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DISCLAIMER

Every effort and care has been taken in the preparation of this manual. However, the possibility
of mechanical and/or human error does exist. The information provided is for educational
purposes only and nothing herein constitutes the provision of legal advice or services.

In the event that any information in this manual is later determined to be in error, this manual
cannot be used by taxpayers in supporting a specific position or issue before the Department of
Revenue as it does not have the statutory and regulatory authority.



INTRODUCTION

Partnerships, Limited Liability Companies (LLCs), and S corporations are
examples of businesses that are subject to pass-through taxation. In each of
these forms of business, income/loss is passed through to the owners, who
can also be identified as partners, members or shareholders. These owners
then report the income or loss on their own personal income tax returns.

Unlike a C corporation where there may be double taxation, any
shareholder receiving dividends is also subject to tax, an LLC or S
corporation can pass through profits or losses without paying any
additional corporate taxes, since the corporation pays taxes as a separate
entity.

Pass-through entities are also known as a flow-through entity, because the
income flows through to investors or owners; that is, the income of the
entity is treated as the income of the investors or owners. Flow-through
entities are also known as fiscally transparent entities.

TAX TREATMENT by TAX YEAR

The material that follows in this manual focuses primarily on the laws,
taxation, and compliance issues of pass-through entities for tax year 2007
and forward.

Because the laws governing pass-through taxation have changed often in
recent years the tax treatment of pass-through entities can vary based on
the year involved. To illustrate the different tax treatments, examples for
pre-2005, 2005, 2006 and 2007 tax years are provided, using a similar fact
pattern, beginning on page 34.

Appropriate statutes for each tax year are included for reference in the
appendix. The appendix also includes additional forms relevant to pass-
through taxation issues.



WHAT is a PASS-THROUGH ENTITY?

A pass-through entity is a legal entity that creates income and passes the
income to its partners, members or shareholders to be taxed. The entity
may be formed in a number of different ways. Some of the common
entities are:

= S Corporations

= Limited liability companies
= Limited partnerships

= General partnerships

Each type of entity conducts business in its own name, but then passes the
income through to be taxed at the owner level. Owners can be partners,
members or shareholders.

Schedule K-1 is the method used to pass the income through for many
taxpayers. With the Schedule K-1 each partner, member or shareholder
will receive their distributive share of income. The recipient of the
Schedule K-1 will then report this pass-through income on their personal or
business income tax return.

In the case of a single member limited liability company (SMLLC) whose
owner is an individual, federal Schedules C, E and F may be the source of
pass-through income. Since the SMLLC is a disregarded entity for federal
tax purposes the income in some occasions becomes blended with personal
income and reported on the individual tax return (provided the single
member is an individual.)

A disregarded entity can also be wholly owned by another entity. In this
situation the entity owning the disregarded entity would include the wholly
owned entity’s receipts and expenses in their return, resulting in treatment
of the wholly owned entity like a division instead of a separate company.



FORMS USED

A corporation that has made the small business election will file federal
Form 1120-S and Kentucky Form 720-S.

A limited liability company, a limited partnership, a limited liability
partnership, as well as some other legal limited liability entities that have
elected to file as a partnership at the federal level will file federal Form
1065 and Kentucky Form 765.

A general partnership, whose liability is not limited to the entity, but allows
the liability to flow to each partner, will file a federal Form 1065 and a
Kentucky Form 765-GP.

A single member LLC whose owner is an individual will file a federal Form
1040 with Schedule C, E or F and Kentucky Form 725, as well as the
Kentucky Form 740 or 740-NP.

Small Business Election defined:

Corporations that meet IRS requirements can elect to be treated as an S
Corporation for tax purposes. This is known as a small business election. S
Corporations pass corporate income, losses, deductions and credit through
to their shareholders. Shareholders of S corporations report the flow-
through of income and losses on their personal tax returns and are
assessed tax at their individual income tax rates.

COMPLIANCING PASS-THROUGH ENTITIES

Although there are many issues with compliancing returns, there are three
major compliance areas to address:

» Limited Liability Entity Tax (LLET)
" |ncome

= Nonresident Withholding




The following is a discussion of these three compliance areas. Included are
examples, specific problem areas, and issues to consider when reviewing
pass-through returns.

COMPLIANCE ISSUE NO. 1: LIMITED LIABILITY ENTITY TAX (LLET)
COMPUTATION

LLET computation is a tax based on gross receipts or gross profits with a
minimum of $175 due. After calculating the tax on the gross receipts and
on the gross profits, the lesser tax calculation becomes the tax liability. If
either tax calculation results in a tax liability of less than $175 then the
minimum of $175 is the amount due.

NO PAY RETURNS

Some taxpayers will calculate an LLET liability, but for various reasons fail to
pay. These no-pay returns are then reviewed and billed. The tax assessed
is based on the calculation of gross receipts and gross profits or the
minimum amount of $175.

CALCULATION of RECEIPTS

If an entity has a Schedule A - Apportionment and Allocation, then the
numerator of the sales factor is the total Kentucky receipts. Verify that all
receipts are included by comparing the denominator of the sales factor
with the receipts recorded on the return.

The receipts of a pass-through entity are found throughout the income
reported on the return. The best way to avoid overlooking any receipts is
to use the Schedule K as a guide to determine the correct receipt total.

Sales Factor defined:

Business income is apportioned to Kentucky based on a formula that
includes three factors. Those three factors are property, payroll and sales.
For additional information on what income is included to determine the
sales factor, see 103 KAR 16:270.




KENTUCKY SCHEDULE K

Kentucky Schedule K is a part of Kentucky Forms 720S Kentucky S
Corporation and LLET Return, 765 Kentucky Partnership and LLET Return,
and 765-GP Kentucky General Partnership Return. The Kentucky Schedule K
begins with Kentucky ordinary income. This income consists of federal
ordinary income adjusted for federal/Kentucky differences.

Receipts will be found on the federal Form 1120-S or 1065, page one, line
one. As you look at the income section of the federal form you will notice
other items of income. Ordinary income (loss) from other partnerships,
estates, and trust is one item found on Form 1065. If the taxpayer has
recorded information on this line then a Schedule LLET-C is required to be
included in the Kentucky return. The information summarized on the LLET-
C schedule comes from lines 43-50 of the Schedule K-1s the taxpayer
received that report the pass-through income. The receipts can be taken
from the Schedule LLET-C for each pass-through entity listed.

Other items of income shown on page one of Form 1065 and/or Form
1120-S include income such as net farm profit from federal Schedule F
Profit or Loss from Farming , Net gain (loss) from federal Form 4797, Sales
of Business Property (short term gain or loss) and other income. Each line
entry should be supported by a schedule, form or statement attached to
the return. Examine the attachment(s) and determine the receipts
associated with the reported income.

See a sample of the Schedule F and 4797 Forms on pages 111-114 of the Appendix

SCHEDULE K BREAKDOWN

Rental income is listed on line two of the Schedule K form. The receipts for
this type of income come from federal Form 8825. There may be two
versions of this form - one for the federal return and one for the Kentucky
return. The Kentucky form should have “Kentucky” at the top of the form
and may contain federal/Kentucky differences on a line per line basis. The
receipts, however, will be the same for federal and Kentucky purposes.



Other rental income is on the next line down. The receipts (gross income)
are recorded on line (a) and the expenses are recorded on line (b). Line (a)
will be used in the receipts calculations. Compare this amount with the
federal Schedule K to ensure the correct amount of receipts are being
reported on the Kentucky Schedule K.

TIP: Remember to verify the receipts from all sources to determine if the
correct amount is reported for Kentucky receipts. A common mistake
made when reviewing income from multiple sources reported on the return
is to only verify the Kentucky receipts.

Portfolio income is next on the Kentucky Schedule K. Portfolio income
includes:

= |Interest income

= Dividends

= Royalty income

= @Gain or loss on capital investments
= Other portfolio income

Interest, dividend, and royalty receipts come directly from the Schedule K.

Other portfolio income would require a review of the schedule that is
attached to verify amounts reported. Schedule D (Form 1065) should be
reviewed for the receipts attributed to short and long-term capital gains.
Although the net gain/loss may be different because of federal and state
differences that could affect the basis of asset(s), the receipts would be the
same.

NOTE: In some instances, there may be both a federal Schedule D (Form
1065) and a Kentucky version of Schedule D (Form 1065). This is due to
differences in Kentucky and federal law because Kentucky is still under the
IRC code as of 12/31/2006 and our depreciation and Section 179
deductions are per the IRC code of 12/31/2001.



TREASURY FUNCTION

Some taxpayers will argue that there is a treasury function for their assets
and that only the gains should be counted as receipts.

KRS 141.121, effective for tax years beginning January 1, 2008, states:

“If a corporation holds liquid assets in connection with one (1) or more
treasury functions of the corporation and the liquid assets produce
business income when sold, exchanged, or otherwise disposed of, the
overall net gain from those transactions for each treasury function for the
tax period shall be included in the sales factor. For purposes of this
subsection:

(a) Each treasury function shall be considered separately; and

(b) A corporation principally engaged in the trade or business of
purchasing and selling instruments or other items included in the definition
of liquid assets is not performing a treasury function with respect to that
income produced.”

Savings accounts, money market fund shares, bonds, mutual funds, and
the cash value of a life insurance policy can all be liquid assets performing a
treasury function.

KRS 141.121 defines Treasury function as follows:

Treasury function- the pooling and management of liquid assets for the
purpose of satisfying the cash flow needs of the trade or business and
includes the following situations:

1. Providing liquidity for a corporation's business cycle; and
2. Providing a reserve for business contingencies or business acquisitions.
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If a treasury function exists, the short-term gain may be used, but this does
not happen often.

Next is Section 1231 on the Schedule K form, net gain (loss). The receipts
attributable to this figure are found on federal Form 4797, Part 1 in the
long-term gains and loss section. (short-term gains are recorded on page
one of the federal return.)

The Other Income schedule should be reviewed for the receipts associated
with the reported amount found on the other income line of the Schedule
K.

If it is clear that all of the receipts were included correctly in the
denominator of the sales factor then it is appropriate to use Kentucky
receipts as the numerator on the LLET schedule. If there is no Schedule A
apportionment factor, then the calculated receipts should be used on the
LLET schedule.

The Schedule LLET—C helps calculate the limited liability entity’s Kentucky
gross receipts and Kentucky gross profits for those companies that receive
pass-through income from other entities.

Gross profits include the receipts minus the cost of goods sold. There is
potential for substantial errors in computing the cost of goods sold.

COST of GOODS SOLD (COGS)

Cost of goods sold is the direct cost associated with acquiring materials and
labor to produce a good. Costs associated with selling, storing or tracking
the good are not included with COGS as well as any day to day
administrative costs.

COGS reported on the return has a major impact on determining the
taxpayer’s final LLET liability. This is because the tax liability is the lesser of
the gross receipts tax calculations and the gross profit tax calculations.
COGS is one of the most important aspects of the LLET to review.
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KRS 141.0401 states the following:

(1)(d) "Cost of goods sold" means:
1. Amounts that are:

a. Allowable as cost of goods sold pursuant to the Internal Revenue
Code and any guidelines issued by the Internal Revenue Service relating to
cost of goods sold, unless modified by this paragraph; and

b. Incurred in acquiring or producing the tangible product generating
the Kentucky gross receipts.

2. For manufacturing, producing, reselling, retailing, or wholesaling
activities, cost of goods sold shall only include costs directly incurred in
acquiring or producing the tangible product. In determining cost of goods
sold:

a. Labor costs shall be limited to direct labor costs as defined in
paragraph (f) of this subsection;

b. Bulk delivery costs as defined in paragraph (g) of this subsection
may be included; and

c. Costs allowable under Section 263A of the Internal Revenue Code
may be included only to the extent the costs are incurred in acquiring or
producing the tangible product generating the Kentucky gross receipts.
Notwithstanding the foregoing, indirect labor costs allowable under Section
263A shall not be included;

3. For any activity other than manufacturing, producing, reselling, retailing,
or wholesaling, no costs shall be included in cost of goods sold. As used in
this paragraph, "guidelines issued by the Internal Revenue Service" includes
regulations, private letter rulings, or any other guidance issued by the
Internal Revenue Service that may be relied upon by taxpayers under
reliance standards established by the Internal Revenue Service;

REVIEWING COST of GOODS SOLD

The first step in verifying cost of goods sold is to be aware of the type of
filer or taxpayer you are reviewing. This will help determine what items
should be included in the cost of goods sold reported on the return. For
example, with a construction company almost all of their expenses are
considered in cost of goods sold except clerical expenses. This is not to say

12



that you should overlook the details to see what is being claimed. On
occasion sales cost and administrative costs may be included in the cost of
goods sold.

OTHER TAXPAYER EXAMPLES

For taxpayers who are manufacturers, it is common to have depreciation
costs and overhead costs. These costs are included because they are part
of the manufacturing cost. If you have a factory and 90 percent of it is
dedicated to the manufacturing of Widgets and 10 percent is allocated to
administrative cost, then 90 percent of the buildings depreciation may be
used in the cost of goods sold. This would also apply to other expenses
such as utilities.

If you are reviewing the return of a car dealership, the cost of goods sold
per vehicle will usually be confined to the cost of the vehicle being sold plus
the share of freight-in. When a vehicle is received from the factory and the
dealership makes alterations, these alteration costs may be included in the
cost of goods sold as well. However, be aware that many taxpayers will try
to include unallowable costs such as the showroom costs, sales personnel
salary/benefits and administrative costs in order to increase their cost of
goods sold thereby reducing their gross profit.

If a service type industry claims a cost of goods sold, you will more than
likely have an adjustment to their gross profits. Service industries normally
are not selling tangible property and therefore no cost will meet the
definition of cost of goods sold. As referenced in KRS 141.0401(1)(d)(3),
which states that if you are not a manufacturer, producer, reseller, retailer,
or wholesaler, then you will not have any cost of goods sold.

As with many laws, there can be an exception. An exception to this rule
could be a barber shop or salon that also sells hair care products or
cosmetics. Service industries that maintain an inventory for sale can have
a cost of goods sold.

Costs that are not allowable in computing cost of goods sold are sometimes
hidden or included in the other cost line on the federal Schedule A. The

other costs should be itemized on a supporting statement attached to the
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return. If this statement has not been included, it should be obtained from
the taxpayer in order to verify amounts claimed.

EXAMPLE: A taxpayer sells Widgets. He has receipts of $36,800,000.00
and has claimed a cost of goods sold of $36,799,884 of which $33,799,844
is other cost. After the adjustment, the taxpayer has $18,748,402 of which
$15,478,402 is other cost. This will result in gross receipts of
$36,800,000.00 and gross profits of $18,321,598. This translates to a gross
receipts tax liability of $34,960.00 and a gross profits tax liability of
$137,411.99. Taking the lesser of the two liabilities the LLET becomes
$34,960 as opposed to the S$S175 had the COGS not been reviewed and
adjusted.

You will notice in the other cost breakdown on the following page that this
taxpayer included sales & use tax, property tax, personal property,
contributions, uncollectible accounts and several other expenses that are
not part of the cost of goods sold. Many times the taxpayer will confuse
cost associated with the cost to sell the item (goods) and the cost of the
item (goods) being sold.

14



Cost of Goods Sold Example

Line 5: Other Costs

Other Employee Related Expenses
Scrap Cost

Packing and Shipping Materials
Electric Power Expense

Other Utilities

Rent Expense

Equipment Leases

Supplies Expense

Molds, Tools, and Dies

Temporary Labor (Company supervised)
Contract Services

Repair and Maintenance Materials
Repair and Maintenance Services
Depreciation

Obsolescence

Amortization - Goodwill
Amortization - Other than Goodwill
Advertising Expense

Uncollectible Accounts

Travel Expense

External Computer Services
External Telecommunications Expense
Outside Legal and Accounting Fees
Contributions

Insurance Expense

Product Warranty Expense
Intra-Location Distributions
Restructuring/Shutdowns/Valuations
Inbound Freight

GIS Charges

Memberships and Dues
Automobile Lease Expense
Postage, Freight, and Express Mail
Office Furnishing Expense
Corporate Legal Expense

Financial Shared Services Expenses
Low Value Purchases

Pittsburgh Administrative Charges
Other Operating and Admin. Expenses
Franchise Tax

Personal Property

Real Property Tax

Sales/Use Tax Expenses

Other State/Local Taxes not Based on Income

TOTAL

701,385
471
664,824
1,624,704
315,030
3,894,948
978,754
2,423,589
242,303
1,458,460
1,432,798
305,865
1,457,214
3,282,296
106,847
3,494,777
550,801
2,957
21,248
1,244,542
295,463
793,392
78,021
<1,750>
218,573
42,742
<155,982>
1,897,009
2,135
1,611,516
38,534
74,806
456,964
55,591
74,851
1,070,833
645,795
203,388
1,439,671
48,458
425,371
165,413
76,303
38,974

33,799,884
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Additionally many taxpayers will overstate the cost of goods sold in order
to reduce the gross profit tax calculation and therefore lower their LLET
liability.

An extension of the previous example follows to illustrate the impact of an
overstated cost of good sold on tax liability. Notice the difference in the
amount of tax liability when comparing the return as filed with the return
after auditing and verification.

Impact of Cost of Goods Sold on Tax Liability
Return after Auditing and
Return as Filed . &
Verification
Gross Receipts $36,800,000.00 $36,800,000.00
Beginning Inventory $12,000,000.00 $12,000,000.00
Purchases/Cost of Labor $10,000,000.00 $10,000,000.00
Other Costs $33,799,884.00 $15,478,402.00

Ending Inventory $19,000,000.00 $19,000,000.00
Cost of Goods Sold $36,799,884.00 $18,478,402.00
Gross Profits $156.00 $18,321,598.00
LLET Gross Receipts $36,800,000.00 $36,800,000.00
x 0.00095 x 0.00095

$34,960.00 $34,960.00

LLET Gross Profits $156.00 $18,321,598.00
x 0.00750 x 0.00750

$1.17 $137,411.99

LESSER of LLET GP or GR $1.17 $34,960.00
Minimum $175.00 $175.00
Tax Liability $175.00 $34,960.00
Result: Minimum LLET Due Result: Actual LLET Tax Due

16



MULTI-STATE COMPANIES and COGS

When a company is multi-state, a quick check can be made to determine if
further investigation of the return is required. Verify the Kentucky cost of
goods sold by multiplying the federal cost of goods sold by the sales factor
in its single weighted form. The amount calculated should be fairly close to
the Kentucky cost of goods sold reported on the return. If the amount you
verified and the amount that is reported are substantially different, then
further investigation is required.

When the receipts and gross profits have been verified then it must be
determined if the company qualifies for the small business relief. One area
that adds confusion about what entity is liable for the payment of the LLET
is the combined group.

KRS 141.0401(1)(c) defines a combined group:

Combined group- all members of an affiliated group as defined in KRS
141.200(9)(b) and all limited liability pass-through entities that would be
included in an affiliated group if organized as a corporation;

The combined group calculation is only to see if any of the entities involved
qualifies for the small business relief. After it is determined if the entities
qualify, then each entity will file an appropriate LLET return and pay the
LLET liability either as a combined group or separate entity.

EXAMPLE: Parent Company P owns three LLCs, A, B, and C. P owns 90
percent of A, 50 percent of B, 90 percent of C, and C owns 50 percent of B.
In this scenario we would have to add all the receipts and the cost of goods
sold together to determine if the group is eligible for the small business
relief.

None of the entities would be eligible for the small business relief if their
combined receipts and combined gross profits are $6,000,000 or over. All
of the entities would have to calculate their LLET by using the full
percentage.
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If either the gross receipts or gross profits for the group fall between
$3,000,000 and $6,000,000, then each of the entities would use the
formulas from Schedule LLET to calculate their LLET due.

If either the gross receipts or gross profits are $3,000,000 or below then the
minimum tax of $175 would be due for each entity.

NOTE: The Parent company would have to use a Schedule LLET-C to
calculate its LLET and then claim the credit from the other companies.

Parent
90% 50% 90%
Entity A Entity B 50% Entity C

All entities would be included because entity B
is owned indirectly by the parent by 95
percent.

50 + (.90 x 50)
50 + (45) =95

COMPLIANCE ISSUE NO. 2: INCOME

The next area of compliance is the income that is generated at the entity
level and then passed to its partners, members or shareholders. A common
error occurs when the taxpayer allocates the income to each state rather
than apportioning the income. The only way to determine if a taxpayer is
allocating income is to compare all aspects of the federal return with the
Kentucky return. This is done in the same way for calculating the proper
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amount of receipts. This can be accomplished through a step-by-step
comparison of the federal return with the Kentucky return.

ORDINARY INCOME

Start with page one of the federal return to determine ordinary income.
Take the ordinary income and compare it with the amount recorded on the
front page of the Kentucky return. The federal state differences are then
reported on the front page of the Kentucky return. Two of the most
common differences are the state tax add-back and depreciation
differences.

STATE TAX

The state tax add-back adjustment is not as common after tax year 2007
due to the changes in Kentucky law. In 2006, the entity was responsible for
paying the income tax and therefore likely to have deducted state tax paid
as an expense on their federal return. If so, the add-back of state income
taxes paid must be made. KRS 141.010(11)(a) does not allow the state tax
deduction.

Always check to see if the entity actually took the deduction on the federal
return. If there was no deduction on the federal return then there is no
add-back. Some taxpayers will include the state taxes in other deductions,
so you will need to look at what comprises other deductions. This
adjustment will become prevalent as other states adopt the entity level tax
for pass-through entities.

DEPRECIATION DIFFERENCES

If the taxpayer has a difference in depreciation, they are required to have a
converted Kentucky Form 4562 included with their tax return. To convert
the federal Form 4562 to a Kentucky form, enter Kentucky at the top center
of the form above Depreciation and Amortization. Compute Kentucky
depreciation and Section 179 deduction in accordance with the IRC in effect
on December 31, 2001. Disregard the line instructions for federal purposes
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regarding the special depreciation allowance and the additional Section 179
deduction.

The Section 179 limits must also be changed. For Kentucky purposes, the
maximum Section 179 deduction amount on line one is $25,000.00 and the
threshold cost of Section 179 property on line three is $200,000.00. If the
taxpayer is claiming a difference in depreciation and does not have both
the federal Form 4562 and a converted Kentucky Form 4562 attached, then
we must ask for the missing form.

NOTE: If the federal Form 4562 is not required to be filed you may ask for a
depreciation schedule to verify the federal depreciation amount. Always
check any schedule that comes attached for an explanation of any other
adjustments.

Section 179 defined:

The Section 179 deduction allows a taxpayer to elect to deduct the cost,
within limitations, of certain types of property on their return as an
expense (rather than requiring the property to be capitalized and
depreciated) in the first year of purchase. For Kentucky, when qualifying
assets are purchased, the taxpayer may claim up to $25,000.00 as a Section
179 deduction. This deduction may be limited if the total amount of
qualifying assets are more than $200,000.00.

SEPARATELY STATED ITEMS from SCHEDULE K

Next verify that the amounts reported on the federal Schedule K are
reported on the Kentucky Schedule K. These differences should be for
statutory differences and not allocation differences.

RENTAL INCOME

Rental income from real properties will be detailed on the federal Schedule
8825. If there is a difference in the federal and Kentucky amounts there
will be two Schedule 8825 forms - one for Kentucky purposes and one for
federal purposes. The common differences will be in the state tax based on
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income and the depreciation calculations. Each should be investigated by
reviewing Form 4562 and any attached schedules for state tax claimed.

PORTFOLIO INCOME

One of the most problematic areas of pass-through entity compliance is the
reporting of portfolio income. This is because many companies will not
report the portfolio income if they are a multi-state company and are
domiciled in another state. Often, companies maintain that portfolio
income is allocated to the state of domicile.

KRS 141.206(6)(a)(2) states:

(6) In determining the tax under this chapter, a nonresident individual,
estate, or trust that is a partner, member, or shareholder in a pass-through
entity required to file a return under subsection (2) of this section shall take
into account:

(@) 1. If the pass-through entity is doing business only in this state, the
partner's, member's, or shareholder's total distributive share of the pass-
through entity's items of income, loss, and deduction; or

2. If the pass-through entity is doing business both within and without this
state, the partner's, member's, or shareholder's distributive share of the
pass-through entity's items of income, loss, and deduction multiplied by the
apportionment fraction of the pass-through entity as prescribed in
subsection (9) of this section;

Therefore, portfolio income must be reported and apportioned because it
is part of the business income the entity is producing for its partners,
members or shareholders.

INTEREST INCOME

Some differences that arise when comparing the federal and Kentucky
Schedule Ks portfolio income may be in interest reported. Tax exempt
interest can be different for the federal return and the Kentucky return.
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Interest from U.S. obligations is taxable for federal purposes, but is
deductable for state purposes. Interest income from municipals and state
obligations is excluded at the federal level (see IRS Publicaton 550).
However, for Kentucky tax purposes, this type of interest from sister states
and political subdivision is not excludable and should be included on the
Kentucky return. Therefore, we must add it back to the federal income
amount we brought over to start the income -calculation per KRS
141.010(10)(c).

DIVIDEND INCOME

Dividends are taxable to the recipient of the Schedule K-1. This is different
than the treatment of dividends received by direct ownership of a C
corporation. The dividend income that is passed to a corporation on a
Schedule K-1 is considered business income (not investment income) and
would not be subject to the exclusion provided by KRS 141.010(12)(b).

ROYALTIES

Royalty income reported should be the same for both federal and
Kentucky. If there is any difference then further investigation should be
performed. Remember that even if the royalty income is attributable to
activity in another state, we still apportion the income. This is justified
because the entity is operating in Kentucky; the Kentucky operation is
contributing to the overall business health. All activities of the entity should
be attributed to all participants (states) and the apportionment of income
allocates the income according to each state’s participation in providing the
climate necessary for that business to prosper.

CAPITAL GAINS and LOSSES
Review the Schedule D (Form 1065) of the entity for net short-term and

long-term gains. There should not be any differences between federal and
Kentucky amounts.
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SECTION 1231 NET GAIN or LOSS

Addressed next are the gains (losses) from the sale of business assets or a
Section 1231 gain or loss. Variation in gains and losses occur because there
may be a different basis. Also the asset may have a different basis because
of any Section 179 deduction and various methods of depreciation being
used for federal purposes and Kentucky purposes.

As with depreciation claimed, there should be a federal Form 4797, Sales of
Business Property and a converted Kentucky Form 4797 included with the
tax return if this income is claimed.

Convert federal Form 4797 forms by entering Kentucky at the top center of
the form and compute the Kentucky gain or (loss) from the sale of business
property using Kentucky basis.

OTHER INCOME

Other income is reviewed by examining the schedules the taxpayer sends in
as an explanation of the deduction. If a schedule is not attached then it is
proper to request the schedule.

CHARITABLE CONTRIBUTIONS

Charitable contributions are considered a business expense. If the
contribution is passed to a corporation, the 10 percent limit still applies to
pass-through contributions. The amount of allowable charitable
contributions may be different for federal and Kentucky purposes because
the possible difference in taxable income will determine the amount of the
10 percent limit.

IRC SECTION 179 EXPENSE
The deduction for Section 179 expense will most likely be different because

of the limits as discussed before that applies for federal and Kentucky
purposes.
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NOTE: Additionally, allowable deductions related to portfolio income may
be different for federal and Kentucky purposes due to statutory differences,
such as treatment of interest income.

OTHER DEDUCTIONS

Other deductions, like other income must be reviewed by examining the
schedule(s) attached to the return.

ADDITIONAL CONCERNS

Two areas of concern other than portfolio income are pass-through
dividend income and guaranteed payments. Both of these items are
considered business income and should not be excluded on Schedule K-1s
and are subject to nonresident withholding.

Dividend income, as discussed before, is business income when passed
from a pass-through entity. It does not meet the definition of the dividend
that is excluded by KRS 141.010(12)(b). The statute only excludes dividend
income received from the investment in a corporation.

Guaranteed payments are distributions that are guaranteed to be
distributed no matter how the entity has performed. Therefore, it is a
distribution that should be taxed at the recipient level.

FORM 725 - SINGLE MEMBER LLC COMPLIANCE

This form is for an LLC that is owned by an individual. Individuals include
estates and trusts. The information comes directly from federal Schedule C,
E or F instead of a Schedule K-1. The income section on Form 725 is
completed and used in calculating the LLET credit.

KRS 141.0401(3)(b) provides that the credit allowed members,
shareholders or partners of a limited liability pass-through entity shall be
the members’, shareholders’ or partners’ proportionate share of the tax
calculated under KRS 141.0401(2) for the current year after subtraction of
any credits identified in KRS 141.0205, as determined after the amount of
tax paid has been reduced by the minimum tax of $175.
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The credit allowed to members, shareholders or partners of a limited
liability pass-through entity shall be applied to income tax assessed on
income from the limited liability pass-through entity. Any remaining credit
from the limited liability pass-through entity shall be disallowed.

TAX CREDIT WORKSHEET

To determine the proper amount of credit allowed on the individual return,
the taxpayer must complete the Kentucky Limited Liability Entity Tax Credit
Worksheet. The tax worksheet follows on the next page.
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Kentucky Limited Liability Entity Tax Credit Worksheet

Complete a separate worksheet for each LLE. Retain for your records.

Name

Address

FEIN

Percentage of Ownership:

1. Enter Kentucky Taxable income from Form 740, Line 11:

2. Enter LLE income as shown on Kentucky Schedule K-1 or
Form 725:

3. Subtract Line 2 from Line 1 and enter total here:

4. Enter Kentucky tax on income amount on Line 1:

5. Enter Kentucky tax on income amount on Line 3:

6. Subtract Line 5 from Line 4. If Line 5 is larger than Line 4, enter
zero. This is your tax savings if income is ignored:

7. Enter nonrefundable limited liability entity tax credit (from
Kentucky Schedule K-1 or Form 725):

8. Enter the lesser of Line 6 or Line 7. This is your credit. Enter here
and on Form 740, Section A, Line 1:

%
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COMPLIANCE ISSUE NO. 3: NONRESIDENT WITHHOLDING

A withholding requirement was instituted in order to address the issue of non-
resident individuals and foreign corporations receiving income from pass-through
entities doing business in Kentucky and not filing a return to report this income to
Kentucky. Another reason was to eliminate the need for many nonresident (Form
740-NP) paper returns. By requiring pass-through entities to withhold on
nonresident individuals and foreign companies and remit tax to the state of
Kentucky, the filing requirements are met for nonresident individuals or foreign
corporations doing business in Kentucky only as a partner, member or
shareholder in a pass-through entity.

Taxpayers were either not aware that pass-through income was taxable, or
assumed that their amount of tax would be so small that states would not use
their limited resources to compliance nonresidents and foreign corporations for
filing and tax requirements.

NOTE: Kentucky residents and corporations that have a Kentucky nexus of their
own are required to file Kentucky returns and compliance efforts are in place to
ensure those taxpayers include pass-through income on their returns.

KRS 141.206 is the statutory authority concerning the following:
= Filing of returns by pass-through entities
= Withholding requirements on owners of pass-through entities
= Apportionment issues for pass-through entities
=  Composite returns

KRS 141.206(4)(b)(1) states specifically:

“Every pass-through entity required to file a return under subsection (2) of this
section, except publicly traded partnerships as defined in KRS 141.0401(6)(r),
shall withhold Kentucky income tax on the distributive share, whether distributed
or undistributed, of each nonresident individual partner, member or shareholder,
or each corporate partner or member that is doing business in Kentucky only

27



through its ownership interest in a pass-through entity. Withholding shall be at
the maximum rate provided in KRS 141.020 or 141.040.”

The following entities are subject to withholding on distributive share income:

= Nonresident Individuals

=  Trusts

= Estates

= C corporations (foreign) — whose only connection to Kentucky is via an
ownership interest in a pass-through entity doing business in Kentucky.

= Grants

= Private Foundations

= Grantor Trusts, Revocable Trusts, Irrevocable Trusts

Of these entities, if any are exempt from taxation such as a nonprofit company
that qualifies for Section 501(c) exemption, they would also be exempt for
Kentucky purposes from withholding on their distributive share income.

501(c) Organization defined:

A 501(c) organization is a tax-exempt, nonprofit corporation or association. They
are referred to as “501(c)” because the laws that apply to these organizations are
found in Section 501(c) of the United States Internal Revenue Code.

In addition, KRS 141.0401 exempts the following entities from having to pay the
LLET:

(a) Financial institutions, as defined in KRS 136.500, except banker's banks
organized under KRS 287.135 or 286.3-135;

(b) Savings and loan associations organized under the laws of this state and under
the laws of the United States and making loans to members only;

(c) Banks for cooperatives;

(d) Production credit associations;

(e) Insurance companies, including farmers' or other mutual hail, cyclone,
windstorm, or fire insurance companies, insurers, and reciprocal underwriters;

(f) Corporations or other entities exempt under Section 501 of the Internal
Revenue Code;
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(g) Religious, educational, charitable, or like corporations not organized or
conducted for pecuniary profit;
(h) Corporations whose only owned or leased property located in this state is
located at the premises of a printer with which it has contracted for printing,
provided that:
1. The property consists of the final printed product, or copy from which
the printed product is produced; and
2. The corporation has no individuals receiving compensation in this state
as provided in KRS 141.120(8)(b);
(i) Public service corporations subject to tax under KRS 136.120;
(j) Open-end registered investment companies organized under the laws of this
state and registered under the Investment Company Act of 1940;
(k) Any property or facility which has been certified as a fluidized bed energy
production facility as defined in KRS 211.390;
(1) An alcohol production facility as defined in KRS 247.910;
(m) Real estate investment trusts as defined in Section 856 of the Internal
Revenue Code;
(n) Regulated investment companies as defined in Section 851 of the Internal
Revenue Code;
(o) Real estate mortgage investment conduits as defined in Section 860D of the
Internal Revenue Code;
(p) Personal service corporations as defined in Section 269A(b)(1) of the Internal
Revenue Code;
(q) Cooperatives described in Sections 521 and 1381 of the Internal Revenue
Code, including farmers' agricultural and other cooperatives organized or
recognized under KRS Chapter 272, advertising cooperatives, purchasing
cooperatives, homeowners associations including those described in Section 528
of the Internal Revenue Code, political organizations as defined in Section 527 of
the Internal Revenue Code, and rural electric and rural telephone cooperatives; or
(r) Publicly traded partnerships as defined by Section 7704(b) of the Internal
Revenue Code that are treated as partnerships for federal tax purposes under
Section 7704(c) of the Internal Revenue Code, or their publicly traded partnership
affiliates. "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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FORM 740NP-WH

Form 740NP-WH is used to remit withholding tax with the accompanying Form(s)
PTE-WH. Only nonresident individuals and foreign corporations, whose only
connection with Kentucky is through pass-through income, would be included in
the withholding. Other pass-through entities are not included in withholding as
there is no income tax liability to withhold. Pass-through entities that receive
pass-through income will incorporate that income with their own income
calculations and pass the income on to its owners. If the money stops there, the
entity must withhold.

NOTE: When an entity passes income to a partner, member or shareholder who
does not pass the income any further, the last pass-through entity must withhold.

All distributive income and credits are to be used when calculating the
withholding amount. Many taxpayers will include only ordinary or rental income.
A review is necessary to make sure that all income and allowable deductions are
included. Schedule A (Form 1040/740NP) deductions are not allowed because the
individual may or may not be able to use these deductions if they were to file.
The individual still has the option to file and claim these deductions, if they so
choose.

A portion of the LLET credit which would be allocated to the nonresident partners
based on their distributive share percentages has been allowed for withholding
only because this credit is part of the LLET pass-through items. Again, the
taxpayer has the option to file individually and claim any credits to which they
would be entitled.

COMPLIANCE PROCEDURES and USING the FORM
Review the PTE-WH form(s) by making sure the cumulative total matches the
amounts stated on the 740NP-WH form. Form 740NP-WH acts as the summary

sheet for the PTE-WH forms.

PTE-WH form copies are sent to each member as well as a copy sent to the
Department of Revenue. Sometimes the taxpayer will send in all four copies of
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the PTE-WH form, including the copy that should have been sent to the taxpayer
and kept for their records.

Review the Schedule K-1 information and the withholding amounts. Once again
we look at the K-1 information and compare it with what is reported on the
return. Only include the K-1 information from nonresident individuals and foreign
corporations, whose only connection with Kentucky is through pass-through
income. Make sure all items of income are included in the withholding
calculations and allow the Section 179 depreciation deduction as calculated for
Kentucky.

Review the return on Fastrieve for nonpayments. Verify payments for both the
withholding and composite returns via Mixers, which is accessed through the
KREW Web site www.krew.ky.gov.

Boxes are provided on the form to mark if an estimated tax payment is being
made or an extension is being filed. If no payment is required with the extension,
a copy of the extension for the entity’s income return will be accepted.

NOTE: A copy of the federal extension for the pass-through entity also extends
the Form 740NP-WH.

The only allowable credit at this time on the Form 740NP-WH is the LLET credit.

Use the highest marginal rate for individual or corporation income tax. The 2010
tax year rate is six percent (6%).

NONRESIDENT WITHHOLDING COMPLIANCE

Nonresident withholding returns will be subject to the same compliance
initiatives as other returns with one additional issue, beginning in tax year 2012.
House Bill 2 has directed that nonresident withholding shall be subject to the
individual and corporate estimated tax payment provisions. This will take effect
for tax years beginning after December 31, 2011.
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COMPOSITE RETURNS

Beginning in the year 2009, Form 740NP-WH has a dual purpose. It may be used
as either the withholding document for the distributive share income of non-
resident individuals and corporations or as the composite return for those non-
resident individuals who qualify and choose to be included in a composite return.

KRS 141.206 (13)(a) states:

“A pass-through entity may file a composite income tax return on behalf of
electing nonresident individual partners, members, or shareholders, reporting
and paying income tax at the highest marginal rate provided in this chapter on the
partners’, members’, or shareholders’ pro rata or distributive share of income of
the pass-through entity from doing business in, or deriving income from sources
within, this state. The partners’, members’, or shareholders’ pro rata or
distributive share of income shall include all items of income or deduction used to
compute adjusted gross income on the Kentucky return that is passed through to
the partner, member, or shareholder by the pass-through entity, including but not
limited to interest, dividend, capital gains and losses, guaranteed payments, and
rents.”

In reality, a composite return would only be available to those who are exempt
from withholding and then choose to be included in a composite return. In
essence the composite return is the same as the withholding return. The
difference arises if the taxpayer chooses a composite return, estimated payments
may be required and only nonresident individuals are allowed to be included in
the return. The return is processed the same way whether it is a withholding
form or a composite form.

FILING REQUIREMENTS

The decision to allow composite and nonresident tax returns to be filed using the
same form is an effort to show that only withholding is required. This process is
more comprehensive and also allows a credit for LLET. The composite return is
not allowed any credits as it is to be calculated on the AGI per KRS 141.206(13).
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There is very little difference in the filing requirements for composite and
nonresident withholding returns. In both cases, the following applies:

e The taxpayer’s only source of Kentucky income must be from pass-through
entities

e The taxpayer must calculate tax on distributive share income using the
highest marginal rate provided by KRS 141.020

e The taxpayer has two filing options:

O The return filed by the entity meets Kentucky’s requirement, so an
individual return is not required, or

O The individual may file a 740-NP return and claim amounts paid on
their behalf allowing them to take advantage of itemized deductions
and Kentucky’s tiered tax rates

Because a corporation doing business in Kentucky only through its ownership in a
pass-through entity has Nexus, the corporate partner, member or shareholder
must still file a Kentucky Form 720. This would allow the corporation to be
exempt from withholding for each year except for its initial year of Kentucky
operations.

CONCLUSION

Pass-through entity compliance is difficult due to the lack of understanding in this
tax area. Many taxpayers and practitioners will interpret items of the law to their
advantage. When we compliance the area of pass-through entities we give
guidance on the law and a better understanding of the requirements for which
the entity is responsible.

All income and deduction information is available for the corporate and individual
returns. Depending on the circumstances, each item may be treated differently
or may be subject to limits and rules that may or may not make them an intricate
part of the partners’, members’ or shareholders’ own tax situation for the current
year.
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PASS-THROUGH ENTITY EXAMPLES

® Tax Treatment by Year

EXAMPLE 1: PRE-2005 TREATMENT (2004 year shown)

e EXAMPLE 2: 2005 TREATMENT

e EXAMPLE 3: 2006 TREATMENT

O EXAMPLE 3A: TREATMENT of NOLs

e EXAMPLE 4: 2007 TREATMENT
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TAX TREATMENT by YEAR

Tax treatment of income for a pass-through entity is dependent upon the laws in
effect for the year involved. Because different tax years are subject to statutory
differences, the reporting and taxation of pass-through income can be quite
different.

To illustrate these differences, examples for pre-2005, 2005, 2006, 2007 and
forward are provided using the same basic fact pattern. Below is a brief summary
of tax treatment and statutory differences of each year.

PRE-2005 TAX TREATMENT of PASS-THROUGH ENTITIES

For tax years prior to January 2005, KRS 141.206 imposed the tax on the partners,
members or shareholders on pass-through income they received. All compliance
efforts involved income generated by pass-through entities at the partner,
member or shareholder level.

Beginning in 2003, Kentucky Administrative Regulation 103 KAR 18:070 directed
that tax was to be withheld from nonresident individual partners, members or
shareholders who had no other connection with Kentucky other than ownership
in a pass-through entity.

2005 TAX TREATMENT of PASS-THROUGH ENTITIES

Tax laws changed for tax years beginning on or after January 1, 2005. KRS 141.040
imposed tax on the income of the entity, whether distributed or undistributed.

HB 272 was enacted, expanding the corporate income tax to apply to pass-
through entities with limited liability protection. These pass-through entities were
treated as corporations subject to the filing requirements as per KRS 141.040 (1).

The Alternative Minimum Calculation (AMC) was also introduced. The AMC
calculation was included on the appropriate corporation forms. This calculation is
an alternative method of calculating tax based on the gross receipts or the gross
profits of the company. When compared against each other the lesser of the two
tax calculations (AMC calculation) was then compared to the income tax
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calculated on taxable income. The greater of the AMC or income tax calculation
became the tax due unless this amount was less than S175. In that case, the
minimum $175 became the tax liability due.

To eliminate double taxation on the same income, individual partners, members
or shareholders were allowed a nonrefundable credit on the partners, members,
or shareholders proportionate share of the tax due from the corporation as
determined by KRS 141.420 before any credits and after the minimum $175 due
was paid.

Additionally, a refundable credit is available when the corporation’s income
exceeds $216,600. The refundable credit accounts for the difference in tax
created when applying the top corporation income tax rate of seven percent and
the top individual income tax rate of six percent to the same income.

The refundable credit is available only for taxable years beginning after December
31, 2004 and before January 1, 2007. Both the nonrefundable and refundable
credit are claimed on the individual income tax return.

2006 TAX TREATMENT of PASS-THROUGH ENTITIES

Tax treatment of pass-through entities for the 2006 tax year was similar to the
2005 tax year with one exception.

HB 1 of the 2006 Special Session was enacted, amending KRS 141.040, giving tax
relief to small businesses through a change to the AMC tax calculation. To
calculate the AMC tax a separate Schedule AMC was created.

For tax years beginning on or after January 1, 2006, those pass-through entities
that had $3,000,000 or less in gross receipts or gross profits from all sources
qualified for complete relief, other than the minimum of $S175 due. Entities that
had $3,000,000 to $6,000,000 in gross receipts or gross profits from all sources
qualified for some relief and those that had $6,000,000 or more continued to
calculate the AMC tax the same as in 2005.
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2007 TAX TREATMENT of PASS-THROUGH ENTITIES

In 2007 the tax treatment of pass-through entities changed again as a result of
legislation introduced in 2006. Effective January 1, 2007, the Limited Liability
Entity Tax (LLET) replaced the AMC tax.

KRS 141.0401 is the statutory authority for the imposition of the LLET. Schedule
LLET was created to compute the tax. The entity is responsible for the limited
liability entity tax (LLET). Pass-through entities are subject to the filing and
withholding requirements of KRS 141.206.

Income and any available nonrefundable credit are passed through to each
partner, member or shareholder. Withholding is required for each nonresident
individual partner, member, or shareholder and corporate partner or member
that is doing business in Kentucky only through its ownership interest in a pass-
through entity.

Individual members are subject to Kentucky income tax as per the provisions of
KRS 141.020.
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FACTS:

KEY POINTS:

FORMS:

EXAMPLE 1: PRE-2005 TREATMENT (2004 year shown)

¢ S & B Limited Partnership is made up of two partners.

® The partnership has 100% Kentucky property and payroll.

* One partner is IMA Corporation located in Ohio (97.4359%).

® One partner is WV Bill, an individual residing in West Virginia (2.5641%).
® [ncome:

o Gross receipts $5,000,000
o Cost of goods sold $1,000,000
> Other income $500,000
¢ Deductions:
o Salaries & wages $1,000,000
° Guaranteed payments $50,000
° Repairs & maintenance $950,000
o Taxes & licenses $S400,000
o Federal depreciation $100,000
o Kentucky Depreciation $150,000
¢ Partner's Distributive Share Income Items:
o Ordinary business income $2,000,000
> Guaranteed payments $50,000
o Dividends $100,000
o Section 1231 gain/loss <$2,500,000>
e Partner's Distributive Share Deduction Items:
o Contributions $1,000

¢ The individual nonresident partner is not required to file with Kentucky if
the distributive share income is the only Kentucky income.

¢ The individual nonresident partner may opt to file a Kentucky nonresident
return to take advantage of graduated tax rates or claim deductions
in order to receive a refund.

* The pass-through entity is required to withhold on nonresident individual.

¢ Loss is passed through to the individual.

¢ Dividends are taxed at the corporate partner level.

» Separately stated items are reported on the partner's returns.

¢ 1065 US Return of Partnership Income
¢ 765 Kentucky Partnership Income Return

» Kentucky Schedule K-1 Partner's Share of Income, Credits, Deductions, etc.

° One for each partner
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i 1 065 U.S. Return of Partnership Income OMB No. 1545-0099
orm
Department of the Treasury For calendar year 2004, or tax year beginning ____..__ » 2004, and ending .________ 20 . 2@04
Intarmal Revenue Service P See separate instructions.
A Principal business activity Name of partnership D Employer identification number
;;j:;sse the| g & B Limited Partnership :
B Pnncipal product or service § iabal, Number, street, and room or suite no. If 2 P.O. box, see page 14 of the instructions. £ Date business siarted
.} Other-
wise, -
C Business code numbear print City or town, state, and ZiP code F Total assets {see page 14 of
rt . the instructions;
or type Frankfort, Kentucky 40601 3 ) 1

G Check applicable boxes: {1} [ witial return (2} 3 Final retum 3 2 Name change (4 LI Address change 5) {1 Amended retum
H Check accounting method: (1) ¥ cash 2 1 Accrual (3)D Gther {specify) B ..
! Number of Schedules K-1. Attach one for each person who was a partner at any time during the tax year » ... . & . ciii ...

Caution: include only trade or business income and expenses on lines 1a through 22 below. See the instructions for mare information.

1a Gross receipts or sales e 1a 5,000,000
bless retumns and allowances, . . . . . . . . . . . . LIb ic 5,000,000 00
o | 2 Costof goods sold (Schedule A, line 8) 2 1,000,000 00
£ | 3 Gross profit. Subtract line 2 from line 1c. . 3 4,000,000: a0
8 4 Crdinary income {loss) from other parinerships, estates and trus‘ts (attach scheduie) .o 4
£ 1 5 Net farm profit (oss} (attach Schedule F (Form 1040)) 5
6 Net gain {joss) from Form 4797, Part Y, line 17. 6
7 Other income {loss) (attach staterment) . . . . . . . . . . . . . . . . 7 500,600, 00
& Total income f{loss). Combine lines 3 through 7 . . . . 8 4,500,000, 00
z
;% 9 Salaries and wages {(other than to partners) {less employment credits} . . . . . . . . 9 1,000,000 00
£ 110 Guaranteed payments to pariners . B 10 50,000, 00
2111 Repairs and maintenance. . . . . . . . . . . . . . . . . . . ... .M 950,000, 00
_§12E§adc¥ebts1....,,,,,..................12
S8 Rent. . . . . . . . L. 18
.% 14 Taxes and ]|censes 14 400,300 00
£115 Interest . e e e
; 16a Depreciation (if reqwred attach Form 4562) A 16a 100,000
& b Less depreciation reported on Schedule A and elsewhers on retumn (16D 16c 100,000 | 00
; 17 Depletion {Do not deduct oil and gas depletiony . . . . . . . . . . . . . . 17
E:UL 18 Retirement plans, stc. | 18
:6'. 19 Employee benefit programs | 19
'..3
£|20 Otherdeductions (atfach statement) . . . . . . . . . L ... L L 20
4 .
|21 Total deductions. Add the amounts shown in the far right column for lines @ through 20 . | 21 2,500,068 00
22 Ordinary business income {loss). Subtract fine 21 from¥ine8 . . . . . . . . . . 122 2,000,000 00
Under penaities of periury, | declare that | have examined this return, including accompanying schedules and statements, and fo the best of my knowledge
and belief, it is trus, cotvect, and complate. Daclaration of preparsr (other than general partner or limited liability company member} is based on all
. information of which preparer has any knowlsdge.
Sign ———
day the IRS disouss this rafum
Here with the preparsr shown below (see
} } instructionsi? [l Yes i1No
Signature of general partner or limited liability company member manager Date
. Preparer’s Daie Check i Preparer’s SSN or FTIN
Paiid i signature se!fefam]played . D
Preparer § Firm's narme {or yours EiN B
Use ﬂmy it self-employed). }
address, and ZiP code Phone no. { 3
For Privacy Act and Paperwork Reduction Act Notice, see separate instructions. Cat. No. 11390Z Form 1085 (2004
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Form 1085 (2004} Page 2
ete L0 ® Cost of Goods Sold (see page 12 of the insiructions)

Inventory at beginning of ysar, 1 3,000,060 00
2 Purchases less cost of #Hems withdrawn for perscnal use 2 $00,006| 00
3 Cast of labor . 3
4 Additional section 263A costs (afiach sfarement) 4
5 Other costs (attach statement). 8
6 - Yotal. Add fines 1 through 5 . 8 3,500,000 00
7 tnventory at end of year 7 2,500,000 09
8 Cost of goods seld. Subtract line 7 frem Ime 6 Enter here and on page 1 Ime 2 8 1,000,000 | 20
9a Check all methods used for valuing closing inventory:
{ 3 Cost as described in Regulations section 1.471-3
(i) I Lower of cost or market as described in Regulations section 1.471-4
iy [ Other (specify method used and attach explanation) ®
b Check this box if there was a writedown of “subnormal” goods as described in Regulations section 1.471-2(c} . . . & [ |
¢ Check this box if the LIFO inventory method was adopted this tax year for any goods (if checked, attach Form 970), . » [
d Do the rules of section 263A (for property produced or acquired for resale) apply o the partnership? . . [1Yes [} Neo
e Was there any change in determining quantities, cost, or valuations between opening and closing inventory? [1¥es [ ] No

el o5, atiach explanation.
I CLmEEsd Other Information

1 What typs of entity is filing this return? Check the applicable box: Yes MNo
a [ Domestic general partnership b [ ] Domestic limited partnarship
c {1 Domestic limited lability company d (J Domestic limited liability partnership
e L] Foreign partnership f ] Cther & . U

2 Are any partners in this partnership also partnerships? .o Lo e e e e e
3 ODuring the partnership’s tax year, did the partnership own any interest in another partnership or in any foreign
entity that was disregarded as an entity separate from #s owner under Regulations sections 301.7701-2 and
301.7701-37 if yes, see instructions for required attachment
4 Did the partnership file Form 8893, Elaection of Parinership Level Tax Treatment or an e!ectlon statement under
section 8231(a)(1)(B)ii) for partnership-level tax treatment, that is in effact for this tax year? See Form 8893 for
more details
5 Does this partnership meet aII three of t?ae fol!ow ing requzremems’?
a The partnarship’s total receipts for the tax year were less than $250,000;
The partnership’s total assets at the end of the tax year were less than $600,000; and
¢ Schedules K-1 are filed with the rsturn and furnished to the partners on or before the due date finciuding
extensions) for the partnership return.
if “Yes,” the partnership is not required to complete Schedules L, M-1, and M-2; ltem F on page 1 of Form 1065;
or ltem N on Schedule K-1,
& Does this partnership have any forefgn partners'? If ‘Yes ? the partnersh B may have ’zo me Forms 8804 8805
and 8813. See page 20 of the instructions . F S
7 Is this partnership a publicly traded partnership as defmed in sec‘non 469(k}( ) .
Has this partnership filed, or is it required to file, Form 8264, Application for Reglstratson of a Ta.x Shelter'?

9 At any time during calendar year 2004, did the partnership have an interest in or a signature or other authority

over afinancial account in a foreign country (such as a bank account, securities account, or other financial account)?

See page 20 of the instructions for exceptions and filing requirements for Form TD F 90-22.1_ if “Yes,” enter the

name of the forelgn country. B

4G  During the tax vear, did the partnership receive a distribution from, or was it the grantor of, or fransferor to, aforeign
trust? if "Yes,” the partnership may have to file Form 3520. See page 21 of the instructions

11 Was there a distribution of property or a transfer (e.g., by sale or death) of a partnership interest dunng the tax yeaﬁ

If “Yes,” you may elect to adjust the basis of the parinership’s assets under section 754 by attaching the statement
described under Elections Made By the Partnership on page 9 of the instructions .

12 Enter the number of Forms 8865, Return of U .S. Persons With Respect to Certain Foreign Partnershlps attaohed to :

this return . . . L. B

Designation of Tax Matters Partner (see page 21 of the nstructions)
Enter below the general partner designated as the tax matters partner (TMP) for the tax year of this return:

o

=4}

Name of ldentifying
designated TMP number of TMP
Address of

designated TMP

Form 1065 2004




Form 1085 (2004}

Schedule K

Income (loss)

Pags 3

Partners’ Distributive Share ltems

Total amount

1 Ordinary business income (loss) (page 1, ling 22)
2 Net rental real estate income (loss) (attach Form 8825) . .
3a Other gross rental income (loss) . . . . . . 3a

1 2,000,600 90

b Expenses from other rental activities {attach staa‘ement} .. . L%b

& Other net rental income foss). Subtract line 3b from line 3a .

4 Guaranteed paymenis .

8 Interest income

6 Dividends: a Ordinary dawdends e e e e e
b Qualified dividends . . . . . . . . . . L6b] i

7 Royaliies

8 Net short-term capita gain (Ioss) (attach Scheduie D {Form 7065)}

9a Net long-term capital gain (loss) (attach Schedule D (Form 1065)
Collectibles (28%) gain {loss} . . . . P ..

[ Y

(7]

Unrecaptured section 1250 gain (atfach sz‘afement) R -
10 Net section 1231 gain {loss]) (attach Form 4797) .
11 Other income (loss) {attach statement) .

<2,500,000 00>

Peductions

12 Section 179 deduction {attach Form 4562).

13a Contributions |

Deductions related to portfoixo ncome (attach statement)
investment interest expense

o o

o o

Other deductions {attach statement) .

Section 5Hel2) expenditures: (i Type B . {2} Amount p

1,000 00

Selt-

Employ-
ment

14a Net earnings {oss) from self-employment |
b Gross farming or fishing income |
¢ Gross nonfarm income |

Credits &

Credit
Recapture

15a Low-income housing credit (section 42(;)(5))

Low-income housing credit (other)

Qualified rehabilitation expenditures {rental rea! estate) {atz‘acn Form 3468)
Other rental real estate credits

Other rental credits |

Other credits and credit recap%ure (attach stafemenf)

b B ¢ I = T+ T

Foreign Transactions

16a Name of country or U.8. poSsession B e
b Gross income from all sources
¢ Gross income sourced at partner level |
Foreign gross income sourced at partnership level
d Passive ________....... e Listed categories (aftach sfatement) ®.._.__...._.. .. T General limitation »
Deductions allocated and apportioned at pariner level

g Intersstexpense ®» ... h Other, . . . N

Deductions aliccated and apportioned at partnership level to fore:gn source income

Passive B ... | Listed categories fattach stafement} ¥ .. ........ k General imitation »
Foreign taxes: (1} Paid »
m Reduction in taxes available for credit {attach statement) .

@ Acered . . . . . L . . L B

16k
161(2)
16m

Alternative

{AMT) lems

17a Post-1986 depreciation adjustment |

Adiusted gain or joss

Depletion (other than oil and gas) .
Oil, gas, and geothermal properties—gross ingcome
Oil, gas, and geothermal properties—deductions
Other AMT iterns (atfach statement)

-t a0 T

17a
17b
17¢
17d
17e
17t

Other Information | Minimum Tax

18a Tax-exempt interest income
b Other tax-exempt income .
¢ Nondeductible expenses

19a Distributions of cash and marketable securat:es
b Distributions of other propeity

20a nvestment ncome

b Investment expenses
¢ Other items and amounts (attach staremenf)

18a
18b
8¢
1%a
18b
20a

Form 1065 poog
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Form 1065 {2004}

Page 4

Analysis of Net Income (Loss)

1 Net income (loss). Combine Schedule K, lines 1 through 11. From the result, subtract the sum of

Schedule K, lines 12 through 13e, 16}(1), and 16K . . . . . . . . . . . . . . . 1
2 Analysis by i) Comorate {ii) Indlividuat Gil) Individual | ey pannership | M EXeMOU e i ee/Other
partner type: (active) (passive) organization

a General partners

b Limited partners

Note: Sceduies L, M-1, and M-2 are not required if Question 5 of Schedule B is answered “Yes.”

Balance Sheets per Books Beginning of tax vear

End of tax year

Assets (c)

1 Cash |
2a Trade notes and accounts recelvable
b Less allowance for bad debts .

inventories .
U.8. government cbi tgatlons
Tax-exempt securities .
Gther current assets {attach staremenf)
Mortgage and real estate loans
Other investments (attach statement}
9a Buiidings and other depreciable assets,
b Less accumulated depreciation
10a Depletable assets . .
b Less accumulated depletion
11 Land {net of any amortization).
12a Intangible assets (amortizable only) .
b Less acocumulated amortization

W NG W

&)

13
14

15
16
17
18
19
20

Other assets {attach statement)
Total assets . . .

Liabikties and Cap;tal
Accounts payable . .
Martgages, notes, bonds payabée in iessthan 1 year,
Other current liabilities (attach statemeant) .
All nonrecourse loans R i
Mortgages, notes, bonds payable in 1 year or more,
Cther liabilities (attach statement)

Partners’ capital accounts |
Tota? !abx!mes and capital .

Recongiliation of Encome (Loss) per Books With Income {Loss) per Return

1 - Net income (loss) per bocks .

6 Income recorded on books this ysar not included

2 Incomeincluded on Schedule K, fines 1, 2, 3¢,
5, 6a, 7, 8, 9a. 10. and 11, not recorded on
books this year {itemize): ..___________ ...

on Schedule K, Jines 1 through 11 fitsmize)
a Tax-exemptinterest$ ... _.

3 Guaranteed payments (other than health
insurance}

7 Deductions included on Schedule K, lines 1
through 13e, 18i(1), and 181(2), not charged

4  Expenses recorded on books thzs yaar not
included on Schedule K, lings 1 through
13e, 161(1), and 181(2) {itemize):

a Depreciation $
b Travel and eniertamment L

against book income this year (itemize):
a Depreciation $ ...

8 Addlines8and7 .

9 Income {loss) {Analysis of Net lncome (Loss)
line 1). Subtract line 8 from line 5

Analysis of Partners Capital Accounts

1 Balance at beglnnlng of year .

6 Distributions: a Cash

2 Capital contributed: a Cash

b Property .

b Property. .

7 Other decreases (itemize):

3 Net income (joss) per books .

4 Cther increases (ftemize): ... ...

8 Addlines6and7 .

5 Addlines 1 through 4

9@ Balance at end of year. Subtract line 8 from line 5

Form 1085 2004
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Form 765 KeEnTucky

42A765 PARTNERSHIP INCOME RETURN
Department of Revenue » Attach a complete copy of the federal return.
A. Date business commenced or For calendar year 2004 or fiscal year
quafified
beginning . 2004, and ending ., 2005.
B.  Number of partners {attach K-1s) Name . E. Federal Employer
. . . Identification Number
S £ B Limikd Tornership
C. NAICS business code number Number and street or P.O. box ’ F.  Kentucky Withholding
Account Number
D, Paroership telephone number City, town or post office County State ZIP code G, Sales and Use Tan
Permit Number

H. Check applicable hoxes: O Initial return O Final return B Amended return

1. Check type of entity: [0 General partnership Eémited partnership £ Limited liability company
O Limited liability partnership
J. Are disregarded entities included in this return? O Yes O No
If yes, attach a schedule listing name and federal identification number of the disregarded entity.
K. O Qualified investmert partnership (Check box only if you are a general partnership or a limited partnership that has been
formed as a qualified investment partnership.)

1. Federal ordinary income (f0ss) (FOMM 1065, N8 22) ........ooveivrierensovrsnennsessesrisssssassnessessnesocsos 1 2\ OO, 000 OO

2. Federal depreciation from Form 4582 2 I(D,CCO a0

3. Other (attach schedule) (SBe INSTTUCTIONS) ...o\ivcvieiieoriic et e ssrree s snres e s s e eins e cnre s 3

8. TOEA] (30T FINES T, 2 NG 3) wovooereseseeseesseses s eess e essets oo osees e il 2,100,000 | OO
SUBTRACTIONS:

5. Federal work opportunity credit ... 5

6. Kentucky depreciation from revised FOrm 4562 ... 6 l 50, OO0 | OO

7. Other (attach schedule) (Se8 INSIIUCTIONSY .ovvvir v e e 7

8. TOAl (AU FINES 5, 6 ANT T} covvrrerovveeresssesssoesssrs e oeeees o sess b sses e v s| 150, Q00 | 0O
9. Ordinary income (10ss) (line 4 1255 HNe 8) ..o e 9 I )QSO, QOO OO

@ | declare under the penalties of perjury that this return {including any accompanying schedules and staterments) has been examined by

me and, to the best of my knowledge and belief, is a true, correct and complete return.

Sig;

nature of partner or member Identification number of partner or member Date

Typed or printed name of preparer other than taxpayer Identification number of preparer Date

@ Mail to Kentucky Department of Revenue, Frankfort, Kentucky 40620.
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Form 765 {2004)

Page 2

Schedule K—PARTNERS' SHARES OF INCOME, CREDIT, DEDUCTIONS, ETC.

SECTION |
Income or {Loss}

(a) Distributive Share Items

(b} Total Amount

-

1. Ordinary income or {loss) from trade or business activities (page 1, line 9} ....
2. Net income or (loss) from rental real estate activities (from attached federal schedule)
3. a Gross income from other rental activities ... .. 3a
b Minus expenses (attach schedule)
¢ Net income or (loss) from other remtal activities
4. Portfolio income or (loss):

1. 950, S

o)

8 INEEFEST INMCOIMIE cviie et e e e e e b ke s e erebees reab e e reebenssrneren rerenans 4a
b Dividend income ..... | lop, oo | o0
€ ROYAIY INCOME 1ot e e s et st b s e beb e e ens .. dc
d Net short-term capital gain or (loss) (from attached federal schedule) .... 4d
e Net long-term capital gain or (loss) (from attached federal schedule) .. 4e
f Other portfolio income or (loss) (attach schedule) 4f
5. GUAFENTEEM PAYMENLS L0 PAMMEIS w.ovee.cuerersireseesiossrersesersionsessessasssssessssessssssssesessssessssasssnsessssesessssesssessasses reseee 5 5o, 000 ©O
6. Net gain or (loss} under IRC Section 1231 (other than due to casualty or theft) {attach federal Form 4797) 6 < 2, 500,000 o0 >
7. Other income oF (1058) (AHLACH SCREAUIE) .v..c.cvccueieereees et sttt sae e sns et sesreas st saeaeve e sesseesaesesenssasseassasseesens 7
Deductions
8. Charitable contributions (attach list} and housing for homeless deduction (attach Schedule HH) ............. 8 [ooco | oo

9. IRC Section 179 expense deduction (attach federal Form 4562 and Kentucky revised Form 4562)
10. Deductions related to portfolic income (do not include investment interest expense)
11. Other deductions (AHach SChEUIE) ... e et e e e et et sneaebesaesaes et sraatereseetonsaserans

Investment Interest

12. a Interest expense on investment debts
b (1) Investment income included on lines 4a, 4b, 4¢ and 4f above ....
(2) Investment expenses included 0N 1INE 10 SDOVE ... cersesaiiatin st etieneaeinens o

Credits

13. Kentucky Unemployment Tax Credit (attach Schedute UTG)

14. Recycling and Composting Equipment Tax Credit (attach approved Schedule RC) ..

15. Other (see instructions) »

Cther

16. a Total expenditures to which IRC Section 59(e}(2) election may apply
b Type of expenditures
17. Other iterns and amounts not reported above {attach SChedulg) ... e

SECTION ll—Computation of Nonresident Partner's Taxable Percentage

1. Partnership's Kentucky property and payroll ...
2. Partnership’s total property and payroll
Iffine 1is equal to line 2, enter 100 percent on Schedule K-1 (Form 765), ltem D(2). Do not complete lines 3,
4 or §. If line 2 is greater than line 1, complete lines 3, 4 and 5.
3. Partnership’s Kentucky gross receipts .....
4. Partnership's total gross receipts ..........
5. Nonresident partner’s taxable percentage (line 3 divided by line 4). Enter the percentage on
Scheduie -1 (Form 765), em D{2) ..o e et ee s e e aeses e vt asesarreeens 5

%

SECTION lll—Computation of Amouint Withheld on Individual Nonresident Partners

1. Individual nonresident partners’ net distributive share of taxable ICOME «.eesvevcens e sreemsss e reeeens e senessns 1
2. Individual nonresident partners' net distributive share withheld ..o 2
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KENTUCKY ' PARTNER'S SHARE OF INCOME,
SCHEDULE K-1 CREDITS, DEDUCTIONS, ETC.

rorm 2004
For calendar year 2004 or fiscal year

Commonwealth of Kentucky

DEPARTMENT OF REVENUE beginning 2004, and ending 2005,
Partner’'s identifying nurnber » Partnership’s FEIN »
Partner’s name, address and ZIP code Partriership's name, address and ZiP code

IMA C,ov-powcxrhér\
Tr-aﬂ, Ohio +#53+3

A This partner is a O general partner O limited partner
O firnited liability company member. (i) Befare change (i) End of
B Partmer's share of liabilities: E Enter partner's percentage of: of tesmination year
Profit sharing ..o q 1.""‘35‘}% %
Loss sharing . % %
Ownership of capital ... % %
C  What type of entity is this partner? »
D Partner’s taxable percentage of partnership’s distributive share iterns below (see instructions) 1 Final K-1
(1} RESIHENL PAMINET (oootitsitti e e bbb e e e 100% I Amended K-1
{2) Nonresident partrer {file Form 740-NP to report this income} ... » 100%
{a) Distributive Share Items {b) Amount
1. Ordinary incomé or (loss) from trade or bUSINESS GCHIVILIES ...vewrverieesiiesessss s mens e sssesseneas 11 1,900, o000
2. Netincome or {loss) from rental real estate activities ... 2 ’
3. Netincome or {loss) from other rental activities ... 3
4. Portfolio income or (loss):
7 a Interest.....
3 b Dividends Q1“3
E ¢ Royaities ... ’
E d Net short-term capital gain or (loss)
£ e Net long-term capital gain or {loss)... de
f  Other portfolio income or {loss) (attach schedule) ... Af
5. Guaranteed payments 10 PATINEIS ... e e -
6. Net gain or (loss) under IRC Section 1231 (other than due to casualty or theft) ... 8| 25938 B93>
7. Other income or (loss} {attach schedule) .7 ?
@ 8. Charitable contributions {attach schedute) and housing for homeless deduction (attach Schedule HH) ... 8 9 '7"!’
'% 9. IRC Section 179 expense deduction (attach federal Form 4562 and Kentucky revised Form 4562) . 9
§ 10. Deductions related to portfolio income (attach schedule) .
S 111, Other deductions (ARACH SENEAUIE) weecvereeverivreecoseeoeeeverreoneessenessaesessenssessesane et reeeeeteee ettt resremsenis
& ¥ 120 a Interest expense on investment debts
g g g b (1) Investment income included in lines 4a, 4b, 4¢ and 4f above.... .12b(1)
= £ (2) Investrnent expenses included in 1iNe 10 8D0VE ..ui s e s 12b{2)
n | 13, Kentucky Unempioyment Tax Credit - 13
g 14. Recycling and Composting Equipment Tax Credit (attach Schedule RC (K-1))..
° | 5. Other »
5 16. a Total expenditures to which IRC Section 53{e}(2) election may apply ...
g b Type of expenditures
17. Other items and amounts not reported above (attach SCheduie) oo PPN
18. Combination of Kentucky Schedule K-1, lines 1 through 6, 9 and portions of 7 and 1.
- Add income amounts and subtract {loss) and deduction amounts {see instructions)
g E 19. Combination of federal Schedule K-1, lines 1 through 10, 12 and portions of 11 and 13.
E é, Add income amounts and subtract {loss) and deduction amounts {3e€ INSUCLIONS) e ieinieneess 19
< | 20. Enter the difference of lines 18 and 19 here and on Form 740, Schedule M, line 3, if
difference is positive, or line 14, if difference is negatiVe ... 20




KENTUCKY PARTNER’'S SHARE OF INCOME,
SCHEDULE K-1 CREDITS, DEDUCTIONS, ETC.
FORM 765

Commenwealth of Kentucky

DEPARTMENT OF REVENUE

For calendar year 2004 or fiscal year

beginning 2004, and ending , 2005,

2004

Partner’s identifying number » Partnership's FEIN »

Partner's name, address and Z2IP code

WV Bil |
Nito, W.Va.. 25143

Partnership’s narne, address and ZIP code

A This partner is a [ general partner O limited partner
Olimited liability company meamber. (i) Befare change iy End of
B Partner’s share of liabilities: E Enter partner’s percentage of: or termination year
NONFECOUISE ....ceveet et 3 Profit sharing ... ivicvevenincienee, 2,564 % %
LoSS ShANG oo % %
. Ownership of capital .....c.ccccoovine % %
C  What type of entity is this partner? »
D Partner’s taxable percentage of partnership’s distributive share items below {see instructions) O Final K-1
(1) Resident partner 100% 0 Amended K-1
(2) Nonresident partner (file Form 740-NP 1o report this incoma) ... 100%
{a) Distributive Share ltems (b} Amount
1. Ordinary income or {loss) from trade or business activities 1 SO‘ cOOo
2. Net income or (loss) from rental real estate activities .2
3. Net income or {loss) from other rental activities .3
4. Portfolio income or {loss):
7 a Interest 4a
3 b Dividends.. b 2564
E ¢ Royatties
g d " Net short-term capital gain or (loss)
£ e Net long-term capital gain or {loss)
i Other portfolic income or {loss) (attach schedule) ... 4
5. Guaranteed PAYMENTS 10 PAMTNGIS L. ... v e iesrereorseesetriaresesresarasssrssssssesssss saesarass sassasssess seseassssrssarn 5 50, OO
6. Net gain or (loss) under IRC Section 1231 (other than due to casualty or theft) 8| & {p"‘f: IOZ rd
7. Other income or {loss) (attach schedule) ... w7
e 8. Charitable contributions {attach schedude) and housing for homeless deduction (attach Schedule-HH) ... 8 2 Cg
'.E 9. IRC Section 179 expense deduction {attach federal Form 4562 and Kentucky revised Form 4562) ......... g
é 10. Deductions related to portfolic income {attach schedule)
8 | 11. Other deductions (attach schedule) ...........
&0 81 120 a Interest expense on investment debts ..
g E § b (1) Investment income included in lines 4a, 4b, d4c and 4f above ..o 12b(1)
= (2) Investment expenses included in line 10 above
¢ 1 13, Kentucky Unemployment Tax Credit .
'S 14. Recycling and Composting Equipment Tax Credit (attach Schedule RC (K-1)) e 14
° | 15 Other »
5 16. a Total expenditures to which IRC Section 59(e}(2) election may apply
é b Type of expenditures
17, Qther items and amounts not reported above (attach schedule) ...
18. Combination of Kentucky Schedule K-1, lines 1 through 6, 9 and portions of 7 and 11.
- Add income amounts and subtract (loss) and deduction amounts (see instructions) ...
.g é 19. Combination of federal Scheduie K-1, lines 1 through 10, 12 and portions of 11 and 13.
éé, Add income amounts and subtract (loss) and deduction amounts (See instructions) ... e, 19
< | 20. Enter the difference of lines 18 and 19 here and on Form 740, Schedule M, line 3, if
difference is positive, or line 14, if difference is negative
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FACTS:

KEY POINTS:

FORMS:

EXAMPLE 2: 2005 TREATMENT

¢ S & B Limited Partnership is made up of two partners.

e The partnership has no sales, property or payroll outside of Kentucky.
¢ One partner is IMA Corporation located in Ohio (97.5%).

* One partner is WV Bill, an individual residing in West Virginia (2.5%).
e Income:

o Gross receipts $5,000,000
o Cost of goods sold $1,000,000
o Other income $500,000

¢ Deductions:
o Salaries & wages $1,000,000
o Guaranteed payments $50,000
o Repairs & maintenance $950,000
o Taxes & licenses $400,000
o Federal depreciation $100,000
o Kentucky depreciation $150,000

e Partner's Distributive Share Income Items:
o Ordinary business income $2,000,000
o Guaranteed payments $50,000
o Dividends $100,000

¢ Partner's Distributive Share Deduction Items:
o Contributions $1,000

¢ Balance Sheet:
o Beginning Balance $1,000,000
o Ending Balance $1,000,000
e Deductions - Nontaxable income $17,500

¢ The income passes through to partners.
¢ The pass-through entity is responsible for tax liability.
e AMC is calculated on the forms.
e The corporate partner is not required to file:
o If pass-through income is only Kentucky Income

e The corporate partner is required to file:
o Dividend income

o Guaranteed payments
e Losses are:
o Retained by pass-through entity (i.e. corporate partner)
o Distributed to individuals.
e The individual records income/loss on the return.
¢ The individual receives credit.
o Nonrefundable or possibly refundable
¢ 1065 US Return of Partnership Income
¢ 765 Kentucky Partnership Income Return

e Kentucky Schedule K-1 Partner's Share of Income, Credits, Deductions, etc.
o One for each partner
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. 1 065 U.S. Return of Partnership Income OWB No. 1545-0099

onm

Department of the Treasury For calendar year 2005, or tax year beginning __________ , 2005, ending __________ S20. . . 2@0 5

Internal Revernie Service ¥ See separate instructions.

A Principal business activity Nare of partnership D Employer identification number
iélsse the | & B Limited Partnership :

B Principal product or setvice § label, Number, street, and room or suite no. If a P.O. box, see the instructions. E Date business started
Gther-
wise, _

C Business code number | print Gity or town, state, and ZIP coda F Total assets (see the
or type. instructions)

Frankfort, Kentucky 40681 g i

G Check applicable boxes: (1} T initial return 2y L Final return 3) ] Name changs (4) [ Address change 5} {7 Amended retum
H Check accounting method: (1) W1 cash 4] 1 Accrual (3}{3 Gther (specify} & .. ...... R, e
I Number of Scheduies K-1. Attach one for each person who was a partner at any time during the taxyear » .. . ... ... ... ...

Caution. /nclude only trade or business income and expenses on lings 1a through 22 below. See the instructions for more information.

1a Gross recelpts or sales ia 5,000,000
b Less returns and allowances . ib ic 5,000,000 60
o | 2 Cost of goods sold {Scheduls A, line 8) . 2 1,000,000 00
£ | 3 Gross profit. Subtract line 2 from line 1c. .. 3 4,000,000 08
8 4 Ordinary income (foss) from other partnerships, estates and irusts (attach stafemenf) .. 4
£ 5 Net farm profit (loss) (attach Schedule F (Form 1040)) 5
6 Net gain {loss) from Form 4797, Part i, line 17 (attach Form 4797) 6
7 Otherincome (loss) (atfach siaternent). . . . . 7 500,060, 60
8 Total income {loss}. Combine lines 3 through7 . . . . . . . . . . . . . . . 8 4,500,000 GO
| 9 Salaries and wages (other than to partners) {less employment credits) . 9 1,0068,000) 60
é 10 Guaranteed paymenis to partners . 10 50,000 €O
£ 111 Repairs and maintenance . i1 950,000 00
5112 Bad debts 12
2113 Rent . 13
%114 Taxes and licenses . i4 400,800, 66
2115 Interest . e e e e e —
2116a Depreciation (if reqwred attach Form 4562) R 18a 100,000
2] b Less depreciation reported on Schedule A and clsewhers on return | 16b 16c 160,000 40
g 17 Depietion (Do not deduct oil and gas depletion.) i7
8118 Retirement plans, etc. 18
’ga 19 Employse benefit programs | 19
k=1
8 20 Other deductions {atiach statement) 20
21 Total deductions. Add the amounts shown in ths far right column for lines 9 through 20 . 29 2,500,000 00
22 QOrdinary business income (loss}. Subtract fine 21 fromline® . . . . . . . - . |22 2,000,000 00

Under penaltiss of perjury, | declare that | have examined this return, including accompanying schedules and statements, and fo the best of my knowledge
and belief. it is true, correct, and complete. Declaration of preparer (other than general pariner or limited liability company member} is basad on all
information of which preparer has any knowledge.

Slgn May the IRS discuss this retum

Hei’e with the preparsr shows below (see
instructions? [ ves [ Ne

Signature of general partner or limited liability company member manager Date
. Preparer’s Date Check if Preparer's 33N or FTIN

Paid , signature seif-emploved B D

PI’E;]EI’&I’ $ Firm’s name for yours EIN

Use Dn]y if self-employed}, }

acddress, and ZIP code Phone no, { H
For Privacy Act and Paperwork Reduction Act Notice, see separate instructions. Cat. No. 112902 Form 1065 (@005
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Form 1065 (2005) Page 2

Tt Cost of Goods Sold {see the instructions)

1 nventory at beginning of year. . 1 2,500,000, 00
2 Purchases less cost of items withdrawn for personal use 2 1,000,000 00
3 Cost of labor . 3
4 Additional section 263A costs (ah‘ach statement) 4
5 Other costs (aftach statement). S
6 Total. Add lines 1 through 5 | 6 3,500,000 00
7 Inventory at end of year 7 2,500,008, GO
8 Cost of goods sold. Subtract lme 7 from Ime 6 Enter here and on page ‘f Ime 2 8 1,000,000] 00
9a Check all methods used for valuing closing inveniory:
i) [ Cost as described in Reguiations section 1.471-3
i} [ Lower of cost or market as described in Regulations section 1.471-4
i) [0 Other (specify method used and attach explanation) B
b Check this box if there was a writedown of “subnormal” goods as described in Regulations section 1.471-2(c) . . . & [
¢ Check this box if the LIFC inventory method was adopied this tax year for any goods (if checked, attach Form 870). . b [l
d Do the rules of section 283A (for property produced or acquired for resale) apply to the partnership?. . . [lYes [ No
e Was there any change in determining quantities, cost, or valuations betwesn opening and closing inventory? [ 1Yes [ ] No
If “Yes." attach explanation.
LRz Other Information
1 What type of entity is filing this return? Check the applicable box: Yes No
a [ | Domestic gensral partnership b [ Domestic timited partnership
¢ [ Domestic limited lability company d [ Domestic limited liabflity partaership
e U] Forei ign partnership ft0 Other »
2 Are any partners in this partnership also parinerships? L. e
3 During the partnership’s tax year, did the partnership own any interast in another partnership or in any foreign
entity thal was disregarded as an entity separate from its owner under Regulations sections 301.7701-2 and
301.7701-3? If yes, see Instructions for required attachment . .
4 Did the partnership file Form 8883, Election of Partnership Level Tax Trea’gment or an eEectlon statement under
section 6231(&)(?)(8)01) for partnership-level tax treatment, that is in effect for this tax year? See Form 8833 for
more details .
5 Does this parinership meet aEJ three of ihe foilowmg reqwrements’?
a The parinership’s total receipts for the tax year were less than $250,000;
b The partnership's total assets at the end of the tax year were lass than $600,000; and
¢ Schedules K-1 are filad with the return and fumished to the pariners on or before the due date (inciuding
extensions) for the parinership return.
If “Yes,” the partnership is not required to complete Schedules L, M-1, and M-2; [tem F on page 1 of Form 1085;
or ltem N on Schedule K-1. .
8 Does this partnership have any forsign partners” If “Yes " the partnsrsmp may have tc ﬂle Forms 8804 8805 ancé
8813. See the instructions,
7 Is this parinership a publicly traded par‘mershlp as dea‘med in sechon 469@( (2)’7
8 Has this partnership filed, oris it required to file, a return under section 6111 to provide information on any repor‘table

10

11

12

transaction?

At any time during calendar year 2005, did the partnership have an interest in or a signature or other authority
over afinancial account in a foreign country (such as a bank account, securities account, or other financial account)?
See the instructions for exceptions and filing requirements for Form TD F 90-22.1. If “Yes,” enter the name of the
fOreign COUNIIY. B e
During the tax year, did the partnership receive a distribution from, or was it the grantor of, or transferor to, a
foreign trust? If “Yes,” the partnership may have to file Form 3520. See the instructions . .

Was there a distribution of property or a transfer (for example, by sale cor death) of a partnership interest durlng
the tax year? if “Yes,” you may elect to adjust the basis of the partnership’s assets under section 754 by attaching
the statement described under Elections Made By the Partnership in the instructions .

Enter the number of Forms 8865, Return of U.S. Persons With Respect to Certain Foreign Partnersmps atfached tc
thisreturn . . . L. .. .. P

Designation of Tax Matters Fartner (see the mstruct ons)
Enter below the general partner designated as the tax matters partner (TMP) for the tax year of this return:

Name of Identifying
designated TMP aumber of TMP
Address of

designated TMP

Form 10835 (2005
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Form 1065 (2005}

Page 3

i q Partners’ Distributive Share ltems

Total amount

1 Ordinary business income (loss) (page 1, line 22)
2 Net rental real estate incorne {loss} (aftach Form 8825) .

2,000,000| 060

3a Other gross rental income (Joss) . . . . N
Expenses from other rental activities {attach stafement) P 3b

o

[+3

Other net rental income {loss). Subtract line 3b from line 3a

4 Guarantesd payments .

8§ Interest income

6 Dividends: a Ordinary dmdends e e e
b Qualified dividends . . . . . . . . . . |80 |

50,000; 00

7 Rovalties
8 Net short-term capﬁa! gain { oss) (aﬁach Scheduie D (Form 1065)}
Ba Net long-term capital gain {loss) @ffach Schedule D (Form 1063))

fncome (Loss}

T

100,000, 00

Collectibles (28%) gain {floss) . . . . . ... . L8b
Unrecaptured section 1250 gain {attach sfatemem) . 9¢

0

10 Net section 1231 gain {loss) (attach Form 4797) . P
11 Other income (loss) (see instructions) Type »_ ... ...

12 Section 179 deduction (attach Form 4562),
13a Coniributions .

Investrnent interest expense Ce .
Section 59(e){2) expenditures:  {1) Type » ...
Other deductions {see instructions) Type

o

o0

{2) Amount b

13a

1,000, 80

13b

13¢{2)

13d

14a Net earnings {loss) from self-emgloyment |
b Gross farming or fishing income ,
¢ (Gross nonfarm income |

Employ- | Deductions

Seli-
menl

14a

14b

14c

15a Low-income housing credit (section 42(j(5)

b Low-income housing credit (other) .o

¢ Qualified rehabilitation expenditures (rental real estate) (arfach Form 3468)
d Other renial real estate cradits (see instructions) Type p
e
f

Credits &
Credit
Recapture

Other rental credits (see instructions} Typep ...

Other credits and credit recapture (see instructions) Type® ... ,,,,,,,,,

15a

15b

15¢

15d

i5e

18t

b Gress income from all sources
¢ Gross income sourced at partner level . .
Foreign gross income sourced at partnership level

Deductions allocated and apportioned at partner level
g Interest expense ¥ . __ . ... h Other |
Deductions allocated and apportioned at partnership level to foreign source income
Passive & .
I Total forsign taxes (check one): » Paid 1  Accrued [ .

m Reduction in taxes available for credit (attach statement)
n Other foreign tax information {attach statement) .

Foreign Transactions

16a Name of country or U.S. possession B . e aiaens

d Passive . ______ e listed categories iattach statementy ¥ _____________ f General limitation B
. b

j Listed categories fattach statement B ___ ... k General limitation »

16b

i6c

17a Post-1986 depreciation adjustment |

b Adjusted gain or loss

¢ Depletion {other than oil and gas) .
d O, gas, and geothermal properties—gross income
e

f

{AMT) ltems

Alternative

Oil, gas, and geothermal properties—daductions
Other AMT items (attach statermnent)

18a Tax-exempt interest income

Other tax-exempt income |

¢ Nondeductible expenses .
18%a Distributions of cash and marketable secunt]es .
b Distributions of other property

20a Investment income

b Investment expenses
¢ Other items and amounts (attach sfatement)

Other Information | Minimum Tax
[=2

Form 1065 (2005)
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Form 10865 (2005)

Page 4

Analysis of Net Income {Loss)

1

2

Net income (loss). Combine Schedule K, lines 1 through 11. From the result, subfract the sum of

Schedule K, lines 12 through 13d, and 161 .. . 1

Analysis by (i) Corporate {ii) Indvidual (i} Individuai {iv} Parinership {v) Exempt {vi) Nominge/Other
{active) (passive) organization ] ’ i

partner type:

a General partners

b Limited partners

No%e'

1
2

W~ U N W

Schedu les L, M-1, and M-2 are not required if Question 5 of Schedule B is answered “Yes.”

Balance Sheets per Books Beginning of tax year

End of tax year

Assets

Cash . .
a Trade notes and accounts recewabf
b Less allowance for bad debts .

inventories .

U.S. government oblagations
Tax-exempt securities .
Other current assets (attach statement)
Mortgage and real estate loans

Other investments {attach staterment)

9a Buildings and other depreciable assets,

b Less accumulated depreciation

10a Depletable assets ,

11

b Less accumulated depletion
Land (net of any amortization).

12a Intangible assets (amortizable only) .

13
14

15
16
17
18
19
20
21
22

Schedule’

b Less acoumudated amortization
Other assets (gftach statement)
Total assets | .

E.|ab;htles and Cap;iai
Accounts payable

Mortgages, notes, bonds payable in Iess tham year,
Other current liabilities (attach statement) .

All nonrecourse loans

Mortgages, notes, bonds payable in 3 year or more .

Other ligbilities {aftach statement)
Partners’ capital accounts .

Total Ilabmi;es and capital

(a)

Reconciliation of lncome (Loss) per Books Wlth Income (Loss) per Return

Net income {loss) per bocks | .
Income included on Schedule K, tines 1, 2, 3c,
5, Ba, 7, 8, 9a, 10, and 11, not recorded on
books this year {itemizey . . ...
Guaranteed payments {other than health
insurance)

4 Expenses recorded on bocks thfs year not

included on Schedule K, lines 1 through
13d, and 16i {itemize):
a Depreciation $

b Travel and entertainment $ _.__.._.__ ...

6

7

8
g

a Depreciation $

Income recorded on books this year not included
on Schedule K, lines 1 through t1 (itemize):

a Tax-exemptinterest $ .._............... I

Deductions included on Schedue K, lines 1
through 13d, and 16l not charged against
book income this year (itemize):

Add lines 6 and 7 .

income (loss) {Analysis of Net Income (Loss)
line 1). Subtract line 8 from line 5

Balance at beginning of year . 6 Distributions: a Cash
2 Capital confributed: a Cash b Property . .
b Property . 7 Other decreases (itemize) ...
3 Netincome (loss) perbooks . ., . . | ... s
4 Otherincreases (temizel ..o | i
8 Addlines6and7 . .
9 Add lines 1 through 4 9 Balance at end of year. Subtract fine 8 from ime 5

Form 1065 2005)
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765 Ken

41A765

s ,mry

Department of Revenue

Taxable period beginning

Kentucky ParTNERSHIP INCOME TAX RETURN

2005

(LLC, LLP and LP TAXED AS A CORPORATION)

> See separate instructions.

, 2005, and ending

Taxable Year Ending

L 200

B Federal

A Number of Identification Number

€ Kentucky Corporation
Account Number

Partners
{(Attach K-1s)

Name of Partnership (Place preaddressed label here; otherwise print or type.)

> 2 S£ R Limited ’Pavf-fnerslﬂp

State and Date of Crganization

Principal Business Activity in KY

Nurnber and Street
D Type of Return

NAICS Code Number

[0 Separate Return

{Relating to Kentucky Activity)

D Nexus City State ZIP Code Telephone Number (See www.census.gov)
Consolidation Fm WK‘FOY"f' ‘K\/ 1‘7‘06 o]
E Check if applicable: 11 LLC o P LELP O initial return O Final return (attach explanatiorn)
] Amended return |3 Short-period return (attach explanation} 0 Change of name | M Change of address
PART I-TAXABLE iINCOME COMPUTATICN 24, Current net operating loss adjustment............
1. Kentucky ordinary income (loss) 25. Income {loss) after NOL limitation
{from Schedule X, Section |, line 1) ......c.c......... 2‘) be, oo g {add 1ines 23 and 24) ... e
2. Net income (loss) from rental reat estale 26. Taxable netincome {loss) (amount fram
ACTVITIES oovveisice s e e e fine 25 or Schedule A} oo 2:0, (DJ 50000
3. Netincome {loss) from other rental activities ... PART II—ALTERNATIVE MINIMUM (ANMC)
4. Interest income Gross R
5. Royalty COME ..o 1. Kentucky gress receipts (less Kentucky
6. Netshort-term capital gain ... returns and alloWances) ..., 5; sm, one 00O
7. Netlong-term capital gain 2. Tax {line 1 multiplied by .00095) ... 5zzs | €0
8. Other portfolio income (Joss) . Gross Profits
9. Section 1231 net gain {foss) (other than due 3. Kentucky gross receipts ........cccoooeveriieeiecc 5, S'CD,CCID o0
to casualty ortheft) ... (a) Less Kentueky returns and allowances ...,
10. Other income {I0S8) ... (b} Less Kentucky cost of goods sold .......... ’, OOO,DaJ o0
11. Total additions {add lines 1 4, Gross profi-t (subtract lines 3(a) and 3(b)
EAPOLGA 10) wor v ererreroes s soes s FFOM NG 3Y vercevivemes s esssnsnicsinnns 4 500 000 €O
12, Other incorme {loss) (KRS 141.070(12)): 5. Tax (line 4 muttiplied by 0075) ... 2= 150 oo
(a) Related party expenses (KRS 141.2058) ... PART HI—TAX COMPARISON i
(®) Deductions attributable to 1. Reguiar income tax (see iNSIructions} ... ' 38, (D$ QO
NONtaxabie iINCOME ..o ’ 7) SOO QO 2. Alternative minimum (AMC) {lesser of
() Add net distributabte loss from Part IE, ine 2 OF NG 5) v.ovvvineceieersiaevnerieerinnes ‘5 225 oo
COPPOrAtioNS ..o s PART IV—TAX COMPUTATION
{d) Subtract netdistributable income from 1. Tax liability {Part i}, greater of line 1,
COMPOTAUONS (i vvoisreeir i sme s s eenne ling 2 or $T75 mMINIMUMY .....ccceveinecnvrcn e ] 3 7\ (955. 0o
(B)  OLRET oo e s ADDITIONS . . ” ’
2. Recyclingfcomposting equipment tax credit
13. Total income after adjustrnents recapture
(2dd 1if18$ 17 AN T12) corer v 3. Total {(add lines 1T and 2) .
14. Charitable contributions (see instructions) ....... ] , OO0 | OO | sUBTRACTIONS
15. Section 179 expense deduction 4. Total nonrefundable credits from page 2, Part V ..
(Kentucky FOrm 45682) ... ininmcmnieniinenn 5. Net tax liability (greater of line 3 less
16. Deductions related to portfolio income {loss) ... HNE 40T B178) e i
17. Other deductions ... 6. Estimated tax payments .......c e
18. Section 59(e)(2) eXpenses ..........coeeeen — 7. Extensiontax payrment ... I OO‘ QD OO
19. Total deductions {add lines 14 8. Prior year's tax credit i
through 18) ..... 3. Taxdue 38,(:!55“ OO0
20. 01l and gas depletion ... i 10. Tax GVerpayment .......co.ooiemmmivieeiec e
21. Other adjustments (KRS 141.010(13)) .....ccccecee. 11. Credited to 2006
22. Total deductions (add lines 19 through 21) 12. Amount to be refunded
23. Net income (loss) (line 13 less line 22} 2 o’b SC0O| 00| Make check(s) payable to Kentucky State Treasurer and mail return with
TAX F}\‘IMENT SUMMARY (Round to Nearest Dollar) payment 1o Kentucky Depariment of Revenue, Frankfort, Kentucky 40620.

E/rlcoe
" ban s

Penalty

LI AMC Gross Receipts

Interest

L1 Amc Gross Profits

TOTAL (Including Penalty and Interest)

L1 Minimum $175

$ 23 (oS

D No packet required for 2006.

» Attach a complete copy of the federal retum.
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Form 765 (2005) Page 2

PART V—SCHEDULE OF TAX CREDITS

1. ECOnomic developmEnt T8X CTEMIS oo ivurieier et e iesim et es s ses s eesee st sa st essb et e et sb1 et res e 1
2. Historic preservation restoration tax credit .......c....oco..oe., . . 2
3. Unemployment tax credit ...............ccovi i, . 3
4. Recycling/composting equipment tax credit 4
5. Coal conVErsion taX CTEIl.. ... e e e et s et e s b en e et eranssreantsrens sen it 5
6. Enterprise zone tax credit............ 6
7. Kentucky investment fund tax credit ........ . 7
8. Coal incentive tax credit .........ocooeoeeeinne 8
9. Qualified research facility X CTEUIT .........coiivirerierierie i e ea s e sss et bsenies et sanes s
10. GED incentive tax credit ... vveer e seievies e e b st et et s

1. Voluntary environmental remediation tax credit {Brownfields)
12, Biodiese] taX Crethit ..o e s .
13, Total credits (enter on page 1, Part IV, 1INE ) .o ciitieisicsesieniescercesseenenseseecrssnnnsensenenene

PART VI—CORPORATION iINCOME TAX CREDIT

1. Tax due (page 1, Part IV, 1ing 1) .o cres s e st bttt 1 13?, S5 | OO

2. IVHNEMTIUNT BBX 1eiiiieies oo et st e a1 et eb b b eaase et e b ensans seses tes e naeabestestastas bt obba e n b e et etsebeassassaebis 2 175 | 00
3 135, o Rk BN-Ta)

3. Corporation income tax (Non-individual PAMNEIS) ........c.oiv i e e e

........................................................................... 4 3462 o0

4. Corporation income tax credit (individual partners)

5. Nonrefundable Kentucky corporation income tax credit (KRS 1414203} ...ooooovvivvievnie e 5 2, C‘"pl OO0

B. Refundable Kentucky corporation income tax credit (KRS 141.420(3)(C)) e.veeererrivorseoseremrreerseerseiens 6 500 |00

PART VIi—CORPORATION INCOME TAX CREDIT

Line 1—Enter the amount from Part |V, Line 1.
Line 2—Enter minimum tax of $175.

Line 3—Enter non-individual pariners’ distributive share of the corporation income tax. Line 1 less Line 2 multiplied
by the totai of the non-individual shareholders’ percentages.

Line 4—Line 1 less Lines 2 and 3 (individual partners’ corporation income tax credit to be distributed). The credit
determined under KRS 141.420(3)(b)shall be the members’, shareholders’, or partners’ proportionate share of the
tax due from the corporation as defined in KRS 141.040, before the application of any credits identified in subsec-
tion (4) of KRS 141.0205 and reduced by the required minimum imposed by subsection {6) of KRS 141.040. KRS
141.420(3)

Lines 5 and 6—If taxable netincome (Part |, Line 26) is greater than $216,600, muiltipty the excess by 1 percent and by
the total individual partners’ ownership percentage and enter this amount on Line 6.

Determine the individual partners’ proportionate share of the tax credit {page 2, Part Vi, Line 4} less the amount
entered on Line 6, and enter on Line 5.
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Form 765 {2005}

Page 3

SCHEDULE Q—KENTUCKY PARTNERSHIP QUESTIONNAIRE

IMPORTANT: Questions 4—13 must be completed by ali
partnerships. If this is the partnerships’s initial return or if
the partnership did not file a return under the same name and
same federal 1.D. number for the preceding year, questions 1,
2 and 3 must be answered. Failure to do so may result in a
request for a delingquent return.

Indicate whether: (a) O new business; (b) O successor to
previously existing business which was organized as:
{1) O corporatior; {2) O partnership; (3) O sole proprietor-
ship; or (4) O other

If successor to previously existing business, give name,
address and federal 1.D. number of the previous business
organization.

List the following Kentuecky account numbers. Enter N/A

for any number not applicable.

Empiloyer Withholding

Sales and Use Tax Permit

Consumer Use Tax

Unemployment Insurance

Coal Severance and/or
Processing Tax

if a foreign partnership, enter the date quatified to do busi-

ness in Kentucky. __ [ !

The partnerships’s books are in care of: (name and address)

Is the partnership a partner in a general partnership doing
business in Kentucky? O Yes [0 No

If yes, list name, federal 1.D. and Kentucky account number of
the general partnership(s).

Was the partrership doing business in Kentucky, other than
the interest held in a general partnership doing business in
Kentucky? 0Yes [ No

6.

0.

.

Is the net distributive income (loss) received from a
partnership subject to the tax imposed by KRS 141.040 in-
cluded inthis return? [0 Yes O No. If yes, list name, federal
1.D. and Kentucky account number of the partnership.

Are related party costs made to related members as defined
in KRS 141.205(1)}(1) included in this return? O Yes O No. If
yes, list name, federal 1.D. and/or Kentucky corporation
account number of the individual or entity,

Did the partnership at any time during the taxable year own
80 percent or more of the voting power of all classes of own-
ership interest in an entity, other than a general partnership,
which is not included in this return because it did not do busi-
ness in Kentucky? O Yes O No. If yes, list name and federal
L.D. number of all such entities.

Did any corporation, individual, partnership, trust or asso-
ciation at any time during the taxable year own 80 percent of
the voting power of all classes of ownership interest of the
partnership? O Yes 0O No. If yes, list name and federal 1.D.
number of all such entities.

Was this return prepared on: (a) O cash basis, {b) O accrual
basis, (¢) I other
Is the partnership a public service corporation subject to taxa-
tion under KRS 136.1207 O Yes [ No

Bid the partnership file a Kentucky tangible personal prop-
erty tax return for January 1, 20067 O Yes O No

Is the partnership currently under audit by the Internal
Revenue Service? [ Yes O No. If yes, enter years under
audit

If the Internal Revenue Service has made final and
unappealable adjustments to the partnership’s taxable
income which have not been reported to this department,
check here O and file Form 765, Amended Kentucky
Partnership Income Tax Return, for each year adjusted and
attach a copy of the final determination.

I, the undersigned, declare under the penalties of perjury, that | have examined these returns, including all accompanying schedules and
statements, and to the best of my knowledge and belief, they are true, correct and complete.

£

Signature of partner or member

Identification number of partner or member

Date

Typed or printed name of preparer other than taxpayer

Identification number of preparer

Date

May the Department of Revenue discuss this return with the praparer?
O Yes

O No
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Form 765 (2005) Page 4

SCHEDULE O1—ORDINARY INCOME (LOSS) COMPUTATION

- _ R
1. Federal ordinary income (I0SS) (SBE MISITUCLIONS} ..vweriveivrviereceresse s s se s s s ensessssssisssessssssssasssassssssesanson 1|4, €00, 000| 02
ADDITIONS

2. State taxes §
3. Federal depreciation (do not include Section 179 expense deduction) ..
4. Other {attach schedule)

3] loo, 000 0O

5. Total (add lines 1 through 4) ..o UV PSP OU U ST RFOTURSORUPURTO OO 5
SUBTRACTIONS
6. Federal work opportunity credit 6
7. Kentucky depreciation (do not include Section 179 expense deduction) .. 71 oo 000 o
8. Other (attach schedule) 8
9 (=

9. Kentucky ordinary income {loss) (line 5 fess lines 6 through 8) ...
[ o S m R e e —

SCHEDULE K—PARTNERS' SHARES OF INCOME, CREDITS, DEDUCTIONS, ETC. (See Specific Instructions for Each Line item)
S A —

SECTION | (a) Distributive Share {tems (b} Total Amount
Income (Loss) and Deductions
1. Kentucky ordinary income (loss) from trade or business activities (Schedule O, I8 9} .uu.viveceesvesssessssiesieenens 1| 2, 00,000 o
2. Net income (loss} from rental real estate activities (attach federal FOrm 8828) v ivivrvicseenceieieeereeas 2

3. (@) Grossincome from other rental activities ..o ee e
(b) Less expenses from other rental activities (attach schedule)
(¢) Net income (loss) from other rental activities (line 3a fess line 3b) ....
4. Portfolio income (ioss):
(@) Interest income ... 1))
(b) Dividend income ... - )] loo, oo | OO
{C)  ROYAIY INCOME Ltriitiiitiiie ittt it sre e eee st e aan s e st e sen e s cant e eae e e em s escaen b smbcansrnse fc) ’
{d) Net short-term capital gain {loss) (attach federal Schedule D and Kentucky Schedule D if applicable) ... {d)
{e) Net long-term capital gain (loss) (attach federal Schedule D and Kentucky Schedule D if applicable) ... {e)

{f} Other portfolio income (105S) {aach SCREAULIR) v v e s e se et ee s et beae s 6]

5. GUAranteed PAYMMENLS L0 DATIIETS 1.uuvrurrruererersioesionsrasssassssscesens essssssssssssossansssesssasasassesssesssssanssenssasssassssiress 5 50,000 &0
6. Section 1231 net gain {loss) (other than due to casualty or theft) {attach federal and Kentucky Forms 4797). 6
7. Other income (1085) {(AtACH SCRBAUIR) ...iviiiiicie ettty et s et s v et e et e sbeesdaad et b et sasrinspinens 7

8. Charitable contributions {attach schedule} and housing for homeless deduction (attach Schedule HH) 8 1. DOC | o0
9. IRC Section 179 expense deduction {attach Federal Form 4562 and Kentucky Revised Form 4562) ....... 9
10. Deductions related to portfolio income (loss) (attach schedule) ... 10
11. Other deductions {attach schedule) ... reiees s ceisie v 11

Investment Interest
12. (a) Interest expense on investment debts .....
(b) (1) Investment income included on lines 4(a). 4(b), 4{c) and 4(f} above -
{2) trvestment expenses included on Hne 10 8DOVE oo
Other ltems
13. (a) Type of Section 59(e)(2) expenditures »
(b) Amount of Section 59()(2) eXPENUIIUIES ...v.crieree vt ies e eesr e e eas s e e racesarrsaras
14. Tax-exempt interest income
15. Other tax-exempt income ...
16. Nondeductible expenses ....
17. Total property distributions (iNCIUAING CASN) ..vc.vemeireerreeicenv e e e s
18. Other items and amounts required to be reported separately to partners (attach schedule} ...

SECTION ll—Kentucky Distributable Corporation Income and Tax Credits

SR
1. Taxable net income (loss) taxed under KRS 147.040 (page 1, Part I, line 26) ..o 1
2. Individual partners' share of net distributable income (loss) taxed under KRS 141.040 .... 2
3. Nonrefundable Kentucky corporation income tax credit (KRS 141.420(3)) (page 2, Part VI, line 5) ......... 3
4. Refundable Kentucky corporation income tax credit (KRS 141.420(3)(c)) {page 2, Part VI, line 6) ........... 4
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KENTUCKY PARTNER'S SHARE OF INCOME,

SCHEDULE K-1 CREDITS, DEDUCTIONS, ETC.
FORM 765

Commenwealth of Kentucky

For cafendar year 2005 or fiscal year

DEPARTMENT OF REVENUE beginning —— —— 2005, and ending —~————, 2006.

\

2005

Partner’s identifying number > Partnership's FEIN »

Partner’s name, address and ZIP code

WV Bl

Partnership’s name, address and ZIP code

A This partner isa [_| general partner [] [imited partner

{7] timited tiability company member. () Before change (i) Endl of
B Partner’s share of liabilities: E Enter partner’s percentage of: or terminatien e
Nonrecourse -3 Profit sharing =28 4w D5 %
Qualified nonrecourse financing . % Loss sharing % %
.8 Ownership of capital % %
C What type of entity is this partner? .......... > Iwvdividuad
D Partner's taxable percentage of partnership’s distributive share items below (see instructions) ] Finat K-1
(1) Resident partner 100% D Amended K-1
{2} Nonresident partner (see Schedule A, Section [, line 12} > 100%

{2) Distributive Share ftems {b) Amount
1. Ordinary income {loss) from trade or business activities .. 1 SO, O
2. Net income (loss) from rental real estate activities 2
3. Net income (10$S) from Other rental ACLIVITIES .ociveierreccresiriernisenrensireissse s e s ssesessran s sseesessnsesssens 3
4. Portfolio income (loss):
- £8) INEEIEST coiitiesri e i er e ek b e e et e e ee st e et s et en s e s e et narenenabesaa
_IS (b} Dividends... =, 5 o0
2 (c) Royalties ....
g (d) Net short-term capital gain (Joss) ..
= {e) Netlong-term capital gain (loss) ...
(f) Other portfolio income (loss) (attach schedule) (3]
5. Guaranteed payments to partners 5 56 00O
6. Net gain (loss} under Section 1231 {other than due to casualty or theft) ] i
7. Other income (loss) (attach schedule) ... 7
2 8. Charitable contributions (attach scheciule) and housmg for homeless deductlon
'% (GLEACKH SCNEUAUIE HH} .oocovieereeceteee e sen e es bt e sai bbb e bbbt o8 b bttt era e e e sees s rees et e re s en 8 28
§ 9. IRC Section 179 expense daduction (attach Federal Form 4562 and Kentucky Revised Form 4562) 9
S {10. Deductions related to portfolio income (1053) {attach SChedtle) ..o as e vaees

11. Other deductions (attach schedule)

12. (a) Interest expense on investment debts.
(b) (1) Investment income included on lines 4(a) 4(b), 4(c) and 4(f) above

Invest-
ment
Interest

(2) Investment expenses included on HNe 10 GDOVE ...c.cvocvvieeieieecnesie e sveeen e seresessssnenns

13. (@) Type of Section 53(e}(2) expenditures »

(b) Amount of Section 53(e)(2) expenditures

wr
g 14. Tax-exempt interest income
T;. 15, Other tax-exempt income ......
g 16. Nondeductible expenses
17. Property distributions (including cash) .
18. Supplemental information required to be reported to each partner {attach schedules) ...................
w |19, Individual partners’ net distributable share of taxable income taxed under KRS 141.040 .. 19 &9 gqs
"55, 20. Nonrefundable Kentucky corporation income tax credit (KRS 141.420(3)) 20 =, ‘? 2] R
S 21. Refundabie Kentucky corporation income tax credit (KRS 141.420(3)(c)) 21 560
22. Combination of Kentucky Schedule K-1, lines 1 through 6, 9 and portions of lines 7 and 11.
'5575 Add incormne amounts and subtract (loss) and deduction amounts (see instructions) ... 22
22 E [23. Combination of federal Schedule K-1, lines 1 through 10, 12 and portions of lines 11 and 13.
;.”;: %é‘ Add income amounts and subtract {loss) and deduction amounts (see instructions) ... 23
#< | 24. Enter difference of lines 22 and 23 here and on appropriate line on Schedule M
(see instructions) 24
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KENTUCKY PARTNER’S SHARE OF INCOME,

SCHEDULE K-1 CREDITS, DEDUCTIONS, ETC. 2005
FORM 765 For catendar year 2005 or fiscal year
Commanwealth of Kentucky
DEPARTMENT OF REVENUE beginning ————————————— 2005, and ending ————————————, 20086,
Partner’s identifying number >» . Partnership's FEIN »

Partner's name, address and ZiP code

ITMA Corpom-hf::h
Troy, Ohio 45373

Partnership’s name, address and ZIP code

.
A This partner is a [g/general partner [ | limited partner

I™] timited liability company member. Qﬁi:‘:ﬁéﬁiﬁge (iiLeEanrd of
B Partner's share of liabilities: E Enter partner’s percentage of:
NONMECOUISE .ot eens e $ Profit sharing Q?. 5 % Q1.5 %
Loss sharing % %
. § Ownership of capital % %
C What type of entity is this partner? .......... » Corporation
D Partner's taxable percentage of partnership’s distril::vutfve share items below (see instructions) 1 Final K-1
(1) RESIAENE PAITAIEE .. 11 ecieeisececac e eas es st snnssea s ee a1 e et bt e bbbt bt st e er v eenn 100% 3 Amended K-1
(2) Nonresident partner (see Schedule A, Section |, Hone 12) oo > 100%

{a) Distributive Share [tems

{b} Amount

1. Ordinary income (10ss) from trade or BUSINESS ACTIVEHES ...vivivviv e esieesesss e enss s ves et seseeesrceeerees 1 L C)'S'O OO
2. Net income (loss) from rental real estate activities . 2f 7 :
3. Netincome (loss) from other rental activities 3
4. Portfolio income (loss);
= {a) Interest ... . 4(a)
8 {b) Dividends ... (v) q7, 500
Y (¢} Royalties (c) i
E {d) Net short-term capital gain (loss) .... (d)
- (e) Net long-term capitai gain {loss) (e}
(f). Other portfolic income (loss) (attach schedule) .. 0
5. Guaranteed payments to partners 5
6. Net gain (loss) under Section 1231 (other than due to casualty or theft) ... 8
7. Other income (loss) (attach schedule} 7
2 8. Charitable contributions (attach schedule) and housing for hormeless deduction
o
3 (BUACH SCREAUIE HH) ..vvvi et e ses s st sessa bt ebssassrats s sereesaseesraes tamtennsasensanssnsssssassenssaranian 8 975'
3 8. IRC Section 179 expense deduction (attach Federal Form 4562 and Kentucky Revised Form 4562) 9
8 10. Deductions related to portfolio income (105s) (AEACh SCREAUIE) c...ovivvvv e eeeese e srererereesnresressen
11. Other deductions {attach schedule) ...
% g 12, (a) Interest expense on investment debts
g E:‘! (b} (1) Investment income included on lines 4(a), 4{b}, 4{c) and 4(f} above ..
="z (2) Investment expenses included on line 10 above ......
13. {a) Type of Secticn 59(e}(2) expenditures »
" (b) Amount of Section 53(e)(2) expenditures
E 14. Tax-exempt interest income
g 15. Other tax-exempt income ...
g 16. Nondeductible expenses
17. Property distributions (including cash)
18. Supplemental information required to be reported to each partner (attach schedules)
» | 19. individual partners' net distributable share of taxable income taxed under KRS 141.040 ... 9
9 |20. Nonrefundable Kentucky corporation income tax credit (KRS 141.420(3)).. 20
S |21 Refundable Kentucky corporation income tax credit (KRS 141.420(3)(c)) ... 21
22. Combination of Kentucky Schedule K-1, lines 1 through 6, 9 and portions of lines 7 and 11.
2 gg Add income amounts and subtract {loss) and deduction amaunts (see INStructions) ... 22
ggg 23. Combination of federal Schedule K-1, lines 1 thraugh 10, 12 and portions of lines 11-and 13.
H %i Add income amounts and subtract {toss) and deduction armounts (see INStructions) ... 23
mﬁg 24, Enter difference of lines 22 and 23 here and on-appropriate ling on Schedule M
{SE FNSTILICTIONIS) e ettt e v e en e eer st sn s e et e ee e e e es oo s s see e es et ee s 24
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FACTS:

KEY POINTS:

FORMS:

EXAMPLE 3: 2006 TREATMENT

¢ S & B Limited Partnership is made up of two partners.

* The partnership has 100% Kentucky property and payroll.

* One partner is IMA Corporation located in Ohio (97.5%).

® One partner is WV Bill, an individual residing in West Virginia (2.5%).
* Income:

° Gross receipts $5,000,000
o Cost of goods sold $1,000,000
o Other income - federal $500,000
> Other income - Kentucky $17,500
¢ Deductions:
o Salaries & wages $1,000,000
° Guaranteed payments $50,000
o Repairs & maintenance $950,000
o Taxes & licenses $400,000
o Federal depreciation $100,000
> Kentucky depreciation $100,000
¢ Partner's Distributive Share Income Items:
o Ordinary business income $2,000,000
o Guaranteed payments $50,000
o Dividends $100,000
o Section 1231 gain/loss <$2,500,000>
¢ Partner's Distributive Share Deduction Items:
> Contributions $1,000
¢ Balance Sheet:
o Beginning Balance $1,000,000
> Ending Balance $1,000,000
¢ Deductions - nontaxable income $17,500

e Similar to the 2005 rules.
e AMC Schedule is used.
* Small business relief
¢ Net operating loss deduction (NOLD)
o Treatment of carryforwards
¢ 1065 US Return of Partnership Income
® 765 Kentucky Partnership Income Return
¢ Schedule AMC
¢ Kentucky Schedule K-1 Partner's Share of Income, Credits,
Deductions, etc.
o One for each partner
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. 1 065 U.S. Return of Partnership Income OMB No. 1545-0099

onm

Department of the Treasury For calendar year 2008, or tax year beginning ...._......, 2006, ending __________ 20 ... 2@@ 5

Intesnat Revenue Service b See separate instruciions.

A Principal business activity § - Name of partnership D Employer identification number
gsethe| s & 8 Limited Partnership :

B Principal praduct or service § label. hurber, street, and room or suite no. If a P.O. box, see the Instrustions. E Date business started
GOther-
wise, .

C Business code numbar print City or town, state, and ZIP code 3 Tmal zssets (see the
ortype: | prankfort, Kentucky 40601 s mstructions) |

G Check applicable boxes: {#) [ mmitial return 2 1 Final retum 2) {1 Name changs 4 1 address change {5} [ Amended return

H Chack accounting method: (1) il Cash {2} [ Accrual 3} O Gther (specifyy ® .

I Number of Schedules K-1, Atach one for each person who was a pariner at any time during the tax year ®_______ @ io.

J Check if Schedule M-3 required (attach Schedute M-3) . . . . . . . . . . . . . . . . . . . . ... .. @O

Caution. Include only trade or business income and expehses on lines 1a through 22 below. See the instructions for more information.

1a Gross receipts or sales L. ia 5,008,000
blessretums and allowances. . . . . . . . . . . . . L1b 1c 5,000,000 90
2 Cost of goods soid (Schedule A, tine8) . . . . . . . . . . . . . . . . . 2 1,000,600 | 00
g 4.000,000] OO
£ 3 Gross profit. Subtract line 2 from fine 1c. , 3 -ubd,
8 4 Ordinary income (Joss} from other partnarships, esiaies and trus’ts (attach statement) 4
£ 5 Netfarm profit {loss] (attach Schedule F {Form 10405} . 5
6 Net gain (loss) from Form 4787, Part 1], line 17 {attach Form 4797) &
7 Other income {loss) (attach statement) . 7 500,600 00
8 Total income {loss). Combine fines 3 through 7 . . . . . . . . . ... 8 4,500,600 00
| @ Salaries and wages {other than to pariners) (less employment cradits) . 9 1,000,000 06
é 10 Guaranteed payments to partners . 10 50,000 00
E|11 Repairs and maintenance . e e e 11 950,000 00
B12 Baddebts . . . . . . . . . . ... .. ... .12
2113 Rent. . . . . . . . L L L Lo L2
5114 Taxes and licenses | 14 400,000, 60
E115 Interest . . R
£ 18a Depreciation (if requrred attach Form 4562} e 16a 100,060
31 b Less depreciation reported on Schedule A and elsewhere on retun |16b 16¢ 100,000 00
9 17 Deplation {Bo not deduct ¢il and gas depletion.) 17
G |18 Retirement plans, ete. . 18
§ 19 Employee benefit programs 19
’8
0 ]20 Cther deductions (afftach statement) . . . . . . . . . . . . . . . . . . 20
21 Total deductions. Add the amounis shown in the far right column for lines 9 through 20 . 21 2,500,000 00
22 Ordinary business income (loss). Subtract fine 21 from line 8 22 2,008,000] 00
23 Credit for federal telephone excise tax paid (attach Form 8313) . . . . _ . N 23
Under penalties of perjury, | daclare that | have examined this return, including accompanying schedules and statements, and to the best of my knowiedge
and belief, it is true, correct, and complete. Declaration of preparer fother than genaral partner or limited liability company member manager) is bassd
Si n on all information of witich preparer has any knowledge.
g May the IRS discuss this return
Here h the preparer shown bekow ee
} ) wtons? [ ] Yes [ WNo
Signature of general partner or limited liability company member manager Dafe
3 Proparer's Date Check if Preparer's S8N or PTIN
;?égarers sonatre selt-erployed > 0
Use Only | (oo™ e |
address, and ZiP code Phone no. { )
For Privacy Act and Paperwork Reduction Act Notice, see separate instructions. Cat. No. 113802 Form 1065 (2008
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Form 1065 (2006) Page 2

EEEeiCry  Cost of Goods Sold {see the instructions)
1 Inventory at beginning of year, 1 2,500,000, 0C
2 Purchases less cost of items withdrawn for personal use 2 1,000,000] 00
3 Cost of laber 3
4  Additional section 263A costs {attach statement) 4
5 Other costs fattach statement). 8
6 Total Add lines 1 through 5 . 6 3,506,600, 00
7 Inventory at end of year . .. 7 2,500,000] 0¢
8 Cost of goods sold. Subtract line 7 from line 6. Enter here and on page 1 tine 2 . 8 1,600,000| 09
9a Check all methods used for valuing closing inventory:
[ Cost as described in Regulations section 1.471-3
(i} L[] Lower of cost or market as described in Regulations section 1.471-4
(i} [ Other (specify method used and attach explanation} B s
b Check this box if there was a writedown of “subnormal” goods as described in Regulations section 1.471-2fc) . . . & L]
¢ Check this box if the LIFO inventory method was adopted this tax year for any goods (if checkad, attach Form 970). . & []
d Do the rules of section 263A (for property produced or acquired for resale) apply to the partnership? . . {1Yes [ No
e Was there any change in determining quantities, cost, or valuations betwesn opening and closing inventory? [ 1vYes [ ] No

If “Yes,” attach explanation.
feitnintd=d  Other Information

1 What type of entity is filing this return? Check the applicable box: Yes MNo
a [ Domestic general partnership b ] Domestic imited partnership
¢ ] Domestic limited liability company d [0 Domestic limited liability partnership
e [ Foreign partnership T OMher B oo

2 Are any parinars in this partnership also parinerships? . . P

3 During the partnership’s tax year, did the partnarship own any interest in ancther partnershlp or in any foreign
entity that was disregarded as an entity separate from its owner under Regulatlons sections 301.7701-2 and
301.7701-37 If yes, see instructions for required attachment .

4 Did the partnership file Form 8893, Election of Partnership Level Tax Treatment or an elect;on staiement under
section 6231(@){1)(BYi) for paa'tnersh:p level tax treatment, that is in effect for this tax year? See Form 8893 for
more details .

5 Does this partnership meet ai! three of the foilowmg reqwrements”

a The partnership’s total recaipts for the 1ax year were less than $250,000,

b The partnership’s total asssts at the end of the tax year were less than $600,000; and

¢ Schedules K-1 are filed with the return and furnished to the partners on or before the due date (including
extensions) for the partnership return.
if “Yes,” the partnership is not required to complete Schedules L, M-1, and M-2; ltem F on page 1 of Form 10685;
or ftem N on Schedule K-1.

8 Does this parinership have any foreign par’mers” If Yes the paﬁnershlp may have to f;Ee Forms 8804 8805 ancf
8813. See the instructions . e e

7 Is this partnership a publicly traded partnersh!;) as deflned in sectlcn 469(5()(2)’?

8 Has this partnership filed, or is it required to file, a return under section 6111 to provide snformatson onany repor‘{abie
transaction?

9 At any time during calendar year 2008, did the partnership have an interest in or a signature or cther authority
over a financial account in a foreign country (such as a bank account, securities account, or other financial account)?
See the instructions for exceptions and filing requirements for Form TD F 90-22.1. if “Yes,” enter the name of the
TOreIgn COUIMIEY. B .

10 During the tax year, did the partnership receive a distribution from, or was it the grantor of, or transferor to, a
foreign trust? If “Yes,” the partnership may have to file Form 3520. See the instructions | -

11 Was there a distribution of property or a transfer (for example, by sale or death} of a partnership interest dufmg
the tax year? If “Yes,” you may elect to adjust the basis of the parinership’s assets under section 754 by attaching
the statement described under Elections Made By the Partnership in the instructions |

12 Enter the number of Forms 8865, Return of U.S. Persons With Respect to Certain Foreign Partnershxps attached to
this retern . . . N &

Designation of Tax Matters Partner (see the |nstruct|ons)
Enter below the general partner designated as the tax matters pariner (TMP) for the tax year of this return:

Name of ldentifying
designated TMP number of TMP
Address of

designated TMP

Form 1065 2008
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Ferm 1065 {2006)

1
2
3a

b

L2}

income {Loss)

(1]

Pags 3

Partners’ Distributive Share tems

Total amount

Ordinary business income (loss) (page 1, line 22)
Net rental real estate income (Joss) (atfach Form 8825) . P
Other gross rental income foss) . . . . .. . L3a

2,000,000

en

Expenses from other rental activities {aftach sfafement) .. . 36

Other net rental income {loss). Subtract line 3b from fine 3a

Guaranteed payments

Interest income | | e e e e e e e e

Dividends: a Ordinary dwsdends e e e e e e
b Qualified dividends . . . . . . . . . . | b | f

50,600

G0

Royalties
Net short-term capxtaE gain (Ioss) (attach Schedu[e D (Form 7 065))
Net fong-term capital gain (loss) (@itach Schedule D (Form 1065}

100,000

0o

Collectibles {(28%) gain (loss) . . . . . ... . L%
Unrecaptured section 1250 gain {attach sz‘atemenf) P 8c

Net section 1231 gain (loss) (attach Form 4787) . R
Cther income (loss) (see instructions) TYPe ® oo

H

13a

o

[+ o}

Section 179 deduction fattach Form 4562) .
Contributions .

Investment interest expense oo e,
Saection 59(e)(2) expenditures: (1) Type P oo {2} Amount »
Cther deductions (see instructions)  Type p

12

13a

1,680

a9

13b

13c(2)

13d

143

Employ- | Deductions

Self-
ment
O

Net eamings {loss) from self-employment .
Gross farming or fishing income .
Gross nonfarm income .

14a

14b

He

153

Credits
o Q0T

Low-income housing credit {section 42()(3))

Low-income housing credit {other)

Qualified rehabilitation expenditures (rental rea! esiate} (attach Form 3468)

Other rental real estate credits (see instructions)  TYPE B cooccomecccvvee—e e eeem

Other rental credits (see instructions) TYPE B e
Cther credits (see instructions)

15a

15b

15¢

i5d

i5e

16F

16a

Foreign Transactions

-]

Name of country or U.S. possession ¥_
Gross income from all sources

Gross income sourced at partner level |

Foreign gross income sourced at partnership level

Passive P oo e Listed categories {atfach statement) ¥ ooveees f General imitation »
Deductions allocaied and apportioned at partner level

Interest expense ¥ oo h Other . . . R
Deductions aliocated and apportioned at partnership level to forergn source inceme

Passive ¥.._._.._________ } Listed categories faftach statement) »________....... k General limitation ¥
Total foreign taxes {check one): » Paid T3 Accrued ]

Reduction in taxes available for credit {atiach statement)
Other foreign tax information ttach stafernent) .

16b

i6c

17

o

Alternative
{AMT) ltems
-0 o W

Post-1986 depreciation adjustment .

Adjusted gain or loss .

Depietion (other than oil and gas) .
Gil, gas, and geotherrmal properties—gross income
Qil, gas, and geothermal properties—deductions
Other AMT items {attach statement)

18a

19a

20a

Gther Information | Minimum Tax

4]

Tax-exempt interest income

Other fax-exempt income |

Nondeductible expenses

Distributions of cash and marketable securities
Distributions of other property

Investment income

investment expenses
QOther items and amounts (attach starement)

Form 1085 008
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Forrn 1065 {2008) Page 4
Analysis of Net income (Loss)
1 Net income (loss). Combine Schedule K, fines 1 through 11. From the result, subtract the sum of

Schedule K, lines 12 through 13d, and 161 . . . . 1
2 Analysis by {i} Corporate {i) Individual {if) Individua {iv) Partnership {v} Exempt {vi) Nominee/Gther
{active) (passive) organization

partner type:
a General partners
b Limited partners

Balance Sheets per Books Beginning of tax year End of tax ysar
Assets 3] {d)

1 Cash .
2a Trade notes and accounts receavabie
b Less allowance for bad debts .

inventories
U.8. government obhgatlons
Tax-exempt securities .
Other current assets (aftach sratemenf)
Mortgage and real estate loans
Other investments {atfach statement)
9a Bulldings and other depreciable assets,

b Less accumulated depreciation
10a Depletable assets | .

b Less accumulated depletion
11 Land (net of any amortization) .
12a Intangible assets (amortizable only) |

b Less accumulated amortization
13 Ofther assets (attach statement)
14 Total assets . )

Llabmt:es and Capltal

15 Accounts payable .
18 Mortgages, notes, bonds payabEe in Iess tham year.
17 Other current liabilities (atfach staterment) .
18 Al nonrecourse loans ) .
18 Morigages, notes, bonds payable in 1 year or more,
20 Other liabilities (attach statement)
21 Partners’ capital accounts .
22 iabilities and capital
: Bl Reconciliation of lncome (Loss) per Books With Income {Loss) per Returmn
Note. Scheduie M-3 may be required instead of Schedule M-1 (see instructions).

e~ o bW

1 Netincome {loss) per books . . . 8 Income recorded on books this year not includad
!rscome included on Schedule K, lines 1, 2, 30 on Schedule K, lines 1 through 11 (itemize)
5. 6a, 7. 8, 9a, 10, and 11, not recorded on a Tax-exempt interest $
books this year (femizel .. ..o e e e s
3 Guaranteed payments (other than health 7 Deductions included on Schedule K, lines 1
insurance} . . . through 13d, and 16, not charged against
4 Expenses recorded on books thss year not book income this year (itemize):
included on Schedule K, lines 1 through a Depreciation $ ...

13d, and 181 (emMizZe): e e
2 DePreCiation $ oo b et aaan

b Travel and entertainment $ ______________ 8 AddlinesBand 7 . .
______________________________________________ g Income (loss) (Analysis of Net lncome l‘Loss)
Add fines 1 through 4 . . . tine 1) Subtract line 8 from line 5

52 Analysis of Pariners’ Capital Accounts
1 Ba%ance at beginning of year . . . . 6 Distributions: a GCash
2 Capital contributed: a Cash | .| | | b Property .
b Property . . . 7 Other decreases {itemize): .....o.ccoeoen.s

3  Net income {1088) per DOOKS | | | | e e mammaamaeemeemeaaann

4 Other increases (itemize): . oooooiicccs b | e
______________________________________________ 8 Addiines6and7 .

5 Addlines 1through4 . . . . . . 9 Balance at end of year. Subtract i;neSfromineS

Form 1085 (2006
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765 o
oy ™

2 Keniudky

Department of Revenue

» Sece separate instructions,

Taxable period

VAN O

KENTUCKY PARTNERSHIP INCOME TAX RETURN

beginning , 2006, and ending , 200 (LLC, LLP and LP TAXED AS A CORPORATION)
B Federal i I
Taxable Year Endin
A Eumber of identification Number - & Mo THT
i:;g::s}( 15} Namae of Partnsrship (Place preaddressed label here; otherwise print or type.} State and Date of Grganization
., 2 =B ' P rshi
S wmited Partnersh
> ? L IT€ ! D Principaf Business Activity in KY
Number and Street '
D Type of Return
NAICS Code Number
] Separate Return tRelating te Kentucky Activity)
D Nexus City State ZIP Code Telephone Mumbes (See wiwwr.census.gov)
Consolidation ‘ ron K‘FC)V_[_ -K\’/ L_}«O LO '
-
E Check if applicable: T3 LLC B’ LP T 0 initial return [ Final return (attach expianation)

3 Amended return
3 No packet required for 2007

| Short-period return [attach explanation)

O Change of name O Change of address

PART I -TAXABLE INCOME COMIPUTATION 26. Net operating loss deduction {NOLD} .....ccovne
1. Kentucky ordinary income {loss) 27. Netinceme {loss) {after NOLD}
{from Schedule K, Section |, line 1) ......viime 2) aDJ ax) OO {line 25 less fine 2B} ...
2. Netincome (loss] from rental real estate 28. Kentucky domestic production activities
BEUVIHES wovicaes i s aduction IKDPAD) e
3. Netincome {loss) from ather rental activities.... 29. Taxable netincome {loss)
4, interestincome .. {Iing 27 1€85 1iN€ Z8) vivvireirimsirinimiiisorooroni 2, D![p,SIO o0
4. Rovalty income ... PART |-TAX COMPARISON
8. Net capital gain {from Schedule K, Section !} ... 1. Regutar income tax {see instructions} . 133, 655 0O
7. Other portfolic income {1658) ... e 2. Scheduls AMC, Secticn D, ling 1 .o L'h-l 50 OO
8. Section 1231 net gain lless) {other than due PART HI—TAX COMPUTATION
to casualty ortheft) ... 1. Tax liability (Part Il greater of line 1,
2. Othef ineome {osS] cuirrmnenme ling 2 of $175 MINIMUMY woeereeseervsossevorsssereeeenos !3'3,(055' o
19, Total additions {add tines 1 Agbg;?\xﬁng/compos:ing equipment tax credit
ERFOUGH B e ni vttt e recapture
11. Totalfrom Line 11—Worksheet on page 2 3. Total{addlines 1and 2} ..
icther income (loss) (KRS 141.010{12)) ..ocouvieianne I—T; 500 o0 SUBTRACTIONS
12. Totalincome after adjustments 4. Total tax credits {Schadule TCS} .o,
fadd hines 10and 11} e . 210'1) SCZD oo 5. WNet tax liability {greater of line 3 less
13. Charitable contributions {see instructions) . [, 000 QO ling 4 or $175) ..
14, Section 179 expense deduction 6. Estimated tax payments 1 30, 000 oo
tKentucky FOrm 4562} .o D Checkif Form 2220-K attached
18, Deductions related to portfolio tncome {loss) ... 7. Extenston tax payment..
16. Other deductions ... 8. Prioryear's tax credit,
17, Section 58{s){2} expenses 8. Tax due 8. CPSS OO
18, Total deductions (add lines 13 10, TaX Overpayment .o s s e
through 17} vivnan. 11, Credited to 2007
19, Oil and gas depletion . 12, Amounito be refunded...
20. Other adjustments (KRS 141.010{13})
Z1. Total deductions (add lines 18 through 20} ........ » Federal Form 1085, pages 1,2, 3and 4, and any
22. Netincome [loss] (line 12 less fine 21} . suppor:ing schedules must be attached.
23. Gurrent net operating loss adjustment .
24. Income (lass} after NOL limitation Make checkis} payable to: Kentucky State Treasurer
faad lines 22( and)2[3; f Mail return with payment to:  Kentucky Department of Revenue
Z5. Net income lioss] [amount from Frankfort, Kentucky 40620
1ing 24 or Schedule Al oo v Z,Dl(p,.Sco o Y
TAX P}AYMENT SUMBMARY (Round io Nearest Dollar)
z/ Income ] AMC Gross Receipts 0 AMC Gross Profiis [T Minimum $175
Tax $ 81 6955- oo Interest
Penalty TOTAL (Including Penalty and interest) # g, (055- o0
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ANV

Fage 2

PART IV—CORPORATION INCOME TAX CREDIT FOR PARTNERS/MEMBERS

1. Tax due (PAGE T, PATEIH, HNE T} vttt se e e e st e e e s n et er s eeeneseneen et ranens 1 133, 55| OO

2. WML EBX 1ttt oot cen oo 1o ot et a4 e e s e s e e e s s nae s ereea s e ra s e wer e raren 2 175 | 00

3. Corporation income tax (nonindividual Partners) ... e e e 3 |l 35" la¥h- YY)

.4. Corporation income tax credit {individual partners} ......ccccoicivninnn, b e e bbb a e s e be e rans 4 3, "(‘6 2 lals

5. Nonrefundable Kentucky corporation i.ncome tax credit (KRS 141420031} ..o v 5 2‘9[92 oD

6. Refundable Kentucky corporation income tax credit (KRS 147.420(3J{CH covvvrvverieerircerceevien i svnianes g So0p| o
SRR

Line 11—Worksheet: Cther income {Loss) (KRS 141.010{12))

KRS 141.010{12) adjustmenis which were not made in the Ordinary Income {Loss) Computation or Schedule K, Section |, Lines 1

through 11 and 13{b}.

Dascription Amount

{a}  Enter related party and intangible expenses prohibited by KRS 141.205 .. cicvrevnrencncirenaen {a}
{b) Enter expenses related t0 NONTAXADIE INCOME ..vivccciviririnicea s arssras s sess s esessseresrannssnsnsoes by | 1 1, S00 | 60
(¢} Add net distributive loss received from the corporation subiect to tax under KRS 140.040........ (c)
(d}  Subtract net distributive income received from the corporation subject to tax under

KBS TAD.0AD (.ot tecrs e e e e s s e et e e s e e e s e £ R e et s ke e r R h e e ne e re et e e nnenn {d)
{e} Enter any other adjustments provided by KRS T4L010{12} . ir e e rese s e cenree e {e)
Total KRS 141.010({12} adjustments {add lines {a) through (g}}). Enter here and on page 1, fine 17 «.cccoinene l -7, 500 00
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Form 765 (2006}

IMPORTANT: Questions 4—14 must be completed by all
partnerships. if this is the partnerships’s initial return or if
the partnership did not file a return under the same name and
same federal LD. number for the preceding vear, questions 1,
2 and 3 must be answered. Failure to do so may result in a
raquest for a delinquent return.

. List the following Kemtucky account numbers. Enter N/A

. If aforeign partnership, enter the date qualified to do busi-

indicate whether: {a) O new business; (b} O successor to
previously existing business which was organized as:
{1} O corperation; {2} & partnership; {3) O sole propristor-
ship; or {4) I other

If successor to previously existing business, give name,
address and federal 1.D. number of the previcus business
organization.

for any number not applicable.
Employer Withholding
Sales and Use Tax Parmit
Consumer Use Tax
Unemployment Insurance
Coal Severance and/or
Processing Tax

S S

ness in Kentucky.

The partnerships’s books are in care of: (name and address)

Are disregarded entities included in this return?
O Yes [ No. If yes, list name, address and federal 1.D.
number of the entity.

ARG EER

7.

10.

11.

12.

Page 3

SCHEDULEQ—
KENTUCKY PARTNERSHIP QUESTIONNAIRE

Is the net distributive income {loss) received from a
partnership subject to the tax imposed by KRS 141.040 in-
cluded in this return? [ Yes [ No. If yes, list name, federal
1.0, and Kentucky account number of the partnership.

. Are related party costs made to related members as defined

in KRS 141.205{1){D) included in this return? O Yes O No. If
ves, list name, federal 1.D. andi/or Kentucky corporation
account number of the individual or entity.

Did the partnership at any time during the taxable year own
80 percent or more of the voting power of all classes of own-
ership interest in an entity, other than a general partnership,
which is not included in this return because it did not do busi-
ness in Kentucky? O Yes {1 No. if yes, list name and federal
.D. number of all such entities.

Did any corporation, individual, partnership, trust or asso-
ciation at any time during the taxable year own 80 perceni of
the voting power of all classes of ownership interest of the
partnership? O Yes [ No. If yes, list name and federal I.D.
number of all such entities.

Was this return prepared on: {a) O cash basis, {b} O accrual
basis, {c) O other
isthe partnarship a public service corparation subject to taxa-
tion under KRS 136.1207 OO Yes O No

Did the partnership file a Kentucky tangible personal prog-
erty tax return for January 1, 20077 O Yes O No

For the taxable period being reported, was the parinership
a partner in a general partnership doing business in
Kentucky? B Yes 0O No. If yes, list name and federal
1.D. number of the general partnershipis).

For the taxable period being reported, was the partnership
doing business in Kentucky, other than the interest held in a
general partnership doing businessin Kentucky? OYes O No

Is the partnership currently under audit by the internal
Revenue Service? [ Yes 3 No. If yes, enter years under
audif

If the Internal Revenue Service has made final and
unappeaiable adjustments to the parinership’s taxable
income which have not been reported to this department,
check here O and file Form 765, Amended Kentucky
Partnership Income Tax Return, for sach year adjusted and
attach a copy of the final determination,

|, the undersigned, declare under the penalties of perjury, that | have examined these returns, including al! accompanying schedules and
statements, and to the best of my knowledge and belief, they are true, correct and complete,

#y

Signature of partner or member

Identification number of partner or member

Date

Typed or printed name of preparer other than taxpayer

tdentification number of preparer

Dats

May the Department of Revenue discuss this return with the preparer?
O Yes

1 No
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SCHEDULE Cl—ORDINARY INCOME {LOSS) G
SR RRSARE .

OMPUTATION

-

1. Federal ordinary income {1088} (826 INSITUCTIONS) 1ooiiii ettt e e ee e et e e e s eae e
ADDITIONS

2 oon,000| oD

2. State taxes 2
3. Federal depreciation {do not include Section 179 expense deduction)} ... 3 { DO, oD | OO
4. Other (attach schedule} 4
5. Total {add lines 1 through 4) ... 5
SUBTRACTIONS
8. Federal work Opportunity Crel .o e e e e rras e rrn b ey et e e na e 8
. Kentucky depreciation {do not include Section 179 expense deduction) 7 JOO, [aY>a

7
8. Other {attach schadule)
9

. Kentueky ordinary income (loss) (line 5 less lines 8 through 8} ..
e

SCHEDULE K—PARTNERS' SHARES OF INCOME, CREDITS, DEDUCTIONS, ETC. {See Specific Instructions for Each Line Item)

[a'a)
9 OO0 000 OO
Lo

SECTION | (a} Distributive Share ltems {b} Total Amount
Income {Loss} and Deductions
1. Kentucky ordinary income {ioss) from trade or business activities {Schedule Ol, line 9) ...ccovvevvverrienre. 1 2,coo, ono i OO
2. Net income {loss}) from rental real estate activities (attach Tederal Form 8826} viviiiiviiiiis i, 2

3. {a) Gross income from other rental activities ...
(by Less expenses from other rental activities {attach schedule) ...............

{c} Netincome (loss) from other rental activities {line 3a less line 3b) (c)
4. Portfolio income {lossh:
{a) Interestincome .. . 4a)
(b} Dividend income bl 160 00| &O
{c} Royalty income ... . el
(¢t} Net short-term capital gain {loss) {attach federal Schedule D and Kentucky Schedule B if applicable} ... (d)
{e} Net long-term capital gain {loss) (attach federal Schedule D and Kentucky Schedule D if applicable) ... (g)
{f}  Other portfolic income {foss} (8HACh SCHEAUET (v et e s {f)
5. Guaranteed PAYMEIMS 10 PAITNBES L. oot b s s e e 5 S50, 000 | co
6. Section 1231 net gain (toss} {other than due to casualty or theft) {attach federal and Kentucky Forms 4797}, 8
7. Other income {loss) {(attach sChedle) ..o e 7
8. Charitable contributions {attach scheduls} and housing for homeless deduction {attach Schedule HH} 8 ] , 000! oo
9. IRC Section 179 expense deduction {attach Federal Form 4562 and Kentucky Revised Form 4562} ... g
10. Deductions related to porifolic income {loss) (attach sEhadule) v 10
11. Other deductions {(GHACH SCREUUIE) et e s s s 2o e e oetesmabe s ans 11

Investment Interest
12. (a) Interest expense on investment debts
(b} {1} Investment income included on lines 4(a), 4(b}, 4(c) and 4{f) above ..
{2) Investment expenses included on 1ine 10 abOVE ...vvcciioicnirini s (2)
Other tems
13. {a} Type of Section 59{e}{2} expenditures >
(b} Amount of Saction 53{e)(2) expenditurss .... et ietteriarivntaniarireererrasaerreiasraare e arartenran
14. Tax-exernpt interest income ...
156, Other tax-exempt income..
16. Nondeductible expensess ...
17. Total property distributions {inciuding cash) ...
18. Other items and amounts required to be reported separately to partners (attach schedule) ...

SECTION H— Kentucky Distributable Corporation Income and Tax Credits

1. Taxable net income {foss} taxed under KRS 141.040 {page 1, Part |, line 28) 1 R, Ol 500 OO
2. Individual partners’ share of net distributable income {ioss) taxad under KRS 141.040 2i G Qs | O
3. Nonrefundabie Kentucky corporation income tax credit (KRS 141.420(3)} {page 2, Part IV, line 5} ......... 3 2 C?(,z [ »]
4. Refundabie Kentucky corporation income tax credit (KRS 141.420(3)(c)) (page 2, Part IV, fine 6) .......... 4 SO0 | OO0




SCHEDULE AMC
41A720AMC (10-06)

ANERRR VI AT

Commonwealth of Kentucky
DEPARTMENT OF REVENUE

» See instructions on reverse.
» Attach to Form 720, Form 720S, Form 725 or Form 765.

Taxable Year Ending

/

Yr.

Mo.

ALTERNATIVE MINIMUM CALCULATION

KRS 141.046{11) and {12}
Regulation 103 KAR 16:220

Name of Corporation

S4B Lmited TFarfrership

Kentucky Corporation Account Number

Section A— Computation of Gross Receipts and Gross Profits

1. Gross receipts

2. Returns and allOWantes .. e
3. Gross receipts after returns and allowances
Hine T MINUS TINE 2 .oty esri v rararesrrar e s s sssss s s ranresinneas raraseens

4. Cost 0f goods SOl i e e

5. Gross profits {linre 3 minus line 4)

o1

Column A Column B
Kentucky Total
5560000 | &5 560, 000

5, 500, 00O

5 500 00

l, 00O, o000

|, OO0, 00O

4 500, oo

“4 500, OO

Section B—Computation of Gross Receipts AMC

1. If gross receipts from all sources {Column B, iine 3) are $3,000,000
or less, 8TOP and enter -0- on Section D, line 1, and on Part i, line 2, of
applicable form {(Form 720, Form 7208, Form 725 or Form 765} ....covvvevenrnas

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 0.60095) — {$2,850 x {$6,000,000 — Column A, line 3)
$3,000,000
but in no case shall the result be 1888 than Zero .o

3. M gross raceipts from all sources {Column B, line 3) are $8,000,000
or greater, enter the following: Column A, Hine 3 x 0.00095 ... ivv e
4. Enterthe amount from line 2 or line 3 .oooiiiiiiiee s

Section C—Computation of Gross Profits AMC

1. If gross profits from all sources (Coiumn B, line &} are $3,000,000
or less, STOP and enter -0- on Section D, line 1, and on Part ll, line 2, of
applicable form {Ferm 720, Form 7208, Form 725 or Form 765) ...ccccvcnenne

2. If gross profits from all sources {Column B, line b) are greater than
$3,000,000 but iess than $6,000,000, enter the following:
{Column A, line 5 x 0.0075) — [5322,500 x {$6.000,000 — Column

$3,000,000
but in no case shall the result be less than zero ...

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 0.0075 ......oooiniicicen

4, Enterthe amountfrom line 201 1iNe 3 o e

A, line 53]

Section D—Computation of ANMC

1. Enter the lesser of Section B, line 4 or Section C, line 4 on this line and on
Part il, line 2 of the applicable form {Form 720, Form 72083, Form 725
OF FOFIT TBDY titeriietieeseeriiesseren e e s sissaessin e smne e d e v et e ses e et e e innenss s ennsenneenneeesnenan

4150
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(FORM 765}

S e AR

Department of Revenue

For calendar year 20086 or fiscal year

2006

PARTNER’'S SHARE OF INCOME,

beginning . 2006, and ending ___ L2200, CREDITS, DEDUCTIONS, ETC.
Partner’s identifying Partnership’s Kentucky corporation

number » FEIN » account number »

Partner's name, address and ZIP code Partnership’s name, address and ZIP code

WV
Nibo, WV, 25143

Bill

A This partner is a D general partner E:] Iimited partner

[ imited liability company member. {i) Before change tii} End of
B Partner’s share of liabilities: £ Enter partner’s percentage of: or terminatan vear
NONTECOUTSE oo vesmems e canarras s $ Profit sharing % D %
Qualified nonrecourse financing .. Loss sharing % %
o ¥ COwnership of capital Y 3
C What type cof entity is this partner? ....... »
0 Partner's taxable percentage of partnership’s distributive share items bslow (see instructions) ] Final K1
1) BESIBEONE PEIIGE 1rvveeecevasirressessesecersomsesssssssectsssmssnsssescestesssmessiescareersssn sesatiasasssnsssessesiessssmmsssins 100% ] Amended K-t
(2) _Nonresident partner {see Schedule A Section |, line 12} 0 > 100%
{a} Distributive Share Iltems {b) Amount
1. Ordinary income {loss) from trade or business activities ....... 11 5o, OO0
2. Net income {loss) from rental real estate activities 2
3. Netincome {loss) from other rental activities 3
4. Portfolio income {loss):
= (a) Interest..........
s {b) Dividends { =2, S5 o0
P {c} Royalties {
g {d) Net short-term capital gain {oss) {d)
= {e} Netlong-term capital gain (loss) (e}
{f} Other portfolic income {loss} {attach schadule} | {f}
5. Guaranteed payments to partners 5 50, 00D
6. Net gain {loss) under Section 1231 {other than due to casualty or theft) 6
7. Other income {Joss) {attach schedule} 7
2 8. Charitabie contributions {attach schedule} and housing for homeless deduction
% {attach Schedule HH) ... 8 po iy
§ 9, IRC Section 179 expense deduction {attach Fec_!era! Form 4562 and Kentucky Revised Form 4562) 9
o 110. Deductions related to porifolio income {loss} {attach schedule) . 1Q
11. Other deductions {atiach schedule) ....
oo 112 {a) Interest expense on investment debis ...
g éf‘é b} {1} vestment income included on linas 4{a), 4(b}, 4{c) and 4{f} above ...
=" £ (2} Investment expenses included on line 10 above
13. {a} Typeof Sectiop BEHel(2) expenditures »
” {(b) Amount of Section 53{e}{2} expenditures ..
E 14, Tax-exempt interest incoms
; 15. Other tax-exempt income
g 16. Nondeductible expenses...
17. Property distributions {including cash} ... e s
18. Supplemental information required to be reported io sach pariner (attach schedules)
= |19, iIndividual partners’ net distributable share of taxable income taxed under KRS 141.040
E 20. Nonrefundable Kentucky corporation income tax credit (KRS 141.420{3}}
S |21, Refundable Kentucky corporation income tax credit (KRS 141.420(3){c)}
22. Combination of Kentucky Schedule K-1, lines 1 through 6, 9 and portions of lines 7 and 11.
- ..5 Add income amounts and subtract (loss) and deduction amounts (see instructions} ..o 22
%E«E 23, Combination of faderal Schedule K-1, lines 1 through 10, 12 and portions of lines 11 and 13.
éf'-g' Add income amounts and subtract {loss} and deduction amounts (See INSrUctoNs) i 23
< |24 Enter difference of lines 22 and 23 here and on appropriate ling on Schedule M
(BT T LA 1o - U T O TP 24
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(FORM 765)

S

Department of Revenue

2006

For calendar vear 2006 or fiscal year PARTNER'S SHARE OF INCOME,
beginning , 20086, and ending 200 _ CREDITS, DEDUGCTIONS, ETC.
Partner’s identifying Partnership’s Kentucky corporation

number » FEIN » account numbey >

Partner's name, address and ZiP code Partnership’s name, address and ZIP ccde

Troy, Ohlo 453713

A This partner is a [_| general partner [ | Hmited partner
{1 limited liabliity company member.

B Partner’'s share of liahititias: £ Enter partner’s percentage of:

Profit sharing

Nonrecourse

{i) Before change {f) End of
or termination vear

w 1.5 %

Qualified noenrecourse financing .. Loss sharing % %
Other Ownership of capital % o
€ What type of entity is this partner?
D Partner’s taxable percentage of partnership’s distributive share items below {see instructions) ] Finat K1
(1} Resident partner 100% 1 Amended K1
{2) Nonrgsident partner (see Schedule A Section |, fing 12}, 100%
{a) Distributive Shars Hems {b} Amount
1. Ordinary income {loss) from trade or busingss CHVIHES ..ot e 11 1. 950 00O
2. Netincome {loss) from rental real 8state activities ...t e 2 ’
3. Netincome (foss) from othar rental activitIes ..o 3
4. Portfolio income {ioss}:
=% (a} Interest
8 {b} Dividends (b} g7, 50
@ {c) Rovalties (c}
g {d} Net short-term capital gain (loss).... (cl)
= (e} Net long-term capital gain (loss) {e)
(f}  Other portfolio income (loss) (attach schedu e} .. ()
5. Guaranteed payments to partners 5
6. Net gain {loss) under Section 1231 (other than due to casualtv OF theft) oo [
7. Other income (1055) {aHACH SCREBUUIE) w..ic.icvoviieet et caersnecasi e crsrsaraeonireetenmrscsomreae 7
2 8. Charitable contributions (attach schedule) and housing for homeless deduction
'% (ATEACH SEREAUIE HHY oo s e b et e E et e st b s 8 C? =y
§ 9. IRC Section 179 expense deduction {attach Federal Form 4562 and Kentucky Revised Form 4562} 9
=] 10. Deductions related to portfolic income {loss) {attach schedule) oo 10

11. Other deductions {attach schadule)

- g 12. {3} Interest expense on investrent debts ..
2 gf:_i (b} {1} Investment ncome included on lines 4a), 4(b}, 4{c) and 4{f} above ....
£52 {2} Investment expenses included on line 10 above
13. (g} Type of Section 53{a}(2) expenditures »
" (b} Amount of Section 59(e}{2} sxpenditures
g, 14. Tax-exempt interest incoms
g 15. Other tax-exempt income
g 16. Neondeductible expenses..
17. Property distributions (mcludmg CABIY e e e e e e
18. Supplemental information required to be reported 1o sach partner {gttach schedules)
@ 19, Individuat partners’ net distributable share of taxable income taxed under KRS 141.040
?, 20. Nenrefundable Kentucky corporation income tax credit (KRS 141.420{3)}.......
o 21. Refundable Kentucky corporation income tax credit (KRS 141.420{3){c))
22. Combination of Kentucky Schedule K-1, lines 1 through 6, 9 and portions of lines 7 and 11,
= ,.4.,‘:; Add income amounts and subtract {loss) and deduction amounis {see instructions} .....ccccceeee. 22
ggg 23. Combination of federal Schedule K-1, lines 1 through 10, 12 and portions of lines 11 and 13.
56‘3% Add income amounts and subtract (loss] and deduction amounts {see instructions) .......c.ccceeaen 23
< |24, Enter differance of lines 22 and 23 here and on appropriate line on Schedule M
(S8 INSITUGHIONS) 1ot it iee e ettt e r e ettt caa e bt r et e e e mnetannre e sebeae e s neseaneaeerebesans e sn 24
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EXAMPLE 3A: TREATMENT of NOLs

2005 Change in Facts to lllustrate NOL Treatment

Assume the 2005 year has a $200,000 Kentucky loss. It is important to note that
for the 2005 tax year that there is no carry forward of an NOL from the prior year.
This applies even if the entity reported a loss for the 2004 tax year, because the
loss will flow to the partner, member or shareholder to be used on their return. It
is also important to note that only the portion of the loss that is reported to the
non-individual owner is the amount that would be carried forward. For tax years
2005 and 2006 the loss does not pass to non-individual partners as the income or
loss is backed out of the tax calculations on the non-individual partners’ returns.
Therefore it is available to carry forward to the next year.

2006 Change in Facts to lllustrate NOL Treatment

Assume the 2006 year has $250,000 Kentucky net income. When the net income
is reduced by the KNOLD then the resulting income tax is less than the AMC.
Because the taxpayer will compute tax using the AMC we need to calculate a
“Taxable Net Income Equivalent (TNIE).”

This amount will be used to determine the amount of KNOLD that it would take to
lower the income tax liability from the amount due on income tax before the
KNOLD to the amount of income tax due under the AMC.

For this example the AMC is $4,750. To calculate the TNIE, start with the amount
of AMC tax due. Then impute the amount of income it would take to produce
that liability if it were calculated as income tax.

e First, separate the AMC liability by corporate tax brackets and compute tax

O First $50,000 multiplied by .04 (tax rate) =

$2,000
0 Second $50,000 multiplied by .05 (tax rate) =
$2,500
Subtotal: $4,500
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e Since the AMC tax totals $4750, $250 remains to calculate tax to determine
the TNIE.

e Because the next bracket (>5100,000) is taxed at 7%, divide $250 by 7% =
$3571

e Thus, the TNIE equals $103, 571 ($50,000 + $50,000 + $3,571)
e After determining the TNIE (5103,571.00), subtract it from the net income:

0 $250,000 —$103,571 = $146,429

The result is the amount of Kentucky Net Operating Loss Deduction (KNOLD)
actually used.

Because the net income is $250,000, we must use the $146,429 KNOLD to lower
the income to $103,571, the amount on which tax was actually paid.

Since the amount of KNOLD used is $146,429, that amount must be reported on
Part I, Line 4 of the NOL schedule to determine the remaining amount available
to carry forward.

NOTE: Because of the law change that allows the income/loss and deductions to
pass to each partner for tax years beginning on or after Jan, 1 2007, the
remaining NOL carryforward created by the “deemed corporation” will not be
available for use unless the entity makes an election to be taxed as a corporation.
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I(errru&*""

et et :m-

41A765
Depariment of Aevenue

> Sea soparate instructions.

Taxable period

R R

€ Kentugky Corporation Aceount Mumber

KENTUCKY PARTNERSHIP INCOME TAX RETURN

beginning , 2006, and ending , 200 {LLC, LLP and LP TAXED AS A CORPORATION)
B Faderal Taxable Yesr Endi
A Mumbar of Identification humber T N T AEASIE FESr ShElta e f_‘f'r_
Pariners - .

{Anach K-1s)

Mame of Partnarship (Plage preaddressed label hora: othanwise print or fype.)

. S4B Limited "?ah"ner"sfmp

State and Date of Organization

Principal Business Activiey in KY

MNumber and Strest
D Type of Return

O separate Return

MNAICE Code Murmber
[Rrlating to Kentecky Activity)

Stae

[ nsesus

Caonsolldation

Cﬁhmrxfm-l-

ZIF Code

YO0 |

Taiephane Marmbar [See wevw. cansuz gov)

E Check if applicable: [0 LLC Gtr O P O initial returmn O Final ratumn {attach axplanation}
O Amended return O Short-period return (attach explanstion) O Change of name O Change of addrass
[0 Mo packet required for 2007

FPART I-—TAXABLE INCOME COMPUTATION 26, Metoperating loss deduction{MOLDH ... !QS‘ oo

1. Kentucky ordinary incomea (loaal 27, Metincome (loss) [after MOLD}

ifrom Schedule ¥, Section |, ine 1} ... line 25 less ling 28) oo, SS,OGO
2. Metincome {loss) fram ranial real estate 28, Kentucky domestic production activities

artivitias . . deduction (KDPADY .o i i
3 Metincome (lass) from gther rental activines . 24, Taxable net inecome [loss)
A INEEPEELIEOME novrvossss e rsmossssomes oo sesesons [lina 27 lags Hina 28} .. ) 55 OO0 |
5, Hoyalty insorme . ARt nla i Lani PﬁHT ||—1‘AX cDMP.ﬁFIl‘;DN
B, Mat capital gain IEIov—l Schadule K, Section 1) .. 1. Regular income tax (see instructions| .. 2.. a5 o
T, (ther portfalic incame llasst . R 2. Schedule AMC, Section D, line 1 . . "", T ‘50
B, Section 1231 net gain (loss) (other than dus: PART J“—TAX CDMPUT#T]ON

1o casualy or thefl] ..

1. Tax liability (Part |, greater of line 1,

3 Other freome HOS8] e

fime 2 or 8175 minimum) e e

10 Total additions {add lines 1
through St

4750

ADDITIONS
2 Hemtmg.comumlmg aquipment tax cradit
FECHPLILE .. e

11, Total from Line 11—Worksheet on page 2
Tother income (fossh (KAS 1410100021 s

3. Totel ladd lines 1 and 2
SUBTRACTIONS

2 Total income after adjustments
fadd lines 10 and 117 i s e,

4, Total tax credits (Schadule TCS) i
5. Met tax Habiity (greater of line 3 l=ss

1% Charifable contritbutions {sea instructions] .

Hme 4 or $176) ..

14, Seation 179 expensa deduction
{Kaniucky Form 4862} .

&, Estimated 13x paymenta
[ Check i Farm 2220-K artachad

15, Deductions related o purl{arlo income {lossi ...

7. Extension tax pEYment e

16 Other daductions e

8. Prior year's tax credit

17, Section 5996H2) expanses |

9 Takdue.

18 Total deductions (add lines 13
thraugh 17} .

10, Tax owerpayrmBit ..o e e e o
11 Cradited ta Z007 e s ere e

19, Ol and gas daplation .,

12 Amourt tobe refunded .o

20, Other adjustments (KRS 1410100120

1. Total deductions {add lines 18 through 20} .

» Federal Form 1065, pages 1, 2, 3 and 4 , and any

22, Metincome {loss) (line 12 less line 21) ...

supporting schedules must be attached.

23, Current net operating loss adjugtment ...

24, Income (lossh after NOL Hmitation
Tackd linas 22800 23 .o

Make check(s) payable to: Kentucky State Treasurar

Kentucky Department of Revenus

26, MNet income [less) (amount from

line 24 or Scheduls &) . 25’0 Oy

Mall return with payment to:
Frankfort, Kentucky 40620

TAX PAYMENT SUMMARY (Round to Nearest Dollar)

[0 AMC Gross Profits 1 Minimum $175

O Income [J AMC Gross Raceipts
Tax Interest
Panalty

TOTAL {Including Penalty and Interest)
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SCHEDULE NOL
NET OPERATING LOSS

Form 725 or 765 Taxable Year Ending
SCHEDULE 12105
41AT25NOL (10-05) Mo, .
Depaniment of Ravanua Pass-Through Entities
PART I=MANDATORY NEXUS CONSOLIDATION
Section A—Current Net Operating Loss Adjustment a inchicible Corporations 5
Kentucky
Marme Corporation Kentucky Net income Kentucky !flfe" Losses
Account Nurmber {Enter as Positive Amount}

1. Common Parent

2. Includible Corporations

3. Totals {add Columns A and B) ..

]

Limitation (line 3, Colurnn A, mu!tlplled by 50%6) .

5. Ifline 3, Calumn B, is greater than line 4, enter the difference here
on Section B, line 1; and as a positive amount on Form 725, Part |,
fine 11; or Form 765, Part I, line 24,
if line 3, Column B, is less than line 4, enter -0- on Section B, line 1,
and on Form 725, Part I, line 11; or Form 765, Part |, line 24 ...,

Section B—NOL Carryforward

Current year disaliowed carryforward from Part |, Section A, line 5 ...
if no entry on line 3, Column A, enter amount from line 3, Column B ..
Enter the amount from line 1 or line 2.
Less Kentucky net loss distributed to individuals .
Total NOL carryforward (line 3 less line 4) .

Lol ol e ]

PART I—SINGLE ENTITY FILERS

Section A—Kentucky NOL Carryforward

. Carryforward from prior year(s) ...

et operating loss {current year) fmm Form 725 Part I Iine 13 or Fcrm 755 Part I Ime 26
Total of lines 1and 2 ..
. Less Kentucky net Icrss drslnhuted to |nd|\.r|duals-
Total Kentucky NOL carryforward (line 3 less line 4) ...

N
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SCHEDULE NOL
o 7206,125 ornss IEHIERAATIRANAN

Taxable Year Ending

12100
Mo. Yr.
A1AT2ENOL [10-08)
gz;;ﬁ:;;:g?:;n;ﬁ&; I:I If irrevocable election is made
MET OPERATING LOSS SCHEDULE to carry NOL carryforward as an
apportioned MOL, check here,
KRS 141.011, KRS 141.200(11): Regulation 103 KAR 16:250
Mzme of Corporation Kentucky Corporation Account Number

PART I—-MANDATORY MEXUS CONSOLIDATION

Includible Corporations

Section A—Current Met Operating Loss Adjustment A B

[

Kentucky .
Name Corporation Kantucky Net Income

Kentucky Net Logses Total Losses
Account Numbar (Enter as a Positive) {Enter as a Positive)

1. Common Parent

2. Subsidiaries

. Totals {add Columns A and B) .. 3

. Limitation-ncome {line 3, ColumnAmuItlphad b',-' 50,9] 4

- Prigr year NOL carryforward ...
Total {add fina &, Column C snd Ilne 3, Cu:riumn BJ ..............

= N R

Disallowed loss. if Line 3, Colurn B iz greater than
Line 4, Colurnn A, enter the difference here and
on applicable form {sze instructions) .o 7
8. Additional NOLD. Enter as 2 negative amount on
applicable form {see instructions] ..............
9. W tax is based on AMC, [ses instructions} .
10, Limitation-AMC (see instructions) ............

Section B—NOL Carryforward

1. Current year disallowed loss {ses instructions) .. P

2. Ifthe amount on Column A, line 3 is zero, then enter the armount I'rom Colurnn B ||ne 3

3. Enter the amount from line 1 or line 2 ...

4. Enter the amount of line 3 multiplied by the total of the individual shareholdars’, partners’
or members’ proportionate share of the loss ..

5. Prior year(s) NOL carryforward(s} from Part I, Sactmn .-'3. Ilne ’3

6. Prior year(s) MOL carryforward used this year (sea instructions) ...

7, Enter the total NOL carryforward to 2007 (lines 3 and &, less lines 4 and 6}

PART Il —SINGLE ENTITY FILERS

Section A--Kentucky NOL Carryforward

1. Enter carryforward from prior year{s) ...

2. Enter the current year net oparating ioss af any, from Forrn T6$ Panl Lme 25,
as 8 positive number...

3. Enter the amount of |II'|B 2 multlphad by [hs IDLaI of lhs mdwldual partners
proportionate share of the net operating loss .. .

4. Enter the following: (1) if the reqular income tax is greater than the AMC 8%,
enter NOLD from Form 765, Part |, Line 26; or (2] if the AMC tax is greater than
the regular income tax {see instructions) .. - .

5. Entar tha total NOL carryforward to 2007 tlmes 1 ﬁI'ICI 2 Iess Ilnes 3 and

i /%6 "1"1?
5 8,
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FACTS:

KEY POINTS:

FORMS:

EXAMPLE 4: 2007 TREATMENT

¢ S & B Limited Partnership is made up of two partners.

e The partnership has 100% Kentucky property and payroll.

® One partner is IMA Corporation located in Ohio (97.5%).

e One partner is WV Bill, an individual residing in West Virginia (2.5%).
* Income:

o Gross receipts $5,000,000
> Cost of goods sold $1,000,000
o Dividends $100,000
o Other income $500,000

e Deductions:
o Salaries & wages $1,000,000
o Guaranteed payments $50,000
o Repairs & maintenance $950,000
o Taxes & licenses $400,000
> Federal depreciation $100,000
o Kentucky depreciation $100,000

e Partner's Distributive Share Income Items:
o Ordinary business income $2,000,000
o Guaranteed payments $50,000

e Partner's Distributive Share Deduction Items:
o Contributions $1,000

e AMC repealed
e LLET enacted
¢ Nonrefundable credit only
e Withholding required
o Nonresident individual, and
o Foreign corporations whose only connection to Kentucky is the
investment in a partnership doing business in Kentucky.
e Corporate partner's apportionment factor includes:
o PTE sales, property, & payroll
e 1065 US Return of Partnership Income
e 765 Kentucky Partnership Income Return
e Schedule LLET and LLET-C for corporate partner
e Kentucky Schedule K-1 Partner's Share of Income, Credits, Deductions, etc.
o One for each partner
e Schedule A-C (used by corporate partner)
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i 1 065 U.S. Retumn of Partnership Income OMB No. 15450099
om
Departrent of the Treasury For calendar year 2007, or tax year beginning __.....__. , 2007, ending _....__._. ,20 ... @@ﬂ 7
Intarnal Ravenus Service » See separate instructions,
A Principal business activity Name of partnership D Employer identificalign nurber
%sg the| 3 & B Limited Partnership ;
B Principat preduct or service § label. Number, strast, and room or suite no. If a P.O. box, see the instructions. E Date business started
COther-
wise, .
C Business code number  § print Clty or town, state, and ZIP code F Total assets (see the
or type. instructions)
Frankfori, Kentucky 40601 $
G Check applicable boses: {1} L} Initial retum @ U Final retwrn (8 [ Name changs  {4) [ Address change  (8) [} Amended return
H Check accounting method: (1) Cash 2) O acerval {3} LI Other (specify) P s
I Number of Schedules K-1. Attach one for sach person who was a partner at any time during the tax vear » ..o o,
J CheckifSchedule M-3attached, . . . . . . . . < . . . . . . . . . .. ........... 0

Gaution. Include only irade or business income and expenses on fines 1a through 22 below. See the instructions for more information.

1aGrossreceipisorsales . . . . . . . . . . . . . .1i1a 5,000,000 :
b Less retumns and aflowances . . . R I 1 1c 5,000,008 €0
o | 2 Costaf goods sold (Schedule A, line 8) 2 1,000,080 00
£ 3 Gross profit. Subtract ina 2 from line 1. 3 4,000,000) 00
8 4 Ordinary income (loss} from other partnerships, estates and trusfs (attach sfatement) 4
£} 5 Net farm profit (loss) (atiach Schedule F (Form 1040)) . 5
6 Net gain (loss) from Form 4797, Part I, line 17 fattach Form 4787} . 6
7 Other income (loss) (attach statement) . . 7 500,000, 00
8 Total income {loss). Combine lines 3 through 7 . L .. 8 4,500,000 06
Z| 9 Salaries and wages (other than to partners) less employment credits) . . . . . . . . |9 1,080,000 | 00
5|10 Guaranteed payments io partners | 50,000 00
E111 Repairs and maintenance . 850,000 00
£112 Bad debts .
5118 Rent . )
[&3
2114 Taxes and licenses . e, 400,000 | 00
=115 Inferest . . . T, N
= 116a Dapreciation (if requ:red aﬁach Farm 4562) o 16a 180,000
£} b Less depreciation reported on Schedule A and elsewhere on return 16h i6c 100,000 | 6@
2147 Depletion (Do not deduct oil and gas depletion) . . . . . . . . . . . . . . 117 :
~§ 18 Retirement plans, stc. . 18
_§ 19 Employee bensfit programs . R .
0|20 Other deductions {attach staternent) . | . |20
D121 Total deductions. Add the amounts shown in the far nght column for lines 9 through 20 . [ 2,500,000 06
22 Ordinary business income {loss). Subtract line 21 fromine 8 . . . | . 22 2,000,600 08
Under penal’ues of perjury, | declare that | have examined this return, including accompanying schec!u[es and statements and to the best of my knowledge
and balief, it is true, corract, and complete. Declaration of preparer (other than general pastner or limited liability corpany member manager) is based
.. on all information of which preparer has any knowledge.
S'gn May the RS disc
Here
} Signature of gerneral partner or limited liability company member manager } Date
. Freparer's Date . Preparer’s SSN or PTIN
Paid i signature g;izﬁnl;f){oyed 0
PI'EBEII'E!’ 8 Firm's name {or yours EIN B
Use D“Iy if self-employed), } *
addrass, and 2P code Phone no. { }
For Privacy Act and Paperwork Reduction Act Notice, see separate instructions. Cat. No, 113902 Form 1065 2007
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Form 1065 (2007) Page 2
st Cost of Goods Sold (see the instructions)

1 Inwentory at beginning of year 1 2,500,000} 00
2 Purchases less cost of items withdrawn for personal use 2 1,000.000; 00
3 Cost of labor 3
4 Additional section 263A costs (attach statement) 4
5 Other costs (attach staternent) 5
6 Total. Add lines 1 through 5 6 3,500,000! 00
7 Inventory at end of year T 2,500,000, 08
8 Cost of goods sold. Subtract line 7 from Ime 6 EﬂtEI hem and on page 1 Elne 2 8 1,000,000; 00
8a Check all methods used for valuing closing inventory:
iy T Cost as desoribed in Regulations section 1.471-3
{ii) ] Lower of cost or markst as described in Regulations section 1.471-4
(i} O Other (specify method used and attach explanation) B .. ... e
b Check this box If there was a writedown of “subnormal” gocds as described in Regulations section 1.471-2(c) . . b [
¢ Check this box if the LIFO inventory method was adopted this tax year for any goods (if checked, attach Form 870) » ]
d Do the rules of section 263A (for property produced or acquired for resale) apply to the partnership? . . O ves T no
e Was there any change in determining quantities, cost, or valuations betwsen opening and closing inventory? 3 ves [ no

If *Yes,” attach explanation.
=HIPMEieiE  Other Information

1 What type of entity is filing this return? Check the applicable box:

a [ pomestic general partnership b [ Domestic limited partnership
c [} Domestic limited liabifity company d 1 Domestic limited liability partnership
e [ Foreign partnership L] Othar B e

2 Arg any partners in this partnership also partnerships?

3 During the partnership’s tax year, did the partnership own any mterest in ansther partnersh!p or in any forelgn
ertity that was disregarded as an entily separate from its owner under Regu!atlons section 301.7701-2 and
301.7701-37 If “Yes,” see instructions for required attachment

4 Did the partnership file Form 8893, Election of Partnership Level Tax Treatment, or an slection statement under section
6231{a){1){B)(ii} for partnership-level tax treatment, that is in effact for this tax year? See Form 8893 for more dstails .

5 Does this partnership meet all three of the following requirements?
a The partnership’s total receipts for the tax year were iass than $250,000;
b The partnership’s total assets at the end of the tax year were less than $600,000; and
¢ Schedules K-1 are filed with the return and furnished to the pariners on or before the due date {including
extensions) for the partnership returmn
If “Yes,” the partnership is not reguired to compiete Schedules L iV! 'i and M 2; item F on page 1 of Form 1065
or Item L on Schedule K-1.
8 Does this partnership have any foreign partners? If “Yes,” the partnership may have 1o file Forms 8894, 8805 and
8813, See tha instructions .
7 s this partnership a publicly traded partnersh p as defmed in section 469(k)(2)’?
Has this partnership filed, or is it required to file, a return under section 6111 to provide information on any repertable transacﬁon’?
At any time during calendar year 2007, did the partnership- have an interest in or a signature or other authority
over a financial account in a forsign country (such as a bank account, securities account, or other financial
account)? See the instructions for exceptions and filing requirements for Form TD F 90-22.1, i “Yes,” enter the
name of the foreign Country. B e

w o

10 During the tax year, did the partnership receive a distribution from, or was it the grantor of, or tfransferor to, a
foreign trust? if “Yes,” the partnership may have to file Form 3520. See the instructions |

11 Was there a distribution of property or a transfer {for exampie, by sale or death} of a partnership mterest durmg
the tax year? If “Yes,” you may elect to adjust the basis of the partnership’s assets under section 754 by at-
taching the statement described under Elections Made By the Partnership in the instructions

12  Enter the number of Forms 8865, Return of U.8. Persons With Respect to Certain Foreign Partnerships, attached
10 TS relUIM BB e

Designation of Tax Matters Partner (see the instructions)
Enter below the general pariner designated as the tax matters partner (TMP} for the tax year of this return:

MName of .

Identifying number
?:ﬂs;gnated } of TMZ ¢ }
Adidress of
designated >
TMP

Form 1065 2007)
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Form 1065 {2007}
LT TGHICEd  Pariners’ Distributive Share Hems

Page 3

Total amount

b investment expenses

1 Ordinary business income {loss) {page 1, line 22) 1 2,000,060 00
2 Net rental real estate income {loss) {aftach Form 8825) . - .
3a Other gross rental income (loss) . . . . . ... | Ba
b Expsnsss from other rental activities (attach staremenf) .. . L3b
¢ Other net rental income {loss). Subtract line 3b from line 3a
g 4 Guaranteed payments 50,000 00
8 | 5 Interest income .
;’ 6 Dividends: a Ordinary dwsdends e e e e e e e 100,000, 00
£ b Qualified dividends . . . . . . . . . . L8b] ;
8 7 Royalties P
= 8 Net short-ferm capi’{ai gamn (Eoss) (aﬁach Schec:’u!e D {Form H 065)) o e e e e e
8a Net long-term capital gain (loss) (attach Schedule D (Form 1065} I
b Collectibles {28%) gain (loss) . . . . . . 9b
¢ Unrecaptured section 1250 gain (attach s’catement) ... . L8
10 Net section 1231 gain {loss) (attach Form 4787} . P
11 Other income (l0ss) (5ee instructions) TYPE B o —.oceeweeneeeemaeccnenmanns
2 12 Section 179 deduction faltach Form 4562) .
£ 113a Contributions . 132 1,000; 00
3 b investment interest expeme OO B -
kS ¢ Section 58(e)(2) expenditures: (1) Type ¥ oo @) Amount »  [13¢(2)
<] d Other deductions {see instructions) Typew _______________________________ 13d
2 |14a Net eamings (loss) from self-employment | 14a
%E—E b Gross farming or fishing income . 14b
o £ ¢ Gross nonfarm income . 14¢
18a Low-income housing credit (section 42()(5)) 15a
] b Low-income housing credit (other) .o . 15b
"g ¢ Qualified rehabilitation expenditures (rental real estata} (attech Form 3468}‘ 15¢
5 d Other rental real estate credits (see instructions)  Typep - 15d
e Other rantal credits (see instructions) Type - 15e
1 Other credits (see instructions) Typep __ 15f
16a Name of country or U.S. possession P ..
& b Gross income from all sources 16b
,g ¢ Gross income sourced at partner levet | 16c
g Fareign gross income souiced at parinership leve!
g d Passive category B _______________ e General category B _______________ f Other »
g Deductions allocated and apportioned at partner fevel
= g Interestexpense ™ ____________________________ h Other . . . . B
-% Deductions allocated and apportioned at partnership fevel ta iore!gn source income
5 i Passive category B ... i General category B _______________ k Other » 116k
e | Total foreign taxes (check one) » Paid 1 Accrued [ 16l
m Reduction in taxes available for credit (atfach statement] 16m
n Other foreign tax information (attach statement) .
o & 9 17a Post-1986 depreciation adjustment . 17a
._g b g b Adjusted gain or loss . 17b
g §= ¢ Depletion {other than oil and gas) 17
§ § g d Oil, gas, and geothermal properties—gross income 17d
I S| e Oil gas, and geothermal properties—deductions i7e
== Other AMT items {attach statement) 17f
g 18a Tax-exempt interast income 18a
b= b Other tax-exempt income | 18b
£ ¢ Nondeductible expenses . 18¢c
§ 19a Distributions of cash and marketable securities 19a
= b Distributions of other property 1%b
$ |20a Investment income 20a
= 20b
O

¢ Other items and amountis (aftach sz‘az‘ement)

Form 1085 2007
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Form 1065 (2007}

Page 4

Analysis of Net income (Loss)

1

a
b

1
2a
b

W~ DU AW

9a
b
10a
b

11
12a
b

13

14

15
18
17
18
19
20

21
22

Schedule M-1

SChedtﬂe L

Net income (foss). Combine Schedule K, fines 1 through 11. From the resuit, subtract the sum of

Schedule K, lines 12 through 13d, and 18} L. s 1
Analysis by (i} Corporate i) Individual {iii) tndividual {iv} Partnership {v) Exempt {vi) Nomines/Other
{active) (passive) organization

partner type:

General partners

Lirmited partners

Balance Sheets per Books

Beginning of tax year

End of tax year

Assets

Cash . .

Trade notes and accoun’es recelvable
L.ess allowance for bad debts .
inventories

U.S. government obngairons
Tax-exemp! securities R
Other current assets (atfach sraiemem)
Mortgage and real estate loans

Other investments (attach statermnent)
Buildings and other depreciable assets.

(a) b} (c)

1,000,000

Less accumuiated depreciation

Depletable assets .

Less accumulated depletion

Land (net of any amortization).

intangible assets (amortizable only) |

Less accumulated amortization

Other assets (atlach statermnent)

Total assets , )
Llabllltles and Capiial

Accounis payable .

Mortgages. notes, bonds payab!e n 1ess than 1 year

QOther current liabilities (attach statement) .

All nonrecourse loans

Mortgages, notes, bonds payable in 1 year oF More .,

Other liabilittes (aftach statement)

Partners’ capital accounts .
Total liabilities and capital

Reconciiiation of income (Lcss) pey Books With Income {l.oss) per Return

Note. Schedule M-3 may be required instead of Schedute M-1 {see instructions).

)]

1,060,000

Schadu[e M-2

Net income (loss) per books .

6 income recorded on books this year not included

Incoms included on Scheduls K, lines 1, 2, 3¢,
5, 6a, 7, 8, 9a, 10, and 11, not recorded on
books this vear {itemize}: ...

on Schedule ¥, lines 1 through 11 fitemize)
a Tax-exempt interest $ ._......oiiiiiniiin.

Guaranteed payments (other than health
insurance)

7 Deductions included on Schedule K, lines 1
through 13d, and 18!, not charged against

Expenses recorded on beoks th|s year not
included on Schedule K, lines 1 through
13d, and 18! (emize):

Depreciation $
Travel and entertainment $

book income this year (itemize):
a Depreciaiion $

8 Addlines6and 7 .

Add lines 1 through 4

9 Income {loss) (Analysis of Net Income (Loss)
line 1). Subtract line 8 from line 5 L.

Analysis of Partners Capital Accounts

Balanice at beginning of year |

8 Distributions: a Cash

2 Capital contributed: a Cash b Property .
b Property . 7 Other decreases (itemize): ... __._.._.
3 Netincome (foss) per DOOKS . . . . bl et meaeeanas
4 Other increases (HemMIZe): . ..o 1 e
______________________________________________ 8 Addlines6and7 . .
5 Add lines 1 through 4 9 Balance at end of year. Subtract 1 ne 8 from i»ne 5

Form 1065 (2007
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. S —
o2 ReT R
Departinent of Revenue 2007

> See separate instructions.
Taxable period

KENTUCKY PARTNERSHIP INCOME

beginaing e, 2007, snd ending Lz . AMD LLET RETURN
D Federal -

Chvack applicabls bawipst ldentification Mumber - Taxable Year Ending e v
LLET Mame of Partrership §Print or hepe} O change of nama State and Date of Organization
Recgipls Mathacd S é‘ L. . "? .

Gross Recelpts —B M\"‘{.d 'I"Sh.
O dGross Profits - \? Principat Business Acivity in KY
Murmber and Straat T Change of addrass

O 5175 minismem

MAICS Code Mumber
Manifling Stetus Code . {Redating to Kentucky Activity]
City State ZIF Code Tataphons Murnbar 159 werw census. gov|

Enter Code - ]:nnK'for-f- W. "{"@ (p D l

E Check it applicatie:

c
Income Retum O ue O w O ue O oustified investment psa-through antity
Kenfiling Code D Initial return D Final teturs lattach explanation] u Amended return
O shon pericd retsrn {siach explanation)
Enter Cods
E
MNumirar of Farinecs (Afach K-Tsh »
PART 1= ORDINARY INCOME (LOSS) COMPUTATION PART I—LLET COMPUTATION
1. Faderal ordinary incoms [loss) 1. Schedule LLET, Section D, line 1 .. . 40
{588 NSTTUTTONS) e oy, OO0, OB 00 | 4 Recyclingicomposting squipment
tax credt racapiure e
ADDITIONS 3. Total jadd linas 1 and 2) oo
1
i SRA s 00 4, Monrefundabla LLET credit fram
. Fedaral d iati i
3. Federsl depreciation {do not include Kentucky Schadula(s) €1 oo 00
Sectisn 179 expense deduction) ... 1 &0, 600 00 )
5. Monrefundable tax credits {Sch. TCS) . 00
4, Related party expenses . ..........;oosee [1]1]
5. Other { hsch el 00 6. LLET fiability (greater of line 3 less
. Other {attach schadule) ..
lines 4 and 5 or $175 minimum} ... 4 Q“!‘D 0o
&, Total (add lines 1 through B e, | 00 e >
7. Estimated taX PEYMENTS i oo
SURTRACTIONS B, Extonsion Dayment ... [i]1]
7. Federal work opporiunity oredit......... 00 G, Prior year's tax eredit .o 00
8. Kentucky depreciation (do not include 10. LLET due {line & [ess lines 7 through 2) | 00
Saction 179 expense deduction} ... i ©0, OHO| go |11 LLET overpayment llines 7 thraugh 3
9. Other lattach schadule) ..o 0o 1858 BE B oo oo e eesssemsrerre s 00
10, Kentucky ordinary income [loss) 12, Crecditad to 2008 LLET .. e 00
{ling & less lines 7 theotgh 8) ..., 2,000,000 | gg |12, Amount 1o be refunded ... 00
> Federal Form 1065, all pages, and any TAX PAYMENT SUMMARY
supporting schedules must be attached. {Round to nearest dollar}
LLET
Make check payabie to:
Kentucky StateTreasurer LLEY dus {Part if, lina 10} s
Mail return with payment to: Penalty &
Kentucky Department of Revenue intarast s
Frankfort, Kentucky 40620
Total Paymemt $
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Form 765 (2007}

T

SCHEDULE O —KENTUCKY PARTNERSHIP QUESTIONNAIRE

IMPORTANT: Guestions 4—8 must be completed by all
partnerships. If this is the partnerships’s initial return or if
the partnership did not file a return under the same name
and same federal 1L.OD. number for the preceding vear,
questions 1, 2 and 3 must be answered. Faillure to do so
may result in a request for a delinquent return.

5. Are disregarded entities included in this return?

OYes ONo. If yes, list name, addrass and federal 1.0,
number of the entity.

For the taxable period being reported, was the partnership
& partner in a pass-through entity doing business in
Kantucky? O Yes ONo

If yes, list name and federal |.O. nurmber of the pass-through
entityfies).

For the texsbie period being reported, was the
partnership doing business in Kentucky, other than the
interest held in a pass-through entity doing businass in
Kentucky? O Yes 0O Mo

Was this return prepared on: {a} O cash basis, (%) O accrual
basis, {c) O other

. Did the partnership file & Kentucky tangibie personal

proparty tax return for January 1, 20087 O Yes OO No

Page £

1. Indicate whether: {aj O new business; (bl O successor to
previougly existing business which was organized as:
{1} O corporation: {2} O partnership; (3O sole
propriatorship; or (4] O other
If successor to previously existing business, give name,
address and faderal 1.0, number of the previous business
grganization,

2. List the following Kentucky account numbers. Enter B/A
for any number not applicable,
Employer Withholding
Sales and Uses Tax Permit
Consumer Use Tax
Unemployment Insurance
Cosl Severance andior
Processing Tax

3.If a foreign partnership, enter the date qualified to do

businessinKentucky. [/ f

4. The partnership’s books ara in care of: (name and addrass)

. s the partnarship currantly under audit by the intarnal

Revenue Service? O Yes O No

If yes, anter years under audit

if the Internal Revenue Service has made final and
unappealable adjustments to the partnership’s taxable
incoma which have not been repartad to this departmant,
check here O and file Form 765, Amended Kentucky
Partnership Income Tax or LLET Return, for each year
adjusted and attach a copy of the final determination.

I, the undersigned, declare under the penaities of perjury, that | have examined thesa returns, including all accompanying scheduies and

statemients, and to the best of my knowledge and belisf, they are true, corract and complate.

&a

Signetura of partner or mamber

Mame of parson or firm preparing remm

www.revenue. ky.gov

55N or FEM Date

SSN, PTIM or FEIM Date

May the DOR discuss this return with the
preparar?

O ves O no

E-mail Address:

Telephane Ma.:
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Form 765 (2007)

S AR

SCHEDULE K—PARTNERS’ SHARES OF INCOME, CREDITS, DEDUCTIONS, ETC. {See Specific Instructions for Each Line ltem)

Page 3

SECTION § {a) Distributive Share items

{b} Total Amount

Income {Loss) and Deductions

1. Kentucky ordinary income {loss) from trade or business activities
(PAGE T, PAFLL NG TOJ 1iiiieeieesteee s e s ee ettt re s ems bbb casain st ss s 1es s st beeres et 1 | R, CO0,000)| po
2. Netincome (loss} from rental real estate activities {(attach federal Form 8825} ............. 2 00
3. {a} Gross income from other rental activities ......ccccoceeiecvcvineeens 3{a)} 00
{b) Less expenses from other rental activities (attach schedule).. (b} 00
{c} Netincome {loss) from other rental activities {line 3a less [ine 3b) ..icviic e, {c} 00
4. Portfolio income (loss):
{a} Interestincome ...
{b} Dividend income
(€] ROYAIY INCOIME «iiiriiicrrirrismiiriie it isers e cree e arns e carns e s serasacesnscanneessesnnsecsnecssersassensneences
{d}) Net short-term capital gain (loss) {(attach federal Schedule D and Kentucky
Schedule B if applicabI) ..o s e {d) 00
(e} Net long-term capital gain {loss) {attach federal Schedule D and Kentucky
Schedule D i appliCable) .o e ecsiiiemmiesssiass et onsscranteerisseesecvereeerssinsses {e} 00
{fi Other portfolio income (loss} (attach schedule) ... e {f) 00
5. Guaranteed payments to partners 5 50, OO0 b0
6. Section 1231 net gain {loss} (other than due to casualty or theft){attach federal and
KB CKY FOTIS G707 ittt sttt e eee e et e et e e et a ettt en e e e ens e e en e nneeneeeaes 6 113}
7. Other income {loss) (attach schedule) ..o ccrc s n e sae oo 7 ile]
8. Charitable contributions (attach schedule) and housing for homeless deduction
(BTECH SCRETUIR HH) coeoriitieree et et ses e et st sas s 8 1,000 o
9. IRC Section 179 expense deduction {attach federal Form 4562 and Kentucky
CONYVEITEL FOMMM ABB2) 1ot ettt et rn bt st br et e e senr e stee e e nrnees 9 00
10. Deductions related to porifelio income {loss) {attach scheduie} .c.ccocooioveeeee . 10 00
11, Other deductions {at1ach SCREdule]} i s e e s 11 00
Investment Interest
12. {a) Interest expense on investmant debis ... 12(a} 00
{b} (1) mvestment income included on lines 4{a}, 4(b}, 4{c} and 4(f) above ...ecovene... (bY1) 00
{2) investment expenses included on line 10 above 06
Tax Credits
13. Skills Training Investment Tax Credit {attach copylies} of certification) .......cccovivvennicns 13 00
14. Historic Preservation Restoration Tax Credit ..o e, 14 00
15. Kentucky Unemployment Tax Credit {attach Schadule UTC) ... ivivicvcniiv .. 18 00
18, Recyeling and Composting Equipment Tax Credit (atiach Schadule RCY ... 16 00
17. Kentucky Investment Fund Tax Credit (attach copylies] of certification) ..o 17 00
18. Credit for purchases of Kentucky coal used for generating electricity {attach copy
oy Tt aT=To [T 1= 1 04 T PSS RSP PR PPN U 8 [t
19. Qualified Research Facility Tax Credit (attach Schedule QRJ i 19 00
20. GED Incentive Tax Credit {(attach FOrm DAEL-3T) .o ecvvceciirais s 20 00
21. Voluntary Environmental Remediation Tax Credit {Brownfield}(attach Schedule VERB) 21 00
22. Biodiesel Tax Credit {attach Schedule BlO) ..., 22 00
23. Environmental Stewardship Tax Credit ... 23 00
24, Clean Coal Incentive Tax Cradit .o i s s e 24 00
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Form 765 (2007

- AT R

SCHEDULE K—PARTNERS' SHARES OF INCOME, CREDITS, DEDUCTIONS, ETC. (See Specific Instructions for Each Line item]
L sl S ol M e e S S S R SRR RS S S RIS SRS T SRS S eSS S ]

Page d

SECTION |—continued {&] Distributive Share Hems {b) Total Amount
f s e R T S e S S e e T 3
Other ltems
25. {a} Type of Section 53(e}2) expenditures » 25{a)
(B} Amount of Section 59{e}i2) exXPendilUres i rneaeine s {h)
26. Tax-axempl INTEFEST INCOIMIE oo s s s e rasassers . 26 0o

27. Other tax-exempt iNCOME v, . 27 00
28. Nondeductible expanses .. PP TS vt 28 00
29, Total property distributions ﬁlncludlng cash} et hannn shahii atb B annEe  dmsamabbnman e dmsnmnnsmnsinraide -
30, Other iterns and amounts required to be reponed separateiv to partners

(BHACHSERBUUIRY ..ot e ettt et ae st st b e et ams b eanr s 30
Recapture of Tax Credits
31. Recapture of Recycling and Compasting Equipment Tax Credit ..., 31 | ‘ ao

SECTION il —LLET Pass-through items

1. Partnership's Kentucky sales from Schedule A, Section |, line 1.. 00
2. Partnership's total sales from Schedule A, Section L 1IN 2 ..o, w
3. Partnership’s Kentucky property from Schedule &, Section |, liNg 5 ... e 3L oonono 00
4. Partnership’s total property from Schedule A, Section L ling 8 ..o, 4 1}, oo, ann 00
5. Partnership’s Kentucky payroll from Schedule A, Section L, lin@8...ccoccvvvvvcvvcvvecee. 5 1] OO0 OO0} 00
6. Partnership’s total payroll from Schedule A, Section |, line 9.. U 1 'C:a.': 200 00
7. Partnership’s Kentucky gross profits from Schedule LLET, Sectlon A Cclumn A

T USSR 7 i oD oo 00
8. Partnership’s total gross profits from all sources from Schedule LLET, Section 7

A COIUMIN B, 18 Bttt b bttt 8 |4 00,002 o0
9. Limited liability entity tax (LLET) nonrefundable credit from page 1, Part I, the

total 0f Nes 4 aNd B, 1858 $175 ..cooocooicoooooooooooooooeooeeoeeeeoeeeeee oo 9| & TS |00
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SCHEDULE LLET
it IR TR VRV

Lommomyealth of Kentucky Mo, ¥r.
e LIMITED LIABILITY ENTITY TAX

> Sge instructions. KRS 141.0401 D Member of a Combined Group
> Attach to Form 720, Form 7205, Form 725 or Form 765. Reason Code i

Name of Corporation/Limited Liabifity Entit
£ B Limited LPan‘ner-sh e

[t the corporation or limited liability pass-through entity isa partner, member, or shareholder of a limited lability pass-
through entity or general partnership organized or formed as a general partnership after January 1, 2006 check this box
and complate Schedule LLET-C and enter the total amounts from Schedule LLET-C in Section A of this form.

Kentucky Corporation/LLET Account Mumber

Section A—Computation of Gross Receipts and Gross Profits

Column A Column B
Kentucky Total

8 00 000 |5 000,000

s

1. Gross receipts

2. Returns and sllowances ... ARPA LAl ey i i L e e i R s 2
3. Gross receipts after returns and allowances
iling 1 minus line 2 or amount from Schedule LLET-Cl ...

Lad

3,000, 00O |5, 600, 00O

+

4. Caost of goods sold ......... e R LR b b 4 f‘om‘m l, oo, o0
r

5. Gross profits {line 3 minus line 4 or amount from Schedule LLET-C) ... 5 *‘f; [Fle sqalale) 4 SO0, QOO
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 entar $175 on Section D, line 1

2. If gross receipts from all sources {Column B, line 3) are greater than
£3,000,000 but less than $6,000,000, entar the following:

{Column A, line 3 x 0.00095) - [$2,aso % ($6.000,000 - Colurnn A, _line 3;]
3,000,000

butin no case shall the result be less than zero ..............

3. W gross raceipts from all sources {Column B, line 3} are 36,000,000
or greater, enter the following: Column A, ling 3 x 0.00095 _..vvvevvvcrieinen

4. Enter the amount from line 2 or ling 3 .. S e

Section C— Computation of Gross Profits LLET

1. W gross profits from all sources (Column B, line 5) are $3,000,000
or less, STOP and enter $175 on Section D, INe T .cenrmmersmnn ]

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:

[Colurmn A, line & % 0.0075) - [$22,500 % ($8.000.000 - Column A, ling §)
$3,000,00
but in no case shall the Tesult be 1858 than ZEMD . 2

3. If gross profits from all sources {Column B, line &) are $6,000,000
or greater, entar the fD‘”OWinQ: Column A, line 5 x 00076 ... 3

4, Enter the amount from ling 2 or line 3 i

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 $17% on Form 720, Part §, line 1; and for Form 7205, 725,

or 765, anter on Part 1L 1iNe 1 . i s 1 4, q 40
T

@ Mark the applicable Receipts Method box on Form 720, Form 7208, Form 725 or Form 765, page 1, ltem B.

85



(FORM 7865}
KENTUCKY SCHEDULE K-1

41A765 {K-1}
BEPARTMENT OF REVENUE
For calendar year 2007 or fiscal year
beginning

M

, 2007, and ending

—

200

2007

PARTNER'S SHARE OF INCOME,

CREDITS, DEDUCTIONS, ETC.

Partner's identifying
number »

Partnership’s
FEIN »>

Kentucky corporation/LLET
account number »

Partner’s narme, address and ZIP ¢ode

IMA Corporahon
Troy, Ohio 45313

Partnership’s name, address and ZiP code

Check if applicable: B Qualified investment pass-through entity

A This partn-er isa D general partner
{1 fimitea Habhility company member.

B Partner’s share of liabilities:
NONTECOUISE wvririmrr v een
Qualified nonrecourse financing

€ What type of entity is this partner?
B Individual/Estate/Trust
™1 General Partnership

I:I limited partner

[7] Corparation
{71 Other Pass-through Entity

{i} Befors change
oF tarmination

(i) End of

F Enter partner’s percentage of: jal

D Partner’'s taxable percentage of partnership’s distributive share items bealow {see instructions)

{1} Resident partner

{2} Nonresident partner {see Schedule A, Ssction |, tine 12} ..

E  Check applicable box i nonresident partner’s income is reported om
] Kentucky Nonresident [ncome Tax Withholding on Net Distributive
Share income Transmittal Report {Form 740NP-WH) and Form PTE-WH, or

I:] Composite Return {Form 743-NP)

Profit sharing .. % AT5 =
Loss sharing Y %
Ownership of capital ... % Y
[} 8 Corporation
100%
100 %
O Final K1

B Amended K-1

{a) Distributive Share Items

I {b} Amount

Income {Loss)

1. Ordinary income {loss) from trade or business activities ... 1 l,qgo, [elal®]
2. Net income (loss) from rental real estate activities ... 2
3. Net income (loss) from other rental activities 3
4. Portfolio income (loss):
{a) Interest .. 4la}
(b} Dividends .... (b} 7,500
{c} Royalties (e} i
(¢} Net short-term capital gain {loss) .. {d}
(e} RNet Iong-term' capital gain (loss}.... ie)
{fl  Other portfolio income {Toss} {aHAch SChedUIR) o s s e {f)
5. Guaranteed payments to partners 5
6. Net gain {loss) under Section 1231 {other than due to casualty or theft}. 8
7. Other income {1058] (BHACH SENEAUIE) e e e e me s mn s et b et st as s 7
Deductions

8. Charitable contributions (attach schedule) and housing for homeless deduction

{attach Schedule HH)

4. IRC Section 179 expense deduction {attach federal Form 4562 and Kentucky converied Form 4562)

8 475

1Q.  Deductions related to portiolio income (loss) (attach schedule) 10

11, Other deductions {AtTAcHh SCHEAULIE) ... e st e a e et s e aes same e st eeecaneeeresrassnntsacansansaennnees 11

investment interest

12, (a) Interest expense OGN INVESTMEBNT dBDIS wiiiririiicoieisr e ssran i e risssses s rres s smssssa s v evassnsssssmesssnesenssesssrmesees 12(a}
{b} {1} Investment income included on lines 4{a}, 4{b), 4{c} and 4if} above .. {b)(1}

{2} Investment expenses included on line 10 above
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Form 785 {20071 Page 2
ERIRmE R
PARTNER'S SHARE OF INCOME, CREDITS, DEDUCTIONS, ETC.

|a) Distributive Share ltems —continued {b] Amount

Tax Credits

13, Skills Traiming Investment Tax Credit,............
14, Histone Preservation Rastoration Tax Credit
15, Kentucky Unemployment Tax Cradit ..
16.  Recyeling and Composting Equipment Tax Credit
17, Kentucky Investmant Fund Tax Credit oo
18, Credi for purchases of Kentucky coal used for generating alectricity .
19, Qualifled Research Facility Tax Cradit.
0. GED Incantive Tax Credit ...
1. Voluntary Enviranmental Ramadiation Tax Credit (Brow
22, Biodiesel Tax Credit.
23, Envirenmeantal Stewardship Tax Cradit..
24, Clean Coal INCantive Ta) ol . i sieiesenrs s eassass s e s ns s ss s ssasanmsre s nnsnsnrs s 4saasasmsen st 1 enessasannns 1o

Other Items

25 {a) Type of Section 53el?) expenditures » 26(a)

{h]  Amount of Saction 5He){?) expenditures
26, Tax-exempt intarest NGOME .,
27, Other tax-sxempl incoma
28, Mondeductible expenses
2%, Property distributions lincluding cash} ..
30, Supplemental information required to be reported to each pariner (attach schedulas) .. R

ihl

Recapture of Tax Credits

31, Recapture of Racyeling and Composting Tax Cradit ..o s ssss s oo sssssm e e e oo

31

LLET Pass-through ltems

32, Partner's share of partnership Kentucky sales from Schedule K, Section |1, line 1.
33, Pariner's share of parnership total sales from Schedule K, Saction I, line 2.,
34,  Panner's share of parership Kentucky property from Schedule K, Section I, line 3
35, Partner's share of partnership total property from Schedute K, Section |, lined ...,
38. Partner's share of parinarzhip Kentucky payroll from Schaduls K, Section 1), fine 5.,
7. Partner's share of parinarship total payroll from Schadule K, Saction |, line 6 e
38, Partner's share of Kantueky gross profits from Schedule K, Sectian 1), lina 7
39, Partner's share of total gross profits from alt sourcas from Schedule K, Section |, line & .
4.  Partner's share of limited Rability entity tax (LLET) nonrefundzable cradit from Schedule K, Section 1, line 8 ... -

40 .
Resident Partner Adjustment
41,  Combination of Kentucky Schedule K-1, limnas 1 through G, 9 and portions of lines 7 and 11.
Add income amounts and subtract (lossh and deduction amounts {88 INStructians] e, 41
42,  Combination of federal Schedule K-1, lines 1 through 10, 12 and portions of lines 11 and 13,
Add income amounts and subtract Hoss) and deduction amounts (See Instructionsh . . 42
43, Enter differgnca of lines 41 and 42 harg and on appropiate line on Schedule M {ses insStructiconsh.. ... 43
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(FORM 785)
KENTUCKY SCHEDULE K-1
41785 (K-1)

T

2007

DEFARTRMENT OF REVEMNLUE
For calendar year 2007 or fiscal year PARTMER'S SHARE OF INCOME,
beginning , 2007, and ending 200 . CREDITS, DEDUCTIONS, ETC.
Partner's identifying Partnarship’s Kentucky corporation/LLET
number B FEIM > account number

Partner's name, address and ZIP code

wv Bil|

Nito, WV, 25143

Partnership’s name, address and ZIF code
Check if applicatle: O Qualified investment pass-through entity

A This partner is 8 [_] general partner
[ timiited liability company member,

8  Partner's share of liabilities:
ONPBEOUTSE (s i e i $
CQuaiified nonracourse financing
L PP OPRS

C  What type of entity is this partner?
[ IndividualiEstate/Trust [7] Corporation
7] General Partnership

D limited partner

[T] Other Pass-through Entity

[i] Bafara shangs

F  Enter partner's percentage of: or tarmiration

Profit sharing ...

{fil End of
yEAr

5 %

Loss sharing ..

S

Y
%
Crwnership of capital .. %

] & Corporation

0 Parmer's waxable percertage of partnarship's distributive share items below {sae instructions)

{1} Resident partnar ..

12} Noenresldent partner {see Schedule A, Secnon K Frne !2}

E  Check applicable box if nonresident partner's income is raported on:
3 Kentucky Menresident Income Tax Withholding on MNet Distributive
Share Incoma Transmittal Report (Form 740MP-WH} and Farm PTESWH, ar

] composite Return (Form 740-NP)

100%

O Final K-1

O Amended K-1

{a) Distributive Share ltems |

{b) Amount

Income (Loss)

Mat income {loss) from rental real estate activities ...
Met income (loss) from ather rental activities ... .
Portfolio income {loss)

{al Interest ...

b} Dividends
(¢} Royalties .. e
(d)  Met short-term camtal gain tlossll
(2} Met long-term capital gain {loss)
(£} Other portfolio income {loss) (attach schedule)
5. Guaranteed payments to partners .,

Fodd b

8. Met gain (loss) under Saction 1231 In:lther rhsrl due to casualw or theﬂ?

Qrdinary income {(1oes) from trade 0T BUSINESS BOTIVITIES L. s e sorsss s sssssss s crassssnsssrrs s

1 ‘50} QXD

4fa}

10 2, 500

ie)

()

{e)

{fl

o

50, 000

&
7. Gther incoma (1055) (AACN SERETUWIE] oo sssmensne sasese s s e 7
Deductions
8. Chantable contributions lattach schadulal and hausing for homelass deduction
{attach Schedula HH} . B Pl
g, IRC Section 174 expense deduction [altach fedara] Form 4562 and Kemuckv oonv&rLed Form 4552! g
10,  Deductions related to portfelio income {loss) (attach schedule) ... 10
11, Other deductions {attach schadule) .. i
investmant Interast
12. [a} Interast expense on invastment dekbts . . e 12480
18y {1) Investment ingome included on Imas 4(3} dtb], 4[cb and on} above . (b1}

{2) investment expenses included on line 10 abOVE e

o}
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Form 765 (2007 Paga 2
PARTNER'S SHARE OF INCOME, CREDITS, DEDUCTIONS, ETC.
{a) Distributive Share ltems—continued {b} Amount
Tax Credits
13, Skilis Training Inwestrmient TR DIl isaeerre s o s emes s eses s e bsesass ot sdssamsassssb st sasassassnstssassemscnies 13
14, Historic Preservation Restoration Tam CTEOIT . e e s s sassssssss st sesssasssssss sssssassases s vessemsesres 140
15, Kentucky Unemploymant Tax Credit 15
16,  Recysling and Composting Equlpment Tax Credit . 16
17, Kentucky Investment Fund Tax Credit . RS, 17
18 Cradit for purchases of Kentucky coal used For gsnsratmg electru-::my 8
18, Dualified Resaarch Faciity TAX Cretit v no s 19
2. GED Incentive Tax Cradit .. - 20
21, Waluntary Envirenmental Ramedlahon Tax Credit [Brownfr&ld} 2
22, Biodiesel Tax Cradit.. 22
23, Environmental Stewardshm Tak Cmdu 23
24, Clean Coal Incentive Tax Cradit 24
Other ltems
25 (al Type of Section 58(2)2) expenditures 26(a} =

(B Amount of Section BIel2) eXPEMAILIPES 1w i st s et frsems it sttt i

26, Tax-exemnpt interast income

27, Other tax-exempt income .,

28, Mondeductible expenses .. .
249, Property distributions [mu:ludmg cash]
30, Supplemental information reguirad to be reported to each partner tatta-:h schedules) .

Recapture of Tax Cradits

31, Recapture of Racyeling and Composting Tax Credit ... 3
LLET Pass-through Items
32, Partner's share of partnership Kentucky sales from Schedule K, Section L Bne 1o i mnn e 42 f‘fo N [=l> »)
33, Partner’s share of partnership total sales from Schedule K, Section 1, line 2 a3 f"ﬁb ===
34, Parmer’s share of parinarship Kentucky property from Schadule K, Seetion 1, 34 s o000
35, Partner’s share of partnership total property from Schadula K, Saction |, tine 4 35 2.‘3 ’ o000
38, Partnor’s share of partnership Kantucky payroli from Schadula K, Saction ), line 5 . 35 [al="a)
37, Partned's share of partnership total payroll from Schedula K, Saction |1, ling 6 .. a7 2_5. 00
38, Partner's share of Kentucky gross prafits fram Schedule K, Section I, line 7 .. # IS, OO0
3%, Partner's share of total gross profits from all sources from Schedule K, Sectmn lI lina &..... - 38 5, [ela’s)
40, Partner's share of limited liability entity tax [LLET} nonrafundabte cradit from Schedule I€, Sectlon II Elne 9 40 Fig
Resident Partner Adjustment
41, Combination of Kentucky Schedule K-1, lines 1 through 6, 8 and portions of nes 7 and 11,

Add income amounts and subtract {loas) and deduction amounts (see instructions) ... 41
42, Combination of federal Schedule K-1, lines 1 through 10, 12 and portions of lines 11 and 13.

Add income amounts and subtract {loss) and deduction ameounts (8ee INSIUCTONS] i 42
43, Enter difference of lines 41 and 42 here and on appropriate line on Schedule M {see instructions) . 43
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APPENDIX

PASS-THROUGH ENTITIES

Overview & Compliance

APPENDIX

90



APPENDIX

Relevant Forms
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APPENDIX

11208 U.S. Income Tax Return for an S Corporation OMB No. 1545-0130
Form ™ Do not file this form unless the corporation has filed or is 2@1 0
Depariment of ihe Traasury attac hing Form 2553tnel9c‘_ttohea_n S corporation. =
nitemal Revenus Service » See separate instructions.

For calendar year 2010 or tax year beginning , 2010, ending , 20
A S slection eflective date Mame D Employer kientification number
B Eusiness actiity code TYPE Mumber, strest, and room or sutte no. Ha P.O. box, ses Instructions. E Date ncorporated

number (see instructions) OR

PRINT Gy or town, state, and ZIF cooe F Tola| asnets (38 Nsluchions)

C Check If Sch. M-3

attachad I:l g
G |s the corpomation electing to be an S corpomtion beginning with this tax year? |:| Yas |:| Mo If “Yes," attach Form 2553 if not already fiked
H Checkif: (1) ] Final return 2) [] Mame change 3) [] Address change

) [] Amended return  (B) [ S election termination or revocation

I Enter the number of sharcholdars who ware sharcsholders during any part of the tax year . . . .

Caution. Include only frade or businass income and expenses on flines 1a through 21. See tha instructions for more fm'wmfmn

1a Gross receipls orsaks b Less etums and allowances c Balw 1c
@| 2 Costof goods sold [Schedule A, line 8) 2
E 3 Gross profit. Subtract line 2 from line 1c 3
g 4 MNet gain (loss) from Form 4797, Part 11, line 1 ?'(arf.acn Farm 4?9?} 4
= | & Otherincome (loss) (see instructions— attach statemeant) . .o .o 5
& Totalincome (loss). Add lines 3 throughs . . . . . . . . . . _ . . . . . » 6
= 7 Compeansation of officers . T
§ 8 Salaries and wages (kss emplc:-ymentcredlts] 8
E 9 Repairs and maintenance . 9
% 10 Bad debts 10
ﬁ 11 Rents . 11
512 Taxes and licensas . 12
T|13  Interest s 13
"g% 14 Depreciation not clhimed on Schedule A or elsewhera on return (gttach Form 4562) . 14
g 15 Dapletion (Do not deduct oil and gas depletion.) . 15
16  Adverising P 16
E 17 Pension, profit-sharing, etc., plans 17
018 Employee bensfit programs ) 18
E 19 Othar deductions (attach siafemenf) P - A TR S 19
g 20 Total deductions. Add lines 7 through 19 . . L .20
a|21 Ordinary business income (loss). Subtract line 20 from I|ne B 21
22a Excess net passive income or LIFO recaptura tax {see instructions) . . [ 22a
@ b Tax from Schedule D (Form 44208) . . . . . .. . | 22b
= ¢ Add lines 22a and 22b {see instructions for addfrronar faxes) . . . . . . . . L L . 22¢c
E 23a 2010 estimated tax payments and 2009 overpayment credited to 2010 | 23a
5“:- b Tax deposited with Form 7004 . . . . ... . . |23b
o ¢ Cradit for federal tax paid on fuels (attach Form 41 363 L. . L |23c
E d Add lines 23a through 23c . . . TR 23d
: 24 Estimated tax penalty (see instructions). Check if Form 2220 is attached . . . > |:| 24
"_V 25  Amount owed. If line 23d is smaller than the total of lines 22¢ and 24, enter amou ntowe-d - 25
26  Overpayment. If line 23d is larger than the total of lines 22c and 24, enter amount overpaid . . 26
27 Enter amount from line 26 Credited to 2011 estimated tax » Refunded 27
Under penalies of perjury, | declare that | have sxamined this retem, including acoom panying schedules and statements, and to the best of my knowledge and belief, it is tus,
comect, and complets. Declaraon of preparer (other than fxpayer) is based on all information of which preparer has any knowledge. e 15 thacums this rewm
S ign } | } tuh .Ihe prq.:nrer shown belaw
Here Signature of officer Date TRE =ee insvuctens? [Myes [ N
Paid Frnt/Type preparer's Nams Fraparer's sigraturs Date Gheck |:| , FTIM
Preparer self- employed
Use Only Frm's name B Fim's EIN b
Frm's address # Phone no.
For Paperwork Reduction Act Notice, see separate instructions. Ccat. No. 11510H Form 11208 (2010
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APPENDIX

Form 11205 (2M0) Page 2
S(:hedule .\ Cost of Goods Sold (see instructions)

- T - T I A )

Inventory at baginning of year .

Purchases .

Costof abor .

Additional section 263A costs {a:fach staiemenn

Other costs (atiach sfatement)

Total. Add lines 1 through 5

Inventory at end of year

o8 |~ ||| a e pa |

Cost of goods sokd. Subtract line 7 from line 6. Enter here and on page 1, line 2 .

Check all methods used for valuing closing inventory: (i [ Cost as described in Ragulauons sectx:un 1.471-3
) ] Lower of cost or market as described in Regulations section 1.471-4
(iij [] Other [pecify method used and attach explanation ) »

Check if there was a writedown of subnormal goods as described in Regulations section 1.471-2¢) . . . . . . . . . =[]
Check if the LIFQ inventory method was adopted this tax year for any goods [if checked, attach Form970y  © . . . . . =[]
If the LIFO inventory method was used for this tax year, enter percantage (or amounts) of closing
inventory computed under LIFC . . . . [ | 9d | |
If property i produced or acguired for resale, do the rules of section 263 A apply to the corpcmtlc-n? L Oves [No
Was there any changs in determining quantities, cost, or valuations betweasn opaning and closing inventary? . . El Yas D Mo
If “¥es," attach explanation.
Other Information (see instructions) Yes | No
1 Checkaccounting method: a [ |Cash b []Accrual ¢ [ ] Otherispecify)
2 See the instructions and enter tha: T
a Business activity ™ b Product or service
3 At the end of the tax year, did the corporation own, directly or indirectly, 50% or mornz of the voting stock of a domestic
corperation? (For rules of attribution, see section 287(c).) If “Yes," attach a statement showing: {a) name and employer
identification number (EIN). {b) percentage owned, and fc) if 100% owned, was a qualified subchapter 5 subsidiary
election made?
4 Has this corporation filed, or is it required to file, Form 8918, Materal Adviscr Disclosure Statement, to provide
information on any reportable transaction? e T
&  Check this box if the corporation issued publicly offered debt instruments with original issue discount . . . . @ |:|
If checkad. the corpomation may have to file Form 8281, Information Retum for Publicly Offered Onginal Issue Discount
Instruments.
6 If the corporation: (a) was a C corporation before it elected to be an 3 corporation or the corporation acquired an
aszset with a basis determined by reference to the basis of the aszset (or the basis of any other property) in
the hands of a C corporation and (b) has net unrealized built-in gain in excess of the net recognized buili-in gain
from pricr years, enter the net unrealized built-in gain reduced by net recognized built-in gain from prior years (see
instructionst . . . . . N ]
T Entar the accumulated sarnings and prc:-nts of the corporation at lheendéfthe-téxyear--::-_-:_
8 Are the corporation’s total receipts (sse instructions) for the tax year and its total assets at the end of the tax year less
than $250 0007 If "Yes,” the corporation is not required to complete Schedules Land M-1
9 During the tax year, was a qualified subchapter § subsidiary elaction terminated or revoked? If "Yas," sae instructions
m Shareholders’ Pro Rata Share Iltems Total amount
1 Ordinary business income {loss) (page 1. line 21y . . . . . . . . . . . . . . 1
Net rental real estate income (oss) (aftach Form 8825 . . . . . . . . . . . . 2
3a Othergross rental income (loss) . . . . . .. | 3a
b Expenses from other rental activities (attach sta!emann .. | 3b
¢ Other nat rental income (loss). Subtract line 3b from line3a . . . . . . . . . . 3c
‘E‘-ilnterestlncome.. 4
é 5 Dividends: a Crdinary dlvrdends s Ba
o bQualified dividends . . . . . . . . . . |5b]
E Royalties . . P T ]
f— T Net shart-term capltal gain {bss) [arrach Schedule O {Form TIEOS]J e T
8a MNetlong-term capital gain (loss) lettach Schedule O (Form 11208y . . . . . . . . 8a
b Collectibles 28%) gain floss) . . . . . . . . | 8b
¢ Unrecapturad section 1250 gain {aitﬂchstafumem] .. . | 8
9 Net section 1231 gain {loss) lattach Form 4797 . . . . . . . . . . . . . . 9
10 Other income (loss) (see instructions) . . Type 10

Form 11208 2010
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APPENDIX

Form 11208 (200 Page 3
Shareholders’ Pro Rata Share ltems (continued) Total amount
g 11 Section 179 deduction (atfach Form 4562) 11
-2- 12a Contributions . 12a
1% Investment interest expanss P T 12b
a ¢ Section 59@)@) expenditures (1) Type®> @) Amount » fzez)
d Other deductions (see instructions) . . Type ke 12d
13a Low-income housing credit (section 42 (jE)) . 13a
b Low-incomsa housing credit (othear} .. 13b
2 ¢ Qualified rehabilitation expenditures (rental real estate] {atf.ach Form 3468} 13c
'g d Other rental real estate credits (see instructions) Type @ e 13d
[+ ] e Other rental credits (see instructions) . . . Type P 13e
f Alcoholand cellulosic biofuel fuels credit (attach Form 6478) . . . . . . . . . [13f
g Other credits (see instructions) . . . . . Typa » 13g
14a Name of country or U.S. possession =
b Gross income from all sources . R 7T
¢ Gross income sourced at shareholder lavel . 14c
Foraign gross income sourced at corporate level
d Passive category 14d
2 e General category 14e
2 f Other (attach statement . L 14f
E Deductions alfocated and apportioned at shareholder leve!
c g Interest expanse 14g
E h Other. TN 14h
; Deductions allocated and apportronsd at corporate level to foreign source incomea
g i Passive category 14i
LE i General category 14j
k Other (gttach statemend) . 14k
Other infarmation
I Total foreign taxes (check ong): ™ [ Paid [ Accrued 141
m Reduction in taxes available for credit {@tfach statement) . 14m
n  Cther foreign tax information (attach sfatemant)
15a Post-1986 depreciation adjustment 15a
F E H b Adjusted gain or loss . 15b
E E 2 ¢ Dapletion {other than oil and gas] Lo 15¢
E E g d Oil, gas, and geothermal properties— gross income 15d
T2 e Oil, gas, and geothaermal propertiss— daeductions 15
f Other AMT items (atiach sfatemenf) 15f
o 16a Tax-exempt interest income 16a
; % " b Other tax-exempt income 16b
= E § ¢ Nondeductible expenses . 16¢c
E 2 d Distributions (attach statement if requared;l {ses mstmcr.ronq} 16d
a® @ Repayment of loans from sharsholders 16a
E 17a Investment income 17a
E E b Investment expenses . R . 17b
&5 5 ¢ Dividend distributions paid from accumulated earnings and proflls 17e
£ d Other items and amounts (attach statement)
8
3 " 18 Income/loss recoenciliation. Combine the amounts on lines 1 through 10 in the far right
é ﬁ column. From the result, subtract the sum of the amounts on lines 11 through 12d and 14| 18

Form 11208 2010

94



APPENDIX

Form 11208 (2010}

Schedule L

- - B ]

10a

11a

12
13a

14
15

16
17
18

NERRE8REES

Page 4

Balance Sheets per Books

Eeginning of tax year

End of tax year

Assets
Cash
Trade notes and accou nts re-cewable
Less allowance for bad dabts .
Inventorias
U.3. governmeant obllgatlc:-ns .
Tax-exempt securities (ses instructions)
Other cumrent assets (attach stafemeant) .
Loans to sharehokders
Mortgage and real estate loans
Other investments {attach statemend
Buildings and other depreciable assets .
Less accumulated depreciation
Dapletable assets
Less accumulated depletion
Land {nat of any amortization) .
Intangible assets @mortizable only) .
Less accumulated amortization
Cther assets (aftach staterment)
Total assets .
Liabilities and Shareholders Equlty
Accounts payable
Morgages, notes, bonds payable in kss than 1 year
Cther cument liakbilities (atfach statement)
Loans from shareholders Lo
Mortgages. nofes, bonds payable in 1 year or mare
Cther liabilities (attach stafement)
Capital stock . .
Additional paid-in capital
Retained earnings .
Adjustments to sharsholdars' equrty [&ﬁacn st&remem'l
Less cost of treasury stock .
Total liabilities and sharehelders' equity

1)

by fe)

[d)

Reconciliation of Income [Loss] per Books With |
MNote: Schedule M-3 required instead of Schedula M-1 if

ncome (Loss) per Return

otal assets ara $10 million or more— see instructions

=
L)

4

EIZTELEY Analysis of Accumulated Adjustments Account, Other Adjustments Account, and Shareholders’

Met income (loss) per bocks

Income included on Schedulke K, lines 1, 2, 3c, 4,
Ba, B, 7, 8a, 9, and 10, not recordad on books this
year (itemize):

Expenses recorded on books this year not
included on Schedule K, lines 1 through 12 and
14l (itemize):

Depreciation $

Travel and entertainment §

Add lines 1 through 3

5 Income recomed an books this year not included
on Schedule ¥, lines 1 through 10 (femize)
a Tax-exempt interest $

6 Deductions included on Schedule K,
lines 1 through 12 and 141, not charged
against book income this year (itemize):

a Dapreciation $

7 hdcl |II1-F_'G 5 and &8

8 income (loss) {Scheduie K, Ine 18). Lne d ss Ine 7

Undistributed Taxable Income Previously Taxed (see instructions)

@ =~ D AW N =

Balance at baginning of tax yaar .

Crdinary income from page 1, line 21

Other additions

Loss from page 1, line 21

Other reductions .

Combine lines 1 through 5 . .
Distributions other than dividend dlstnhutrons
Balance at end of tax year. Subtract lina 7 from ling &

{a) Accumulated

adjusiments account

(B} Other adpstments
account

[e) Shareholders’ undistrbuted
taxabie Ncome previously taxed

Form 11205 2010
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APPE

NDIX

1120 U.S. Corporation Income Tax Return OME No. 16450123
Farm Forcalendar year 2010 or tax year beaginning L , 2010, ending e 20 L )@ 1 0
mﬁﬂmﬁiﬁ > See sepam‘tn instructions. 2
A CheckIf: Nama E Employer kentification number
1@ Consolidated refum

jattach Fom B51)  .[_] Print
b Lifenoniie consol- Humber, street, and room of sulte no. Ifa P.O. box, see netructions. C Date Incorporated
datedream. . [ ||OF
2 Persomal nolding co. type
jattachsch. pH . .[] City or town, state, and ZIP code O Total assets (see nstructions)
3 Persana serice corp.
[z=e mstrucions) . D $
4 Schedule M- ntiached [ ]| E GPECK I (1] ]| NRRIr=han Wmneun Bl ] ] Mame charge 4) [ ] Address changs
{a Gnoss eceipts or saks b Less returns and allowancss c Eal® ic
2  Cost of goods sold (Schedule A, line B) 2
3  Gross profit. Subtract line 2 from line 1c . 3
4  Dividends (Schedule C, line 19) 4
a 5  Intersst 5
E 6 Gross enis 6
‘_q_ T (Gross royalties T
8  Capital gain net incoma wtlach Schedule D lForm 1120}1 8
9 MNet gain or {loss) from Form 4797, Part I, line 17 f@attach Form 4757) 9

10 Cther income (see instructions—attach schadulg) 10

11 Total income. Add lines 3 through 10. Ld 11
z 12  Compensation of officers [Schadule E, line 4 L g 12
E 13  Salaries and wages (lesz employment credits) 13
% | 14 Repairs and maintenance 14
% |15 Baddebts . 15

= |16 Rents 16

@ |47 Taxes and licenses 7

2|18 Interest : 18

E 19 Charitable contributions | 19

< | 20 Depreciation from Form 4552 not c:lam'ed on Schedulerrelsewhere on retum lal‘tac:h Forrn 4562} 20

; 21 Depletion 21

2|22 Advertsing , 22

5 23 Pension, profit-shanng, etc., plans 3

g 24 Employ=e benefit programs 24

2125 Domestic production activities deduction {at't:lch Form HQ(B) 25

L | 35  Otherdaductions @ttach scheduls) ) 26

E 27  Total deductions. Add lines 12 through 26 . e |

E 28 Taxable income before net operating loss deduction and SpECIEl deductions. Subtract line 27 from ling 11. 28

z 29 Less: a Netopemting loss deduction (see instructions) . . . . . . . 29a

b Special deductions Schedule C. line20p . . . . . . . . . 20h 20¢

4 | 30 Taxable income. Subtract line 25c from lina 28 (see instructions) 30

E 31 Totaltax Schedulzd, line 100 . . 31

E 32a 2009 overpayment credited to 2010 . 32a

2 b 2010 estimated tax payments . . . 32b

e ¢ 2010 refund applied for on Form 4486 32c |l agar» |32d

% e Taxdeposited with Form 7004 . . FE 32e

3 f Credits: (1) Form 2439 E} Fom'n 4136 | 32f

g g Befundable credits from Form 3B00, line 15¢, and Form 8827, lineBc . . . 32g 32h

'g 33 Estimatad tax penalty {2 instructions). Check f Form 2220 is attached . . . Lo o O\

E 34 Amount owed. If line 32h is smaller than the total of lines 31 and 33, enter amount owed 4

:lg‘ 35 Overpayment. If line32h is larger than the total of lines 31 and 33, enter amount overpaid . . . . . 3%

¥ | 36 Enteramount from line 35 you want: Gredited to 2011 estimated tax » | Refunded ™ | 35

Under penaltics of perjury, | declare that | have cxamined this retum, mchuding accompanying schodules and statsments. and & the bestof my knowledge and bebef, it is o, comect,
Sign and complots. Declaraiion of preparer fother than taxpayer)is based an all information of which proparss has any knowedge.
May the IRS discues this retum
Here with the preparer shown below
' Sigraturs of officer Dafte } Titke feee rsinctonsj?[ Jves [ No
Paid Frint/Type preparer's nams Freparer's signature Date oreck [ 1 PTIMN
Preparer sef-empioyed
Use Only Frmsrame W Fim's EIN ™
Fim's address » PHareE Mo,

For Paperwork Reduction Act Notice, see separate instructions. cat. No. 114500 Form 1120 (2010
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APPENDIX

Form 1120 {2H0) page 2

Schedule A Cost of Goods Sold (see instructions)

1 Inventory at beginning of year 1
2  Purchases . 2
3 Costoflabor . 3
4  Additicnal saction 263A costs Qartach schedulej . 4
5  Other costs fattach schedulg) 5
6 Total Add linas 1 through 5 . [
T Inventory at end of year . T
8 Cost of goods sold. Subtract line 7 from line 6. Enter hare and on page 1, line 2 8
9a (Checkall methods used for valuing closing inventory:
{1 [ Cost
(i) [] Lower of cost or markst
(i) [ other {Bpecify method used and attach explanation.) =
Check if there was a writedown of subnommal goods . ___________IA-D__
¢ (Checkif the LIFD inventory method was adopted this tax year for any goods (if checked, attach Form 970 O
d |If the LIFO inventory method was used for this tax year, enter percenklge [or arnounts] of cbsmg
inventory computed under LIFD . . . | od | |
e |f property is produced oracguired for resale, do the rules of saction 2634 apply to the corpomtion? . . . . |:| Yes |:| No
f Was there any change in determining quantities, cost. or valuations betwean opening and closing inventory ? If “Yes,”
attach explanation . . o Oes O Mo
Dividends and Speclal Deductions {see |nstruct|ons} [8) Dwidends ) % |ie} Spechldeductions
recehad 8] = b}
1 Dividends from less-than-20%-owned domestic corporations (other than debt-financad
2  Dividends from 20%-or-more-owned domestic corpomtions fother than debt-financed
stock) . . . . . o B0
3 Dividends on debt-financed stock of domestic and forengn corporations . . . . . i,..s.:fiom
4  Dividends on cerain prefarmed stock of less-than-20% -owned public utilities . . . 42
5 Dividends on cerain prefernad stock of 20%-or-more-owned public utilities . . . . +&
6  Dividends from less-than-20%-owned foreign corporations and cerain F8Cs . . . 70
T Dividends from 20%-or-more-owned foreign corporations and certain F3Cs . . B0
8 Dividends from wholly owned foreign subsidiares . . . . . . . . . . . 100
9 Total Add lines 1 through 8. See instructions for limitation e
10 Dividends from domestic corporations received by a small business investmeant
company operating undar the Small Business Investment Actof1958 . . . . . 100
11 Dividends from affiiated growp members . . . . . . . o . . o . L 100
12  Dividends fromcertain FSCs . . . Lo 100
13 Dividends from foreign corporations not |nc|ud9d on I|nee33 B, '." H 11, or12
14  Income from controlled foreign corporations under subpart F (attach Formis) 5471)
15  Fomeign dividend gross-up
16  IC-DISC and former DISC dn.'ldends nu::t |nc|uded an I|nes 1, 2 ar 3
17 Cther dividends S
18  Deduction for dividends paid on cerain preferred stock of publnc: utilities &
19 Total dividends. Add linas 1 through 17, Enter here and on page 1, lined . . . W»
20 Total special deductions. Add lines 9, 10, 11, 12, and 18. Enter hereand on page 1, ine28: . . . . . . _ ®
Compensation of Officers (see instructions for page 1, line 12)
Note: Complete Schedule E only i total receipts (line 1a plus lines 4 through 10 on page 1) are 500,000 or mare.
{8) Name of officer (b} Sochlsecurity rumber ety |Percentaf carposaian siock ouned {f] Amount of compensation
DUENEss d) Commen | (g) Prefemed
1 o %% o
% £ %
Y % Y
% % %
% % %
2  Total compensation of officers
3 Compensation of officers claimed on Schedule A and ebewhere on retum
4  Subtract line 3 from line 2. Enter the esult here and on page 1, line 12

Form 1120 2010
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Form 1120 200y page 3
Tax Computation (see instructions)
1 Check if the corporation is a member of a controlled group (attach Schedule O (Form 11208) . > O
2 Income tax. Check if a qualified personal service corporation {see instructions) . > 2
3  Alkernative minimum tax {attach Form 4626) oL 3
4 Addlines2andd . . . . 4
5a Formeign tax credit @ttach Form 111BJ 5a
b Credit from Form 8334, line 28 . 5b
¢ Geneml business credit i@ttach Form 380(11 . 5c
d Credit for prior ygar minimum tax @ttach Form 8327) 5d
e Bond credits from Form 8812 e
6 Total credits. Add lines 5a through Se 6
7 Subtract line & from line 4 . 7
8 Personal holding company tax {al‘tac:h Scheduls PH {FDI'I'I'I 1120]) o 8
9  Othertaxes. Check if from:  [] Form 4255 [ Form 8611 [] Form BES7
(] Form 8866 (] Form 8902 [] other @ttach schedulsy . . . 9
10 Total tax. Add lines 7 through 9. Enter hereand on page 1, line34 . . _ . . . . . . . . . . 10
Other Information (see instructions)
1 Checkaccounting method: a [_] Cash b [ Accrual ¢ [] Other ispecify) » e xes | Wa
2  Seethe instructions and enter tha:
a Business activity code no. &
Business activity » i
¢ Productor sevice® TR
3 s the corporation a subsidiary in an affiiated group or a parent-subsidary controlled group? . .
If “Yes.” enter name and EIN of the parent corpomation » e
4 Attheendof the taxyear T
a Did any forign or domestic corporation, parinership ({including any entity treatad as a partnership), trust, or tax-exsmpt
organization own directly 20% or maore, or own, directly or indirectly, 50% or more of the total voting power of all classes of the
corpomation's stock entitled to vota? If "Yes," complete Part | of Schedule G (Form 1120) @attach Schedule G .
b Did any individual or estate own directly 20% or more, or own, directly or indirectly, 50% or more of the total voting power of all
classas of the corporation’s stock entitled to vote? If "Yeas," complate Part Il of Schadulze G (Form 1120) fattach Schedule G)
5 At the end of the tax year, did the corporation:
a Own directly 20% or mone, or own, directly or indirectly, 50% or more of the fotal voting power of all classes of stock entitled to vote of
any foreign or domestic corperation not incleded on Form 851, Affiliations Schedula? For nules of constructive cwnership, ses instructions
If “Yes." complete () through ().
(I Mame of Corporation lderrttll?lcaﬁtnl:r'lbh?llgnha (i Country of o":ﬁ{ﬁ' ﬁe&’iﬁ;

(wany} Incorporation

Stock

Form 1120 (2010
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APPENDIX

Form 1120 200

Schedule K Continued

b Own directly an interest of 20% or more, or own, directly or indirectly, an interest of 30% or more in any foreign or domestic partnership

{incleding an entity treated as a partnership) or in the beneficial interest of a trust? For nules of constructive ownership. see instructions
If “Yes." complete (i} through (iv).

) Empioyer (v} Maxmum

i} Mamsaof Enty Identification Number () Country of Crgantzation | parcentage Owned N

(i any) Profk, Loss, or Caphal

10
11

12
13

14

Curing this tax year. did the corporation pay dividends (other than stock dividends and distributions in exchange for stock) in
excess of the corporation’s current and accumulated eamings and profits? {See sactions 301 and 316.)

If "Yes." file Form 5452, Corporate Report of Nondividend Distributions.

If this is a consolidated return, answer hers for the parent corporation and on Form 851 for each subsidiary.

At any time during the tax year, did cna foreign parscn own, directly or indirectly, at keast 25% of {a) the total voting powsar of all
classes of the corpomation’s stock entitled to vote or (b) the total value of all classes of the corporation’s stock?

For rules of attribution, sas section 318, If “Yas," entar:

{) Percentage ownad b B and (i} Cwner's country &

fe) The corpomtion may have to file Form 5472, Information Beturn of a 25% Foreign-Cwned U.S. Corperation cr a Foreign
Corporation Engaged in a U.S. Trade or Business. Enter the number of Forms 5472 attachaed »

Check this box if the corporation issusd publicly offered debt instruments with original issue discount .. . . ® []
If checked, the corporation may have to filke Form 8281, Information Return for Publicly Cffered Original Issue Discount Instrumeants.
Enter the amount of tax-exempt interest received or accruad during the tax yeare §

Entar the number of sharshokders at tha end of the tax year (if 100 or fewen »

If the corporation has an NOL for the tax year and is electing to forego the camyback pear

If the corpomtion is filing a consclidated retum, the statement required by Regulations section 1.1502-21{b)i3) must be attached
or the election will not be valid.
Entar the available NOL carryover from prior tax years (do not reduce it by any deduction on line 2%a) =5

Are the corpomation's total receipts (line 1a plus lines 4 through 10 on page 1) for the tax year and its total assets at the end of
the tax year less than $250.0007

If “¥es," the corpomtion is not required to complete Schedules L, M-1, and M-2 on page 5. Instead. entar the total amount of cash
distributions and the book value of property distributions [other than cash) made during the tax year. b 8

Iz the corporation rquired to filke Schadule UTP (Form 1120), Uncertain Tax Position Statement (see instructions)?
If “¥ee," complete and attach Schedule UTP.

2
3

1120 2010y
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APPENDIX

Form 1120 (200 Page 5
Balance Sheets per Books Beginning of tax year End of tax year
Assets (@) (b) ) (d)
1 Cash . . . . . . . L L.
2a Trade notes and accounts receivable .
b Less allbwance for bad debts ! ) ! )
3 Inventories . .
4 U.S. govemment obligations
5  Tax-axempt securities isee |nstructnn'5|
6  OCther current assets @ttach scheduls) .
7 Loans to sharsholdars .
] Mortgage and real estate lcans .
9  Other investments (attach schedulg)
10a Buildings and other depreciable assets
b Less accumulated depraciation . ( ] { )
1ia Depletable asssats . .
b Less accumulated depletion . ! ) ! )
12 Land (net of any amortizaticn)
13a Intangible assets @amortizable only)
b Less accumulated amortization . ! ) [ )
14  Other assets fattach scheduls)
15 Total assets
Liabilities and Shareholders Equrty
16  Accounts payable . .
17 Mortgages, notes, bonds pa\abbm less than 1 year
18  Other current liabilities @ttach schadule)
19 Loans from sharsholdars . .
20 Morntgages, notes, bonds payable in 1 year or mone
21 Orther liabilities @ttach schedulg)
22  Capitalstock: a Prefemred stock
b Commeon stock
23  Additional paid-in capital .
24  Retained eamings— Appropriated é@tiach schedule;
25 Retained samings— Unappropriated
26  Adjustments to sharsholders' equity fattach schedulks)
27  Less cost of treasury stock . . { ) [ ]
28  Total liabilities and shareholders’ equity . . .
Reconciliation of Income (Loss) per Books With Income per Return
Mote: Schedule M-3 required instead of Schedule M-1 if total assats ane $10 million or more—sas instructions
1 Met income (loss) par books . T Income recordaed on books this year
2 Faderal income tax per books not included on this return (itemizs):
3 Excess of capital lossas over capital gains Tax-exempt interast & o
4 Income subject to tax not recorded on books R
this year fitemize): e
e R e 8 Deductions on this return not charged
5 Expenses recorded an books this year not against book income this year (itemize):
deducted on this return (itemiza): a Depreciation 3
a Depreciation 3 b Chartable contributions 3
b Charitable contributions .~ $ :
Travel and entertainment . $
9  Addlines 7and8
Add lines 1 thrc:-ugh 5. ... T 10 Income (page 1, line 28)—line & Iess Imeg
W Analysis of Unappropriated Retained Earnings per Books [Line 25, Schedule L)
1 Balance at baginning of year . . 5 Distributions: a Cash
2  MNetincome (loss) per books . b Stock
3 Otherincreases (itemize): ¢ Property
T 6  Other decreases (itemiza):
e 7 AddinesSand6. . . . . . |
4  Addlines1, 2. and 3 . ] Balance at end of year (line 4 kess ImQF]
Form 1120 2010
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APPENDIX

720
41A720 W

Depantment of Revenue

»> Sae Instructions.
Taxable parind beginning

. 2010, and ending

.20

KENTUCKY CORPORATION
INCOMETAX AND LLET RETURN

Kanfuc ky Comoration/LLET Account Mumbar

2010

B Checkapplicable boxi=s):

LLET
Receipts Method

O Grss Receips

O Grss Profits

O 5178 minimum
Monfiling Status Code
Enter Code

D rederal
Identification Number

Taxable Year Ending

/

Mo. .

Name of Corporation or AMIaEed Group (Fet or type)

State and Date of Incorporation

Humber and Streat

Frincipal Business Activity In KY

Income Tax Returm

O Elected Consoldased
Attmch Form 722

O Masdmiory HEXUS
Manfiling Status Cade
Enter Code

city State

ZIF Code

Telephone Number

E wmameofcommon Farent

Kantucky Corporation/LLET Account MumDer

NAIC S Code Number
[Relating to Kentucky Activityh
[S2e www.census gov)

F check irapplicabte: [0 initial return
O shont-pariod return ([Complste Fart IV)

O Final return {Compists Part Iv)

O

Changeofname L[] Changeofaddress

O changeofaccounting period

G check irappicapie: O amended return

O amended return-RAR

Frovide explanation of changes In Part ¥V —Explanatlon of Amended Return Changes.

PART I—LLET COMPUTATION PART I—INCOME TAX COMPUTATION
1. Schedule LLET, Section D, line 1......... 1 00| 1. Incometaxisee instructions)............ 1 00
2. Recycling/composting equipment 2. Hec',.rl:lin_gn’wmposting equipment
tax credit recapture ... 2 00 tax credit recapture i 00
. 3. Tax installment on LIFO recapture... 3 00
3. Total (add lines 1 and 2}.......coccsvvicne Z 90| 4 Total (add lines 1 through 3}............. 7] 00
4. Monrefundable LLET credit from 5, Monrefundable LLET credit from
Kentucky Schadulels) K-1 . 4 00 the Limited Liability Pass-through
5. Nonrefundable tax credits Entity LLET Credit Worksheatis)
(Schedule TCS) oo 5 00 (528 INSrUCHONS) e 5 00
ability { : 6. Monrefundable LLET credit (Part I,
8. :?Lﬁiﬁh':i"; gr;f;:" of line 3 'f'“ s oo| _ 1in8 B1esS BITE) v B 00
nes s an or SIS RIS sse 7. Monrefundable tax credits
7. Withholding tax (Form PTE-WH........... 7 00 1SChedUIETCS) woveeveici e esveens 7 00
8. Estimated tax payments ... B8 oo B "_Iﬁt income tax liability (line 4 less
9. Certified rehabilitation tax credit........ 9 go| !InesSthrough 7 butnot less than
=1 v 8 00
10. Film industry tax credit.................... 10 00 9, Estimated tax payments
1. EXtension payment ... 1 00 O Check if Form 2220-K attached..... 9 00
12. Prior year's tax credit ..o 12 Lilv] 10. E)(ltgnsmn pavmentl il a0
11. Prioryear's tax credit ......... 1 00
12. Income tax overpayment from 12. LLET overpayment from Part
Part I, line 17, e 13 00 B8 T oo, 12 00
14, LLET paid on original return................. 14 00| 13. Corporation income tax paid on
15. LLET overpayment on original i gngmal r_etur.n .................................... 13 00
L= T OO 15 o0 ' orpi?rgtlun Income tax overpayment
ON Origingl FetUIM v cvs s 14 00
16. LLET due (lines 6 and 15 less lines 15. Income tax due (lines 8 and 14 |ass
T through 14h. 16 i1} lines 9 through 13] e 15 00
17. LLET overpayment (lines 7 16. Income tax overpayment (lines 9
through 14 less lines 6 and 15} 17 ili] through 12 less lines 8 and 14)............ 16 00
18. Credited to 2010 income taX............... 18 go| 17 Credited 10 200 LLET oo 0 a0
) 18. Credited to 2011 corporation
19. Credited to 2017 LLET . ] 00 T 18 00
20. Amount to be refunded .................... 20 00] 19 Amount to be refunded .................. 19 00
TAX PAYMENT SUMMARY (Round to nearest dollar) »> Federal Form 1120, all

LLET

1. LLET due (Fart | Ling 15
2. Penaity

3. Interest

4. Subtotal

TOTAL PAYMENT (AQd SUBBOMEIBY ..ooo e

INCOME
-
s | i Fenalty
s 00| 3 intersst
- 4. Subtotal

1. income tax due {Fart ii, Ling 15

pages, and any supporting
schedules must be attached.

Make check payanle to:
Kentucky State Treasurer

Mall return with payment to:
Kentucky Department of Revenus
Frankfort, Kentucky 40620
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PART ll—TAXABLE INCOME COMPUTATION

1. Federal taxable income (Form 1120,
liNE 2B) (o
ADDITIONS:
2. Interest income (state and local
abligations) .
3. State taxes based on net/gross
IMCOMIE (vt cri e
. Depreciation adjustment..................
5. Deductions attributable to nontaxable
INEOIMIE e
. Related party expenses...........c.ccoee.
Dividend paid deduction (REIT)
8. Domestic production activities
deduction.. ..
9. Other (attach Schedule 0-720)..........
10. Revenue Agent Report (RAR). .
11. Total (add lines 1 through 10} ...........
SUBTRACTIONS:
12. Interest income (U.S. obligations)....
13. Dividend iNCOME oo

£

= m

1 0o
2 0o
3 o
4 0o
5 oo
[ oo
i oo
8 o
] 0o
10 0o
n 0o
12 0o
13 o

14.

15

17.
18

19.

20,

21

22.

23.

24,

25,

. Depreciation adjustment............
16.

Federal work opportunity credit.

Other (attach Schedule 0-720)....
Revenue Agent Repert (RAR)

. Net income (line 11 less lines 12

through 170 s
Current net operating loss
adjustment (mandatory nexus only)..
Kentucky net income (add lines 18
BN 18] e
Taxable net income

(attach Schedule A if applicablel ......
Met operating loss deduction
(NOLDJ...
Taxable net income after NOLD
(line 21 less line 22) ..
Kentucky domestic production
activities deduction (KDPAD) ...........
Taxable net income after KDPAD
(line 23 less line 24) .o

14 00
15 00
16 00
17 00
18 00
19 0o
20 00
21 00

. |22 00

|23 0o
24 00
25 00

PART IV —EXPLANATION OF FINAL RETURN AND/OR SHORT-PERIOD RETURN

PARTV —EXPLANATION OF AMENDED RETURMN CHANGES

102



APPENDIX

Form 720 {2010)

Commonwesaith of Kentucky
DEFARTMENT OF REWENMUE

Page 3

SCHEDULE Q@ —KENTUCKY CORPORATION/LLET QUESTIONNAIRE

IMPORTANT: Questions 4— 12 must be completed by all corporations.
If this is the corporation’s initial return or if the corporation did not
file a return under the same name and same federal 1.0. number for
the preceding year, questions 1, 2 and 3 must be answered. Failure
to do s0 may result in a request for a delinquent returm.

1. Indicate whether: (a)O new business; (b) 0O successor
to previously existing business which was organized as:
(1) Ocorparation; (2)Opartnership; {3)0sole propristorship;
or (4]0 other
If successor to previously existing business, give name,
address and federal 1.D. number of the previous business
organization.

2. List the following Kentucky account numbers. Enter MN/A for
any number not applicable.
Employer Withholding
Sales and UseTax Permit
Consumer UseTax
Unemployment Insurance
Coal Severance and/or Processing Tax

3. I aforeign corporation, enter the date qualified to do business
in Kentucky. ____ / f

4. If change of accounting period, ltem F on page 1. is checked,
complete the following information:
Year End before the change:
Month and Day
a. O Change from a Fiscal¥ear to a CalendarYear
({NOT a 52/53 week filer]
b. O Change from a CalendarYear to a Fiscal Year
(NOT a 52/53 week filer):
MewYear End:
Month and Day
¢. O Change frem a Fiscal Year to a Calendar¥Year
(52/52 week filer):
MewYear End: December and day of week
d. O Change from a CalendarYear to a FiscalYear
(52/53 week filer):
MewYear End:
Month and day of week
If a 52/53 week filer: (Choose one of the options below.)
i O Option A: Ends on the same day of the wesk and
wihatever date this samea day of the waek last occurs
in a calendar month.
ii. O Option B: Ends on the same day of the wesk and
whatever date this same day of the week occurs that
is the nearest to the last day of the calendar manth.

5.

100

m

12.

The corporation's books are in care of: (name and address)

. Are disraegarded entities included in this return?

O Yes DO Mo. If yes, list name, address and federal .0, number
of each entity.

. Was the corporation & partner or member in a pass-through

entity doing businessin Kentucky? O Yes O MNo. Ifyes, attach
schedule listing narme and federal |.D. number of the pass-through
entitylias).
Was the corporation doing business in Kentucky other than
through its interest held in a pass-through entity doing business
in Kentucky? O Yes O Mo

. Arerelated party costs madeto related members as defined in KRS

141.20501){) included inthisreturn? O Yes O No. ifyes, attach
schedule listing name, federal 1.D. and/or Kentucky Corporation/
LLET account number of the individualis) or entitylies).

. Did the corporation at any time during the taxable year do

business in Kentucky and own 80 percent or more of the voting
stock of another corporation doing business in Kentucky?
O Yes 0O Mo. Wyes,listname, address andfederal |.D. number
of each antity.

VWas 80 percent or more of the corporation’s voting stock owned
by any corporation doing business in Kentucky at any tima of the
year? O Yes O Mo. If yes, list name, address and federal 1.D.
number of each entity.

Was this return prepared on: (a) O cash basis, (b) O accrual basis,
(¢} O other

Did the corporation file a Kentucky tangible personal property tax
return for January 1, 20117 OYes O Mo

13.

|s the corporation currently under audit by the Internal Revenue
Service? OYes O MNo

If yas, entar years under audit

If the Internal Revenue Service has made final and unapp=alable
adjustments to the corporation’s taxable income which have not
besn reported to the department, check here Dand file an amended
return. See 2010 Kentucky Corporation IncomeaTax and LLET Return
instructions for information regarding amended returns. Attach a
copy of the final determination to each amended raturn.

OFFICER INFORMATION (Failure to Provide Requested Information May Result in a Penalty)

Attach a schedule listing the name, home address and Social Security number of the vice president, secretary and treasurer.

Has the attached officer information changed from the last return filed?

President’s Name

President's Social Security Number

O es O MNe

President’s Home Address

Date Became President /

|, the undersignad, 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 May the DOR discuss this

complata.

&

retum with the preparer?
O Yes O No

Sigmature of pringipal affice ror chief accounting officer

Hame of persom cr firm preparing rewrn

www.revenue. ky.gov

Dt E-mail Address:

SSN, PTIN ar FEIN Telephona Number:
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720S -
sz Kentudkip™
Departmen‘tm Revenue
> See instructions.

. 2010, and ending L 20

Taxable period beginning

Kentucky Corporation/ LLET Account Number
KENTUCKY S CORPORATION
INCOMETAX AND LLET RETURN 2 010

D Federal

B Check applicable boxfes):
IgEntrication Mumber

!

Mao. T

Taxable Year Ending

LLET

Recmipts Method
O Gross Receipes
O Grss Profis

Mame of §Corporation (Frint or type!

State and Date of Incorporation

Frincipal Businass Activity In KY

O 5175 minimum Humber and Strest

Nonfiling States Code

NAICS Code Number
[Refating to Kentucky Activity)

Tty ZIF Code

Ent=r Code

Talephons Numbsr [SEe WWW.CENsUS.gov)

E check it applicabis: O Qualified Investment pass-through ent

Income Tax Return

ity OLLc O inmalreturn O Finalreturn @ttachsxpiana tion)

O snortperiodreturn (tachexpianation) O Amended return. O Change of name O Change of address 0 Change of accounting period

MNonfiling States Code

F  Numberof Sharsholdsrs (Attach K-151 =
Enter Gade Number of O SSSs INCIudsd InThis REUm (4 ftach Scheduis!  »
PART |—ORDINARY INCOME {LOSS) COMPUTATION 9. Film industry tax credit............c..... g| 00
1. Federal ordinary income (loss) (sea 10. Ex-tensmn payment ) IE 00
. . 1. Prior year's tax credit 1 00
INSErUCHIONS) e 1 00
ADDITIONS 12. Incumet.ax overpayment from
2. Statetaxes based on net/gross income .. | 2 00 park il Ilne_ Bl R L e
3. Federal depreciation (do not include 13. LLET due lline 6 less lines 7
- ) through T2) s 13 00
Section 179 expense deduction}.......... 3 oo 14. LLET overpayment (lines 7
th- finlated pesty, sxpensss i i through 12 less ling B ...cvrecniaices 14 00
% Diharlatiuen Schedula O FTEL. s 09| 15, Gredited to 2010 income tax. 15 00
S%ﬂ::igflgd“g”a“ (roUgh 5 v 8 99116, Credited to 2011 LLET 16 00
7. Federal work opportunity credit........... 7 i) 17._Amount to be refunded ... Ll 00
8. Kentucky depreciation (do not include PART lll— INCOMETAX COMPUTATION
Section 179 expense deduction}. 8 o0
9. Other (attach Schedule O-PTEL... a 00| 1. Excess net passive income tax.... 1 oo
10. Kentucky ordinary income (loss) 2. Built-in gains tax 2 00
{line 6 less linas 7 through 8)........... 10 00| 3. Tax installment on LIFO recapture...... 3 00
PART ll— LLET COMPUTATION 4. Total [add lines 1 through 3h......co 4 oo
5. Estimated tax payments
1. Schedule LLET, Section D, line 1........ 1 00 O Checkif Form 2220-K attached ..... 5 00
2. Recycling/composting equipment 6, Extension payment ..., & 00
tax credit recapture. ... 2 00| 7 Prioryear'stax credit ... 7 00
3. Total (add lines 1T and 2)......cocoieiens 3 00| B. LLET overpayment from Part
4. Monrefundable LLET credit from e 15 =] 00
Kentucky Schedulals) K- 4 00| 9. Income tax due (line 4 less lines &
5. MNonrefundable tax credits Through Bl 9 00
[SchedulaTCSl it 5 00 | 10. Income tax overpayment (lines 5
6. LLET liahility {greater of line 3 less through 8 less lined) .., 10 0o
lines 4 and 5 or $175 minimum) .. B 00| 1. Credited to 2010 LLET v 11 00
7. Estimated tax payments " 7 00 | 12. Credited to 2011 corperation income tax.. |12 00
8. Certified rehabilitation tax credit....... | B 00 | 13. Amount to be refunded .................... 13 0o
TAX PAYMENT SUMMARY (Round to nearest dollar) » Fedemsl Form 11203, all pages and
any supparting schedules must be
LLET INCOME attached.
I LLET due (Part i, Ling 13) s 1. Income tax due (Fart i, Lins &) $ 00000
Make chack able to:
2. Penalty S 2. Penaity . mmucwstap:masumr
3. Intsrest - 3. Intsrest s
4. Subtotal £ 4. Subtotal s Mall return with payment to:

TOTAL PAYMEMNT |Add Subtotals) ...

Kentucky Department of Rewenue
Frankfort, Kentucky 40620
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Form 7205 {2010)

Commaonwealth of Kentucky
DEPARTMENT OF REVENUE

SCHEDULE Q— KENTUCKY S CORPORATION QUESTIONNAIRE

IMPORTANT: Questions 4—10 must be completed by all § corporations. IT
this Is the 5 corporations Initlal return or If the 5 corporation dikd not flie a
raturn under the same namea and seame faderal 1.0D. number for the preceding
year, quastions 1, 2 and 3 must be answeraed. Fallure to do 50 may result In
a requeast for a delinquent return.

Page 2

d. O Change from a CalendarYear to a FlscalYear [52/53 we=k flier):

Mew Wear End:
mMonth and day of wask
It a 52/53 week fller: {Choose one of the options below )

L O Option A: Ends on the same day of the weekand w hatever

date this same day of the week last occurs In a calendar
1. Indicate whether: (&) O new business; [b) Osuccessor to previously mentn
@XIsting DUSINESs WhIGh was organized as: ) i O option B: Ends on thesameday of the week and w hatever
[N} ch:lmpurallun, {2} O partnership; {3} O sole proprietorsnip; date this same day of the week occurs that Is the nearsst to
orid) Oother the Last day of the calendar month.
It SUCCESEOT 10 previously existing business, give name, address and 5. The S corparations books are In care of: (name and adoress)
tederal I.0. numbEr of the previous DUsIness onganzation.
6. Aredisregarded entities Included Inthis return? O ves O Moo fyes,
7. Listthe following Kemtucky account numbers. Enter HiA for any number llst name, address and federal 1.0. number af each entity.
natapplicable.
Employerwithholkiing
Sales and UsaTax Permit
Consumer UseTax 7. Was the 5 cofporation @ parner or Member In & pass-througn entity
Unemployment Insuranca dolng business In Kentucky? O ves O No. If yes, lIst name and
Coal Severance andior Processing Tax federal 1.0, number of each pass-through entity.
3. If a forelgn S corporation, enter the date qualifiied 1o do business In
Kentucky. /S Was the S corporation doing business In Kentucky other than
through 15 Interest held In a pass-through entity doing business In
4.  Ifchangeof accounting period, ltem Eon page 1, s checked, complets Kentucky? O wes O No
the follow Ing Infarmation: 8. WWas this return prepared on: (@) O cash pasls, (b) O acocrual basis,
Year End before the change: {c) O athar
nonth and Day 8. D the Scorporation file a8 Kentucky tanglble personal property tax
a. O changefrom a Fiscalvearto a Calendaryear (NOT a 52/53 return for January 1, 20117 O ves O No
week Tiiar 10. ks the S cOrporation currently under audit by the Internal Revenus
b. O cChangefroma Calendarysartoa Flscalvear (NOT & 52/53 service? O ves O Mo
week Tlar: It yes, enter years under audit
Mew vear End: It the Internal Revenue Ssrvice has made final and unappsalable
Month and Day adjustmants to the corporatlons taxable Income which have not
c. O cnange from a Flscal Yearto a Calendaryear (52/53 been reporied to the departmant, check here Dand flle an amended
week Tiiar: Form 720S for each year adjusted. Atlach a copy of the rinal
New Year End: Decem baer and day of week determination to each amended return.

OFFICER INFORMATION (Failure to Provide Requested Information May Result in a Penalty)

Has tha officer Information entared balow changed from the last return flied?

Prasident's Namea:

Frasident’s Home Address:

O s O wHo

Treasurers Name:

Treasurer's Home Address:

Fraskdent's Soclal Sscurlty Number:

Date B=came President - }r_ _ !

Wice Preskdent's Mama:

Vice President's Home Address:

Treasurers Soclal Security Number:

Secretary’s Name:

Becretary’s Home Address:

Vioe Prasident's Soclal Sscurlty Number:

Secretary’s SockEl Sscurlty Mumber:

I, the undersigned, declare under the penalties of perjury, that | have examined this return, including all accompanying schedules and statements,
and to tha best of my knowledge and beliaf, it is true, correct and completa.

fon)

Signature of principal officer or chiefl accounting oificer Date

SSN, FTIM or FEIN Date

Mame of person or firm preparing rsturm

May the DOR discuss this retum with the preparer?
O ves O No

www.revenue.ky.gov I A

Telephone Mo.:
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Form 7205 (2010) Page 3
N
Commaomvealth of Kenlu:ky
DEFARTMENT OF REV!
SCHEDULE K— SHAREHOLDERS' SHARES OF INCOME, CREDITS, DEDUCTIONS, ETC.
SECTION | (a) Pro Rata Share ltems {b) Total Amount
Income (Loss) and Deductions
1. Kentucky ordinary income (loss) from trade or business activities
{page 1, Part |, line 10)... 1 00
2. Netincome (loss) from rental real estate activities cattach federal Form 8825] 2 00
3. (a) Grossincome from other rental activities................. | 3{a) 0o
(b} Less expenses from other rental activities
{attach schedule).. (b} 1]
{c) Metincome (loss) from other rental activities (line 3a less line 3b) .. e | 3(E) 00
4. Portfolio income (loss):
L AL C=T == L o S S PO PP PSD RPN 4{a) 00
{b) Dividend income.. (b} (111}
{c) Royalty income .. {c) 00
{d} Met short-term capital gain (loss) (attach federal Schedule D and Kentucky
Schedule D, iT applicabla ) i e e [(+)] 00
{e) Met long-term capital gain (loss) (attach federal Schedule D and Kentucky
Schedule D, if applicable)... F PSP PR PSR (e} 00
(f} Other portfollomcome{loss] [anach schedule] {f) 00
5. Section 1231 net gain {loss) {other than due to casualwr or theﬂ] {attach federal
and KentUcky FOPMS 4797 .. i i e s e 5 00
6. Other income (loss) (attach schedule) .. 6 00
Charitable contributions (attach schedule:n and housmg for homeless deduction
(attach Schedule HH)... FE PP et 7 00
8. IRC Section 179 expense deduction {(attach federal Form 4562 and Kentucky
FOFME BB B2 ] .ottt e bbb S a e 8 00
9. Deductions related to portfolio income (loss) (attach schedule) ... 9 00
10. Other deductions (attach schedule) .......coooiiin. 10 00
Investment Interest
. {a) Interest expense on investment debts.. [T i | 118D 00
(B} (1) Investment income included on lines 4ta] 4{b} 4{::] and 4cf] above . o (TR 00
{2) Investment expenses included on line 8 ab0OVE ..o, (2} 00
Tax Credits
12. SkillsTraining InvestmentTax Credit (attach copy of certification(s)) ......cccccoviieeiiiiiaes 12 00
13. Certified RehabilitationTax Credit (attach copy of certificationis))......cccooiiiiiiiiiniinnnn 13 00
14, Kentucky UnemploymentTax Credit (attach Schedule UTC) o, 14 00
15. Recycling/Composting Equipment Tax Credit (attach Schedule RC) .......... 15 00
16. Kentucky Investment FundTax Credit (attach KEDFA notification) ........cccciviiiiiiiiinnnn. 16 00
17. Coal IncentiveTax Credit (attach Schedule Cl) i e e 17 00
18. Qualified Research Facility Tax Credit (attach Schedule QR) ..o, 18 00
19. GED IncentiveTax Credit {attach Form DAEL3T) i e 19 00
20. Voluntary Environmental RemediationTax Credit
{attach Schedule VEREB] ... 20 00
21. BiodieselTax Credit (attach Schedule BI10O)... 21 00
22. Environmental StewardshipTax Credit {attach Schedule KESA} 22 00
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Faorm 7205 (2010} Page 4

Schedule K
Commamwealth of Kentucky
ENUE

DEFARTMENT OF REV
SCHEDULE K— SHAREHOLDERS" SHARES OF INCOME, CREDITS, DEDUCTIONS, ETC.

SECTION I— continued (a) Pro Rata Share ltems (b} Total Amount

Tax Credits—continued

23. Clean Coal Incentive Tax Credit {attach Schedule CCI) oo 23 00
24, EthanolTax Credit (attach Schedule ETH) .. e e i 24 il
25. Cellulosic EthanolTax Credit (attach Schedule CELL)....ccooiiiiiiiiiiiiiiic e 25 00
Form 5695-K Pass-through Amounts (attach Form 5695-K)
26. Energy Efficiency Products Tax Credit from Form 5895-K, line 6 .......ooooeiiiiiiiiiiiinnnn, 26 00
27, Energy Efficiency Products Tax Credit from Form 5895-K, line 12 ... 27 00
28. Energy Efficiency Products Tax Credit from Form 5695-K, line 18 ........ccoiiiiiiiiiiiinnnn, 28 1}
29. Energy Efficiency Products Tax Credit from Form 5895-K, line 36 ........ccoeiiiiiiiiiinnnn, 29 00
30. Energy Efficiency Products Tax Credit from Form 56%5-K, line 36 .. 30 D]
31. Energy Efficiency Products Tax Credit from Form 5695-K, line 51 .......coiiiiiiiiiniiiinnnn. 3 il
32. Energy Efficiency Products Tax Credit from Form 5695-K, liNg 57 . 32 00
33. Energy Efficiency Products Tax Credit from Form 5695-K, line 57 .....iiiiiiiiniiiinnnn. 33 00
34. Energy Efficiency Products Tax Credit from Form 5695-K, line 63 .............. 34 00
356. Railroad Maintenance and ImprovemeniTax Credit (attach Schedule RR-1] ..o, 35 ]
Other tems
36. (a) Type of Section 53(e)(2) expenditures » 36ia)

(b) Armount of Section B8(E){2) eXPENAITUFES ... e aina {b) 00
A=Y =5 =T Tl G g =T T L T o] - OSSR 37 1}
O LT o b =TT LT o - T S O PSPPI 38 00
e Rt D E T oo L= IO Lo LT =D w1 OSSPSR 39 1}
40. Total property distributions (including cash) other than dividends reported on

JTME G2 DBIOMV 1ottt e e e e e 40 00
41, Other items and amounts reguired to be reported separately to shareholders

[ L Lo =T L= L] OO PSPPI PR 41
42, Total dividend distributions paid from accumulated earnings and profits 42 00

SECTION ll—Pass-through ltems
. _________________________________________________________________________________________________________________________________ _____________________|

1. S corporation’s Kentucky sales from Schedule A, Section L line 1. 1 00
2. S corporation’s total sales from Schedule A, Section [, line 2 ......ooiiiiiiiiiniinnn, 2 00
3. S corporation’s Kentucky property from Schedule A, Section |, line 5 ... 3 00
4. S corporation’s total property from Schedule A, Section |, line &...... 4q 00
B. 5 corporation's Kentucky payroll from Schedule A, Section |, line 8 ..........coiiiiiiennnn, 5 00
6. S corporation’s total payroll from Schedule A, Section [, line 9., 6 00
7. S corporation’s Kentucky gross profits from Schedule LLET, Section A,

Lo N T o] T T = PSSP P NPT TPS 7 00
8. S corporation’s total gross profits from all sources from Schedule LLET, Section

B COIUMII B, I B i it et et e e e ee s e ste s aeet e ees aam et eanies 8 00
9. Limited liability entity tax [LLET) nonrefundable credit from page 1, Part Il, the

tOtal OF INES 4 aNd B, 1855 BT 0 ittt mr e e st e ta e et baae e bt mne s 9 [111]
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e ton AT
A1ATFZOLLET {10-10} —_ _‘Ir_ -
Mo. vr.
Commomvealth of Kentucky
DIEFARTRASHT, CEREFEHLE LIMITED LIABILITY ENTITY TAX O )
> Soginstructions. KRS 141.0401 Member of a Combined Group
» Attach to Form 720, Form 7205, Form 725 or Form 765, — Reason Code
Name of Corporation/Limited 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 (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
T GIOES P OBIPES iiiiiatie it iiietee et ee bt e e s ettt e s bd e s b e bbb d e bt b s e et n 1 0o oo
2. Returns and allowances ... 2 0o 0o
3. Gross receipts after returns and allowances
(line 1 less line 2 or amount frem Schedule LLETC) i 3 0o Do
4, Costof goods sold. ... e 4 oo oo
5. Gross profits (line 3 less line 4 or amount from Schedule LLET-C)............ | & 0o 00
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 $176 on Section D, line 1. 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) - [32,350 % ($6,000,000 — 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 $6,000,000
or greater, enter the following: Column A, line 3 x 0.00095 ........cocccvveeere. | 3 0o
4. Enter the amount from line 2 or line 3. e 4 0o
Section C—Computation of Gross Profits LLET
1. If gross profits from all sources (Column B, line §) are $3,000,000
or less, STOP and enter $175 on Section D, line 1 1
2. If gross profits from all sources (Column B, line §) are greater than
$3,000,000 but less than $6,000,000, enter the following:
(Column A, line 5 x 0.0075) — | $22,500 x ($6,000,000 - Column A, line &)
$3,000,000
but in no case shall the result be less than zero......iiin. 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 0.0075 ..cocicivicieiene. | 3 0o
4. Enter the amount from line 2 orline 3. 4 00
Section D—Computation of LLET
1. Enter the lesser of Section B, line 4 or Section C, line 4, or a minimum
of $175 on this line and on Form 720, Part |, line 1; for Form 7208,
Form 725, or Form 765, enter on Part 11, line 1...ocieiviiiineiiisciiieieeien |1 00

Mark the applicable Receipts Method box on Form 720, Form 7205, Form 725, or Form 765, page 1, tem B.
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SCHEDULE LLET-C

AAT20LLET-C (10-10)

Commonwea lth of Kentucky
DEFARTMENT OF REVENUE

LIMITED LIABILITY ENTITY TAX —Continuation Sheet

» See instructions.

» Attach to Form 720, Form 7205, Form 725 or Form 765.

KRS 141.0401

(For acorporation 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, 2008)

Taxable Year Ending

!

Mo, WL

MName of Corporation or Limited Liability Pass-through Entity Federal Identification Mumber Kentucky Corporation/LLET Account Number
Hame Hame Hame
FEIN 3] FEIN
Corpomtion ar Limited | yo oo un (KET Aet, No, KY CarpLLET Acct. No. KY Corp/LLET At Ho.
. Limhility Pazz-thsugh Es tity
Section A — Total from Kentucky Sources Filing Return Total
== 1. Kantucky gross raceipts. ... 00
— 2. Kentucky returns and allowances ... oo
— 3. Kentucky gross receipts after returns and
= allowances {ling 1 less line 2). Enter the total on
—— Schedule LLET, Section A, Column A, Line 3 ... 0o oo 0o 00 0o
— 4. Kentucky cost of goods sold ... a0
1 5. Kentucky gross profits (line 3 less line 4).
— Enter the total on Schedule LLET, Section A,
— Colimn A, LIBa S ..o i i 0o o0 oo 00 00
Section B— Total from All Sources
1. Gross receiPts. s e s ssnie 00
2. Returns and allowances 0o
3. Gross receipts after returns and allowances (line
1 less line 2. Enter the total on Schedule LLET,
Section A, Column B, Line 3. 00 00 0o oo 0o
& Dostobgootnamboh s i s ao
5. Gross profits (line 3 less line 4]. Enter the
total on Schedule LLET, Section A, Column B,
Line 5.. 00 oo 00 00 (i1}
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SCHEDULE LLET-C

MATROLLET-C (10-10)

Commomyesa it of Kentucky
DEPAATRSENT OF REVENUE

LIMITED LIABILITY ENTITY TAX—Continuation Sheet

» Seeinstructions.

» Attach to Form 720, Form 7205, Form 725 or Form 765.

KRS 141.0401

(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)

Page 2

MName of Corporation or Limited Liability Pass-through Entity

Federal ldentification Number

Kentucky Corporation/LLET Account Number

Section A —Total from Kentucky Sources

Hame

FEM
KY CorpiLLET Acct No.

Hame

Rl
KY Corp/LLET fcct.

Hams

FEIN

EY. Corp LLET Acct. Ho.

Name

FEIN

K Carp/LLET Acct. Ha.

En
KY CorpJLLET Anct. No

1. Kentucky gross reteiDS. oo rinisimiviies e sassins

2. Kentucky returns and allowances ...

3. Kentucky gross receipts after returns and

allowances {line 1 |ass line 2). Enter the total on

Schedule LLET, Section A, Column A, Line 3 ... [ 3] 00 oo 0o oo
4. Kentucky cost of goods sold v o R S
5. Kentucky gross profits {line 3 less line d).

Enter the total en Schedule LLET, Section A,

Column A, LiIne 5. oot st i [ 14} a0 oo oo on
Section B—Total from All Sources
T OroEs TAI PR s e i s i
2. Aeturns and aHoWaNCas ...l
3. Gross receipts after returns and allowances {line

1 less line 2}, Entar the total on Scheduls LLET,

Section A, Column B, Line 3., ..o, oo oo oo 0o i1}
4. Costoof goods sold i cannameaiinaninias
5. Gross profite (line 2 less lina 4). Enter the

total on Schedule LLET, Section A, Column B,

TR b o b7 AR s oo ao a0 0o i1}
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SCHEDULEF
{(Form 1040)

Depariment of fie Traomury
Int=mal Reverues Serice  (90)

» Attach to Form 1040, Form 1040NR, Form 1041, Form 1065, or Form 1065-B.

Profit or Loss From Farming

> See Instructions for Schedule F (Form 1040).

OMEB No. 1545-0074

2010

Attachment
Sequence No. 14

Hame of propristor

A Principal product. Describe in ona or two words your principal crop or activity for the current tax year,

Soclal securlty number {5N)

B EI‘IEFE IIOI'I'I FBR IU

>l | 11| ]

€ Accounting method:

) [[JCash

D Employer ID number [EIM), if any

2) |:|Accrual

E Did you “materially participate” in the opemtion of this business during 20107 If “No,” see instructions for imit on passive losses.

[QYes [MNo

Farm Income —Cash Method. Complete Parts | and Il (Accrual method. Complete Parts ll and I, and Part |, line 11) Do

not include sales of livestock held for draft, breeding, sport, or dairy purposes. Report these sales on Form 4797,

1  Sales of livestock and other items you bought forresale . . . . . . 1
2  Cost orother basis of livestock and other items reported on lined . . 2
3  Subtmact line 2 from line 1 T 3
4  Bales of livestock. produce, grains, and other products you raised S 4
5a Coopemtive distributions (Form(s) 1009-PATR) 5a 5b Taxable amount 5b
6a Agricultural program payments (see instructions) Ga 6b Taxable amount 6b
7 Commedity Credit Corporation f2CC) lcans (see instructions):
a CCC loans reported under election . P e e e Ta
b CCC loans forfaited || | | 7¢ Taxabeamount |7e
8 Cropinsurance procesds and federal crop disaster payments (ses instructions):
a Amount racaived in 2010 Y | | 8b Taxableamount | 8b
¢ If alection to defer to 2011 is attached, check hara |:| 8d Amount deferred from 20029 8d
9  Custom hirz (machine work) income S T 9
10 Otherincome, including federal and state gasoline or fusl tax cradit or refund (see instructions) . 10
11 Gross income. Add amounts in the right column for lines 3 through 10. If you use the accrual method to
figure your income, enter the amount from Part Il line51 . . . . . . . . . . . . . . » 1
Farm Expenses—Cash and Accrual Method.
Do not include personal or living expenses such as taxes, insurance, or repairs on your home.
12 Car and tmck expensss (see 25  Pension and profit-sharing plans 25
instructions). Also attach Form 4562 | 12 26 Rant or leasa (ses instructions):
13 Chemicals . . . . . . 13 a \ehicles, machinery, and
14 Consawation expenses Bes instructions) 14 equipment . . . . . 26a
15  Custom hire (machine work) . 15 b Cther {land, animals, etc.) 26b
16  Depreciation and section 179 27 Repairs and maintenance 7
expense deduction not claimed 28  Seeds and plants . 28
clowhar S22 instructions) . 16 29  Storage and warshousing 29
17 Employee benefit programs other 30 Supplies 30
thanon line 25 . . . . . 17 31 Taxes 31
18 Feed . . . . . . . 18 32 Utilities . P -
19 Fertilizers and lime . . . 19 33  Veterinary, breeding, and medicine 33
20  Freight and trucking 20 34  Otherexpenses [specify):
21  Gasoline, fuel andoil . . . 21 a
22  Insurance fother than health) 22 b e
23 Intermst: c R k..
a Mortgage (paid to banks, etc.) 23a d 34d
b Cther 23b I . ..
24  Labor hred (ess employment creats) | 24 f 341
35 Total expenses. Add lines 12 through 34f. If line 34f is negative, seainstructions . . . . . . . M | 35
36 Net farm profit or (loss). Subtract line 35 from line 11. Partnerships, sa2 instructions.
+ [f a profit, enter the profit on both Form 1040, line 18, and Schedule SE, line
1a; on Form 1040MR, line 19; oron Form 1041, line 6. 36
+ [f a loss, you must go fo line 37.
37 If you have a bss, you must check the box that describes your investment in this activity and whether you
received any applicabl subsidy (see instructions). 37a [] Allivestment is at risk and
+ If you checkad 37a, entar the loss on both Form 1040, line 18, and Schedule SE, line 1a; on Form you did not recefiz a subsiy.
1040MR, line 19; oron Form 1041, line 6. 37b [] Someimesiment & not at risk
» If you checked 37b, your loss may be limited. See instructions. O you Feceived a subsidy.
For Paperwork Reduction Act Notice, see your tax return instructions. Cat. No. 11346H Schedule F (Form 1040) 2010
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Schedule F (Form 1040) 2010
EE Farm Income —Accrual Method (see instructions).
Do not include sales of Ivestock held for draft, breeding, sport, or dairy purposes. Report these salkes on Form 4797 and

Page 2

do not include this livestock on line 48 below.

& &

47

50

51

Sales of livestock, produce, grains, and other products . 38
Cooperative distributions (Formis) 1099-PATR) . . | 3% | | | 39b Taxable amount 39b
Agricultural program payments . . . . . . |4Da | | | 40b Taxable amount 40b
Commedity Credit Corporation {2CC) loans:

CCC loans reported under election . 41a
CCC loans forfaited . . . . . . . . . |41B] | | #1e Taxabk amount | 41e
Crop insurance procesds 42
Custom hire (machine work) income 43
Crther income, including federal and state gascling or fuel tax cradit or refund 44
Add amounts in the right column for lines 38 through 44 R 45
Inventory of lvestock, produce, grains, and other products at beglnnlng of

theysar. . . 46

Cost of livestock, produce grains, and other prc:ducts purchased dunng the

== 1 I ¥

Addlines 46and 4?7 . . . . . . . . . . . . . o . . .| 48

Inventory of livestock, preduce, grains, and other products atend of year . | 49

Cost of livestock, produce, grains, and cther products scld. Subtract line 439 from line 48 50
Gross income. Subtract line 50 from line 45. Enter the result hereand on Part |, line 11 . . » 51

“If you use the unit-livestock-price mathod or the farm-price mathed of valuing inventory and the amount on I|ne 49 is larger t
43, subtract line 48 from line 49. Enter the result on line 50. Add lines 45 and 50. Enfer tha total on line 51 and on Part |, line 11.

han the amount on line

=1 4I'8 Principal Agricultural Activity Codes

File Schedule C (Form 1040) or Schedule C-EZ (Fom 111300 Fruit and tree nut farming
1040) 5”315_'50' of S-;hedule F‘f_ fa_a,l 3"3‘1”_J':"';J"“:‘-F’aJ 111400  Greenhouse, nursery, and floriculture production
cauTion [k of income Jslfmm pmv_rdrng agm:_:uf&.rmﬂ 111900 Other crop farming
services such as soil preparation, veterinary, farm
labor, horticultural, or management for a fee or on a contract Animal Production
basis, or {b) you are engaged in the business of breeding, 112111 Beef cattle ranching and farming
raising, and caring for dogs, cats, orother pet animals. 112112 Cattle feedlots
112120 Dairy cattle and milk production
These codes for the Principal Agricultural Activity classify 112210 Heg and pig farming
farms by their pimary activity to facilitate the administration of 112300  Poultry and egg production
the Internal Re\rlenue Code. These _s.ix-d.ig'rt codes are based on 112400 Sheep and goat farming
the North American Industry Classification System (NAICS). 112510 Aquaculture
Select the code that best identifies your primary farming 112000 Other animal praduction

activity and enter the six digit number on page 1, line B

Crop Production
111100 Qilzeed and grain farming

Forestry and Logging

timber tracts)

111210 Vegetable and melon farming

113000 Forestry and logging (including forest nurseries and

Schedule F (Form 1040) 2010

112



APPENDIX

- 4197

(Also Involuntary Conversions and Recapture Amounts

Sales of Business Property

Under Sections 179 and 280F(b){2))

OMB No.15645-0184

2010

i im0 » Attach to your tax return. » Ses separate instructions. Soqane tio. 27
MName(s) shown on rstumn Identifying number
1 Enter the gross procaeds from sales or exchanges reported to you for 2010 on Formis) 1099-B or 1039-5 (or
substitute statement) that you are including on line 2, 10, or 20 isee instructions) .o 1
Sales or Exchanges of Property Used in a Trade or Business and Inuoluntary Conversions From Other
Than Casualty or Theft—Most Property Held More Than 1 Year (see instructions)
2 [} Description v} Date acquired [e) Date sok {d) Gross [a'a?;:::?m lﬂ E::é‘;ﬂ?a ﬁf;'?gm‘:!a
of property {mo., day, yr.j {mao., day, yr.} saks prke allg:r;f;li;ce I‘ngpo;:gﬂl:;gd sum of (d and (g}
3 Gain, if any, from Form 4584, line 42 . 3
4 Section 1231 gain from installment sales from Form 6252, line 26 or 37. 4
& Section 1231 gain or (loss) from like-kind exchanges from Form 8824 5
& Gain, if any, from line 32, from other than casualty or theft. &
7 Combine lines 2 through &. Enter the gain or {loss) hers and on theappmprmlﬂ line as follows: 7
Partnerships (except el g large part hips) and S porations. Report the gain or (loss) folbwmg tha
instructions for Form 1085, Schedule K, ling 10, or Form 11208, Schedule K, line 9. Skip lines 8, 9, 11, and 12 balow.
Individuals, partners, S corporation shareholders, and all others. If line 7 is zero ora loss, entar the amount from
ling 7 on ling 11 below and skip lines B and 9. If line 7 is a gain and you did not have any prior year saction 1231
lossas, or they were recaptured in an earlier year, anter the gain from line 7 a8 a long-term capital gain on the
Schedule D filed with your retum and skip lines 8, 9, 11, and 12 below.
Monrecaptured net section 1231 losses from prior years (see instructions) . L. 8
9 Subtract lina 8 from line 7. If zero or less. enter -0-. If line 9 is zero, enter the gain from ling 7 on line 12 below. If lina
9 is more than zem, enter the amount from line 8 on line 12 below and enter the gain from line 9 as a long-term
capital gain on the Schadule D filed with your refurn (ses instructions) 9
Ordinary Gains and Losses (see instructions)
10 Crdinary gains and losses not included on lines 11 through 16 (include property held 1 yearor less):
11 Loss, ifany, femline 7. 11 )
12 Gain, if any, from line 7 or amount from line B, |lapp||cabl9 12
13 Gain, if any, from line 31 13
14  Net gain or (loss) from Form 4584, lines 34 and Ha 14
15 Ordinary gain from installment sales from Form 6252, ling 25 or 86 15
16  Ordinary gain or (oss) from like-kind exchanges from Form 8824, 16
17 Combine lines 10 through 16 F o E s T T T SRR 17
18 For all except individual returns, enter the amount from line 17 on the appropriate line of your retum and skip lines a
and b below. For individual retumns, complete lines a and b below:
a |f the loss on line 11 includes a loss from Form 4684, line 38, column (B){ii, enter that part of the loss here. Enter the part
of the loss from income-producing property on Schedule A (Form 1040), line 28, and the part of the loss from property
used as an employes on Schedule & (Form 1040, line 23. Identify as from “Form 4797, line 18a." Sea instructions 18a
b Redetermine the gain or (loss) on line 17 excluding the loss. ifany, on line 18a. Enter hare and on Form 1040, lina 14 | 18b
For Paperwork Reduction Act Notice, see separate instructions. cat. Mo. 130861 Form 4797 (2010
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Form 4797 (2010)
=LAl Gain From Disposition of Property Under Sections 1245, 1250, 1252, 1254, and 1255

Page 2

(see instructions)

19 {a) Description of section 1245, 1250, 1252, 1254, or 1255 proparty:

[b) Date acqurred

&) Date soKl (ma..

{mo., day, yr.) day. yr.)
A
B
c
D
Property A Property B Property C Property D
These columns relate to the properties on lines 18A through 190, &
20 Gross sales price (Note: See fine 1 before complefing.) 20
21 Cost orother basis plus expense of sale . 21
22 Depreciation (or depletion) allowed or allowable. 2
23  Adjusted basis. Subtract line 22 from line 21, 23
24 Total gain. Subtract line 23 from linge 20 . 24
25 I section 1245 property:
a Depreciation allowed or allowable from line 22 . 25a
b Enter the ller of line 24 or25a - 25b
26  If section 1250 property: If straight line depreciation was used,
enter -0- on Ine 260, excapt for a corporation subjact to section 291,
a Additional depreciation aftar 1975 (saa instructions) 26a
b Applicable percentage multiphed by the smaller of line
24 or line 28a (see instructions) 26b
¢ Subtract line 28a from line 24. If residential rental pmperty
or line 24 is not mora than line 26a, skip lines 26d and 262 | 26¢
d Additicnal depreciation after 1965 and before 1976, 26d
e Enterthe smaller of line 26c or26d . 26e
f Section 289 amount (corporations only) . 26f
g Add lines 26b, 262, and 26f. 26g
27  If section 1252 property: Skip this section i you did not
dispose of farmland or if this form is being completed fora
partnarship fother than an electing lange partnership).
a Soil, water, and land clearing expenses . 27a
b Line27a multiplied by applicable percentage Eea |nstructpns] 2Tb
¢ Enterthe smaller of line 24 or27b 2Tc
28 I section 1254 property:
a Intangible drilling and development costs. axpenditures
for development of mines and cther natural deposits.
mining exploration costs, and deplktion (ses
instructions) Lo 28a
b Enter the ller of line 24 or 28a 28b
29 I section 1255 property:
a Applicable percentage of payments excluded from
income undsar section 126 [sas instructions) . 2%9a
b Enterthe smaller of line 24 ar2%a (zas |nslruct|:>ns) 29b
Summary of Part lll Gains. Complete property columns A through D through line 29b before going to line 30.
30 Total gains for all properties. Add property columns A through D, line 24 30
31  Add property columns A through D. lines 25b, 28g, 27c, 28b, and 28b. Enter here and on I|ne 13 31
32 Subtract line 31 from line 30. Enter the portion from casualty or theft on Form 4534, line 36, Enter the porh::n from
other than casualty or theft on Form 4737, line 6 32
Recapture Amounts Under Sections 179 and 230F(h)[2) When Business Use Drups to 50% or Less
(see instructions)
@) Section (b) Section
179 280F(b)(2)

33 Section 179 expense deduction or depraciation allowable in prior years.

34

35 Becapture amount. Subtract line 34 from line 33. Sea lhe |nstruc:t|ons forwhere tn rapcm

Recomputed depreciation isee instructions) .

AR

Form 4797 (2010
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Form

8325 Rental Real Estate Income and Expenses of a

{Rev. Dacember 2006) Partnership or an S Corporation

Department of the Treasury

» See instructions on back.

Ii=rmal Revenue Serdce # Attach to Form 1065, Form 1065-B, or Form 11208.

OME No. 1545-1186

MNamie

Employer Identification numbar

1  Show the kind and location of each property. See page 2 to list additional properties.
O
B .................................................................................................................................................
o
D .................................................................................................................................................
Properiies
Rental Real Estate Income A B c D
2 Grossrents . . . . . . |2
Rental Real Estate Expenses
3  Advertising 3
4  Auto and travel 4
6 Cleaning and maintenance 5
6 Commissions . . . . . . | B
7 Insurance T T 7
8 Legal and other professional fees 8
9  Interest R
10 Repairs . . . . . . . . . 10
1M1 Taxes . . . . . . . . M
12 Utiities . . . . . . . . |12
13 Wages and salaries . . . . . 13
14 Depreciation (see instructions) 14
16  Other flisty ™ ___ ...
16 Total expenses for each property.
Add lines 3 through 15 . . [ 16
17 Total gross rents. Add gross rents from line 2, columns A through H 17
18 Total expenses. Add total expenses from line 16, columns A through H 18 | !
19 Net gain (loss) from Form 4797, Part Il line 17, from the disposition of property from rental real
estate activitiss 19
20a Net income (loss) from rental real estate activities from partnerships, estates, and trusts in which
this partnership or S corporation is a partner or beneficiary {from Schedule K-1) 20a
b Identify below the partnerships, estates. or trusts from which net income (loss) is shown an line
20a. Attach a schedule if more space is nesded:
(1) Mame (2) Employer identification number
21 Net rental real estate income (loss). Combine lines 17 through 20a. Enter the result here and on: 21
# Form 1065 or 11208: Schedule K, line 2, or
* Form 1065-B: Part |, line 4
For Paperwork Reduction Act Notice, see back of form. Cat. Mo, 101362 Form BB25 (12-2008
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Form 8B25 (12-2008)

1 Show the kind and location of each property.

E _________________________________________________________________________________________________________________________________________________
S O L S T L S SO S ST S
G .................................................................................................................................................
S
Properties
Rental Real Estate Income E F G H
2 Grossrents. . . L2

Rental Real Estate Expenses
Advertising .

Auto and travel

3 3
4 A
5 Cleaning and maintenance. . | &
6 Commissions 6
7 7
8 8

Insurance T,
Legal and other professional fees. .

9 Interest . . _ . . . . . |9
10 Repairs S I [
M Taxes . . . . . . . . M
12 Utilities : 12
13  Wagss and salariss ) 13
14 Depreciation (see instructions) 14
15  Other {list) ™ ...

-------------------------------------- 15
16 Total expenses for each property.
Add lines 3 through 15 | 16
Insh,-uctions passive activity limitations, it muest report the rental proparty (except for land, which iz not

Section references are fo the Intemal Revenue
Code.

What's New

The IRS will reviss this Decembsr 2006 version of
Form BB25 only when necessary. Continue to uss
thizs varsion of the form for tax years baginning
after 2008 until a new evision is Esued.

Purpose of form. Partnerships and

5 corpomtions uss Form 8825 to mport incoms
and deductible expenses from rental r=al estate
activities, including net income (loss) from =ntal
real estate activities that flow through from
partnerships, estates, or trusts.

Before completing this form, be sure to ead:
® Passive Activity Limitations in the instructions for
Form 1065 or Form 11205, orPassive Loss Limitation
Activities in the instructions for Form 1085-B,
ezpecially for the definition of *rental activity.”

#® Extratermitorial Income Exciusion in the
instructions for Form 1085, 1065-B, or 11208,
Specific Instructions. Form 8825 provides spacs
for up to eight properties. If thers are more than
aight properties, attach additional Forms B825.

The numbsr of columns to be used for
reporting income and expenses on this form may
differ fram the numbear of ental real estate
activities the partnership or 5 corpomtion hes for
purposes of the passive activity limitations. For
example, a partnership owns two apartment
buildings, each located in a different city. For
purposss of the passive activity limitations, the
partnership grouped both buildings into a single
activity. Although the partnership has only one
rental rmal estate activity for purposes of the

income and deductions for each building in
sapamte columns.

However, if the partnership or § corpomtion
has more than one rental =al estate activity for
purposes of the passive activity limitations,
attach a statement to Schedule K that reports
the net income (loss) for each sepamate activity.
Also. attach a statement to each Schedule K-1
that mportz each partner's or sharehalder's
share of the net income (loss) by sepamte
activity (except for limited partners in an akecting
large partnership). See Passive Activity Asporting
Aequirements in the instructions for Form 1085,
Form 106853-B. or Form 11208 for additional
information that must be provided for each
activity.

Complets lines 1 through 16 for each property.
But complete lines 17 through 21 on only one
Form 8825. The figures on lines 17 and 18
shoul be the combined totals for all forms.

Do not report on Form BB25 any:

#® Income or deductions from a trade or
business activity or a ental activity other than
rental real estate. Thess itema ae eported
akawhere.

# Paortfolio income or deductions.

® Saction 179 expenss deduction.

® Other items that must be =epored sepamtsly
to the partners or sharsholders.

® Commercial revitalization deductions.

Line 1. Show the kind of property rented out (for
axample, “apartment building”). Give the strest
address, city or town, and stats.

Line 14. The partnership or 5 corpomtion may
claim a depreciation deduction each yvear for

depraciable). If the partnership or 5 corporation
placed property in service during the current tax
year or claimed depreciation on any vehicle or
other listed proparty, complete and attach Form
4562, Depreciation and Amorization. See Form
4562 and its instructions to figure the
depraciation deduction.

Paperwork Reduction Act Notice. We ask for
the information on this form to carry out the
Intzrnal Aevenue laws of the United States. You
are required to give us the information. We need
it to ensure that you are complying with these
lews and to allow us to figure and collect the
right amount of tax.

‘You are not required to provide the
information requestad on a form that is subject
to the Paperwork Reduction Act unless the form
digplaya a valid OMB control number. Books or
records relating to a form or it= instructions must
be retained as long as their contents may
become materal in the administation of any
Internal Revenue law. Genamlly, tax returns and
return information ae confidential, as required
by section §103.

The time needad to complete and file this form
will vary depending on individual circumstances.
The estimated avermgs time i3 Recomdkeeping, §
hr., 27 min.; Learning about the law or the form,
34 min.; Preparing the form, 1 hr, 37 min.;
Copying, assembling, and sending the form to
the IRS, 168 min.

If wou hawe comments conceming the
accuracy of these time estimates or suggestions
for making this form simpler, we would be happy
to hear from you. See the instructions for the tax
return with which this form is filed.

Form B825 (12-2008
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SCHEDULE D

Capital Gains and Losses

(Form 1065)

Department of the Treasury
ntemal Revenue Service

» Attach to Form 1065. » See separate instructions.
» Use Schedule D-1 to list additional transactions for lines 1 and 7.

OMB Mo 1545-0009

2010

Hame of parinership

mﬂ_smzrt—Term Capital Gains and Losses—Assets Held One Year or Less

Employer identlfication num ber

EECTpTon Of property
{Example: 100 shares
of "Z* Ca)

{b) Date acqured
{month, day. year)

{c) Date soid
{monin, day, year)

[d) Sakes price
(88 natructions)

fe] Cost or other basis
{see natructions)

{1y @ain or (loss)
Subfract (g} rom (d)

Enter short-term capital gain or {loss), if any, from Schedule D-1, line 2
Short-term capital gain from installment sales from Form 6252, line 26 or 37 .
Short-term capital gain (loss) from like-kind exchanges from Form BB24

Partnership's share of net short-term capital gain (loss), including specially allbcated short-
term capital gains (losses), from other partnerships, estates, and trusts

Net short-term capital gain or (loss). Combine lines 1 through 5 in column ). Enter here and
on Form 1065, Schedule K, line 8 or 11

mung -Term Capital Gains and Losses—Assets Held More Than One Year

ESCripiion Ol property
(Example: 100 shares
of "Z* Ca)

(b) Date acqured
{monin, day. year)

{c) Date so
{monin, aay, year)

[} Sakes price
(88 Natructions)

{e) Cost or oiher basis
{see natructions)

{fy@ain or floss)
Subfract (g} rom (d)

10

"

12

13

Enter long-term gain or (loss), if any, from Scheduls D-1, line 8
Long-term capital gain from installment sales from Form 6252, line 26 or 37 .
Long-term capital gain (loss) from like-kind exchanges from Form B824

Partnership's share of net long-term capital gain {loss). including specially allbcated long-term
capital gains (losses), from other partnerships, estates, and trusts

Capital gain distributions .

Net long-term capital gain or (loss). Combine lines 7 through 12 in column (f). Enter here
and on Form 1085, Schedule K, line 9a or 11

10

11

12

13

For Paperwork Reduction Act Notice, see the Instructions for Form 1065.

Cat Mo, 113936

Schedule D (Form 1065) 2010
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T40NP-WH ForTaxable
404201 {10-10) Year Ended
Y S
Check if [] Composite IncomeTax Return
[] Amended Return KENTUCKY NOMRESIDENT INCOME TAX WITHHOLDING ON
[ Estimated Payment DISTRIEUTIVE SHARE INCOMETRANSMITTAL REPORT
|:| Extension Payment AND COMPOSITE INCOMETAX RETURN
[] Change of addrass (To be completed by Pass-through Entities Only)
(1] FEIN
(2] Kentucky Corporation/LLET Account Numbar
(3} Mame of Pass-through Entity
Streat Address
City State ZIP Cade
{4} Mumberof nonresident individuals, estates, trusts and C corporations subject to withholding 4
{8} Mumber of nonresident individuals, estates, and trusts subject to income tax (com posite return only) 5
{6} Kentucky distributive ehars income before apportionment (see instructions) -] (i}
(7} 100% or the appartionmeant factor from Schedule A, Section |, o
line 12 r ]
{8} Kentucky distributive share income subiject to withholding/income tax
{line & multiplied by lina 7} B8 (i}
{8} Tax before credit {line 8 multiplied by .06 (5% )} ] o0
(10} Enter pase-through partners’, members’ or ehareholders’ non-
refundable credits (attach schedule} 10 [al4]
(11} Kentucky income tax dua (line 3 less line 10} 1 [uld]
(12} Amount paid {see instructions ) 12 o0
(13} Balance of tax due. If line 11 is greater than line 12, enter line 11 less line 12. 13 (i}
(14} Tax overpayment. If line 11 is lass than line 12, enter line 12 less line 11. 14 [al4]
(15} Amount credited to 2011 15 oo
(16} Amount to be refundad {line 14 lese line 15) 16 00

TAX PAYMENT SUMMARY

R dt t doll
Malke check(s) or money order(s) {fRofied £ riete et dlsr]

payable to Kentucky State Treasurer.
1. Tax (Line (12))

Mail to: 2. Panalty

Kentucky Department of Revenue

$

$

Frankfort, KY 40619-0006. (e $
$

4. Total Payment

| declare under the penalties of parjury that this return, including all accompanying schedules and statements, has been examinad
by me and, to the best of my knowledge and belief, it is true, correct and complete.

Frint name of partner, member or shareholder Signature of partner, membar or shareholder Daytime telephone number Date

Name of person or firm preparing raturm Date May the DOR discuss this retumn with the preparer?
O vee O MNe

e E-mail Addrass:
SSN, PTIN or FEIN

Telephons Nao.:

118



APPENDIX

KENTUCKY NONRESIDENT INCOMETAX WITHHOLDING

ForTaxable Year Ended

402:56}?.0':'1 o E .Z‘l;n:nde.d ON DISTRIBUTIVE SHARE INCOME LY A e
posite
{1} Pass-through entity's FEIN (6} Kentucky distributive share income
subject to withholding/income tax .. | & oo
(2} Pass-through entity’s Kentucky Corporation/LLET Acct. Mo {7} Tax before credit
iline & multiplied by .06 B% ... | T oo
{2} Pass-through entity’s name, address and ZIF Code (8} Enter partner's, members or
shareholder's credits
Isee inBtructions ) .. [NER oo
(4} Partners, members or shareholders Social Sacurity 19} Kentucky income tax
Mumber or FEIN withheld/paid ..o, | 8 oo

[0 check Box if a Corporation

Copy A—For Kentucky Department of Revenue

(5} Partner's. member's or shareholders name. address and

[0 chack Box if a Corporation

ZIP Code
PTE-WH D Amendead KENTUCKY NONRESIDENT INCOMETAX WITHHOLDING ForTaxable Year Ended
ON DISTRIBUTIVE SHARE INCOME / 7
404200 (10-10) ] composite 5
{1} Pass-through entity's FEIN (6} Kentucky distributive share income
subject to withholding/income tax .. | & o0
{2} Pass-through entity's Kentucky Corporation/LLET Acct. No. {7} Tax before credit
(line & multiplied by .06 B% ... | T oo
{2} Pass-through entity’s name, address and ZIF Code (8} Enter partner's, members or
shareholder's cre dits
Isee InBtructions ] .. [ oo
(4} Parmners, members or shareholders Social Sacurity 19} Kentucky income tax
Mumber or FEIN withheld/paid ..oieiiiiiiiccceen, | 8 oo

Copy B —File With Individual’s or Corporation’s Income Tax Retumn

(5} Partmer's, member's or shareholders name, address and

[0 check Box if a Corporation

ZIP Code
PTE-WH D Amendead KENTUCKY NONRESIDENT INCOMETAX WITHHOLDING ForTaxable Year Ended
ON DISTRIBUTIVE SHARE INCOME J 7
404200 (10-10) D Composite ——— L
{1} Pass-through entity’s FEIN {6} Kentucky distributive share income
subject to withholding/income tax .. | & oo
(2} Pass-through entity's Kentucky Corporation/LLET Acct. Mo. {7} Tax befors cradit
{line & multiplied by .06 B% ... | T oo
{2} Pass-through entity’s name, address and ZIF Code (8} Enter partner's, members or
shareholder's credits
isee instructions) ... | B oo
(4} Partners, members or shareholders Social Sacurity 19} Kentucky income tax
Mumber or FEIN withheld/paid ..o, | 8 oo

Copy C—Keep With Individual's or Corporation’s Records

(5} Partner's. member's or shareholders name. address and

[0 chack Box if a Corporation

ZIP Code
PTE-WH D Amendead KENTUCKY NONRESIDENT INCOMETAX WITHHOLDING ForTaxable Year Ended
ON DISTRIBUTIVE SHARE INCOME J 7
404200 (10-10) D Composite RS u—
{1} Pass-through entity's FEIN (6} Kentucky distributive share income
subject to withholding/income tax .. | & oo
(2} Pass-through entity’s Kentucky Corporation/LLET Acct. No. 7} Tax before credit
i{line & multiplied by .06 B% ... | T oo
{2} Pass-through entity’s name, address and ZIF Code (8} Enter partner's, members or
shareholder's credits
Isee inBtructions ) . [ oo
(4} Partners, members or shareholders Social Sacurity 19} Kentucky income tax
Mumber or FEIN withheld/paid ..ooieiiiiiiccceen, | 8 oo

Copy D—For Pass-through Entity's Records

(5} Partner's, member's or shareholders name, address and

ZIF Code
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2004 Kentucky Revised Statutes:

e 141.010 Definitions for chapter.

e 141.206 Filing of returns by, and liability of, partnerships and S corporations.
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141.010 Definitions for chapter.

As used in this chapter, unless the context requires otherwise:

(1)"Secretary" means the secretary of revenue;

(2)"Cabinet” means the Revenue Cabinet;

(3)"Internal Revenue Code" means the Internal Revenue Code in effect on December 31, 2001,
exclusive of any amendments made subsequent to that date, other than amendments that
extend provisions in effect on December 31, 2001, that would otherwise terminate, and as
modified by KRS 141.0101,

(4)"Dependent" means those persons defined as dependents in the Internal Revenue Code;

(5)"Fiduciary" means "fiduciary" as defined in Section 7701(a)(6) of the Internal Revenue Code;

(6)"Fiscal year" means "fiscal year" as defined in Section 7701(a)(24) of the Internal Revenue
Code;

(7)"Individual" means a natural person;

(8)For taxable years beginning on or after January 1, 1974, “federal income tax” means the
amount of federal income tax actually paid or accrued for the taxable year on taxable
income as defined in Section 63 of the Internal Revenue Code, and taxed under the
provisions of this chapter, minus any federal tax credits actually utilized by the taxpayer;

(9)"Gross income," in the case of taxpayers other than corporations, means "gross income" as
defined in Section 61 of the Internal Revenue Code;

(10) "Adjusted gross income," in the case of taxpayers other than corporations, means
gross income as defined in subsection (9) of this section minus the deductions allowed
individuals by Section 62 of the Internal Revenue Code and as modified by KRS 141.0101
and adjusted as follows, except that deductions shall be limited to amounts allocable to
income subject to taxation under the provisions of this chapter, and except that nothing in
this chapter shall be construed to permit the same item to be deducted more than once:

(a) Exclude income that is exempt from state taxation by the Kentucky Constitution and the
Constitution and statutory laws of the United States and Kentucky;

(b) Exclude income from supplemental annuities provided by the Railroad Retirement Act of
1937 as amended and which are subject to federal income tax by Public Law 89-699;

(c) Include interest income derived from obligations of sister states and political subdivisions
thereof;

(d) Exclude employee pension contributions picked up as provided for in KRS 6.505, 16.545,
21.360, 61.560, 65.155, 67A.320, 67A.510, 78.610, and 161.540 upon a ruling by the
Internal Revenue Service or the federal courts that these contributions shall not be included
as gross income until such time as the contributions are distributed or made available to the
employee;

(e) Exclude Social Security and railroad retirement benefits subject to federal income tax;

(f) Include, for taxable years ending before January 1, 1991, all overpayments of federal
income tax refunded or credited for taxable years;

(g) Deduct, for taxable years ending before January 1, 1991, federal income tax paid for taxable
years ending before January 1, 1990;

(h) Exclude any money received because of a settlement or judgment in a lawsuit brought
against a manufacturer or distributor of "Agent Orange" for damages resulting from
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exposure to Agent Orange by a member or veteran of the Armed Forces of the United
States or any dependent of such person who served in Vietnam;

(i) 1. Exclude the applicable amount of total distributions from pension plans, annuity
contracts, profit-sharing plans, retirement plans, or employee savings plans.
2. The "applicable amount" shall be:

a.

Twenty-five percent (25%), but not more than six thousand two hundred
fifty dollars (S6,250), for taxable years beginning after December 31, 1994,
and before January 1, 1996;

Fifty percent (50%), but not more than twelve thousand five hundred dollars
(512,500), for taxable years beginning after December 31, 1995, and before
January 1, 1997;

Seventy-five percent (75%), but not more than eighteen thousand seven
hundred fifty dollars (518,750), for taxable years beginning after December
31, 1996, and before January 1, 1998; and

One hundred percent (100%), but not more than thirty-five thousand dollars
($35,000), for taxable years beginning after December 31, 1997.

3. As used in this paragraph:

) 1.

a.

"Distributions" includes but is not limited to any lump-sum distribution from
pension or profit-sharing plans qualifying for the income tax averaging
provisions of Section 402 of the Internal Revenue Code; any distribution
from an individual retirement account as defined in Section 408 of the
Internal Revenue Code; and any disability pension distribution;

"Annuity contract” has the same meaning as set forth in Section 1035 of the
Internal Revenue Code; and

"Pension plans, profit-sharing plans, retirement plans, or employee savings
plans" means any trust or other entity created or organized under a written
retirement plan and forming part of a stock bonus, pension, or profit-sharing
plan of a public or private employer for the exclusive benefit of employees
or their beneficiaries and includes plans qualified or unqualified under
Section 401 of the Internal Revenue Code and individual retirement
accounts as defined in Section 408 of the Internal Revenue Code;

Exclude the distributive share of a shareholder's net income from an S corporation
subject to the franchise tax imposed under KRS 136.505 or the capital stock tax
imposed under KRS 136.300; and

Exclude the portion of the distributive share of a shareholder's net income from an S
corporation related to a qualified subchapter S subsidiary subject to the franchise
tax imposed under KRS 136.505 or the capital stock tax imposed under KRS 136.300.

2. The shareholder's basis of stock held in a S corporation where the S corporation or its

gualified subchapter S subsidiary is subject to the franchise tax imposed under KRS
136.505 or the capital stock tax imposed under KRS 136.300 shall be the same as the
basis for federal income tax purposes;

(k) Exclude for taxable years beginning after December 31, 1998, to the extent not already
excluded from gross income, any amounts paid for health insurance, or the value of any
voucher or similar instrument used to provide health insurance, which constitutes medical
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care coverage for the taxpayer, the taxpayer's spouse, and dependents during the taxable
year. Any amounts paid by the taxpayer for health insurance that are excluded pursuant to
this paragraph shall not be allowed as a deduction in computing the taxpayer's net income
under subsection (11) of this section;

(I) Exclude income received for services performed as a precinct worker for election training or
for working at election booths in state, county, and local primary, regular, or special
elections;

(m) Exclude any amount paid during the taxable year for insurance for long-term care as defined
in KRS 304.14-600;

(n) Exclude any capital gains income attributable to property taken by eminent domain;

(o) Exclude any amount received by a producer of tobacco or a tobacco quota owner from the
multistate settlement with the tobacco industry, known as the Master Settlement
Agreement, signed on November 22, 1998;

(p) Exclude any amount received from the secondary settlement fund, referred to as "Phase II,"
established by tobacco companies to compensate tobacco farmers and quota owners for
anticipated financial losses caused by the national tobacco settlement;

(q) Exclude any amount received from funds of the Commodity Credit Corporation for the
Tobacco Loss Assistance Program as a result of a reduction in the quantity of tobacco quota
allotted;

(r) Exclude any amount received as a result of a tobacco quota buydown program that all quota
owners and growers are eligible to participate in;

(11) "Net income," in the case of taxpayers other than corporations, means adjusted
gross income as defined in subsection (10) of this section, minus the standard deduction
allowed by KRS 141.081, or, at the option of the taxpayer, the deduction allowed by KRS
141.0202’ minus any amount paid for vouchers or similar instruments that provide health
insurance coverage to employees or their families, and minus all the deductions allowed
individuals by Chapter 1 of the Internal Revenue Code as modified by KRS 141.010 except
those listed below, except that deductions shall be limited to amounts allocable to income
subject to taxation under the provisions of this chapter and that nothing in this chapter
shall be construed to permit the same item to be deducted more than once:

(a) Any deduction allowed by the Internal Revenue Code for state taxes measured by
gross or net income, except that such taxes paid to foreign countries may be
deducted;

(b) Any deduction allowed by the Internal Revenue Code for amounts allowable under
KRS 140.090(1)(h) in calculating the value of the distributive shares of the estate of a
decedent, unless there is filed with the income return a statement that such
deduction has not been claimed under KRS 140.090(1)(h);

(c) The deduction for personal exemptions allowed under Section 151 of the Internal
Revenue Code and any other deductions in lieu thereof; and

(d) Any deduction for amounts paid to any club, organization, or establishment which
has been determined by the courts or an agency established by the General
Assembly and charged with enforcing the civil rights laws of the Commonwealth, not
to afford full and equal membership and full and equal enjoyment of its goods,
services, facilities, privileges, advantages, or accommodations to any person
because of race, color, religion, national origin, or sex, except nothing shall be
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(12)

(13)

construed to deny a deduction for amounts paid to any religious or denominational
club, group, or establishment or any organization operated solely for charitable or
educational purposes which restricts membership to persons of the same religion or
denomination in order to promote the religious principles for which it is established
and maintained; and

"Gross income," in the case of corporations, means "gross income" as defined in

Section 61 of the Internal Revenue Code and as modified by KRS 141.0101 and adjusted as
follows:

(a)

(1)

Exclude income that is exempt from state taxation by the Kentucky Constitution and
the Constitution and statutory laws of the United States;

Exclude all dividend income received after December 31, 1969;

Include interest income derived from obligations of sister states and political
subdivisions thereof;

Exclude fifty percent (50%) of gross income derived from any disposal of coal
covered by Section 631(c) of the Internal Revenue Code if the corporation does not
claim any deduction for percentage depletion, or for expenditures attributable to
the making and administering of the contract under which such disposition occurs or
to the preservation of the economic interests retained under such contract;

Include in the gross income of lessors income tax payments made by lessees to
lessors, under the provisions of Section 110 of the Internal Revenue Code, and
exclude such payments from the gross income of lessees;

Include the amount calculated under KRS 141.205;

Ignore the provisions of Section 281 of the Internal Revenue Code in computing
gross income;

Exclude income from "safe harbor leases" (Section 168(f)(8) of the Internal Revenue
Code);

Exclude any amount received by a producer of tobacco or a tobacco quota owner
from the multistate settlement with the tobacco industry, known as the Master
Settlement Agreement, signed on November 22, 1998;

Exclude any amount received from the secondary settlement fund, referred to as
"Phase Il," established by tobacco companies to compensate tobacco farmers and
guota owners for anticipated financial losses caused by the national tobacco
settlement;

Exclude any amount received from funds of the Commodity Credit Corporation for
the Tobacco Loss Assistance Program as a result of a reduction in the quantity of
tobacco quota allotted;

Exclude any amount received as a result of a tobacco quota buydown program that
all guota owners and growers are eligible to participate in;

"Net income," in the case of corporations, means "gross income" as defined in

subsection (12) of this section minus the deduction allowed by KRS 141.0202, minus any
amount paid for vouchers or similar instruments that provide health insurance coverage to
employees or their families, and minus all the deductions from gross income allowed
corporations by Chapter 1 of the Internal Revenue Code and as modified by KRS 141.0101,
except the following:
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(a) Any deduction for a state tax which is computed, in whole or in part, by reference to
gross or net income and which is paid or accrued to any state of the United States,
the District of Columbia, the Commonwealth of Puerto Rico, any territory or
possession of the United States, or to any foreign country or political subdivision
thereof;

(b) The deductions contained in Sections 243, 244, 245, and 247 of the Internal
Revenue Code;

(c) The provisions of Section 281 of the Internal Revenue Code shall be ignored in
computing net income;

(d) Any deduction directly or indirectly allocable to income which is either exempt from
taxation or otherwise not taxed under the provisions of this chapter, and nothing in
this chapter shall be construed to permit the same item to be deducted more than
once;

(e) Exclude expenses related to "safe harbor leases" (Section 168(f)(8) of the Internal
Revenue Code);

(f) Any deduction for amounts paid to any club, organization, or establishment which
has been determined by the courts or an agency established by the General
Assembly and charged with enforcing the civil rights laws of the Commonwealth, not
to afford full and equal membership and full and equal enjoyment of its goods,
services, facilities, privileges, advantages, or accommodations to any person
because of race, color, religion, national origin, or sex, except nothing shall be
construed to deny a deduction for amounts paid to any religious or denominational
club, group, or establishment or any organization operated solely for charitable or
educational purposes which restricts membership to persons of the same religion or
denomination in order to promote the religious principles for which it is established
and maintained;

(14)

(a)

(b)

(c)

"Taxable net income," in the case of corporations that are taxable in this state and taxable
in another state, means "net income" as defined in subsection (13) of this section and as
allocated and apportioned under KRS 141.120. A corporation is taxable in another state if, in
any state other than Kentucky, the corporation is required to file a return for or pay a net
income tax, franchise tax measured by net income, franchise tax for the privilege of doing
business, or corporate stock tax;

"Taxable net income," in the case of homeowners' associations as defined in Section 528(c)
of the Internal Revenue Code, means "taxable income" as defined in Section 528(d) of the
Internal Revenue Code. Notwithstanding the provisions of subsection (3) of this section, the
Internal Revenue Code sections referred to in this paragraph shall be those code sections in
effect for the applicable tax year; and

“Property” means either real property or tangible personal property which is either owned
or leased. “Payroll” means compensation paid to one (1) or more individuals, as described
in KRS 141.120(8)(b). Property and payroll are deemed to be entirely within this state if all
other states are prohibited by Public Law 86-272, as it existed on December 31, 1975 from
enforcing income tax jurisdiction;

“Taxable net income” in the case of homeowner’s associations as defined in Section 528(c)
of the Internal Revenue Service Code, means “taxable income” as defined in Section 528(d)
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of the Internal Revenue Service Code. Notwithstanding the provisions of subsection (3) of
this section, the Internal Revenue Code sections referred to in this paragraph shall be those
code sections in effect for the applicable tax year; and
(e) "Taxable net income," in the case of a corporation that meets the requirements established
under Section 856 of the Internal Revenue Code to be a real estate investment trust, means
"real estate investment trust taxable income" as defined in Section 857(b)(2) of the Internal
Revenue Code;
(15) "Person" means "person" as defined in Section 7701(a)(1) of the Internal Revenue
Code;
(16) "Taxable year" means the calendar year or fiscal year ending during such calendar
year, upon the basis of which net income is computed, and in the case of a return made for
a fractional part of a year under the provisions of this chapter or under regulations
prescribed by the commissioner, "taxable year" means the period for which the return is
made;
(27) "Resident" means an individual domiciled within this state or an individual who is
not domiciled in this state, but maintains a place of abode in this state and spends in the
aggregate more than one hundred eighty-three (183) days of the taxable year in this state;

(18) "Nonresident" means any individual not a resident of this state;

(29) "Employer" means "employer" as defined in Section 3401(d) of the Internal Revenue
Code;

(20) "Employee" means "employee" as defined in Section 3401(c) of the Internal
Revenue Code;

(212) "Number of withholding exemptions claimed" means the number of withholding

exemptions claimed in a withholding exemption certificate in effect under KRS 141.325,
except that if no such certificate is in effect, the number of withholding exemptions
claimed shall be considered to be zero;

(22) "Wages" means "wages" as defined in Section 3401(a) of the Internal Revenue Code
and includes other income subject to withholding as provided in Section 3401(f) and
Section 3402(k), (o), (p), (q), and (s) of the Internal Revenue Code;

(23) "Payroll period" means "payroll period" as defined in Section 3401(b) of the Internal
Revenue Code;

(24) “Corporations” means “corporations” as defined in Section 7701(a)(3) of the
Internal Revenue Code;

(25) “S corporation” means “S corporation” as defined in Section 1361(a) of the Internal
Revenue Code. Stockholders of a corporation qualifying as an “S corporation” under this
chapter may elect to treat such qualification as an initial qualification under Subchapter S
of the Internal Revenue Code Sections.

141.206 Filing of returns by, and liability of, partnerships and S corporations.

(1) Every partnership or S corporation owning property or engaging in business in Kentucky, shall,
on or before the fifteenth day of the fourth month following the close of its annual accounting
period, file a copy of its federal partnership return or S corporation return with the form
prescribed and furnished by the cabinet.
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(2)

(4)

(9)

Partnerships and S corporations shall determine taxable income in the same manner as in the
case of an individual under KRS 141.010(9) to (11) and the adjustment required under Sections
703(a) and 1363(b) of the Internal Revenue Code. Computation of taxable income under this
section and the computation of the partners or shareholders distributive share shall be
computed as nearly as practicable identical with those required for federal income tax purposes
except to the extent required by differences between this chapter and the federal income tax
law and regulations.

Individuals or corporations carrying on a business as a partnership or S corporation shall be

liable for income tax only in their individual or corporate capacities, and no income tax shall be

assessed upon the income of any partnership or S corporation except as prescribed in KRS

141.040(5).

a. Resident and nonresident individuals who are partnership or S corporation
shareholders must report and pay tax on the distributive share of net income, gain,
loss, deduction, or credit, as determined in subsection (2) of this section, except as
provided in subsections (4) and (5) of this section. Partnerships and S corporations
may be required to withhold Kentucky income tax on the distributive share under
administrative regulations issued by the cabinet.

b. Corporations which are partners must include their distributive share of net income,
gain, loss, deduction, or credit, as determined under subsection (2) of this section,
except as provided in subsections (4) and (5) of this section.

Resident and nonresident individuals and corporations which are partners in a partnership or

shareholders in an S corporation carrying on business only in Kentucky are taxable on all items

of income gain, loss, deduction, or credit determined under subsection (2) of this section and
reported as their distributive share from the partnership or S corporation.

Nonresident individuals and corporations which are partners in a partnership or shareholders in

an S corporation which does business within and without Kentucky are taxable on their

proportionate share of the distributive income passed through the partnership or S corporation
attributable to business done in Kentucky.

a. Business done in Kentucky is determined by the ratio of gross receipts from sales to
purchasers or customers in Kentucky or services performed in Kentucky to the total gross
receipts from sales or service everywhere.

Resident partners, S corporation shareholders and corporations which are partners in a

multistate partnership or shareholders in a multistate S corporation are taxable on one hundred

percent (100%) of the distributive share of income, gains, losses, deductions, or credits.

Resident individuals who are partners in a partnership or shareholders in an S corporation

which does not carry on business in Kentucky are subject to tax under KRS 141.020 on federal

net income, gain, deduction, loss or credit passed through the partnership or S corporation.

S corporation for purposes of this section means a corporation which has elected for federal tax

purposes to be taxed as an S corporation. An election for federal tax purposes is a binding

election for Kentucky tax purposes.

Nonresident individuals shall not be taxable on investment income distributed by a qualified

investment partnership. For purposes of this subsection a “qualified investment partnership”

means a partnership formed to hold only investments that produce income that would not be
taxable to the nonresident individual if held or owned individually.
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2005 Kentucky Revised Statutes:

e 141.010 Definitions for chapter.
e 141.040. Corporation income tax—Exemption—Rate.

e 141.206. Filing of returns by partnerships — Publicly traded partnership treated as general
partnership.
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141.010. Definitions for chapter.

As used in this chapter, unless the context requires otherwise.

(1) “Commissioner” means the commissioner of the Department of Revenue;

(2) “Department” means the Department of Revenue;

(3) “Internal Revenue Code” means the Internal Revenue Code in effect on December 31,2004,
exclusive of any amendments made subsequent to that date, other than amendments that
extend provisions in effect on December 31, 2004, that would otherwise terminate, and as
modified by KRS 141.0101, except that for property placed in service after September 10, 2001,
only the depreciation and expense deductions allowed under Sections 168 and 179 of the
Internal Revenue Code in effect on December 31, 2001, exclusive of any amendments made
subsequent to that date, shall be allowed, and including the provisions of the Military Family
Tax Relief Act of 2003, Pub. L. No. 108-121, effective on the dates specified in that Act;

(4) “Dependent” means those persons defined as dependents in the Internal Revenue Code;

(5) "Fiduciary" means "fiduciary" as defined in Section 7701(a)(6) of the Internal Revenue Code;

(6) “Fiscal year” means “fiscal year” as defined in Section 7701(a)(24) of the Internal Revenue Code;

(7) “Individual” means a natural person;

(8) “Modified gross income” means adjusted gross income as defined in Section 62 of the Internal
Revenue Code of 1986, including any subsequent amendments in effect on December 31 of the
taxable year, and adjusted as follows:

(a) Include interest income derived from obligations of sister states and political
subdivisions thereof; and

(b) Include lump-sum pension distributions taxed under the special transition rules of Pub.
L. No. 104-188, sec. 1401(c)(2);

(9) “Gross income” in the case of taxpayers other than corporations means “gross income” as
defined in Section 61 of the Internal Revenue Code;

(10)  “Adjusted gross income” in the case of taxpayers other than corporations means gross
income as defined in subsection (9) of this section minus the deductions allowed individuals by
Section 62 of the Internal Revenue Code and as modified by KRS 141.0101 and adjusted as
follows, except that deductions shall be limited to amounts allocable to income subject to
taxation under the provisions of this chapter, and except that nothing in this chapter shall be
construed to permit the same item to be deducted more than once:

(a) Exclude income that is exempt from state taxation by the Kentucky Constitution and the
Constitution and statutory laws of the United States and Kentucky;

(b) Exclude income from supplemental annuities provided by the Railroad Retirement Act of
1937 as amended and which are subject to federal income tax by Public Law 89-699;

(c) Include interest income derived from obligations of sister states and political subdivisions
thereof;

(d) Exclude employee pension contributions picked up as provided for in KRS 6.505, 16.545,
21.360, 61.560, 65.155, 67A.320, 67A.510, 78.610, and 161.540 upon a ruling by the
Internal Revenue Service or the federal courts that these contributions shall not be included
as gross income until such time as the contributions are distributed or made available to the
employee;

(e) Exclude Social Security and railroad retirement benefits subject to federal income tax;
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(f) Include, for taxable years ending before January 1, 1991, all overpayments of federal
income tax refunded or credited for taxable years;

(g) Deduct, for taxable years ending before January 1, 1991, federal income tax paid for taxable
years ending before January 1, 1990;

(h) Exclude any money received because of a settlement or judgment in a lawsuit brought
against a manufacturer or distributor of "Agent Orange" for damages resulting from
exposure to Agent Orange by a member or veteran of the Armed Forces of the United
States or any dependent of such person who served in Vietnam;

(i)

1.

3.

For taxable years ending prior to December 31, 2005, exclude the applicable amount of
total distributions from pension plans, annuity contracts, profit-sharing plans,
retirement plans, or employee savings plans.

The "applicable amount" shall be:

a. Twenty-five percent (25%), but not more than six thousand two hundred fifty dollars
(56,250), for taxable years beginning after December 31, 1994, and before January
1, 1996;

b. Fifty percent (50%), but not more than twelve thousand five hundred dollars
(512,500), for taxable years beginning after December 31, 1995, and before January
1, 1997;

c. Seventy-five percent (75%), but not more than eighteen thousand seven hundred
fifty dollars (518,750), for taxable years beginning after December 31, 1996, and
before January 1, 1998; and

d. One hundred percent (100%), but not more than thirty-five thousand dollars
(535,000), for taxable years beginning after December 31, 1997.

For taxable years beginning after December 31, 2005, exclude up to forty-one thousand

one hundred ten dollars ($41,110) of total distributions from pension plans, annuity

contracts, profit-sharing plans, retirement plans, or employee savings plans.

As used in this paragraph:

a. "Distributions" includes but is not limited to any lump-sum distribution from pension
or profit-sharing plans qualifying for the income tax averaging provisions of Section
402 of the Internal Revenue Code; any distribution from an individual retirement
account as defined in Section 408 of the Internal Revenue Code; and any disability
pension distribution;

b. "Annuity contract" has the same meaning as set forth in Section 1035 of the Internal
Revenue Code; and

c. "Pension plans, profit-sharing plans, retirement plans, or employee savings plans"
means any trust or other entity created or organized under a written retirement
plan and forming part of a stock bonus, pension, or profit-sharing plan of a public
or private employer for the exclusive benefit of employees or their beneficiaries
and includes plans qualified or unqualified under Section 401 of the Internal
Revenue Code and individual retirement accounts as defined in Section 408 of the
Internal Revenue Code;
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() 1.

a. Exclude the portion of the distributive share of a shareholder's net income from an S
corporation subject to the franchise tax imposed under KRS 136.505 or the capital stock
tax imposed under KRS 136.300; and

b. Exclude the portion of the distributive share of a shareholder's net income from an S
corporation related to a qualified subchapter S subsidiary subject to the franchise tax
imposed under KRS 136.505 or the capital stock tax imposed under KRS 136.300.

2. The shareholder's basis of stock held in a S corporation where the S corporation or its
gualified subchapter S subsidiary is subject to the franchise tax imposed under KRS 136.505
or the capital stock tax imposed under KRS 136.300 shall be the same as the basis for
federal income tax purposes;

(k) Exclude for taxable years beginning after December 31, 1998, to the extent not already
excluded from gross income, any amounts paid for health insurance, or the value of any
voucher or similar instrument used to provide health insurance, which constitutes medical
care coverage for the taxpayer, the taxpayer's spouse, and dependents during the taxable
year. Any amounts paid by the taxpayer for health insurance that are excluded pursuant to
this paragraph shall not be allowed as a deduction in computing the taxpayer's net income
under subsection (11) of this section;

(I) Exclude income received for services performed as a precinct worker for election training or
for working at election booths in state, county, and local primary, regular, or special
elections;

(m) Exclude any amount paid during the taxable year for insurance for long-term care as defined
in KRS 304.14-600;

(n) Exclude any capital gains income attributable to property taken by eminent domain;

(o) Exclude any amount received by a producer of tobacco or a tobacco quota owner from the
multistate settlement with the tobacco industry, known as the Master Settlement
Agreement, signed on November 22, 1998;

(p) Exclude any amount received from the secondary settlement fund, referred to as "Phase II,"
established by tobacco companies to compensate tobacco farmers and quota owners for
anticipated financial losses caused by the national tobacco settlement;

(q) Exclude any amount received from funds of the Commodity Credit Corporation for the
Tobacco Loss Assistance Program as a result of a reduction in the quantity of tobacco quota
allotted;

(r) Exclude any amount received as a result of a tobacco quota buydown program that all quota
owners and growers are eligible to participate in;

(s) Exclude state Phase Il payments received by a producer of tobacco or a tobacco quota
owner;

(11)  “Net income," in the case of taxpayers other than corporations, means adjusted gross
income as defined in subsection (10) of this section, minus the standard deduction allowed by
KRS 141.081, or, at the option of the taxpayer, the deduction allowed by KRS 141.0202; minus
any amount paid for vouchers or similar instruments that provide health insurance coverage to
employees or their families, and minus all the deductions allowed individuals by Chapter 1 of
the Internal Revenue Code as modified by KRS 141.0101 except those listed below, except that
deductions shall be limited to amounts allocable to income subject to taxation under the
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(12)

provisions of this chapter and that nothing in this chapter shall be construed to permit the same
item to be deducted more than once:

(a)

(b)

()
(d)

Any deduction allowed by the Internal Revenue Code for state or foreign taxes measured by
gross or net income, including state and local general sales taxes allowed in lieu of state and
local income taxes under the provisions of Section 164(b)(5) of the Internal Revenue Code;
Any deduction allowed by the Internal Revenue Code for amounts allowable under KRS
140.090(1)(h) in calculating the value of the distributive shares of the estate of a decedent,
unless there is filed with the income return a statement that such deduction has not been
claimed under KRS 140.090(1)(h);

The deduction for personal exemptions allowed under Section 151 of the Internal Revenue
Code and any other deductions in lieu thereof;

Any deduction for amounts paid to any club, organization, or establishment which has been
determined by the courts or an agency established by the General Assembly and charged
with enforcing the civil rights laws of the Commonwealth, not to afford full and equal
membership and full and equal enjoyment of its goods, services, facilities, privileges,
advantages, or accommodations to any person because of race, color, religion, national
origin, or sex, except nothing shall be construed to deny a deduction for amounts paid to
any religious or denominational club, group, or establishment or any organization operated
solely for charitable or educational purposes which restricts membership to persons of the
same religion or denomination in order to promote the religious principles for which it is
established and maintained; and

"Gross income," in the case of corporations, means "gross income" as defined in Section 61

of the Internal Revenue Code and as modified by KRS 141.0101 and adjusted as follows:

(a)

(b)
()

(d)

Exclude income that is exempt from state taxation by the Kentucky Constitution and the
Constitution and statutory laws of the United States;

Exclude all dividend income received after December 31, 1969;

Include interest income derived from obligations of sister states and political subdivisions
thereof;

Exclude fifty percent (50%) of gross income derived from any disposal of coal covered by
Section 631(c) of the Internal Revenue Code if the corporation does not claim any deduction
for percentage depletion, or for expenditures attributable to the making and administering
of the contract under which such disposition occurs or to the preservation of the economic
interests retained under such contract;

Include in the gross income of lessors income tax payments made by lessees to lessors,
under the provisions of Section 110 of the Internal Revenue Code, and exclude such
payments from the gross income of lessees;

Include the amount calculated under KRS 141.205;

Ignore the provisions of Section 281 of the Internal Revenue Code in computing gross
income;

Exclude income from "safe harbor leases" (Section 168(f)(8) of the Internal Revenue Code);
Exclude any amount received by a producer of tobacco or a tobacco quota owner from the
multistate settlement with the tobacco industry, known as the Master Settlement
Agreement, signed on November 22, 1998;
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(j) Exclude any amount received from the secondary settlement fund, referred to as "Phase Il,"
established by tobacco companies to compensate tobacco farmers and quota owners for
anticipated financial losses caused by the national tobacco settlement;

(k) Exclude any amount received from funds of the Commodity Credit Corporation for the
Tobacco Loss Assistance Program as a result of a reduction in the quantity of tobacco quota
allotted;

(I) Exclude any amount received as a result of a tobacco quota buydown program that all quota
owners and growers are eligible to participate in;

(m) Exclude the distributive share income or loss received from a corporation subject to the tax
imposed by KRS 141.040; and

(n) Exclude state Phase Il payments received by a producer of tobacco or a tobacco quota
owner;

(13)  "Net income," in the case of corporations, means "gross income" as defined in subsection
(12) of this section minus the deduction allowed by KRS 141.0202, minus any amount paid for
vouchers or similar instruments that provide health insurance coverage to employees or their
families, and minus all the deductions from gross income allowed corporations by Chapter 1 of
the Internal Revenue Code and as modified by KRS 141.0101, except the following:

(a) Any deduction for a state tax which is computed, in whole or in part, by reference to gross
or net income and which is paid or accrued to any state of the United States, the District of
Columbia, the Commonwealth of Puerto Rico, any territory or possession of the United
States, or to any foreign country or political subdivision thereof;

(b) The deductions contained in Sections 243, 244, 245, and 247 of the Internal Revenue Code;

(c) The provisions of Section 281 of the Internal Revenue Code shall be ignored in computing
net income;

(d) Any deduction directly or indirectly allocable to income which is either exempt from
taxation or otherwise not taxed under the provisions of this chapter, and nothing in this
chapter shall be construed to permit the same item to be deducted more than once;

(e) Exclude expenses related to "safe harbor leases" (Section 168(f)(8) of the Internal Revenue
Code);

(f) Any deduction for amounts paid to any club, organization, or establishment which has been
determined by the courts or an agency established by the General Assembly and charged
with enforcing the civil rights laws of the Commonwealth, not to afford full and equal
membership and full and equal enjoyment of its goods, services, facilities, privileges,
advantages, or accommodations to any person because of race, color, religion, national
origin, or sex, except nothing shall be construed to deny a deduction for amounts paid to
any religious or denominational club, group, or establishment or any organization operated
solely for charitable or educational purposes which restricts membership to persons of the
same religion or denomination in order to promote the religious principles for which it is
established and maintained;

(g) Any deduction prohibited by KRS 141.205;

(14)

(a) "Taxable net income," in the case of corporations that are taxable in this state, means "net
income" as defined in subsection (13) of this section;

(b) "Taxable net income," in the case of corporations that are taxable in this state and taxable
in another state, means "net income" as defined in subsection (13) of this section and as
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allocated and apportioned under KRS 141.120. A corporation is taxable in another state if,
in any state other than Kentucky, the corporation is required to file a return for or pay a net
income tax, franchise tax measured by net income, franchise tax for the privilege of doing
business, or corporate stock tax;

(c) "Taxable net income," in the case of homeowners' associations as defined in Section 528(c)
of the Internal Revenue Code, means "taxable income" as defined in Section 528(d) of the
Internal Revenue Code. Notwithstanding the provisions of subsection (3) of this section, the
Internal Revenue Code sections referred to in this paragraph shall be those code sections in
effect for the applicable tax year; and

(d) "Taxable net income," in the case of a corporation that meets the requirements established
under Section 856 of the Internal Revenue Code to be a real estate investment trust, means
"real estate investment trust taxable income" as defined in Section 857(b)(2) of the Internal
Revenue Code;

(15)  "Person" means "person" as defined in Section 7701(a)(1) of the Internal Revenue Code;
(16) "Taxable year" means the calendar year or fiscal year ending during such calendar year,

upon the basis of which net income is computed, and in the case of a return made for a

fractional part of a year under the provisions of this chapter or under regulations prescribed by

the commissioner, "taxable year" means the period for which the return is made;

(17)  "Resident" means an individual domiciled within this state or an individual who is not
domiciled in this state, but maintains a place of abode in this state and spends in the aggregate
more than one hundred eighty-three (183) days of the taxable year in this state;

(18)  "Nonresident" means any individual not a resident of this state;

(19)  "Employer" means "employer" as defined in Section 3401(d) of the Internal Revenue Code;
(20)  "Employee" means "employee" as defined in Section 3401(c) of the Internal Revenue Code;
(21)  "Number of withholding exemptions claimed" means the number of withholding

exemptions claimed in a withholding exemption certificate in effect under KRS 141.325, except
that if no such certificate is in effect, the number of withholding exemptions claimed shall be
considered to be zero;

(22) "Wages" means "wages" as defined in Section 3401(a) of the Internal Revenue Code and
includes other income subject to withholding as provided in Section 3401(f) and Section
3402(k), (o), (p), (q), and (s) of the Internal Revenue Code;

(23)  "Payroll period" means "payroll period" as defined in Section 3401(b) of the Internal
Revenue Code;

(24)  “Corporations” means:

(a) "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;

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

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

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

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

(h) A limited liability partnership as defined in KRS 362.155(7) or in 362.1-101(7) or (8);

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

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

134



APPENDIX

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

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

(m) Other similar entities created with limited liability for their partners, members, or
shareholders.

"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;

(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;

(26) “Cost of goods sold: means the cost of goods sold calculated using the same method
specified by the Internal Revenue Service for the purpose of computing federal income tax.
In determining cost of goods sold:
(a) Labor costs shall be limited to direct labor costs as defined in subsection (28) of this
section; and
(b) Bulk delivery costs as defined in subsection (29) of this section may be included;
(27) “Kentucky gross profits” means Kentucky gross receipts reduced by returns and
allowances attributable to Kentucky gross receipts, less the cost of goods sold attributable
to Kentucky gross receipts;

(28) “Direct labor” means labor that is incorporated into the product to the consumer if
the product sold or is an integral part of the manufacturing process; and
(29) “Bulk delivery costs” means the cost of delivering the product to the consumer if the

product is delivered in bulk and requires specialized equipment that generally precludes
commercial shipping and is taxable under KRS 138.220.
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141.040. Corporation income tax—Exemption—Rate.

(1) Every corporation doing business in this state, except those corporations listed in paragraphs (a)
to (h) of this subsection, shall pay for each taxable year a tax to be computed by the taxpayer on
taxable net income or the alternative minimum calculation computed under this section at the
rates specified in this section:

(a) Financial institutions, as defined in KRS 136.500, except bankers banks organized under KRS

287.135;

(b) Savings and loan associations organized under the laws of this state and under the laws of
the United States and making loans to members only;
(c) Banks for cooperatives;
(d) Production credit associations;
(e) Insurance companies, including farmers or other mutual hail, cyclone, windstorm, or fire
insurance companies, insurers, and reciprocal underwriters;
(f) Corporations or other entities exempt under Section 501 of the Internal Revenue Code;
(g) Religious, educational, charitable, or like corporations not organized or conducted for
pecuniary profit; and
(h) Corporations whose only owned or leased property located in this state is located at the
premises of a printer with which it has contracted for printing, provided that:
1.The property consists of the final printed product, or copy from which the printed
product is produced; and
2.The corporation has no individuals receiving compensation in this state as provided in
KRS 141.120(8)(b).

(2) For tax years ending before January 1, 1990, the following rates shall apply:

(a) Three percent (3%) of the first twenty-five thousand dollars ($25,000) of taxable net
income;

(b) Four percent (4%) of the amount of taxable net income in excess of twenty-five
thousand dollars ($25,000), but not in excess of fifty thousand dollars ($50,000);

(c) Six percent (6%) of the amount of taxable net income in excess of one hundred
thousand dollars ($100,000), but not in excess of two hundred fifty thousand dollars
($250,000); and

(d) Seven and twenty-five one hundredths percent (7.25%) of the amount of taxable net
income in excess of two hundred fifty thousand dollars ($250,000).

(3) For tax years beginning after December 31, 1989, and before January 1, 2005, the following
rates shall apply:

(a) Four percent (4%) of the first twenty-five thousand dollars ($25,000) of taxable net
income;

(b) Five percent (5%) of the amount of taxable net income in excess of twenty-five
thousand dollars ($25,000), but not in excess of fifty thousand dollars ($50,000);

(c) Six percent (6%) of the amount of taxable net income in excess of fifty thousand dollars
($50,000), but not in excess of one hundred thousand dollars (5100,000);

(d) Seven percent (7%) of the amount of taxable net income in excess of one hundred
thousand dollars ($100,000), but not in excess of two hundred fifty thousand dollars
(5250,000).
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(4) For tax years beginning before January 1, 1990, and ending after December 31, 1989, the tax
shall be the sum of the amounts determined in paragraphs (a) and (b) as follows:

(a) Apply the tax rates in subsection (2) of this section to the taxable net income for the
year and multiply the result by a fraction, the numerator of which is the number of days
from the first day of the taxable year through December 31, 1989, and the denominator
of which is the total number of days of the taxable year; and

(b) Apply the tax rates in subsection (3) of this section to the taxable net income for the
year and multiply the result by a fraction, the numerator of which is the number of days
from January 1, 1990, through the last day of the taxable year and the denominator of
which is the total number of days of the taxable year.

(5) For taxable years beginning on or after January 1, 2005, corporations subject to the tax imposed
by this section shall pay the greater of the tax computed under paragraph (a) of this subsection,
the tax computed under paragraph (b) 1. or 2. of this subsection, or the minimum tax imposed
by subsection (6) of this section. The tax computed under this subsection is as follows:

(a) 1. Four percent (4%) of the first fifty thousand dollars (550,000) of taxable net income;

2. Five percent (5%) of taxable net income over fifty thousand dollars ($50,000) up to one
hundred thousand dollars ($100,000);

3. Seven percent (7%) of taxable net income over one hundred thousand dollars (5100,000)
for taxable years beginning on or after January 1, 2005 and prior to January 1, 2007; and

4. For taxable years beginning on or after January 1, 2007, six percent (6%) of taxable net
income over one hundred thousand dollars ($100,000); or

(b) An alternative minimum calculation of an amount equal to the lesser of the amount
computed under subparagraph 1. or 2. of this paragraph:

1. Nine and one-half cents (50.095) per one hundred dollars (5100) of the corporation’s
gross receipts. For purposes of this paragraph, “gross receipts” means the numerator of
the sales factor under the provisions of KRS 141.120(8)(c); or

2. Seventy-five cents (50.75) per one hundred dollars (5100) of the corporations Kentucky
gross profits.

(6) A minimum of one hundred seventy-five dollars (5175) shall be due for the taxable year from
each corporation subject to the tax imposed by this section, regardless of the application of any
tax credits provided under this chapter or any other provision of the Kentucky Revised Statutes
for which the business entity may qualify.

(7) The alternative minimum calculation portion of the tax computation provided in subsection (5)
of this section shall not apply to:

(a) Public service corporations subject to tax under KRS 136.120;

(b) Open-ended registered investment companies organized under the laws of this state and
registered under the Investment Company Act of 1940;

(c) Any property or facility which has been certified as a fluidized bed energy production
facility as defined in KRS 211.390; and

(d) An alcohol production facility as defined in KRS 247.910.

(8)

(a) As used in this subsection, “qualified exempt organization” means an entity listed in
subsection (1)(a) to (h) of this section and shall not include any entity whose exempt status
has been disallowed by the Internal Revenue Service.
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(9)

(b) Notwithstanding any other provisions of this section or KRS 141.010, any corporation of the

(c)

type listed in KRS 141.010(24)(B) to (h) that is owned in whole or in part by a qualified
exempt organization shall, in calculating its taxable net income, gross receipts, or Kentucky
gross profits, exclude the proportionate share of its taxable net income, gross receipts, or
Kentucky gross profits attributable to the ownership interest of the qualified exempt
organization.

Any corporation that reduces taxable net income, gross receipts, or Kentucky gross profits in
accordance with paragraph (b) of this subsection shall disregard the ownership interest of
the qualified exempt organization in determining the amount of credit available under KRS
141.420.

(d) The Department of Revenue may promulgate an administrative regulation to further define

“qualified exempt organization” to include an entity for which exemption is constitutionally
or legally required, or to exclude any entity created primarily for tax avoidance purposes
with no legitimate business purpose.

(a) To the extent that a corporation identified in KRS 141.010(24)(b) to (h) is doing business in

this state, any member, shareholder, or partner of the corporation may elect to pay, on
behalf of the corporation his, her, or its proportionate share of the tax imposed by this
section against the corporation. If an election is made, the electing member, shareholder,
or partner shall be treated in the same manner as the corporation regarding the
proportionate part of the tax paid by the member, shareholder, or partner. An election
made pursuant to this subsection shall not:
1. Be used by the Department of Revenue or the taxpayer to assert that the party making
the election is doing business in Kentucky;
2. Result in an increase of the amount of credit allowable under KRS 141.420; or
3. Apply to any corporation that is required to be included in a consolidated return under
KRS 141.200(2) to (5) and (9) to (12).

(b) The Department of Revenue shall prescribe forms and promulgate regulations to execute

and administer the provisions of this subsection.

141.206. Filing of returns by partnerships — Publicly traded partnership treated as general
partnership.

(1) As used in this section unless the context requires otherwise:

a. “General partnership” means a partnership not subject to the tax imposed by KRS
141.040, including 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 and its publicly traded
partnership affiliates. “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;

b. “Property” means real property or tangible personal property which is owned or
leased; and
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(2)

(3)

(4)

(5)

(6)

c. “Payroll” means compensation paid to one (1) or more individuals as described in
KRS 141.120(8)(b).

Every partnership doing business in this state shall, on or before the fifteenth day of the
fourth month following the close of its annual accounting period, file a copy of it federal
partnership return with the form prescribed and furnished by the department.

General partnerships shall determine net income in the same manner as in the case of an
individual under KRS 141.010(9) to (11) and the adjustment required under Section 703(a) of
the Internal Revenue Code. Computation of net income under this section and the
computation of the partners’ distributive share shall be computed as nearly as practicable
identical with those required for federal income tax purposes except to the extent required by
differences between this chapter and the federal income tax law and regulations.

Individuals, estates, trusts, or corporations doing business in this state as a partner in a
general partnership shall be liable for income tax only in their individual, fiduciary, or
corporate capacities, and no income tax shall be assessed upon the income of any general
partnership. General partnerships may be required to withhold Kentucky income tax on the
distributive share of partners under administrative regulations promulgated by the
department.

In determining the tax under this chapter, a resident individual, estate, or trust that is a
partner in a general partnership shall take into account the partner’s total distributive share
of the partnership’s items of income, loss, deduction, and credit.

In determining the tax under this chapter, a nonresident individual, estate or trust that is a
partner in a general partnership required to file a return under subsection (2) of this section
shall take into account:

a. 1. If the partnership is doing business only in this state, the partner’s total
distributive share of the partnership’s items of income, loss, and deduction. A
general partnership is doing business only in the state if property and payroll are
entirely within this state. Property and payroll are deemed to be entirely within this
state if all other states are prohibited by Pub. L. No. 86-272, as it existed on
December 31, 1975, from enforcing income tax jurisdiction; or
2. If the partnership is doing business both within and without this state, the
partner’s distributive share of the general partnership’s items of income, loss, and
deduction multiplied by the apportionment fraction of the partnership as prescribed
in subsection (9) of this section; and

b. The partner’s total distributive share of credits of the partnership.

(7) A corporation that is subject to tax under KRS 141.040 and is a partner in a general

(8)

(a

partnership shall take into account:

a. The corporation’s distributive share of the partnership’s items of income, loss, and
deduction and, when applicable, multiplied by the apportionment fraction of the
partnership as prescribed in subsection (9) of this section; and

b. Credits from the partnership.

) If a general partnership is doing business both within and without this state, the partnership

shall compute and furnish to each partner an apportionment fraction determined in
accordance with subsection (9) of this section.
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(b) For purposes of determining an apportionment factor under paragraph (a) of this

subsection, if the general partnership is:

1. Doing business both within and without this state; and

2. A partner in another general partnership;
then the general partnership shall be deemed to own the pro rata share of the property
owned or leased by the other general partnership, and shall also include its pro rata share of
the other general partnership’s payroll and sales.

(c) The phrase “a partner in another general partnership” shall extend to each level of multiple-
tiered general partnerships.

(d) The attribution to the general partnership of the pro rata share of property, payroll and
sales from its role as a partner in another general partnership will also apply when
determining the general partnership’s ultimate apportionment factor for property, payroll
and sales as required under subsection (9) of this section.

(9) A general partnership doing business within and without the state shall apportion its net
income by a fraction, the numerator of which is the property factor, representing twenty-five
percent (25%) of the fraction, plus the payroll factor, representing twenty-five percent (25%)
of the fraction, plus the sales factor, representing fifty percent (50%) of the fraction, with each
factor determined in the same manner as provided in KRS 141.120(8), and the denominator of
which is four (4), reduced by the number of factors, if any, having no denominator, provided
that if the sales factor has no denominator, then the denominator shall be reduced by two (2).

(10) Resident individuals, estates, or trusts that are partners in a partnership, members of a
limited liability company electing partnership tax treatment for federal income tax purposes,
owners of single member limited liability companies, or shareholders in an S corporation
which does not do business in this state are subject to tax under KRS 141.020 on federal net
income, gain, deduction, or loss or credit passed through the partnership, limited liability
company, or S corporation.

(11) “S corporation” for purposes of this section means a corporation which has elected for
federal tax purposes to be taxed as an S corporation. An election for federal tax purposes is a
binding election for Kentucky tax purposes.

(12) Nonresident individuals shall not be taxable on investment income distributed by a qualified
investment partnership. For purposes of this subsection a “qualified investment partnership”
means a general partnership, a limited partnership, or a limited liability partnership formed to
hold only investments that produce income that would not be taxable to the nonresident
individual if held or owned individually. A qualified investment partnership shall be subject to
all other provisions relating to a general partnership under this section and shall not be
subject to the tax imposed under KRS 141.040.

(13)

(a) A general partnership may file a composite income tax return on behalf of electing
nonresident individual partners reporting and paying income tax at the highest marginal
rate provided in this chapter on the partners’ pro rata or distributive shares of income of
the general partnership from doing business in, or deriving income from sources within, this
state. The partners’ pro rata or deduction used to compute adjusted gross income on the
Kentucky return that is passed through to the partner by the partnership, including but not
limited to interest, dividend, capital gains and losses, guaranteed payments, and rents.
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(b)

()

A nonresident individual partner whose only source of income within this state is from one
(1) or more general partnerships may elect to be included in a composite return filed
pursuant to this section.

A nonresident individual partner that has been included in a composite return may file an
individual income tax return and shall receive credit for tax paid on the partner’s behalf by
the general partnership.

A general partnership shall deliver to the department a return upon a form prescribed by
the department showing the total amounts paid or credited to its electing nonresident
individual partners, the amount paid in accordance with this subsection, and any other
information the department may require. A general partnership shall furnish to its
nonresident partner annually, but not later than the fifteenth day of the fourth month after
the end of its taxable year, a record of the amount of tax paid on behalf of the partner on a
form prescribed by the department.
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2006 Kentucky Revised Statutes:

e 141.010. Definitions for chapter.
e 141.040. Corporation income tax—Exemption—Rate.

e 141.206 Filing of returns by partnerships—Publicly traded partnership treated as general
partnership.
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141.010. Definitions for chapter.

As used in this chapter, unless the context requires otherwise:

(1) “Commissioner” means the commissioner of the Department of Revenue;

(2) “Department” means the Department of Revenue;

(3) “Internal Revenue Code” means the Internal Revenue Code in effect on December 31, 2004,
exclusive of any amendments made subsequent to that date, other than amendments that
extend provisions in effect on December 31, 2004, that would otherwise terminate, and as
modified by KRS 141.0101, except that for property placed in service after September 10,
2001, only the depreciation and expense deductions allowed under Sections 168 and 179 of
the Internal Revenue Code in effect on December 31, 2001, exclusive of any amendments
made subsequent to that date, shall be allowed, and including the provisions of the Military
Family Tax Relief Act of 2003, Pub. L. No. 108-121, effective on the dates specified in that
Act;

(4) “Dependent” means those persons defined as dependents in the Internal Revenue Code;

(5) “Fiduciary” means “fiduciary” as defined in Section 7701(a)(6) of the Internal Revenue Code;

(6) “Fiscal year” means “fiscal year” as defined in Section 7701(a)(24) of the Internal Revenue
Code;

(7) ”Individual” means a natural person;

(8) “Modified gross income” means adjusted gross income as defined in Section 62 of the
Internal Revenue Code of 1986, including any subsequent amendments in effect on
December 31 of the taxable year, and adjusted as follows:

(a) Include interest income derived from obligations of sister states and political
subdivisions thereof; and

(b) Include lump-sum pension distributions taxed under the special transition rules of
Pub. L. No. 104-188, sec. 1401(c)(2);

(9) “Gross income” in the case of taxpayers other than corporations means “gross income” as
defined in Section 61 of the Internal Revenue Code;

(10) “Adjusted gross income” in the case of taxpayers other than corporations means gross
income as defined in subsection (9) of this section minus the deductions allowed individuals
by Section 62 of the Internal Revenue Code and as modified by KRS 141.0101 and adjusted as
follows, except that deductions shall be limited to amounts allocable to income subject to
taxation under the provisions of this chapter, and except that nothing in this chapter shall be
construed to permit the same item to be deducted more than once;

(a)Exclude income that is exempt from state taxation by the Kentucky Constitution and the
Constitution and statutory laws of the United States and Kentucky;

(b)Exclude income from supplemental annuities provided by the Railroad Retirement Act of
1937 as amended and which are subject to federal income tax by Public Law 89-699;

(c) Include interest income derived from obligations of sister states and political subdivisions
thereof;

(d)Exclude employee pension contributions picked up as provided for in KRS 6.505, 16.545,
21.360, 61.560, 65.155, 67A.320, 67A.510, 78.610, and 161.540 upon a ruling by the
Internal Revenue Service or the federal courts that these contributions shall not be
included as gross income until such time as the contributions are distributed or made
available to the employee;
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(e)Exclude Social Security and railroad retirement benefits subject to federal income tax;

(f) Include, for taxable years, ending before January 1, 1991, all overpayments of federal
income tax refunded or credited for taxable years;

(g) Deduct, for taxable years ending before January 1, 1991, federal income tax paid for taxable
years ending before January 1, 1990;

(h)Exclude any money received because of a settlement or judgment in a lawsuit brought
against a manufacturer or distributor of “Agent Orange” for damages resulting from
exposure to Agent Orange by a member or veteran of the Armed Forces of the United
States or any dependent of such person who served in Vietnam;

(i)

1. For taxable years ending prior to December 31, 2005, exclude the applicable amount of
total distributions from pension plans, annuity contracts, profit-sharing plans, retirement
plans, or employee savings plans.

The applicable amount shall be:

a. Twenty-five percent (25%), but not more than six thousand two hundred fifty
dollars ($6,250), for taxable years beginning after December 31, 1994, and
before January 1, 1996;

b. Fifty percent (50%), but not more than twelve thousand five hundred dollars
(512, 500), for taxable years beginning after December 31, 1995, and before
January 1, 1997;

c. Seventy-five percent (75%), but not more than eighteen thousand seven
hundred fifty dollars ($18, 750), for taxable years beginning after December
31, 1996, and before January 1, 1998; and

d. One hundred percent (100%), but not more than thirty-five thousand dollars
($35,000), for taxable years beginning after December 31, 1997.

2. For taxable years beginning after December 31, 2005, exclude up to forty-one thousand
one hundred ten dollars (S41, 110) of total distributions from pension plans, annuity
contracts, profit-sharing plans, retirement plans, or employee savings plans.

3. As used in this paragraph:

a.

“Distributions” includes, but is not limited to, any lump-sum distribution from pension
or profit-sharing plans qualifying for the income tax averaging provisions of Section
402 of the Internal Revenue Code; any distribution from an individual retirement
account as defined in Section 408 of the Internal Revenue Code; and any disability
pension distribution;

“Annuity contract” has the same meaning as set forth in Section 1035 of the Internal
Revenue Code; and

“Pension plans, profit-sharing plans, retirement plans, or employee savings plans”
means any trust or other entity created or organized under a written retirement plan
and forming part of a stock bonus, pension, or profit-sharing plan of a public or
private employer for the exclusive benefit of employees or their beneficiaries and
includes plans qualified or unqualified under Section 401 of the Internal Revenue
Code and individual retirement accounts as defined in Section 408 of the Internal
Revenue Code;
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)
1.

a. Exclude the portion of the distributive share of a shareholder’s net income from an S
corporation subject to the franchise tax imposed under KRS 136.505 or the capital
stock tax imposed under KRS 136.300; and

b. Exclude the portion of the distributive share of a shareholder’s net income from an S
corporation related to a qualified subchapter S subsidiary subject to the franchise tax
imposed under KRS 136.505 or the capital stock tax imposed under KRS 136.300.

2.The shareholder’s basis of stock held in a S corporation where the S corporation or its
qualified subchapter S subsidiary is subject to the franchise tax imposed under KRS

136.505 or the capital stock tax imposed under KRS 136.300 shall be the same as the basis

for federal income tax purposes;

(k) Exclude for taxable years beginning after December 31, 1998, to the extent not already
excluded from gross income, any amounts paid for health insurance, or the value of any
voucher or similar instrument used to provide health insurance, which constitutes medical
care coverage for the taxpayer, the taxpayer’s spouse, and dependents during the taxable
year. Any amounts paid by the taxpayer for health insurance that are excluded pursuant to
this paragraph shall not be allowed as a deduction in computing the taxpayer’s net income
under subsection (11) of this section;

() Exclude income received for services performed as a precinct worker for election training or
for working at election booths in state, county, and local primary, regular, or special
elections;

(m) Exclude any amount paid during the taxable year for insurance for long-term care as
defined in KRS 304.12-600;

(n)Exclude any capital gains income attributable to property taken by eminent domain;

(o)Exclude any amount received by a producer of tobacco or a tobacco quota owner from the
multistate settlement with the tobacco industry, known as the Master Settlement
Agreement, signed on November 22, 1998;

(p)Exclude any amount received from the secondary settlement fund, referred to as “Phase II,”
established by tobacco companies to compensate tobacco farmers and quota owners for
anticipated financial losses caused by the national tobacco settlement;

(q)Exclude any amount received from funds of the Commodity Credit Corporation for the
Tobacco Loss Assistance Program as a result of a reduction in the quantity of tobacco quota
allotted;

(r) Exclude any amount received as a result of a tobacco quota buydown program that all quota
owners and growers are eligible to participate in; and

(s) Exclude state Phase Il payments received by a producer of tobacco or a tobacco quota
owner;

(11) “Net income” in the case of taxpayers other than corporations means adjusted gross income
as defined in subsection (10) of this section, minus the standard deduction allowed by KRS
141.081, or, at the option of the taxpayer, minus the deduction allowed by KRS 141.0202,
minus any amount paid for vouchers or similar instruments that provide health insurance
coverage to employees or their families, and minus all the deductions allowed individuals by
Chapter 1 of the Internal Revenue Code as modified by KRA 141.0101 except those listed
below, except that deductions shall be limited to amount allocable to income subject to
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taxation under the provisions of this chapter and that nothing in this chapter shall be
construed to permit the same item to be deducted more than once:

(a) Any deduction allowed by the Internal Revenue Code for state or foreign taxes
measured by gross or net income, including state and local general sales taxes
allowed in lieu of state and local income taxes under the provisions of Section
164(b)(5) of the Internal Revenue Code;

(b) Any deduction allowed by the Internal Revenue Code for amounts allowable under
KRS 140.090(1)(h) in calculating the value of the distributive shares of the estate of a
decedent, unless there is filed with the income return a statement that such
deduction has not been claimed under KRS 140.090(1)(h);

(c) The deduction for personal exemptions allowed under Section 151 of the Internal
Revenue Code and any other deductions in lieu thereof; and

(d) Any deduction for amounts paid to any club, organization, or establishment which
has been determined by the courts or an agency established by the General
Assembly and charged with enforcing the civil rights laws of the Commonwealth, not
to afford full and equal membership and full and equal enjoyment of its goods,
services, facilities, privileges, advantages, or accommodations to any person
because of race, color, religion, national origin, or sex, except nothing shall be
construed to deny a deduction for amounts paid to any religious or denominational
club, group, or establishment or any organization operated solely for charitable or
educational purposes which restricts membership to persons of the same religion or
denomination in order to promote the religious principles for which it is established
and maintained;

(12) “Gross income,” in the case of corporations, means “gross income,” as defined in Section 61
of the Internal Revenue Code and as modified by KRS 141.0101 and adjusted as follows:

(a) Exclude income that is exempt from state taxation by the Kentucky Constitution and
the Constitution and statutory laws of the United States;

(b) Exclude all dividend income received after December 31, 1969;

(c) Include interest income derived from obligations of sister states and political
subdivisions thereof;

(d) Exclude fifty percent (50%) of gross income derived from any disposal of coal
covered by Section 631(c) of the Internal Revenue Code if the corporation does not
claim any deduction for percentage depletion, or for expenditures attributable to
the making and administering of the contract under which such disposition occurs
or to the preservation of the economic interests retained under such contract;

(e) Include in the gross income of lessor income tax payments made by lessees to
lessor, under the provisions of Section 110 of the Internal Revenue Code, and
exclude such payments from the gross income of lessees;

(f) Include the amount calculated under KRS 141.205;

(g) Ignore the provisions of Section 281 of the Internal Revenue Code in computing
gross income;

(h) Exclude income from “safe harbor leases” (Section 168(f)(8) of the Internal Revenue
Code);
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(i) Exclude any amount received by a producer of tobacco or a tobacco quota owner
from the multistate settlement with the tobacco industry, known as the Master
Settlement Agreement, signed on November 22, 1998;

(j) Exclude any amount received from the secondary settlement fund, referred to as
“Phase II,” established by tobacco companies to compensate tobacco farmers and
quota owners for anticipated financial losses caused by the national tobacco
settlement;

(k) Exclude any amount received from funds of the Commodity Credit Corporation for
the Tobacco Loss Assistance Program as a result of a reduction in the quantity of
tobacco quota allotted;

(I) Exclude any amount received as a result of a tobacco quota buydown program that
all quota owners and growers are eligible to participate in;

(m) Exclude the distributive share income or loss received from a corporation subject to
the tax imposed by KRS 141.040; and

(n) Exclude state Phase Il payments received by a producer of tobacco or a tobacco
quota owner;

(13) “Net income,” in the case of corporations, means “gross income” as defined in subsection
(12) of this section minus the deduction allowed by KRS 141.0202, minus any amount paid
for vouchers or similar instruments that provide health insurance coverage to employees or

their

families, and minus all the deductions from gross income allowed corporations by

Chapter 1 of the Internal Revenue Code and modified by KRS 141.0101, except the following:

(a)

Any deduction for a state tax which is computed, in whole or in part, by reference to
gross or net income and which is paid or accrued to any state of the United Stated, the
District of Columbia, the Commonwealth of Puerto Rico, any territory or possession of
the United States, or to any foreign country or political subdivision thereof;

(b) The deductions contained in Sections 243, 244, 245, and 247 of the Internal Revenue

(c)

Code;
The provisions of Section 281 of the Internal Revenue Code shall be ignored in
computing net income;

(d) Any deduction directly or indirectly allocable to income which is either exempt from

(e)
(f)

taxation or otherwise not taxed under the provisions of this chapter, and nothing in
this chapter shall be construed to permit the same item to be deducted more than
once;

Exclude expenses related to “safe harbor leases” (Section 168(f)(8) of the Internal
Revenue Code);

Any deduction for amounts paid to any club, organization, or establishment which has
been determined by the courts or an agency established by the General Assembly and
charged with enforcing the civil rights laws of the Commonwealth, not to afford full
and equal membership and full and equal enjoyment of its goods, services, facilities,
privileges, advantages, or accommodations to any person because of race, color,
religion, national origin, or sex, except nothing shall be construed to deny a deduction
for amounts paid to any religious or denominational club, group, or establishment or
any organization operated solely for charitable or educational purposes which restricts
membership to persons of the same religion or denomination in order to promote the
religious principles for which it is established and maintained;
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(g) Any deduction prohibited by KRS 141.205;
(14)

(a) “Taxable net income,” in the case of corporations that are taxable in this state, means
“net income” as defined in subsection (13) of this section;

(b) “Taxable net income,” in the case of corporations that are taxable in this state and
taxable in another state, means “net income” as defined in subsection (13) of this
section and as allocated and apportioned under KRS 141.120. A corporation is taxable
in another state if, in any state other than Kentucky, the corporation tax measured by
net income, franchise tax for the privilege of doing business, or corporate stock tax;

(c) “Taxable net income,” in the case of homeowners’ associations as defined in Section
528(c) of the Internal Revenue Code, means “taxable income” as defined in Section
528(d) of the Internal Revenue Code. Notwithstanding the provisions of subsection (3)
this paragraph shall be those code sections in effect for the applicable tax year; and

(d) “Taxable net income,” in the case of a corporation that meets the requirements
established under Section 856 of the Internal Revenue Code to be a real estate
investment trust, means “real estate investment trust income” as defined in Section
857(b)(2) of the Internal Revenue Code;

(15) “Person” means “person” as defined in Section 7701(a)(1) of the Internal Revenue Code;

(16) “Taxable year” means the calendar year or fiscal year ending during such calendar year,
upon the basis of which net income is computed, and in the case of a return made for a
fractional part of a year under the provisions of this chapter or under regulations prescribed
by the commissioner, “taxable year” means the period for which the return is made;

(17) “Resident” means an individual domiciled within this state or an individual who is not
domiciled in this state, but maintains a place of abode in this state and spends in the
aggregate more than one hundred eighty-three (183) days of the taxable year in this state;

(18) “Nonresident” means any individual not a resident of this state;

(19) “Employer” means “employer” as defined in Section 3401(d) of the Internal Revenue Code;
(20) “Employee” means “employee” as defined in Section 3401(c) of the Internal Revenue Code;
(21) “Number of withholding exemptions claimed” means the number of withholding

exemptions claimed in a withholding exemption certificate in effect under KRS 141.325,
except that is no such certificate is in effect, the number of withholding exemptions claimed
shall be considered to be zero;

(22) “Wages” means “wages” as defined in Section 3401(a) of the Internal Revenue Code and
includes other income subject to withholding as provided in Section 3401(f) and Section
3402(k), (o), (p), (q), and (s) of the Internal Revenue Code;

(23) “Payroll period” means “payroll period” as defined in Section 3401(b) of the Internal
Revenue Code;

(24) “Corporations” means:

(a) “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) Aforeign limited liability company as defined in KRS 275.015(6);

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

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

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

(g) A limited partnership as defined in KRS 362.401(7);
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(h) 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;
(j) A regulated investment company as defined in Section 851 of the Internal Revenue
Code;
(k) A real estate mortgage investment conduit as defined in Section 860D of the
Internal Revenue Code;
(I) A financial asset securitization investment trust as defined in Section 860L of the
Internal Revenue Code; and
(m) Other similar entities created with limited liability for their partners, members, or
shareholders.
“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. “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;

(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 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
(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;

(26) “Cost of goods sold” means the cost of goods sold calculated using the same method
specified by the Internal Revenue Service for the purpose of computing federal income tax.
In determining the cost of goods sold:

(a) Labor costs shall be limited to direct labor costs as defined in subsection (28) of this
section; and
(b) Bulk delivery costs as defined in subsection (29) of this section may be included;

(27) “Kentucky gross profits” means Kentucky gross receipts reduced by returns and allowances
attributable to Kentucky gross receipts, less the cost of goods sold attributable to Kentucky
gross receipts;

(28) “Direct labor” means labor that is incorporated into the product sold or is an integral part of
the manufacturing process; and

(29) “Bulk delivery costs” means the cost of delivering the product to the consumer if the
product is delivered in bulk and requires specialized equipment that generally precludes
commercial shipping and is taxable under KRS 138.220.
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141.040. Corporation income tax—Exemption—Rate.

(1) Every corporation doing business in this state, except those corporations listed in
paragraph (a) to (h) of this subsection, shall pay for each taxable year a tax to be
computed by the taxpayer on taxable net income or the alternative minimum calculation
computed under this section at the rates specified in this section:

(a) Financial institutions, as defined in KRS 136.500, except bankers banks organized
under KRS 287.135;

(b) Savings and loan associations organized under the laws of this state and under the
laws of the United States and making loans to members only;

(c) Banks for cooperatives;

(d) Production credit associations;

(e) Insurance companies, including farmers or other mutual hail, cyclone, windstorm, or
fire insurance companies, insurers, and reciprocal underwriters;

(f) Corporations or other entities exempt under Section 501 of the Internal Revenue
Code;

(g) Religious, educational, charitable, or like corporations not organized or conducted
for pecuniary profit; and

(h) Corporations whose only owned or leased property located in this state is located at
the premises of a printer with which it has contracted for printing, provided that:

1. The property consists of the final printed product, or copy from which the
printed product is produced; and

2. The corporation has no individuals receiving compensation in this state as
provided in KRS 141.120(8)(b).

(2) For tax years ending before January 1, 1990, the following rates shall apply:

(a) Three percent (3%) of the first twenty-five thousand dollars (525,000) of taxable net
income;

(b) Four percent (4%) of the amount of taxable net income in excess of twenty-five
thousand dollars (525,000), but not in excess of fifty thousand dollars ($50,000);

(c) Five percent (5%) of the amount of taxable net income in excess of fifty thousand
dollars ($50,000), but not in excess of one hundred thousand dollars ($100,000);

(d) Six percent (6%) of the amount of taxable net income in excess of one hundred
thousand dollars ($100,000), but not in excess of two hundred fifty thousand dollars
(5250,000);

(e) Seven and twenty-five one hundredths percent (7.25%) of the amount of taxable net
income in excess of two hundred fifty thousand dollars ($250,000).

(3) For tax years beginning after December 31, 1989, and before January 1, 2005, the
following rates shall apply:

(a) Four percent (4%) of the first twenty-five thousand dollars ($25,000) of taxable net
income;

(b) Five percent (5%) of the amount of taxable net income in excess of twenty-five
thousand dollars ($25,000), but not in excess of fifty thousand dollars ($50,000);

(c) Six percent (6%) of the amount of taxable net income in excess of fifty thousand
dollars ($50,000), but not in excess of one hundred thousand dollars (5100,000);
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(d) Seven percent (7%) of the amount of taxable net income in excess of one hundred
thousand dollars ($100,000), but not in excess of two hundred fifty thousand dollars
(5250,000); and

(e) Eight and twenty-five one hundredths percent (8.25%) of the amount of taxable net
income in excess of two hundred fifty thousand dollars ($250,000).

(4) For tax years beginning before January 1, 1990, and ending after December 31, 1989, the
tax shall be the sum of the amounts determined in paragraphs (a) and (b) as follows:

(a) Apply the tax rates in subsection (2) of this section to the taxable net income for the
year and multiply the result by a fraction, the numerator of which is the number of
days from the first day of the taxable year through December 31, 1989, and the
denominator of which is the total number of days of the taxable year; and

(b) Apply the tax rates in subsection (3) of this section to the taxable net income for the
year and multiply the result by a fraction, the numerator of which is the number of
days from January 1, 1990, through the last day of the taxable year and the
denominator of which is the total number of days of the taxable year.

(5) For taxable years beginning on or after January 1, 2005, corporations subject to the tax
imposed by this section shall pay the greater of the tax computed under paragraph (a) of
this subsection, the tax computed under paragraph (b)1. or 2. of this subsection, or the
minimum tax imposed by subsection (6) of this section. The tax computed under this
subsection is as follows:

(a)

1. Four percent (4%) of the first fifty thousand dollars ($50,000) of taxable net
income;

2. Five percent (5%) of taxable net income over fifty thousand dollars ($50,000) up
to one hundred thousand dollars ($100,000);

3. Seven percent (7%) of taxable net income over one hundred thousand dollars
(5100,000) for taxable years beginning on or after January 1, 2005, and prior to
January 1, 2007; and

4. For taxable years beginning on or after January 1, 2007, six percent (6%) of
taxable net income over one hundred thousand dollars (5100,000); or

An alternative minimum calculation of an amount equal to the lesser of the amount
computed under subparagraph 1. or 2. of this paragraph:

1. Nine and one-half cents ($0.095) per one hundred dollars ($100) of the
corporation’s gross receipts. For purposes of this paragraph, “gross receipts” means
the numerator of the sales factor under the provisions of KRS 141.120(8)(c); or

2. Seventy-five cents ($0.75) per one hundred dollars ($100) of the corporation’s
Kentucky gross profits.

(6) A minimum of one hundred seventy-five dollars (5175) shall be due for the taxable year
from each corporation subject to the tax imposed by this section, regardless of the
application of any tax credits provided under this chapter or any other provision of the
Kentucky Revised Statutes for which the business entity may qualify.

(7) The alternative minimum calculation portion of the tax computation provided in
subsection (5) of this section shall not apply to:

(a)
(b)

Public service corporations subject to tax under KRS 136.120;
Open-end registered investment companies organized under the laws of this state
and registered under the Investment Company Act of 1940;
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(8)

(c)
(d)
(a)

(b)

(c)

(b)

Any property or facility which has been certified as a fluidized bed energy
production facility as defined in KRS 211.390; and
An alcohol production facility as defined in KRS 247.910.

As used in this subsection, “qualified exempt organization” means an entity listed in
subsection (1)(a) to (h) of this section and shall not include any entity whose exempt
status has been disallowed by the Internal Revenue Service.

Notwithstanding any other provisions of this section or KRS 141.010, any
corporation of the type listed in KRS 141.010(24)(b) to (h) that is owned in whole or
in part by a qualified exempt organization shall, in calculating its taxable net income,
gross share of its taxable net income, gross receipts, or Kentucky gross profits
attributable to the ownership interest of the qualified exempt organization.

Any corporation that reduces taxable net income, gross receipts, or Kentucky gross
profits in accordance with paragraph (b) of this subsection shall disregard the
ownership interest of the qualified exempt organization in determining the amount
of credit available under KRS 141.420.

The Department of Revenue may promulgate an administrative regulation to further
define “qualified exempt organization” to include an entity for which exemption is
constitutionally or legally required, or to exclude any entity created primarily for tax
avoidance purposes with no legitimate business purpose.

To the extent that a corporation identified in KRS 141.010(24)(b) to (h) is doing
business in this state, any member, shareholder, or partner of the corporation may
elect to pay, on behalf of the corporation, his, her, or its proportionate share of the
tax imposed by this section against the corporation. If an election is made, the
electing member, shareholder, or partner shall be treated in the same manner as
the corporation regarding the proportionate part of the tax paid by the member,
shareholder or partner. An election made pursuant to this subsection shall not:
1. Be used by the Department of Revenue or the taxpayer to assert that the
party making the election is doing business in Kentucky;
2. Result in an increase of the amount of credit allowable under KRS 141.420;
or
3. Apply to any corporation that is required to be included in a consolidated
return under KRS 141.200(2) to (5) and (9) to (12).
The Department of Revenue shall prescribe forms and promulgate regulations to
execute and administer the provisions of this subsection.

141.206 Filing of returns by partnerships—Publicly traded partnership treated as general
partnership.

(1) As used in this section unless the context requires otherwise:
(a) “General partnership” means a partnership not subject to the tax imposed by KRS 141.040,

including 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 and its publicly traded partnership affiliates. “Publicly
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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;
(b) “Property” means real property or tangible personal property which is owned or leased; and
(c) “Payroll” means compensation paid to one (1) or more individuals as described in KRS
141.120(8)(b).

(2) Every partnership doing business in this state shall, on or before the fifteenth day of the fourth
month following the close of its annual accounting period, file a copy of its federal partnership
return with the form prescribed and furnished by the Department.

(3) General partnerships shall determine net income in the same manner as in the case of an
individual under KRS 141.010(9) to (11) and the adjustment required under Section 703(a) of
the Internal Revenue Code. Computation of net income under this section and the computation
of the partners’ distributive share shall be computed as nearly as practicable identical with
those required for federal income tax purposes except to the extent required by differences
between this chapter and the federal income tax law and regulations.

(4) Individuals, estates, trusts or corporations doing business in this state as a partner in a general
partnership shall be liable for income tax only in their individual, fiduciary, or corporate
capacities and no income tax shall be assessed upon the income of any general partnership.
General partnerships may be required to withhold Kentucky income tax on the distributive
share of partners under administrative regulations promulgated by the department.

(5) In determining the tax under this chapter, a resident individual, estate, or trust that is a partner
in a general partnership shall take into account the partner’s total distributive share of the
partnership’s items of income, loss, deduction and credit.

(6) In determining the tax under this chapter, a nonresident individual, estate, or trust that is a
partner in a general partnership required to file a return under subsection (2) of this section
shall take into account:

(a)1. If the partnership is doing business only in this state, the partner’s total
distributive share of the partnership’s items of income, loss, and deduction. A
general partnership is doing business only in the state if property and payroll are
entirely within this state. Property and payroll are deemed to be entirely within
this state if all other states are prohibited by Pub. L. No. 86-272, as it existed on
December 31, 1975, from enforcing income tax jurisdiction; or

2. If the partnership is doing business both within and without this state, the
partner’s distributive share of the general partnership’s items of income, loss, and
deduction multiplied by the apportionment fraction of the partnership as prescribed
in subsection (9) of this section; and

(b)The partner’s total distributive share of credits of the partnership.

(7) A corporation that is subject to tax under KRS 141.040 and is a partner in a general partnership
shall take into account:

(a) The corporation’s distributive share of the partnership’s items of income, loss and
deduction and, when applicable, multiplied by the apportionment fraction of the
partnership as prescribed in subsection (9) of this section; and

(b) Credits from the partnership.
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(8)

(10)

(11)

(12)

(a) If a general partnership is doing business both within and without this state, the partnership
shall compute and furnish to each partner an apportionment fraction determined in
accordance with subsection (9) of this section.

(b) For purposes of determining an apportionment factor under paragraph (a) of this
subsection, if the general partnership is:

1. Doing business both within and without this state; and

2. A partner in another general partnership;

then the general partnership shall be deemed to own the pro rata share of the property

owned or leased by the other general partnership, and shall all include its pro rata share of

the other general partnership’s payroll and sales.

(c) The phrase “a partnership in another general partnership” shall extend to each level of
multiple-tiered general partnerships.

(d) The attribution to the general partnership of the pro rata share of property, payroll and
sales from its role as a partner in another general partnership will also apply when
determining the general partnership’s ultimate apportionment factor for property, payroll
and sales as required under subsection (9) of this section.

A general partnership doing business within and without the state shall apportion its net

income by a fraction, the numerator of which is the property factor, representing twenty-five

percent (25%) of the fraction, plus the payroll factor, representing twenty-five percent (25%) of
the fraction, plus the sales factor, representing fifty percent (50%) of the fraction with each
factor determined in the same manner as provided in KRS 141.120(8), and the denominator of
which is four (4), reduced by the number of factors, if any, having no denominator, provided

that if the sales factor has no denominator, then the denominator shall be reduced by two (2).
Resident individuals, estates, or trusts that are partners in a partnership, members of a

limited liability company electing partnership tax treatment for federal income tax purposes,

owners of single member limited liability companies, or shareholders in an S corporation which
does not do business in this state are subject to tax under KRS 141.020 on federal net income,

gain, deduction, or loss or credit passed through the partnership, limited liability company, or S

corporation.

“S corporation,” for purposes of this section means a corporation which has elected for
federal tax purposes to be taxed as an S corporation. An election for federal tax purposes is a
binding election for Kentucky tax purposes.

Nonresident individuals shall not be taxable on investment income distributed by a qualified
investment partnership. For purposes of this subsection, a “qualified investment partnership”
means a general partnership, a limited partnership, or a limited liability partnership formed to
hold only investments that produce income that would not be taxable to the nonresident
individual if held or owned individually. A qualified investment partnership shall be subject to
all other provisions relating to a general partnership under this section and shall not be subject
to the tax imposed under KRS 141.040.

(13)

(a) A general partnership may file a composite income tax return on behalf of electing
nonresident individual partners reporting and paying income tax at the highest marginal
rate provided in this chapter on the partners’ pro rata or distributive shares of income of
the general partnership from doing business in, or deriving income from sources within, this
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state. The partners’ pro rata or distributive share of income shall include all items of
income or deduction used to compute adjusted gross income on the Kentucky return that is
passed through to the partner by the partnership, including, but not limited to interest,
dividend, capital gains and losses, guaranteed payments, and rents.

A nonresident individual partner whose only source of income within this state is from one
(1) or more general partnerships may elect to be included in a composite return filed
pursuant to this section.

A nonresident individual partner that has been included in a composite return may file an
individual income tax return and shall receive credit for tax paid on the partner’s behalf by
the general partnership.

A general partnership shall deliver to the department a return upon a form prescribed by
the department showing the total amounts paid or credited to its electing nonresident
individual partners, the amount paid in accordance with this subsection, and any other
information the department may require. A general partnership shall furnish to its
nonresident partner annually, but not later than the fifteenth day of the fourth month after
the end of its taxable year, a record of the amount of tax paid on behalf of the partner on a
form prescribed by the department.

155



APPENDIX

2007 Kentucky Revised Statutes:

e 141.010. Definitions for chapter.

e 141.040 Corporation income tax — Exemption — Rate.
e 141.0401. Limited liability entity tax — Exemptions — Rate.

e 141.206. Filing of returns by pass-through entities—withholding requirements on owners
of pass-through entities—Apportionment issues for pass-through entities—Composite
returns.
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141.010. Definitions for chapter.

As used in this chapter, unless the context requires otherwise:

(1) “Commissioner” means the commissioner of the Department of Revenue;

(2) “Department” means the Department of Revenue;

(3) “Internal Revenue Code” means the Internal Revenue Code in effect on December 31, 2006,
exclusive of any amendments made subsequent to that date, other than amendments that
extend provisions in effect on December 31, 2006, that would otherwise terminate, and as
modified by KRS 141.0101, except that for property placed in service after September 10, 2001,
only the depreciation and expense deductions allowed under Sections 168 and 179 of the
Internal Revenue Code in effect on December 31, 2001, exclusive of any amendments made
subsequent to that date, shall be allowed, and including the provisions of the Military Family
Tax Relief Act of 2003, Pub. L. No. 108-121, effective on the dates specified in that Act;

(4) “Dependent” means those persons defined as dependents in the Internal Revenue Code;

(5) “Fiduciary” means “fiduciary” as defined in Section 7701(a)(6) of the Internal Revenue Code;

(6) “Fiscal year” means “fiscal year” as defined in Section 7701(a)(24) of the Internal Revenue Code;

(7) “Individual” means a natural person;

(8) “Modified gross income” means the greater of:

(a) Adjusted gross income as defined in Section 62 of the Internal Revenue Code of 1986,
including any subsequent amendments in effect on December 31 of the taxable year,
and adjusted as follows:

1. Include interest income derived from obligations of sister states and political
subdivisions thereof; and

2. Include lump-sum pension distributions taxed under the special transition
rules of Pub. L. No. 104-188, sec. 1401(c)(2);

(9) “Adjusted gross income” in the case of taxpayers other than corporations means gross income
as defined in subsection (9) of this section minus the deductions allowed individuals by Section
62 of the Internal Revenue Code and as modified by KRS 141.0101 and adjusted as follows,
except that deductions shall be limited to amounts allocable to income subject to taxation
under the provisions of this chapter, and except that nothing in this chapter shall be construed
to permit the same item to be deducted more than once;

(a) Exclude income that is exempt from state taxation by the Kentucky Constitution and
the Constitution and statutory laws of the United States and Kentucky;

(b) Exclude income from supplemental annuities provided by the Railroad Retirement Act
of 1937 as amended and which are subject to federal income tax by Public Law 89-
699;

(c) Include interest income derived from obligations of sister states and political
subdivisions thereof;

(d) Exclude employee pension contributions picked up as provided for in KRS 6.505,
16.545, 21.360, 61.560, 65.155, 67A.320, 67A.510, 78.610, and 161.540 upon a ruling
by the Internal Revenue Service or the federal courts that these contributions shall
not be included as gross income until such time as the contributions are distributed or
made available to the employee;

(e) Exclude Social Security and railroad retirement benefits subject to federal income tax;
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(f) Include, for taxable years, ending before January 1, 1991, all overpayments of federal
income tax refunded or credited for taxable years;

(g) Deduct, for taxable years ending before January 1, 1991, federal income tax paid for
taxable years ending before January 1, 1990;

(h) Exclude any money received because of a settlement or judgment in a lawsuit
brought against a manufacturer or distributor of “Agent Orange” for damages
resulting from exposure to Agent Orange by a member or veteran of the Armed
Forces of the United States or any dependent of such person who served in Vietnam;

(i)

1. For taxable years ending prior to December 31, 2005, exclude the applicable amount
of total distributions from pension plans, annuity contracts, profit-sharing plans,
retirement plans, or employee savings plans.

The applicable amount shall be:

a.

Twenty-five percent (25%), but not more than six thousand two hundred fifty
dollars (S6,250), for taxable years beginning after December 31, 1994, and
before January 1, 1996;

Fifty percent (50%), but not more than twelve thousand five hundred dollars
(512, 500), for taxable years beginning after December 31, 1995, and before
January 1, 1997;

Seventy-five percent (75%), but not more than eighteen thousand seven
hundred fifty dollars ($18,750), for taxable years beginning after December 31,
1996, and before January 1, 1998; and

One hundred percent (100%), but not more than thirty-five thousand dollars
($35,000), for taxable years beginning after December 31, 1997.

2. For taxable years beginning after December 31, 2005, exclude up to forty-one
thousand one hundred ten dollars ($41,110) of total distributions from pension plans,
annuity contracts, profit-sharing plans, retirement plans, or employee savings plans.

3. Asused in this paragraph:

a.

“Distributions” includes, but is not limited to, any lump-sum distribution
from pension or profit-sharing plans qualifying for the income tax averaging
provisions of Section 402 of the Internal Revenue Code; any distribution
from an individual retirement account as defined in Section 408 of the
Internal Revenue Code; and any disability pension distribution;

“Annuity contract” has the same meaning as set forth in Section 1035 of the
Internal Revenue Code; and

“Pension plans, profit-sharing plans, retirement plans, or employee savings
plans” means any trust or other entity created or organized under a written
retirement plan and forming part of a stock bonus, pension, or profit-sharing
plan of a public or private employer for the exclusive benefit of employees
or their beneficiaries and includes plans qualified or unqualified under
Section 401 of the Internal Revenue Code and individual retirement
accounts as defined in Section 408 of the Internal Revenue Code;
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(i)
1

a. Exclude the portion of the distributive share of a shareholder’s net income from an S
corporation subject to the franchise tax imposed under KRS 136.505 or the capital
stock tax imposed under KRS 136.300; and

b. Exclude the portion of the distributive share of a shareholder’s net income from an S
corporation related to a qualified subchapter S subsidiary subject to the franchise tax
imposed under KRS 136.505 or the capital stock tax imposed under KRS 136.300.

2.The shareholder’s basis of stock held in a S corporation where the S corporation or its

qualified subchapter S subsidiary is subject to the franchise tax imposed under KRS
136.505 or the capital stock tax imposed under KRS 136.300 shall be the same as the basis
for federal income tax purposes;

(k) Exclude for taxable years beginning after December 31, 1998, to the extent not already

(1

excluded from gross income, any amounts paid for health insurance, or the value of any
voucher or similar instrument used to provide health insurance, which constitutes medical
care coverage for the taxpayer, the taxpayer’s spouse, and dependents during the taxable
year. Any amounts paid by the taxpayer for health insurance that are excluded pursuant
to this paragraph shall not be allowed as a deduction in computing the taxpayer’s net
income under subsection (11) of this section;

Exclude income received for services performed as a precinct worker for election training
or for working at election booths in state, county, and local primary, regular, or special
elections;

(m) Exclude any amount paid during the taxable year for insurance for long-term care as

(n

(o

defined in KRS 304.12-600;

) Exclude any capital gains income attributable to property taken by eminent domain;

) Exclude any amount received by a producer of tobacco or a tobacco quota owner from
the multistate settlement with the tobacco industry, known as the Master Settlement
Agreement, signed on November 22, 1998;

(p) Exclude any amount received from the secondary settlement fund, referred to as “Phase

(g

II,” established by tobacco companies to compensate tobacco farmers and quota owners
for anticipated financial losses caused by the national tobacco settlement;

) Exclude any amount received from funds of the Commodity Credit Corporation for the
Tobacco Loss Assistance Program as a result of a reduction in the quantity of tobacco
guota allotted;

(r) Exclude any amount received as a result of a tobacco quota buydown program that all

guota owners and growers are eligible to participate in; and

(s) Exclude state Phase Il payments received by a producer of tobacco or a tobacco quota

owner;

(t) Exclude all income from all sources for active duty and reserve members and officers of

(11)

the Armed Forces of the United States or National Guard who are killed in the line of duty,
for the year during which the death occurred and the year prior to the year during which
the death occurred. For the purposes of this paragraph, “all income from all sources” shall
include all federal and state death benefits payable to the estate or any beneficiaries;
“Net income” in the case of taxpayers other than corporations means adjusted gross income

as defined in subsection (10) of this section, minus the standard deduction allowed by KRS
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141.081, or, at the option of the taxpayer, minus the deduction allowed by KRS 141.0202, minus
any amount paid for vouchers or similar instruments that provide health insurance coverage to
employees or their families, and minus all the deductions allowed individuals by Chapter 1 of
the Internal Revenue Code as modified by KRA 141.0101 except those listed below, except that
deductions shall be limited to amount allocable to income subject to taxation under the
provisions of this chapter and that nothing in this chapter shall be construed to permit the same
item to be deducted more than once:

(a) Any deduction allowed by the Internal Revenue Code for state or foreign taxes

measured by gross or net income, including state and local general sales taxes allowed
in lieu of state and local income taxes under the provisions of Section 164(b)(5) of the
Internal Revenue Code;

(b) Any deduction allowed by the Internal Revenue Code for amounts allowable under

(c)

KRS 140.090(1)(h) in calculating the value of the distributive shares of the estate of a
decedent, unless there is filed with the income return a statement that such
deduction has not been claimed under KRS 140.090(1)(h);

The deduction for personal exemptions allowed under Section 151 of the Internal
Revenue Code and any other deductions in lieu thereof; and

(d) Any deduction for amounts paid to any club, organization, or establishment which has

been determined by the courts or an agency established by the General Assembly and
charged with enforcing the civil rights laws of the Commonwealth, not to afford full
and equal membership and full and equal enjoyment of its goods, services, facilities,
privileges, advantages, or accommodations to any person because of race, color,
religion, national origin, or sex, except nothing shall be construed to deny a deduction
for amounts paid to any religious or denominational club, group, or establishment or
any organization operated solely for charitable or educational purposes which restricts
membership to persons of the same religion or denomination in order to promote the
religious principles for which it is established and maintained;

(12)  “Gross income, “ in the case of corporations, means “gross income, as defined in Section 61
of the Internal Revenue Code and as modified by KRS 141.0101 and adjusted as follows:

(a) Exclude income that is exempt from state taxation by the Kentucky Constitution and
the Constitution and statutory laws of the United States;

(b) Exclude all dividend income received after December 31, 1969;

(c) Include interest income derived from obligations of sister states and political
subdivisions thereof;

(d) Exclude fifty percent (50%) of gross income derived from any disposal of coal
covered by Section 631(c) of the Internal Revenue Code if the corporation does not
claim any deduction for percentage depletion, or for expenditures attributable to
the making and administering of the contract under which such disposition occurs
or to the preservation of the economic interests retained under such contract;

(e) Include in the gross income of lessor income tax payments made by lessees to
lessor, under the provisions of Section 110 of the Internal Revenue Code, and
exclude such payments from the gross income of lessees;

(f) Include the amount calculated under KRS 141.205;

(g) Ignore the provisions of Section 281 of the Internal Revenue Code in computing
gross income;
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(h) Exclude income from “safe harbor leases” (Section 168(f)(8) of the Internal Revenue
Code);

(i) Exclude any amount received by a producer of tobacco or a tobacco quota owner
from the multistate settlement with the tobacco industry, known as the Master
Settlement Agreement, signed on November 22, 1998;

(j) Exclude any amount received from the secondary settlement fund, referred to as
“Phase Il,” established by tobacco companies to compensate tobacco farmers and
quota owners for anticipated financial losses caused by the national tobacco
settlement;

(k) Exclude any amount received from funds of the Commodity Credit Corporation for
the Tobacco Loss Assistance Program as a result of a reduction in the quantity of
tobacco quota allotted;

(I) Exclude any amount received as a result of a tobacco quota buydown program that
all quota owners and growers are eligible to participate in;

(m) For taxable years beginning after December 31, 2004, and before January 1, 2007,
exclude the distributive share income or loss received from a corporation defined in
subsection (24)(b) of this section whose income has been subject to the tax
imposed by KRS 141.040. The exclusion provided in this paragraph shall also apply
to a taxable year that begins prior to January 1, 2005, if the income by a corporation
defined in subparagraphs 2. to 8. of subsection (24)(b) of this section with a return
filed for a period of less than twelve (12) months that begins on or after January 1,
2005, and ends on or before December 31, 2005. This paragraph shall not be used
to delay payment of the tax imposed by KRS 141.040; and

(n) Exclude state Phase Il payments received by a producer of tobacco or a tobacco
quota owner;

(13)  “Net income,” in the case of corporations, means “gross income” as defined in subsection

(12) of t

his section minus the deduction allowed by KRS 141.0202, minus any amount paid for

vouchers or similar instruments that provide health insurance coverage to employees or their

families,

and minus all the deductions from gross income allowed corporations by Chapter 1 of

the Internal Revenue Code and modified by KRS 141.0101, except the following:

(a)

Any deduction for a state tax which is computed, in whole or in part, by reference to
gross or net income and which is paid or accrued to any state of the United States, the
District of Columbia, the Commonwealth of Puerto Rico, any territory or possession of
the United States, or to any foreign country or political subdivision thereof;

(b) The deductions contained in Sections 243, 244, 245, and 247 of the Internal Revenue

(c)

Code;
The provisions of Section 281 of the Internal Revenue Code shall be ignored in
computing net income;

(d) Any deduction directly or indirectly allocable to income which is either exempt from

(e)

taxation or otherwise not taxed under the provisions of this chapter, and nothing in
this chapter shall be construed to permit the same item to be deducted more than
once;

Exclude expenses related to “safe harbor leases” (Section 168(f)(8) of the Internal
Revenue Code);
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(f) Any deduction for amounts paid to any club, organization, or establishment which has
been determined by the courts or an agency established by the General Assembly and
charged with enforcing the civil rights laws of the Commonwealth, not to afford full
and equal membership and full and equal enjoyment of its goods, services, facilities,
privileges, advantages, or accommodations to any person because of race, color,
religion, national origin, or sex, except nothing shall be construed to deny a deduction
for amounts paid to any religious or denominational club, group, or establishment or
any organization operated solely for charitable or educational purposes which restricts
membership to persons of the same religion or denomination in order to promote the
religious principles for which it is established and maintained;

(g) Any deduction prohibited by KRS 141.205;

(h) Any dividends-paid deduction of any captive real estate investment trust;

(14)

(a) “Taxable net income,” in the case of corporations that are taxable in this state, means “net
income” as defined in subsection (13) of this section;

(b) “Taxable net income,” in the case of corporations that are taxable in this state and taxable
in another state, means “net income” as defined in subsection (13) of this section and as
allocated and apportioned under KRS 141.120. A corporation is taxable in another state if,
in any state other than Kentucky, the corporation is required to file a return for or pay a net
income tax, franchise tax measured by net income, franchise tax for the privilege of doing
business, or corporate stock tax;

(c) “Taxable net income,” in the case of homeowners’ associations as defined in Section 528(c)
of the Internal Revenue Code, means “taxable income” as defined in Section 528(d) of the
Internal Revenue Code. Notwithstanding the provisions of subsection (3) this paragraph
shall be those code section in effect for the applicable tax year; and

(d) “Taxable net income,” in the case of a corporation that meets the requirements established
under Section 856 of the Internal Revenue Code to be a real estate investment trust, means
“real estate investment trust income” as defined in Section 857(b)(2) of the Internal
Revenue Code, except that a captive real estate investment trust shall be allowed any
deduction for dividends paid;

(15)  “Person” means “person” as defined in Section 7701(a)(1) of the Internal Revenue Code;

(16) “Taxable year” means the calendar year or fiscal year ending during such calendar year,
upon the basis of which net income is computed, and in the case of a return made for a
fractional part of a year under the provisions of this chapter or under regulations prescribed by
the commissioner, “taxable year” means the period for which the return is made;

(17)  “Resident” means an individual domiciled within this state or an individual who is not
domiciled in this state, but maintains a place of abode in this state and spends in the aggregate
more than one hundred eighty-three (183) days of the taxable year in this state;

(18)  “Nonresident” means any individual not a resident of this state;

(19)  “Employer” means “employer” as defined in Section 3401(d) of the Internal Revenue Code;

(20)  “Employee” means “employee” as defined in Section 3401(c) of the Internal Revenue Code;

(21)  “Number of withholding exemptions claimed” means the number of withholding
exemptions claimed in a withholding exemption certificate in effect under KRS 141.325, except
that is no such certificate is in effect, the number of withholding exemptions claimed shall be
considered to be zero;
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(22)  “Wages” means “wages” as defined in Section 3401(a) of the Internal Revenue Code and

includes
3402(k),

other income subject to withholding as provided in Section 3401(f) and Section
(0), (p), (a), and (s) of the Internal Revenue Code;

(23)  “Payroll period” means “payroll period” as defined in Section 3401(b) of the Internal
Revenue Code;

(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
IICO

1
2
3
4,
5.
6
7
8
9

10.
11.
12.

13.

(25)  “Doi

taxable years beginning after December 31, 2004, and before January 1, 2007,

rporation” means:

“Corporations” as defined in Section 7701(a)(3) of the Internal Revenue Code;

S corporations as defined in Section 1361(a) of the Internal Revenue Code;

A foreign limited liability company as defined in KRS 275.015;

A limited liability company as defined in KRS 275.015;

A professional limited liability company as defined in KRS 275.015;

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

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

A limited liability partnership as defined in KRS 362.155(7) or in 362.1-101(7) or (8);

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;

A financial asset securitization investment trust as defined in Section 860L of the

Internal Revenue Code;

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;

ng 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 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
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(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;

(26)  “Pass-through entity” means any partnership, S corporation, limited liability company,
limited liability partnership, limited partnership, or similar entity recognized by the laws of this
state that is not taxed for federal purposes at the entity level, but instead passes to each
partner, member, shareholder, or owner their proportionate share of income, deductions,
gains, losses, credits, and any other similar attributes;

(27) “S corporation” means “S corporation” as defined in Section 1361(a) of the Internal
Revenue Code;

(28)  “Limited liability pass-through entity” means any pass-through entity that affords any of its
partners, members, shareholders, or owners, through function of the laws of this state or laws
recognized by this state, protection from general liability for actions of the entity; and

(29) “Captive real estate investment trust” means a real estate investment trust as defined in
Section 856 of the Internal Revenue Code that meets the following requirements:

(a) 1. The shares or other ownership interests of the real estate investment
trust are not regularly traded on an established securities market; or
2. The real estate investment trust does not have enough shareholders or
owners to be required to register with the Securities and Exchange
Commission; and

(b) 1. The maximum amount of stock or other ownership interest that is owned
or constructively owned by a corporation equals or exceeds:

a. Twenty-five percent (25%), if the corporation does not occupy
property owned, constructively owned, or controlled by the real
estate investment trust; or

b. Ten percent (10%), if the corporation occupies property owned,
constructively owned, or controlled by the real estate investment
trust.

The total ownership interest of a corporation shall be determined by
aggregating all interests owned or constructively owned by a corporation;
2. For purposes of this paragraph:

a. “Corporation” means a corporation taxable under KRS 141.040, and
includes an affiliated group as defined in KRS 141.200, that is
required to file a consolidated return pursuant to the provisions of
KRS 141.200; and

b. “Owned or constructively owned” means owning shares or having an
ownership interest in the real estate investment trust, or owning an
interest in the entity that owns shares or has an ownership interest
in the real estate investment trust. Constructive ownership shall be
determined by looking across multiple layers of a multilayer pass-
through structure; and

(c) The real estate investment trust is not owned by another real estate
investment trust.
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141.040 Corporation income tax — Exemption — Rate.

(1) Every corporation doing business in this state, except those corporations listed in paragraph (a)
to (h) of this subsection, shall pay for each taxable year a tax to be computed by the taxpayer on
taxable net income or the alternative minimum calculation computed under this section at the
rates specified in this section:

(a) Financial institutions, as defined in KRS 136.500, except bankers banks organized
under KRS 287.135;

(b) Savings and loan associations organized under the laws of this state and under the
laws of the United States and making loans to members only;

(c) Banks for cooperatives;

(d) Production credit associations;

(e) Insurance companies, including farmers or other mutual hail, cyclone, windstorm, or
fire insurance companies, insurers, and reciprocal underwriters;

(f) Corporations or other entities exempt under Section 501 of the Internal Revenue
Code;

(g) Religious, educational, charitable, or like corporations not organized or conducted for
pecuniary profit; and

(h) Corporations whose only owned or leased property located in this state is located at
the premises of a printer with which it has contracted for printing, provided that:

1. The property consists of the final printed product, or copy from which
the printed product is produced; and
2. The corporation has no individuals receiving compensation in this state
as provided in KRS 141.120(8)(b); and

(i) For all taxable years except those beginning after December 31, 2004, and before
January 1, 2007, S corporations.

(2) Fortax years ending before January 1, 1990, the following rates shall apply:

(a) Three percent (3%) of the first twenty-five thousand dollars ($25,000) of taxable
net income;

(b) Four percent (4%) of the amount of taxable net income in excess of twenty-five
thousand dollars (525,000), but not in excess of fifty thousand dollars ($50,000);

(c) Five percent (5%) of the amount of taxable net income in excess of fifty thousand
dollars (§50,000), but not in excess of one hundred thousand dollars ($100,000);

(d) Six percent (6%) of the amount of taxable net income in excess of one hundred
thousand dollars (5100,000), but not in excess of two hundred fifty thousand
dollars ($250,000);

(e) Seven and twenty-five one hundredths percent (7.25%) of the amount of taxable
net income in excess of two hundred fifty thousand dollars ($250,000).

(3) For tax years beginning after December 31, 1989, and before January 1, 2005, the following
rates shall apply:

(a) Four percent (4%) of the first twenty-five thousand dollars ($25,000) of taxable net
income;

(b) Five percent (5%) of the amount of taxable net income in excess of twenty-five
thousand dollars ($25,000), but not in excess of fifty thousand dollars ($50,000);
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(c) Six percent (6%) of the amount of taxable net income in excess of fifty thousand
dollars ($50,000), but not in excess of one hundred thousand dollars (5100,000);

(d) Seven percent (7%) of the amount of taxable net income in excess of one hundred
thousand dollars ($100,000), but not in excess of two hundred fifty thousand
dollars ($250,000); and

(e) Eight and twenty-five one hundredths percent (8.25%) of the amount of taxable
net income in excess of two hundred fifty thousand dollars (5250,000).

(4) For tax years beginning before January 1, 1990, and ending after December 31, 1989, the tax
shall be the sum of the amounts determined in paragraphs (a) and (b) as follows:

(a) Apply the tax rates in subsection (2) of this section to the taxable net income for
the year and multiply the result by a fraction, the numerator of which is the
number of days from the first day of the taxable year through December 31, 1989,
and the denominator of which is the total number of days of the taxable year; and

(b) Apply the tax rates in subsection (3) of this section to the taxable net income for
the year and multiply the result by a fraction, the numerator of which is the
number of days from January 1, 1990, through the last day of the taxable year and
the denominator of which is the total number of days of the taxable year.

(5) For taxable years beginning after December 31, 2004, and before January 1, 2007, corporations
subject to the tax imposed by this section shall pay the greater of the tax computed under
paragraph (a) of this subsection, the tax computed under paragraph (b)1. or 2. of this
subsection, or the minimum tax imposed by subsection (7) of this section. The tax computed
under this subsection is as follows:

(a) 1. Four percent (4%) of the first fifty thousand dollars ($50,000) of taxable net
income;

2. Five percent (5%) of taxable net income over fifty thousand dollars
(550,000) up to one hundred thousand dollars ($100,000); and

3. Seven percent (7%) of taxable net income over one hundred thousand
dollars (5100,000); or

(b) An alternative minimum calculation of an amount equal to the lesser of the
amount computed under subparagraph 1. or 2. of this paragraph:

1. The gross receipts calculation contained in subsection (11) of this section; or
2. The gross profits calculation contained in subsection (12) of this section.

(6) For taxable years beginning on or after January 1, 2007, the following rates shall apply:

(a) Four percent (4%) of the first fifty thousand dollars ($50,000) of taxable net
income;

(b) Five percent (5%) of taxable net income over fifty thousand dollars (550,000) up to
one hundred thousand dollars ($100,000); and

(c) Six percent (6%) of taxable net income over one hundred thousand dollars
(5100,000).

(7) For taxable years beginning on or after January 1, 2005, and before January 1, 2007, a minimum
of one hundred seventy-five dollars ($175) shall be due for the taxable year from each
corporation subject to the tax imposed by this section, regardless of the application of any tax
credits provided under this chapter or any other provision of the Kentucky Revised Statutes for
which the business entity may qualify.
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(8) The alternative minimum calculation portion of the tax computation provided in subsection (5)
of this section shall not apply to:

(a)
(b)

(c)

(d)
(e)

Public service corporations subject to tax under KRS 136.120;

Open-ended registered investment companies organized under the laws of this state
and registered under the Investment Company Act of 1940;

Any property or facility which has been certified as a fluidized bed energy production
facility as defined in KRS 211.390;

An alcohol production facility as defined in KRS 247.910; and

For taxable years beginning after December 31, 2005, and before January 1, 2007,
political organizations as defined in Internal Revenue Code Section 527 and related
regulations.

(9) For taxable years beginning after December 31, 2005, and before January 1, 2007, political
organizations as defined in Internal Revenue Code Section 527 and related regulations.

(a)

(b)

(c)

(d)

As used in this subsection, “qualified exempt organization” means an entity listed in
subsection (1)(a) to (h) of this section and shall not include any entity whose exempt
status has been disallowed by the Internal Revenue Service.

Notwithstanding any other provisions of this section or KRS 141.010, any corporation
of the type listed in KRS 141.010(24)(b)2. to 8. that is owned in whole or in part by a
qualified exempt organization shall, in calculating its taxable net income, gross
receipts, or Kentucky gross profits, exclude the proportionate share of its taxable net
income, gross receipts, or Kentucky gross profits attributable to the ownership
interest of the qualified exempt organization.

Any corporation that reduces taxable net income, gross receipts, or Kentucky gross
profits in accordance with paragraph (b) of this subsection shall disregard the
ownership interest of the qualified exempt organization in determining the amount of
credit available under KRS 141.420.

The Department of Revenue may promulgate an administrative regulation to further
define “qualified exempt organization” to include an entity for which exemption is
constitutionally or legally required, or to exclude any entity created primarily for tax
avoidance purposes with no legitimate business purpose.

(10)  For taxable years beginning after December 31, 2004, and before January 1, 2007:

(a)

To the extent that a corporation identified in KRS 141.010(24)(b)2. to 8. is doing
business in this state, any member, shareholder or partner of the corporation may
elect to pay, on behalf of the corporation, his, her or its proportionate share of the tax
imposed by this section against the corporation. If an election is made, the electing
member, shareholder or partner shall be treated in the same manner as the
corporation regarding the proportionate part of the tax paid by the member,
shareholder or partner. An election made pursuant to this subsection shall not:
1. Be used by the Department of Revenue or the taxpayer to assert that the
party making the election is doing business in Kentucky;
2. Result in an increase of the amount of credit allowable under KRS 141.420;
or
3. Apply to any corporation that is required to be included in a consolidated
return under KRS 141.200(2) to (5) and (9) to (12).
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(b) The Department of Revenue shall prescribe forms and promulgate regulations to

execute and administer the provisions of this subsection.

(11)  The alternative minimum calculation for gross receipts shall be:
(a) For taxable years beginning on or after January 1, 2005, and before January 1,

2006, nine and one-half cents (50.095) per one hundred dollars (5100) of the
corporation’s Kentucky gross receipts; and

(b) For taxable years beginning on or after January 1, 2006, and before January 1,

2007:

1. If the corporation’s gross receipts from all sources are three million
dollars ($3,000,000) or less, the alternative minimum calculation shall
be zero;

2. If the corporation’s gross receipts from all sources are greater than
three million dollars ($3,000,000) but less than six million dollars
(56,000,000), the alternative minimum calculation shall be nine and
one-half cents ($0.095) per one hundred dollars ($100) of the
corporation’s Kentucky gross receipts, reduced by an amount equal to
two thousand eight hundred fifty dollars ($2,850) multiplied by a
fraction, the numerator of which is six million dollars ($6,000,000) less
the amount of the corporation’s Kentucky gross receipts for the
taxable year, and the denominator of which is three million dollars
($3,000,000), but in no case shall the result be less than zero;

3. If the corporation’s gross receipts from all sources are equal to or
greater than six million dollars ($6,000,000), the alternative minimum
calculation shall be nine and one-half cents ($0.095) per one hundred
dollars (5100) of the corporation’s Kentucky gross receipts.

In determining eligibility for the reductions contained in this paragraph

when the alternative minimum calculation is computed on a consolidated

return, the gross receipts of the affiliated group shall include the total
gross receipts from all sources of the affiliated group, including eliminating
entries for transactions among the group.

(12)  The alternative minimum calculation for gross profits shall be:
(a) For taxable years beginning on or after January 1, 2005, and before January 1,
2006, seventy-five cents (50.75) per one hundred dollars (5100) of the
corporation’s Kentucky gross profits; and
(b) For taxable years beginning on or after January 1, 2006, and before January 1,
2007:

1.

If the corporation’s gross profits from all sources are three million dollars
($3,000,000) or less, the tax shall be zero;

If the corporation’s gross profits from all sources are at least three million
dollars ($3,000,000) but less than six million dollars ($6,000,000), the tax
shall be seventy-five cents ($0.75) per one hundred dollars (5100) of the
corporation’s Kentucky gross profits, reduced by an amount equal to twenty-
two thousand five hundred dollars (522,500) multiplied by a fraction, the
numerator of which is six million dollars ($6,000,000) less the amount of the
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(13)

(14)

corporation’s Kentucky gross profits, and the denominator of which is three
million dollars ($3,000,000), but in no case shall the result be less than zero;
3. If the corporation’s gross profits from all sources are equal to or greater than
six million dollars ($6,000,000), the tax shall be seventy-five cents (S0.75) per
one hundred dollars ($100) on all of the corporation’s Kentucky gross profits.

In determining eligibility for the reductions contained in this paragraph when the alternative
minimum calculation is computed on a consolidated return, the gross profits of the affiliated
group shall include the total gross profits from all sources of the affiliated group, including
eliminating entries for transactions among the group.

As used in subsections (11) and (12) of this section:

(a)
(b)
(c)

(a)

“Kentucky gross receipts” means an amount equal to the computation of the
numerator of the sales factor under the provisions of KRS 141.120(8)(c);

“Gross receipts from all sources” means an amount equal to the computation of the
denominator of the sales factor under the provisions of KRS 141.120(8)(c); and

The terms defined in KRS 141.0401(1)(d) to (l) shall have the same meaning as
provided in KRS 141.0401.

For taxable years beginning on or after January 1, 2007, an S corporation shall pay
income tax on the same items of income and in the same manner as required for
federal purposes, except to the extent required by differences between this chapter
and the federal income tax law and regulations.

1. If the S corporation is required under Section 1363(d) of the Internal Revenue
Code to submit installments of tax on the recapture of LIFO benefits, installments to
pay the Kentucky tax due shall be paid on or before the due date of the S
corporation’s return, as extended, if applicable.

2. Notwithstanding KRS 141.170(3), no interest shall be assessed on the installment

payment for the period of extension.

()

If the S corporation is required under Section 1374 or 1375 of the Internal Revenue
Code to pay tax on built-in gains or on passive investment income, the amount of
tax imposed by this subsection shall be computed by applying the highest rate of tax
for the taxable year.

141.0401. Limited liability entity tax — Exemptions — Rate.

(1) As used in this section:

(a) “Kentucky gross receipts” means an amount equal to the computation of the numerator
of the sales factor under the provisions of KRS 141.120(8)(c), and includes the
proportionate share of Kentucky gross receipts of all wholly or partially owned limited
liability pass-through entities, including all layers of a multi-layered pass-through
structure;

(b) “Gross receipts from all sources” means an amount equal to the computation of the
denominator of the sales factor under the provisions of KRS 141.120(8)(c), and includes
the proportionate share of gross receipts from all sources of all wholly or partially
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owned limited liability pass-through entities, including all layers of a multi-layered pass-
through structure;

(c) “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 be included in an
affiliated group if organized as a corporation;

(d) “Cost of goods sold” means:

1. Amounts that are:

a. Allowable as cost of goods sold pursuant to the Internal Revenue Code
and any guidelines issued by the Internal Revenue Service relating to
cost of goods sold, unless modified by this paragraph; and

b. Incurred in acquiring or producing the tangible product generating the
Kentucky gross receipts.

2. For manufacturing, producing, reselling, retailing, or wholesaling activities, cost
of goods sold shall only include cost directly incurred in acquiring or producing
the tangible product. In determining cost of goods sold:

a. Labor cost shall be limited to direct labor costs as defined in paragraph
(f) of this subsection;

b. Bulk delivery cost as defined in paragraph (g) of this subsection may be
included; and

c. Costs allowable under Section 263A of the Internal Revenue Code may
be included only to the extent the costs are incurred in acquiring or
producing the tangible product generating the Kentucky gross receipts.
Notwithstanding the foregoing, indirect labor costs allowable under
Section 263A shall not be included;

3. For any activity other than manufacturing, producing, reselling, retailing, or
wholesaling, no costs shall be included in cost of goods sold.

As used in this paragraph, “guidelines issued by the Internal Revenue Service”

includes regulations, private letter rulings, or any other guidance issued by the

Internal Revenue Service that be relied upon by taxpayers under reliance standards

established by the Internal Revenue Service;

(e) 1. “Kentucky gross profits” means Kentucky gross receipts reduced by returns and

(f)

allowances attributable to Kentucky gross receipts, less the cost of goods sold
attributable to Kentucky gross receipts. If the amount of returns and allowances
attributable to Kentucky gross receipts and the cost of goods sold attributable to
Kentucky gross receipts is zero, then “Kentucky gross profits” means Kentucky gross
receipts; and

2. “Gross profits from all sources” means gross receipts from all sources reduced by
returns and allowances attributable to gross receipts from all sources, less the cost of
goods sold attributable to gross receipts from all sources. If the amount of returns and
allowances attributable to gross receipts from all sources and the cost of goods sold
attributable to gross receipts from all sources is zero, then gross profits from all sources
means gross receipts from all sources;

“Direct labor” means labor that is incorporated into the tangible product sold or is an
integral part of the manufacturing process;

(g) “Bulk delivery costs” means the cost of delivering the product to the consumer if:
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1. The tangible product is delivered in bulk and requires specialized equipment that
generally precludes commercial shipping; and
2. The tangible product is taxable under KRS 138.220;

(h) “Manufacturing” and “producing” means:

1. Manufacturing, producing, constructing, or assembling components to produce
a significantly different or enhanced end tangible product;

2. Mining or severing natural resources from the earth; or

3. Growing or raising agricultural or horticultural products or animals;

(i) “Real property” means land and anything growing on, attached to, or erected on it,
excluding anything that may be severed without injury to the land;

(i) “Reselling,

”

retailing,” and “wholesaling” mean the sale of a tangible product;

(k) “Tangible personal property” means property, other than real property, that has
physical form and characteristics; and
(I) “Tangible product” means real property and tangible personal property;

(2) (a) For taxable years beginning on or after January 1, 2007, an annual limited liability entity tax
shall be paid by every corporation and every limited liability pass-through entity doing business
in Kentucky on all Kentucky gross receipts or Kentucky gross profits except as provided in this
subsection. The tax shall be the greater of the amount computed under paragraph (b) of this
subsection or one hundred seventy-five dollars ($175), regardless of the application of any tax
credits provided under this chapter or any other provisions of the Kentucky Revised Statutes for
which the business entity may qualify.

(b) The limited liability entity tax shall be the lesser of subparagraph 1. or 2. of this paragraph:

1.

a.

If the corporation’s or limited liability pass-through entity’s gross receipts from all
sources are three million dollars ($3,000,000) or less, the limited liability entity tax
shall be zero;

If the corporation’s or limited liability pass-through entity’s gross receipts from all
sources are greater than three million dollars ($3,000,000) but less than six millions
dollars ($6,000,000), the limited liability entity tax shall be nine and one-half cents
(50.095) per one hundred dollars (5100) of the corporation’s or limited liability pass-
through entity’s Kentucky gross receipts reduced by an amount equal to two
thousand eight hundred fifty dollars (52,850) multiplied by a fraction, the numerator
of which is six million dollars ($6,000,000) less the amount of the corporation’s or
limited liability pass-through entity’s Kentucky gross receipts for the taxable year,
and the denominator of which is three million dollars ($3,000,000), but in no case
shall the result be less than zero;

If the corporation’s or limited liability pass-through entity’s gross receipts from all
sources are equal to or greater than six million dollars ($6,000,000), the limited
liability entity tax shall be nine and one-half cents ($0.095) per one hundred dollars
(5100) of the corporation’s or limited liability pass-through entity’s Kentucky gross
receipts.

a. If the corporation’s or limited liability pass-through entity’s gross profits from all

sources are three million dollars ($3,000,000) or less, the limited liability entity
tax shall be zero;
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b.

If the corporation’s or limited liability pass-through entity’s gross profits from all
sources are at least three million dollars ($3,000,000) but less than six million
dollars ($6,000,000), the limited liability entity tax shall be seventy-five cents
(50.75) per one hundred dollars (5100) of the corporation’s or limited liability
pass-through entity’s Kentucky gross profits, reduced by an amount equal to
twenty-two thousand five hundred dollars ($22,500) multiplied by a fraction, the
numerator of which is six million dollars ($6,000,000) less the amount of the
corporation’s or limited liability pass-through entity’s Kentucky gross profits, and
the denominator of which is three million dollars ($3,000,000), but in no case
shall the result be less than zero;

If the corporation’s or limited liability pass-through entity’s gross profits from all
sources are equal to or greater than six million dollars ($6,000,000), the limited
liability entity tax shall be seventy-five cents (50.75) per one hundred dollars
(5100) of all of the corporation’s or limited liability pass-through entity’s
Kentucky gross profits.

In determining eligibility for the reductions contained in this paragraph, a member
of a combined group shall consider the combined gross receipts and the combined
gross profits from all sources of the entire combined group, including eliminating
entries for transactions among the group.

(c) A credit shall be allowed against the tax imposed under paragraph (a) of this subsection
for the current year to a corporation or limited liability pass-through entity that owns an
interest in a limited liability pass-through entity. The credit shall be the proportionate
share of tax calculated under this subsection by the lower-level pass-through entity, as
determined after the amount of tax calculated by the pass-through entity has been
reduced by the minimum tax of one hundred seventy-five dollars ($175). The credit
shall apply across multiple layers of a multilayered pass-through entity structure. The
credit at each layer shall include the credit from each lower layer, after reduction for the
minimum tax of one hundred seventy-five dollars ($175) at each layer.

(d) The department may promulgate administrative regulations to establish a method for
calculating the cost of goods sold attributable to Kentucky.

(3) A nonrefundable credit based on the tax calculated under subsection (2) of this section shall be
allowed against the tax imposed by KRS 141.020 or 141.040. The credit amount shall be
determined as follows:

(a) The credit allowed a corporation subject to the tax imposed by KRS 141.040 shall

be equal to the amount of tax calculated under subsection (2) of this section for
the current year after subtraction of any credits indentified in KRS 141.0205,
reduced by the minimum tax of one hundred seventy-five dollars (5175), plus
any credit determined in paragraph (b) of this subsection for tax paid by wholly
or partially owned limited liability pass-through entities. The amount of credit
allowed to a corporation based on the amount of tax paid under subsection (2)
of this section for the current year shall be applied to the income tax due from
the corporation’s activities in this state. Any remaining credit from the
corporation shall be disallowed.

(b) The credit allowed members, shareholders, or partners of a limited liability pass-

through entity shall be the members’, shareholders’, or partners’ proportionate
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share of the tax calculated under subsection (2) of this section for the current
year after subtraction of any credits indentified in KRS 141.0205, as determined
after the amount of tax paid has been reduced by the minimum tax of one
hundred seventy-five dollars ($175). The credit allowed to members,
shareholders, or partners of a limited liability pass-through entity shall be
applied to income tax assessed on income from the limited liability pass-through
entity. Any remaining credit from the limited liability pass-through entity shall
be disallowed.

(4) Each taxpayer subject to the tax imposed in this section shall file a return, on forms prepared by
the department, on or before the fifteenth day of the fourth month following the close of the
taxpayer’s taxable year. Any tax remaining due after making the payments required in KRS
141.042 shall be paid by the original due date of the return.

(5) The department shall prescribe forms and promulgate administrative regulations as needed to
administer the provisions of this section.

(6) The tax imposed by subsection (2) of this section shall not apply to:

(a) Financial institutions, as defined in KRS 136.500, except, banker’s banks
organized under KRS 287.135 or 286.3-135;

(b) Savings and loan associations organized under the laws of this state and
under the laws of the United States and making loans to members only;

(c) Banks for cooperatives;

(d) Production credit associations;

(e) Insurance companies, including farmers’ or other mutual hail, cyclone,
windstorm, or fire insurance companies, insurers, and reciprocal
underwriters’

(f) Corporations or other entities exempt under Section 501 of the Internal
Revenue Code;

(g) Religious, educational, charitable, or like corporations not organized or
conducted for pecuniary profit;

(h) Corporations whose only owned or leased property located in this state
is located at the premises of a printer with which it has contracted for
printing, provided that:

1. The property consists of the final printed product, or copy from
which the printed product is produced; and

2. The corporation has no individuals receiving compensation in this
state as provided in KRS 141.120(8)(b);

(i) Public service corporations subject to tax under KRS 136.120;

(j) Open-end registered investment companies organized under the laws of
this state and registered under the Investment Company Act of 1940;

(k) Any property or facility which has been certified as a fluidized bed
energy production facility as defined in KRS 211.390;

() An alcohol production facility as defined in KRS 247.910;

(m) Real estate investment trusts as defined in KRS 247.910;

(n) Regulated investment companies as defined in Section 851 of the
Internal Revenue Code;
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(7)

(a)

(b)

(c)

(d)

(o) Real estate mortgage investment conduits as defined in Section 860D of
the Internal Revenue Code;

(p) Personal service corporations as defined in Section 269A(b)(1) of the
Internal Revenue Code;

(q) Cooperative described in Section 521 and 1381 of the Internal Revenue
Code, including farmers’ agricultural and other cooperatives organized or
recognized under KRS Chapter 272, advertising cooperatives, purchasing
cooperatives, homeowners associations including those described in
Section 528 of the Internal Revenue Code, political organizations as
defined in Section 527 of the Internal Revenue Code, and rural electric
and rural telephone cooperatives; and

(r) Publicly traded partnerships as defined by Section 7704(b) of the Internal
Revenue Code that are treated as partnerships for federal tax purposes
under Section 7704(c) of the Internal Revenue Code, or their publicly
traded partnership affiliates. “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.

As used in this subsection, “qualified exempt organization” means an entity
listed in subsection (6)(a) to (r) of this section and shall not include any entity
whose exempt status has been disallowed by the Internal Revenue Service.
Notwithstanding any other provisions of this section, any limited liability pass-
through entity that is owned in whole or in part by a qualified exempt
organization shall, in calculating its Kentucky gross receipts or Kentucky gross
profits, exclude the proportionate share of its Kentucky gross receipts or
Kentucky gross profits attributable to the ownership interest of the qualified
exempt organization.

Any limited liability pass-through entity that reduces Kentucky gross receipts or
Kentucky gross profits in accordance with paragraph (b) of this subsection shall
disregard the ownership interest of the qualified exempt organization in
determining the amount of credit available under subsection (3) of this section.
The Department of Revenue may promulgate an administrative regulation to
further define “qualified exempt organization” to include an entity for which
exemption is constitutionally or legally required, or to exclude any entity created
primarily for tax avoidance purposes with no legitimate business purpose.

(8) The credit permitted by subsection (3) of this section shall flow through multiple layers

of limited liability pass-through entities and shall be claimed by the taxpayer who
ultimately pays the tax on the income of the limited liability pass-through entity.
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141.206. Filing of returns by pass-through entities—withholding requirements on owners of pass-
through entities—Apportionment issues for pass-through entities—Composite returns.

(1) As used in this section unless the context requires otherwise:

(a) For taxable years beginning after December 31, 2004, and before January 1, 2007,
“pass-through entity” means a general partnership not subject to the tax imposed
by KRS 141.040, including 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 and its publicly traded
partnership affiliates. “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; and

(b) For all other taxable years, “pass-through entity” means pass-through entity as
defined in KRS 141.010.

(2) Every pass-through entity doing business in this state shall, on or before the fifteenth day of
the fourth month following the close of its annual accounting period, file a copy of its
federal tax return with the form prescribed and furnished by the department.

Pass-through entities shall determine net income in the same manner as in the case of an
individual under KRS 141.010(9) to (11) and the adjustment required under Sections 703(a)
and 1363(b) of the Internal Revenue Code. Computation of net income under this section
and the computation of the partner’s, member’s, or shareholder’s distributive share shall be
computed as nearly as practicable identical with those required for federal income tax
purposes except to the extent required by differences between this chapter and the federal
income tax law and regulations.

(3)

(a)

Individuals, estates, trusts, or corporations doing business in this state as a partner,
member, or shareholder in a pass-through entity shall be liable for income tax only in
their individual, fiduciary, or corporate capacities, and no income tax shall be assessed
against the net income of any pass-through entity, except as required for S corporations
by KRS 141.040(14).

1. Every pass-through entity required to file a return under subsection (2) of this section,
except publicly traded partnerships as defined in KRS 141.0401(6)(r), shall withhold
Kentucky income tax on the distributive share, whether partner, member, or
shareholder, or each corporate partner or member that is doing business in Kentucky
only through its ownership interest in a pass-through entity. Withholding shall be at the
maximum rate provided in KRS 141.020 or 141.040.

2. If a pass-through entity demonstrates to the department that a partner, member, or
shareholder has filed an appropriate tax return for the prior year with the department,
then the pass-through entity shall not be required to withhold on that partner, member,
or shareholder for the current year unless the exemption from withholding has been
revoked pursuant to subparagraph 3. of this paragraph.

3. An exemption from withholding shall be considered revoked if the partner, member,
or shareholder does not file and pay all taxes due in a timely manner. An exemption so
revoked shall be reinstated only with permission of the department. If a partner,
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member, or shareholder who has been exempted from withholding does not file a

return or pay the tax due, the department may require a pass-through entity to pay to

the department the amount that should have been withheld, up to the amount of the
partner’s, member’s or shareholder’s ownership interest in the entity. The pass-through
entity shall be entitled to recover a payment made pursuant to this subparagraph from
the partner, member, or shareholder on whose behalf the payment was made.

(c) The department may promulgate administrative regulations as needed to implement
this subsection.

(5) In determining the tax under this chapter, a resident individual, estate, or trust that is a
partner, member, or shareholder in a pass-through entity shall take into account the
partner’s, member’s, or shareholder’s total distributive share of the pass-through entity’s
items of income, loss, deduction, and credit.

(6) In determining the tax under this chapter, a nonresident individual estate, or trust that is a
partner, member, or shareholder in a pass-through entity required to file a return under
subsection (2) of this section shall take into account:

(a) 1. If the pass-through entity is doing business only in this state, the partner’s,
member’s, or shareholder’s total distributive share of the pass-through entity’s
items of income, loss, or deduction; or
2. If the pass-through entity is doing business both within and without this state, the
partner’s, member’s, or shareholder’s distributive share of the pass-through entity’s
items of income, loss, and deduction multiplied by the apportionment fraction of
the pass-through entity as prescribed in subsection (9) of this section; and

(b) The partner’s, member’s or shareholder’s total distributive share of credits of the
pass-through entity.

(7) A corporation that is subject to tax under KRS 141.040 and is a partner or member in a pass-
through entity shall take into account the corporation’s distributive share of the pass-through
entity’s items of income, loss, and deduction and:

(a) For taxable years beginning prior to January 1, 2007, the items of income, loss, and
deduction, when applicable, shall be multiplied by the apportionment fraction of the
pass-through entity’s items of income, loss, and deduction and:

(b) For taxable years beginning on or after January 1, 2007:

1. A corporation that owns an interest in a limited liability pass-through entity
or that owns an interest in a general partnership organized or formed as a
general partnership after January 1, 2006, shall include the proportionate
share of the sales, property, and payroll of the limited liability pass-through
entity or general partnership in computing its own apportionment factor;

2. A corporation that owns an interest in a general partnership organized or
formed on or before January 1, 2006, shall follow the provisions of
paragraph (a) of this subsection; and

(c) Credits from the partnership.

(8)

(a) If a pass-through entity is doing business both within and without this state, the
pass-through entity shall compute and furnish to each partner, member, or
shareholder the numerator and denominator of each factor of the apportionment
fraction determined in accordance with subsection (9) of this section.
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(9)

(10)

(11)

(12)

(13)

(b) For purposes of determining an apportionment fraction under paragraph (a) of this

subsection, if the pass-through entity is:

1. Doing business both within and without this state; and

2. A partner or member in another pass-through entity;

then the pass-through entity shall be deemed to own the pro rata share of the
property owned or leased by the other pass-through entity, and shall also include its
pro rata share of the other pass-through entity’s payroll and sales.

(c) The phrases “a partner or member in another pass-through entity” and “doing
business both within and without this state” shall extend to each level of multiple-
tiered pass-through entities.

(d) The attribution to the pass-through entity of the pro rata share of property, payroll
and sales from its role as a partner or member in another pass-through entity will
also apply when determining the pass-through entity’s ultimate apportionment
factor for property, payroll and sales as required under subsection (9) of this section.

A pass-through entity doing business within and without the state shall compute an
apportionment fraction, the numerator of which is the property factor, representing twenty-
five percent (25%) of the fraction, plus the payroll factor, representing twenty-five percent
(25%) of the fraction, plus the sales factor, representing fifty percent (50%) of the fraction, with
each factor determined in the same manner as provided in KRS 141.120(8), and the
denominator of which is four (4), reduced by the number of factors, if any, having no
denominator, provided that if the sales factor has no denominator, then the denominator shall
be reduced by two (2).

Resident individuals, estates, or trusts that are partners in a partnership, members of a
limited liability company electing partnership tax treatment for federal income tax purposes,
owners of single member limited liability companies, or shareholders in an S corporation which
does not do business in this state are subject to tax under KRS 141.020 on federal net income,
gain, deduction, or loss passed through the partnership, limited liability company, or S
corporation.

An S corporation election made in accordance with Section 1362 of the Internal Revenue
Code for federal tax purposes is a binding election for Kentucky tax purposes.

(a) Nonresident individuals shall not be taxable on investment income distributed by a
qualified investment partnership. For purposes of this subsection, a “qualified
investment partnership” means a pass-through entity that, during the taxable year,
holds only investments that produce income that would not be taxable to a nonresident
individual if held or owned individually.

(b) A qualified investment individual partnership shall be subject to all other provisions
relating to a pass-through entity under this section and shall not be subject to the tax
imposed under KRS 141.040 or 141.0401.

(a) A pass-through entity may file a composite income tax return on behalf of electing
nonresident individual partners, members, or shareholders, reporting and paying
income tax at the highest marginal rate provided in this chapter on the partners’,
members’, or shareholders’ pro rata or distributive shares of income of the pass-

177



APPENDIX

()

(d)

through entity from doing business in, or deriving income from sources within, this
state. The partners’, members’, or shareholders’ pro rata or distributive share of
income shall include all items of income or deduction used to compute adjusted gross
income on the Kentucky return that is passed through to the partner, member, or
shareholder by the pass-through entity, including, but not limited to interest, dividend,
capital gains and losses, guaranteed payments, and rents.

A nonresident individual partner, member, or shareholder whose only source of income
within this state is distributive share income from one (1) or more pass-through entities
may elect to be included in a composite return filed pursuant to this section.

A nonresident individual partner, member, or shareholder that has been included in a
composite return may file an individual income tax return and shall receive credit for tax
paid on the partner’s behalf by the pass-through entity.

A pass-through entity shall deliver to the department a return upon a form prescribed
by the department showing the total amounts paid or credited to its electing
nonresident individual partners, members, or shareholders, the amount paid in
accordance with this subsection, and any other information the department may
require. A pass-through entity shall furnish to its nonresident partner, member, or
shareholder annually, but not later than the fifteenth day of the fourth month after the
end of its taxable year, a record of the amount of tax paid on behalf of the partner,
member, or shareholder on a form prescribed by the department.
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