliated group.

(B) Secretary may waive application of subparagraph (A)

The Secretary may waive the application of subparagraph (A) to any
corporation for any period subject to such conditions as the Secretary may
prescribe.

(4) Stock not to include certain preferred stock

For purposes of this subsection, the term “stock” does not include any stock
which—

(A) is not entitled to vote,

(B) is limited and preferred as to dividends and does not participate in
corporate growth to any significant extent,

(C) has redemption and liquidation rights which do not exceed the issue price
of such stock (except for a reasonable redemption or liquidation premium), and
(D) is not convertible into another class of stock.

(5) Regulations

The Secretary shall prescribe such regulations as may be necessary or
appropriate to carry out the purposes of this subsection, including (but not
limited to) regulations—

(A) which treat warrants, obligations convertible into stock, and other similar
interests as stock, and stock as not stock,

(B) which treat options to acquire or sell stock as having been exercised,

(C) which provide that the requirements of paragraph (2)(B) shall be treated as
met if the affiliated group, in reliance on a good faith determination of value,
treated such requirements as met,

(D) which disregard an inadvertent ceasing to meet the requirements of
paragraph (2) (B) by reason of changes in relative values of different classes of
stock,

(E) which provide that transfers of stock within the group shall not be taken
into account in determining whether a corporation ceases to be a member of
an affiliated group, and

(F) which disregard changes in voting power to the extent such changes are
disproportionate to related changes in value.

(b) Definition of “includible corporation”

As used in this chapter, the term “includible corporation” means any
corporation except—

(1) Corporations exempt from taxation under section 501.

(2) Insurance companies subject to taxation under section 801.

(3) Foreign corporations.

(4) Corporations with respect to which an election under section 936 (relating
to possession tax credit) is in effect for the taxable year.
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[(5) Repealed. Pub. L. 94-455, title X, § 1053(d) (2), Oct. 4, 1976, 90 Stat.
1649.]

(6) Regulated investment companies and real estate investment trusts subject
to tax under subchapter M of chapter 1.

(7) A DISC (as defined in section 992 (a) (1)).

(8) An S corporation.

(c) Includible insurance companies

Notwithstanding the provisions of paragraph (2) of subsection (b)—

(1) Two or more domestic insurance companies each of which is subject to tax
under section 801 shall be treated as includible corporations for purposes of
applying subsection (a) to such insurance companies alone.

(2)

(A) If an affiliated group (determined without regard to subsection (b)(2))
includes one or more domestic insurance companies taxed under section801,
the common parent of such group may elect (pursuant to regulations
prescribed by the Secretary) to treat all such companies as includible
corporations for purposes of applying subsection (a) except that no such
company shall be so treated until it has been a member of the affiliated group
for the 5 taxable years immediately preceding the taxable year for which the
consolidated return is filed.

(B) If an election under this paragraph is in effect for a taxable year—

(i) section 243 (b) (3) and the exception provided under section 243(b) (2) with
respect to subsections (b) (2) and (c) of this section,

(ii) section 542 (b) (5), and

(iii) subsection (a) (4) and (b) (2) (D) of section 1563, and the reference to
section 1563 (b) (2) (D) contained in section 1563(b) (3) (C), shall not be
effective for such taxable year.

(d) Subsidiary formed to comply with foreign law

In the case of a domestic corporation owning or controlling, directly or
indirectly, 100 percent of the capital stock (exclusive of directors’ qualifying
shares) of a corporation organized under the laws of a contiguous foreign
country and maintained solely for the purpose of complying with the laws of
such country as to title and operation of property, such foreign corporation
may, at the option of the domestic corporation, be treated for the purpose of
this subtitle as a domestic corporation.

(e) Includible tax-exempt organizations

Despite the provisions of paragraph (1) of subsection (b), two or more
organizations exempt from taxation under section 501, one or more of which is
described in section 501 (c)(2) and the others of which derive income from such
501(c) (2) organizations shall be considered as includible corporations for the
purpose of the application of subsection (a) to such organizations alone.

(f) Special rule for certain amounts derived from a corporation previously
treated as a DISC

In determining the consolidated taxable income of an affiliated group for any
taxable year beginning after December 31, 1984, a corporation which had been
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a DISC and which would otherwise be a member of such group shall not be
treated as such a member with respect to—

(1) any distribution (or deemed distribution) of accumulated DISC income which
was not treated as previously taxed income under section 805(b) (2) (A) of the
Tax Reform Act of 1984, and

(2) any amount treated as received under section 805(b) (3) of such Act.

§ 1505. Cross references
(1) For suspension of running of statute of limitations when notice in respect of
a deficiency is mailed to one corporation, see section 6503 (a) (1).

(2) For allocation of income and deductions of related trades or businesses, see
section 482.
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103 KAR 16:090. Apportionment; payroll factor.

RELATES TO: KRS 141.010, 141.120

STATUTORY AUTHORITY: KRS 131.130(1), 141.018

NECESSITY, FUNCTION, AND CONFORMITY: KRS 141.120(8) requires that all
business income of multi-state corporations be apportioned to Kentucky by
multiplying the income by a fraction, the numerator of which is the property
factor plus the payroll factor plus a double weighted sales factor and the
denominator of which is four (4). KRS 131.130(1) authorizes the department to
promulgate administrative regulations to administer and enforce Kentucky's tax
laws. This administrative regulation provides a detailed explanation of the
payroll apportionment factor.

Section 1. Compensation. (1)(a) Compensation shall not include payments
to an independent contractor or any other person not properly classifiable as
an employee.

(b) Only amounts paid directly to employees shall be included in the payroll
factor. Amounts considered paid directly shall include the value of board, rent,
housing, lodging, and other benefits or services furnished to employees by the
corporation in return for personal services, if the amounts constitute income to
the recipient under KRS 141.010(12) and (13).

(2)(a) The total amount paid or payable for compensation during the
taxable year shall be determined by the corporation’s accounting method and
shall be the same method used by the corporation for federal taxation
purposes. If the corporation has adopted the accrual method of accounting, all
compensation properly accrued shall be deemed to have been paid.

(b) The corporation shall be consistent in the treatment of compensation
paid in filing returns or reports to all states. If the corporation is not consistent
in its reporting, it shall disclose in its Kentucky return the nature and extent of
the inconsistency.

(3) Compensation paid to employees whose services are performed entirely
in a state where the corporation is exempt from taxation, for example, by
Pub.L. 86-272, codified as 15 U.S.C. 8§88 381 to 384, shall be included in the
denominator of the payroll factor.

(4) An individual shall be considered an employee if the individual is
included by the corporation as an employee for purposes of the payroll taxes
imposed by 26 U.S.C. 3121(d). Independent contractors shall not be considered
employees.

Section 2. Payroll Factor-Numerator. (1) The total wages reported by the
corporation to Kentucky for unemployment compensation purposes, except for
compensation excluded by this administrative regulation, shall be considered as
a factor in determining if an employee’s compensation is properly reportable to
Kentucky.

(2) In determining if a service performed without Kentucky is incidental to
the employee’s service in Kentucky, a service which is temporary or transitory
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in nature, or which is rendered in connection with an isolated transaction, shall
be considered an incidental service.

(3) In determining where the employee’s base of operations is located, the
place of more or less permanent nature from which the employee starts work
and to which the employee customarily returns in order to receive instructions
from the corporation or communications from customers or other persons, or to
replenish stock or other materials, repair equipment, or perform any other
functions necessary to the exercise of the employee’s trade or profession at
some other point or points, shall be considered to be the base of operations.

(4) The place from which the power to direct or control is exercised by the
corporation shall be the place from which the service is directed or controlled.

Section 3. This administrative regulation shall be effective for tax periods

beginning on or after January 1, 2005. (32 Ky.R. 1819; 2287; 33 Ky.R. 62; eff.
8-7-2006.)
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103 KAR 16:270. Apportionment; sales factor.

RELATES TO: KRS 141.120, 141.040(5)(b)1, 141.206

STATUTORY AUTHORITY: KRS 131.130, 141.018, 141.120(10)(b)

NECESSITY, FUNCTION, AND CONFORMITY: KRS 141.120(8) requires that all
business income of multi-state corporations be apportioned to Kentucky by
multiplying the income by a fraction, the numerator of which is the property
factor plus the payroll factor plus a weighted sales factor and the denominator
of which is four (4). KRS 141.120(10)(b) requires the cabinet to promulgate
administrative regulations providing how to determine the sales factor used in
the multi-state business income apportionment formula. This administrative
regulation provides guidelines for determining the sales factor of a multistate
corporation.

Section 1. Definition. (1) "Gross receipts” means the total amount of
consideration, including cash, credit, property, and services, paid for the sale,
lease, rental, or use of property.

Section 2. The following shall be examples of activities that result in the
assignments of gross receipts to Kentucky and shall be included in the
numerator described in KRS 141.120(8)(c), if the receipts are business income:

(1) The sale, lease, rental, or other use of tangible personal property in
this state;

(2) The sale of real property located in Kentucky;

(3) The lease, rental or other use of real property located in Kentucky;

(4) The provision of services performed entirely in Kentucky during the tax
period;

(5) The provision of services performed within and without Kentucky during
the tax period;

(6) Intangible property received by a business with a commercial domicile
in Kentucky;

(7) Intangible property, if the intangible has acquired a Kentucky business
situs;

(8) Franchise fees received from a franchisee located in Kentucky; and

(9) The distributive share of net income received from a general
partnership that is required to file a Kentucky income tax return under the
provisions of KRS 141.206.

Section 3. Assignment of Sales to Kentucky. (1) Sales of real or tangible
personal property shall be assigned to Kentucky if the property is in Kentucky
or is shipped or delivered to a purchaser in Kentucky.

(2) Sales of goods destined for delivery outside of Kentucky shall not be
assigned to Kentucky, irrespective of method of shipment or delivery.

(3) Sales of tangible personal property to the U.S. Government shall be
assigned to Kentucky if the property is shipped from Kentucky.
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(4) Receipts from intangibles shall be assigned to Kentucky if the
corporation’s commercial domicile is in Kentucky or the intangible has acquired
a Kentucky business situs. Examples of receipts from intangibles which are
deemed to have acquired a Kentucky business situs shall be franchise fees from
a franchisee located in Kentucky and a corporation’s Kentucky distributive
share of net income from a general partnership doing business in Kentucky.

(5) Rents or royalties from real or tangible personal property shall be
assigned to Kentucky if the property is located in Kentucky or in the case of
mobile property the rent is assigned to Kentucky, if the lessee’s base of
operations for the property is in Kentucky.

(6) Receipts from the performance of services shall be assigned to Kentucky
if the services are performed entirely in Kentucky, or the services are
performed both within and without Kentucky but a greater portion is
performed in Kentucky than in any other state based on cost of performance.

(7) If the corporation has income from a general partnership, the
distributive share income shall be included in the sales factor. The
denominator shall include the total distributive share; the numerator shall
include the amount of the distributive share apportioned to Kentucky pursuant
to KRS 141.206(9).

Section 4.(1) Receipts from intangible property shall be assighed to
Kentucky, regardless of the corporation’s or general partnership’s commercial
domicile, if possession and control of the intangible personal property is
localized in connection with a trade or business, creating business situs with
Kentucky, so that substantial use or value attaches to the intangible property
in Kentucky.

(2) In determining if possession and control is localized in connection with a
trade or business, the following factors shall be considered:

(a) The use of the intangible property in the continuous course of the trade
or business in Kentucky;

(b) The permanency of the location of the intangible property in Kentucky;

(c) The independent control and management of the intangible property in
Kentucky;

(d) The possession and control of the intangible property in Kentucky by an
independent local agent for the purpose of transacting a permanent business;
and

(e) The establishment or use of the intangible property in Kentucky in a
manner that attaches substantial use and value of the intangible property to
the Kentucky trade or business.

Section 5. This administrative regulation shall apply to tax periods

beginning on or after January 1, 2005. (32 Ky.R. 1830; 2290; 33 Ky.R. 71; eff.
8-7-2006.)
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103 KAR 16:290. Apportionment; property factor.

RELATES TO: KRS 141.120

STATUTORY AUTHORITY: KRS 131.130(1), 141.120(10)(b)

EFFECTIVE: February 10, 2006

NECESSITY, FUNCTION, AND CONFORMITY: KRS 141.120(8) requires that all
business income of multistate corporations be apportioned to Kentucky by
multiplying the income by a fraction, the numerator of which is the property
factor plus the payroll factor plus a double weighted sales factor and the
denominator of which is four (4). KRS 141.120(10)(b) requires the cabinet to
promulgate administrative regulations providing how to determine the property
factor used in the multi-state business income apportionment formula. This
administrative regulation establishes the requirements for determining the
property factor of a multistate corporation.

Section 1. Definitions. (1) "Annual rent” means the actual sum of money or
other consideration payable, directly or indirectly, by the corporation for its
benefit for the use of the property;

(@) Including:

1. Any amount payable for the use of real or tangible personal property
whether designated as a fixed sum of money or as a percentage of sales, profits
or otherwise; and

2. Any amount payable as additional rent or in lieu of rents, such as
interest, taxes, insurance, repairs or any other items which are required to be
paid by the terms of the lease or other arrangement; and

(b) Not including:

1. Amounts paid as service charges, such as utilities or janitorial services;
and

2. Incidental day-to-day expenses such as hotel or motel accommodations,
or daily rental of automobiles.

(2) "Net annual rental rate” means the total annual rental paid, less total
annual rental received from subrentals, which shall:

(a) Be subtracted if they constitute nonbusiness income; and

(b) Not be subtracted if they constitute business income because the
property which produces the subrentals is used in the regular course of a trade
or business of the taxpayer when it is producing business income.

(3) "Original cost” means the basis of the property for federal income tax
purposes, prior to any federal adjustments, at the time of acquisition by the
corporation and adjusted by subsequent capital additions or improvements
thereto and partial disposition thereof, by reason of sale, exchange, or
abandonment.

Section 2. General. The property factor shall include all real and tangible
personal property owned or rented and used during the taxable year, except
coin, currency, and pollution control property located in Kentucky for which a
tax exemption certificate is issued by the Department of Revenue.
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Section 3. Property Used. (1) Property shall be included in the property
factor if it is actually used or is available for or capable of being used during
the taxable year. Property held as reserves or standby facilities or property
held as a reserve source of materials shall be included in the factor. For
example, a plant temporarily idle or raw material reserves not currently being
processed shall be included in the factor.

(2) Inventory in process shall be included in the factor. Property or
equipment under construction during the taxable year shall be excluded from
the factor until it is actually used or is available for or capable of being used
during the taxable year.

(3) Property used shall remain in the property factor until its permanent
withdrawal is established by an identifiable event such as its sale.

Section 4. Consistency in Reporting. (1) Year-to-year consistency. In filing
returns with this state, if the taxpayer departs from or modifies the manner of
valuing property or of excluding property from or including property in the
property factor used in returns for prior years, the taxpayer shall disclose in
the return for the current year the nature and extent of the modification.

(2) State-to-state consistency. If the returns or reports filed by the
taxpayer with all states to which the taxpayer reports are not uniform in the
valuation of property and in the exclusion of property from or the inclusion of
property in the property factor, the taxpayer shall disclose in its return to this
state the nature and extent of the variance.

Section 5. Property Factor: Numerator. (1) Property in transit between a
buyer and seller shall be included in the numerator according to the state of
destination. Property in transit between locations of the same corporation shall
be considered at the destination location for purposes of the property factor.

(2) The value of mobile or movable property such as construction
equipment, trucks or leased electronic equipment which is located within and
without Kentucky during the taxable year shall be determined, for purposes of
the numerator of the factor, on the basis of total time within the state during
the taxable year. An automobile assigned to a traveling employee shall be
included in the numerator of the factor of the state to which the employee’s
compensation is assigned under the payroll factor or in the numerator of the
state in which the automobile is licensed.

Section 6. Valuation of Owned Property. (1) Property owned by the
corporation shall be valued at original cost.

(2) Capitalized intangible drilling and development costs shall be included
in the property factor whether or not they have been expensed for either
federal or state purposes.

(3) If the original cost of property is not ascertainable, is nominal, or is
zero, the property shall be included in the factor at its fair market value at the
date of acquisition by the corporation.
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(4) Inventory shall be included in the factor by the valuation method used
for federal income tax purposes.

(5) Property acquired by gift or inheritance shall be included in the factor
at its basis for depreciation for federal income tax purposes.

Section 7. Rented Property. (1) Annual rental rate shall be determined as
follows:

(a) If the property is rented for a twelve (12) month period, the annual
rent;

(b) If the property is rented for less than a twelve (12) month period, the
net rent paid for the actual period of rental; or

(c) If the property is rented for a period of twelve (12) or more months,
and the current tax period covers a period of less than twelve (12) months due,
for example, to a reorganization or change of accounting period, the net rent
paid for the short tax period shall be annualized.

(2)(a) Property rented by a corporation shall be valued at eight (8) times
the net annual rental rate.

(b) If this calculation results in a negative value or a clearly inaccurate
valuation, any other method which will properly reflect the value may be
required by the department or may be requested by the corporation, except
the net annual rental rate shall not be less than the total annual rental rate
multiplied by a fraction, the numerator of which is the fair market value of
rent applicable to rental property used by the corporation divided by the fair
market value of rent applicable to all of the corporation’s rental property.

(c) If a payment includes rent and other charges unsegregated, the amount
of rent shall be determined by consideration of the relative values of the rent
and the other items.

(3) If property is used at no charge or rented for a nominal rate, the
property shall be included in the property factor on the basis of the fair market
value of rent for comparable property in the area.

(4) Leasehold improvements shall, for the purposes of the property factor,
be treated as property owned by the corporation regardless of whether the
corporation is entitled to remove the improvements or the improvements
revert to the lessor upon expiration of the lease. The original cost of a
leasehold improvement shall be included in the factor.

Section 8. Monthly Averaging of Property. Averaging by monthly values shall
apply if:

(1) Fluctuations in the values of the property exist during the tax period;

(2) Property is acquired after the beginning of the tax period or disposed of
before the end of the tax period; or

(3) Fluctuations in the percentage of property used in Kentucky exist during
the tax period.

Section 9. This administrative regulation shall be effective for tax periods
beginning on or after January 1, 2005. (32 Ky.R. 1831; Am. 33 Ky.R. 72; eff. 8-
7-2006; 1108; 1519; eff. 1-5-07.)
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E 28 Taxable income before net operating boss deduction and special deductions. Subtract line 27 from line 11 28
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=
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851 Affiliations Schedule

OMB Mo, 1545-0025

{Rav. December 2005) » File with each consolidated income tax return.

Department of iz Treasury

nizmal Revenue Se=rice For tax year ending

Mame of commeon parent corpomtion Employer Identiflcation number

Mumbar, strest, and rocom or suite no. If a P.O. box, s22 instructions.

City or town, state, and ZIP code

m Overpayment Credits, Estimated Tax Payments, and Tax Deposits (32e instructions)

Partion of
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- rumber tax paymerits Form 7004
1 Commen parent corporation
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Totals {Must equal amounts shown on the consolidated tax return) . . . »
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Farm BS1 {Rav. 12-2005) page 2
Part 11l Changes in Stock Holdings During the Tax Year
[b) Shares neld atter
Share- Date @) Changes charnges descrbed In
um
Cﬁ;p. Hame of corporation :;;ﬁ:.' of cabmn &)
’ ImpNo_ ransaction sh:r:sm sh:rgsm Percent of Percent of
acqured dsposed or | VoD pawer vae
% %
%0 %
% %
% E
%0 %
% £
Eo E
% %

e} If any transaction listed above caused either a deconsolidation of a subsidiary or a deconsolidation of
any share of subsidiary stock and afterward, any member continued to hold stock of the subsidiary, did
the basis of any retained share exceed itz value immediately before the deconsclidation? If “Yes,” ses

the instructions for details. . . . . . . . . _ . [OvYes Ono
{dl Is the group deducting a loss recognized on the disposition of the stock of a subsidiary? If “Yes." see
the instructions for details, including the statements that must be attached. . . . . . . . . . . [ Yes [ Ne

(e} K the equitable owners of any capital stock shown above were other than the holders of record, provide details of the changes.

ffi If additional stock was issued, or if any stock was retired during the vear, list the dates and amounts of these transactions.

Form 851 iA=v. 12-200s)
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Form 851 (Reyv. 12-2005) Page 3
Part IV Additional Stock Information (see instructions)
1 During the tax year, did the corporation have more than one class of stock outstanding? . . . . . . [ Yes [ No
If "Yes,” enter the name of the corporation and list and describe each class of stock.
Cﬁ;p' Name of corporation Class of stock

2 During the tax year, was there any member of the consolidated group that reaffiliated within 60 months

of disaffiliation? . . . . . . . . . L L O ¥es [ No
If *Yes,” enter the name of the corperation(s) and explain the circumstances.

Cormp.

No Mame of corporation Explanation

3  During the tax year, was therz any arrangement in existence by which one or more persons that were not
members of the affiliated group could acquire any stock, or acquire any voting power without acquirng
stock, in the corporation, other than a de minimis amount, from the corporation or ancther member of the

affiliated group? - . . . . L L L L [ ¥es [ No
If “Yes." enter the name of the corporation and see the instructions for what to enter in Items 3a, 3b, 3c,
and 3d.
Cﬁc';p' Mame of corporation ltern 3a ltem 3b ltern 3o
U4 % %a
%a %a
%a %a
i) % %
Cr'_']’c';p' Item 3d—Provide a description of any arrangement.

Form 851 (Rav_ 12-2005)
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Farm 851 (Rev. 12-2005

Page 4

Instructions

Section references are to the Intarnal Revenue
Code unfess othenwvise nofed.

Purpose of Form
Usa Form 851 to:

1. ldentify the common parent corpomtion
and each mamber of the affiliated group;

2. Report tha amount of overpayment
cradits, estimated tax payments, and ax
daposits attributable to each corporation; and

3. Determine that each subsidiary
corpomtion gualifies as a mambear of the
affiliated group.

Who Must File

The parent corporation must file Form 851 for
itzalf and for corporations in the affiliated
group. File Form 851 by attaching it to the
consclidated tax retum for the group.

Affiliated Group

An affiliated group is one or mone chains of
includible corpomations connected through
stock ownership with a common parent
corpomtion. Ses sections 1504ia) and (B). The
commeon parent must be an includible
corpomtion and the following requirements
must be met.

1. The common parent must cwn directly
stock that represents at least 809% of the total
vating power and at least 80% of the total
value of the stock of at keast ona of the other
includible corpomtions.

2. Stock that represents at least 80% of
the total voting powear, and at least 80% of
the total value of the stock of each of the
other corporations (except for the common
parent) must be owned directly by one or
more of the other includible carporations.

For thiz purpose. the term “stock” generally
does not include any stock that:

1. Iz nonvoting,

2. Is nonconvertible,

3. Is Iimited and preferrad as to dividends
and do=s not participate significantly in
corporaie growth, and

4. Has redemption and liquidation rights
that do not axceed the issue price of the

stock (except for a reasonable redamption or
liquiclation premiumy.

Address

Include the suite, room, or cther unit number
after the street address. If the Post Office
does not daliver mail to the strest address
and the corporation has a P.O. box, show the
box number instead.

Corporation Numbers

When listing information in Parts 11, I, and IV,
use the sama number for the commeon parent
corpomtion and for each subsidiary
corpomtion as tha numbsar listed in Part .

Part |

Portion of overpayment credits and
estimated tax payments. Enter for the
commen parent corpomation and for each
subsidiary corporation tha amount of:

¢ Ovarpayments of tax from the prior tax year
that each corporation elected to cradit to the
curmant years tax, and

¢ Estimated tax payments made by each
corpomtion.

The total must be tha same as tha
amounts entered on the lines far
cverpayments and estimated tax payments
on the consalidated incomea tax return.

Tax deposited with Form 7004. Enter for tha
commen parzent tha tax deposited with Form
TCO4, Application for Automatic B-Month
Extension of Time To File Cerain Businass,
Income Tax, Information, and other Returns,
that is attributable to each corpomtion. The
total must ba the same as the amount
entered on the “Tax depositad with Form
7C04" line on the consolidated income tax
return.

Part Il

Principal Business Activity (PBA) and PBA
Code No. Enter the PBA and the PBA code
number for the common parent corpomtion
and for each subsidiary corporation. Use the
activity for the specific industry group from
which the largast percantage of each
corpomtion's total receipts is based.

A list of the PBAs and cods numbers is
located in tha Instructions for Forms 1120
and 1120-A.

MNondividend distributions. Mondividend
distributions are any distributions [other than
stock dividends and distributions in exchange
for stochkd made to shareholders during the
tax wear for which the consolidated tax retum
is filed that weare in excess of tha
corpomtion's current and accumulated
eamings and profits. See sections 304 and
318 and Form 5452, Corporate Report of
Nendividend Distributions.

Part Il

Question ). “Deconsolidation of a
subsidiary" means any avent that causes a
subsidiary mambar to no longer be & member
of the group. “Deconsolidation of 2 share of
subsidiary stock” means any evant that
causas a share of subsidiary stock to be held
by somecnsa other than a member of the
same group to which the subsidiary belongs
after the avent. If either type of
daconsolidation occurs, certain basis and
koss adjustments may be required. See
Temporary Regulations section 1.15802-35T
and Regulations section 1.337(d)-2.

Question (d). If the group is daducting a loss
recognized by a member with respact to the
disposition of stock of a subsidiary, tha
requiremeanis of Temporany Regulations
=zections 1.1502-35T and Regulations =action
1.337(d-2 must be met. A deduction will b=
allowed anly if the group attaches a
statemant that contains the required
information entitled “"ALLOWED LOSS UMDER
REGULATIONS SECTION 1.1802-35TE)iS"
and "REGULATIONS SECTION 1.337h-2(c)
STATEMENT."

@ Printad on recyclad paper
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ltem (e). Tha tarm “equitable owners™ of
stock means those that assantially have all
tha rights to enjoy the bansfits of stock
ownership without actually holding the stock,
e, bensficiary of a trust.

Part IV

Quastion 1. For purposes of guastion 1 only,
disregard certain prefemad stock as describad
in section 1504{) 4.

Quastion 3. The tarm “arangament”
includes, but i not limited to, phantom stock,
stock appreciation rights, an option, wamant,
conversion feature, or similar arrangemeants.

ltem 3a. Show the percentage of tha value of
the ouistanding stock that the personis) could
acquire.

ltem 3b. If the amangement was assocatad
with voting stock, show the percentage of
outstanding voting stock that the personis)
could acquire.

ltem 3c. If the amangament was asscciated
with the acquisition of voting powar without
tha acquisition of tha related stock, show the
parcentage of voting powar that the parsonis)
could acquire.

tem 3d. Give a briaef description of any
armangement [defined above) by which a
parson that i not a member of the affiliated
group could acquire any stock, or acquire any
voting power without acguiring stock, in the
corporation.

Paperwork Reduction
Act Notice

We ask for tha information on this form to
camry out the Intermal Ravenue laws of the
United States. You are required to give us the
information. We naad it to ensurz that you ar
complying with these laws and to allow us to
figure and collect the right amount of tax.

Yaou are not required to provide the
information requested on a form that is
subjact to the Paperwork Raduction Act
unless the form displays a valid OME control
number. Books or records refating to a form
or its instructions must be retained as long as
thair contents may bacome material in the
administration of any Internal Ravenue law.
Genarally, tax refurns and return information
ara confidential, as required by section 6103,

The time needed to complete and file this
form will vary depanding on individual
circumstances. The estimated avermge time
B

Recordkeeping . 10 hr., 45 min.
Leaming about the

faw or the form 53 min.
Preparing and sending

the form to the IRS 1 hr, G min.

If you have commeants conceming the
accumcy of these time estimates ar
suggestions for making this form simpler, we
would be happy to hear from you. See tha
instructions for the tax retum with which this
form is filed.
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KENTUCKY CORPORATION 2009

Taxable parind beginning . 2008, and ending Ao INCOMETAX AND LLET RETURN
B checkapplicable boxfes): _
e - D :?j:tﬁnlc I _ Taxable Year Ending !
LLET = Aticn, Mumbar _— Ma. Y.
Aeceipts Methad
O Gross Recsips Name of Carporation or Afflilated Group (Pt or typel State and Date of Incorporation
O Gross Profits
O 5178 minimum Mumbear and Streat Frincipal Businass Aclivity In KY
Manfiling Status Cad=
EnterCode Clty State ZIF Code Telzphone Mumbar NAICS Code Number
c [Relating to Kantusky Activityd
Incame Tax Aetam [S=& W .CENSUS.gov)
O Elected Consolidated E MameofCommon Parent KEantucky Corporation/LLET Account Number
Attachk Form 722
O Masdetary HEXUS ————————
Nanfiling Status Code F cneckmappicapre: O mitairaturn O Finai return jataenexpianation) O amenced return
[0 shortperlod return faftachexplanation) O changeofname [ changeotaddress [ cChangeofaccounting period
Emter Code ___
PART I—LLET COMPUTATION 15. Other iattach Schedule O-F200 ... 15 ao
16. Met Income (lin2 10 less lines 11 through 151 16 a0
1. Schadule LLET, Section B, N2 1 oeveereceienerenes |1 Q0
17. Currant net operating [oss adjustment
2. Aecycling/composting eguipmant tax credit
= =1 1 4T 1 =SSR ORTR RO | a0 {mandatary nexus oniyl .. Rl | a0
3. Total {20d Nines 1 and z] I 00| 18 Kentucky net Income taun 1Ines 16 and 17&....... 18 ao
4. Monrafundable LLET credit from Kenluclw 19. Taxable met [ncome
Schedule(s) k1., a oo {attach Schadulz & If applicable] ... SRRSO I - a0
5. Monrsfundable tax credis I:,Jcneume TCE e |5 Q| 0. Metoperating loss daduction [”DL"’ mieeeeene || 20 oo
6. LLET llablity {graatarof line 3 =5 lInes 21. Texania net Income afar N LD
4and 5ar S175 minimum} 5 oD {Ilne 19 1255 INE 20} ..ceecee e SRS |- a0
7. Withholding tax [FTE-VVHI] 7 af Iz, Eentucky domestic production activitles
8. EStMAtEd X BEYMENE weeeeecreseereeeesvmreneens | B ap =2 L A T S S—— | - ao
9. Exiens|on payment........ooooeeeeeeeee. |8 QQ | #3. Taxable net Income aftar KDPAD “'“E 21
10. Prioryears axeredit.. oo |0 an les5 1IN 22) . S — | - 00
11. Income tax overpayment fram PAAT Ill—INCOMETAX COMPUTATION
Fart il line 15... T | 00 1. Incometaxi{sse iNSENICERY MS) e e 1 o
12, LLETuuehlneﬁless linas 7 mmugn'l'l]............ 12 L Hewmmgmmp““ngEqmpmemExcremt
13. LLET overpayment llines 7 through 1 00 recapture.. P T A 2 an
=== 1T SRS OUOR S RORPROORN | |- |
t o0 3. Tax Instziiment on LIFO MEcapiure. ... ... 3 a0
14. Credited 1o 2009 INCOME 1A% oeoeremeecceeeeeeen |1 x Total [scid Hnes 1 through 3 . = 00
15. Credited 10 2010 LLET oo |15
r 5. Monrefundable LLET eradit from the Limited
16. Amount 10 be ETUNded e |18 Qo
Liabllity Pass-through Entity LLET Cradit
FART I—TAXABLE INCOME COMPUTATION Works heatis) (528 INSructions} s 9 a0
1. Federal texable Income (Form 1120, Ing 28) ... | 1 Qo | § MonrEfundable LLET cradit (Part I, line &

ADDITIONS: less 5175] .. O & a0
Z. Interest Income istate and |ocal oblgations) ... | 2 Q0| 7 Monrefundable tax credits I..v::nenule TCSh ... 7 a0
3. State taxes based on netgross Income ... || 3 Q0 | 8. MNetincome tax llabllity {line 4 less linas 5
4. Depreclation adjustment .| & 00 through 7, but not less than zamol o 8 0o
5. Deductlons attributable io nontaxable Income 5 00| 9. Estimated tax payments
&. Felated pary expenses .. [ a0 O cCheckif Form 22 20-K attachad ] ao
7. DIvidend paid daduction [RET) 7 Q0 | 10. Extenslon paymeant............ 10 00
§. Domestlc production activitles geduction 8 00 | 11, Prior ySars @5 Creit e e e eemeeereneiens 11 a0
9. Other {attach Schedule 0-730) .o | T 00 |12, LLET overpayment from Partl, ine 14 ... |12 ao

10, Total {add INSs 1 thROUGN ) e ceeerceecrnnees | 10 00 | 13. Income tax due {line § less ines 9 through 12 1] Qo

SUBTRACTIONS: 14. Income tax overpayment [lines @ through 12

11.  Interest Income {U.5. obNgEto N5} e eeeeeenees | 11 ao 1= = O OO 14 a0

12, DHVIDEN INCD MR ccecrriere e semmemsemssemmanrensameenssecsens. |12 00 |15 credited to 2008 LLET... I | |- a0

13, Federalworkopportunity credit ... [13 00 | 15. Credited to 2010 c:orpulatlnn Income tax....... |18 an

14. Depreclatian adJuslment..................................... 14 00 (17 AmMount to be ETUNLED v | 17 4]

TAX PAYMENT SUMMARY {Round to nearest dollar) > Federal Form 1120, all pages, and
any supporting schedules must ba

LLET INCO ME attached.

1. LLET due {Fart i, Line 12) 5 1. Incame fax due (Fard W, Lins 15) 5

2. Penaity 5 2. Penalty 5 Make check payable to:

Kentucky State Treasurer
3. interast 5 3. Interast =]
4. Subtotal 5 4. Subtotal = Mall return with payment to:
Kentucky Department of Ravenus
TOTAL PAY MENT (Add SUBOERIS oo 2 Frankfort. Kentucky 40620
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Form 720 {2008)

Commonmwealth of Kentucky
DEPARTMENT OF REVEMUE

LR

Page 2

SCHEDULE Q—KENTUCKY CORPORATION/LLET QUESTIONNAIRE

IMPORTANT: Questions 4— 13 must be completed by all corporations.
If this is the corporation’s initial return or if tha corporation did not
file a return under tha samea name and same federal .0 number for
the preceding year, questions 1, 2 and 2 must be answered. Failure
to do so may result in a request for a delinquent etum.

1. Indicate whether: (a0 new business; (b} O successor
to previously existing business which was organized as:
{1)O corporation; {2} 0partnership; (2)0saole proprietorship;
or (4] O other
If successor to previously existing business, give name,
address and fedaral L.O. numbar of the pravious business
organization.

2, List the following Kenatwcky account numbers. Enter MfA for
any number not applicable.

Employer Withholding
Sales and UseTax Parmit
Consumer UseTax
Unemployment Insurance
Coal Severance andfor
Processing Tax

3. If aforeign corporation, enter the date qualified to do business
inKentucky. _ /4

4, [f change of accounting period, item Fon page 1, is checked,

complete the following information:
Year End before the change:
Month and Day
a. O Change from a FiscalYear to 8 CalendarYear
{NOT a 52/52 week filer):
b. O Change from a CalendarYear to a FiscalYear
{MOT a 52/53 week filar):
MewYear End:
Month and Day
c. O Change from a Fiscal Year to a CalendarYear
{52/53 waek filer):
MewYear End: December and Day of weak
cd. O Changefrom a Calendar¥ear to a FiscalYear
{52/532 waek filer):
MewYear End:
Month and Day of weak
If a 52/63 week filar: [Choose ona of the aptions below.}
i O OptiomA: Ends on the same day of the weak and
whatevar date this same day of the week lastoccurs
in a calandar month.

ii. O Option B: Ends on the same day of the waak and
whatevear date this same day of the week falls that is
the nearest to the last day of the calendar month.

5.

The corporation’s books are in care of: {name and address)

. Are disregarded entities included in this raturn?

OYes DO Mao. If yes, list name, address and federal .D. number
of the entity.

WWas tha corporation a partner or member in a pass-through
entity doing business in Kentucky? O Yes O Mo. Ifyes,attach
schedule listing name and federal 1.0. number of the pass-through
entity.
VWas the corporation doing business in Kentucky, outside of its
interest in a pass-through entity? O Yes O No

. Are related party costs made to related members as defined in

KRS 141.208(1)(I} included in thisreturn? 0O Yes O Mo. Ifyes,
list nam e, federal 1.D. andfor Kentucky Corporation/LLET account
number of the individual or entity.

Caution: If the corparation elected to file a consolidated income tax
returin for tax years beginning priar to January 1, 20058, skip questions
9 and 10 and go te question 11

9.

10,

n

12,

Did the corporation at any time during the taxable year do
business in Kentucky and own 30 percent or more of the voting
stock of another corporation doing business in Kentucky?
O Yes 0O Mo. Ifyes,list name, address and federal 1.D. number
of the entity.

WWas B0 percent or more of the corporation’s voting stock owned
by any corporation doing business in Kentucky at any time of
theyear? 0O Yes 0O MNo. Ifyes, listname, address and fedaral
.0, number of the entity.

Was this return prepared on: (a) O cash basis, {b) O accrual basis,
(e} O other

Did the corporation file & Kentucky tangible personal property
tax return for January 1, 20107 O%es O No

13,

|s the corporation currently under audit by the Internal Revenue
Service? OYes 0O Mo

If yes, enter years undar audit

If the Internal Revenua Service has made final and unappalable
adjustmants to the corporation's taxable income which have not
b=en reported to the department, check here O and fila an amended
return. 522 Instructions 2008 Kentucky Corporation Income Tax and
LLET Return, page B for information regarding amended raturns.
Attach a copy of the final determination to the amended raturn.

OFFICER INFORMATION (Failure to Provide Requested Information May Result in a Panalty)

Attach a schedule listing the name, home address and Social Security number of the vice president, secratary and treasurer.

Has the attached officer information changed from the last return filed?

Presidents Name

Presidents Social Security Numbear

Date Became President

O ¥es

President’s Home Address

O me

o !

|, the undersigned, declare under the penalties of perjury, that | have examined this return, including all
accompanying schedules and statements, and to the best of my knowledge and belief, it is true, correct and

complete.

&

May the DOR discuss this
returmn with the preparer?
O Yes O Mo

Signature of principalaficer orchisf accaunting officer

MNeme of person arfirm preparisg retern

www.revenue.ky.gov
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Datz E-mail Addrass:

SEN, FTIN or FEIN Telaphone Number:




SCHEDULE CR PRO FORMA FEDERAL Taxable Year Ending
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Form 720 CONSOLIDATED RETURN SCHEDULE e
414720CR [10-09) ) '
Commonweaitn of Kentucky (Attach All Applicable Schedules)
DEPARTMEMT OF REVENUE
Comrmon Parent Corparation Kentucky Corporation/LLET Account Number
Hame MNams
Consolidated Intercompany
S Parant N FEIN
Totals Eliminations
KY CorpsLLET Acct. No. KY CorpSLLET &cat. Na.
1. {al Gnoss recelpts orsaks... .. [ 113} an oo an oo oo
{b} Less raturns and allowances ... [1{b} an oo an oo oo
fcb Balanee. .o [ 1ED an oo an oo oo
2. COStOTGOOOS BOM . ooeoeeeeeecceceee e 2 oo oo o oo oo
F. BIOSE PROTH. oo 3 oo oo ao oo oo
B DIVIHENDS oo | B oo oo o oo oo
T IMEETEE oeme e cememraee e ene st acsemssanssmrenns 5| oo oo ag oo oo
p— 6. GIOEE MEMLS oo 6| oo oo [als] oo oo
—
= 7. Gross royalles oo | T oo oo oo oo oo
——
—— B. Capitalgain Net INCOMIE .. e eeseereees B| oo oo ag oo oo
—— 9. Metgain or {loss) from Form 4797 ... o oD o0 a0 oo oo
—
— 10, ONAT INCOME . eoceoceoeeemoemeereereceseeecee | D) oo oo [als] oo oo
—— 1. Total INCoMmE ......... SEUTOROUOORN | | | ao oo aq oo oo
—
— 12. Compensation of OffCers. ... iceiceeeeene | 12 oo oo a0 oo oo
— 13. SAIAMES BN WEOEE wor e eereeeremenmreesemrees | 13 [als] oo ao []s] oo
— 14. Repalrs and malnt2nance. ... | 14 oo oo ao oo oo
—
— 15, BAO OEBES ..o cerceecemmeeemsemeeersesemesemsenees | 1) oo oo ag oo oo
— FL= 1= - SOOI DRSO [ | - | oo oo ag oo oo
= 17. Taxes and [ICENSES ..o 17 oo oo ao oo oo
18, INEEIESE oo eeeceee | 1B oo oo oo oo oo
18, Charfable contributions ... weee | 18] oo oo ag oo oo
0. Depreclation from Form 4553
not clalmead on Echedule A
Or elSEW 2T On FERUM oo || 200 oo oo o oo oo
1. Depletion 71 oo oo o oo oo
22, AOVEFIEING <o eeeeeees | 22 oo oo [als] oo oo
23. Fanslan, proflit-sharing, to., plans....... 23| oo oo a0 oo oo
24. EMPIOYES DENETL PrOGrAME «ovoeerereeeeeen | 2] oo oo ag oo oo
25. Domestic production activities
BEAUCHIDN oo | 25 oo oo [als] oo oo
6. Othardeductions 26| oo oo ag oo oo
27, TOE| AROUCTIING ooucemesamsemrenseseresoesmseemees | BT, oo oo ag oo oo
5. Taxable Income bafore MOL and
SPRCIAL DEAUCTIONS c.ee e v eerecnecremmsenecrennes || 2B ao oo ad oo oo




Appendix

41A720CR (10-08)
Commanweaith of Kentucky
DEFARTMENT OF REVENUE

Schedule CR

Pro Forma Federal Consolidated Return Schedule

GENERAL INSTRUCTIONS

Purpose of Form

This schedule must be completed and submitted with the consolidated
income tax return (Form 720) to show the federal gross income and
deductions for each member of the affiliated group.

Specific Instructions

For each member of the affiliated group, enter the name, FEIN and
Kentucky Corporation/LLET account number. If there are more than
two members in the affiliated group, use Schedule CR-C, Pro Forma
Federal Consolidated Return Schedule Continuation Sheet. Schedule
CR-C can be duplicated as needed. The Consolidated Total column is
the total for each line adjusted for intercompany elimination(s).

- 151 -




SCHEDULE CR-C

Form 720
HATZ0CR-C (10-09)

Commonwealth of Kentucky
DEPARTMEMT OF REVENUE

{(Attach All Applicable Schedules)

PRO FORMA FEDERAL CONSOLIDATED RETURN SCHEDULE
Continuation Sheet

Taxable Year Ending

Common Parent Corporation

TR

mowm Eow o

o

14.
17
18.
1=3
0.

1.
2.
3.
24,
25.

4.
7
8.

[al Gross recelpts or salES e

[b) Less returns and allowances

oy Balanoa ...

COSt OF QOOEE SO0 e crecsecm e eerenne
GPOEE PO e eeeecrenscersemseesenecrecen
DIIdENdS e

Interest ..

GBIOES TS Lo
GMOEE FOYE TIEE oo e me e emiamas
Capital gain net INCOME. ..o aeene.
Natgalnor {loss] from Form 4797 ...
OENET IMCDME oo sceme e msemremas
TOME! IO M e e e mm s emiemas

Compansation of officars.

Salares and WagES oo

Repalrs and malntenance....
Bad debis ...
L= .
Tax25 aNd HCENBES .o cseres s emaee
L4 2= == PR S
Charita b2 contributlons

Depreclation from Form 4552

not claimed an Schedule A
oraklewhens on ium ...
DERIEON oo

Advertising ...

Fanslon, profit-sharing, &tc., plans......

Employes banelit programs .

Domestic productlon activitles
HEAUCTID N cen e eeeem e e en e
DIRET d20UCIKINS (e e
Tota | EQUCHIONS e
Taxable Income before NOL and

special deduetions ...

Hame Hame Hame Hame Ham=
FEIN EEIN FEIN FEIN FEIN
EY Corp LLET Acct Mo EY Corp/LLET Acct No. EY Corp/LLET Acct lo. EY CorpJLLET Acct Mo EY Corp/LLET Acat. Na.
Tia) oo ] oo oo 00
1{b) oo a0 oo oo aa
1(c) oo oo oo oo [a]a]
2 oo oo [s]s} oo aa
3 oo oo [s]s} oo aa
a4 oo ale] oo oo aa
5 oo ale] oo oo aa
=] oo ale] oo oo aa
7 oo alx] oo oo aa
B oo oo oo oo aa
o oo oo oo oo aa
o oo oo [s]s} oo aa
il oo oo [s]s} oo aa
12 oo alx] oo oo aa
13 oo alu] oo oo aa
14 oo ale] oo oo aa
15 oo ale] oo oo aa
16 oo oo oo oo aa
17 oo oo oo oo aa
1B oo oo oo oo aa
jit=] oo oo [s]s} oo aa
v oo ale] oo oo aa
21 oo ale] oo oo aa
212 oo alu] oo oo aa
13 oo oo oo oo aa
24 oo oo oo oo aa
5 oo oo [s]s} oo aa
pi=] oo alx] [sls} oo aa
7 oo alx] oo oo aa
1B oo alu] oo oo aa
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SCHEDULE KCR

Form 720
41AT20KCR {10-09)

Commomvealth of Kentucky
DEPARTMENT OF REVENUE

KENTUCKY
CONSOLIDATED RETURN SCHEDULE

(Attach All Applicable Schedules)

Taxable Year Ending

/

Ma.

Common Parent Corporation

fentucky Corporation/LLET Account Mumbaer

Total

Far=nt

Hame

FEIN

FEIN

FEIN

KY CorpsLLET Acct. Mlo.

KY Corp /LLET Acct. No.

KY CorpSLLET &cct. Ha.

1.

Faderal taxable income
[Sch. CRar Sch. CA-C, line 28)......

{a) Intercompany eliminations ___.

Additions
2. Interast income (state and
o local obligations e e
m 3. 5tate taxes based on netigross
m [11Te.2] | T SO PO,
M 4. Depreciation adjustment...........
W 5. Deductions attributable to
—_— nontaxable iNCOME .o
m 5. Related party expenses ..o
== 7 Dividend paid deduction (REIT]....
m 2. Domestic pro duction activitias
m deduction o
m 9. Other {attach schadule} ..o,
m 10. Total{add lines 1 through 3)........
Subtractions
M. Intarest income {U.S. obligations)
12, Dividend inCome. .o
13. Faderal work opportunity credit....
14. Depreciation adjustment............
15. Other {attach schadule} ...coccoieeee.
16. Met income (line 10 less
linge M through 15}
17. Less nonbusiness income net
of related expenses
18. Add Kentucky nonbusiness
incoma net of ralatad axpanses ...
19. Kentucky net income [line 16

less line 17 plus line 18) ...

1 00 oo 00 00 oo
1(al 00 oo 00 00 oo
2 00 oo 0 0 oo
3 00 0o 0 0 oo
4 00 []1] o o oo
5 00 oo 0 g oo
(s} 00 oo uls] uls] oo
7 00 [[1] o o oo
2 00 oo 0 0 oo
3 00 [oa] Juls] 00 o0
10 00 oo [uls] uls] oo
1l 00 oo 0 0 oo
12 00 oo 00 00 oo
13 00 oo [uli] uli] oo
14 00 oo uls] uls] oo
15 00 oo 0 0 oo
18 00 oo 0 g oo
17 00 oo aQ o oo
18 00 oo 0 g oo
18 00 [ul] uli} uli} oo
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Appendix

41A720KCR (10-09} FPage 2

Commonwaalith of Kentucky
DEPARTMENT OF REVENUE

Schedule KCR - Kentucky Consolidated Return Schedule

GENERAL INSTRUCTIONS

Purpose of Form —This schedule must be completed and submitted with the consolidated income
tax return (Form 720) to show the statutory adjustments for each member of the affiliated group.
Each affiliate is reported net of all amounts resulting from transactions with other members of this
consolidated group (intercompany eliminations).

Specific Instructions—For each affiliate, enter the name, FEIN and Kentucky Corporation/LLET
account number. If there are more than three affiliates in the affiliated group, use Schedule KCR-C,
Kentucky Consolidated Return Schedule Continuation Sheet.

Line 1—Enter the amounts for the parent and each affiliate from Schedule CR, or CR-C, Line 28.
These amounts are before intercompany eliminations.

Line 1{a)—Enter the amount of intercompany eliminations for the parent and each affiliate. The
amount entered in the Total column will be the same as the amounts entered on the Schedule CR,
Intercompany Eliminations column.

Line 2-15—The amounts entered in the Total column will be the same as Lines 2-15 on Form 720.
Line 16 —ThisTotal is the same as the amount on Form 720, Part Il, Line 16.

Line 17—Enter the amount from Schedule A, Section I, Line 3 in the Total column.

Line 18 —Enter the amount from Schedule A, Section Il, Line 7 in the Total column.

Line 19—This is the Kentucky net income before apportionment.
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SCHEDULE KCR-C —Amzuﬂcnmﬁd_\ Taxable Year Ending

. . __I__
Form 720 CONSOLIDATED RETURN SCHEDULE— Continuation Sheet T
41AT20KCR-C (10-09)
Departmant of Revanue (Attach All Applicable Schedules)
Common Parent Corpaoration fentucky Corporation/LLET Account Mumber
Hame Hame Hame Hame Heam=
I FEIN FEIN FEIN FEIN
KY¥ Corp/LIET Acct Mo k¥ Corpi/LLET Aeet No. KY Corp/LIET Acct Mo k¥ Corp /LLET Aeet No. EY Corp/LLET Azat. Na.

1. Faderal taxable incoma

[Sch. CR-C, ling 2B) oo 1 [ [4] ag [ [4] ag oo
{a) Intercompany eliminations .... |1(z] [ul4] li] a4} uli] oo
Additions
2. Interast income (state and
- Iocal obligations b 2 4] an 4] an oo
w 3. Gtate taxes based on net’gross
m IMCOME e 3 o] 00 o] 00 0o
m 4. Depreciation adjustment............. 4 og ag og ag oo
— 5. Deductions attributable to
W nontaxsble incoma......... ] oo o oa o oo
== 6. Related party expenses......... |6 0o 0a 0o 0a oo
M 7. Dividend paid deduction {REIT].... 7 oo o oo g oo
m &. Domestic production activitias
= deduction o 0o oo 0o oo oo
m 9. Other {attach schadule}............... g [o]4] a4} [o]4] a4} on
== 0. Totalladd lines 1 through9)... |_10 00 0o 00 0o oo
Subtractions
1. Interast income {U.S. obligations). 11 [o 4] a4} [o4] a4} on
12 Dividend income......oo. |12 og 0 og 0a oo
13. Federal work opportunity credit... 13 og ag og ag oo
4. Dapreciation adjustment............. 14 og ag og ag oo
15. Other {attach schadule}....ccocveeeee [ 18 oo o oo g oo
16. Met income (line 10 less
lines M through 15} |18 og 0a oa 0 oo
17. Less nonbusiness income net
of related expenses 17 [al4] oa 4] oa oo
18. Add Kentucky nonbusiness
incoma net of ralatad expanses . 18 og ag og ag oo
19. Kentucky net income 19 og ag og ag oo
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SCHEDULE A

4147204 (10-09)

Commonwealth of Kentucky
DEFARTMENT OF REVENUE

» Seeinstructions.

» Attach to Form 720, Form 7205, Form 725,

Form 765 or Form 765-GP

AR

|For corporations and pass-through entities taxable

Taxahble Year Ending

APPORTIONMENT AND ALLOCATION

both within and without Kentucky.)

Regulations 103 KAR 16:090, 103 KAR 162270, 103 KAR 162290

MName of Corporation or Pass-through Entity

Federal Identification Number

Kentucky Corpoarationf/LLET
Account Mumber

O 11 the corporation flling this tax raturn s a partner or member of a lmited 1ablllity pass-through entity or general partnership organized or formed as a gensral

partnership after January 1,

200E; or the pass-through antity TIIing this ratum k5 3 partner or member of a pass-through entity, check this box and complste

Schedule A-C, Apportionmeant and Allocation-Continuatikon Shaet.

Ir apportionment method other than statutory formula s usad:

O Check tha box If permission has been granted by the Kentucky Department of Revenue to use an alternative method or statemant making election In accordance

with KRS 1411 2048 {B} (1} or [2}; and

= Attach a copy of the letter from the Kentucky Department of Revenue requiring or granting permission to use an altarnative method.

SECTION L COMPUTATION OF APPORTIONMENT FRACTION SECTION ILAPPORTIONMENT AND ALLOCATION OF INCOME
Convert iNes 3. 4.7.10, 11 and 12 10 @ parcantage carmad 1o 1our decimal PIaces. | ¢ yar income (from Form 720, PAR (L (N2 18] oo q oo
I. Deduct nonbusiness Income [If applicabisl:
1. HENLCky BB e . e {a) Interest ... 248 on
{11 51= R RRROTOTOPOPOR |- (=] oo
2. Totalsales. 2 [ n]
12} ROYAIES e enarenens 20ck oo
i) Metgain or loss on sals or
3. Lne1 divided by lins 2 3 % exchange of capltal assets ... |2id) oo
4. Sales factor =] Totl (ines {z} thrawgh @0 ..... |24 oo
{line 3 multiplied by 2} - 4 % {f] Less related expansas
5. Average valus of lattach schedule} ... | 20| [ o]
Kentucky rRalitanglbiz
property (Saction Il ... 5 an 3. Mab nonbUSINESS IO .o o
5. Average valus of total
res tAngIBIE proparty 4. BUSINESE INCOME (INE T BESE N2 B oo eeemmmemememememm s oo
{s=ction v g oo 5. BUSIN2sE INCOME apportioned o Kentu:w (e 4
multiplled by Ing 12, Section 1) .. 5 oo
7. Fropany factor {ine 5
QIVIIED By 1IN2 BY oo et e b an s 7 o | 6. Add Kentucky nonbusiness Income | applicablal:
L V1= = [ZE] oo
8. Fantucky payrolls ... a ao L1151 (=11 oo
g} Royaltles oo Bz} ao
9. Total payrlls ... | 8 ao id) Metgainor loss on sals or
exchange of capltal assels ... |8ld) oo
(=] Total (lines {a} through [ ... [6is} oo
10, Faymoll factor (ine S divided BY 1INE 3] e ceveemmmee || 100 O
if]  Less Kentucky
related expenses
1. Totalfadd ines &, 7 and 1) oo | 1 %, (att=ch sohedule ... [6iH) € ol
7. Kentucky nst nonbUSINESS INDOME. .o 7 o
11 Qfﬁﬁ:tn‘:gmﬁ':;ﬁ::z:;:ﬁég gg?m:i:ﬂrg 2 B. Taxable net Incoms [Iine 5 plu5 line 7] [Enter here and on
factors) 12 o Form 720, Fart I, Hine 18] . B oo
SECTION . KENTUCKY REAL/TANGIBLE PROPERTY SECTION IN.TOTAL REAL/TANGIELE PROPERTY
FROFERTY A. Beglnning ofyear B. End ofyear FROFERTY A. Beginning of Year B. End ofvear
I rwenores .. 1 LI V= e g — 1
I T T 3= S |- 2. BUKINGS weoevecserceeemeeecemecs 2
3. Machirery and equipment.. | 3 3. Madhinery ardequipment. | 3
6. Orer tanghle assals ..., B B, Qlher tangble assels........ L}
6. Total ines 1 througn By 8 6. Total {Ines 1 fhrough &) &

7. Average value of realilangble property owred n
Kerucky, total of Ine G, colunns ~ and B
OMIIEO Y 2 oo

8. Leased proparty {Eight tmes the annual rental
ratz less subrentaks) ..

Q. Todal fnes 7 and 8) jenter on N2 5, Seclion ...

FueragE vaLE of reditangle property ovmed
avErywhere, totalol Ines, colrmrs & and B
NI 2 oo

8. Ledssd property lEr;ht tIveEs e arrual rental
rate less subwendals) ...

o

Total {lines 7 and B) enter ocnline G, Section o
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4147204 {10-08)

Commaonwealth of Kentucky
DEPARTMENT OF REWVENUE

General— A corparation that is taxable in this state and taxable in
another state shall apportion and allocate net income to Kentucky in
accordanca with KRS 141.120. A pass-through entity deing business
within and without the state shall compute an apportionment fraction
in accordance with KRS 141,208 9). Public service companies {defined
in KRS 136.120) and financial organizations shall apportion and allacate
net income in accordance with KRS 141.120010) and Regulations 103
KAR 16:100 through 102 KAR 16:160.

A gorporation must use the statutory formula unless the carporation
has been requirad or grantad approval in writing by the Departm ent of
Rewvenue to use an alternative method provided by KRS 141.120{9){a) or
the corporation gualifies for and elects an alternative apportionment
method provided by KRS 141.120(3)(b). A copy of the latter from the
Department of Revenue requiring or granting approval to use a method
other than the statutory formula or a statement electing an alternative
appartionment method in accordance with KRS 141.120(8){b){(1} or (2]
must be attached to the return when filed.

Consolidated Return— An affiliated group filing a consolidated return
istreated as & single corporation. All transactions between members
of the affiliated group shall be eliminated in determining the sales,
proparty and payroall facters. Attach a columnar spreadsheet fo
Schadule A reflacting the computation of the consolidated factors.

COMPUTATION OF APPORTIONMENT FRACTION

Schedule A must be completed and submitted with the applicable tax
return (Form 720, Form 7205, Form 725, Form 765 or Form 765-GP).
If the corporation filing the tax return is a partner or member of a
limited liability pass-through entity or general partnership arganized
or formad as a general partnership after January 1, 2008; or if the
pass-through entity filing the income return is a partner or member
of 8 pass-through entity, complete Schedule A-C, Apportionment and
Allocation— Continuation Sheet.

If Schedule A-C is reguired, complete Saction Il and Saction IV of
Schedule A to determine the average value of the corporation’s or
pass-through entity's Kentucky realitangible property and total realf
tangible property. Enter the amounts from Schedule A, Section 11,
Line & and Secticn [V, Line 9 on Schedule A-C, Corporation or Pass-
through Entity filing the return column, Lines & and G, respectively.
After Schedule A-C is completed enter the amounts from Schedule
A-C,Total column, Lines 1,2, 5, 6,8, and 9 on the comresponding linas
of Schedule A, Section |, Lines 1, 2, 5, 6, 8, and 9.The apportionmeant
fractionis then determined by completing Schadule A, Section |, Linas
3,4,7.10, 1, and 12.

For a corporation that is not a partner or member of a limited liability
pass-through entity or general partnership organized or formed as a
general partnership after January 1, 2006; or a pass-through entity
that is not a partner or member of a pass-through entity, the business
apportionment factors shall be computed as follows:

Sales—Total sales include all gross receipts other than nonbusiness
receipts, except as provided in KRS 141.121. Sales of real or tangible
parsonal property are assigned to Kentucky if the property is located in
Kentucky or is shipped or delivered to 8 purchasear in Kentucky. Sales
of tangible personal property to the U.S. government are assigned to
Kentucky if the property is shipped from Kentucky.

KRS 141.120(8)(c){3} provides that sales other than sales of tangible
personal property are assigned to Kentucky if the income-producing
activity is performed entirely within Kentucky or if the income-
producing activity is performed both within and without Kentucky
and a greater portion of the income-producing activity is performed
in Kentucky than in any other state based on cost of parformance.
The following are ganeral guidelines for assigning these receipts to
Kentucky but should not be considered all inclusive:

A Receipts from intangibles are assigned to Kentucky if the
corporation’s commmercial domicile is in Kentucky orthe intangible

Page 2

Instructions for Schedule A —Apportlonment and Allocatlon

has acquired a Kentucky business situs. Examples of receipts
from intangibles which are deemed to have acquired a Kentucky
business situs are franchise fees from a franchisee located in
Kentucky and a corporations Kentucky distributive share of nat
income from a partnership doing business in Kentucky.

B. FRents or royalties from real or tangible persconal property are
assigned to Kentucky if the property is located in Kentucky or in
tha case of mobile property the rent is assigned to Kentucky if
tha lessea's base of operations for the property is in Kentucky.

C. FReceipts from the performance of services are assigned to
Kentucky if the services ara performed entirely in Kentucky orthe
sarvices are performead both within and without Kentucky but a
greater portion is performed in Kentucky than in any other state
besed on cost of performance.

Property— Total property includes all real and tangible personal
property owned or rented and used during the taxable year. Property
owned is valuad at original cost. Leased property is valued at eight
times the annual rental rate less any nonbusiness subrentals. Real
andtangible personal properties are assigned to Kentucky if owned or
rented and used in Kentucky. Exclude {a) construction in progress and
(b) proparty which has been certified by Kentucky as a pollution control
facility and is owned or leased by the corporation. Safe harbor lease
property must beincluded in thefactor of the sellarflesses at cost and
excludad from the property factor of the purchaser/lessor.

Payroll— Total payroll includes all compensation paid or payable by
the corporation during the tax period. Kentucky payroll is that portion
of total payroll that is paid or payable for servicas parformed within
the state. Compensation is paid or payable in this state if the service
is performed entirely within the state, the service is performed both
within and without the state, but the service performed without the
state is incidental to the individual’s service within the state or if
the individual’s residence is in this state and some of the service is
performed in the state and tha basa of operations or the place fram
which the service is directed is in this state or in any state in which
none of the service is performed.

Apportionment Fraction— To compute the apportionment fraction, the
sales factor must be multiplied by two and the property and payroll
factors must each be multiplied by one and the total divided by four.
A corporation which does not have sales, property or payrell must
average only thefactors which are presentto determine theweightad
apportionment fraction.

APPORTIONMENT AND ALLOCATION OF INCOME

Business income arises from transactions and activities in the regular
course of the corporation's trade or business, and includas income
from tangible and intangible property if the acquisition, management
or disposition of the property constitutas integral parts of the
corporation’s trade or business.

Classifying income by categories {such as interast, rents, royalties
and capital gains) does not determine whether income is business
or nonbusiness. For example, gain or loss recognized an the sale of
property may be business income or nonbusiness income depending
upon its relationship to the corporation’s trade or business.

Monbusiness income includes all income not properly classified as
business income less all direct or indirect expenses attributable to
the production of this income. Monbusiness income is allocated to
Kentucky if {a} the corporation's commercial domicile (the principal
place from which the trade or business is managed) is located in
Kentucky, or (b} property creating the nonbusiness income is utilizad
in Kentucky. Generally, tangible personal property is utilized in
Kentucky if it is physically located in Kentucky; intangible property.
such as patents and copyrights, is utilized in Kentucky if it is actually
usad in Kentucky.
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SCHEDULE NOL
AR RIERRE

Commonwealth of Kentucky
DEPARTMENT OF REVENUE

MNET OPERATING LOSS SCHEDULE

» Attach to Form 720. KRS 141.011, KRS 141.200{11); Regulation 103 KAR 16:250

Taxable Year Ending

If an election is made to carry

MOL carryforward as an appor

tioned NOL, check here.
Mandatory Nexus Only

Mame of Corporation kantucky Corporation/LLET Account Mumber

PART I—MANDATORY NEXUS CONSOLIDATION —If using prior year NOL carryforward, com plete and attach Schedule NOL-CF

Section A —Curmrent Net Operating Loss Adjustment " Ingludible CBDrporatlons C
Kantucky Prioryear's
MNama Corporation/LLET NOL Kentucky Met Income Kantucky Met Lc_:s:ses Total Lusse_s_
Account Number | Carryforward (Enter as a Positive) {Enter as a Positive)
1. Common Parent
0o oo
2. Subsidiaries
] 0o 0o
b oo Ly}
c 0o Ly}
d oo 0o
=] 0o Ly}
f oo Ly}
a oo Ly}
h oo Ly}
i 0o Ly}
i 0o 0o
k 0o Ly}
| 0o Ly}
m 0o Ly}
3. Totals (add Columns A and Bl 3 0o 0o
4. Limitation—Income {line 3, Column A multiplied by 50%). | 4 an
B PrIOT WAl IO L oIy O I BT L ii i iieeieetieetia i in i s in s e e hee st b bt fm f i £ £ S et e £ bmd £t b £ e 8244 hmdd bk s b b s 5 oo
6. Total (add line 5, Column C &nd line 3, Column Bl i ettt es ettt es s B a0
Complete line 7 only if line 2, Column B is greater than line 4, Column A.
7. Disallowed loss, line 2, Column B less line 4,
Column A. Enter here and on Form 720,
Part I, line 17 {see iNStructions) . e e ene 7 00
Complete line 8 only if line 4, Column A is greater than line 2, Column B.
8. Additional NOLD. Entar as & nagative amount on
Form 720, Part II, line 17 (see instructions) ................. 8 00

Section B— Current Year Loss Disallowed and NOL Carryfonward

1. Current year loss disallowed [See iNStrUctions] .. et ie e rne s b 1 oo
2. Prior year(s) NOL carryforwardis) from Part [, Section &, TINE 5 .. i s smes s 2 oo
3. Prior year{s) MOL carryforward used this year (see instructions) 3 oo
4. Total NOL carryforward to 2010 (line 1 plus line 2 minus line 3} 4 oo
PART Il—-SEPARATE ENTITY AND ELECTIVE CONSCOLIDATED FILERS
Section A—NOL Camryforward
1. Enter carmyTorward TrOm Prior Y ATEE] o i iie it mees ettt ne e s e s e bt sttt et 1 oo
2. If current year NOL, enter as & positive amount (see instructions) 2 oo
3. Enter the MOLD from Form 720, Part Il line 20 ..., 3 00
4. Enter total NOL carryforward to 2010 [line 1 plus line 2 less lina 2) 4 oo
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4147 20MOL {10-08)

Commonwealth of Kentucky
DEPARTMENT OF REWVENUE

Purpose of this Schedule—This scheduleis used by corporations that
ararequired to file 8 mandatory nexus consolidated returnin orderto
determine the loss limitation. It is also used by corporations filing a
separate entity return, an elective consolidated return or mandatory
nexus return to track the NOL carryforaard.

Per KRS 141.200{11}(b] “Theincludible corporations of the mandatory
consolidated nexus returnthat have realized a net operating loss shall
not deduct an amount that exceeds, in the aggregate, 50 percent of
tha income realized by the remaining includible corporations that
did not realize a net operating loss”

Part 1— Mandatory Nexus Consolidation

General Instructions—This is only formandatory nexus returns filed
in aceordance with KAS 141.200(8)— (14}

The 60 percent limitation, net operating loss{es) and net operating
loss carryfonawards are determined prior to the application of the
apportionment factor. If one or mora of the “includible corporations”
brings an NOL carryforward to the mandatory consolidated group, the
cornmon parent may make an 2lectionto carmy all MOL carryforwards
as an apportionad NOL. Otherwise, the NOL carryforaward for each
member of the consolidated group must be recomputed to a
preappaortioned amount.

Mandatory nexus consolidated return filers must apply the NOL
deduction against pre-apportionad Net Income [Form 720, Part 11, line
1G). If the election is made to use an apportioned MOL carryforward
amoaunt the deduction is still reported as a "Current net operating
loss adjustment” {Form 720, Part |1, line 17).

An election to use an apportioned NOL carmyforward is binding for
all future years. If a taxpavyer elects to use a pre-apportionad MNOL
carryforward in any futureyears, all returns filed under the election to
usa an apportioned NOL carryfonwvard must be properly amended.

An “includible corporation™ that brings its NOL carryforward from
another consolidated group will determine its NOL based upon
Section 1502 of the Internal Revenue Code and related regulations,
adjusted for differences betwean KRS Chapter 141 and the Internal
Fewvenus Code.

Any MOL carryforward is utilized first in meeting the 50 percent
limitation.

The Schedule NOL-CF iz required in addition to Schedule NOL.
Section A

Enter the name and Kentucky Corporation/LLET account number of

the commmon parent and includible affillates.

ColumnA—Enter only Kentucky netincome of includible corporations
from Schedule KCR (Form 720}, Line 19.

Column B—Enter anly Kentucky net losses of includible corparations
from Schedule KCR (Form 720], Line 19. Enter as a positive
amount.

Line 3—Enter the totals for Column A and Column B. Reflect Calumn
E a5 a positive amount.

Line 4— This is the limitation providad by KRS 141.200011){b}.

Ling 5—Entar the prior year MOL carryforward as a positive amount.
Provide a Schadule NOL-CFE

Line 6—This is the total NOL available.

Line 7 —This is the amount of the current year net operating loss(es)
that exceeds the 50 percent loss limitation. It is an addback in
computing Kentucky net income and is entered on Form 720, Part

Il Ling 17. If an amount is entered on Line 7, skip to Section B. Use
worksheet below.

Worksheet— Line 7

1. Amount from Line 3, Column BB
Amount from Line 4, Column & .. ®
2. Line 1l=ss Line 2. Enter here and on
Line 7, Column A, Part |, Section A
(If less than zero, skip and complete
Ling Bloceees e seemeins sesemississecsn s sssne B

Paga 2

INSTRUCTIONS FOR SCHEDULE NOL (FORM 720)

Line 8—If the amount of loss limitation, Line 4, Colurnn A is greater
thanthe net operating loss{as) an Line?, Column B, a prioryear MOL
camyforward can be used to meet the 50 parcent loss limitation. Enter
the lesser of Line 4, Column A less Line 3, Column B or the amount
entered on Line 5, Column C. If the amount of Line 4, Column A lass
Line3, Column B is equal to Line 5, Column C, enterthe amount from
Line 5, Column C. Enter the amount on Form 720, Part Il, Ling 17.This
is & deduction in computing Kentucky net income.

Usa worksheat below.

Worksheet— Line 8

1. Amount from Line 4, Column Ao 8
2. Amount from Line 3, Column B8
3. Lin= 1less Line 2. (If less than zero,

skip and complete Line 7 abova)

4. Amount from Line 5, Column €.__..
Lesserof Line 3 or Lina 4. Enter here
and on Ling 8, Column & o ieecmniiecreeee B

Section B

Complete only if there is a prior year NOL and/or current year loss
adjustment. Allcomputations are based on amounts from Schedule
MOL, Part |, Section A.

Current year loss disallovwed is the amount of Kentucky losses from
Line 2, Column B that are disallowed dus to first using prior year
MNOL carryforwardis) to mast tha 50 percent limitation. It is available
for carmyforward.

Line 1—Ii Line 4, Column A is greaterthan or equal to Line 5, Column
C, enter the difference of Line 8, Column C less Line 4, Column A, If
this difference is less than zero, enter -0-

or
If Lina &, Column Cis greater than Lina 4, Column A, enter the amount
from Line 3, Column B. Use worksheet below.

Worksheet— Line 1

Amaount fram Lina 3, Column B_

Amount from Line 4, Column A _

Amount from Line 5, Column C_......._........

PR

Amaunt from Line 8, Column G

moE W

If Lina 2 is greater than or equal to

Line 3, enter Line 4 minus Line 2. If the
difference is less than zem, enter-0-.........$
5. Hlin= 3 is greatar than Line 2,

enter Ling .o B

Note: Ifthe cument year loss limitation is leas than or equal to the
prioryear NOL carryforeard, the prior year MOL carryforeard meets
the loss limitation, and all current year net loss(ss) are disallowed
and entzred on Line 1.

If tha current yaar loss limitation is greater than the prioryear
NOL carryforeard, all of the prier year MOL carryfo reard is used. and
the balance of the loss limitation is metfrom currentyear net loss (a5 ).
The amount of any remaining current year net losslas] is antered on
Lina 1.

Line 3—Enter the lesser of the loss limitation from Part [, Section
A, Line 4, or the prior year NOL carryforward from Part I, Section
A, Line 5.

Part ll— Separate Entity and Elaective Consolidated Filers

General Instructions—This section is used only by separate entity
and elective consalidated filers in order to calculate the availabla NOL
carryforward. Follow the instructions per Lines 1 through 4.
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Commanwealth of Kentucky M. W
OERAFRUEET SRABVENTE LIMITED LIABILITY ENTITY TAX
» Saginstructions. KRS 141.0401 D Member of a Combined Group
» Attach to Form 720, Form 7208, Form 725 or Form 765. Reason Code
Name of Corporation/Limitad Liability Entity Kentucky Corporation/LLET Account Mumber

D If the corporation or limited liability pass-through entity is a partner, member or shareholder of: (i) a limited liability pass-
through entity; or (il a general partnership organized or formed as a general partnership after January 1, 2006, check this
box and complete Schedule LLET-C and enter the total amounts from Schedule LLET-C in Section A of this form.

Section A—Computation of Gross Recelpts and Gross Profits

Column A Column B
Kentuchy Total
P T e ===y o = U U U PR SUPRPR Ot 1 oo oo
2, Returns and alloWanCes ... e 2 oo 0o
3. Gross receipts after returns and allowances
{line 1 minus line 2 or amount from Schedule LLETC)...ocoiiciiiiiinia 3 oo 0o
4, Costof goods sold. i e s s | 2 oo na
5. Gross profits (line 3 minus line 4 or amount from Schedule LLET-C}...... . | & a0 o0
Section B—Computation of Gross Receipts LLET
1. If gross receipts from all sources (Column B, line 3] are $3,000,000
or less, STOP and enter 3175 on Section O, line 1. ccsieieienes 1
2. If gross receipts from all sources [Column B, ling 3) are greater than
%3,000,000 but less than $6,000,000, enter the following:
{Column A, line 3 x 0.00095) - [$2,860 x (36,000,000 - Column A_ line 3)
$3,000,000
but in no case shall the result be less than zero ... 2 00
3. If gross receipts from all sources [Column B, line 3] are $5,000,000
or greater, enter the following: Column A, line 3 2 0.00095 ......cccociiivennnes 3 oo
4, Enter the amount from line 2 or Mg J. e e cereaen s 4 ]
Section C—Computation of Gross Profits LLET
1. If gross profits from all sources {Column B, line B) are $3,000,000
or less, STOP and enter 3175 on Section D, line 1. cisieieienes 1
2. If gross profits from all sources {Column B, line 5) are greater than
%$3,000,000 but less than $6,000,000, enter the fallowing:
{Column A, line 5 x 0.0078) - [$22,5[JU % {$6,000,000 — Column A, line B)
$3,000,000
but in no case shall the result be less than zero..c e 2 00
3. If gross profits from all sources {Column B, line 5) are $6,000,000
or greater, enter the following: Column A, line 5 x 00075 iiiiiiiiiinnnes 3 00
4. Enter the amount from line 2 erline 3. | 4 00
Section D—Computation of LLET
1. Enter the lesser of Section B, line 4 or Section C, line 4 on this line or
if -0-, enter $175 on this line and on Form 720, Part I, line 1; and for
Form 7205, 728, or 765, enter on Part I, line 1. e 1 oo

@ Mark the applicable Receipts Method box on Form 720, Form 7205, Form 725 or Form 765, page 1, ltem B.
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Commomyeaith of Kentucky
DEFARTMENT OF REVENUE

Purpose of this Schedule— Schedule LLET, Limited Liability Entity
Tax, must be completed and submitted with the applicable tax
return {Form 720, Form 7205, Form 725 or Form 765). If the
corporation or limited liability pass-through entity is a partner,
member or shareholder of a limited liability pass-through
entity or general partnership organized or formed as 8 general
partnership after January 1, 2006, complete Schedule LLET-C,
Limited Liability Entity Tax — Continuation Sheet. See the line-
by-line instructions below.

Short-Period Computation of LLET—For short-period returns,
annualization is not permitted. A minimum of $175 shall be dueg
pertaxable year. Taxabla yearis defined as the period for which
the return is made. KRS 141.010{16)

Combined Group—A member of a combined group pursuant to
KRS 141.0401{1)(c} must use the total gross receipts and the total
gross profits of the combined group to determine if it is aligible
for the small business relief provided by KRS 141.0401(2)ib}.
The member computes its LLET based upon its Kentucky gross
receipts and Kentucky gross profits. A combined group means
all members of an affiliated group as defined in KRS 141.200({9)
[b) and all limited liability pass-through entities that would ba
included in an affiliated group if organized as a corporation as
provided by KRS 141.0401(1){c).

Section A of this form must be completed by all corporations
and limited liability pass-through entities. Corporations or limited
liability pass-through entities that are partners, members or
shareholdersin a limited liakility pass-through entity or general
partnership arganized or formed as a general partnership after
January 1, 2008, must complete Schadula LLET-C, Limited
Liability EntityTax — Continuation Sheet. Kentucky gross receipts
and gross profits and total gross receipts and gress profits must
be completed in accordance with KRS 141.0401(1). See line-by-
line instructions below.

Section B of this form must be completed to compute the LLET
on Kentucky gross receipts.

Section C of this form must be completed to compute the LLET
on Kantucky gross profits.

Section D of this form must be completed to show the LLET
liability before the application of any tax credits.

LIME-BY-LINE INSTRUCTIONS

Check Box—If the entity is 8 member of a combined group
pursuant to KRS 141.0401{1}(c) check the box.

Reason Code—If the box is checked, enter the applicable code.

1 Gross receipts or gross profits from all sources are egual
to or less than $3,000,000.

2 Grossreceipts and gross profits from all sources are greater
than $2,000,000 but less than $6,000,000.

3 Grossreceipts from all sources are equal to or greatarthan
$6,000,000 but gross profits from all sources are greater
than $2,000,000 but less than $6,000,000.

4 Grossraceipts and gross profits from all sources are equal
to or greater than $6,000, 000.

Section A— Computation of Gross Receipts and Gross Profits
If the corporation or limited liability pass-through antity is a

partner, member or shareholder of a limited liability pass-through
entity aor a general partnarship organized or formed as a general

Page 2

INSTRUCTIONS — SCHEDULE LLET

partnership after January 1, 2008, complete Schedule LLET-C and
enterthe totals from Schadule LLET-C, Section A Lines 2 and 5in
Column A, Lines 3 and 5; and the totals from Schedule LLET-C,
Section B Lines 3 and 5in Column B, Lines2 and &, and continuea
to Sections B and C.

If the corporation or limited liability pass-through entity is not
a partner, member or shareholder in a limited liability pass-
through entity or @ general partnership erganized or formed as
a general partnership after January 1, 2006, complete Section
A as follows:

Line 1—Enter the Kentucky gross receipts before returns and
gllowances in Column &, and gross receipts from all sources
before returns and allowances in Column B.

Line 2—Enter the returns and allowances attributable to Kentucky
gross receipts in Column A, and returns and allowances
attributable to gross receipts from all sources in Column B.

Line 2— Enter the total of Line 1 less Line 2 in Columns A and B.

Line 4—Enter the cost of goods sold attributable to Kentucky
gross receipts in Column A, and cost of goods sold attributabla
to gross receipts from all sources in Column B. For an entity
other than manufacturing, producing, reselling, retailing or
wholesaling, no costs shall be included in cost of goods sold.
KRS 141.0401(1)d)

Line 5— Enter the total of Line 2 less Line 4 in Columns A and B.
Section B— Computation of Gross Receipts LLET

Line 1— If gross receipts from all sources {Column B, Line 2) ara
$3,000,000 or legs, STOP and enter $175 on Section D, Line 1.

Line 2— If gross receipts from all sources (Column B, Line 3)
are greater than $3,000,000 but less than $6,000,000, enter the
following: {Column A, Line 3 x 0.00055) — {$2,850 x (($6,000,000
—Column A, Line 3] /33,000,000)}, butin no case shall the result
be less than zero.

Line 2— If gross receipts from all sources {Column B, Line 2] ara
$6.000,000 or greater, enter the following: Column A, Line 3 x
0.000495.

Line 4— Entar the amount from Line 2 or Lina 3.
Section C— Computation of Gross Profits LLET

Line 1—If gross profits from all sources {Column B, Line &} ara
$3.000,000 or less, STOP and enter $175 on Section D, Line 1.

Line 2—If gross profits from all sources (Column B, Line &) ara
greater than 33,000,000 but less than $6,000,000, enter tha
following: {Column A, Line 5 x 0.0075) —{$22,500 x (($6,000,000
—Column A, Line 5) /1 $3,000,000)), butin no case shall the result
be less than zero.

Line 3—If gross profits from all sources {Column B, Line &} ara
$6,000,000 or greater, enter the following: Column A, Line B x
0.007 5.

Line 4— Entar the amount from Line 2 or Lina 3.

Section D— Computation of LLET

Line 1— Enter the lesser of Section B, Line 4 or Section C, Lina
4 on this line, or if -0-, enter $175 on this line and on Form 720,

Part I, Line 1; and for Form 7205, Form 725 or Form 765, enter
on Part I, Line 1.

- 161 -




FORM 722
A1A722 (10-04)

Department of Revenue

ELECTIONTO FILE CONSOLIDATED
KENTUCKY CORPORATION INCOMETAX RETURN

Mame of Affiligted Group (Common Parent Corporation and Subsidianes—e.g., ABC, Inc. and Subsidiaries) | Common Parent's KY Accourt Number

Number and Street Federal Identification Mumber

City State ZIP Code Telephone Number

The above named affiliated group hereby elects to file a consolidated Kentudiy corporation incom e tax return. All
members of the affiliated group understand and consent to the following as conditions of this election:

+ This election is binding and irrevocable for a period beginning with the first month of the first taxable year for
which the election is made and ending with the concdusion of the taxable year in which the 96th consecuiive
month expires.

+ The affiliated group will be treated for all purposes as a single corporation.

+ Each member of the affiliated group is jointly and severally liable for the income tax liability com puted on the
consolidated return.

* For each taxable year for which this election is in effect the consolidated return mustinclude all corporations
which are members of the affiliated group as defined by Section 1504{a)of the Internal Revenue Code and related
regulations for that year except any carperation which is exempt from Kentudiy corporate incom e tax in accor-
dance with KRS 141.040.

Underthe penaltes of perjury, I declare that the cormmon parent corporation named above has authorized me to sign this form on behalf of all
members of the affiliated group, that Ihave examined this form and the information contained herein, and to the best of my knowledge and
belief, it is true, conect and complete.

o This election is effective for taxable year beginning

Signature Tide Date

An election to file a consolidated income tax retum does not apply to license tax.

Ihstructions Regarding This Election

+ Effective for taxable years ending on or after December 31, 19595, KRS 141.200 provides that an affiliated group
m ay elect to file a consolidated return which includes all members of the federal affiliated group.This election
m ay be executed whether or not a federal consolidated return is actually filed.

* This eledtion must be submitted to the Depariment of Revenue on or before the due date, induding extensions,
forthe first taxable year for which the eledtion is made.

*+ This election mustbe made by the common parent corporation on behalf of all members of the affiliated group.

*+ This election is binding as long as the commoaon parent corporation making the election remains the common
parentor until the condusion of the taxable year in which the 96th consecutive month expires, whichewver occurs
first.

+ This form must be attached immediately behind the Consolidated Kentucky Corporation Income Tax
Return (preceding all other supporting schedules and forms) for each year for which the election is effective.

*+ This form is notrequired if the consolidated group is electing to file a consalidated return for a new 96-month

period after the initial 96-m onth period has expired. Refer to page 2 of the 2004 Form 720 instructions for additional
inform ation.
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