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Foreword from the Commissioner 
Mark A. Treesh, CPA, CMA 

In March of this year the Governor signed into law HB 272, the most sweeping 
tax change in the history of the Commonwealth. Significant changes were made 
in the way that Kentucky taxes businesses and individuals, and that has been the 
cause of no small amount of uncertainty on what the impact of all this will be on 
both taxpayers and tax preparers. 

We at the Department of Revenue have been working since the bill was passed 
to prepare for the full implementation of the new act. We have been making 
changes in computer systems, forms, and regulations and we have been doing 
our best to provide information as soon as it is ready. 

We are glad to be able to assist in this explanation of the new tax law. This 
program would not have come together if it were not for the efforts of many 
dedicated tax administrators at the Department of Revenue. They are truly 
among the finest tax professionals with whom I have had the privilege to work. 
We certainly also appreciate the efforts of all the tax preparers outside the 
Department who have contributed much time and effort. Their input has been 
invaluable. 

It is my goal as Commissioner that we implement tax modernization in a way that 
is as simple as the law will allow for both taxpayers and tax preparers. This 
manual and the seminars in which it will be used will do much to accomplish that 
goal. I would further encourage everyone to follow the latest Kentucky tax 
developments on our website at http://revenue.kv.qov/. It is the best source for 
the latest news on tax administration. 

Frankfort, KY 
October, 2005 



Taxpayer Assistance 

If you file your return wi th the department's preprinted labels affixed to  the envelope and the tax 
return, you wi l l  be able to  access information about the receipt o f  your return using a touch-tone 
telephone. This information is available through the Automated Refund and Tax lnformation 
System (ARTIS). Receipt of the return can only be verified with the use of the bar-coded labels. Use of the 
labels does not increase your chance of audit or in any other way subject your return to closer examination 
by the Department of Revenue. 

ARTlS also provides information on  the status of your income tax refund after the tax return has been 
processed. A touch-tone telephone and the following information f rom your return wi l l  be required: the 
first Social Security number o n  your return and the exact whole-dollar amount of refund. 

Once you have the required information, call (502) 564-1 600 and fol low the recorded instructions. 

If during the call you d o  not receive a refund mailing date, please allow seven days before calling again. 

lnformation and forms are available f rom KentuckyTaxpayer Service Centers in the fol lowing cities. 

Ashland 
134 Sixteenth Street, 41 101-7670 
(606) 920-2037 

Bowling Green 
201 West Professional Park Court. 42104-3278 
(270) 746-7470 

Central Kentucky (Frankfort) 
200 Fair Oaks Lane, 40620-0001 
(502) 564-4581 (General Information) 
(502) 564-3058 (Telecommunication Device 

for the Deaf) 
(502) 564-3658 (Forms) 
www.revenue.ky.gov (Internet) 

Corbin 
15100 North US 25E 
Suite 2, 40701-61 88 
(606) 528-3322 

Hopkinsville 
181 Hammond Drive, 42240-7926 
(270) 889-6521 

Louisville 
620 South Third Street 
Suite 102, 40202-2446 
(502) 595-451 2 

Northern Kentucky 
Turfway Ridge Office Park 
7310 Turfway Road, Suite 190 
Florence, 41042-4871 
(859) 371-9049 

Owensboro 
31 1 West Second Street, 42301 -0734 
(270) 687-7301 

Paducah 
Clark Business Complex, Suite G 
2928 Park Avenue, 42001-4024 
(270) 575-71 48 

Pikeville 
Uniplex Center 
126 Trivette Drive, Suite 203, 41 501 -1 275 
(606) 433-7675 

Filing Tips 

J Fileearly! * >.. tr . tYd* ee.*18. ,*.. 
J File electronically and use direct deposit or direct debit. 

J Avoiddelays by attaching all necessary forms and W-2s. 

J Exclude up to $41,110 of any IRA, pension or retirement 
a 
ISERECT 
Debi t  

plan distribution, even if you are not retired. 

J Pay use tax due on  out-of-state purchases and avoid 
penalties and interest. 

Direct Deposit 



YOUR RIGHTS AS A KENTUCKY TAXPAYER 

The mission of the Kentucky Department of Revenue (DOR) is to waiver of interest and penalties, but not taxes, resulting 
administer tax laws, collect revenue, and provide services in a from incorrect written advice from the DOR if all facts were 
fair, courteous, and efficient manner for the benefit of the given and the law did not change or the courts did not 
Commonwealth and its citizens. issue a ruling to the contrary; 

As a Kentucky taxpayer, you have the righ extension of time for filing reports or returns; and 

to honor its mission and uphold your r ig payment of charges incurred resulting from an erroneous 
contact or are contacted by the DOR. filing of a lien or levy by the DOR. 

RIGHTS OF TAXPAYER uarantee-You have the right to a guarantee that DOR 
employees are not paid, evaluated or promoted based on 

Privacy-You have the right to privacy taxes assessed or collected, or a tax assessment or 
provided to  the DOR. collection quota or goal imposed or suggested. 

Assistance-You have the right to  advice and assistance 
from the DOR in complying with state tax laws. 

Explanation-You have the right to a clear and concise 
explanation of: 

basis of assessment of additional taxes, interest and 
penalties, or the denial or reduction of any refund or credit 
claim; 

procedure for protest and appeal of a determination of the 
DOR; and 

tax laws and changes in  tax laws so that you can comply 
wi th the law. 

Protest and Appeal-You have the right to protest and 
appeal a determination of the DOR if you disagree with an 
assessment of tax or penalty, reduction or a denial of a 
refund, a revocation of a license or permit, or other 
determination made by the DOR. 

Conference-You have the right to  a conference to discuss a 
tax matter. 

Representation-You have the right to representation by 
your authorized agent (attorney, accountant or other person) 
in any hearing or conference with the DOR. You have the 
right to be informed of this right prior to  the conference or 
hearing. If you intend for your representative to attend the 

Damages-You have the right to file a claim for actual and 
direct monetary damages with the Kentucky Board of Claims 
if  a DOR employee willfully, recklessly and intentionally 
disregards your rights as a Kentucky taxpayer. 

Interest-You have the right to receive interest on  an 
overpayment of tax, except delinquent property tax, payable 
at the same rate you would pay if you underpaid your tax. 

DEPARTMENT OF REVENUE RESPONSIBILITIES 

The DOR has the responsibility to: 

perform audits, conduct conferences and hearings with 
you at reasonable times and places; 

authorize, require or conduct an investigation or 
surveillance of you only i f  it relates to a tax matter; 

make a written request for payment of delinquent taxes 
which are due and payable at least 30 days prior to seizure 
and sale of your assets; 

conduct educational and informational programs to help 
you understand and comply with the laws; 

publish clear and simple statements to explain tax 
procedures, remedies, your rights and obligations, and 
the rights and obligations of the DOR; 

conference or hearing in your place, you may be required to 
notify you in writing when an erroneous lien or levy is 

give your representative a power of attorney before the DOR 
released and, if requested, notify major credit reporting 

can discuss tax matters with your authorized agent. 
companies in  counties where lien was filed; 

Recordings-You have the right to make an audio recording 
of any meeting, conference or hearing with the DOR, or to  be 
notified in  advance if the DOR plans to record the 
proceedings and to  receive a copy of any recording. 

Consideration-You have the right to consideration of: 

waiver of penalties or collection fees if "reasonable cause" 
for reduction or waiver is given ("reasonable cause" is 
defined in KRS 131.010(9) as: "an event, happening, or 
circumstance entirely beyond the knowledge or control of 
a taxpayer who has exercised due care and prudence in 
the filing of a return or report or the payment of monies 
due the department pursuant to law or administrative 
regulation"); 

installment payments of delinquent taxes, interest and 
penalties; 

advise you of procedures, remedies and your rights and 
obligations with an original notice of audit or when an 
original notice of tax due is issued, a refund or credit is 
denied or reduced, or whenever a license or permit is 
denied, revoked or canceled; 

notify you in writing prior to termination or modification of 
a payment agreement; 

furnish copies of the agent's audit workpapers and a 
written narrative explaining the reason(s) for the 
assessment; 

resolve tax controversies on a fair and equitable basis at 
the administrative level whenever possible; and 

notify you in  writing at your last known address at least 60 
days prior to publishing your name on a list of delinquent 
taxpayers for which a tax orjudgment lien has been filed. 



PROTEST AND APPEAL PROCEDURE 

Protest-If you receive a notice of assessment, a Notice of 
Tax Due for tax or penalty or if the DOR notifies you that a tax 
refund or credit has been reduced or denied, a license or 
permit revoked or denied, or other determination made by 
the DOR, you have the right to  protest. To do so: 

submit a written protest within 45 days from the original 
notice date; 

identify the type of tax involved and give the account 
number, Social Security number or other identification 
number and attach a copy of the DOR notice of 
determination to support that protest is timely; 

explain why you disagree; 

attach any proof or documentation available to  support 
your protest or request additional time to support your 
protest; 

sign your statement, include your daytime telephone 
number and mailing address; and 

mail to the Kentucky Department of Revenue, Frankfort, 
KY 40620. 

Conference-If you have not been able to resolve the tax 
matter through your protest, you have the right to request a 
conference to discuss the issue. 

Independent Informal Review-If you feel after the 
conference that you have not been treated in a fair and 
equitable manner, you have the right to request an 
independent informal review. 

Final Ruling-If you do not want to  have a conference or if 
the conference did not resolve your protest, you have the 
right to request a final ruling of the DOR so that you can 
appeal your case further. 

Appeal-If you do not agree with the DOR's final ruling, you 
can file a written appeal with the Kentucky Board of Tax 
Appeals. If you do not agree with the decision of the 
Kentucky Board of Tax Appeals, you have the right to appeal 
the ruling to the Kentucky courts (first to the circuit court in 
your home county or in Franklin County, then to the 
Kentucky Court of Appeals, and you have the right to request 
a review by the Kentucky Supreme Court). 

Note: The above protest and appeal procedures do not apply 
for assessments of all types of property tax. Contact the local 
PVA for information about how to appeal the valuation of 
real property. 

WHERE TO GET ASSISTANCE 

The DOR has offices in Frankfort and taxpayer service 
centers in  nine cities and towns throughout Kentucky. DOR 
employees in  the service centers answer tax questions and 
provide assistance. The office locations and telephone 
numbers are listed elsewhere in this packet. 

The DOR also has a Taxpayer Ombudsman's Office which 
consists of the Ombudsman and a staff whosejob is to serve 
as an advocate for taxpayers' rights. One of the main 
functions of the office is to ensure that your rights as a 
Kentucky taxpayer are protected by the DOR. 

Also, an important function of the Taxpayer Ombudsman's 
Office is to confer with DOR employees when you have a 
problem or conflict that you have been unable to resolve. 
However, it is not the role of the Ombudsman's Office to 
intercede in an audit, handle a protest, waive taxes, penalty 
or interest, or answer technical tax questions. To file a 
protest, see PROTEST AND APPEAL PROCEDURE. Please do 
not mail your protest to the Ombudsman. 

The Ombudsman's Office is your advocate and is there to 
make sure your rights are protected. If you think you are not 
being treated fairly or if you have a problem or complaint, 
please contact the Ombudsman's Office so they can help 
you. 

The Taxpayer Ombudsman's Office may be contacted by 
telephone at (502) 564-7822 (between 8:00 a.m. and 4:30 
p.m. weekdays). From a Telecommunication Device for the 
Deaf (TDD), call (502) 564-3058. The mailing address is: 
Office of Taxpayer Ombudsman, P.O. Box 930, Frankfort, 
Kentucky 40602-0930. 

This information merely summarizes your rights as a 
Kentucky taxpayer and the responsibilities of the 
Department of Revenue. The Kentucky Taxpayers' Bill of 
Rights may be found in the Kentucky Revised Statutes (KRS) 
at Chapter 131.041-131.081, Additional rights and 
responsibilities are provided for in KRS 131.020, 131.110, 
131.170, 131.183, 131.500, 133.120, 133.130, 134.580 and 
134.590. 



KY Tax Modernization 

Corporation lncome Tax 

Chapter 1 - Corporation License Tax 
Chapter 2 - Expansion of Corporation lncome Tax Base 
Chapter 3 - Consolidated Corporation lncome Tax Returns 
Chapter 4 - Calculation of Corporation lncome Tax Liability 

Based on the Alternative Minimum Calculation 
Chapter 5 - Tax Calculation Based on Taxable Net lncome 
Chapter 6 - Related Party Expense Deduction 

D I S C L A I M E R  

Every effort and care has been taken in the preparation of this manual. However, the 
possibility of mechanical and/or human error does exist. 

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 or regulatory authority. 



Chapter One - Corporation License Tax 

Corporation License Tax Repeal 

Repeal Effective Date-Pursuant to KRS 136.0701, corporation license tax was 
repealed, effective for tax periods ending on or after December 31, 2005. License 
tax remains due for all tax periods that end prior to December 31, 2005. 

52 - 53 Week Year End Filers-For purposes of the corporation license tax repeal, 
a 52 - 53 week fiscal year end that ends within the last week of December of 2005 
will be considered to end on December 31, 2005, and a license tax return will not be 
due from that taxpayer. 

Special Holdinq Company Provisions - Post ITW Chanqes 

KRS 136.071 has long provided certain holding companies a reduction to their 
corporation license tax liability. Until a court ruling in the Illinois Tool Works (ITW) 
case, this benefit was limited to corporations that maintained their commercial 
domicile in Kentucky. The commercial domicile provision was ruled unconstitutional 
in the ITW case and refunds were ordered for back periods open to refund under the 
two year statute of limitations (KRS 134.590) that applies to refunds for taxes held to 
be unconstitutional. The ITW ruling also stipulated that no corporation could take 
advantage of the special holding company benefits in KRS 136.071 for tax returns 
due, without regard to extension, on or after April 15, 2004. 

Subsequent to the ITW ruling, the 2003 Kentucky General Assembly passed House 
Bill 390 which provided a one year temporary fix to the ITW ruling's elimination of the 
holding company benefit. The bill was vetoed by former Governor Patton and his 
veto was challenged in the Citizens National case. Pending the result of the Citizens 
National case, Governor Fletcher announced on April 15, 2004 that corporations 
may utilize the provisions of House Bill 390. Those provisions provided the special 
holding company benefit to corporations that passed an ownership test. Ten percent 
(10%) of the capital excluded under the holding company benefit was to be added 
back in computing capital subject to tax. The adoption of the House Bill 390 rules 
applied to license tax returns due, without regard to extension, on or after April 15, 
2004, and before April 15, 2005. 

HB 272 Impact - KRS 136.071 was amended to override the temporary adoption of 
the license tax provisions of House Bill 390 and preserve the special holding 
company benefit. KRS 136.071 (1 )(b) states: 

"Notwithstanding the provisions of KRS 136.070, a corporation other 
than a bank holding company that holds directly or indirectly stock or 
securities in other corporations equal to or greater than fifty percent 



(50%) of its total assets may, at the option of the taxpayer, compute 
capital employed in the business using one (1) of the following options: 

1. The corporation and its subsidiaries may file a consolidated 
license tax return that computes capital employed in the 
business under KRS 136.070 and includes the parent 
corporation and all subsidiary corporations in which the parent 
corporation owns more than fifty percent (50%) of the 
outstanding stock; or, 

2. The corporation may file a separate license tax return and 
deduct from capital, determined in accordance with KRS 
136.070(2), the book value of its investment in the stock and 
securities of any corporation in which it owns more than fifty 
percent (50%) of the outstanding stock." 

Bank Holding Companies 

Bank holding companies were afforded the preservation of the deduction option 
under the provisions of House Bill 292, enacted by the 2004 General Assembly. 
KRS 136.071 (1 )(a) states: 

"Notwithstanding KRS 136.070, a bank holding company as defined in 
KRS 287.900 that holds directly or indirectly stock or securities in 
financial institutions subject to the tax imposed by KRS 136.500 to 
136.570 equal to or greater than fifty percent (50%) of its total assets 
may, at the option of the taxpayer, compute its "capital" under KRS 
136.070(2) as follows: 

1. Determine the corporation's total capital as provided in KRS 
136.070(2). 

2. Deduct from the amount determined in subsection (a) of this 
section, the book value of its investment in the stock and 
securities of any financial institutions subject to the tax imposed 
by KRS 136.500 to 136.570 in which it owns more than fifty 
percent (50%) of the outstanding stock. 

The bank holding company provisions of KRS 136.071(1)(a) were effective for 
license tax returns due, without regard to extension, on or after April 15, 2004. Bank 
holding companies cannot file a consolidated license tax return for license tax 
returns due, without regard to extension, on or after April 15, 2004. 



Effective Date 

The House Bill 272 amendments to KRS 136.071 apply to corporation license tax 
returns due without regard to extension on or after April 15, 2004. This means that 
the revised KRS 136.071 provisions will apply to license tax returns filed for calendar 
years ended December 31, 2003 and December 31, 2004. The last tax period to 
which the revised KRS 136.071 provisions apply is the fiscal year ending November 
30, 2005. 

52 - 53 Week Year Rules 

The Department of Revenue applies the following rules to taxpayers that file a 
license tax return based on a 52 - 53 week fiscal year: 

1. A 52 - 53 week fiscal year end that ends within the last week of December of 
2003 will be considered to end on December 31,2003. 

2. A 52 - 53 week fiscal year end that ends within the first week of December of 
2005 will be considered to end on November 30, 2005. A corporation that 
has such a fiscal year end must file a corporation license tax return. 

Amended Returns 

Corporations that filed license tax returns under the temporary adoption of the 
provisions of House Bill 390 (2003) may file an amended return to recoup the 10% 
add-back computed on returns filed due without regard to extension on or after April 
15, 2004, and before April 15, 2005. Form 720X, amended corporation income and 
license tax return should be used to apply for the refund. A copy of form 720X is at 
the end of this chapter. 

Special Issues Regarding the Consolidated Return Option 

The Department of Revenue has received many inquiries regarding the impact of the 
House Bill 272 changes on a holding company's ability to file a consolidated 
corporation license tax return. Many of the questions received relate to the 
determination of which affiliated corporations can be included in the consolidated 
license tax return. The following discussion and examples of the consolidated return 
option assumes that the fifty percent (50%) of total assets ownership test has been 
met by a holding company that wants to file a consolidated return. 

KRS 136.071 ( l )(b) l  states that a consolidated license tax return "includes the 
parent corporation and all subsidiary corporations in which the parent corporation 
owns more than fifty percent (50%) of the outstanding stock." The Department of 



Revenue's position on who should be included in the consolidated return is as 
follows: 

The parent corporation can include in the consolidated return those directly 
owned subsidiaries for which the parent owns more than fifty percent (50%) of 
the outstanding stock. 

The parent corporation can include in the consolidated return those indirectly 
owned subsidiaries for which the parent can demonstrate an indirect 
ownership percentage that is greater than 50%. 

To determine whether a parent corporation has an indirect ownership 
percentage that is greater than 50%, the parent must multiply its percentage 
of ownership interest in first tier subsidiaries by the percentage of ownership 
of first tier subsidiaries in second tier subsidiaries. 





Example 1-2 depicts a multi-tiered organizational structure for which the parent can 
include only one tier of subsidiaries in a consolidated return. 

Example 1-2 

PARENT 

Owns 80% of 

SUB. A 

Owns 60% of Owns 60% of 

SUB B SUB C 

Parent can include subsidiary A in the consolidated return. Subsidiaries 
B and C cannot be included in a consolidated return since the parent only 
indirectly owns 48% of B and C (80% X 60%). Ownership of greater than 

50% must be demonstrated. 



Example 1-3 depicts who can be included in a consolidated license tax return for a 
multi-tiered organizational structure that includes three tiers of subsidiaries. 

I' 

Example 1-3 

PARENT 

Owns 80% of 

Sub A Sub B 

Sub C 

,80%l , , BOYi 8[%1 , , 80; 

Sub G Sub H Sub l Sub J 

Parent can include all of the subsidiaries in a consolidated license tax 
return because the indirect ownership percentage of the bottom tier 

is greater than 50% (80% X 80% X 80% = 51 -2%) 

Sub D Sub E Sub F 



B L A N K  



720X 
AMENDED Taxable Year Ended 

KENTUCKY CORPORATION INCOME TAX 
41A720X (1045) AND CORPORATION LICENSE TAX RETURN 

I -- -- 
Department of Revenue MO YI  

To be used for tax periods beginning prior to January 1,2005. 

Nameof Corporaton or A f r a t e d  Group Kentucky Corporauon Account No 

D check If 

I I I 

> Fill in applicable items and use Part Ill t o  explain any changes. 
NOTE: Use Form 720X to correct Form 720. A corporatron taxable both wrthin and without Kentucky must complete lrnes 7 through 

9. A 100% Kentucky corporatron must complete lrne I and enter the amount on lrne 1 on 11ne 7, omitting lrnes 2 through 6. 

Nu'lber and Street - - - - --  
Federal ldenlif cn on No 

reporting 
federal aud~t 
adjustments 

CltY 

Stare and Dateof Incorporal on 

PART I-INCOME TAX 

Slate ZIP Code 

N A C S  Code No  
Pnmipal Buslness Acuvlty n Kentucky 

- 

1 Net income before NOL deduction (NOLD) 1 

2 Nonbus~ness ~ncorne (net) 2 
3 Total busmess lncorne (I~ne 1 less line 2) 3 .  
4 Apport~onment factor 4 
5 Kentucky buslness lncorne (Ilne 3 multlplled by line 4) . 5 

6 Kentucky nonbuslness lncorne (net) 6 
7 Taxable net l n c m e  before NOLD (Ilne 5 plus llne 6 or llne 1) 7 

8 Kentucky NOLD (attach schedule) . 8 ,  
9 Taxable net lncome after NOLD (Ilne 7 less llne 8) 9 

10 Total lncome tax (see ~nstruct~onsj 10 
11 Enter cred~ts (see ~nstructlons) 11 

Income Tax Llcense Tax Interest TOTAL 

A Prev'OuslY 
Reported 

- 

PART II-LICENSE TAX 

1 Total capital employed 1 

2 Apport~onmnt factor 2 

3 Capltal subject to lloense tax (Ilne 1 rnultlplled by line a 3 

4 Total Incense tax before cred~t 4 
5 Ltcense tax credlt (maxlmurn $490) (see ~nstructlons) 5 
6 Ltcense tax (I~ne 4 l e s  lhne 5) (rnlnlrnum $30) 6 

7 Enter other credits (see 1nstru21ons) 7 

I, t k  unders~gned, &dare under the penalties of perjury, that I have examined th~s return, ~ncluding all amrnpanylng schedules and statements. a d  
to t k  best of my knowledge and bellef, they are trm, mrrect and wmplete. 

12 Amended income tax liability Subtract llne 11 from llne 10 (If line 11 exceeds llne 10 enter 0) 12 

13 lncometax prevlously pald 13 

14 Income tar due (If llne 12 column C exceeds llne 13 enter difference as INCOME TAX DUE) 14 

35 lrxome tax refund (If llne 13 exceeds l ~ n e  12. column C. enter d~fference as INCOME TAX REFUND) . . . . . 15,  

6 5  
Sgnatureol  princpal officer or cnef  accountng afllcer Date 

B Netchange- 
Increase or (Decrease) 

(explain in Part Ill) 

8 Amended license tax llab~l~ty Subtract lhne 7 from line 6 (If l ~ w  7 exceeds line 6 enter 0) 8 

9 Lmnse tax previously pald 9 
10 License tax due (If 11w 8 exoeeds line 9 enter dlfferenoe as LICENSE TAX DUE) 10 

11 License tax refund (If llne 9 exoeedsllne 8, enter d~fferenoe as LICENSE TAX REFUND) 11 

TAX PAYMENT SUMMARY 

A As 
Reported 

Name and joc la l  S e c u q  or federal dentfcatlan number 01 person or f r m  preparng return 

C. Corrected Amount 

Make check payable to Kentucky Stae Treasurer. a Mail return with payment to Kentucky Department of Revenue, Frankfort. Kentucky 40620. 

0 Net Change- 
Increase or (Decrease) 

(explain ~n Part Ill) 
C Corrmed Amount 



B L A N K  



Chapter Two - Expansion of Corporation Income Tax Base 

Expanded Definition of Corporation 

Effective for tax years beginning on or after January 1, 2005, House Bill 272 
expanded the corporation income tax to apply to pass-through entities with limited 
liability protection. The definition of "corporations" in KRS 141.010(24) was 
amended to include the following entities: 

"Corporations" as defined in Section 7701(a)(3) of the lnternal 
Revenue Code; 
S corporations as defined in Section 1361(a) of the lnternal Revenue 
Code; 
A foreign limited liability company as defined in KRS 275.01 5(6); 
A limited liability company as defined in KRS 275.01 5(8); 
A professional limited liability company as defined in KRS 275.01 5(19); 
A foreign limited partnership as defined in KRS 362.401 (4); 
A limited partnership as defined in KRS 362.401 (7); 
A registered limited liability partnership as defined in KRS 362.155(7); 
A real estate investment trust as defined in Section 856 of the lnternal 
Revenue Code; 
A regulated investment company as defined in Section 851 of the 
lnternal Revenue Code; 
A real estate mortgage investment conduit as defined in Section 860D 
of the lnternal Revenue Code; 
A financial asset securitization investment trust as defined in Section 
860L of the lnternal Revenue Code; 
Other similar entities created with limited liability for their partners, 
members, or shareholders." 

Single member limited liability companies meet the above definition of 
"corporations". General partnerships are not "corporations" and therefore don't have 
to pay corporation income tax. General partnerships are still required to a file a 
return. The "doing business" nexus standard determines whether or not a general 
partnership has a filing responsibility in Kentucky under the provisions of KRS 
141.206. A new form 765-GP has been developed for exclusive use by general 
partnerships. 

Publicly traded partnerships and their publicly traded partnership affiliates are not 
considered to be "corporations" under the provisions of KRS 141.010(24) and are 
not subject to the corporation income tax if the publicly traded partnership is treated 
as a partnership for federal income tax purposes. Publicly traded partnerships 
meeting this definition are treated as general partnerships for Kentucky income tax 
purposes. 



"Corporations" as defined in KRS 141 .O1 O(24) are subject to corporation income tax 
under the provisions of KRS 141.040(1), which imposes the tax on every corporation 
doing business in this state except for: 

Financial institutions, as defined in KRS 136.500 (state and national 
banks), except bankers banks organized under KRS 287.1 35; 
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; 
Banks for cooperatives; 
Production credit associations; 
Insurance companies; 
Corporations or other entities exempt under Section 501 of the lnternal 
Revenue Code; 
Religious, educational, charitable, or like corporations not organized or 
conducted for pecuniary profit; and 
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. 

Special Note: The exemption from corporation income tax for "corporations" 
exempt from federal income tax under Section 501 of the lnternal Revenue Code 
includes those entities that are part of the expanded definition of "corporation" 
provided that the limited liability company, etc. is designated as a tax exempt 
Section 501 organization by the lnternal Revenue Service. 

Practitioner Question: What corporation income tax return must be filed by a 
nonprofit single member LLC whose single member is a corporation designated as a 
tax exempt 501 (c)(3) corporation by the lnternal Revenue Service? Both entities are 
assumed to be doing business in this state. 

Answer: A single member LLC meets the definition of "corporations" in KRS 
141.010(24) and would be subject to Kentucky corporation income tax unless 
otherwise exempt under Kentucky law. KRS 141.040(1) imposes the corporation 
income tax on "any corporation doing business in this state". KRS 141.040(1) also 
exempts certain types of "corporations" from corporation income tax. Exempted 
entities under KRS 141.040(l)(g) include "religious, educational, charitable, or like 
corporations not organized or conducted for pecuniary profit". The Department of 
Revenue will consider the nonprofit single member LLC to be a corporation not 
organized for profit and therefore exempt from corporation income tax under KRS 
141.040(l)(g). A corporation income tax return does not have to be filed. 



Please note that a different paragraph in the law, KRS 141.040(l)(f) exempts 
corporations exempt under Section 501 of the Internal Revenue Code. Therefore, 
the single member also is exempt from filing a Kentucky corporation income tax 
return. 

The position outlined in this answer will be null and void if the single member LLC or 
its member corporation become a for profit entity. If you receive a request from the 
Department of Revenue to register the single member LLC, please attach a copy of 
this ruling to your response. 

Change to Corporation Income Tax Nexus Standard 

As stated on the previous pages, corporations that are "doing business" in this state 
are subject to Kentucky's corporation income tax unless the corporation is 
specifically exempted from the tax by KRS 141.040(1). "Doing business" is the new 
corporation income tax nexus standard enacted by House Bill 272 that is a broader 
nexus standard than the one in effect for tax periods that begin before January 1, 
2005. Nexus is the minimal amount of business activity that must be present in 
order for a state to impose a tax. Prior to House Bill 272, Kentucky's nexus standard 
for corporation income tax was referred to as a "physical presenceJ' nexus standard 
of property and payroll. "Doing business" is defined under KRS 141.010(25) to 
include but not be limited to: 

(a) Being organized under the laws of this state; 
(b) Having a commercial domicile in this state; 
(c) Owning or leasing property in this state; 
(d) Having one or more individuals performing services in this state; 
(e) Maintaining an interest in a general partnership doing business in this 

state; 
(f) Deriving income from or attributable to sources within this state, 

including deriving income directly or indirectly from a trust doing 
business in this state; or 

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

"Doing business" will be further explained in an Administrative Regulation. Important 
highlights to note from the regulation are: 

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



are deemed to be solicitation activities. Please see the lists below of activities 
that are protected or not protected under Public Law 86-272. 

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

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

4. "Doing business" doesn't include a corporation who has no connection to 
Kentucky other than being a single member of a single member LLC that is 
doing business here. 

5. "Doing business" includes entering into franchising or licensing agreements 
and receiving income from franchising or licensing agreements that have 
acquired a Kentucky business situs. 

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

List of Activities Considered as Protected Under Public Law 86-272 

The following activities are considered to be protected or exempt from state income 
taxation when these are the only activities performed in Kentucky. If a corporation 
performs some of the protected activities listed in Kentucky and also conducts 
activities in this state that are not protected under the provisions of the United States 
Constitution or Public Law 86-272, then the Commonwealth has corporation income 
tax nexus over the taxpayer. This is not an all-inclusive list. 

1. Solicitation of orders through advertising. 

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

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

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

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



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

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

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

9. Coordinating shipment or delivery without payment or other consideration and 
providing information relating thereto either prior or subsequent to the 
placement of an order. 

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

11. Mediating direct customer complaints if the sole purpose is to ingratiate sales 
personnel with the customer and facilitating requests for orders. 

12. Passing orders, inquiries and complaints on to the home office. 

13. Providing automobiles to sales personnel for use solely in solicitation 
activities. 

14. Owning, leasing, using or maintaining personal property for use in the 
employee or representative's "in-home" office or automobile that is solely 
limited to the conducting of solicitation activities. Therefore, the use of 
personal property such as a cellular telephone, facsimile machine, duplicating 
equipment, personal computer and computer software that are limited to the 
carrying on of protected solicitation and activity entirely ancillary to such 
solicitation or permitted by this Section shall not, by itself, remove the 
protection. 



List of Activities Not Considered as Protected by Public Law 86-272 

The following are examples of activities in this state that fall outside the scope of 
"solicitation" and are not protected by Public Law 86-272 unless they are de minimis 
within the meaning of Wisconsin Dept. of Revenue v. William Wriglev, Jr., Co., 112 
S. Ct. 2447 (1992): 

1. Making repairs or providing maintenance or service to the property sold or to 
be sold. 

2. Installation or supervision of installation at or after shipment or delivery. 

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

4. Credit investigations. 

5. Repossessing property. 

6. Conducting training courses, seminars or lectures for personnel other than 
personnel involved only in solicitation. 

7. Investigating, handling, or otherwise assisting in resolving customer 
complaints, other than mediating direct customer complaints when the sole 
purpose of such mediation is to ingratiate the sales personnel with the 
customer. 

8. Approving or accepting orders. 

9. Securing deposits on sales. 

10. Picking up or replacing damaged or returned property, including stale or 
unsaleable property. 

11. Maintaining sample or display area for an aggregate of 15 days or more at 
any one location during the tax year. 

12. Providing any kind of technical assistance or service including, but not limited 
to, engineering assistance or design service, when one of the purposes 
thereof is other than the facilitation of the solicitation of orders. 

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

14. Using agency stock checks or any other instrument or process by which sales 
are made within this state by sales personnel. 



15. Carrying samples for sale, exchange or distribution in any manner for 
consideration or other value. 

16. Providing shipping information and coordinating deliveries. 

17. Supervising the operations of a franchisee or similar party. 

18. Monitoring, inspecting, or approving work performed by an independent 
contractor under a warranty or similar contractual arrangement. 

19. Consigning stock of goods or other tangible personal property to any person, 
including an independent contractor, for sale. 

20. Fulfilling sales orders by shipment or delivery from a point within Kentucky. 

21. Owning, leasing, maintaining or otherwise using any of the following facilities 
or property in Kentucky: 

(a) Repair shop. 
(b) Parts department. 
(c) Any kind of office other than an in-home office as described as 

permitted under this regulation. 
(d) Warehouse. 
(e) Meeting place for directors, officers, or employees. 
(f) Stock of goods other than samples for sales personnel or that are used 

entirely ancillary to solicitation. 
(g) Telephone answering service that is publicly attributed to the company 

or to employees or agent(s) of the company in their representative 
status. 

Maintaining, by any employee or other representative, an office or place of 
business of any kind other than an in-home office located within the residence 
of the employee or representative that (i) is not publicly attributed to the 
company or to the employee or representative of the company in an 
employee or representative capacity, and (ii) so long as the use of such office 
is limited to soliciting and receiving orders from customers; for transmitting 
such orders outside the state for acceptance or rejection by the company; or 
for such other activities that are protected under Public Law 86-272 or under 
this regulation. A telephone listing or other public listing within the state for 
the company or for an employee or representative of the company in such 
capacity or other indications through advertising or business literature that the 
company or its employee or representative can be contacted at a specific 
address within the state shall normally be determined as the company 
maintaining within this state an office or place of business attributable to the 
company or to its employee or representative in a representative capacity. 
However, the normal distribution and use of business cards and stationery 



identifying the employee's or representative's name, address, telephone and 
fax numbers and affiliation with the company shall not, by itself, be 
considered as advertising or otherwise publicly attributing an office to the 
company or its employee or representative. The maintenance of any office or 
other place of business in this state that does not strictly qualify as an "in- 
home" office as described in this paragraph shall, by itself, cause the loss of 
protection under this subsection. For the purpose of this subsection it is not 
relevant whether the company pays directly, indirectly, or not at all for the cost 
of maintaining such in home office. 

23. Entering into franchising or licensing agreements; selling or otherwise 
disposing of franchises and licenses; or selling or otherwise transferring 
tangible personal property pursuant to such franchise or license by the 
franchisor or licensor to its franchisee or licensee within the state. 

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

Important Note: "Corporations" as defined by KRS 14 1.01 0(24), including limited 
liability companies, limited partnerships and limited liability partnerships that are 
organized under the laws of this state are subject to corporation income tax even if 
the corporation is not actively engaged in business. The minimum tax due of $175 is 
due from any dormant corporation that has not dissolved if that corporation is 
organized under the laws of Kentucky. 

The impact of the new nexus standard in relation to consolidated returns is 
discussed in the next chapter. 



Registration Issues 

Every corporation doing business in Kentucky must register for a corporation income 
tax account number unless the corporation is exempt from taxation under the 
provisions of KRS 141.040(1). Any pass-through entities that are now "corporations" 
subject to corporation income tax must register for a corporation income tax account 
number. Existing pass-through entities that currently have a Kentucky sales, 
withholding or coal tax account number and are subject to the corporation income 
tax under the provisions of House Bill 272 have been assigned a corporation income 
tax account number by the Department of Revenue. Those entities were notified by 
letter that the account number was assigned. Existing pass-through entities subject 
to the corporation income tax under the provisions of KRS 141.040(1) but not 
registered for sales, withholding or coal tax must file Form 10A100 Kentucky Tax 
Registration Application or use a special one page registration form available from 
our website. On the Department's website, http://revenue.kv.qov/, click on the "Tax 
Modernization" button on the left side of the page. Scroll down to "New Tax Forms" 
and click on "Corporation Income Tax - Limited Liability Entities". The one-page 
registration application is "Tax Modernization Fast-Track Corporation Application - 
Form LLE-272", and you may choose either the fill-in form or the downloadable 
form. The link to go directly to this page with the application is 
http://revenue. kv.c~ov/TaxModernization/ClTax LLEnt. htm. 
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Chapter Three - Consolidated Corporation Income Tax Returns 

House Bill 272 changed the consolidated corporation income tax return rules. Prior 
to the law change, corporations subject to the tax filed separate entity returns unless 
an affiliated group of corporations elected to file ,a consolidated return for a ninety-six 
month period. House Bill 272 preserved the'elective consolidated return provisions 
for certain periods and enacted new mandatory nexus consolidated return 
provisions. This chapter explains both the elective and mandatory nexus 
consolidated return rules. 

Elective Consolidated Returns 

KRS 141.200(2) through (7) permits an affiliated group of corporations to make an 
election to file a consolidated income tax return for a group of corporations that meet 
the federal definition of affiliated group as defined in Section 1504(a) of the Internal 
Revenue Code and related regulations. The election to file a consolidated return for 
an affiliated group as defined under the federal rules applies for taxable periods 
ending before January 1, 2005, and election periods beginning prior to January 1, 
2005 (KRS 141.200(1). 

An "election period" means a period of ninety-six (96) consecutive calendar 
months that: 

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

(b) Begins with the first day of the first taxable year for which an election to 
file a consolidated return is made and ending on the last day of the 
taxable year which includes the 96th consecutive calendar month 
provided the affiliated group remains in existence in accordance with 
Treasury Regulation section 1.1502-75(d). 

The Department of Revenue will honor existing valid consolidated return elections, 
including initial elections or re-elections made for calendar or fiscal years beginning 
prior to January I, 2005. A new election must be made on form 722, Election to File 
Consolidated Income Tax Return and the form must be included with a return filed 
either on the original due date or on or before the extended due date. An affiliated 
group of corporations that wishes to elect to file a consolidated return upon 
expiration of an initial ninety-six month election period may make the election by 
filing a consolidated return for the first period of the new election period and indicate 
the election is made by checking the appropriate box on the front page of the return. 
A written statement of re-election, or a form 722 may also be included with the first 
return of a new ninety-six month election period. 



If the last twelve month taxable year of a ninety-six month election period ends on or 
after December 31, 2005, then the affiliated group will be subject to the nexus 
consolidated return provisions of KRS 141.200(8) through (14) for future periods. 

Example 3-1-A group of affiliated corporations makes its first election to file a 
consolidated return with the return due for the calendar year ended December 31, 
2004. The election may be made when the return is timely filed. Elective 
consolidated returns may be filed for every calendar year return through the return 
due for the period ending December 31, 201 1 provided the affiliated group remains 
in existence under the federal rules provided in Treasury Regulation 1 .I 502-75. 

Example 3-2-A group of affiliated corporations that files on a calendar year basis is 
operating under a valid consolidated return election that began with the calendar 
year ended December 31, 1998. Assuming the affiliated group remains in existence 
under the federal rules provided in Treasury Regulation 1.1502-75, a consolidated 
return may be filed for every taxable year through the calendar year ending 
December 31, 2005. Upon the expiration of the election period on December 31, 
2005, the affiliated group will be subject to the nexus consolidated return provisions 
of KRS 141.200(8) through (14). 

The net income of an elective consolidated group is calculated under the provisions 
of KRS 141.200(2) through (7) and Administrative Regulation 103 KAR 16:200. An 
elective consolidated group is subject to the Alternative Minimum calculation 
provided by KRS 141.040(5)(b) and the other provisions enacted by House Bill 272 
that are related to the calculation of the tax liability, the computation of taxable net 
income, and the computation of the apportionment factor. 

Practitioner Question: Can I include limited liability companies, limited partnerships 
or limited liability partnerships in a Kentucky elective consolidated return filed for 
calendar years ending on or after December 31,2005? 

Answer: No, under the elective consolidated rules, the federal definition of affiliated 
group in Section 1504(a) of the Internal Revenue Code (IRC) and related regulations 
limits the affiliated group to the federal definition of "includible corporations" in 
Section 1504(b) of the IRC. Non-corporate entities cannot be included as part of the 
elective consolidated affiliated group. Kentucky will recognize a limited liability 
company that elects to be taxed as a corporation as an "includible corporation" for 
an elective consolidated group, provided that the LLC is recognized as a member of 
the affiliated group under the federal consolidated rules. 



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

Answer: No, the original election cannot be cancelled just to begin a new ninety-six 
month election period. The Department of Revenue considers a consolidated return 
election to be a binding agreement between the taxpayer and the Commonwealth for 
the duration of the ninety-six month period unless the affiliated group ceases to exist 
under Treasury Regulation 1 .I 502-75. The 2002 election is considered to be binding 
and a request for a new election with the 12/31/04 return will be denied. 

The computation of consolidated net income for an elective consolidated return 
group is discussed in Chapter 5 of this book - How the tax is calculated and related 
forms. 

Nexus Consolidated Returns 

The nexus consolidated return provisions apply to taxable years beginning on or 
after January 1, 2005. Excluding those affiliated groups under a valid consolidated 
return election provided under the provisions of KRS 141.200(1) through (7) ,  all 
other corporations that are doing business in Kentucky are required by KRS 
141.200(10) to file a separate return unless the corporation was, for any part of the 
taxable year: 

(a) An includible corporation in an affiliated group; 

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

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

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

"Common parent corporation" is defined by KRS 141.200(9)(b) to be the member 
of an affiliated group that meets the ownership requirement of KRS 141.200(9)(a)l. 

KRS 141.200(9)(a)l. defines "affiliated group" to be "one or more chains of includible 
corporations connected through stock ownership, membership interest, or 
partnership interest with a common parent corporation if: 

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



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

Subparagraph 2. of KRS 141.200(9)(a) states: "The ownership interest of any 
corporation meets the requirements of this paragraph if the ownership interest 
encompasses at least eighty percent (80%) of the voting power of all classes of 
ownership interests and has a value equal to at least eighty percent of the total value 
of all ownership interests." 

"Ownership interest" is defined by KRS 141.200(9)(e) to mean stock, a 
membership interest in a limited liability company, or a partnership interest in a 
limited partnership or limited liability partnership. 

"Includible corporation" is defined by KRS 141.200(9)(d) to mean any corporation 
that is doing business in this state except: 

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

2. Foreign corporations; 

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

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

5. Regulated investment companies as defined in section 851 of the lnternal 
Revenue Code; 

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

7. An S corporation as defined in Section 1361 (a) of the lnternal Revenue Code; 

8. Any corporation that realizes a net operating loss whose Kentucky property, 
payroll, and sales factors pursuant to subsection (8) of KRS 141 .I20 are de 
minimis; and, 

9. Any corporation for which the sum of the property, payroll and sales factors 
described in subsection (8) of KRS 141 . I20 is zero. 



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

Chains of includible corporations can be part of an affiliated group. Thus, a multi- 
tiered group of affiliated corporations that are doing business in Kentucky can file a 
nexus consolidated return provided: 

1. All the includible corporations, including the common parent of the multiple- 
tiered structure have nexus (doing business) in Kentucky; 

2. All the includible corporations except for the common parent corporation are 
directly owned by eighty percent or more by one or more of the other 
includible corporations in the group; 

3. The common parent directly owns eighty percent or more of at least one other 
of the includible corporations in the group. 

If the chain or chains of corporations are broken by a member not having nexus in 
this state or a member not being directly owned by eighty percent or more by 
another member, then it is possible for there to be more than one nexus 
consolidated group within a group of related corporations. 

Practitioner Question: Can I include limited liability companies, limited 
partnerships or limited liability partnerships in a Kentucky nexus consolidated return 
filed for calendar years ending on or after December 31,2005? 

Answer: Yes, limited liability corporations, limited partnerships and limited liability 
partnerships that are doing business in this state can be included in a nexus 
consolidated return provided those entities meet the definition of "includible 
corporation" in KRS 141.200(9)(d). 

On the following pages are examples of nexus consolidated groups. 



Example 3-3 

1 PARENT 1 

I SUBA 1 I SUBB / 

Parent and all subsidiairies have nexus. 

Parent and all subsidiairies are C-corporations. 

Nexus consolidated return includes Parent, A, B, C, Dl E and F. 

D is included in the consolidated return because D is 80% or more 
owned by one or more (A & B) of the includible corporations in the 

I affiliated group. 









Practitioner Question: Can a brother-sister controlled group of corporations file a 
nexus consolidated return? 

Answer: No. The term "brother-sister controlled group of corporations" is a 
federally defined term in Section 1563 of the Internal Revenue Code. Under that 
federal definition the brother-sister controlled group of corporations must be owned 
by a person who is an individual, estate or trust. Individuals, estates or trusts don't 
meet the definition of corporation in KRS 141.010(24). Individuals, estates or trusts 
don't meet the definitions of "includible corporations" in KRS 141.200(9)(d) and 
"common parent corporation" in KRS 141.200(9)(b). An affiliated group of includible 
corporations that is doing business in Kentucky must have a common parent 
corporation. Therefore, a brother-sister controlled group doesn't qualify to file a 
nexus consolidated return. 

The computation of consolidated net income is discussed in Chapter 5 of this book. 



Chapter Four - Calculation of Corporation Income Tax Liability 
Based on the Alternative Minimum Calculation 

For tax years beginning on or after January 1, 2005, corporations subject to 
corporation income tax under the provisions of KRS 141.040 will pay the greater of 
the tax due based on the corporation's net income or the tax due under the 
alternative minimum calculation (AMC). Every corporation will pay at least a 
minimum of $175 per taxable year. 

The AMC is the lesser of the following two separate computations: 

1. Nine and one-half cents per one hundred dollars (.00095) of the corporation's 
gross receipts; or, 

2. Seventy-five cents per one hundred dollars (.0075) of the corporation's 
Kentucky gross profits. 

TIP: The AMC computed as part of the Kentucky corporation income tax has no 
relation to the alternative minimum tax imposed at the federal level. 

Gross Receipts Computation 

"Gross receipts" for purposes of computing the AMC is defined by KRS 141.040(5) 
to mean; "the numerator of the sales factor under the provisions of KRS 
141.120(8)(~)." The numerator of the sales factor reflects gross receipts assignable 
to Kentucky. 

KRS 141.120(8)(c)l defines the numerator of the sales factor to be "the total sales of 
the corporation in this state during the tax period." 

KRS 141.120(l)(g) defines "sales" to be: "all gross receipts of the corporation not 
allocated under subsections (3) through (7) of this section. "Allocated under 
subsections (3) through (7) of this section" refers to nonbusiness income gross 
receipts. "Business income" is income arising from transactions and activities in the 
regular course of the corporation's trade or business and includes income from 
tangible and intangible property if its acquisition, management, or disposition 
constitute integral parts of the regular trade or business operations. "Nonbusiness 
income" means all income other than business income. For the purposes of the 
sales factor and the AMC, the term "sales" generally means all gross receipts 
derived by a corporation from transactions and activities in the course of its regular 
trade or business operations which produce business income. Administrative 
Regulation 16:060 provides further guidance on the terms "business income" and 
"nonbusiness income". 



Gross Receipts from Sales of Tangible Personal Property 

In the case of a corporation whose business activity consists of manufacturing and 
selling or purchasing and reselling goods or products, "sales" includes all gross 
receipts from the sales of goods or products (or other property which would properly 
be included in inventory if on hand at the close of the taxable year) held by the 
corporation primarily for sale in the ordinary course of its trade or business. Gross 
receipts for this purpose means gross sales, less returns and allowances, and 
includes all interest income, service charges, carrying charges, or time-price 
differential charges incidental to such sales. Federal and state excise taxes 
(including sales taxes) shall be included as part of such receipts if such taxes are 
passed on to the buyer or included as part of the selling price of the product. 

KRS 141.120(8)(~)2 provides that sales of tangible personal property are in this 
state if: 

(a) The property is delivered or shipped to a purchaser, other than the 
United States government, or to the designee of the purchaser within 
this state regardless of the f.0.b. point or other conditions of the sale; 
or 

(b) The property is shipped from an office, store, warehouse, factory or 
other place of storage in this state and the purchaser is the United 
States government. 

Important points to remember in determining whether or not property is delivered or 
shipped to a purchaser in Kentucky are: 

Property shall be deemed to be delivered or shipped to a purchaser within 
Kentucky if the recipient is located in Kentucky, even though the property is 
ordered from outside Kentucky. Example: The corporation, with inventory in 
State A, sold $100,000 of its products to a purchaser with branch stores in 
several states including Kentucky. The purchase order was placed by the 
purchaser's central purchasing department located in State B. $25,000 of the 
purchase order was shipped directly to the purchaser's branch store in 
Kentucky. The branch store in Kentucky is the "purchaser within this state" 
with respect to $25,000 of the corporation's sales. 

Property is delivered or shipped to a purchaser in Kentucky if the shipment 
terminates in Kentucky, even though the property is later transferred by the 
purchaser to another state. Example: The corporation makes a sale to a 
purchaser who maintains a central warehouse in Kentucky where all 
merchandise purchases are received. The purchaser reships the goods to its 
branch stores in other states for sale. All products shipped to the purchaser's 
warehouse in Kentucky are property "delivered or shipped to a purchaser 
within this state." 



3. The term "purchaser within this state" includes the ultimate recipient of the 
property if the corporation in Kentucky, at the designation of the purchaser, 
delivers to or has the property shipped to the ultimate recipient in Kentucky. 
Example: A corporation in Kentucky sold merchandise to a purchaser in State 
A. The corporation directed the purchaser of the merchandise in State B to 
ship the merchandise to the purchaser's customer in this state pursuant to the 
purchaser's instruction. The sale by the corporation is "in this state." 

4. When property being shipped by a seller from the state of origin to a 
consignee in another state is diverted while enroute to a purchaser in 
Kentucky, the sales are in Kentucky. Example: The corporation, a produce 
grower in State A, begins shipment of perishable produce to the purchaser's 
place of business in State B. While enroute the produce is diverted to the 
purchaser's place of business in Kentucky where the corporation is subject to 
tax. The sale by the corporation is assigned to Kentucky. 

Gross receipts from the sales of tangible personal property to the United States 
Government are in Kentucky if the property is shipped from an office, store, 
warehouse, factory, or other place of storage in Kentucky. Only sales for which the 
United States Government makes direct payment to the seller, pursuant to the terms 
of its contract, constitute sales by a subcontractor to the United States Government. 
Thus, as a general rule, sales by a subcontractor to the prime contractor, the party to 
the contract with the United States Government, do not constitute sales to the United 
States Government. Example: A corporation is a subcontractor and contracts to 
build a component of a rocket for $1,000,000. The sale by the subcontractor to the 
prime contractor is not a sale to the United States Government. 

If a corporation regularly derives receipts from the sale of equipment used in its 
business, they are included in the sales factor. For example, a truck express 
company owns a fleet of trucks and sells its trucks under a regular replacement 
program. The gross receipts from the sales of the trucks are included in the sales 
factor. 



Gross Receipts From Sales Other Than Sales of Tangible Personal Propertv 

As applied to a corporation engaged in business activity, other than the 
manufacturing and selling or purchasing and reselling of property, "sales" include 
gross receipts from the corporation's business activity: 

1. If the business activity consists of providing services, such as the operation of 
an advertising agency, the performance of equipment service contracts, or 
research and development contracts; "sales" includes gross receipts from the 
performance of such services including fees, commissions, and similar items. 

2. In the case of cost plus fixed fee contracts, such as the operation of a 
government-owned plant for a fee, gross receipts includes the entire 
reimbursed cost, plus the fee. 

3. If the business activity is renting of real or tangible personal property, "salesJ' 
includes the gross receipts from the rental, lease, or licensing of the property. 

4. If the business activity is the sale, assignment, or licensing of intangible 
personal property such as patents and copyrights, "sales" includes the gross 
receipts therefrom. 

5. The distributive share income received from a partnership that is doing 
business in Kentucky is included in the numerator of the sales factor and is a 
"gross receipt" subject to the AMC. 

KRS 141.120(8)(~)3. provides that sales, other than sales of tangible personal 
property, are in this state if the income-producing activity is performed in this state; 
or the income producing activity is performed both in and outside this state and a 
greater proportion of the income-producing activity is perform in this state than in 
any other state, based on costs of performance. 

"Income-producing activity" means the act or acts directly engaged in by the 
corporation for the ultimate purpose of obtaining gains or profit. Such activity does 
not include activities performed on behalf of a corporation, such as those conducted 
on its behalf by an independent contractor. Accordingly, the income producing 
activity includes, but is not limited to the following: 

(a) Personal services by employees or the use of tangible and intangible 
property in performing a service; 

(b) The sale, rental, leasing, or licensing or other use of real property; 

(c) The rental, leasing, licensing or other use of tangible personal 
property; and, 



(d) The sale or licensing of intangible personal property. 

The income producing activity is deemed performed at the situs of real, tangible, and 
intangible personal property or the place where personal services are rendered. The 
situs of real and tangible personal property is at its physical location. The situs of 
intangible personal property is the corporation's commercial domicile unless the 
property has acquired a "business situs" in: (i) the place where intangible personal 
property is employed as capital, or (ii) the place where the property is located if 
possession and control of the property is localized in connection with a trade or 
business so that substantial use or value attaches to the property. Example: A 
corporation whose principal business activity is the manufacture and sale of hot 
water heaters pledges bonds in Kentucky as security for the payment of taxes in 
connection with its business activities in Kentucky. The property has a business 
situs in Kentucky; therefore, interest income from such bonds is attributable to 
Kentucky. 

The term "cost of performance" means direct costs determined consistent with 
generally accepted accounting principles and in accordance with accepted 
conditions or practices in the trade or business of the corporation. 

Receipts from sales, other than sales of tangible personal property which constitute 
a principal source of business income, are attributed to Kentucky as follows: 

1. Gross receipts from sale, lease, rental or other use of real property are in 
Kentucky if the real property is located in Kentucky. 

2. Gross receipts from rental, lease, licensing or other use of tangible personal 
property shall be assigned to Kentucky if: 

(a) The property is in Kentucky during the entire period of rental, lease, 
license or other use; or, 

(b) The property is in Kentucky for more than fifty percent of the time. 

3. Gross receipts for the performance of personal services are attributable to 
Kentucky to the extent such services are performed in Kentucky. 



Examples of sales other than sales of tangible personal property that are included in 
the numerator of the sales factor and are considered gross receipts for purposes of 
calculating the AMC: 

Example I-A corporation is engaged in the heavy construction business in which it 
uses cranes, tractors, and earth-moving vehicles. It makes short-term rentals of the 
equipment when not needed on any project. The corporation rented some of the 
equipment to X for three (3) weeks. The equipment was used by X for two (2) 
weeks in Kentucky and (I) week in State Y. The direct costs in connection with the 
equipment during the rental period were $500 weekly. Accordingly, the greater 
proportion of such costs was incurred in Kentucky. All of the rental receipts are 
business income and, for purposes of the sales factor, are included in the numerator 
and are considered gross receipts for purposes of calculating the AMC. 

Example 2-A corporation is in the business of buying commercial properties to 
rent. The corporation decided to sell one of the properties. Since the property was 
used in the production of business income, then the gross receipts are included in 
the numerator of the sales factor and considered gross receipts for purposes of 
calculating the AMC. 

Example 3-A corporation with commercial domicile in Kentucky manufactures and 
sells industrial chemicals. It owns patents on certain products. The corporation 
licensed production of the chemicals in foreign countries in return for royalties which 
are a relatively minor amount of its income. The royalties are business income and 
are included in the numerator of the sales factor and are considered gross receipts 
for purposes of calculating the AMC. 

Important note regarding assigning receipts in a franchisee/franchisor 
transaction: 

The Department of Revenue has consistently held that the up-front payment 
received by the franchisor is assigned to the domicile state of the corporate 
headquarter for sales factor purposes. However, the annual fee which is based on a 
percentage of the receipts of the franchisee is assigned to the state where the 
franchisee is physically located. Terms such as "royalty payments," "franchise fess," 
"service fees," etc. are closely evaluated by the Department to determine the exact 
composition of the fee prior to assignment for sales factor and AMC purposes. If the 
franchisor can show that the fee is determined by actual performance of services 
rendered by the franchisor, rather than a flat percentage of the franchisee's gross or 
net receipts, then the receipts should be assigned to the state where services are 
performed instead of the state where the franchisee is located. 



Example 4--The corporation, a road show, presents theatrical performances at 
various locations in State X and in Kentucky during the taxable year. All gross 
receipts from performances presented in Kentucky are attributed to Kentucky, and 
are included in the numerator of the sales factor and are considered gross receipts 
for purposes of calculating the AMC. 

AMC in a Consolidated Return Situation 

If you are filing a consolidated corporation income tax return, sales between the 
members of the affiliated group are eliminated in computing the AMC and the 
numerator of the sales factor. 

Gross Profits Computation 

"Kentucky gross profits" is defined by KRS 141.010(27) to be Kentucky gross 
receipts reduced by returns and allowances attributable to Kentucky gross receipts, 
less the cost of goods sold attributable to Kentucky gross receipts. 

"Kentucky gross receipts" for purposes of the AMC based on gross profits means 
the numerator of the sales factor under the provisions of KRS 141.120(8)(~). The 
immediately preceding pages discuss "gross receipts" in detail. 

Returns and allowances attributable to Kentucky gross receipts shall be determined 
by separate accounting. 

"Cost of goods sold" is defined by KRS 141.010 (26) to be 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; 

"Direct labor" is defined by KRS 141.010(28) to be labor that is incorporated into 
the product sold or is an integral part of the manufacturing process. 

"Bulk delivery costs" is defined by KRS 141.010(29) to be 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. 



Determining Cost o f  Goods Sold Attributable to Kentucky Gross Receipts 

KRS 141.010(26) provides that cost of goods sold shall be calculated using the 
same method specified by the Internal Revenue Service for the purpose of 
computing federal income tax. 

Not all businesses compute cost of goods sold in determining their federal income 
tax liability. The following guidelines specify which types of businesses can 
determine cost of goods sold for purposes of computing the AMC based on 
Kentucky gross profits: 

1. You must be engaged in a business that makes, buys, or sells goods to 
produce income in order to compute cost of goods sold. A manufacturer, 
wholesaler or retailer gets to compute costs of goods sold. 

2. The cost of goods sold computation does not apply to a personal service 
business. Examples of a personal service business include a doctor, lawyer, 
accountant, carpenter or painter. However, if you work in a personal service 
business and also sell or charge for the materials and supplies normally used 
in your business, you may deduct cost of goods sold in relation to the 
materials and supplies that you charge for. 

Cost of goods sold is deducted from gross receipts to figure gross profit for the year. 
If you include an expense in the cost of goods sold, you cannot deduct that expense 
item elsewhere on your income tax return as a business expense. 



The following is a worksheet to be used in computing cost of goods sold: 

1. Inventory at beginning of year ............................................................................. 

2. Purchases less cost of items withdrawn for personal 
use. ...................................................................................................................... 

3. Cost of labor. Do not include any amounts paid to 
.............................................................................................................. yourself 

4. Materials and supplies or additional section 263A costs .................... ... ......... 

5. Other costs .......................................................................................................... 

6. Add lines 1 through 5 ........................................................................................ 

7. Inventory at end of year ...................................................................................... 

8. Cost of  goods sold. Subtract line 7 from 6 .................................................. 

Instructions for the Cost of Goods Sold Worksheet 

Line 1 - Inventory at beginning of year-The beginning inventory amount is 
usually identical to the ending inventory of the previous year. If the beginning 
inventory is an amount different than the ending inventory amount for the previous 
year, attach a statement explaining the difference to the Kentucky corporation 
income tax return. If the corporation is a merchant, beginning inventory is the cost of 
merchandise on hand at the beginning of the year that you will sell to customers. If 
you are a manufacturer or producer, it includes the total cost of raw materials, work 
in process, finished goods, and materials and supplies used in manufacturing the 
goods. 

Line 2 - Purchases-If you are a merchant, use the cost of all merchandise you 
bought for sale. If you are a manufacturer or producer, this includes the cost of all 
raw materials or parts purchased for manufacture into a finished product. Freight 
should be included in the cost of raw materials. 

You must use the prices you pay for the merchandise in figuring purchases. 
Example - An automobile dealer must record the cost of a car in inventory reduced 
by a manufacturer's rebate that represents a trade discount. 

Cash discounts can be deducted from total purchases for the year or they can be 
credited to a separate discount account. If you credit cash discounts to a separate 
account, do not reduce your cost of goods sold by the cash discounts. 



You must deduct all returns and allowances from your total purchases during the 
year. 

If you withdraw merchandise for your personal or family use, you must exclude this 
cost from the total amount of merchandise you bought for sale. This can be 
accomplished by crediting the purchases or sales account with the cost of 
merchandise you withdraw for personal use. You should charge the amount to your 
drawing account. 

Line 3 - Costs of labor-KRS 141 .010(26)(a) limits labor costs to direct labor costs 
as defined in subsection KRS 141.010(28) of this section. Direct labor is defined by 
KRS 141.010(28) to be labor that is incorporated into the product sold or is an 
integral part of the manufacturing process. Direct labor costs include wages paid to 
employees who spend all their time working directly on the product being 
manufactured. Direct labor costs also includes wages paid to employees who work 
directly on the product part time if you can determine that part of their wages. 
Indirect labor costs should not be included. 

Line 4 - Materials and Supplies or Additional Section 263A Costs-Materials 
and supplies, such as hardware and chemicals used in manufacturing goods are 
charged to cost of goods sold. For corporations that have elected the simplified 
production method for federal income tax purposes, additional section 263A costs 
are generally those costs, other than interest, that were not capitalized under the 
corporation's method of accounting immediately prior to the effective date of section 
263A but are now required to be capitalized under section 263A. For details, see 
Treasury Regulation 1.263A-2(b). For corporations that have elected the simplified 
resale method for federal income tax purposes, additional section 263A costs are 
generally those costs incurred with respect to the following categories: 

1. Off-site storage or warehousing. 

2. Purchasing; handling, such as processing, assembling repackaging and 
transporting. 

3. General and administrative costs, excluding labor costs. 

For details of the simplified resale method, see Treasury Regulation 1.263A-3(d). 

Line 5 - Other costs-Freight costs related to merchandise you purchase for sale. 
Do not include any freight charges on this line that are included on line 2. The costs 
of containers and packages can be included on this line if they are an integral part of 
the product manufactured and are a part of the cost of goods sold. Overhead 
expenses of a manufacturing operation are included on this line, except for labor 
costs. Examples of overhead costs you can include on this line are rent, heat, light, 
power, insurance, depreciation, taxes and maintenance, provided that such 
expenses are direct and necessary expenses of the manufacturing operation. 



Line 7 - Inventory at end of year-See Treasury Regulations sections 1.263A-1 
through 1.263A-3 for details on figuring the amount of additional section 263A costs 
to be included in ending inventory. If the corporation accounts for inventoriable 
items in the same manner as materials and supplies that are not incidental, enter on 
line 7 the portion of its raw materials and merchandise purchased for resale that is 
included on line 6 and was not sold during the year. 

Once a corporation computes its AMC based on gross receipts and gross profits, the 
amounts computed must be reflected on PART II-ALTERNATIVE MINIMUM (AMC) 
on page 1 of the appropriate corporation income tax form. 
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Chapter Five - Tax Calculation Based on Taxable Net Income 

House Bill 272 enacted major changes in the filing responsibilities for those 
"corporations" that were not subject to corporation income tax for tax periods 
beginning prior to January 1, 2005. 

Four separate corporation income tax forms have been developed to ease the 
challenging transition from pass-through entity treatment to entity level taxation. 
Each form in this chapter is intended to apply to a specific group of "corporations". 
Exhibit 5-1 reflects which form should be filed by different entity types. 

Form 720 should be filed by C corporations, including affiliated groups of C 
corporations that are filing either an elective consolidated return or a nexus 
consolidated return. Please refer to chapter 3 for a discussion of who is in a 
nexus consolidated group. 

Form 765 should be filed by LLC's taxed as partnerships for federal income 
tax purposes, limited partnerships, limited liability partnerships and real estate 
mortgage investment conduits. 

Form 720s should be filed by S corporations. 

Form 725 should be filed by disregarded single member LLC's whose single 
member is an individual. 

Important Note: Pursuant to KRS 141 .011(2), the net operating loss carryback 
deduction shall not be allowed for losses incurred for taxable years beginning on or 
after January 1,2005. 



Exhibit 5-1 -Various Corporation Income Tax Filing Scenarios 

1. C corporation 

2. Disregarded single member LLC whose single member is a C corporation 

Ownership Scenario 

3. Disregarded single member LLC whose single member is an S 
corporation 

Form Required 

4. Disregarded single member LLC whose single member is a partnership 

5. Nexus consolidated group of affiliated corporations with a C corporation 
common parent and LLC affiliates. 

6. Nexus consolidated group of affiliated corporations with a multi-member 
LLC common parent and LLC affiliates. 

7. Nexus consolidated group of affiliated corporations with a single member 
LLC common parent and LLC affiliates. 

8. S corporation 

9. Disregarded single member LLC whose single member is an individual. 

10. Lm ted liability partnership with 50150 partners that are corporations. 

11. Limited partnership 

12. Nexus consolidated group of affiliated corporations with a LLP common 
parent and LLC affiliates. 

13. General partnership 

14. Publicly traded partnership 

15. Real Estate lnvestment Trusts 

16. Financial Asset Securitization lnvestment Trusts 

17. Regulated lnvestment Companies 

18. Real Estate Mortgage lnvestment Conduits 

Form 720 

Form 720 

Form 720s 

Form 765 

Form 720 

Form 765, if common parent is 
taxed as a partnership for federal 
tax purposes. 

Form 720, if LLC common parent 
elects to be taxed as a corporation 
for federal income tax purposes. 

Form 725, if single member LLC 
common parent is owned by an 
individual. 

Form 720, if single member LLC 
common parent is owned by a C 
corporation. 

Form 720s 

Form 725 

Form 765 

Form 765 

Form 765 

Form 765-GP 

Form 765-GP 

Form 720 

Form 720 

Form 720 

Form 765 

Special Note: General partnerships will file on form 765GP,  which is a form 
separate and distinct from form 765. 



Consolidated Income Tax Calculation on Form 720 

Elective consolidated groups must file form 720. Nexus consolidated groups 
composed entirely of C corporations must also file form 720. The following 
paragraphs describe the specifics of how each type of consolidated group will 
calculate its net income. 

Elective Consolidated Returns-KRS 141.200(4)(b) states: "an affiliated group of 
corporations still filing an elective consolidated corporation income tax return will be 
treated for all purposes as a single corporation under the provisions of this chapter. 
All transactions between corporations included in the consolidated return shall be 
eliminated in computing net income in accordance with KRS 141.010(13), and in 
determining the property, payroll, and sales factors in accordance with KRS 
141 .I 20." KRS 141.200(2)(b) states: "the determinations and computations required 
by this chapter shall be made in accordance with the provisions of Section 1502 of 
the lnternal Revenue Code and related regulations, except as required by 
differences between this chapter and the lnternal Revenue Code." Additional 
guidance on how to compute Kentucky taxable net income for the elective 
consolidated group can be obtained in Administrative Regulation 103 KAR 16:200. 

Since a new election period can begin with a calendar year ended December 31, 
2004, it is possible that there is a separate return loss year issue for any separate 
entity net operating loss carryforwards from separate returns filed for the calendar 
year ended December 31, 2003 return. 103 KAR 16:200, Section 4 limits the 
carryover from a separate return period to the amount allowed under Section 1502 
of the lnternal Revenue Code and related regulations and adjusted for the 
differences between KRS Chapter 141 and the lnternal Revenue Code. A limitation 
on the loss carryforward is imposed if the loss year is considered a separate return 
limitation year (SRLY). A SRLY means any loss year for which a separate return 
was filed, except where the corporation was a member of the affiliated group for the 
entire year that the separate return loss incurred or the corporation is the parent in 
the year to which the loss is being carried. The amount of loss incurred in a SRLY 
that may be deducted in an elective consolidated year cannot exceed that member's 
contribution to the consolidated taxable income. 

An elective consolidated return should include a schedule of gross income and 
deductions for each member of the affiliated group prepared in columnar form in 
accordance with Treasury Regulation 1.1502-76. Schedule CR has been developed 
for this purpose. Schedules of receipts, property and payroll for each member of the 
affiliated group must also be provided in columnar form. 

Nexus Consolidated Returns-The calculation of taxable net income for a nexus 
consolidated group is similar to the computation for an elective consolidated group. 
KRS 141.200(9)(f) states: "the determinations and computations required by KRS 
Chapter 141 shall be made in accordance with the provisions of the lnternal 
Revenue Code and related regulations, except as required by differences between 



this chapter and the Internal Revenue Code." KRS 141.200(11)(b) states in part: 
"An affiliated group required to file a consolidated return under this subsection shall 
be treated for all purposes as a single corporation under the provisions of this 
chapter. All transactions between corporations included in the consolidated return 
shall be eliminated in computing net income in accordance with KRS 141 .010(13)1 
and in determining the property, payroll, and sales factors in accordance with KRS 
141 .I 20.'' 

A nexus consolidated return should include a schedule of gross income and 
deductions for each member of the affiliated group prepared in columnar form 
Schedule CR. Schedules of receipts, property and payroll for each member of the 
affiliated group must also be provided in columnar form. 

The big difference between an elective consolidated income calculation and a nexus 
consolidated income calculation is the treatment of losses. KRS 141.200(11)(b) 
states in pertinent part: "Includible corporations that have incurred a net operating 
loss shall not deduct an amount that exceeds, in the aggregate, fifty percent (50%) 
of the income realized by the remaining includible corporations that did not realize a 
net operating loss. The portion of any net operating loss limited by the application of 
this subsection shall be available for carryforward in accordance with KRS 141 .011." 
The loss limitation is a pre-apportionment adjustment in computing Kentucky taxable 
net income. The pre-apportionment loss deduction for a nexus consolidated group 
must be taken on line 17 of Part I of Form 720. The pre-apportionment loss 
deduction is referred to as the current net operating loss adjustment. The nexus 
affiliated group should add up all the net income amounts from the columnar 
presentation of gross income less deductions. The net income amounts should 
reflect differences between Kentucky law and the Internal Revenue Code. The 
positive (net income) amounts should be added together with the result multiplied by 
50%. The negative (net loss) amounts should be added together and if the result is 
an amount greater than 50% of the total net income amounts, then the loss is limited 
to the 50% amount. If the negative (net loss) amounts when added together result is 
an amount lesser than 50% of the total of the net income amounts, then the loss 
amount is fully deducted on that return. Any total loss amount not utilized in the year 
it is incurred may be carried forward for a period of up to 20 years. The current net 
operating loss adjustment must be computed on Schedule NOL (form 41A720NOL). 
Schedule NOL must be attached to form 720. 

The loss amount not utilized in the current year that is carried forward to the next 
year will be part of the current net operating loss adjustment in the succeeding year. 



Example 5-2 

Total Net lncome amount = $150,000 
Total Net Loss amount = $(130,000) 

YEAR 1 

Loss limitation is 50% X $150,000 = $75,000 

Current NOL Adjustment = Total Loss Amount - Limitation 
$130,000 - $75,000 : $55,000 

Taxable net income subject to apportionment is $75,000 

Current 
NOL 

Adjustment 
$55,000 

Parent 
$100,000 

NOL carryforward is $55,000. 

Sub B 
$ 50,000 

Net 
Income 
$75,000 ] 

Sub A 
$(25,000) 

Total Net Income amount = $160,000 
Total Net Loss amount = $80,000 

Sub C 
$(80,000) 

YEAR 2 

Loss limitation is 50% X $160,000 = $80,000 

Available loss deduction is $(80,000) - - -($55,000 t $25,000) 

Sub D 
$(25,000) 

Parent 
$50,000 

Taxable net income subject to apportionment is $80,000. 

Consolidated 
$20,000 

Sub D 
$(25,000) 

NOL carryforward is $0. 

Sub A 
$10,000 

Separate Return Loss Year Rules for a Nexus Consolidated Return 

NOL 
Carryfonvard 

$(55,000) 

An affiliated group of corporations required to file a nexus consolidated return may 
be composed of a group of corporations that were all filing separate entity Kentucky 
returns prior to the enactment of House Bill 272. If any of those separate entity filers 
had a net operating loss carryforward for the most recent period that began prior to 
January 1, 2005, that separate entity loss may be carried forward to the first return 
filed under the nexus consolidated rules, provided that the affiliate had Kentucky 
corporation income tax nexus for the separate return periods that generated 
the loss. If an affiliate did not have nexus with Kentucky for the separate return 
periods, then a net operating loss cannot be carried forward to a nexus consolidated 
return period that begins on or after January 1, 2005. 

Sub 6 
$75,000 

Consolidated 
$ 80,000 

Sub C 
$25,000 

Current 
NOL 

Adjustment 
$ --- 

Net 
Income 

$ 80,000 



Important Note: The term "nexus" used in reference to a separate return loss year 
that begins prior to January I, 2005 means the corporation income tax nexus 
standard in effect prior to the enactment of House Bill 272. The version of KRS 
141.040 in effect for tax periods beginning prior to January I ,  2005 provides that a 
corporation had nexus in Kentucky if it was: 

1. Organized under the laws of this state; 

2. Commercially domiciled in this state; 

3. A foreign corporation owning or leasing property in this state; or, 

4. A foreign corporation with one or more individuals receiving compensation as 
defined in KRS 141.120(8)(b) in this state. 

The "doing business" nexus standard provided in House Bill 272 does apply to the 
nexus determination for separate return loss years if the separate return period 
begins on or after January 1,2005. 

Any separate return loss that is allowed as a carryforward may be included in the 
computation of the current net operating loss adjustment that is subject to the fifty 
percent limitation rule. 

The Department of Revenue recognizes that a conversion from a post- 
apportionment Kentucky net operating loss calculation to a pre-apportionment nexus 
consolidated loss calculation is a difficult one. Therefore, we are allowing taxpayers 
a one-time choice to either carryforward the post-apportionment separate return 
losses or the pre-apportionment losses computed on a separate company basis. In 
some cases, the records may no longer be available to reconstruct the separate 
company losses on a pre-apportionment basis. 

An election box is provided on Schedule NOL. You may make an irrevocable 
election to carryforward the separate company post-apportionment net operating 
loss instead of re-calculating the loss carryforwards on a pre-apportionment basis. 
The election must be applied to all separate company losses carried forward to the 
first return of a nexus consolidated group. You cannot amend this election. 

Any separate return loss that is carried forward to a nexus consolidated return must 
be reflected on Form 720 Schedule NOL, Section B. A supplemental statement 
must be attached to Schedule NOL that reflects a breakdown of the separate return 
loss carryforward amounts broken down by subsidiary. 



Example 5-3 

MANDATORY NEXUS 
NOL LIMITATION CALCULATION 

There is a $1 2,000 NOLD carryforward from 2004 that is available to the group. 

Year 

2005 $100,000.00 $ 50,000.00 $ (80,000.00) $ (10,000.00) $ 12,000.00 $ 72,000.00 

2006 $ 40,000.00 $ 60,000.00 $ 30,000.00 $(40,000.00) $ (8,000.00) $ 82.000.00 

What is the 2005 NOL limitation adjustment? $9,000 Add Back 

What is the 2006 NOL limitation adjustment? $ (17,000.00) Deduction 

C A B 

KY 
Consolidated 

Net Income per 
720, line 16 D E 
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720 Kentucky Corporation Income Tax Return 

41A720 (Pass-Through Corporations Use Applicable Forms) 

Consol~dated I 
Electton 

Number and Streel Prncpal Bus<nessActv~ty n KY 

. -..- ~ - - - - 

Depanment of Revewe See separate instruct ions.  I -- -- 
Taxable per iod beginning 2005, and  e n d ~ n g  ZOO-_ . Mo. Yr. 

C Kentucky Corporation 
Account Number - - - -- - - 

A Iflihngconsairdarsd, 
chsd rhe approprlare 

I 

6 Federal 
Identlflcauon Number - 

- - - - - - -- - 

Mandacry 
Nmus 

. . . . . . .  Forml lZOA llne24) 

ADDITIONS 

... 2. Interest income (itateand local ablgatonsl  

. . .  3. Staletaxes based on netlgrass8ncome 

. . . . . . .  4. Depreoaton adjustment 

5 Deductions attr~butableto nontaxable lncome 

. . . . . . . .  6 Related party expenses 

. . . . . . . . . . . . . .  1 Pass-through lass(er) from nher corpoiatlon(s1 recapture . . .  
iubjen to Kentucky caiporauon lncoms~ax 3 To td  (add !nee 1 and 3 (IF $175 m8nimum. 

0 Other(anach schedule) rk1pl tnei4through 15and enteron l i ne l6 )  

. . . .  . . . . . . . . . .  9 T d a l  (add llnss 1 through 8) 4. Economc developmenttax cred~ts 

. . .  SUBTRACTIONS- 5. Hlstotc preservaonresrorauon taxcredt 

. . . . . . .  10 Interest Income (U 5. oblgat~onsl  6 Unemploymentlax credbr 

11 D~v~dend ncom 

12 Federal workopponun~rycre 8. Cosl conuerslon taxc 

. . . . . . . . .  13 Deprcceuonadjustrncn 9 Enterpr~se zone tax cr 

14 Pass-through ncomefrom ocher corporaton( 10 Kentucky ~nvestmentfundtaxcre 

. . .  subjen to Kentucky ccorporst>oo ~ncomctan 11 Coal ~ n c e n t ~ v s t m  crsdtt 

15 Or~er(attachschedule1 12, Qual~fed research f a c l ~ y  l a c r e d  

16 Netincoms(lne9lessl~neslOlhrough 151 13 GED ~ncen t~ve tmcred l t  

11 Current net operating loss adjuameni 

. . . . . . . . . . . . . . .  (mandatorj nexus only) . , , tan cred~:(Brownf~eldsl 

. . . . . . . . . . . . . . . . .  18 Kentucky net bncom(add Ines 16and 171 15. B o d e ~ e l t a x c r e d t  

19 T a a b B  net incorrs 16. Nettax I1ab1l1ty( l~ne3lessl ines 4 

. . . . .  (aiachSchedule A f  appcabe l  through 15)($175 mlnlmum) 

20 Netoperatng ossdeducuon 17 Esumaredtaxpayments 

21 T a a b b  net mcome(af~er NOLD) 18. Enensontax payment 

See ' n r f r u ~ i o n s ~  

Telephone Number NAICS Code Number 
(Relatng to Kentucky Acuvty) 

State 

I I I (See www census  goul 
D Name olCommon Parent Kenwcw Corporaton AccountNumber 

- - -- - - - 
. . - .  

S h o r t - p e r l o d  r e t u r n  ( a t t a c h e x p l a n a t ~ o n )  C h a n g e  of name C h a n g e  o f  a d d r e s s  

PART I-TAXABLE INCOME COMPUTATION I PART III-TAX COMPAWSON 

(18"s 19 A 6 8  line 201 I I 19 Prior years credt 

PART II-ALTERNATIVE M I N I M U M  (AMC) 20 T a  due , lne 16 les~ i \nes  17 through 191 

Name of Corpaiarton or Afflarsd Group (Piece pieaddressedlabel here; ahwwrseprnr orrypej State and Dateof Incorporaton 

ZIP Code 

E Check i fapp i i cab le :  No packe t  r e q u ~ r e d  f o r  2006 ln l t l a l  r e t u r n  F ~ n a l  r e t u r n  (a l tach  exp lana t ion )  

1 Federal laxablencarne (Fcrrnl l20.  I n e  28; 

Gross bcetptr 

1 Kentucky gross recaps(1ers Kentucky 

. . . . . .  raturnssndallowancer) 

. . . .  2. Tax (line 1 rnu l t~p l~ed  by 000951 

Gross Profits 

. . . . . . . . . . . . . . . . . . .  3. Kentucky gross recelpts 

(a) Less Kentucky returns and allowances . , 

1, IncometanfromPan I (mul t~ply n a  21 

. . . .  (b) L e s s  Kentucky contof goods sold 

4. Grass (subtract I n e s  3(a) and 3Lb) 

from lhne 31 1 
5 Taxlline 4mull1plled by 0015) 

M a k e  check($ payable t o  Ken tucky  S ta te  Treasurer 

Ma l l  re tu rn  w11h payment  t o  Ken tucky  Depar tment  o f  Revenue 

Frankfort .  Ken tucky  40620 

21 T z  overpayment 1 
22 Cred8tedtoZ006 

23 Amount to  be refunded ( n e  21 less I ne 221 

TAX PAYMENT S U M M A R Y  (Round t o  Neares t  Dollar) 

TAX (check applicable boxj Income AMC G r o n  Reoelph 

AMC G r o n  P m f l h  M ~ n ~ m u m  $175 

Tax . . . . . . . . . . . . . .  

Penalty . . . . .  
Interest 
TOTAL (nc~udln; Pendity 
and  Interest) . . . .  

Federal Form 1120,  pages 1,2 and 4, or 1 1 2 0 A ,  pages 1 
and 2, and any supporting schedules must be attached. 



B L A N K  



5. Prlor year NOLcartyfomard 
6. Total (add llne 5, Column C 
7. D~sallowed loss. If Llne 3, Column I3 IS greater than 

Llne 4, Column A, enter the d~fferenm here and 
on Form 720, Part I, line 17. If amount entered, 
sklp to Sectlon 8, line 1 (see ~nstruct~ons) ......................... 

8. Addltlonal NOLD. Enter as a negative amount on 

k 

SCHEDULE NOL NET OPERATING LOSS Taxable Y-r Ending 

SCHEDULE -- 1 2  1 0 5  -- 
4lA72CNOL (1005) Mo Yr 

Commonwealth of Kentucky Attach to Form 720. 
DEPARTMENT OFREVENUE If irrev-ble election is made 

tocarry NOLcarryfDrwad asan 
apportioned NOL, check here. 

PART I-MANDATORY NEXUS CONSOLIDATION 

Section 6-Current Year Loss Disallowed and NOL Carryforward 

1. Current year loss disallowed (see ~nstructlons) ..................................................................................... 
2. Prlor year@) NOL carryforward(s) .......................... .. ........................................................................... 
3. Prlor yearb) NOL carryforward used this year (see lnstructlons) ................................... .... ................... 
4. Total NOL cartyfomard (line 1 plus l ~ n e  2 mlnus line 3) ..................... .. ............................................. 

21,000 
12,000 
12,000 
21,000 

PART ICSEPARATE ENTITY ANDELECTIVE CONSOLIDATED FILERS 

Section A-NOL Carryforward 

1. Carryforward from prlor year($ ................................................................................................................ 
2 .  Net operating loss (current year) from Form 720, Part I, llne 21 .......................................................... 
3. Net operating lo= deduction from Form 720. Part I, llne 20 .................................................................. 
4. Total NOL carfyfomard (Ilne 1 plus line 2 minus line 3) ....................... .. .......................................... 



NET OPERATING LOSS SCHEDULE 

INSTRUCTIONS 

Purpose o f  This Schedule-This schedule is to be used Line 4-Multiply L ~ n e  3, Column A b y  50 percent. This 
by corporations that are requlred to file a mandatory IS the l ~ m ~ t a t i o n  that the amount on  Line 6, Column C 
nexus consolidated return ~n order to determ~ne the cannot exceed. 
loss l i m ~ t a t ~ o n .  I t  is also to be used by corporatlons 
f ~ l l n g  a separate entlty return, an electwe consolidated Line 5-Enter the prior year NOL carryforward as a 
return or mandatory nexus return to track the NOL posltive amount. 
carryforward. 

The includ~ble corporations o f  the mandatory consoli- 
dated nexus return that have earned a net operatlng 
loss shall not  deduct an amount that exceeds, In  the 
aggregate, 50 percent of the income reallzed b y  the 
remain~ng includ~ble corporatlons that d ~ d  not real~ze 
a net operatlng loss. 

Part I-Mandatory Nexus Consolidation 

General I n s t r u c t i o n t T h ~ s  is only for mandatory nexus 
returns flied in  accordance w ~ t h  KRS 141.200(8-14). 

The 50 percent I ~ m ~ t a t ~ o n ,  net operatlng loss(es) and 
net operatlng loss carryforwards are determ~ned prlor 
to the app l~ca t~on  of the apportlonment factor If one 
or more o f  the '~nc lud~b le  corporatlons' b r~ngs  an NOL 
carryforward to the mandatory consol~dated group, the 
common parent may make an  ~rrevocable elect~on to 
carry all NOL carryforwards as an apport~oned NOL 
Otherw~se, the NOL carryforward for each member o f  
the consol~dated group mus t  be recomputed to a 
preapportloned amount 

A n  " inc ludib le co rpora t~on"  that br lngs ~ t s  NOL 
carryforward from another consol~dated group w ~ l l  
determine ~ t s  NOL based upon Section 1502 o f  the 
Internal Revenue Code and related regulat ions. 
adjusted for d~fferences between KRS Chapter 141 and 
the Internal Revenue Code. 

Any NOLcarryforward ~ s u t i l ~ z e d  first in  meetlng ~ t s  50 
percent limltatlon. 

Section A-Enter the name and Kentucky corpora- 
t l on  account number o f  the common parent and 
includ~ble subs~dlar~es.  

Section A 

Column A-Enter only  Kentucky net lncome from 
inc lud~ble corporatlons, Schedule KCR (Form 720), 
L ~ n e  19. 

Column B-Enter on ly  Kentucky ne t  losses from 
includible corporatlons, Schedule KCR (Form 720), 
L ~ n e  19. Enter as a positive amount. 

Line 3-Enter the totals for Column A and Column B. 
Column B should reflect a posltlve amount. 

Line 7-The amount on  L ~ n e  7 IS the amount of the net 
operatlng loss(es) o f  the ~ n c l u d ~ b l e  corporat~on(s) that 
exceeds the 50 percent loss l ~ m ~ t a t ~ o n  It IS an addback 
In computlng Kentucky net lncome If an amount IS 

entered, s k ~ p  to Sect~on B, Llne 1 I f  Llne 3, Column B 
IS less than Llne 4,  Column A, leave blank and go to 
Llne 8 

Line 8-If Llne 4, Column A IS greater than Llne 3, Col- 
umn B, enter the lesser o f  this difference or L ~ n e  5, 
Column C (This difference 1s L ~ n e  4, Column A less 
Llne 3, Column B ) Otherw~se, leave blank This IS the 
amount of addl t~onal  loss(es) f rom the lnc lud~ble 
corporat~on(s) that can be used to meet the 50 percent 
loss I ~ m ~ t a t ~ o n  It 1s a deduction In computlng Kentucky 
net Income. 

Section B 

Current year loss disallowed IS the amount o f  Ken- 
tucky losses from Llne 3. Column B that are d~sallowed 
due to first uslng prlor year NOL carryforward(s) to 
meet the 50 percent I ~ m ~ t a t ~ o n .  I t  IS ava~lable for 
carryforward 

Line 1-If L ~ n e  4,  Column A, IS greater than or equal to 
Line 5, Column C, enter the difference of Llne 6, Col- 
umn C less Line 4, Column A. I f  t h ~ s  difference IS less 
than zero, enter -0.. 

I f  Llne 5, Column C IS greater than L ~ n e  4,  Column A, 
enter the amount from L ~ n e  3, Column B. 

Line 3-Enter the lesser o f  Part I, Sect~on A, Llne 4, 
Column A or Part I, Sect~on A, Llne 5, Column C. If 
equal, enter amount from Part I, Sect~on A, L ~ n e  5, 
Column C. 

Part Il-Separate Entity and Elective Consolidated 
Filers 

General Instructions-Th~s sectlon 1s to be used only 
by separate entlty and electwe consol~dated fliers In 
order to calculate the available NOL carryforward. 
Fol low the lnstructlons as ~ n d ~ c a t e d  o n  L ~ n e s  1 
through 4 



720 
Kentucky Corporation IncomeTax Return 

41A720 (Pass-Through Corporations Use Applicable Forms) 
2006 

Taxable Y M r  E n d l n g  
Depanrnent or Revenue > S e e  separate i n s t ~ c t i o n s  / -- -- 

Taxable per lcd beglnnlng 2005 a n d  e n d ~ n g  200-_ M0 Yr 

A iifi1,noconsobdarad I B Federal I C KentucrjCorporanon 

omc .  rod apsroor a:a o e ~  ' :a. >? t..mCIe- ............. A<:,-? \-.r>er - - - - - - - 
Car 589 rS:r-oor: t .a - rect  ?o r : ra  : r  9- .- ~:e:C.r:.r F r .~>resusrer;eo. . re  rere ,x .er .sre,~ n:c.r,ce 9 . z ~  r r :  : a e ~  r:cr2? z t  "r 

Conrolldated 1 
Eecoon 

Number and Slreet Prncpal Bus~neas Act~vty n KY 

Mads prior 
to2005 attach city State ZIP Code Telephone Number NAICS Code Number 
Form722 (Relatng to Kentucky Actlvty) 

(See www census go") 
Mandaory D Name of Comrnm Parent Kentucky Carporailon Account Number 
Nexus I - - -- - - - I 

E C h e c k i f a p p l i c a b l e :  LI No p a c k e t  r e q u i r e d  for 2006 LI I n i t i a l  r e t u r n  F ~ n a l  r e t u r n  (a t tach  explanation) 

S h o r t - p e r ~ o d  r e t u r n  (at tach explana tron) C h a n g e  of n a m e  C h a n g e  of a d d r e s s  

PART I-TAXABLE INCOME COMPUTATION PART Ill-TAX COMPARlSON 

1 Federal taxable ncome (Forml lZO. I n e  28. 1, l n ~ o m e t a x f r o m  Pan1 (mult~ply I n e  21 

. . . . . . . .  Foim1120A, lbne24) . . . . . . . . . . . . . . . . .  by rates) (see 8nstrucrlonsl 

ADDITIONS: 2 Ai te inatvemlnlmum (AMC) (lesser of 

2 Interest income (state and local abl~garonsl  

3 Statetaxes based on nedgross lncame .. 
4 Deprec~aton adjustment . . .  1 Tax ltabai~ty art I .  greaer o n e  m e  

5 Deductons a t l rbu tabe to  nontaxable Income o r $ l 7 5 m 1 n 1 m u m l  

6 Related party expenses 2 Recyclnglcompon~ng equipment lax credt 

7 Pasr.through loss(es) from other corporatlon(s) 

subjen to Kentucky corporat8on lncorne tax 3 Total (add lnes 1 and 3 ( ~ f  $175 rnlnimum 

8 Other(artach schedule) s k ~ p l n e s  4 through 15 and enter on lhne 16) .. 
9 Total (add lhnesl through 8) . . .  

SUBTRACTIONS: 5 H~stot~cpreservalon 

10, Interest ~ncorne 6 Unemploymenltax c 

11. Dividend lncom 7. Recyclnglcompostn 

12 Federal workop 8. Coal convwson taxc 

9 Entetprse zone tax cr 

14. Pass-through tncomefrom other corporaton(sl 10. Kentucky investment 

sutyen to Kentucky cwporauon tncorne tax 11 Coal ~ncent lverm cre 

. . . . . . . . . . . . .  15. Other(attachschedule) 12 Qualified research f a  

. . .  16 Net1ncom( Ine9 le rs I1nes lOthrough 151 13 GED lncent lvetn cre 

11 Current net operaung loss adjunment 14 Voluntaryenvronme 

. . . . . . . . . . .  (mandaroty nexus only) 

.... 18 Kentuckynst i n c o m ( a d d  lines 16and 17).  15 Biodtesel t m  cred 

19 T a a b b n e t l n c o r n  

.................. . . . . . . . . . . . . . . . .  
16 Ne t ta r l i ab l l i t y ( lne  3 Iessl~nes 

(=tach Schedule A l f  appcable) through 15) (6175mnlmum) 

. . . . . . . . . . . . . .  20. Neiopera~ng lassdeduc~~on  . . . . . . . . . . . . . . . . .  17 Estimatedtaxpayments 

. . . . . . . . . . . . . . . .  21. T a a b b  net i n c o r n  (after NOLD) 18. Enens~ontax payment 

(l~ne191essl1ne20) . . . . . . . . . . . . .  I 19 Pilor year 'scre 

.... PART II-ALTERNATIVE M I N I M U M  (AMC) 20. Tax d u e ( I 1 n e l 6 e s s n e s  17 through 19) 

Gross Remlpts 21 Tax overpaymnt 

1. Kentucky gross recelpts (less Kentucky 22. Cred1tedlo200 

returns and allowances) 23 Amount to  be refunded(1ne 21 iess I n e  22) 

2. Tax (line 1 m u l t ~ p l e d  by 00095) . . .  T A X  P A Y M E N T  S U M M A R Y  (Round t o  Neares t  Dol lar)  

Gross Profits TAX (check applicable box} Income AMC Gross Receipts 
3. Kentucky gross r e c e ~ p t ~  AMC Gross Pmfi ts M ~ n ~ r n u r n  $175 

(a) Less Kentucky returns and allowances Tax  

(b) Lero Kentucky cost of goods sold Penalty . . . . . . .  
4 Gross p ro f t  (subrract n e a  3(a) and 3(b) 

Interest 
f r o m l ~ n e 3 )  . . . . . . . . . .  TOTAL (lncludlng Penalty 

. . . . . . . .  5 T a ( l n e 4 m u l r p l e d  by 00751 a n d  Interest). 

M a k e  check(s) payab le  to: K e n t u c k y  S t a t a  Treasurer.  

M a i l  re tu rn  w ~ t h  p a y m n t  to: Ken tucky  D e p a r t m e n t  of Revenue > Federal Form 1120, pages I ,  2 and 4, or 1120A, pages 1 
Frankfort .  K e n t u c k y  40620. and 2, and any supporting schedules must be attached. 
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reater than 

SCHEDULE NOL NET OPERATING LOSS Taxable Year Ending 

SCHEDULE -- 1 2  1 0 6  -- 
41A72CNOL (1055) Mo. Yr 

Commonwealth of Kentucky A t tach t o  Form 720. 
DEPARTMENT OF REVENUE If irrevocable election is made 

tocarry NOLcarryfotward asan 
apportioned NOL, check here. 

PART I-MANDATORY NEXUS CONSOLIDATION 

Section B-Current Year Loss Disalbwed and NOL Carryforward 

1. Current year lass disallowed (see ~nstruct~ons) ....................................................................................... 
2. Prlor yearb) NOL carryforward(s) ............................................................................................................. 
3. Prlor year($ NOLcarryforward used thls year (see instructions) .......................................................... 
4. Total NOL carlyfoward (Ilne 1 plus line 2 mlnus llne 3) ...................................................................... .. 

4.000 
21,000 
21,000 
4,000 

PART ICSEPARATE ENTITY AND ELECTIVE CONSOLIDATED FILERS 

Section A-NOL Carryforward 

1. Carryforward from prior year($ ................................................................................................................ 
............................................................ 2. Net operatlng loss (current year) from Form 720. Part I, llne 21 

3. Net operating loss deduction from Form 720. Part I, line 20 
4. Total NOLcarryfonvard (I~ne 1 plus line 2 mlnus line 3) .................................................................. 



NET OPERATING LOSS SCHEDULE 

INSTRUCTIONS 

Purpose o f  This Schedule-Th~s schedule 1s to be used Line 4-Multiply Llne 3, Column A b y  50 percent. This 
b y  corporations that are requlred to flle a mandatory is the l im~tat ion that the amount on  Line 6, Column C 
nexus consol~dated return i n  order to  determine the cannot exceed. 
loss limitation. I t  is also to be used b y  corporatlons 
fll ing a separate entlty return, an electlve consolidated Line 5-Enter the prior year NOL carryforward as a 
return or mandatory nexus return to track the NOL posltlve amount. 
carryforward 

Line 7-The amount o n  Line 7 is the amount o f  the net 
The includlble of the consOli- operating loss(es) o f  the includible corporation(s) that 
dated nexus that have earned a net Operating exceeds the 50 percent loss limitation. It IS an addback 
loss shall n o t  deduct an amount that exceeds, i n  the computing Kentucky net income, If an amount Is 
aggregate, 50 percent the realized the entered, skip to Section B, Line 1, If Line 3, Column B 
remaining includible corporatlons that d ~ d  not  reallze Is less than Line 4, Column A, leave blank and go to 
a net operating loss. Llne 8. 

Part I-Mandatory Nexus Consolidation 
Line 8-If Line 4, Column A IS greater than Llne 3, Col- 

General Instructions--This 1s only for mandatory nexus u m n  B, enter the lesser o f  this difference or Llne 5, 

returns flled ~n accordance wl th KRS 141.200(8-14). Column C. (This difference is Llne 4, Column A less 
Llne 3, Column B.) Otherwise, leave blank. Thls IS the 

The 50 percent limltatlon, net operating loss(es) and amount  o f  add~t iona l  loss(es) f rom the ~ n c l u d ~ b l e  
net operating loss carryforwards are determined prior corporat~on(s) that can be used to meet the 50 percent 
to the applicat~on o f  the apportionment factor. If one loss I~mltatlon. It is a deduction in computing Kentucky 
or more o f  the "lncludlble corporations" brings an NOL net  income. 
carryforward to the mandatory consolldated group, the 
common parent may make an  ~rrevocable election to Section 
carry all NOL carryforwards as an apportioned NOL. 
Otherwise, the NOL carryforward for each member o f  
the consolidated group must be recomputed to a Current year loss disallowed is the amount o f  Ken- 

preapportioned amount. tucky losses from Line 3, Column B thatare disallowed 
due to first using prlor year NOL carryforward(s) to 

A n  " inc ludib le corporation" that b r lngs  ~ t s  NOL meet  the 50 percent I lmitat ion. I t  is available for 
carryforward f rom another consolidated group will carryforward. 
determlne ~ t s  NOL based upon Section 1502 o f  the 
Internal  Revenue Code and re lated regulat ions, Line I-I f  L ~ n e  4,  Column A, IS greater than or equal to 
adjusted for differences between KRS Chapter 141 and Line 5, Column C, enter the difference o f  Line 6, Col- 
the Internal Revenue Code. u m n  C less Llne 4, Column A. If  thls difference is less 

than zero, enter -0.. 
Any NOLcarryforward is utlllzed first In  meeting ~ t s  50 
percent limitation. I f  Line 5, Column C is greater than Llne 4,  Column A, 

Section A-Enter the name and Kentucky corpora- enter the amount from Line 3' Column 

t lon  account number o f  the common parent and  
~ncludible s u b s ~ d ~ a r ~ e s .  Line 3-Enter the lesser o f  Part I, Sectlon A, Llne 4,  

Column A or Part I, Sectlon A, Llne 5, Column C. I f  
Section A equal, enter amount from Part I, Sectlon A, Line 5, 

Column C. 
Column A-Enter on ly  Kentucky net Income f rom 
lncludlble corporatlons, Schedule KCR (Form 720), Part Il-Separate Enti ty and Elective Consolidated 
Llne 19. Filers 

Column B-Enter on ly  Kentucky ne t  losses f rom 
lncludlble corporations, Schedule KCR (Form 720), General Instructions-This section IS to be used only 
Llne 19. Enter as a positive amount. b y  separate entity and electwe consolidated fliers in  

order to calculate the available NOL carryforward. 
Line 3-Enter the totals for Column A and Column B. Fol low the i n s t r u c t ~ o n s  as l n d ~ c a t e d  o n  Lines 1 
Column B should reflect a positive amount. through 4 .  



Example 5-4 

This example depicts a separate return loss year carryforward example. 

Carrvforward of an Elective Consolidated Loss to a Nexus Consolidated 
Return Period 

Example 5-4 

This example depicts a separate return loss year carryforward. 

If a consolidated net operating loss carryforward exists for the last return filed by an 
affiliated group of corporations that filed a consolidated Kentucky return under a 
ninety-six month election period, the loss may be carried forward to the first return of 
a nexus consolidated group. Chapter 3 of this book describes the differences 
between an elective and nexus consolidated group. Any loss carryforward from the 
last return of an elective consolidated group must be computed under the provisions 
of Section 1502 of the Internal Revenue Code and related regulations and be 
adjusted for the differences between KRS Chapter 141 and the Internal Revenue 
Code. A Kentucky NOL carryforward will only exist in this situation if there is a 

Year 

Separate Return 
Loss Year 
1213 112004 $ (50,000) $ (25,000) NIA 

1 213 112005 $ 100,000 $ (25,000) $ (20,000) $ 50,000 $ 105,000 

6 

A B C D 

KY 
Consolidated 
Net Income 
per 720, line 

16 



consolidated Kentucky NOL carryforward reflected on the last elective consolidated 
return. 

The loss carryforward from the last return of an elective consolidated group must be 
reported on Form 720 Schedule NOL, as part of the current net operating loss 
adjustment on a nexus consolidated return. The loss carryforward amount must be 
on a pre-apportionment basis unless an election is made on Schedule NOL to 
carryforward a post-apportionment loss. 

In some cases, an expiring ninety-six month elective consolidated group may be 
survived by more than one nexus consolidated group. If a consolidated net operating 
loss carryforward exists for the last return of the elective consolidated group, and the 
Kentucky nexus affiliates are split up into more than one nexus consolidated group, 
then the following rules apply: 

1. Compute on a separate company basis, the pre-apportionment loss for each 
affiliate that was included as part of the consolidated NOL computation on the 
last return filed by the elective consolidated group. The columnar schedule 
that should be included with a consolidated return should reflect this 
computation. Schedule KCR has been developed for this purpose. The 
separate company loss should reflect adjustments for the differences 
between KRS Chapter 141 and the Internal Revenue Code. 

2. If the records don't exist to reconstruct the separate company losses on a 
pre-apportionment basis, then an election can be made on Schedule NOL to 
carryforward a proportionate share of the post-apportionment consolidated 
loss. 

3. Add all the separately computed losses together. Divide each loss affiliate's 
separate loss amount by the total consolidated loss amount. Multiple the 
resultant percentage by the consolidated NOL carryforward. 

4. Carry the loss computed in number 3 above to the nexus consolidated return 
in which the former elective consolidated parent or subsidiary is an includible 
corporation under the provisions of KRS 141.200(9) through (14) and related 
regulations. 

5. Include the NOL carryforward as part of the current year net operating loss 
adjustment on Form 720, Schedule NOL for the first return due under the 
nexus consolidated rules. 

Losses for an elective consolidated group shall not be carried forward to a nexus 
consolidated return unless the loss affiliates had Kentucky corporation income tax 
nexus. 



Example 5-5 

This example depicts the carryforward of a post-apportionment elective consolidated 
loss to the returns filed by two separate nexus consolidated groups. 

A 

, $(I  00,000) 

Net Income 

This example depicts the carryforward of an elective consolidated loss to the returns filed by 
two separate nexus consolidated groups. 

Final Elective Consolidated Return - 12/31/05 

Income/Loss 
After 

Appointment 

Consolidated Kentucky NOL carryforward is $(70,000) 

Nexus Group 1 - 12/31/06 

NOL Limitation = $150,000 X 50% = 75,000 

Share of the elective consolidated loss = $56,000 100.000 X 70,000 = $56,000 
125,000 

All of the loss can be deducted on the 12/31/06 return. 

Nexus Group 2 - 12/31/06 

NOL Limitation = $75,000 X 50% = 37,500 

Share of the elective consolidated loss = $14,000 25,000 X 70,000 = $14,000 
125,000 

All of the loss can be deducted on the 12/31/06 return 

Net Income 

Consolidated 

$(70,000) 

B 

$50,000 

A 

$1 00,000 

C 

$50,000 

C 

$(25,000) 

D 

$5,000 

Consolidated 

$94,000 

B 

$50,000 

Share of 
Consolidated 

NOL 

$(56,000) 

Consolidated 

$61,000 

D 

$25,000 

Share of 
Consolidated 

NOL 

$(14,000) 



Carryforward of an Elective Consolidated Loss to a Separate Return 

If a consolidated net operating loss carryforward exists for the last return filed by an 
affiliated group of corporations that filed a consolidated Kentucky return under a 
ninety-six month election period, the loss may be carried forward to separate 
Kentucky returns that are required to be filed because a nexus consolidated return 
situation doesn't exist. The following rules apply to this situation: 

1. Compute on a separate company basis, the post-apportionment Kentucky 
loss for each affiliate that was included as part of the consolidated NOL 
computation on the last return filed by the elective consolidated group. The 
columnar schedule that should be included with a consolidated return should 
reflect this computation. Schedule KCR has been developed for this purpose. 
The separate company loss should reflect adjustments for the differences 
between KRS Chapter 141 and the Internal Revenue Code. 

2. Carry the separate company loss computed in number 1 above to the first 
separate return due after the expiration of the ninety-six month election 
period. 

3. Deduct the applicable amount on line 20, part I of Form 720. 

Nexus Consolidated NOL Carryforward to a Separate Return Period 

If an affiliated group filing under the nexus consolidated rules ceases to exist and a 
Kentucky consolidated net operating loss carryforward exists, a loss may be carried 
forward to separate Kentucky returns that are required to be filed. The following 
rules apply to this situation; 

1. Compute on a separate company basis, the post-apportionment Kentucky 
loss for each affiliate that was included as part of the consolidated NOL 
computation on the last return filed by the nexus consolidated group. The 
separate company loss should reflect adjustments for the differences 
between KRS Chapter 141 and the Internal Revenue Code. 

2. Carry the separate company loss computed in number 1 above to the first 
separate return due after the nexus consolidated group ceases to exist. 

3. Deduct the applicable amount on line 20, part I of Form 720. 



Computation of a C Corporation's Distributive Share Income Received from a 
General Partnership on Form 720 

A C corporation that is a partnership in a general partnership that does business 
within and without Kentucky is considered to be doing business in Kentucky under 
KRS 141.010(25) and is subject to corporation income tax. The C corporation 
partner shall file form 720 and compute its Kentucky taxable net income under the 
provisions of KRS 141 -01 0(14)(b). KRS 141 .O1 0(14)(b) provides that the corporation 
will apportion and allocate its net income using the three factor apportionment 
formula provided by KRS 141.120. All of the C corporation's net income will be 
apportionable or allocable to Kentucky, not just the distributive share income of the 
partnership. The distributive share income received by the C corporation will go in 
the numerator and denominator of the receipts factor. The sales, property and 
payroll of the general partnership are not included in the apportionment factor of the 
C corporation partner. 



B L A N K  



720 
Kentucky Corporation Income Tax Return 

41A720 (Pass-Through Corporations Use Applicable Forms) 
2005 

T a x a b l e  Year E n d l n g  
Depanmenl of Revenue > See separate i ns t ruc t ions  I -- -- 

TaxaMe p e n a l  teg lnn lng  2005 a n d  endlng ZOO-_ MO Yr 

A l~fiirngcansoi,dared 6 Federal C Kentucky Corporation 
chackrhe appropirare lacntfcat~an Number Account Number - - - -- - - - - - - - - - -- - - 
box See 'nsfruflJons ' Name of Corpoiat~on orAff111ated Group (Place preeddiessedlabel here aherwfsep~nr orrypel Stare and Dateof Incaiporation 

Consodatad I 
Electon 

Number and Street Prlnclpal Busness Activty I" KY 

Made prlor 
ta2005, anach cny State ZIP Code Telephbne Number NAICS Coae Number 
Form722 (Relaung to Kentucky Actv~ty! 

(Seewww census gov) 
Mandaory D Name of Common Parent Kentucky Corporaton AccounlNumber 
Naxus I - - -- - - - I 

E Check rfapphcable No p a c k e t  r e q u i r e d  for 2006 l n l t l a l  r e t u r n  F ~ n a l  r e t u r n  (attach explana t lon) 

S h o r t - p e r i o d  r e t u r n  (at tach exp iana t lon )  C h a n g e  o f  n a m e  C h a n g e  of a d d r e s s  

PART I-TAXABLE INCOME COMPUTATION PART Ill-TAX C O M P A N S O N  

1 Federal taxable ncome (Form 1120 1 ne 28 1 IncometaxfromPan I (mu l lp l y  I ne 21 

Fo im l l2OA line24) by rates) (see nstruct ons) 

ADDITIONS 2 Aternatlve minimum (AMC) (lesser of 

2, Interest ncome (s~a te  and local obligatonsi 

3 Sta~etaxes based on netlgross lncome 

4 Depreclaton adjunment 1 Tax llablllty P a i t l  gremero n e  , n e  

5 Deductons a ~ t r b u t a b l e ~ o  nonraxabelncome or91 75 m ~ n ~ m u m l  

. . . . .  6 Related party expenses 

7. Pass-through Icss(es1 from other carporatonls) 

suben to Kentucky ccorparatlon lncometax. . 3 Total (ad I es a 

. . . . . . . . . . . . . . . .  8 Other(auach schedule) 

. . . . . . . . . .  9 Total (add brier 1 through 8) 

SUBTRACTIONS: 5. HIS~OTIC preservaionre 

10 Interest ncome ( 6 Unemploymenttax cred 

11 D ~ v ~ d e n d  income 7 Recycl~nglcompostng 

12 Federal workopp . . . . . .  8 Coal converron laxcr 

13 Depreclat~on adjustment . . . . . . . . .  9 Enterprise zonetax cr 

14 Pass-through ,ncomafrom other corpwauon(s1 10 Kentucky ,"vestment 

subs" to Kentucky ccotporat~on lncametax 11 Coal incentivetsx cre  

. . . . . . . . . . . . . . .  15 Other(anachschedu1e) 12 Qua l~ fed  research fa 

16 Netmcorns ( l1neS le~s lnes l0 th rough  15) 13 GED incentlvetaxcre 

17. Currant nel  operallng loss adjunment 14 Voluntary envronme 

(mandatoiy nexus only) . . . . . . . . . . . .  
. . . . . . . . . . . . . . .  18 Kentuckymt l r rorns (add hnes 16and 17) 15 B~od iese l tm credlt 

19 T a a b B  net incorns I / I I 116 Net tax  l ~ a b ~ l ~ t y ( l n e  3 less n e s  4 

. . . . . . . . . . . . . . . . . . . . .  . . . . .  (a tach5chedu leA~f  appl~cable) through 15)($175m1n~mum) 1 
. . . . . . . . . .  . . . . . . . . . . . . . . . . . .  20 NetoperEnnglossdeductlon 17 Est~maledtaxpayments 

. . . . . . . . . . . . .  21 T a a b B  net incorns (after NOLD) 18 Enenstontax payment.  

. . . . . . . . . . . . .  ( I n e l 9  less l1ne2O) 19 Pr~or year's cred 

... PART II-ALTERNATIVE M I N I M U M  (AMC) 20 Tax due( l~ne l6 less l1nes  17 through 191 

Gross Reoeipts 21 Tax ovsrpayrnsnt 

1 Kentucky gross r e c e l p s  (less Kentucky 22 Cred~ted to  ZOO6 

returns and allowances) 23 Amountto be refunded ( n e  21 less lhne 221 

2 Tax(1ne 1 m u l ~ p l e d b y  00095) T A X  PAYMENT S U M M A R Y  (Round t o  Neares t  Dollar) 

Gross Profits TAX (checkapp1,cable box) Income AMC Gross RKSlpts 

3 Kentucky gross recelpcs AMC G r o a  Profits M ~ n ~ m u m  $175 

(a) Less Kentucky returns and allowances Ta 

(b) Leso Kentucky cost of goods s o d  Penalty .. 
4 Gross p ro f~ t  (subract n e s  gal and 3(b! 

f roml lne3) 
I n t e r a t  

. . . . . . . . . . . . .  TOTAL ( n c l u d l n ~  penalty 
. . . . . .  5 Tax ( I n e  4 m u l t p l e d  by 0075) . . . . . . . .  a n d  n t e r a t )  

M a k e  check($ payab le  to: Ken tucky  S ta te  Treasurer.  

Ma l l  re tu rn  w l t h  p a y m n t  to:  K e n t u c k y  D e p a r t m e n t  o f  Revenue  t- Federal Form 11 20, pages 1,2 and 4, or 11 20A, pges 1 
Frankfort .  Ken tucky  40620. and 2, and any supporting schedules must be attached. 



1, lndlcate whether: (a) new business; (b) successor to 
prevlously ex~sting busmess which was organized as: 
(1) corporation; (2) partnersh~p; (3) sole proprietor- 
ship; or (4) other 

If successor to prevlously existing business, glve name, 
address and federal I.D. number of the prevlous bus~ness 
organization. 

2. List the following Kentucky account numbers. Enter NIA 
for any number not applicable. 
Employer Withholding 
Sales and Use Tax Perm~t 
Consumer Use Tax 
Unemployment Insurance 
Coal Severance andlor 
Processing Tax 

3. If a foreign corporatlon, enter the date qual~f~ed to do busl- 
ness in Kentucky. - - / - - / - - 

Revenue d~scuss thls return 
wlth the preparer? 

Form 720 (2035) Page 2 

SCHEDULE Q-KENTUCKY CORPORATION QUESTIONNAIRE 

IMPORTANT: Quest~ons 4-13 must be completed b y  all If yes, list name, federal I.D. andlor Kentucky corporation 
corporations. If thls IS the corporation's lnitlal return or lf the account number of the ind~vidual or entlty. 
corporation did not f ~ l e  a return under the same name and 

same federal I.D. number for the preceding year, questions 1. 7. Isthe net distributive income (loss) received from a corpora- 
2 and 3 must be answered. Failure to do so may result in a tlon subject to the tax imposed by KRS 141.040 included In 
request for a delinquent return. 

this return? Yes No. If yes, lhst name, federal I.D. and 

4. The corporation's b o o k  are ~n care of: (name and address) 

Kentucky account number of the corporation. 

Caution: i f  the corporation elected to file a consolidated income 
tax return for tax years beginning prior to January 1, 2005, skip 
questions 8 and 9 and go to questron 10. 

8. Did the corporation at any tlme during the taxable year do 
bus~ness In Kentucky and own 80 percent or more of the 
votlng stock of another corporatlon dolng buslness In Ken- 
tucky? Yes No. If yes, llst name, address and federal 
I.D. number of the entlty. 

9. Was 80 percent or more of the corporatlon's voting stock 
owned by any corporatlon do~ng bus~ness In Kentucky at any 
tlme of the year? Yes No. If yes, llst name, address 
and federal I.D. number of the entlty. 

10. Was th~s  return prepared on: (a) cash bas~s. (b) accrual 
bas~s, (c) other 

11. lsthecorporatlon a publlcservlce corporatlon subject to taxa- 
tion under KRS 136.1 201 Yes No 

12. Dld the corporatlon flle a Kentucky tanglble personal prop- 
erty tax return for Janualy 1, 20067 Yes No 

5. Isthecorporatlon a partnerln a general partnershlp(s) dolng 
business In Kentucky? Yes No. 
If yes, attach schedule listing name, federal I.D. and Kentucky 
account number of the general partnership(s). 

Was thecorporation do~ng business in Kentucky, outside of 
its interest In a general partnership? Yes No 

6. Are related party casts made to related members as def~ned 
In KRS 141.205(1)(1) included In this return? Yes No. 

13' Is the currently under by the Internal 
Revenue Service? Yes No. If yes, enter years under 
aud~t 
I f  the Internal Revenue Service has made final and 
unappealable adjustments to the corporation's taxable 
income wh~ch have not been reported to this department, 
check here andf~le Form 720X or Form 720XX, whichever 
is applicable, for each year adjusted and attach a copy of 
thef~nal determinat~on. 

OFFICER INFORMATION (Failure to Provide Requested Information May Result In a Penalty) 

Attach a schedule listing the name, home address an3 Soclal Securlty number of the vice president, secretary and treasurer. 

Has thls omer lnformtlon attached changed from the last return filed? Yes No 

President's Name Pres~dent's Home Address 

Pres~dent's b c ~ a l  Securlty Number 

I, the undersigned, declare under the penalties of peguty, that I have examlned thls return, lnclud~ng all acwmpanylrg schedules and stae- 
ments, and to the best of my knowledge and belief. it is true, mrrect and mrnplete. 

$5 
Sgnl turc  d pr#ncpal of fce i  or c h d  a c c a i n t n g  of fc r r  Data 

Name and Saca l  Security or federal #dent~f#cat ion nurnbei d pcrrao or i lrm pieparing r n u i n  

www.revenue.ky.gov 



851-K KENTUCKY AFFILIATIONS AND PAYMENT SCHEDULE Taxable Year End~ng 

41A851-K (10-051 
File with the consolidated income tax return (Form 720)' 

Department of Revenue 
u l n  

M M  Y Y 
and extension request (Form 41A720SL). 

List the parent corporation and aN subsidiaries subject to Kentucky corporation income tax. 

A COPY OF FEDERAL FORM 851,AFFILIATIONS SCHEDULE, MUST BE AiTACHEDTO FORM 720 

- - 

Name of Corporat~on 

Common parent corporation. 

Kentucky 
Corporat~on 

Account Number 

Current Payments (Round to Nearest Dollar) 
(See Instructions on Reverse) 

Income Tax 
Penalty 

and Interest Total 



FORM 851 -K-KENTUCKY AFFILIATIONS AND PAYMENT SCHEDULE 
INSTRUCTIONS 

Purpose of the Form-This form must be completed and submitted wi th the 
consolidated income tax return (Form 720) and with the request for extension of 
t ime t o  file for a consolidated income tax return (Kentucky Form 41A720SL or 
copy of federal Form 7004). The information requested on this form (1) identifies 
the common parent of the affiliated group and each subsidiary that is fi l ing a 
Kentucky consolidaied return and (2) prevents requests by the Department of 
Revenue for  delinquent income tax returns for those corporations included i n  
the consolidated Kentucky income tax return. 

List ing of Subsidiaries-L~st each subsidiary corporation included in  the 
consolidated income tax return. Enter the six-digit Kentucky Corporation Account 
Number located in  the upper r ~ g h t  portion of the address label on the Kentucky 
corporation income tax return packet received by the subsidiary. 

Current Payment(s)-Enter the payment amount. This is the income tax for the 
consolidated group. 



SCHEDULE A APPORTIONMENT AND ALLOCATION ~a- vmmr Endens 

(For caporations taxable both within and without Kentucky.) -- 1 -- 
4lA720A (10-05) Mo Yr 

See mnstructmons on reverse 
CMlmnwea l th  of Kentucky 
DEPARTMENTOF REVENUE Attach to Fonn 720, Form 7205. Fonn 725, Form 755 or Fonn 765-GP. 

Name of Corpwation Federal Identification Number Kentucky Corporation 
Account Number 

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

H apportionment method other than statutory formula is  us& 
Attach a copy of letter requiring or granting permission to use an alternative method or statement making election in 
accordance with KRS 141.120(9)(b)(l) or (2); and 

Indicate the method used: separate accounting alternative. 

SECTICIU I. U)MPUTAWJN OF APWRTIONMENT FRACTION I SECTION U. AWORTIONMENT AND ALLOCATION OF INCOME 

1 Npt 1- (7mm F a  7x1 Pan l lhne 18 F a  7mS Pan l 
I r e  23 Farm 725 Pan I  lane 12 a F m  765 Pan I lhne 25) 

2 Dedua nmbmners income Of appI~caMe) 

2 Tmlsales 

3 Lmneldw~dsdbylncZ (d Royalus 

6. A v s r g e v a L m o f W  
R.lhs*M pmpaty 
w o n  M .................. 

(d) Na gan a loss on sale a 
e~chanpdcap i la l  a55W .... 

(el Taal (liner (a) Vrough (dl) .... 

(0 Lsss-.anwr 
(a l lad ahdukl .................... 

Net IDnb6i- l n m m  ........................................................... 

7 R o w  fma (lnne S 
4,  kina imnm (line 1 kss lone 

d i w  by llm 6) ........... 
5. Busl-1-a to K e n u l a y  IIlne 4 

8. KBRUay payolk ....... 6 MdKeciUay 

(a) lnterea ..................................... 
................................. 8. Taai  payrolls .............. 0 Rents 

(c) Royana ............................ 
10. Pa@l f.acr(llne 0 ~ I Y W  by IlneQ) ........................... ... (dl N e t g s ~ n a l o u o n r a l s a  

exchangeof sapitsl a- .... 
... 11. T m l  ( l l m 4 . 7 a n d  10) (8) Taal (lines (a) thDVgh (dl) 

(0 LsssKwwkY 

12 A p p a t l ~ ~ n a r  fractan-l~ne 11 divldsd by 4 
-- ................... 

anUmb.rOTfaa.m pr- 
(sales repern*mg 2 fanar )  

1 lnvoRa& .......................... 1. 

2. Buildmgr ............................ 2. 

3. Machinary and epllpnen... 3 

4. Land ..................................... 4, 

5. ouw P*bk auatr  ........... 5. 

6 Taal ( I l m  1 w m g h  5) ........ 6. 
7. A v s r q p ~ l u e d r e a U  7 

tsnglble popsny aned 
In Kmwcky, 1-1 of line 
6,mhrrnmAandB 
d l v w  by 2 ...................... 

8. Leased popay (Egm 8 
t l m s t h e  .-I mmal 
rare less w tmra ls )  ............ 

9. Taal  (liner 7 end 8) 9. 
(enter on Ion 5. 
Senm 0 .............................. 

Iwe"tma ........................ 
Bulldings ........................... 
M a h l q  and Bqulpment 

Lsnd ................................... 
DmK mnglbk as- ........... 
T m l  (lines 1 though 5) .... 
A- vlh of reau 
mnglble F-PW - 
eve,phm, taal  Of llne 
6 ,w lvmmAandB 
a m  by 2 ........................ - F m Y  (Egm 
t t m 5  VT annual renml 
rate lers s & m r ~ W  ........ 
Taal ( I l m  7 and 8) 
( e m  m lbne 6. 
S e n m  I) .................... 



Schedule A-Apportionment and Allocation 
Instructions 

General-A corporation d o l n g  bus~ness  b o t h  w l t h ~ n  a n d  C Rece~pts f rom the performance of servlces are ass~gned 
wl thout  Kentucky shall apportion and allocate net  lncorne t o  t o  Kentucky ~f the servlces are per fo rmed e n t ~ r e l y  ~n 
Kentucky ~n accordance w l th  KRS 141 120 The three factor Kentucky o r  the sewlces are performed bo th  w ~ t h ~ n  and 
apport~onmentformula of sales property and payrol lprov~ded wl thout  Kentucky b u t  a greater port lon IS performed ~n 
b y  KRS 141 120(8) IS substant~al ly  the same as the U n ~ f o r m  Kentucky t h a n  ~n a n y  o ther  state based  o n  cost o f  
D ~ v ~ s ~ o n  of Income for  Tax Purposes Act  (UDITPA) wrltten b y  performance 
the Natlonal Conference o f  Commlss~oners o n  U n ~ f o r m  State 
Law except that for  Kentucky purposes the sales factor IS If the corporation IS a partner ~n a general par tnersh~p dolng 

double w e ~ g h t e d  P u b l ~ c  service companies (defined In KRS business w l th ln  and without this state the Kentucky receipts 

136 120) and  f lnancla l  organlzatlons shal l  apport lon a n d  are determined the cOrPOratlOn share 
allocate net  lncome ln accordance w l th  KRS 141 120(10) and lncome loss and  d e d u c t ~ o n s m u l t ~ p l ~ e d  b y  the appor t~onment  

Regulat~ons 103 KAR 16 100 through 103 KAR 16 150 f rac t~on  of the partnersh~p as prescr~bed ~n KRS 141 206(9) 

A corporat~on mus tuse  the statutoryformula unless the corpo Propelty-Total property lncludes all real and  tang~b le  per 
ration has been requlred or granted approval ~n wrlt lng b y  the sonal property owned o r  rented and used dur lng the taxable 
Department of Revenue t o  use a method otherthan the formula year Property owned IS valued at o r~g lna l  cost Leased prop 
p rov~ded  b y  KRS 141 120(9)(a) o r  the mrporat lon qua l~ f~es  for erty IS valued at e lght  t lmes the annual rental rate less any 
and elects a n  alternative apportanment method p rov~ded  b y  nonbuslnesssubrentals Real and tanglblepersonalpropertles 
KRS 141 120(9)(b) A m p y  of the leaer from the Department of are asslgned t o  Kentucky ~f owned o r  rented and used ~n Ken 
Revenue requiring o r  grantlng approval t o  use a method other tucky Exclude (a) construction In Progress and (b) Property 
than the statutory formula or a statement electing an alterna whlch has been c e r t ~ f ~ e d  b y  Kentucky as a p o l l u t ~ o n  control 
t l v e  a p p o r t ~ o n m e n t  m e t h o d  ~n accordance w l t h  KRS f a c ~ l ~ t y  and 1s owned or leased b y t h e  corporation Safe harbor 
141 120(9)(b)(l) o r  (2) must  be attachedtothe return when f ~ l e d  lease p r o p e r t y  m u s t  b e  ~ n c l u d e d  ~n t h e  fac to r  o f  t h e  

sellerilessee at cost and  excluded f rom the property factor of 
Consd~dated  Return-An aff l l~ated group fl l lng a consol~dated the purchaser/lessor 
return IS treated as a slngle corporat lon Al l  transactlons 
between members of the afflllated group shall be ellm lnated PaYroll-Total Payroll Includes all Payroll reported o n  federal 

~n determlnlng the sales property and payroll factors At tach Form 940 before ad~ustments orexcluslons Kentucky payroll 

a mlurnnar spreadsheet t o  Schedule A reflecting thecompu-  1s total payroll subject t o  Kentucky unemployment insurance 

tat lon o f  t h e  consol~dated factors. tax (before adjustments o r  exclus~ons t o  de te rm~ne payroll 
actually taxedfor  unemployment Insurance) A f ~ s c a l  yeartax 

COMPUTATION OF APPORTIONMENT FRACTION payer mus t  adjust the unemployment Insurance payroll f rom 
a calendar year b a s ~ s  t o  a f~sca l  year b a s ~ s  

The apportionment shall be as Appo~lonmentFractlon-Tocomputetheapportlonmentf~c 
fol lows t ~ o n  the sales factor mus t  be mu l t lp l~ed  b y  t w o  and the prop 

S a l e b T o t a l  sales Include all gross recelpts other than non 
erty and payroll factors mus t  each be m u l t ~ p l ~ e d  b y  one and 

bus~ness recelpts Sales of real o r  tang~ble personal property 
the total by four A corporation which does have 

are ass~gned t o  Kentucky 9 the property IS located In Kentucky 
Sales orpayroII must average which 

or 1s shlpped o r  delivered to a purchaser In Kentucky Sales of 
are present to determine the welghtedapportlonmentfractlon 

tangible p e ~ o n a l  propertyto the U S government are assigned A ~ ~ O R T ~ O N M E N T  AND ALLOCATION OF INCOME 
t o  Kentucky ~f the property IS sh~pped from Kentucky 

KRS 141 120(8)(c)(3) p rov~des  that  sales other than sales of Business Income arlses f rom transactlons and actlvltles In the 

tang~b le  personal property are ass~gned  t o  Kentucky ~f the regular of the corporations trade Or and 

lncome producing actlvlty IS performed entlrely w l t h ~ n  Ken lncludes lncome from tang~b le  and ~ n t a n g ~ b l e  property ~f the 

tucky o r  9 the ancome produclng actlvlty 1s performed both acquisition management Or dls~Oslt lOn the property 

wlthln and without Kentucky and a greater portion of the Integral parts the corporation trade Or business 

Income producing actlvltY Is performed In Kentucky than In C l a s s ~ f y ~ n g  Income b y  categories (such as Interest rents 
any Other state based On performance The following r o y a l t ~ e s  a n d  capltal galns) does n o t  determlne whether  
are general guldellnes for asslgnlng these recelPtst0 Kentucky Income IS bus~ness o rnonbus~ness  For example galn o r  loss 
bu t  should n o t  be cons~dered all ~ n c l u s ~ v e  recogn~zed o n  the sale o f  property m a y  be busmess Income 

A Rece~pts f rom ~ n t a n g ~ b l e s  are ass~gned t o  Kentucky ~f the OrnOnbuslness Income Its relatlOnshlp the 
corporatlon s commerc~a l  dom~c l le  1s In Kentucky o r  the cor~oratlOn's trade Or business 

l n t a n g ~ b l e  has  a c q u ~ r e d  a Kentucky b u s ~ n e s s  s ~ t u s  Nonbuslness lncorne lncludes all lncome n o t  properly class1 
Examples of receipts from lntanglbles are fled as buslness lncome less all d ~ r e c t  o r  lndlrect expenses 

have acquired a Kentucky 'Itus are franchise at t r~butable t o  the p roduc t~on  of thls lncome Nonbuslness 
fees from a franchisee located In Kentucky and a lncome 1s allocated t o  Kentucky ~f (a) the corporat~on's com 
corporation's Kentucky share of net Income merc~a l  dornlclle (the p r ~ n c ~ p a l  place f rom whlch the trade o r  
f rom a partnersh~p dolng buslness 11- Kentucky buslness 1s managed) IS located ~n Kentucky o r  (b) property 

B Rents o r  roya l t~es  f rom real or tang~b le  personal property creatlng the nonbuslness Income 1s u t ~ l ~ z e d  ~n Kentucky 
are ass~gned t o  Kentucky ~f the property 1s located ~n Ken Generally tang~b le  personal property IS utlllzed ~n Kentucky ~f 
tucky or ~n the case of m o b ~ l e  propertythe rent IS ass~gned ~t 1s phys~ca l l y  located In Kentucky lntang~ble property such 
t o  Kentucky ~f the  lessee s base o f  operations fo r  the as patents and copyr~ghts 1s u t ~ l ~ z e d  In Kentucky ~f ~t IS actually 
property IS ~n Kentucky used ~n Kentucky 



Name 

5. Prlor year NOL carryforward 
6. Total (add llne 5, Column C 
7. Disallowed Ims. If Line 3, Column B IS greater than 

Llne 4, Column A, enter the difference hereand 
on Form 720, Part I, line 17. If amount entered, 
sklp to Section 8, llne 1 (see instructions) .................... ..... 

8. Additional NOLD. Enter as a negative amount on 

SCHEDULE NOL NET OPERATING LOSS ~axabio Year Ending 

SCHEDULE -- I -- 
41A72WOL (1005) Mo Yr. 

Commonwealth of Kentucky Attach to  Form 720. 
DEPARTMENTOF REVENUE If irrevocable election is made 

tocarry NOL carryloward asan 
apportioned NOL, check here. 

PART I-MANDATORY NEXUS CONSOLIDATION 

Section 6-Current Year Loss Disallowed and NOL Carryforward 

1. Current year loss d~sallowed (see instructions) ..................................................................................... 
2. Prior year@) NOL carryforward(s) ............................................................................................................. 
3. Prior year(s) NOL carryforward used this year (see ~nstruct~ons) ................... .... ........................... 
4. Total NOL carryfornard (line 1 plus line 2 minus line 3) ........................... .. ........................................ 

PART ICSEPARATE ENTITY AND ELECTIVE CONSOLIDATED FILERS 

Section A-NOL Carlyforward 



NET OPERATING LOSS SCHEDULE 

INSTRUCTIONS 

Purpose o f  This Schedule-This schedule IS to be used Line 4-Multlply Llne 3, Column A b y  50 percent. This 
by corporatlons that are requlred to file a mandatory is the l lml tat~on that the amount on  Llne 6, Column C 
nexus consol~dated return in  order to determ~ne the cannot exceed. 
loss l im~tation. I t  is also to be used b y  corporatlons 
f ~ l i n g  a separate entlty return, an elect~ve consolidated Line 5-Enter the prlor year NOL carryforward as a 
return or mandatory nexus return to track the NOL positive amount. 
carryforward 

Line 7-The amount o n  Llne 7 is the amount o f  the net 
The includible of the operating loss(es) o f  h e  includible corporation(s) that 
dated nexus return that have earned a net Operating exceeds the 50percent loss I imi tat~on.  It 1s an addback 
loss shall n o t  deduct an amount that exceeds, In the In computing Kentucky net Income, If an amount Is 
aggregate, 50 percent of the income realized the entered, skip to Section B, Line 1, I f  Line 3, Column B 
remalnlng includible corporations that d id not realize 

IS less than Line 4, Column A, leave blank and go to 
a net operatlng loss. Llne 8. 

Part I-Mandatory Nexus Consolidation 
Line 8-If L ~ n e  4, Column A 1s greater than Line 3, Col- 

General Instruction+Th~s IS only for mandatory nexus u m n  B, enter the lesser of  this difference or Line 5, 
returns filed ~n accordance wl th KRS 141.200(8-14). Column C. (This difference is L ~ n e  4, Column A less 

Llne 3, Column B.) Otherwise, leave blank. Thls 1s the 
The 50 percent [Imitation, net  operating loss(es) and amount  o f  addit ional loss(es) f rom the includible 
net operating loss carryforwards are determ~ned prior corporation(s) that can be used to meet the 50 percent 
to the application o f  the apportionment factor. If one loss Ilmltatlon. It is a deduction in computing Kentucky 
or more o f  the "includible corporations" b r ~ n g s  an NOL net  income. 
c a r r y f o ~ i a r d  to the mandatory consolidated group, the 
common parent may  make an irrevocable e lect~on to Section 
carry all NOL carryforwards as an apportioned NOL. 
Otherw~se, the NOL carryforward for each member o f  
the consolidated group must be recomputed to a Current year loss disallowed is the amount o f  Ken- 

preapportioned amount. tucky losses from Llne 3, Column B that are disallowed 
due to first uslng prlor year NOL carryforward(s) to 

A n  " inc ludib le corporat lon"  that b r lngs  its NOL meet  the 50 percent Ihmltatlon. I t  IS available for 
carryforward f rom another consolidated group will carryforward. 
determlne its NOL based upon Section 1502 o f  the 
Internal Revenue Code and re lated regulations, Line 1-If Llne 4, Column A, IS greater than or equal to 
adjusted for differences between KRS Chapter 141 and Llne 5, Column C, enter the difference o f  Line 6, Col- 
the Internal Revenue Code. u m n  C less Line 4, Column A .  I f  thls difference 1s less 

than zero, enter -0.. 
Any NOLcarryforward IS ut~l lzed first In meetlng ~ t s  50 
percent limitation. I f  L ~ n e  5, Column C IS greater than Llne 4, Column A. 

Section A-Enter the name and Kentucky corpora- enter the from Line 3r Column B' 

t i on  account number o f  the c o m m o n  parent a n d  
~ n c l u d ~ b l e  subsldlarles. Line 3-Enter the lesser o f  Part I, Sectlon A, Llne 4, 

Column A or Part I, Sectlon A, Line 5, Column C. If 
Section A equal, enter amount from Part I, Sec t~on  A, Llne 5, 

Column C. 
Column A-Enter only  Kentucky net  Income f rom 
tncludible corporatlons, Schedule KCR (Form 720), Part Il-Separate Enti ty and Elective Consolidated 
Llne 19. Filers 

Column B-Enter on ly  Kentucky ne t  losses f rom 
~ncludib le corporat~ons, Schedule KCR (Form 720), General Instructions-Th~s section is to  be used only 

Line 19. Enter as a positive amount. b y  separate entlty and electwe consolidated filers i n  
order to calculate the available NOL carryforward. 

Line 3-Enter the totals for Column A and Column €4. Fo l low the ~ n s t r u c t i o n s  as indicated o n  Lines 1 
Column B should reflect a positive amount. through 4 .  
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Schedule KCR - Kentucky Consolidated Return Schedule 

GENERAL INSTRUCTIONS 

Purpose of Form-This schedule must be completed and submitted 
with the consolidated income tax return (Form 720) to show the 
statutory adjustments for each member of the affiliated group. 

Specific Instructions-For each subsidiary, enter the name, FEIN and 
Kentucky corporation account number. If there are more than four 
subsidiaries in the affiliated group, use Schedule KCR-C, Kentucky 
Consolidated Return Schedule Continuation Sheet. For each line item 
1 through 16, the total of the Parent plus each subsidiary shall equal 
the corresponding line item on Form 720. Enter on Line 17, the amount 
from Schedule A, Section II, Line 3. Enter on Line 18, theamount from 
Schedule A, Section II, Line 7. Combine the amounts on Lines 16 
through 18 and enter on Line 19. This form can be duplicated as 
needed. 



SCHEDULE KCR-C KENTUCKY Taxable Yemr Endtng 

Form 720 CONSOLIDATED RETURN SCHEDULE I 
-- -- 

4lA7mKCR C (la05) Continuation Sheet Mo Yr 

Depanmenr c4 Revenue 

(Attach All Applicable Schedules) 

(Sch CR-C, llne 28) . . . . . . . . . . . . . . .  
Addltlons 

2 Interest ~ncome (state and 

local obltgatlom) . . . . . . . . . . . .  
3 State taxes based on netlgross 

Incane . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
4 Depreclatlm adjustment . . . . . . . . . . .  
5 Dedudms attr~butable to 

nontaxable Income . . . . . . . . . . . . .  
6 Related party expenses 

7 Pas  through loss(es] from 

other corpratlon(5) subject to 

Kentucky mrporatm mmrne tax 

8 Other (attach schedule] 

9 Total (add 11- 1 through 8 ) .  . . .  
Subtradsons 

10. Interest lnwme (U S oblgatlons) 

11 D~vidend Income . . . . . . . . . . . .  
12 Federal work opportunity credlt .... 
13 Depreclaton adjustment . . . . . . . .  
14 Pas~through ~ncome from 

other cwporation(s) subject to 

Kentucky mrporatm Income tax .. 
. . . . . . . . . . .  15 0 t h  (attach schedule) 

16 Net income (Ilne 9 lers 

lines 10 through 15) . . . . . . . . .  
1 7  Less nonbuslness Income net 

of related expenses . . . .  
18 Add Kentucky nonbuslness 

lncorne net of related expemes . 
. . . . . . . . .  19 Kentucky net fincome 

- 
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Schedule CR 

Pro Forma Federal Consolidated Return Schedule 

GENERAL INSTRUCTIONS 

Purpose of Form 

This schedule must be completed and submitted with the consoli- 
dated income tax return (Form 720) to show the federal gross income 
and deductions for each member of the affiliated group. 

Specific Instructions 

For each subsidiary, enter the name, FElN and Kentucky corporation 
account number. If there are more than two subsidiaries in the affili- 
ated group, use Schedule CR-C, Pro Forma Federal Consolidated 
Return Schedule Continuation Sheet. The ConsolidatedTotal column 
is the total for each line adjusted for intercompany elimination(s). 
This form can be duplicated as needed. 
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Computation of a Partnership's Net Income on Form 765 

All partnerships that are subject to corporation income tax are required to file form 
765, Kentucky partnership income tax return. LLC's that are taxed as partnerships 
for federal income tax purposes will use form 765 to compute its Kentucky taxable 
net income. The purpose of this form is to transition federal partnership ordinary 
income to Kentucky corporation taxable net income. "Corporations" filing on this 
form will pay corporation income tax on the greater of: 

1. The tax due on Taxable Net Income. 

2. The Alternative Minimum calculation. 

3. A minimum of $1 75. 

Important highlights of the net income calculation for a partnership filing form 765 
are: 

Partnerships will follow the federal partnership rules in calculating ordinary 
income except for differences between Kentucky corporation income tax law 
and federal law; 

Partnerships will follow the federal partnership rules that apply to the 
separately stated items on schedule K except: 

1. Where statutory differences between Kentucky corporation income tax 
law and federal law exist; and, 

2. The Section 179 expense deduction will be taken on the corporation 
income tax return (form 765) and the deduction will pass-through to the 
partners. 

3. Charitable contributions will be taken as a deduction on the corporation 
income tax return using the federal corporation rules. Each individual 
partner will receive their distributive share of the contribution deduction 
as computed under the federal partnership rules. 

4. Contributions by a partnership to a pension plan will be taken on the 
corporation income tax return (form 765) using the federal corporation 
rules. Individual partners will follow the same pre-tax treatment as 
before. 

5. Medical insurance premiums paid on behalf of the partners are 
deductible if the premiums paid are not deducted as guaranteed 
payments in computing the partnership's ordinary income. 



Dividend income is excluded from the definition of a corporation's gross 
income under the provisions of KRS 141.010(12)(b). 

Guaranteed payments to partners will not be taxed on the corporation income 
tax return of the partnership. Guaranteed payments will be a deduction at the 
entity level in figuring ordinary income. Guaranteed payments will continue to 
be a distributive share item and taxed at the partner level. 

Apportionment of a Partnership's Net Income 

A partnership required to file form 765 must apportion its net income to Kentucky if 
the corporation is taxable in this state and taxable in another state under the 
provisions of KRS 141 .010(14)(b) which states: 

"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." 

If a corporation is taxable in this state and taxable in another state, then the 
corporation must apportion and allocate its net income to Kentucky based on the 
provisions of KRS 141.120. Before the apportionment fraction is computed, the 
corporation must determine its business income and nonbusiness income. 
"Business income" is defined by (KRS 141.120(l)(a) to be "income arising from 
transactions and activity in the regular course of a trade or business of the 
corporation and includes income from tangible and intangible property if the 
acquisition, management, or disposition of the property constitutes integral parts of 
the corporation's regular trade or business operations." 

"Nonbusiness income" means all income other than business income (KRS 
141.120(1)(e). 

Business income is apportioned to Kentucky using a fraction composed of a double 
weighted sales factor, a property factor and payroll factor. The apportionment 
fraction and the calculation of business and nonbusiness income is reflected on 
Schedule A, Apportionment and Allocation. 

For further guidance on business and nonbusiness income, please refer to 
Administrative Regulation 103 KAR 16:060. 



Net Operating Losses 

Partnerships owned by other pass-through entities will be able to take a net 
operating loss deduction on their corporation income tax return for loss 
carryforwards at the entity level. A loss does not pass through to another 
corporation for purposes of computing the other corporation's Kentucky corporation 
net income. This rule will apply to losses generated for tax periods beginning on or 
after January 1, 2005. If a multi-tiered pass through entity is owned by individuals, a 
loss will flow through to the individuals and the amount passed through will be 
subtracted from any NOL carryforward amount for the partnership. Please see 
example 5-6 that depicts how the loss computation works for a multi-tiered 
partnership owned exclusively by individuals. 





Example 5-7 

This example depicts how the loss computation works for a multi-tiered partnership 
owned by both individuals and other corporations. 

.- 

Example 5 - 7 

INDIVIDUAL 

$1 00,000 Kentucky Loss 

LLC (A) has taxing nexus in the state of Kentucky and files Form 765 to 
compute and pay tax on corporate income. This LLC generates a $100,000 

Kentucky loss. The loss would be distributed in the following manner 
$100,000 x 20% ( Individual partner ownership percentage) 

x 3 ( individual partners)= $60,000. 

For taxable years beginning on or after January 1, 2005, the net operating 
loss carryforward deduction of a corporation shall be reduced by the 

amount of distributive share income, loss, and deduction distributed to an 
individual or general partnership as defined in KRS 141.206. (KRS 141 .O1 l (4)  

The net operating loss carryforward for LLC (A) would be $40,000. 
$100,000 less $60,000 of loss distributed to individual partners. This loss 

would be carried forward to offset future income of LLC (A). 

If LLC (B) generated a $100,000 Kentucky loss, $40,000 of the loss would be 
distributed to the individual partners and the remaining $60,000 would be 

carried forward to offset future Kentucky taxable income of LLC (B). 



Consolidated Returns Filed on Form 765 

Please refer to chapter-3 of this manual for details regarding which entities should 
file a consolidated return. A nexus consolidated return will be required on form 765 if 
a multi-member LLC is the common parent corporation of an affiliated group of 
corporations that is doing business in this state. In that case, the affiliated group will 
have to compute its consolidated Kentucky taxable net income under the provisions 
of KRS 141.200(9) through (14). 

Pursuant to KRS 141.200(9)(f), the determinations and computations required by 
KRS Chapter 141 shall be made in accordance with the provisions of the Internal 
Revenue Code and related regulations, except as required by differences between 
this chapter and the Internal Revenue Code. KRS 141.200(1 l)(b) states in part: 
"An affiliated group required to file a consolidated return under this subsection shall 
be treated for all purposes as a single corporation under the provisions of this 
chapter. All transactions between corporations included in the consolidated return 
shall be eliminated in computing net income in accordance with KRS 141.010(13), 
and in determining the property, payroll, and sales factors in accordance with KRS 
141.120." 

A nexus consolidated return should include a schedule of gross income and 
deductions for each member of the affiliated group prepared in columnar form. Form 
765 KCR provides the columnar format. Form 851-N - Kentucky Affiliations and 
Payments Schedule must also be attached. 

Pass-Throuqh Corporation Income Tax Credits to Individuals 

If the partnership is owned by individual partners, a nonrefundable credit will pass 
through to the individual partners. KRS 141.420(3) authorizes the credit. The credit 
is the individual partner's proportionate share of the tax due from the corporation as 
determined under KRS 141.040 before the application of any credits identified in 
KRS 141.0205(4) and reduced by the required minimum imposed by KRS 
141.040(6). The credit may be used against the individual income tax imposed by 
KRS 141.020. 

Also, a refundable credit is available to individual partners for taxable years 
beginning after December 31, 2004, and before January I, 2007. The refundable 
credit is the portion of the nonrefundable credit described in the previous paragraph 
that exceeds the credit that would have been utilized if the corporation's income 
were taxed at the rates in KRS 141.020. The refundable portion of the credit shall 
be the individual partners' proportionate share of the amount computed by 
multiplying the amount the corporation's income exceeds two hundred sixteen 
thousand six hundred dollars ($216,600) by one percent (1%). In other words, the 
refundable credit makes up for the difference between the top corporation income 
tax rate (7%) and the top individual income tax rate (6%). For tax periods beginning 



on or after January 1, 2007, the top individual and corporation income tax rates are 
the same (6%). 

The individual income tax portion of this manual provides detailed instructions on 
how to claim the pass through credits on an individual income tax return. 



B L A N K  



765 KENTUCKY PARTNERSHIP INCOME TAX RETURN 
(LLC, LLP and LP TAXED AS A CORPORATION) 

41A765 See separate instructions. Taxable Yerr Ending 
I 

Department of Revenue I -- -- 
Taxable perlod beglnnlng __________ 2005 and endlng 200-_ MO Yr 

6 Federal C Kentuchy Corporation 
A Numterof laenuflcaton Number - Account Number - -- - - - - - - - ------ 

Partners 
(Attach 

Nameor Partnership (Placepeeadressed label here otherwrsep~nior type) State and Dare of Organzaton 

t 

0 Type of Return 

Separate Return 

Nexus 
Consol~dat~on 

I I I I I 

E Check lfapplrcable LI LLC LI LP LI LLP LI lnltlal return LI F~na l  return (attach explana tlon) 

Amended return Short-perlod return (attach explanatron) Change of name Change of address 

PART I-TAXABLE INCOME COMPUTATION 

2 Net n c a m e  (loss) f r om rental real estate 

a c i v t e s  

3 Net income (loss) from other rental actIv8tes 

4 Interest n c o m e  

5 Royalty n c o m e  

9. Sec ton  1231 net Q 

tocasual ty  o r t h d t  

(b) Dsducuonsaur~butableto 

. . . .  nmtaxab lencome  

(c) Add  ne td~s tnbu tab le  l o ~ s f r o r n  

corporauona . . . . . . . . . . . . . .  

(add I hnes l l  a n d l 2 )  . . . . . . . . . . . . . . . . . . . . . .  
14 Chantable c m t r ~ b u t ~ o n s  (seeinstrucllons) 

15. Sac ton  179expensededuclon 

(Kentucky Form 45621 . . . . . . .  
16. Deductons related to pordol lo  Income (10~5) 

17 O t h e r d e d u c t ~ o n ~  

18  Section 59(e)(2) expenses 

19  T a a l  deductons(add hnes14 

through 18) 

20 01 and gas deplelto 

22 T a a l  deductons(add lines 19 th rough  211 

. . . . . . .  24 Current net operaung loss adjustment 

25 Income (loss) after N O L I m t a t o n  

(add l n e s  23 end 24) 

Tax Interest 

Penalty TOTAL (Including Pemlty an3 Interest) 

No packet requaed for 2006, ) Attach a complete copy of the federal return. 

PART II-ALTERNATIVE MINIMUM 

Gross Reaelpir 

1 Kentucky gross recelprs (less Kentucky 

. . .  returns andallowances) 

2 T w ( 1 n e l  r n u l t ~ p l ~ e d b y  000951 . . 
Gross Profits 

. . . . . . . . . . . .  3. Kentucky gross receipts 

(a) Less Kentucky re tu rn rand  allowances 

.......... (b) Less Kentucky costof  goods sold 

4 Grossp ro f t  ( ~ ~ b l r a c t l i n e s  3(a) and j i b )  

. . . . . . . . . . . . .  fromline 3 ) .  

5 T m i l n e  4 m u l t p l e d  b y  0075) . . 
PART Ill-TAX COMPAWSON 

. . . .  1. Regular ncome  tax (see ~nrwuct ions) .  

2. A l t e r n a t t v e m n m u m  (AMC) (lesser of 

. . . . . . . . . . . . . . . . . . . . . . . .  Part 11,  n e  2 o r n e 5 )  

PART IV-TAX COMPUTATION 

1 Tax liab~lny (Part I ,  greater of I n e  1. 

n e 2  o r b l l 5 m ~ n 1 m u m )  . . . . . . . . . . . . .  
ADDITIONS 

2 Recyclhng 
recapture 

3 Total (ad 

SUBTRACTIONS 
4, Total nonrefundable cred~tsf rom page 2. P a n V  

5 Net tar ltablltty (greater of n e  3 less 

11ne 4o r117  

6 Est~matedlaxpayrnents 

7 Enens~on taxpay rnen t  

8 P r~o r  year 's tax credit 

9 T s d  
10  Tax overpaymen 

11 Credi tedto 2006 

12 Amount to be re fun ied  

23 Net tncome lloss) (line l3less n e 2 2 )  

TAX PAYMENT SUMMARY (Round t o  Nearest Dollar) 

(AMC) 

Make chechs) payable to Kentucky State Treasurer and mall return wlth 
payment to Kentucky Department of Revenue. Frankfort. Kentucky 40620 

LI lncome U AMC Gross Rece~pts U AMC Gross Profits [7 M~n~rnurn  $175 



Form 765 (2035) Pacp 2 

PARTV-SCHEDULE OFTAX CREDITS 

1. Economic development tax cred~ts .................... .. . .. ................................ 1 1 
2. Historic preservation restoration tax cred~t .. . . . . . . . . . . , .  2 
3. Unemployment tax cred~t 3 
4. Recyclinglcompost~ng equipment tax cred~t ........................ .. . . . . . . . . . . . . . . . . . . . . . . . . . .  4 
5. Coal conversion tax cred~t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 
6 .  Enterprise zone tax cred~t .................................................................................................... 6 
7. Kentucky investment fund tax credit 7 
8. Coal incentwe tax credit ................... .... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8 
9. Qual~fied research fac~l~ty  tax cred~t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9 

10. GED Incentive tax credit ..................................................................................................... 10 
11. Voluntary env~ronmental remed~ation tax credit (Brownf~elds) ................... ... ............ ...... . 11 
12. Biod~esel tax cred~t ................... .. 12 
13. Total cred~ts (enter on paqe 1. Part IV, line 4) .............................................................. 13 

PARTVI-CORPORATION INCOMETAX CREDIT 

1. Tax due (page 1. Part IV, l~ne 1) .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 

2. M~n~rnurn tax 2 175 00 

3. Corporat~on income tax (non-~nd~v~dual partners) ................... ... .......... ....... . . . . . . . . . . . . . . .  3 

4. Corporation lncorne tax credit (~nd~v~dua l  partners) ...................................................... 4 1 

5. Nonrefundable Kentucky corporatlon lncome tax cred~t (KRS 141.420(3)) ........................................ 5 

6. Refundable Kentucky corporatlon income tax credit (KRS 141.420(3)(~)) 6 

~ PARTVI-CORPORATION INCOME TAX CREDIT 

Line 1-Enter the amount from Part IV, Llne 1 

Line 2-Enter m ln lmum tax o f  $1 75. 

Line 3-Enter n o n - ~ n d ~ v ~ d u a l  partners' d~st r~but lve share o f  the corporatlon income tax. L ~ n e  1 less L ~ n e  2 m u l t ~ p l ~ e d  
by  the total o f  the n o n - ~ n d ~ v ~ d u a l  shareholders' percentages. 

Line 4-L~ne 1 less Llnes 2 and 3 ( ~ n d ~ v ~ d u a l  partners' corporatlon lncome tax c red~ t  to be d~str ibuted) The c red~ t  
determ~ned under KRS 141 420(3)(b)shall be the members', shareholders', or partners' proportlonate share of  the 
tax due from the corporatlon as de f~ned  In KRS 141 040, before the appllcatlon o f  any cred~ts ~ d e n t ~ f ~ e d  In subsec 
tlon (4) o f  KRS 141 0205 and reduced by  the requlred mlnlmum Imposed b y  subsect~on (6) o f  KRS 141 040 KRS 
141.420(3) 

Lines 5 and 6-If taxable net lncome (Part I, Line 26) IS greater than $216,600, mult iply the excess by  1 percent and by  
the total ~ n d ~ v ~ d u a l  partners' ownersh~p percentage and enter t h ~ s  amount o n  Line 6. 

Determine the i n d ~ v ~ d u a l  partners' proportlonate share o f  the tax c red~ t  (page 2, PartVI, L ~ n e  4) less the amount 
entered o n  Line 6 ,  and enter o n  L ~ n e  5. 



Form 765 (2035) Paqe 3 

SCHEDULE Q-KENTUCKY PARTNERSHIP QUESTIONNAIRE 

IMPORTANT: Quest~ons 4-13 must be completed by  all 6. Is the net distributive Income (loss) received from a 
partnerships. If thls IS the partnersh~ps's ~ n i t ~ a l  return or if partnersh~p subJect to  the tax imposed by KRS 141.C40 ln- 
the partnership did not file a return underthe same name and cluded ~n this return? Yes No. If yes, list name, federal 
same federal I.D. number for the preceding year, questions 1, I.D. and Kentucky account number of the partnersh~p. 
2 and 3 must be answered. Failure t o  d o  so may result i n  a 
request for a delinquent return. 

7. Are related party casts made to related members as deflned 
In KRS 141.205(1)(1) included In thls return? Yes No. If 
yes, list name, federal I.D. andlor Kentucky corporatlon 
account number of the ~nd~vldual or entlty. 

1. lnd~cate whether: (a) new bus~ness; (b) successor to 
previously exlsting buslness whlch was organ~zed as: 
(1) corporatlon; (2) pannershlp; (3) sole proprletor- 
shlp; or (4) other 

If successor to prev~ously existing business, give name, 
address and federal I.D. number of the prevlous business 
organlzatlon. 

2. Llst the follow~ng Kentucky account numbers. Enter NIA 
for any number not applicable. 
Employer Wlthholdlng 
Sales and Use Tax Permlt 
Consumer Use Tax 
Unemployment Insurance 
Coal Severance andlor 
Processing Tax 

3. Ifa foreign partnersh~p, enterthe date quallfled to do busi- 
ness In Kentucky. - - / - - / - - 

8. Did the partnership at any tlme durlng the taxable year own 
80 percent or more of thevotlng power d all classes of own- 
ership Interest In an entity, other than a general partnership, 
wh~ch isnot Included in this return because it did not dobusi- 
ness In Kentucky? Yes No. Ifyes, list name and federal 
I.D. number of all such entitles. 

9. Did any corporatlon. Indlvldual, partnershlp, trust or asso- 
ciatlon at any tlme during the taxable year own 80 percent of 
the votlng power of all classes of ownership interest of the 
partnershlp? Yes No. If yes, list name and federal I.D. 
number of all such entitles. 

10. Was thls return prepared m: (a) cash basks. (b) accrual 
bas~s, (c) other 

11. lsthe partnership a publlc servicecorporatlon subJect to taxa- 
4. The partnersh~ps's books are ~n care of: (name and address) tion under KRS 136.1207 Yes No 

12. Did the partnershlp file a Kentucky tanglble personal prop- 
erty tax return for January 1, 20067 Yes No 

5 Is the partnersh~p a partner In a general partnershlp dolng 
buslness In Kentucky? Yes No 
If yes, Ilst name, federal I.D. and Kentucky account number of 
the general partnersh~p(s). 

Was the partnershlp doing buslness In Kentucky, other than 
the interest held in a general partnership do~ng buslness in 
Kentucky? Yes No 

13 Is the partnershlp currently under audlt by the Internal 
Revenue Servce? Yes No If yes, enter years under 
audit 

If the Internal Revenue Servlce has made flnal and 
unappealable adjustments to the partnersh~p s taxable 
Income wh~ch have not been reported to thls department. 
check here and fl le Form 765. Amended Kentucky 
PartnershlpIncomeTaxReturn for each year adjusted and 
attach a copy of theflnal determ~natlon 

I, Ule unders~gned. &dare unjer the penalt~es of pegury, that I have examlned these returns, Including all accompanying schedules and 
statemnts, arc to the best of my knowledge and belief, they are true, mrrecf and complete. 

b 
Sgnarure a1 panner or member Idenoflcat~on number of panner or member Dale 

Typed or prnred name or prsparerarneirhan raxpayei aenlrcauon number of preparer Date 

May the Department of Revenuedlscuss this return wlth the preparer? 
Y e s  NO 



SCHEDULE OCdRDfNARY INCOME (LOSS) COMPUTATION 

I I 
1. Federal ordinary income (loss) (see instructions) ......................................................................................... 

ADDITIONS 
..................................................................................................................................................... 2. State taxes 2 

3. Federal depreciation (do not include Section 179 expense deduction) .................................................... 3 
4. Other (attach schedule) ................................................................................................................................... 4 
5. Total (add lines 1 through 4) .................... .. ................................................................................................. 5 

SUBTRACTIONS 
.................................................................................................................... 6. Federal work opportunity credit 6 -- 

.................................................. 7. Kentucky depreciation (do not include Section 179 expense deduction) 7 - 
................................................................................................................................. 8. Other (attach schedule) 8 

.................................... 9. Kentucky ordinary income (loss) (line 5 less lines 6 through 8) ... ......................... 9 

SCHEDULE K--PARTNERS' SHARES OF INCOME. CREDITS, DEDUCWNS, ETC. (Saa S p ~ C i i f ~  lnrtnrtionr for Each Line hem) 

SECTION I (a) Dis(ributii Shara ltmns (b) Total Amount 
~- - 

Income (Loss) and Ddusbm 
................................... 1. ~adinaryi-(l-)franbadeorksinenactivitieS(Schedule01,line9) 1 - 

2. Net income (loss) from rental real estate activities (attach federal Form 8825) ........................................ 2 

............................ ...................... 3. (a) Gross income from other rental activities ... 3(a) 1 
...................... (b) Less expenses from other rental activities (attach schedule) (b) 

.................................................. (c) Net income (loss) from other rental activities (line 3a less line 3b) (c) 
4. Portfolio income (loss): 

(a) Interest income ................................ .. ................................................................................................... 4(a) 
(b) Dividend income ...................................................................................................................................... (b) 

......................................................................................................................................... (c) Royalty income (c) 
... (d) Net Jlon-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 (loss) (attach schedule) .. (0 
5. Guaranteed payments to partners ................................................................................................................ 5 
6. Section 1231 net gain (loss) (other than due to casualty w theR) (anach federal and Kentucky Forms 4797). 6 

7. Other income (loss) (attach schedule) ....................................................................................................... 7 
8. Charitable contributions (attach schedule) and housing for homeless deduction (attach Schedule HH) 8 
9. IRC Section 179 expense deduction (attach Federal Form 4562 and Kentucky Revised Form 4562) ....... 9 

............................................................... 10. Dedunions related to portfolio income (loss) (attach schedule) 10 - 
11. Other deductions (attach schedule) ........................................................................................................... 11 
investment lnraest 
12. (a) Interest expense on investment debts .................................................................................................. 12(a) 

(b) (1) Investment income included on  lines 4(a), 4(b), 4(c) and 4(f) above .................... ... ............. (b)(l) 
(2) Investment expenses included on  line 10 above .............................. .. ................................... (2) 

Other Items 
13. (a) Type of Section 59(e)(2) expenditures 13(a) . 

(b) Amount of Section 59(e)(2) expenditures .............................................................................................. (b) 
14. Tax-exempt interest income ........................................................................................................................... 14 
15. Other tax.exempt income ............................................................................................................................ 15 
16. Nondeductible expenses ................................................................................................................................. 16 
17. Total property distributions (including cash) .................... ... .............................................................. 17 
18. Other items and amounts required to be reported separately to partners (attach schedule) .................. 18 

SECTION Il-Aentudn Distribut.ble Cwmmtb~ Income and Tax Credits 

...................................... 1. Taxable net income (loss) taxed under KRS 141.040 (page 1. Part I. line 26) 1 1 
2. Individual partners' share of net distributable income (loss) taxed under KRS 141.040 ......................... 2 I 
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)) (paw 2, Pan VI, line 6) ........... 4 



KENTUCKY I PARTNER'S SHARE OF INCOME, I 
CREDITS, DEDUCTIONS, ETC. 

FORM 765 
SCHEDULE K-l 1 For calendar year 2005 a fiscal year 
~arn-mmrn or K M ~  
DEPARTMENT OF REVENUE beginning 2005, and ending ,2006. 

I 
PrrUrr's identifyi- number t Pubaship's FElN 

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

E Enter partner's percentage Or: 

.................. lfied nonrecourse financing $ 

4. Portfolio income (loss): 
(a) Interest 
(b) Dividends ........................................................................................................................................ 
(c) Royalties .......................................................................................................................................... 

................................................................................................... (dl Net short-term capital gain (loss) 
................................................................................................. (e) Net long-term capital gain (loss) (e) 

(fJ Other portfolio income (loss) (attach schedule) .................................................................. 
5. Guaranteed payments to partners ...................................................................................................... 
6. Net gain (loss) under Section 1231 (other than due to casualty or theft) ...................................... 

( 7 OVlec tncome (loss) (anach schedule) ............................................................................................... 7 ( 
P 1 8. Charitable contritutiom (attach schedule) and nousina for homeless deduction I 

(attach Schedule HH) ............................................................................................................................... 8 
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) ...................... .... ........................................................................ 11 
12. (a) Interest expense on investment debts 12(a) 

(b) (1) Investment income included on lines 4(a). 4(b). 4(c) and 4(0 above .............................. (b)(l) 
E L E  (2) Investment expenses included on line 10 above .................... .. ................................ (2) 1 

1 13. (a) Type of Section 59(e)(2) expenditures ) 13(a) 1 
...................................................................................... (b) Amount of Section 59(e)(2) expenditures (b) 

j 14. Tax-exempt interest inco 
15. Other tax-exempt income 

.................................................................................................................... $ 16. Nondeductible expenses 16 
................................................................................................. 17. P r o m  distributions (including cash) 17 

................... ( 18. Suppternental information required to be repMted to each partner (attach schedules) 

:! I 19, Individual partners net distributaMe share oftaxable inmmetaxed under KRS 141.040 ..................... 19 1 
..................................... 5 1 20. Nonrefundable Kentucky corporation income tax credit (KRS 141.420(3)) ... 20 1 

6 21. Refundable Kentucky corporation income tax credit (KRS 141.420(3)(c)) ...................................... 21 
22. Combination of Kentucky Schedule K-1, lines 1 thrwgh 6. 9 and portions of lines 7 and 11. 

si j Add income amounts and subtract (loss) and deduction amounts (see instructions) ...................... 22 

32 _ 23. Combination of federal Schedule K-1. lines 1 through 10, 12 and portlons of lines 11 and 13. 

L 9 Add income amounts and subtract (loss) and deduction amounts (see instructions) ...................... 23 
WP 24. Enter difference of lines 22 and 23 k e  and on appropriate line on Schedule M 

(see instructions) ............................ ........... ............................................................................................... 24 



'OR SCHEDULE K-1 (FORM 765) PARTNER'S INSTRUCTIONS F 

Who Must File--Althouah the ~ a r t n e r s h l ~  IS sub~ect to 
corpordtlon dncometax tne G r t r ~ e ~ s  d;e a so q~ablefortax6nthe r 
snare of ttle pdrtnersnlp lncorne whether or not u ls t r~u~ted and 
must Inclboe tnelr share or1 the ~ndlv~abal lncorne tax retJrn 

If vou were a Kentuckv resldent for the entire vear, your filina 
requirement depends up& the amount of adjusted gr&s income, 
age and whether you or your spouse are consdered to be bllnd. 

Any person wlth gross receipts from self-em loyment 
exceedlna the threshold amount determined under KR!! 141.066 
must file-a Form 740 reoardless of the amount of adiusted aross 
ncome or the number oitaxcred~tscla~med ~ e n e r a l c ~  all 1n;ome 

of Kentucky res dents reqaraless of ,/,here 11 was earned 15 Subject 
to Kentucki income tax. See Form 740 lnstructlons. 

Nonresidents wlth incomefrom Kentuckvsources and  art-vear 
- . . - . . . 

Kentucky sot.rces ?thl e i  nonresldent mast 111; a Kentucky retLrn 
Partnership infome is not exem#ed by reclpmcal agreements 
between Kentuckvandanvotherstate. F-orm 740-NPmust befiled 
bv an ~ndlvidual-with iricome from Kentuckv sources and a 
cbmbined gross lncomefrom all sources exceeding the threshold 
nmollnt detnrmlnnd under KRS 141.066. Full-vear nonres~dents - .- -. . 
must report all ~ncome from ~e i t ucky  sources 2nd from property 
located tn Kentucky Persons movlnq lnto Kentucky must report 
income received from Kentuckv sources prlor t o  becoming 
residents and lncorne received ffom all souices after becomlni 
Kentucky residents. Res.dents movfng out of Kentbcky durln the 
).ear must report lncome from all sources::hllea resldent and?rom 
Kentucky sources >wn.le a nonres~dent 

When to Re rt Include your share d the partnershlp's 
lncorne or ( l o s s r c i d ~ t s ,  deduct~ons, etc., as shown by your 
Schedule K- l  (Form 765) on yourKentuckyincometaxreturnforthe 
year In whlch the tax year df the partnerih~p ends. For example ~f 
you, the partner, are on a calendar year, and the partnershlp's tax 
year ends January 31, 2005, you must take the Items l~sted on 
Schedule K - l  (Form 765) lnto account on your tax return for 
calendar year 2005 

At-Risk Limitations-Generally, 11 you have a loss from any 
activity carrled on as a trade or business or for the product~on of 
lncorne by the partnershlp and you, the partner, have amounts 
invested In that actlvlty for whlch you are not at rlsk you wlll be 
requ~red to complete federal Form 6198. At-Rlsk Llmltations, to 
figure the allowable loss to report on our Kentucky lncorne tax 
return. Your deductible loss from eacx actlvlty for the tax year 
generally IS limited to the amount you are at r~skfor the actlvlty at 
the end of the partnership's tax year or the amount of the lass, 
whichever ~sless. To help you complete Form 6198. Ifrequlred, the 
partnership has provided a schedule show~ng your share of 
Income, expenses, etc., for each at-risk actlvlty. 

NOTE:Form740filersseeForm74O1nstruct1onsforScheduleM, 
L~ne  5 andlor Llne 15. 

Passive Activity Limitations--The pdsslve actlwry I mltatlms In 
IRC Sect~on 469 are Rg~.red at tne partner level and may dp111). to 
an\ loss reported on L~nes 1 2 or 3 ar~d any otner related ltenls of 
income, l&s and deduct~ons reported on Schedule K-1 (Form 765). 
Refer to the federal Partner's lnstruct~ons for Schedule K-l  (Form 
1065) to determlne 11 the passlve act.v.ty Ilmltat~ons a ply to your 
share of loss(es) reporteo on Sched~le K 1 (Form 765f and 11  yo^ 
mdst flle Form 8582 K Kentuc<y Pass~<eAct~vlty Lass Llm.tat ons 

SPECIFIC INSTRUCTIONS 

Kentucky Rasident Partners (Fonn 740 Filers)--To determ.ne 
thenet d~fference betvieen the federal Schea~le K 1 arnounts and 
theKentucky ScrleauleK 1 amo-nts complete Llnes22 23 24 and 
25 Thls <AIII adjust the Items of lncome 10s and aeductlons Jseu 
to compute your federal aa usted grass Income to the 6entucn) 
arnounts sh0v.n In Co umn (D) Schedule K 1 

Line 2Slnclude on this Ilne, the Kentucky Schedule K-1 
amounts from Lines 1 through 6 and 9. Also Include the amounts 
from Llnes 7 and 11 that do not pass through to Schedule A as 
~tem~zed deductions. 

Line24-Includeon this line, the federal ScheduleK-1 amounts 
from Llnes 1 t n ro~gh  10 and 12 Also lrlc ~ d e  the amounts from 
~ n e s l l  and 13 tnat aonot passthrough toSched.. eA asllemlzea 
deductlons. 

NOTE IfForm8582 K IsreqLlrea ad unthramountser~tereuon 
,Ins 23 and 24 to ex~lude any lncome lo%5 deduct~on or expense 
related to a pas.ve act,v ty Complete tne passlve dctlvltles 

adjustment worksheet (Form 8582-K, page 2) to determlne 
additions to or subtractions from federal adjusted gross Income. 
See Form 740 instructiom for Schedule M. Line 3 andlor Line 13. 

If amounts on Llnes 4(d) and 4(e) are Subject to thecapital loss 
limitations, do not include on Llnes 23 and 24. Complete federal 
Schedule D using Kentucky amounts to determlne additions to or 
subtractions from federal adlusted aross Income. 

Line 25-Erlter d~fferenceof -,n&22 and 23 lessLlrleZ4 It Llnes 
22 ana 23 dre greater than Llne 24 enter the u.fference as all 
add.t~un to federal adl~sted (rross lncorne on Scheaule M, -1ne 3 If 
I Ine 74 IS areater th>n ~ine"22 and 23. enter the difference as a 
i -~tr ict .o<on Sched~le M -lne 13 

Caution: If the net dt~luur~t of Lines 22 dlld 23 3 a (lass) dtld Llrle 
24 ~ s a  (lass) thesmaller amount of the (loss) IS the gredter dniount 
and to determlne the difference subtract thesmaller dollar amount 
from thelarger dollar amount. If the net amount of Llnes 22 and 23 
1s an lncorne amount and Line 24 is a (loss), or ~f Line 24 is an 
lncorne amount and the net amount of Llnes 22 and 23 is a (loss), 
the lncome amount IS the greater amount and to determlne the 
difference add the two amounts. 

Nonresident Individual Partners (Form 740-NP Filers)-If you 
area nonresldent ~ndiv~dual needingtof~IeForm 740-NP, In orderto 
take advantage of the graduated withholding rates on lncome 
withheld by the partnershlp, follow the dlrectlons below. The 
nonres~dent lndlv~dual may also need toflle Form 740-NP to take 
advantage of capital loss, net operating loss and credit 
car forwards. 

Ionresldent partners must report their distributive share of 
lncorne by multlpl ing the percentage reported on ltem D(2) by all 
Items of lncorne $as) reported on the Kentucky Schedule K-1, 
Column (b). Ifthe percentageshown in ltem D(2) 1s loo%, you must 
enter on the approprlate lines of Form 740-NP and related 
schedulesthe amountsshown on Lines 1 throu h 6and 8, portlons 
of Llnes 7 11 and 12(a), and the portlon ofaine 13(b) actual1 
deducted for thecurrent year. If the percentageshown In ltem ~ ( 2 7  
islessthan lmpercent, theamountson L~nes l  through band 8, the 
portlons of Llnes 7, 11 and 12(a) wh~ch do not pass through to 
ScheduleA and the portlon of Line 13(b) actually deducted for the 
current year must be multlplled by thls percentageand entered on 
the approprlate llnes of the Nonresident or Part-Year Resident 
lncorne Tax Return, Form 740-NP, and related schedules. Llnes 8 
and10, andtheportlonsofLlnes7.11 and 12(a)which passthrough 
to Schedule Ashould not be mult~plied by the percentage in ltem 
no) 
Y \ C , .  

Lines 1 thmugh >Enter on federal Schedule E uslng Kentucky 
amounts or Form 8582-K. ~f appl~cable. 

Line 4(a)-Enter on Form 740-NP, Sealon D, Llne 3. 
Line 4(b)-Enter on Form 740-NP, Sect~on D. Llne 4 
Line4(c)-Enter onfederal ScheduleE using Kentucky amounts. 
Lines 4(d) and (9)-Enter on federal Schedule D uslng Kentucky 

amounts or Form 8582-K, ~f applicable. 
Line 4(ftEnter on appllcable lines of your return (see federal 

Partner's lnstructions for Schedule K-1 (Form 1065)). 
Line 5-Enter on appl~cable line of your tax return (see federal 

Partner's lnstructlons for Schedule K-1 (Form 1065)). 
Line &Enter on federal Form 4797. 
Line 7-Enter on appl~cable lines of your return (see federal 

Partner's Instructions for Schedule K-l  (Form 1065)). 
Line &Enter on Schedule A, Form 740-NP. 
LineSEnter on federal Schedule E uslng Kentucky amounts. 
Llne 10-Enter on Schedule A, Form 740-NP. 
Line 11-Enter on appllcable form or schedule (see federal 

Partner's lnstruct~onsfor Schedule K - l  (Form 1065)). 

For Partners 
Lines 12,13(a),13(b),14,15,16,17and18--Seefederal Partner's 

lnstructlons for Schedule K - l  (Form 1065). 

For Individual Partners 
Line19-Enter on Llne 2 of the Kentucky Corporat~onTax Cred~t 

Worksheet located In the lnstructlons under Buslness Incentive 
Credlts. 

Line 20-Enter on Llne 7 of the Kentucky Cor oration Tax Cred~t 
Worksheet located in the lnstructlons under Eusiness lncentlve 
Credlts. 

Line 21-Enter on Forms 740. Form 741 or Form 740-NP, Line 
30(c). 

Estates and T r w b  (Form 741 Filers)-Estates or trusts report 
the amountsshownln Column (b) on Form 741, Kentucky F~duciary 
lncome Tax Return, and related schedules. See federal Partner's 
lnstructlons for Schedule K - l  (Form 1065). 



851-N KENTUCKY AFFILIATIONS AND PAYMENT SCHEDULE Taxable Year Ending 

41A851-N (10-05) > F ~ l e  w i t h  the nexus conso l idat~on Income tax  re turn  
Depanmenr of Revenue (Form 725 or 765) M M  Y Y 

and extension request (Form 40A102 or 41A720SL). 

I f  a Kentucky consolidated corporation income tax return was fi led for the previous taxable year and the members 
of the aff i l~ated group subject t o  Kentucky income tax (KRS 141.040(1)) have changed due to  nexus consolidation, 
check this box 0. 

Lis t  t he  parent  corporat ion and  all subsidiaries subject t o  Kentucky income tax. 

Current Payments (Round t o  Nearest Dollar) 

Kentucky (See Instructions on  Reverse) 
Name of Corporation Account 

Number Prior Year's Estimated Extension 
Credlt Payments Payments Total 

Common parent corporation: 

Subsidiary corporations: 

1 Total Pavment .......................................... I 



FORM 851-N 
KENTUCKY AFFILIATIONS AND PAYMENT SCHEDULE 

INSTRUCTIONS 

Purpose of the Form-This form must be completed and submitted with the nexus consolidated income 
tax return (Form 725 or 765) and the request for extension of time to file a Kentucky income tax return 
(applicable Kentucky Form 40A102 or 41A720SL) or copy of applicable federal form (Form 7004, Form 8736 
or Form 8800) for a nexus consolidated income tax return. The information requested on this form 
(1) identifies the common parent of the affiliated group and each includible corporation included in the 
consolidated Kentucky nexus tax return; (2) provides the Kentucky Department of Revenue information of 
includible corporations in the consolidated return which precludes delinquent tax return notices; and 
(3) ensures accurate processing of payment(s). 

Listing of Includible Corporations of a Affiliated Group-List each includible corporation included in the 
consolidated income tax return which is subject to Kentucky income tax as provided by KRS 141.040. An 
"affiliated group" means one or more chains of includible corporations connected through stock owner- 
ship, membership interest, or partnership interest with a common parent corporation provided the 
ownership interest and value of any corporation meets the 80 percent requirements as provided in KRS 
141.200(9). An "includible corporation" 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 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. 

Enter the six-digit Kentucky Account Number for each ~ncludible corporation. The Kentucky Account Number 
is located in the upper right portion of the address label on the Kentucky corporation income tax packet. 

Form 857-N Filed With Form 725 or 765-Enter in the Prior Year's Credit column the prior year's credit 
applied to the current year by each includible corporation. Enter in the Estimated Payments column the 
estimated payments made by each includible corporation. Enter in the Extension Payments column the 
extension payment made with the applicable Kentucky or federal form. Enter the total of payments made 
by each includible corporation in the Total column. Total Payment (sum of the Total column) should equal 
the total amount reflected in the Tax Payment Summary of the consolidated income tax return. 

Form 857-N Filed With Form 41A720SL-If the affiliated group is submitting a payment with the applica- 
tion for extension, the total amount entered in  the Extension Payment column of Form 851-N should equal 
the total amount shown on Form 41A720SL. 



SCHEDULE NOL 

Form 725 or 765 
41A725NOL (10.05) 

Department of Revenue 

NET OPERATING LOSS 
SCHEDULE 

Pass-Through Entities 

Taxable Year Ending 

I -- -- 
Mo. Yr. 

PART I-MANDATORY NEXUS CONSOLIDATION 

t Includible Corporations 
Section A--Current Ne t  Operating Loss Adjustment A B 

Kentucky Kentucky Net Losses 
Name Corporation Kentucky Net income (Enter as Positive Amount) 

Account Number 

1 Common Parent I I 1 
i i I 

2, Includible Corporations 

............................................................. 
iplied by 50%) ................... .. .......... 
line 4, enter the difference here: 

11 Section B-NOL Carryforward 

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

PART II-SINGLE ENTITY FILERS 
-- -- 

Section A-Kentucky NOL Carryforward 

1. Carryforward from prior year(s) ................................................................................................................ / . . . . . . 
2 .  Net operating loss (current year) from Form 725, Part I, line 13: or Form 765 Part I, line 26 .............. 
3. Total o f  lines 1 and 2 .............................................................................................................................. 
4 .  Less Kentucky net loss distributed to individuals ................... .. ........................................................... 
5. Total Kentucky NOL carryforward (line 3 iess line 4) ............................................................................... 



INSTRUCTIONS FOR SCHEDULE NOL 

(FORM 725 OR 765) 

Purpose of  t h i s  Form-This fo rm must  be completed and Line 5-If Line 3, Column B is greater than Llne 4, Co lumn 
submit ted w l th  the income tax return (Form 725 and 765) A, enter the difference here: o n  S e c t ~ o n  B. Llne 1: and o n  
w h e n  a corporatlon has a current year net  operating loss o r  Form 725. Part I, Line 11; o r  Form 765. Part I. Llne 24. If Llne 
a net  operating loss carryforward. 3. Column B 1s less than  L ~ n e  4. Column A, enter -0- o n  Sec- 

t ion B. L lne 1: and o n  Form 725. Part I. Line 11: or Form 765. 
Part I o f  thls form mus t  be completed a n d  submitted w l th  a Part I, Line 24. 
nexus consolidated tax return if the parent o r  any lnclud- 
lble subsidiary has a current year net  operating loss or a Section B-NOL Carryforward 
nexus net  operating loss carryforward. A nexus ne t  operat- 
i ng  loss carryforward will n o t  apply for  the year 2005 as Line 1-Enter the amount f rom Part I. Section A.  L ~ n e  5. 
th ls  is the f lrst year for  the new corporate entltles. KRS 
141.200(11)(b) provldes tha t  ~ n c l u d ~ b l e  corporations tha t  Line 2-If n o  entry o n  Part I. Section A. L ine 5, enter the 
have incurred a ne t  operat ing loss shal l  n o t  d e d u a  an amount, if any, f rom Part I. Section A, Line 3. Column B. 
amount  tha t  exceeds, in aggregate. 50 percent o f  the ~n -  
come realized b y  the remaining includible corporations that Line 3-Enter the greater of Line 1 o r  Llne 2. 
d id  n o t  realize a net  operatlng loss. The port lon o f  any ne t  
operating loss l imi ted b y  the application of th ls  subsection Line4-Enter the amount f rom Llne 3 mul t lp l led b y  the total 
shall b e  available for  carryforward ~n accordance w i th  the of the ~ndiv iduals '  stock o r  ownership percentages. KRS 
provisions of KRS 141 ,011. 141.011(4) p rov~des  that for taxable years beginning o n  o r  

after January 1. 2005, the  net  operat lng loss carryforward 
Part II o f  thls form m u s t  be completed b y  a corporation fl l- deduc t~on  of a corporation shall be reduced b y  the amount  
Ing a separate return a n d  havlng a current year net  operat- of d ls t r lbut~ve share income, loss, and deduction d ~ s t r l b -  
ing loss or a net  operating loss carryforward. A net  operat- uted to a n  individual. 
ing loss carryforward w i l l  n o t  apply t o  2005 as thls 1s the 
f l rs t  year for  the n e w  corporate entitles. Line 5-Enter the amount  of Line 3 less Llne 4. 

LINE-BY-LINE INSTRUCTIONS PART II-SEPARATE ENTITY FILERS 

PART I-MANDATORY NEXUS CONSOLIDATION Section A-Kentucky NOL Carryforward 

Section A-Current N e t  Operating Loss Adjustment Line 1-Enter the Kentucky n e t  operating loss carryforward 
f rom pr ior  years, only if y o u  d ~ d  n o t  file a nexus consoli- 

L ine 1-Enter the name and Kentucky Corpora t~on  Account dated tax return. Thls will n o t  apply f o r  the 2005 year as 
N u m b e r  o f  the  paren t  corporation f l l lng the re tu rn .  In  this is f lrst year o f  f l l lng for new corporate entitles. 
Co lumn A, enter the Kentucky ne t  Income of the parent cor- 
porat lon o r  enter ~n Column B the Kentucky n e t  loss of the Line 2-Enter net  operating loss f rom Form 725, Part I. Line 
parent corporation. The net  loss must  be entered as a posl-  13: o r  Form 765. Part I. Llne 26, on ly  ~f y o u  d ~ d  n o t  file a 
t lve number.  consolidated nexus t a x  return. 

L ine 2-Enter the name and Kentucky Corpora t~on  Account Line 3-Enter the amount of Llne 1 plus Llne 2. 
Number o f  each lncludible corporatlon included In the con- 
solldated tax return. In  Column A, enter the ne t  income or Line 4-Enter the amount of L lne 3 mul t ip l ied b y  the tota l  
enter ~n Co lumn B the net  loss o f  each subs id~ary  included o f  lnd lv ldua ls '  s tock or o w n e r s h r p  percentages.  KRS 
in the consolidated return. A net  loss m u s t  be entered as a 141.011(4) p rov~des  that for  taxable years beglnnlng o n  o r  
poslt lve number.  after January 1. 2005. the net  operating loss carryforward 

deductlon of a corporatlon shall be reduced b y  the amount 
L ine 3-Enter the total of Co lumn A and Co lumn B. of d is t r~but ive share income, loss, and  deduction dlstrlb- 

uted to a n  indlvldual. 
L ine 4-Enterthe amount of L ine 3, Column A m u l t ~ p l ~ e d  b y  
50 percent. Line 5-Enter the amount o f  L ~ n e  3 less Line 4. 





Schedule KCR 

Kentucky Nexus Consolidated Return Schedule 

GENERAL INSTRUCTIONS 

Purpose of Form-This schedule must be completed and submitted 
with the consolidated income tax return (Form 765) to show the 
statutory adjustments for each member of the affiliated group. 

Specific Instructions-For each subsidiary, enter the name, FElN and 
Kentucky corporation account number. If there are more than two 
subsidiaries in the affiliated group, h e  Schedule KCR-C, Kentucky 
Nexus Consolidated Return Schedule Continuation Sheet.This form 
can be duplicated as needed. 



SCHEDULE KCR-C (Form 765) KENTUCKY NEXUS CONSOLIDATED RETURN SCHEDULE TaxaMe year Ending 

4 1 ~ 7 6 5 ~ ~ ~ - c  (1005) Continuation Sheet -- I -- 
Department of Revenue 

Mo. Yr. 
(Attach All Applicable Schedules) 

Common Parent Corpaation Kentucky Corporation Account Number 

I ------ 
Name Name Name Name Name 

I I I I 

FElN FElN FElN FElN FElN 

KY Corp Acct t KY Corp Accf t KY C a p  Acct t KY Corp Acct * KY Cotp Amt  I 

1 Kentucky ordlnaly Incane (loss) 

(from Schedule 01 Lne9) 

2 Net l n c o m  (loss) f rom renw real 

estate acuvlues 

3 Neilnnune(lrr, 

4 lnlemstrncome 

5 Royalty income -. .. , . 
6 Net Short term capla gan 

7 Net long IerrncapzW galn 

8 Otherpomol~o nncome (loss) 

9 Secuon 1231 netgaln (loss) 

(otherthan due to casualty o r t h m )  ................. 
10. O I h w l n c o m  (loss) ................................ 
11. Total addluons (add llnes 1 through 10) ............. 
12. Othet mcome(Ims) (KRS 141.01q12)). 

(a) Reiated party expenses 

(KRS 141.205) ......................................... 
(b) Expemes relafed l o  mnaxable 1-e . . 
(c) Add netdl~tnblltablelo55 from 

corporauons .......................................... 
(d) Subtract md ls t r ibu tab le tnc~ne  

fromcorporauons .................................... 
................................................... (e) a h e r  

13 Tmal income after adjustments 

(add llnes 11 and 12) ......................................... 
........ 14 Chaltableconwlbutlons(see4nstrucuom) 

15. Sa t lon  179 expensedeductton 

(Kentucky Form 4562) ............................. 
16 Deductions relafed lo pn fo l lo  Income (loss) 

11. Other deducttons .................................. 
18. Sectton 59(e)(2) expenses . . . . . . . . . . . . . . . . .  
19 Total deductions (add llnes 14 through 18) 

20 001 and gas dcpleuon ................................. 
21. OtheraQustmnts(KRS 141 010(13)) ............. 
22 Total dedumons (add llnes 19through 21) 

23 Net income (loss) (Itne 13 less ltna 22) ........... ( I I I I 
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Computation of an S Corporation's Net lncome on Form 720s 

All S Corporations that are subject to corporation income tax are required to file form 
720S, Kentucky S Corporation lncome Tax Return. LLC's that are taxed as S 
Corporations for federal income tax purposes will use form 720s to compute 
Kentucky taxable net income. The purpose of this form is to transition federal S 
Corporation ordinary income to Kentucky corporation taxable net income. 
"Corporations" filing on this form will pay corporation income tax on the greater of: 

The tax due on Taxable Net Income. 

The AMC. 

A minimum of $1 75. 

S Corporations will follow the federal S corporation rules in computing ordinary 
income and separately stated distributive share items except: 

1. Where statutory differences between Kentucky corporation income tax law 
and federal law exist; and, 

2. The Section 179 expense deduction will be taken on the corporation income 
tax return and the deduction will pass-through to the shareholders. 

S Corporation Retains it Pass-Through Function 

KRS 141.420(1)(b) states: "For a corporation filing a return under paragraph (a) of 
this subsection, the individual partner's, member's, or shareholder's distributive 
share of net income, gain, loss, or deduction shall be computed as nearly as 
practicable in a manner identical to that required for federal income tax purposes 
except to the extent required by differences between this chapter and the federal 
income tax law and regulations." 

Apportionment of an S Corporation's Net lncome 

An S corporation required to file form 720s must apportion its taxable net income to 
Kentucky if the corporation is taxable in this state and taxable in another state under 
the provisions of KRS 141 .O1 0(14)(b) which states: 

"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." 



If a corporation is taxable in this state and taxable in another state, then the 
corporation must apportion and allocate its net income to Kentucky based on the 
provisions of KRS 141 .I 20. Before the apportionment fraction is computed, the 
corporation must determine its business income and nonbusiness income. 
"Business income" is defined by (KRS 141.120(l)(a) to be "income arising from 
transactions and activity in the regular course of a trade or business of the 
corporation and includes income from tangible and intangible property if the 
acquisition, management, or disposition of the property constitutes integral parts of 
the corporation's regular trade or business operations." 

"Nonbusiness income" means all income other than business income (KRS 
141 . I  20(1 )(e). 

Business income is apportioned to Kentucky using a fraction composed of a double 
weighted sales factor, a property factor and payroll factor. The apportionment 
fraction and the calculation of business and nonbusiness income is reflected on 
Schedule A, Apportionment and Allocation. 

For further guidance on business and nonbusiness income, please refer to 
Administrative Regulation 103 KAR 16:060. 

Pass-Through Corporation Income Tax Credits to Individual Shareholders of 
an S Corporation 

A nonrefundable credit will pass through to the individual shareholders of an S 
Corporation. KRS 141.420(3) authorizes the credit. The credit is the individual 
shareholder's proportionate share of the tax due from the corporation as determined 
under KRS 141.040 before the application of any credits identified in KRS 
141.0205(4) and reduced by the required minimum imposed by KRS 141.040(6). 
The credit may be used against the individual income tax imposed by KRS 141.020. 

Also, a refundable credit is available to S corporation shareholders for taxable years 
beginning after December 31, 2004, and before January I ,  2007. The refundable 
credit is the portion of the nonrefundable credit described in the previous paragraph 
that exceeds the credit that would have been utilized if the corporation's income 
were taxed at the rates in KRS 141.020. The refundable portion of the credit shall 
be the individual shareholders' proportionate share of the amount computed by 
multiplying the amount the corporation's income exceeds two hundred sixteen 
thousand six hundred dollars ($216,600) by one percent (1%). In other words, the 
refundable credit makes up for the difference between the top corporation income 
tax rate (7%) and the top individual income tax rate (6%). For tax periods beginning 
on or after January 1, 2007, the top individual and corporation income tax rates are 
the same (6%). 



Special Note: If a trust is an S Corporation shareholder, the trust shall be treated 
as an individual for the purpose of distributing income, loss and the pass-through 
credits. 

The individual income tax portion of this manual provides detailed instructions on 
how to claim the pass through credits on an individual income tax return. 
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720s Kentucky S Corporation 
4 1 ~ 7 7 0 s  ?Gw&aP Income Tax Return 

2005 
Taxable Y w r  Ending - - 

Depanment of Revenue > See separate instructions. I -- -- 
Taxable p e r l d  b q l n n l n g  2035 and endlng zoo-- M o  Yr 

A N u m t e r o f  B Federal C Kentucky Corporation 

Shareholders ldenr ficauan Number - -- - - - - - - - Account Number ------ 
(Attach K Is) Name of 5 Corporatjon (Recepreeddiessed label here otnerw8ssprmr or type) State and Dateaf Incorporat an 

t 

0 N u m t e r o f  
4 5 5 5 s  Included 
I n  Thls Return 
(Attach Schedule) 

I I I I 

E rhwk~faool icable LI LLC L1 l n ~ t l a l  r e t u r n  F ~ n a l  r e t u r n  (attach explanation) I7 A m e n d e d  r e t u r n  
- . .  -rr - - - 

S h o r t - p e r ~ o d  r e t u r n  (attach explanation) C h a n g e  o f  n a m e  C h a n q e  of a d d r e s s  

PART I-TAXABLE INCOME COMPUTATION I PART II-ALTERNATIVE M I N I M U M  (AMC) 

1 Kentucky ord nary ncoma (066) Gross R e ~ ~ l p t s  

. . . . .  (from Schedule K Secuon I line 1) 1 Kentucky grorsrecepts (less Kentucky 

. . . . . . . .  2 Net income (loss) from rental real =slate returns and allowances) 

... aCtIYItIeS . . . . . . . . . . . . .  2 Ta(11ne l  mul lp l ied by 000951 

3. Net Income (loss) from orher rental a c l v u e s  

4 Interest ncom 3 Kentucky gross receipts 
.. 5 Royalty ncome .. (a) Less  Kentucky rreurns and allowances. 

. . . . .  6 Netshon.term captal g a n  . . . . . . . .  (b) Less  Kentucry cost of goods sold 

7 Netlong.termcap~tal galn . . . . . . . . . .  

9 Section 1231 net g 

tocasualty o r t h d  

10 Other Income (10s 

11 Taa l  addluons(add 

. . .  (a) Related party axpenser (KRS 141 2051 

(b) Deductonsattr8butableto 

nontaxablencome . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . .  recapture 

. . . . . . . . . . . . . . . .  (d) Subtract net 3. Total (add n e s l  and 2 
SUBTRACTIONS 

(add I l n e ~  11 and 121 . . . . . . . . . . . .  
14 Char~table conucbuuons (seetnnuultians) . 

. . . . . . . . . . . . .  15 Section 179 expensedeductlon 6. Esr~matedtaxpayments 

.. (Kentucky Form 4562). 

16 Deduct~ons related l o  pon fd lo  lncorne 

17. Otheideductcns . . . . . . . . .  
10 Sact lw 59(e)(2) expenses 

19 Taal  deductons (add n e s  I 4  

20 Oil and gas depe ton  

21 Other adjustments ( K  

23. Net mcom(loss)( l#ne 13 less Ilne22) . . 
24. T a a b b  nettncome Oosr) (amount f rom Penalty . . . . .  

line 23 or Schedule A) 1 
Makechecus)  payable t o  Kentucky State Treasurer 

interest 

Ma l l  return w l th  payment t o  Kentucky Department d Revenue TOTAL ( lnc lud~ng  Penalty 
Frankfort. Kentucky 40620 and  Interast) 

No packet required for 2006. t Federal Form 11205, pages 1, 2, 3 and 4, and any supporting schedules must be attached. 



1. Economic development tax credits .............................................................................. 1 
2. H~s to r~c  preservation restoration tax credit 2 
3. Unemployment tax cred~t 3 
4. Recycl~nglcompost~ng equipment tax credit .... . . . . . . . . . . . . . . . . .  4 
5 .  Coal conversion tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 
6 .  Enterpr~se zone tax cred~t .... . . . . . . . . . . . . . . . . . .  6 
7. Kentucky investment fund tax credit ....................................... ............ .............................................. 7 
8. Coal incentwe tax cred~t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8 
9. Qual~fied research facil~ty tax cred~t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9 

10. GED incentive tax credit ...................................................................................................... 10 
11. Voluntary environmental remediation tax cred~t (Brownf~elds) .. . . . . . . . . .  11 
12. B~od~ese l  tax cred~t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12 
13. Total cred~ts (enter on page 1. Part IV, line 4) ............................. .. . . . . . . . . . . . . . . .  13 

Form 7MS (2005) P a q  2 

PART V-SCHEDULE OF TAX CREDITS 

PART VI-CORPORATION INCOME TAX CREDIT 

PARTVI-CORPORATION INCOME TAX CREDIT 

Llne 1-Enter the amoun t  f r om Part IV, Llne 1 

Llne 2-Enter m l n l m u m  tax o f  $1 75 

Line 3-L~ne 1 less L ~ n e  2 ( ~ n d ~ v ~ d u a l  shareholders corporat lon Income tax c r e d ~ t  t o  b e  distributed) The 
cred l tdetermlned under  KRS 141 420(3)(b)shall be the members '  shareholders', or par tners 'propor t lon  
ate share o f  the tax due f r om the corporat lon as def ined In KRS 141 040, before the appl icat lon o f  any  
c r e d ~ t s  ~ d e n t ~ f i e d  In subsec t~on  (4) o f  KRS 141 0205 and  reduced b y  the requ l red m l n l m u m  Imposed b y  
subsec t~on  (6) o f  KRS 141 040 KRS 141.420(3) 

Llnes 4 and  5-If taxable ne t  Income (Part I, Llne 24) IS greater than $216,600, multiply the excess b y  1 
percent and  b y  the total  l nd i v~dua l  shareholders' ownership percentage and  enter this amoun t  o n  Line 5 

Determine the l nd~v ldua l  shareholders' proport lonate share o f  the tax credit  @age 2, PartVI, Line 3) less 
the amoun t  entered o n  L ~ n e  5, and  enter o n  L ~ n e  4 

1. Tax due (page 1. Part IV, l ~ne  1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 

2. M ~ n ~ r n u m t a x  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 

3. Corporation Income tax cred~t ............. ... 3 

4. Nonrefundable Kentucky corporation Income tax cred~t (KRS 141.420(3)) ... ..... 4 

5. Refundable Kentucky corporatlon Income tax cred~t (KRS 141.420(3)(c)) ......................................... 5 

175 00 



Form 7205 (2035) Paqe 3 

SCHEDULE Q-KENTUCKY S CORPORATION QUESTIONNAIRE 

IMPORTANT: Questions 4-13 must be completed by  all 6. Isthenet d~str~but~veincome(lass) receivedfromacorpora- 
S corporations. If this is the S corporat~on's ~ n ~ t ~ a l  return or if tlon subject to the tax ~rnposed by KRS 141.040 lncluded ln 
the S corporat~on did not f ~ l e  a return under the same name this return? Yes No. If yes, list name, federal I.D. and 
and same federal I.D, number for the preced~ng year, ques- Kentucky account number of the corporation. 
tions 1. 2 and 3 must be answered. Failure t o d o  so may result 
in a request for a delinquent return. 

1. Indicate whether: (a) new business; (b) successor to 
prev~ously exlstlng bus~ness whlch was organized as: 
(1) corporation; (2) partnership: (3) sole proprietor- 
shlp; or (4) other 

If successor to previously exlstlng busmess, give name, 
address and federal I.D. number of the previous business 
organlzatlon. 

2. Llst the following Kentucky amount numbers. Enter NIA 
for any number not appl~cable. 
Employer Wlthholdlng 
Sales and Use Tax Permlt 
Consumer Use Tax 
Unemployment Insurance 
Coal Severance andlor 
Processing Tax 

3. If afore~gn Scaporatlon, enter the date qualifledtodo busi- 
ness in Kentucky. - - / - - I - - 

7. Are related party costs made to  related members as defined 
~n KRS 141.205(1)(1) included ~n this return? Yes No. 

If yes, llst name, federal I.D. and/or Kentucky corporation 
account number of the lndlvldual or entity. 

8. D d  the S corporation at any tlme during the taxable year 
own 80 percent or more of the voting power of all classes of 
ownership Interest In an entity, other than a general panner- 
ship, wh~ch IS not Included in this return because lt dld not 
do buslness in Kentucky? Yes No. If yes, llst name and 
federal ILD, number of all such ent~ties. 

9. Did any Scorporation, indlvldual, partnership, trust or asso- 
ciat~on at any time durlng thetaxable year own Wpercent of 
the votlng power of all classes of ownersh~p Interest of the 
corporat~on? Yes No. If yes, list name and federal I.D. 
number of all such entities. 

10. Was this return prepared on: (a) cash basls, (b) accrual 

basis, (c) other 
4. The Scorporatlon's boob  arein care of: (name and address) 11. Is the S corporatlon a public service corporatlon Subject to 

taxation under KRS 136.1 207 Yes No 
12. D d  the Scorporatlon file a Kentucky tanglble personal prop- 

erty tax return for January 1, 20061 Yes No 
5. Is the Scorporatlon a partner in a general partnersh~p do~ng 

buslness In Kentucky? Yes No 
If yes, list name, federal I.D. and Kentucky account number of 
the general pannersh~p(s). 

Was the Scorporat~on dolng buslness in Kentucky, other than 
the interest held in a general partnership dolng bus~ness in 
Kentucky? Yes No 

13. Is the S corporatlon currently under dud11 by the Internal 
Revenue Servlce? Yes No. If yes, enter years under 
audlt 
I f  the Internal Revenue Service has made flnal and 
unappealable adjustments to  the corporation's taxable 
Income whlch have not been reponed to thls department, 
check here and file an amended F a m  7205, Kentucky S 
Corporat~m Income Tax and Llcense Tax Return, for each 
year adjusted and attach a copy of the final determination. 

OFFICER INFORMATION (Failure to Provide Requested Information May Result in a Penalty) 

Has the offrer ~Morrnation entered below changed from the last return filed? Yes No 

Presdent's Name: Treasurer's Name: 
Presdent's Home Address: Treasurer's Home Addres: 

President's Social Securlty Number: Treasurer's b c ~ a l  Secur~ty Number: 

Vice Presi&nt's Name: Secretary's Name: 
Via, Pres~dsnt's Home Address: Secretary's Home Address: 

Vice Presidsnt's Soc~al Secur~ty Number: Secretary's b c ~ a l  Security Number: 

I, the undersigned, &dare under the penalties of perjury, that I have exam~ned these returns, lncludlng all acwrnpanylng schedules and 
statements, ard to the best of my knowledge and belief, they are true, mrred and mmplete. 

h Revenuediscuss thlsreturn 
Slgnatura d prsncpd offlccr or che f  essouncing alf8ccr D a c  with the prepare0 

Name and Soc~al Sccurtly or federal dant t fca f~on  number d pcrron or f m  picparlng r n u i n  



SCHEDULE OCORWNARY INCOME (LOSS) COMPUTATION 

........................................................... ordinary lncome (loss) (see ~nstructions) .......................... .. 1 

ciat~on (do not include Section 179 expense deduction) ..................................................... 3 
schedule) ..................... .. ......................................................................................................... 4 

........................................................................................................................... es 1 through 4) 5 

..................................................................................................................... ~ t y  credlt 

SCHEDULE K-YIAREHOLDERS' SHARES OF INCOWIE, CREWTS, DEDUCTIONS, ETC. (See Speciliu lns tnr t iom for E9.h Line Item) 

SECTION I (a) Pm Rata Share I t e m  (b) Total Amount 

Income (Loss) and Deductions 
1 . Kent* Ord~nary income (loss) from trade w business ast~vrt~es (Schedule 01, l~ne 9) ........................... .. ...... 1 

2. Net income (loss) from rental real estate actlvlties (attach federal Form 8825) ........................................ 2 

3. (a) Gross lncome f r a t  other rental activ~ties ...................... ... ........................ 3(a) 
(b) Less expensesfrom dher rental activities (attach schedule) ...................... (b) 
(c) Net Income (loss) from other rental acttvlties (line 3a less llne 3b) ................................................. (c) 

4. P O ~ O ~ I O  Income (loss): 

(a) Interest ~ncorne ............. .. ...................................................................................................................... 4(a) 
(b) Dividend ~ncome ....................................................................................................................................... (b) 
(c) Royalty Income ......................................................................................................................................... (c) 

(d) Net short-term capital galn (loss) (attach federal Schedule D and Kent* Schedule D if applicable) ... (dj 
(e) Net long-termcaprtal galn (loss) (attad? federal Schedule D and Kentucky Schedule 0 lf applicable) .... (e) 

........................................................ ................... (fl Other portfolio income (loss) (attach schedule) ... (fl 
5. Seaion 1231 net gain (I@ (other than due tocasualty or theft) (attach federal and Kentucky Forms 4797). 5 

6, other tncome (Ion) (attachschedule) ........................................................................................................... 6 
7. Char~tableccmtributions (attach schedule) and housng for homeless deduction (attach Schedule HH) 7 

8. IRC Section 179 expense deduction (attach Federal Form 4562 and Kentucky Revised Form 4562) ....... 8 

9. Deduaions related to poi l fdlo income (loss) (attach schedule) ....................................................... 9 

10, Other deductions (attach schedule) .............................................................................................................. 10 
lnvechnent interest 
11. (a) Interest expense on lnvestrnent debts .................................................................................................. l l (a )  

(b) (1) Investment inwrne lncluded on llnes 4(a), 4(b), 4(c) and 4(0 above ................... ... ............... (b)(l) 
(2) Investment expenses included on line 10 above ........................................................................ (2) 

other It- 

(b) Amount of Section 59(e)(2) expenditures ........................... .. .............................................................. (b 
13. Tax-exempt lnterest income ........................................................................................................................ 1 
14. other taxexempt income ................. ... ...................................................................................................... 

SECTION ICKentuckv Dlsbibutabk Corwration lnoorne and Tax Credits - -  

1. Taxable net income (loss) taxed under KRS 141.040 (page 1, Pan I, line 24) ................................... .... . . . .  1 I 
2. Indwiduals' share d n e t  distributable lncorne (loss) taxed under KRS 141.040 ........................................ 2 

3. Nonrefundable Kentucky corporation income tax credlt (KRS 141.420(3)) (page 2, Part VI, llne 4) ......... 3 
........... 4. Refundable Kentudtycorporatlon lnwrne tax credit (KRS 141.420(3)(c)) (paqe 2, Pan VI, llne 5) 4 



.......................................................... ................... A. Shareholder's percentage of stock ownership for tax year .. % 
............................................................... 6. (1) Resident shareholder's taxable percentage of pro rata share Items loo?,& 

(2) Nonresident shareholder's taxable percentage of p o  rata share items 
....................................................................................................................... (see Schedule 4 Section I, line 12) % 

C. What type of entity is this shareholder? 
D. Checkifapplicabie: (1) Final K-1 (2) Amended K-1 
IMPORTANT: Refer to Sharehoider's instructions for Schedule K-1 before emerinq information from Scheduie K-1 on your tax return. 

2005 
SCHEDULE K-1 

(Form 720s) 
0 - m  

... nd Kentucky Revised Form 4562) 

toyw on Form 1099-DIV 

KENTUCKY SHAREHOLDER'S SHARE 
OF INCOME, CREDITS, DEDUCTIONS, ETC. 

Taxable period beginning , 2005. ending . ZOO-. 

1 18 Total dlvidend dlwibutions pald from accumulated earnlngs ana profits ....................................... 18 I 
3 1 19. individual shareholder's net dlstrib~tabie share of taxable ~ncometaxed under KRS 141.040 ............ 19 [ 

Y u n h o l d d s  identifying number 

Shareholder's name, address and ZIP code 

20. Nonrefundable Kentucky corporation income tax credit (KRS 141.420(3)) .................... .. ................ 20 
21. Refundable Kentuckycorporation income tax credit (KRS 141.420(3)(c)) .................................... .... . . .  21 
22. Combination of Kentucky Schedule K-1, lines 1 through 5.8 and pmions of lines 6 and 10. 

Add income amounts and subtract (loss) and deduction amounts (see instructions) ...................... 22 
23. Combination of federal Scheduie K-1, lines 1 through 9.11 and portions of lines 10 and 12. 

Add income amounts and subtract (loss) and deduction amounts (see instructions) ...................... 23 
24. Enter the difference of iines 22 and 23 here and on appropriate l ~ne  on Schedule M 

(see instmct~ons) ................ .. 24 

S Corpmtion's identifying number 

S Corporation's name, address and ZIP code 



SHAREHOLDER'S INSTRUCTIONS 

PURPOSE-Although the S corporation is subject to Kentucky 
- corwration income tax, vou. theshareholder, are liablefor Kentucky 

incbme tax on vour ordrata share of the S corooration's income 
wnetherornot dlstrlb;ted and you mLst ~nclude'~our shareon your 
Kentucky tncome tax return for the year In whlcn the tax year of the 
S corooratlon ends The S corooratlon uses Schedule K 1 (Form 
i 2os j t 0  report to  yo^ your share of tne S corporat1on.s Income 
(reduced by any federal tax the S corporatlon paid on the Income) 
loss, credik, deductions, etc. Please keep i t  for your records. 

GENERAL INSTRUCTIONS-Schedule K-1 (Form 720s) will help 
when preparing your Kentucky lncome tax return Where "(attach 
schedule)' appears next to a llne on Schedule K-1. ~t means the S 
corporatlon &ll naveattached a statement to Schedule K-1 to snow 
informat~on for the line item, if applicable. If you believe the S 
corooratlon has made an error on vour Schedule K-1 (Form 7205). 
nodry the S corporation and ask f6r a corrected schedule. Do not 
change any item on your copy. 

Schedule K-1 (Form 7205) does not show the amount of actual 
dividend distributions the 'S corporation paid to you. The S 
corporation must report such amounts to you on Form 1099-DIV. 
YOU reoort actual dividend distributions on federal Schedule B 
(Form i040) Refer to tne shareholder lnstructlons you recelved for 
fweral Schedule K-1 (Form 11205) for .nformat~onconcernlng your 
basis in corporate stock. elections to be made bv vou separateiv on 
your income tax return and not by the S corporiGon, ett. 

- 
Every individual, including estates and trusts, who is a resident 

of Kentucky and is a shareholder in an S corporation is required to 
report 100 percent of his or her share of income (loss), credits, 
deductions, etc., for Kentucky individual income tax purposes. A 
nonresident shareholder must reportthe portion of hisor her share 
of income attributable t o  the S corporation's business in Kentucky. 
A resident Is an individual domiciled within Kentucky or an 
individual who is not domiciled in Kentuckv but maintains a olaceof 
abode in Kentucky and spends ~n the aggrkgate morethan 1'83 days 
of the taxable year In Kentwky A nonresident IS any lndlvldial not 

- a resident of Kentucky. 

At-Risk Limitations-Generally, if you have a loss from any 
activity carried on as a trade or business or for the production of 
income bv the S corooration and vou, the shareholder. have 
amoLnts ~ilvested In that act6v.ty for vjhlch you are not at rlsk, you 
will be requared to complete federal Form 6198. At-Rlsk Llmltatlons. 
to figure the allowable'loss to report on your Kentucky income tax 
return. Your deductible loss from each activity for the tax year 
generally is limited to the amount you could actually lose in the 
activitv. To help you complete Form 6198. if reauired, the S 
corpoiation has brovided asihedile showlng your shareof lncome. 
expenses, etc.. for each at-rlsk activlty. 

Passive Activity Limitations--The passlve actlvtty limltatlons in 
IRC Section 469 are figured at me ~hareho~der level and may apply to 
any loss reported on Lines 1, 2 or 3 and any other related Items of 
income, loss and ded~ct~ons reported on Sched~le K.1 (Form 720S). 
Refer to the federal Shareholder's lnstructlons for Schedule K-1 
(Form 11205) todetermlnelf the passiveact~vlty llmltationsapply to 
y o u  snare of loss(es) reported on Schedule K-1 (Form 720s). and tf 
you must file Form 8582.K. Kentucky Passive Act~v~ty Loss 
Limftatlons. When applicable, tne passlve activlty limltatlons on 
losses are applied aher the limitatlons on IOSSesfor a shareholder s 
at-risk amount 

SPECIFIC INSTRUCTIONS-Kentucky Resident Shareholders 
(Form 740 Filers)-You, as the shareholder, will need to determine 
the net difference between vour federal Schedule K-1 amounts and 
yodr Kentucky Schedule K.> amounts. Tnls wlll adjJst the Items of 
Income lossano de0,ctlons~sed tocomp~te yoLr federal ad Lsted 
gross income to the Kentucky amounts shown in column (b), 
Schedule K-1. To determine this difference, complete Lines 23 
through 25. 

Line 23-Include on this line, the Kentucky Schedule K-1 - amounts from Lines 1 through 5 and 8. Also include the amounts 
from Lines 6 and 10 that do not pass through to Schedule A as 
itemized deductions. 

t ine 2Clnclude on thls Ilne, the federal Schedule K-1 amounts 
from Llnes 1 throuqh 9 and 11. Also Include theamountsfrom Llnes 
10 and 12 that do  not pass through to Schedule A as itemized 
deductions. 

FOR SCHEDULE K-1 (FORM 720s) 

NOTE: I f  Form 8582-K is required, adjust the amounts entered on 
Lines 23. 24 and 25 to exclude any income, loss. deduction or 
exoenserelated to a ~assive activitv. Comoletethe passive activities 
adjusunem workshekt (Form 8582.k, page2) todeiermlne aadttlons 
toor subpactlons from federal adjustedgross Income SeeFonn 740 
~nnruetions for Schedule M. Line 3 and/or Llne 13. 

If amounts on Llnes 4(d) and 4(e) are Subject to the capltal loss 
Ilm~tatlons. ao not Inc~ude on Llnes 23 and 24. Complete federal 
Schedule D usino Kentuckv arnounts to determine additions to or 
subtractions frorii feoeral adjusted gross tncome. 

LineZS-Enter differenceof Llnes 22 an0 23 less Line 24. If Llnes 
22 and 23 areareater than Llne 24. enter the differenceas an addltlon 
to federal adjusted gross lncome on Schedble M, Llne 3. If Llne 24 is 
greaterthan Lines 22 and 23, enterthedifference asa subtract~on on 
Schedule M. Line 13. 

Ceut~on: If the net amount of Llnes 22 and 23 IS a (loss) and Llne 
24 IS a (loss), the smaller dollar amount of (loss) IS the greater 
amount, and to determlne the dlfference subtract the smaller dollar 
amount from the larger aollar amount Ifthe net of Llnes 22 and 23 IS 
a (loss) and Llne 24 IS an Income amoint, or the net of Llnes 22 and 
23 ~san~ncomeamountand Line24 isa (loss). the Income amount is 
tne qreater amount, and to determlne the d~fference add the two 
amoiints 

Nonresident Shareholders (Form 740NP Filers)-If  yo^ are a 
nonres~dent 1nd.vld~al shareholder neealng to f~ l e  Form 740-NP. In 
order to take advantaae of the graduated withholdina rates on 
lncome wlthheld by theS corporailon, follow the dlrectlons below 
The nonresadent Ind vlaLal may also need to file Form 740 NP to 
take advantage of capital loss, net operating loss and credit 
camforwards. 

lithe percentageshown In ltem B(2) IS "100%." you must enter on 
the appropriate llnes of Form 740.NP and related scned~les the 
amounts shown on Llnes 1 through 5 and 8. portions of Llnes 6.10 
and ll(a), and tne portion of Llne 12(b) actually deducted for the 
current vear. 

lf thepercentage shown in Item B(2) is less than 100 percent, the 
amounts on Lines 1 through 5 and 8, the portions of Lines 6, loand 
l l (a )  which do not pass through to Schedule A, and the portion of 
Line 12(b) actually deducted for the current year must be multiplied 
by this percentage and entered on the appropriate lines of the 
Nonresident or Part-Year Resident IncomeTax Return. Form 740-NP. 
and related schedules. Llnes 7 and 9. and the porttonsof Llnes 6.10 
and l l (a )  which pass through to Schedule A should not be 
multlol~ed bvthe Dercentaoe In ltem 812) slnce thevwlll be ororated 
by thk perc&tage on ~1neZ3  of Form 7 4 0 . ~ ~  

' 

Refer to speclfic InstrLctlons below ana federal Sharenolder's 
lnstrucuonsfor Schedule K-1 (Form 1120SI 

Lines 1 through &Enter dn federal Schedule E using Kentucky 
amountsor on Form 8582-K. if applicable. 

Line4(a)-Enter on Form 740-NP. Section D, Line 3. 
Line4@)-Enter on Form 740-NP. Section D, Line 4. 
Line 4(c)-Enter on federal Schedule E using Kentucky amounts. 
Lines 4(d) and (e)-Enter on federal Schedule D using Kentucky 

amountior Form 8582-K. if applicable. 
Line 4(0-Enter on aD~licable lines of vour return (see federal 

Shareholder's lnstmctions for Schedule K-i (Form 11 20s)). 
Line 5--Enter on federal Form 4797. 
tine &Enter on applicable lines of vour return (see federal 

Sharenolaer's ~nstruct~&sfor Sched~le ~3 (Form 11205)) 
Line7-Enter on Scnedule A. Form 740.NP. 
Line &Enter on federal Schedule E usino Kentuckv arnounts. -~ - -  - - - -  

Lines--enter on Scned~le A. Form 740-h+. 
Line 10-Enter on Schedule A. Form 740-NP 

For All Shareholders 
Lines 11 and 12 through 18--See federal Shareholder's 

I tructionsfor Lines 12. 16and 17. Schedule K-1 (Form 1120s). +%. lne 1%--Enter on Line 2 of the Kentucky Corporation Tax Credit 
Worksheet located in the instructions under Business Incentive 
Credits. 

Line 20-Enter on Line 7 of the Kentucky Corporation Tax Credit 
Worksheet located in the instructions under Business Incentive 
Credits. 

Line21-enter on Form 740. Form 741 or Form 740-NP. Line 30(c). 
Estates and Trusts (Form 741 ~ilers)- states or trus& report ihk 

amounts shown in Column (b) on Form 741. Kentucky Fiduciary 
IncomeTax Return, and related schedules. See federal Shareholder's 
Instructions for Schedule K-1 (Form 11205). 



Sinqle Member Limited Liability Companies Filinq on Form 725 

Form 725 is to be used by single member LLC's whose member is an individual. 
For taxable years beginning on or after January 1, 2005, all single member LLC's 
that are doing business in Kentucky are subject to Kentucky's corporation income 
tax unless otherwise exempt from the tax under the provisions of KRS 141.040(1). 
The purpose of this form is to transition federal income of a disregarded individually 
owned single member LLC from federal schedules C, E or F to Kentucky corporation 
taxable net income. Single member LLC's filing on this form will pay corporation 
income tax on the greater of: 

The tax due on Taxable Net Income. 

The AMC. 

A minimum of $175. 

The Department of Revenue recognizes that many business owners own multiple 
single member LLC's. Therefore, to avoid having to file a separate corporation 
income tax return for each single member LLC, an individual may file one form 725 
and attach a completed schedule CP, Kentucky Single Member LLC Composite 
Return Schedule. 

Apportionment of a Single Member LLC's Net Income on Form 725 

A single member LLC required to file form 725 must apportion its taxable net income 
to Kentucky if the corporation is taxable in this state and taxable in another state 
under the provisions of KRS 141.010(14)(b) which states: 

"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." 

If a corporation is taxable in this state and taxable in another state, then the 
corporation must apportion and allocate its net income to Kentucky based on the 
provisions of KRS 141.120. Before the apportionment fraction is computed, the 
corporation must determine its business income and nonbusiness income. 
"Business income" is defined by (KRS 141.120(l)(a) to be "income arising from 
transactions and activity in the regular course of a trade or business of the 
corporation and includes income from tangible and intangible property if the 
acquisition, management, or disposition of the property constitutes integral parts of 
the corporation's regular trade or business operations." 



"Nonbusiness income" means all income other than business income (KRS 
141.120(1)(e). 

Business income is apportioned to Kentucky using a fraction composed of a double 
weighted sales factor, a property factor and payroll factor. The apportionment 
fraction and the calculation of business and nonbusiness income is reflected on 
Schedule A, Apportionment and Allocation. 

For further guidance on business and nonbusiness income, please refer to 
Administrative Regulation 103 KAR 16:060. 

Nexus Consolidated Returns Filed on Form 725 

An individually owned single member LLC that is itself the owner of another single 
member LLC will have to file a nexus consolidated return that includes the 
consolidated income of both LLCJs. 

In the case of a consolidated return filed on form 725, the affiliated group will have to 
compute its consolidated Kentucky taxable net income under the provisions of KRS 
141.200(9) through (14). 

Pursuant to KRS 141.200(9)(f), the determinations and computations required by 
KRS Chapter 141 shall be made in accordance with the provisions of the Internal 
Revenue Code and related regulations, except as required by differences between 
this chapter and the Internal Revenue Code. KRS 141.200(1 l)(b) states in part: 
"An affiliated group required to file a consolidated return under this subsection shall 
be treated for all purposes as a single corporation under the provisions of this 
chapter. All transactions between corporations included in the consolidated return 
shall be eliminated in computing net income in accordance with KRS 141.010(13), 
and in determining the property, payroll, and sales factors in accordance with KRS 
141.120." 

A nexus consolidated return should include a schedule of gross income and 
deductions for each member of the affiliated group prepared in columnar form. Form 
725 KCR provides the columnar format. The 50% loss limitation rules for a nexus 
consolidated return will apply to the affiliated group filing on form 725. 



Pass-Through Corporation Income Tax Credits to Individual Owners of a 
Single Member LLC 

A nonrefundable credit will pass through to the individual member of a single 
member LLC. KRS 141.420(3) authorizes the credit. The credit is the individual 
shareholder's proportionate share of the tax due from the corporation as determined 
under KRS 141.040 before the application of any credits identified in KRS 
141.0205(4) and reduced by the required minimum imposed by KRS 141.040(6). 
The credit may be used against the individual income tax imposed by KRS 141.020. 

Also, a refundable credit is available to an individual member of a single member 
LLC for taxable years beginning after December 31, 2004, and before January 1, 
2007. The refundable credit is the portion of the nonrefundable credit described in 
the previous paragraph that exceeds the credit that would have been utilized if the 
corporation's income were taxed at the rates in KRS 141.020. The refundable 
portion of the credit shall be the individual member's proportionate share of the 
amount computed by multiplying the amount the corporation's income exceeds two 
hundred sixteen thousand six hundred dollars ($216,600) by one percent (1%). In 
other words, the refundable credit makes up for the difference between the top 
corporation income tax rate (7%) and the top individual income tax rate (6%). For 
tax periods beginning on or after January 1, 2007, the top individual and corporation 
income tax rates are the same (6%). 

Special Note: If a trust is the single member of a single member LLC, the trust shall 
be treated as an individual for the purpose of distributing income, loss and the pass- 
through credits. 

The individual income tax portion of this manual provides detailed instructions on 
how to claim the pass through credits on an individual income tax return. 

Tax Rates for Net Income Calculation 

For taxable years beginning on or after January 1,2005 and prior to January 1, 
2007, the tax rates are: 

4% of the first $50,000 
5% of the next $50,000 
7% of the amount over $100,000 

For taxable years beginning on or after January 1, 2007, the tax rates are: 

4% of the first $50,000 
5% of the next $50,000 
6% of the amount over $1 00,000 



B L A N K  





Form 725 (2035) Page 2 

SCHEDULE Q-LIMITED LIABILITY COMPANY QUESTIONNAIRE 

IMPORTANT: Quest~ons 1-10 must be completed by the Was thellm~ted liabilltycompany doing buslnessln Kentucky, 
I ~ m ~ t e d  l~ab i l~ ty  company other than the Interest held in a general partnership doing 

bus~ness In Kentucky? Yes No 
1. Single member's(owner) name, addressand Social Securlty 

number or federal I.D. number 6. Are related party costs made to related members as deflned 
in KRS 141.205(1)(1) Included In this return? Yes q No. If 
yes, list name, federal I.D. andior Kentucky corporatlon 
account number of the ~ndividual or entity. 

2. Llst the following Kentuckyaccount numbers. Enter N/A for 
any number not applicable. 
Employer Withholding 7. Was this return prepared on: (a) q cash bas~s, (b) accrual 
Sales and UseTax Perm~t bascs. (c) other 
Consumer Use Tax 
Unemployment Insurance 8. Is the limited liability company a public servlce corporation 
Coal Severance andior sub~ect to taxatlon under KRS 136.120? q Yes q No 
Processing Tax 

9. Did thellmlted llabllitycompany file a Kentuckytang~ble per- 
3. Ifa foreign llmlted liability company, enterthe datequallfled sonal property tax return for January 1, 2W6? Yes No 

to do buslness ~n Kentucky. - - 1- - / - - 

4. The lim~ted liabil~ty company's boob  are in care of: (name 
and address) 

5. Is the llmited llab~lity company a partner In a general part- 
nership dolng business In Kentucky'? Yes No 
If yes, llst name, federal I.D. and Kentucky accwnt number 
of the general pannershlp(s). 

10. Is the corporatlon currently under audit by the Internal 
Revenue Service? 0 Yes q No. If yes, enter years under 
aud~t 

If the Internal Revenue Service has made final and 
unappealable adjustments to the llmlted liablllty company's 
taxable income which have not been reported t o  thls 
department, check here0 and file Form 740X. Amended 
Kentucky lndlvldual Income Tax Return, or Form 740-XP, 
Amended Kentucky lndlvldual Income Tax Return for Tax 
Years 2002, 2003, 2004, whichever IS applicable, for each 
year adjusted and attach a copy ofthe final deterrninatlon. 

I, the undersigned, dedare under th3 penalties of perjury, that I have examined these returns, including all acmmpanylng schedules and 
statemnts, an3 to the best of my knowledge and belief, they are true, correct and complete. 

b h  
Signatureor member (owner) ldentrcation number of member (owner) Date 

Typed or prnrea name or preparw oinerlnantaxpayer ldenllrlcatlon number of preparer Dale 

May the Department of 
Revenue discuss this return 
wlth the prepareR 

Ye3 NO 1 



SCHEDULE CP 
Form 725 

Kentucky Single Member LLC 
lndividuallv Owned 

41A725CP Composite ~ e & m  Schedule Taxable Year Ending 

Depanment or Revenue 
Taxable perlal beglnnlng . 2005. and endlng _--- 200-_ 

I -- -- 
h An Yr 

Name of Owner Name Name Name Name 

- 

FElN FElN FElN FElN 

Soc Sec. # KY C o r ~ .  Acct # KY Corw Aca  Bi KY C o r ~  Acct # KY Corr, A d  # 

Part I 
Taxable Income Computat~on 

........... 1. Ordnary  noo om: (lau) 1 
2. Other lnmme (10s) (attach 

... .................. schedule) ....... 1 
3. Total federal income (loss) 

(add lmes 1 and a .................. 
........ 4. Charitable mntribut~ons 

5. Other deduaions (attach 

.................................. schedule) 

6. Total (line 3 less Ilms 4 and 5) 

7. Federal depreciat~on and 

Section 179 expense 
deduction from Form 4562 .... 

8. Kentucky deprec~atwn and 

Sealon 179 expense 
deduct~on from Form 4562 .... 

9. Kentucky statutory differences 

(KRS 141.010(12) an3 (13)) 
...................... (attach dedu le )  

10. Kentucky net income (loss) 
(add ilnss 6. 7 an3 9 l e n  lhne 9) 

11. Current net operating loss 

adjustmeN ............................... 
12. Income (loss) after NOL 

limitation (& llms 10 a d  11) 

13. Taxable not income (loss) 

(amunt  from llne 12 or 

......................... Schedule A) .... 1 
Part Il-Alternative Minimum 

(AM O 
1. Kentucky grass receipb 

(less Kentucky returns 
...................... and allowam%) 

2. Tax (ilne 1 multiplied by 
.W095) ..................................... 1 Gross Profits 

I 

......... 1 3. Kentuky grass recepts 1 1 
(a) Less Kentucky returns 

.................. and a l l o w a m  1 (b) L e u  Kentuck) ma of 1 I I I 

goods sold ........................ 1 
4. Gross profit (subtrad llnes 

........ 3(a) and 3(b) from ilne 3 
5. Tax ( l im 4 multlplled by . . 

.M)75) ................... ... .............. 
Part Ill-Tax Comparison 

................... 1. Rsgular ~ncome tax 
2. Alternat~ve mintmum (AMC) 

(lesser of Part II, l~ne  2 or 



Form 72XP (2CQ5) Page 2 

Name of h m r  Name 1 Name 1 Name 

Soc. Sec. # KY Corp. A d .  # KY Corp. A d .  # KY Corp. A d .  # KY Corp. A d .  # 
Part IV-Tax Computation I I I I 

1. Tax liability (Part Ill, greater 
of lhne 1, Ilne 2 or 

$175 rn~n~rnurn) ....................... 
2. Recyclingimmpost~ng 

equlpwnt tax cred~t 

.................................. recapture 
3. Total (add llnes 1 and 2 )  ......... 
4. Total mnrefundable credlh ...... 
5. Net tax liability (greater of . . 

line 3 less line 4 or $1 75) ....... 
6.  Estimated ta* payments ......... 
7. Extenson tax payment ........... 
8. Prior year's tax credlt ............. 

.................................... 9. Tax due 
10. Tax overpayment .................... 
11. Credlted to 2006 ...................... 
12. Amount to be refunded ......... 
Part V-Schedule of Tax Credits 

1. E m m m ~ c  development 

tax credits ............................... 
2. Other credits (see 

................... ~nstructlons) ..... 
3. Total cred~ts (enter on 

................... Part IV, line 4) .... 
Part VI-Cor~oration 1 I 1 1 

Income Tax Credit I 
1. Tax due (Part IV, Ihne 1) .......... 

........................... 2. Mlnlmurn tax 
3. Corporation inmme tax I 1 1 

credit (lire 1 less line 2) ......... 
4. Nonrefundable Kentucky 

mrporatlon lnmme 
tax credlt (KRS 141.42W3)) ..... 

5. Rsfunjable Kentucky 

mrporatlon lnmme 

tax cred~t (KRS 141.420(3)(c)) 

Indicate the fillng status of LLC. 

If a nexus mnsd~dat~on ,  attach 1 Nexus Conmlidatian 

Form 851-N, Schedule KCR 
(Form 725), and ~f nee&d, 

Schedule KCR-C (Form 725) Single Return Slngle Return Slngle Return Slngle Return 

TAX PAYMENT SUMMARY I 
Tax ................................................ 
Interest ............................................ 
Penalty .................. ..... .............. 
TOTAL ............................................ 

Check Applicable Box ............. lmme l m m e  l m m e  lncome 

AMC Gross Receipts AMC Gross Recelpts AMC Gross Receipts AMC Gross Receipts 

AMC Gross Profits AMC Gross Profits AMC Gross Profits AMC Gross Receipts 

n Min~murn $175 n M ~ n ~ m u m  $175 n M~nirnum $175 n Minimum $175 





FORM 851-N 
KENTUCKY AFFILIATIONS AND PAYMENT SCHEDULE 

INSTRUCTIONS 

Purpose of the Form-This form must be completed and submitted with the nexus consolidated income 
tax return (Form 725 or 765) and the request for extension of time to  file a Kentucky income tax return 
(applicable Kentucky Form 40A102 or 41A720SL) or copy of applicable federal form (Form 7004, Form 8736 
or Form 8800) for a nexus consolidated income tax return. The information requested on this form 
(1) identifies the common parent of the affiliated group and each includible corporation included in the 
consolidated Kentucky nexus tax return; (2) provides the Kentucky Department of Revenue information of 
includible corporations in the consolidated return which precludes delinquent tax return notices; and 
(3) ensures accurate processing of payment($ 

Listing of Includible Corporations of a Affiliated Group-List each includible corporation included in the 
consolidated income tax return which is subject to Kentucky income tax as provided by KRS 141.040. An 
"affiliated group" means one or more chains of includible corporations connected through stock owner- 
ship, membership interest, or partnership interest with a common parent corporation provided the 
ownership interest and value of any corporation meets the 80 percent requirements as provided in KRS 
141.200(9). An "includible corporation" 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 or more individuals performing services in this state: (e) maintaining an interest in a general 
partnership doing business in this state; (0 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. 

Enter the six-digit Kentucky Account Number for each includible corporation. The Kentucky Account Number 
is located in the upper right portion of the address label on the Kentucky corporation income tax packet. 

Form 857-N Filed With Form 725 or 765-Enter in the Prior Year's Credit column the prior year's credit 
applied to the current year by each includible corporation. Enter in the Estimated Payments column the 
estimated payments made by each includible corporation. Enter in the Extension Payments column the 
extension payment made with the applicable Kentucky or federal form. Enter the total of payments made 
by each includible corporation in the Total column. Total Payment (sum of the Total column) should equal 
the total amount reflected in the Tax Payment Summary of the consolidated income tax return. 

Form 851-N Filed With Form 47A720SL-If the affiliated group is submitting a payment with the applica- 
tion for extension, the total amount entered in the Extension Payment column of Form 851 -N should equal 
the total amount shown on Form 41A720SL. 



SCHEDULE NOL 

Form 725 or 765 

41A725NOL (10-05) 
Depanment of Revenue 

NET OPERATING LOSS 
SCHEDULE 

Pass-Through Entities 

Taxable Year Ending 

I -- -- 
Ma. Yr. 

- -- 

PART I-MANDATORY NEXUS CONSOLIDATION 

1. Common Parent I 

Section A-Current Ne t  Operating Loss Adjustment 

Name 

I 
Totals (add Columns A and 0) .............................. .. ........................... 

............................... Limitation (line 3, Column A, multiplied by 50%) 
If line 3, Column B, is greater than line 4, enter the difference here; 
on Section B, line 1; and as a pos~tive amount on Form 725, Part I, 
line 11; or Form 765, Part I. line 24. 
If line 3, Column 8, is less than line 4, enter -0- on Section B, line 1, 

................ and on Form 725, Part I, line 11; or Form 765, Part I, line 24 

Section B-NOL Carryforward 

1. Current year disallowed carryforward from Part I, Sect~on A, l ~ne  5 ..................................................... 
2. If no entry on line 3, Column A, enter amount from line 3, Column B ................................................. 

.................................................................................................. 3. Enter the amount from line 1 or line 2 
................................................................................... 4. Less Kentucky net loss distributed to individuals 

............................................................ 5. Total NOL carryforward (line 3 less line 4) ........................ ... 

lnclud~ble Corporat~ons 

Kentucky 
Corporation 

Account Number 

PART II-SINGLE ENTITY FILERS 

A 

- - 

Section A-Kentucky NOL Carryforward 

-" Net operating loss (current year) from Form 725. Part I, line 13; or Form 765 Pan I, line 26 ............... 
Total of lines 1 and 2 ........................ .... ............................................................................................... 

................................................................................... 4. Less Kentucky net loss distributed to individuals 

B 

Kentucky Net Income Kentucky Net Losses 
(Enter as Positive Amount) 



p% 
6. ,& INSTRUCTIONS FOR SCHEDULE NOL 

- 9: (FORM 725 OR 765) 
.@ 

9" 
Purpose of th is  Form-This form must be completed and Line 5-If Line 3, Column B is greater than Line 4, Column 
submitted with the income tax return (Form 725 and 765) A, enter the difference here; on Section 8, Line 1; and on 
when a corporation has a current year net operating loss or Form 725, Part I. Line 11; or Form 765, Part I, Line 24. If Line 
a net operating loss carryforward. 3, Column B is less than Line4, Column A, enter-0-.on Sec- 

t ion B, Line 1; and on Form 725, Part I, Line 11; or Form 765, 
Part I of this form must be completed and submitted wi th  a Part I, Line 24. 
nexus consolidated tax return i f  the parent or any includ- 
ible subsidiary has a current year net operating loss or a Section B-NOL Carryforward 
nexus net operating loss carryforward. A nexus net operat- 
ing loss carryforward wi l l  not apply for the year 2005 as Line ?-Enter the amount from Part I, Section A, ~ / n e  5. 
this is the first year for the new  corporate entities. KRS 
141.200(11)(b) provides that includible corporations that Line 2-I f  no entry on Part I, Section A, Line 5, enter the 
have incurred a net operating loss shall not deduct an amount, if any, f rom Pan I. Section A, Line 3, Column 5. 
amount that exceeds, in aggregate, 50 percent of the in- 
come realized by the remaining includible corporations that Line 3-Enter the greater o f  Line 1 or Line 2.  
did not realize a net operating loss. The portion of any net 
operating loss limited by the application o f th is  subsection Line4-Enterthe amount from Line 3 multiplied by the total 
shall be available for carryforward in accordance with the of t he  individuals' stock or ownership percentages. KRS 
provisions of KRS 141.01 1. 141.01 114) provides that fortaxable years beginning on or 

after January 1, 2005, the net operating loss carryforward 
Part II of this form must be completed by a corporation fi l- deduction of a corporation shall be reduced by the amount 
ing a separate return and having a current year net operat- of distributive share income, loss, and deduction distrib- 
ing loss or a net operating loss carryforward. A net operat- uted t o  an individual. 

j n g  loss carryforward wi l l  not apply to 2005 as this is the 
;t year for the new  corporate entities. Line 5-Enter the amount of Line 3 less Line 4. 

LINE-BY-LINE INSTRUCTIONS PART II-SEPARATE ENTITY FILERS 

PART I-MANDATORY NEXUS CONSOLIDATION Section A-Kentucky NOL Carryforward 

Section A-Current Net Operating Loss Adjustment Line 1 -Enterthe Kentucky net operating loss carryforward 
from prior years, only if you did not file a nexus consoli- 

Line 1-Enterthe name and Kentucky Corporation Account dated tax return. This wi l l  not apply for the 2005 year as 
Number  o f  the parent corporat ion f i l ing the return. In this is first year of filing for new corporate entities. 
Column A, enterthe Kentucky net income of the parent cor- 
poration or enter i n  Column B the Kentucky net loss of the Line 2-Enter net operating loss f rom Form 725, Part I, Line 
parent corporation. The net loss must be entered as a posi- 13; or Form 765, Part I, Line 26, only if you did not file a 
tive number. consolidated nexus tax return. 

Line 2-Enterthe name and Kentucky Corporation Account Line 3-Enter the amount of Line 1 plus Line 2. 
Number of each includible corporation included in the con- 
solidated tax return. In Column A, enter the net income or Line 4-Enter the amount o f  Line 3 multiplied by the total 
enter in Column B the net loss o f  each subsidiary included o f  ind iv idua ls '  stock or  ownersh ip  percentages. KRS 
i n  the consolidated return. A net loss must be entered as a 141.011(4) provides that for taxable years beginning on or 
positive number. after January 1, 2005, the net operating loss carryforward 

deduction of a corporation shall be reduced by the amount 
Line 3-Enterthe total of Column A and Column B. o f  distributive share income, loss, and deduction distrib- 

uted t o  an individual. 
Line 4-Enterthe amount of Line 3, Column A multiplied by 
50 percent. Line 5-Enter the amount of Line 3 less Line 4. 

-. 





Schedule KCR 

Kentucky Nexus Consolidated Return Schedule 

GENERAL INSTRUCTIONS 

Purpose of  Form-This schedule must be completed and submitted 
wi th  the consolidated income tax return (Form 725) to show the 
statutory adjustments for each member of the affiliated group. 

Specificlnstructions-For each subsidiary, enter the name, FEIN and 
Kentucky corporation account number. If there are more than two 
subsidiaries in the affiliated group, use Schedule KCR-C, Kentucky 
Nexus Consolidated Return Schedule Continuation Sheet. This form 
can be duplicated as needed. 





B L A N K  



Form 765-GP 
42A765-GP 

Depanment of Revenue 

KENTUCKY 
GENERAL PARTNERSHIP INCOME RETURN 
b Attach a complete copy of the federal return. 

For calendar year 2005 or fiscal year 

I 
H. Check applicable boxes: Initial return Final return Amended return 

Short-period return Change of name and address 

1. Qualified investment partnership (Check box only if you are a general partnership or a limited partnership that has been 
formed as a qualified investment partnership.) 

J Is a composite return belng filed for any elect~ng nonres~dent partners? Yes No 

1. Federal ordinary income (loss) (Form 1065, line 22) ................................................................... 1 

2. Federal depreciation from Form 4562 ........................................................................................... 2 

......................................................... ................... 3. Other (attach schedule) (see instructions) ... 3 

4. Total (add lines 1. 2 and 3) ................... ........ ........................................................................ 4 

SUBTRACTIONS: 

5. Federal work opportunity credit ................................................................................................... 5 

6. Kentucky deprec~ation from revised Form 4562 ......................................................................... 6 

7. Other (attach schedule) (see instructions) .................................................................................. 7 

8. Total (add lines 5, 6 and 7) ........................................................................................................... 8 

9. O r d i ~ I y  income (loss) (line 4 less line 8) ................... .. ....................................................... 9 

& I declare under the penalties of perjury that this return (including any accompanying schedules and statements) has been examined by 
me and, to the best of my knowledge and belief. is a true, correct and complete return. 

S l g ~ t ~ t e  of partner or member ldentlf~cat~on number af partner or member Date 

- Typed or printed name of preparer a h e r  than taxpayer IdenUflcmcan number d preparer Date 

@ Mail to Kentucky Department of Revenue, Franldort, Kentucky 40620. 



Schedule K.-P ARTNERS' SHARES OF INCOME . CREDIT . DEDUCTIONS. ETC . 

SECTION I 
lnmme or (Loss) 

(a) Distributive Share Items 1 (b) Total Amount 

.............. . 1 . ordinary income or (loss) from trade or business activities @age 1. Line 9) 

2 . Net income or (loss) from rental real estate activities (from attached federal sched 
.......................................................... 3. a Gross income from other rental activities 3a 

...................................................................... b Minus expenses (attach schedule) 3b 
..................................................................................... c Net income or (loss) from other rental activities 

4 . Portfolio income or (loss): I 1 
a Interest ~ncorne ......................................................................................................................................... 4a 
b Dividend income ......................................................................................................................................... 4b 

c Royalty income ............................................................................................................................................ 4c 
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 portfol~o income or (loss) (attach schedule) .... 4f 
............................. ............................................................................ . 5 Guaranteed payments to partners .... 5 

6 . Net gain or (loss) under IRC Section 1231 (other than due to casualty or theft) (attach federal Form 4797) 6 
~- .- 

............................................................................. .................... . 7 Other income or (loss) (attach schedule) .. 71 

Deductions 

8 . Charitable contr~butlons (attach list) and housing for homeless deduction (attach Schedule HH) ............ 8 

9 . IRC Section 179 expense deduction (attach federal Form 4562 and Kentucky revised Form 4562) ............ 9 

10 . Deductions related to portfolio income (do not include investment interest expense) ............................... 10 

11 . Other deductions (attach schedule) ................................................................................................................... 11 

Investment Interest 
7 

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

(2) Investment expenses lnciuded on line 10 above ............................................................................ 12b(2) 

Credits 

................................................. ................... 13 . Kentucky Unemployment Tax Credit (attach Schedule UTC) .. 13 
14 . Recycling and Composting Equipment Tax Credit (attach approved Schedule RC) ................... .. ........... 14 
15 . Other (see instructions) , ..................... 15 

Other 

16 . a Type of expenditures 

b Total expenditures to which IRC Section 59(e)(2) election may apply 
.................................. ......................... . 17 Other items and amounts not reported above (attach schedule) .. 17 

SECTION 1 1 - 4  entucky Distributable Corporation lncome and Tax Credits 

......... 1 . lndivldual partners' net distributable share of taxable income previousiy taxed under KRS 141.040 1 
................... .......................... . . 2 Nonrefundable Kentucky corporation income tax credit (KRS 141 420(3)) .. 2 1 

.................... ....................... . . 3 Refundable Kentucky corporation income tax credit (KRS 141 420(3)(c)) .. 3 

SECTION Ill-Kentucky Nonresident Partners' Distributable Income Computation 

1. Individual nonresident partners' net distributive share of taxable income reported on this return ........... 1 
2 . Net distributable lncome to nonresident indiv~duai partners from entities prev~ously taxed 

under KRS 141.040 ............................................................................................................................................. 2 
3 . Nonresident individual partners' net distributive share of taxable tncome not previously taxed .............. 3 



2005 
KENTUCKY 

SCHEDULE K- I  

'''-'' 
CDmmonweallh of Kentucky 
DEPARTMENT OF REVENUE 

................................... Qualified nonrecourse financing ............ $ Proflt sharing 

.................................... Other ................... ........ ..................... $ Loss sharing % 9' 

(a) Distributive Share Items 

3. Net income or (loss) from other rental activities ........................................................................................... 
4. Portfol~o income or (loss): 

t gain or (loss) under I 

............................. 21 

PARTNER'S SHARE OF INCOME, 
CREDITS, DEDUCTIONS, ETC. 

For calendar year 2005 or fiscal year 

beginning 2005, and ending , 2006. 



PARTNER'S INSTRUCTIONS FOR SCHEDULE K-1 (FORM 765-GP) 
Who Must File-Although the partnersh~p is not subject to 

lncome tax, the partners are liable for tax on their share of the 
partnersh~p Income, whether or not distributed, and must include 
their share on the lndividual income tax return. 

If vou were a Kentuckv resident for the entire vear, vour filina 
req~d;ement oepends up in  the amo-nt of  ao--steb grcis ncom; 
age and whetner you or your spouse are constoereo to oe b no 

Any person ~ 6 t h  gross recelpts exceeolng the trlresno a amodnt 
oerermlnea -naer KRS 741 066 from self-employment m-st file a 
Form 740 regard ess of tne amo-nl of aa ~ s t e d  gross lncomeor the 
numoer of lax credtts c a med ~ e n e r a h ,  a I .ncome of Kent-ccy 
residents, re ardless of where it was earnkd, is subject to Kentucky 
income tax. Yee Form 740 Instructions. 

Nonresidents wlth lncorne from Kentucky sources and part- ear 
residents receiving income while a Kentucky resident or t o m  
Kentucky sources while a nonresident must file a Kentucky return. 
Partnership income is not exempted by reciprocal agreements 
between Kentucky and any other state. Form 740-NP must be filed 
by an individual wlth income from Kentucky sources and a 
combined gross lncome from all sources exceeding the threshold 
amount determined under KRS 141.066. Full-year nonresidents 
must report all income from Kentucky sources and from property 
located in Kentucky. Persons moving into Kentucky must report 
income received from Kentucky sources prior to becoming 
residents and income recelved from all sources after becoming 
Kentucky residents. Residents moving out of Kentucky during the 
y r  must report income from all sources while a resldent and from 

entucky sources while a nonres~dent. 

When to Re rt-Include your share of the partnership's 
credlts, deductions, etc., as shown by your income or ( iossr  

Schedule K-1 (Form 765-GP) on vour Kentuckv income tax return 
for tne year !n wr  cn tne tax )gar of the pa?tnersh~p ends For 
examp,e. f  yo^. tne partner, are on a calendar year, and tne 
partnersn~p's tax year enos Jan-ary 31, 2005.  yo^ must take the 
items listed on Schedule K-1 (Form765-GP) into account on your 
tax return for calendar year 2005. 

At-Risk Limitations-Generally. if you have a loss from any 

, - 
activity carried on as a trade or buslness or for the production of 
lncorne by the partnership and you, the partner, have amounts 
Invested in that activity for which you are not at risk, you will be 
required to complete federal Form 6198, At-Risk L~mltat~ons, to 
figure the allowable loss to report on our Kentucky income tax 
return. Your deductible loss from eacx activity for the tax year 
generally 1s limlted to the amount you are at risk for the activlty at 
the end of the partnership's tax year or the amount of the loss, 
whichever is less. To help you complete Form 6198, if required, the 
partnership has provided a schedule showing your share of 
income, expenses, etc., for each at-rlsk actlvity. 

NOTE: Form 740 filers see Form 740 lnstructlons for Schedule M, 
Line 5 and/or Line 15. 

Passive Activity Limitations-the passive act~vity limitations in 
IRC Section 469 are figured at the partner level and may apply to 
any loss reported on Lines 1. 2 or 3 and any other related Items of 
income, loss and deductions reported on Schedule K-1 (Form 765- 
GP). Refer to the federal Partner's lnstructions for Schedule K-1 
(Form 1065) to determine if the passive actlvity limitations ap ly to 
your shareof loss(es) reported on Schedule K-1 (Form 7 6 5 - ~ ~ f  and 
if you must file Form 8582-K. Kentucky Passive Activity Loss 
Limitat~ons. 

SPECIFIC INSTRUCTIONS 

Kentucky Resident Parlners [Form 740 Filers)-To determine 
the net difference between the federal Schedule K-1 amounts and 
the Kentucky Schedule K-1 amounts. complete Lines 21.22 and 23. 
Thls w ~ l l  adjust the items of income, loss and deductions used to 
compute your federal adjusted gross income to the Kentucky 
amounts shown in Column (b), Schedule K-1. 

Line 21-Include on thls line, the Kentucky Schedule K-1 
amounts from Lines 1 through 6 and 9. Also Include the amounts 
from L~nes 7 and 11 that do not pass through to Schedule A as 
itemized deductlons. 

Line 22-Include on this line, the federal Schedule K-1 amounts 
from L~nes 1 through 10 and 12. Also include the amounts from 
Lines 11 and 13 that do not pass through to Schedule A as itemized 
deductlons. 

NOTE: If Form 8582-K is required, adjusttheamountsentered on 
Llnes 21 and 22 to exclude any income, loss, deduct~on or expense 
related to a passlve actlvlty. Complete the passive activltles 
adjustment worksheet (Form 8582-K, page 2) to determine 
additions to or subtractions from federal adjusted gross Income. 
See Form 740 instructions for Schedule M, Line 3 andlor Line 13. 

If amounts on L~nes 4(d) and 4(e) are subject to the capltal loss 
llmltations do not inciude on Llnes 21 and 22. Com lete federal 
Schedule 6 uslng Kentucky amounts to determine aBditions to or 
subtractions from federal adjusted gross income. 

Line 23-Enter difference of Lines 21 and 22. If Line 21 is greater 
than Line 22, enter the difference as an addltion to federal adjusted 
gross income on Schedule M. Line 3. If Line 22 is greater than Line 
21. enter the difference as a subtraction on Schedule M. Line 13 

Cautlon: If the amounts on both Llnes 21 and 22 are loss ~ ~ . - ~ -  - - - -  
arrlodnts, the smal er oollar amodnt of loss IS tne greater 
ana to oetermlne the d fference subtract the smaller aoliar 

- . -.. 
amount 
amount 

from the larqer dollar amount. If the amount on either Line 21 or 22 
is an income amount and the amount on the other llne is a loss 
amount, the income amount is the greater amount and to 
determine the difference add the two amounts. 

Nonresident Individual Partners (Form 740-NP Filers)-If you 
area nonresident individual needing to file Form 740-NP, in order to 
take advantage of the graduated withholding rates on lncome 
wlthheld by the partnership, follow the d~rections below. The 
nonresident individual mav also need to file Form 740-NP to take 
advantage of capltal ldss, net operating loss and credit 
carrvforwards. 

ionresident partners must report their distributive share of 
~ncome by multipl ing the percentage reported on ltem C(2) by all 
Items of income {oss) reported on the Kentucky Schedule K-I, 
Column (b). If the percentage shown in ltem C(2) is 1 W%, you must 
enter on the appropriate l~nes of Form 740-NP and related 
schedules the amounts shown on Lines 1 throu h 6 and 9, portlons 
of Lines 7, 11 and 1Z(a) and the portion of Tine 16(a) actual1 
deducted for the current year. If the percentage shown In ltem ~ ( 2 3  
isless than loopercent, theamountson Lines 1 through 6and 9, the 
portions of Lines 7. 11 and 12(a) which do not pass through to 
Schedule A and the portion of Line 16(a) actually deducted for the 
current vear must be mult i~l ied bv this oercentaoe and entered on 
the appiopriate lines of ihe ~of l res~dent  or ~grt-year Resident 
lncome Tax Return. Form 740-NP, and related schedules. Llnes 8 
and 10, and theportionsofLines7,ll and 12(a) whichpass through 
to Schedule A should not be multiplied by the percentage in ltem 
C(2). The Kentucky tax credits on Lines 13 and 14 should not be 
mult~plied by the percentage in ltem C(2). Refer to speciflc 
instructions below and federal Partner's lnstructions for Schedule 
K-1 (Form 1065). 

Lines 1 through 3-Enter on federal Schedule E using Kentucky 
amounts or Form 8582-K, ~f applicable. 

Line 4(a)-Enter on Form 740-NP, Section D, Line 3. 
Line 4(b)-Enter on Form 740-NP, Section D. Line 4. 
Line 4(c)-Enter on federal Schedule E using Kentucky amounts. 
Lines 4(d) and (e)-Enter on federal Schedule D ustng Kentucky 

amounts or Form 8582-K, i f  applicable. 
Line 4(f)-Enter on applicable llnes of your return (see federal 

Partner's lnstructlons for Schedule K-1 (Form 1065)). 
Line 5-Enter on applicable line of your tax return (see federal 

Partner's lnstructlons for Schedule K-1 (Form 1065)). 
Line 6-Enter on federal Form 4797. 
Line 7-Enter on applicable lines of your return (see federal 

Partner's lnstructions for Scheduie K-1 (Form 1065)). 
Line 8-Enter on Schedule A. Form 740-NP 
Line 9-Enter on federal Schedule E using Kentucky arnounts. 
Line 10-Enter on Schedule A, Form 740-NP. 

,,(;:L 
Line 11-Enter on applicable form or schedule kat+:federal 

Partner's lnstructlons for Schedule K-1 (Form 1065)lib:, ., 
For All Partners 

Line 12-See federal Partner's 
(Form 1065). 

Line 13-Enter credit on Sch 
Lines 14 and 15--Enter cred 

740. 740-NP or 741. 
Lines 16(a), 16(b) and 17-See feder Instructions for 

Schedule K-l  (Form 1065). 

For Individual Partners 
Line 18-Enter on Line 2 of the Kentucky Corporation Tax Credit 

Worksheet located in the instructions under Business lncent~ve 
Credits. 

Line 19-Enter on Line 7 of the Kentucky Corporation Tax Credit 
Worksheet located in the instructions under Business lncent~ve 
CredlU. 

Line20-Entwon Form 740. Form 740-NPor Form 741. Line30(c). 
Estates and Trusts (Form 741 Filers)-Estates or trusts report 

theamountsshown in Column (b) on Form 741. Kentucky F~duc~ary 
lncorne Tax Return, and related schedules. See federal Partner's 
lnstructions for Schedule K-1 (Form 1065). 



Chapter Six - Related Party Expense Deduction 

This chapter explains what conditions must exist for the allowance of the related 
party expense deduction and for the disallowance of the deduction. 

House Bill 272 significantly increased the Department of Revenue's authority to 
disallow deductions made to related entities. KRS 141.205 was amended to provide 
the Department the authority to disallow deductions claimed for payments of 
intangible expenses, intangible interest expenses and management fees made to a 
related member in an affiliated group or to a foreign corporation. 

Under certain conditions, a deduction for payments of intangible expenses, 
intangible interest expenses and management fees will be allowed. 

Effective Date of Related Party Expense Deduction Provisions of House Bill 
272 

The House Bill 272 provisions that address related party expense deductions are 
effective for tax years beginning on or after January 1, 2005. 

Deductions for Intanqible Expenses and Intanqible Interest Expenses 

KRS 141.205(2) states: 

"A corporation subject to the tax imposed by KRS 141.040 shall not be 
allowed to deduct an intangible interest expense directly or indirectly 
paid, accrued or incurred to, or in connection directly or indirectly with 
one (1) or more direct or indirect transactions with one (1) or more 
related members of an affiliated group or with a foreign corporation as 
defined in subsection (1) of this section." 

TIP: A drafting error resulted in the inadvertent omission of the term %tangible 
expense" from KRS 141.205(2). It is the Department of Revenue's position that it 
will administer the law as if that term was correctly included. You will note below that 
the law does define the term. The Department will pursue corrective legislation on 
this issue during the 2006 General Assembly. Any corrective legislation will have a 
retroactive effective date that will apply to tax periods beginning on or after January 
I, 2005. 



KRS 141.205(1 )(b) states: 

"Intangible expenses" includes the following only to the extent that the amounts 
are allowed as deductions or costs in determining taxable net income before the 
application of any net operating loss deduction provided under Chapter 1 of the 
lnternal Revenue Code: 

1. Expenses, losses, and costs for, related to, or in connection directly or 
indirectly with the direct or indirect acquisition, use, maintenance, 
management, ownership, sale, exchange, or any other disposition of 
intangible property; 

2. Losses related to, or incurred in connection directly or indirectly with, factoring 
transactions or discounting transactions; 

3. Royalty, patent, technical, and copyright fees; 

4. Licensing fees; and, 

5. Other similar expenses and costs." 

KRS 141.205(1 )(c) states: 

"Intangible interest expense" means only those amounts which are directly or 
indirectly allowed as deductions under Section 163 of the lnternal Revenue Code for 
purposes of determining taxable income under that code, to the extent that the 
amounts are directly or indirectly for, related to, or connected to the direct or indirect 
acquisition, use, maintenance, management, ownership, sale, exchange, or any 
other disposition of intangible property." 

"Affiliated group" has the same meaning as provided in KRS 141.200. 

KRS 141.205(1 )(g) states: 

"Related member" means a person that, with respect to the corporation during all 
or any portion of the taxable year, is: 

1. A person or entity that has, directly or indirectly, at least fifty percent (50%) of 
the equity ownership interest in the taxpayer, as determined under Section 
31 8 of the lnternal Revenue Code; 

2. A component member as defined in Section 1563(b) of the lnternal Revenue 
Code; 



3. A person to or from whom there is attribution of stock ownership in 
accordance with Section 1563(e) of the Internal Revenue Code; or, 

4. A person that, notwithstanding its form of organization, bears the same 
relationship to the taxpayer as a person described in subparagraphs 1. to 3. 
of this paragraph; 

A deduction taken on the federal income tax return for intangible expenses and 
intangible interest expenses should be added to federal taxable income in computing 
Kentucky net income. On form 720, the add-back amount should be reflected on 
Part I. line 6. 

The adjustment on the return and the disallowance of intangible expenses and 
intangible interest expenses under the provisions of KRS 141.205(2) will not apply if 
following conditions provided by KRS 141.205(3) are met: 

(a) The corporation and the recipient are both included in the same 
consolidated Kentucky corporation income tax return for the relevant 
taxable year: or, 

(b) The corporation makes a disclosure, and establishes by a 
preponderance of the evidence that: 

1. The payment made to the recipient was subject to, in its state or 
country of commercial domicile, a net income tax, or a franchise tax 
measured by, in whole or in part, net income. If the recipient is a 
foreign corporation, the foreign nation shall have in force a 
comprehensive income tax treaty with the United States; and 

2. The recipient is engaged in substantial business activities separate 
and apart from the acquisition, use, licensing, management, 
ownership, sale, exchange, or any other disposition of intangible 
property, or in the financing of related members, as evidenced by 
the maintenance of permanent office space and full-time 
employees dedicated to the maintenance and protection of 
intangible property; and, 

3. The transaction giving rise to the intangible interest expense or the 
intangible expense between the corporation and the recipient was 
made at a commercially reasonable rate and at terms comparable 
to an arm's length transaction; or, 

(c) The corporation makes a disclosure, and establishes by 
preponderance of the evidence that the recipient regularly engages in 
transactions with one or more unrelated parties on terms identical to 
that of the subject transaction; or, 



(d) The corporation and the Department of Revenue agree in writing to the 
application or use of an alternative method of apportionment under 
KRS 141.120(9). 

The Department of Revenue's position on the disclosure requirement referred to in 
KRS 141.205(3)(b) and (c) is as follows: 

1. "Measured by, in whole or in part, net income" as referenced in KRS 
141.205(3)(b) means that the receipt of the payment by the recipient is 
reported and included in income for purposes of a tax on net income or in the 
franchise for purposes of the franchise tax, and not offset or eliminated in a 
combined or consolidated return which includes the corporation. 

2. "Comprehensive Income Tax Treaty" as referenced in KRS 141.205(3)(b) 
means a convention, or agreement, entered into by the United States and 
approved by Congress, with a foreign government for the allocation of all 
categories of income subject to taxation and/or the withholding of tax on 
interest, dividends, and royalties, for the prevention of double taxation of the 
respective nations' residents, and the sharing of information. 

3. As part of the required disclosure, the corporation shall provide a description 
of the nature of the intangible expense or intangible interest expense payment 
made to the recipient. This description shall contain a narrative regarding the 
underlying transaction that gives rise to the payment by the corporation to the 
recipient, the extent of the rights being transferred (for example, if a patent is 
being licensed, whether that license is exclusive or nonexclusive, and 
whether the transferee has any rights to sublicense), how the amount of the 
payment is calculated and if there is any document that sets forth the terms of 
the transaction, a copy of that document. 

4. Whenever there are actual comparable transactions between the recipient 
and unrelated parties involving the same intangible property ("actual 
comparables") to the subject transaction, actual comparables shall be used. 

5. When there are no actual comparables, the two primary factors to take into 
account when determining whether the subject transaction was made at a 
commercially reasonable rate and at terms comparable to an arm's length 
transaction are (i) the degree of comparability between the subject transaction 
and the proposed comparable transactions, and (ii) the quality of the data and 
assumptions used in the analysis. 

6.  The required disclosure information must be included with form 720 and must 
clearly establish that the transaction meets the provisions of KRS 141.205(3). 



Practitioner's Question: Will the Department of Revenue accept an Internal 
Revenue Code Section 482 transfer pricing study or a federal advance pricing 
agreement that is prepared for the IRS as satisfying the disclosure requirement of 
KRS 141.205? 

Answer: The Department considers the disclosure rules listed above to describe 
the necessary information that will legitimize an intangibles deduction. The 
Department will consider the facts and circumstances of each case. In some cases, 
a study performed under the provisions of Code Section 482 and related regulations 
will provide substantial documentation towards meeting the disclosure requirement. 
The Department is still considering to what extent we might adopt some of the 
information provided under an advance pricing agreement. 

Practitioner's Question: Will the Department disallow all related party interest 
payments? 

Answer: No. The intangible interest add-back would only add back those expenses 
defined in KRS 141.205(1), and would not extend to all related party interest 
payments. It is important to note that intangible property is defined by KRS 
141.205(1)(a) to mean: "franchises, patents, patent applications, trade names, 
trademarks, service marks, copyrights, trade secrets, and similar types of intangible 
assets." 

Deductions for Management Fees 

KRS 141.205(4) states: 

"A corporation subject to the tax imposed by KRS 141.040 shall not be 
allowed to deduct management fees directly or indirectly paid, accrued 
or incurred to, or in connection directly or indirectly with one (1) or 
more direct or indirect transactions with one (1) or more related 
members of an affiliated group or with a foreign corporation as defined 
in subsection (1) of this section." 

A deduction taken on the federal income tax return for management fees should be 
added to federal taxable income in computing Kentucky net income. On form 720, 
the add-back amount should be reflected on Part I, line 6. 



The adjustment on the return and the disallowance of management fees under the 
provisions of KRS 141.205(4) will not apply if following conditions provided by KRS 
141.205(5) are met: 

"The disallowance of the deduction provided in subsection (4) of this 
section shall not apply if: 

(a) The corporation and recipient are both included in the same 
consolidated Kentucky corporation income tax return for the 
relevant taxable year; 

(b) The corporation makes a disclosure and establishes by a 
preponderance of the evidence that the transaction giving rise to 
the management fees between the corporation and the recipient 
was made at a commercially reasonable rate and at terms 
comparable to an arm's-length transaction; or, 

(c) The corporation and the Department of Revenue agree in 
writing to the application or use of an alternative method of 
apportionment under subsection KRS 141.120(9)." 

A corporation must provide a narrative of the services being performed by the 
recipient of the management fees in order to meet the disclosure requirement of 
KRS 141.205(5)(b). The narrative must describe in detail how the amount of the 
payment is calculated and include a copy of any document that sets forth the terms 
of the transaction. 
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