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Problem 1 - Pet Kingdom Form 1120 Corporate Tax Return

E-1

--1120 U.S. Corporation Income Tax Return R
Department of the Treasury For calendar year 2011 or tax year beginning________________ ,ending _______________ 2@ 1 1
Internal Revenue Service » See separate instructions.
A Check if: Name B Employer identification number
1a Consolidated return
(attach Form 851) . . D Pet Kingdom, Inc. 11-1111111
b Life/nonlife consoli- TYPE Number, street, and room or suite no. If a P.O. box, see instructions. C Date incorporated
datedreturn. . . . . ] JOR
2 Personal holding co. PRINT 1010 Northwest Parkway 11/1/2005
(attach Sch. PH) . . . D City or town State ZIP code D Total assets (see instructions)
3 Personal service corp.
(see instructions) . . |:| Dallas TX 75255 $ 121900r445I
4  Schedule M-3 attached E Checkif: (1) D initial return = (2) D Finaireturn  (3) D Name change (4) E Address change
1a Merchant card and third-party payments. For 2011, enter-0- . . . . . . . . . . 1a 0
b Gross receipts or sales not reported on line 1a (see instructions) . . . . . . . . 1b 6,900,000
c Total. Add lines1aand1b. . . . . P . [ 6,900,000
d Returns and allowances plus any other adjustments (see |nstruct|ons) o 1d 240,000
e Subtract line 1d from line 1c . 1e 6,660,000
2 Cost of goods sold from Form 1125 A Irne 8 (attach Form 1125 A) 2 2,760,000
g 3 Gross profit. Subtract line 2 from line 1e . 3 3,900,000
S 4 Dividends (Schedule C, line 19) . 4 52,500
£ | 5 Interest. 5 24,000
6 Grossrents . 6
7 Gross royalties . 7
8 Capital gain net income (attach Schedule D (Form 1120)) . 8
9 Net gain or (loss) from Form 4797, Part Il line 17 (attach Form 4797) . 9
10  Other income (see instructions—attach schedule) . 10
11 __ Total income. Add lines 3 through 10 . . AL 3,976,500
_. | 12 Compensation of officers from Form 1125-E, line 4 (attach Form 1125 E) . > 12 630,000
13  Salaries and wages (less employment credits) . 13 870,000
14 Repairs and maintenance . 14 168,000
15 Bad debts . 15
c | 16 Rents. 16 129,000
S 117 Taxesand Ilcenses 17 285,000
18 Interest. 18 261,000
19 Charitable contr|but|ons 19 45,000
= | 20 Depreciation from Form 4562 not clarmed on Form 1125 A or elsewhere on return (attach Form 4562) 20 165,000
€ | 21  Depletion . 21
22 Advertising . 22 69,000
23  Pension, profrt-sharrng etc plans 23
% | 24 Employee benefit programs . 24 72,000
‘s | 26 Domestic production activities deductlon (attach Form 8903) 25
gb': 26  Other deductions (attach schedule) . . 26
2 | 27 Total deductions. Add lines 12 through 26 . .. T .| 27 2,694,000
% 28 Taxable income before net operating loss deduction and specral deductlons Subtract I\ e 27 from line 11 . . 28 1,282,500
3 | 29a Net operating loss deduction (see instructions) . . . . . . . . . . . . . . . . |29 |
3 b Special deductions (Schedule C, line20) . . . . . . . . . . . . . . . .. . |29b] 36,750]
¢ _Add lines 29a and 29b . R 29¢ 36,750
P 30 Taxable income. Subtract line 29¢c from Irne 28 (see mstructrons) 30 1,245,750
3 P 31 Total tax (Schedule J, Part |, line 11) . 3 423,555
;’ E 32 Total payments and refundable credits (Schedule J, Part II lrne 21) R 32 428,000
%E 33 Estimated tax penalty (see instructions). Check if Form 2220 is attached . . >|:] 33
EE 34 Amount owed. If line 32 is smaller than the total of lines 31 and 33, enter amount owed 34 0
Z 35 Overpayment. If line 32 is larger than the total of lines 31 and 33, enter amount overpaid . e 35 4,445
= 36 Enter amount from line 35 you want: Credited to 2012 estimated tax P Refunded P | 36 4,445
Under penalties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and to the best of my knowledge and belief, it is true, correct,
. and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.
Slg n May the IRS discuss this return with
Here } | } the preparer shown belovlv_igtlee
Signature of officer Date Title instructions)? Yes No

Paid

Preparer Firm's name  »
Use Only  [Firm's address >

Print/Type preparer's name Preparer's signature Date Check I:l if PTIN
SELF-PREPARED RETURN self-employed
Firm's EIN »
Phone no.
City State ZIP code

For Paperwork Reduction Act Notice, see separate instructions.

(HTA)

Form 1120 (2011)
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Form 1120 (2011)  Pet Kingdom, Inc.

11-1111111  Page 2

Schedule C Dividends and Special Deductions (see instructions) (a) Dividends b % (c) Special deductions
received b % (a) x (b)
1 Dividends from less-than-20%-owned domestic corporations (other than
debt-financed stock) 52,500 70 36,750
2 Dividends from 20%-or-more-owned domestic corporations (other than
debt-financed stock) 80 0
see
3  Dividends on debt-financed stock of domestic and foreign corporations . instructions 0
4 Dividends on certain preferred stock of less-than-20%-owned public utilities . 42 0
5  Dividends on certain preferred stock of 20%-or-more-owned public utilities . 48 0
6 Dividends from less-than-20%-owned foreign corporations and certain FSCs . 70 0
7 Dividends from 20%-or-more-owned foreign corporations and certain FSCs . 80 0
8  Dividends from wholly owned foreign subsidiaries . 100 0
9  Total. Add lines 1 through 8. See instructions for limitation w5 & s s 36,750
10 Dividends from domestic corporations received by a small business investment
company operating under the Small Business Investment Act of 1958 100 0
1" Dividends from affiliated group members . 100 0
12 Dividends from certain FSCs . 100 0
13 Dividends from foreign corporations not included on lines 3, 6,7, 8, 11, or 12..
14 Income from controlled foreign corporations under subpart F (attach Form(s) 5471) .
15 Foreign dividend gross-up
16 IC-DISC and former DISC dividends not included on lines 1, 2, or 3
17 Other dividends
18 Deduction for dividends paid on certain preferred stock of public utilities .
19  Total dividends. Add lines 1 through 17. Enter here and on page 1, line 4 . > 52,500
20  Total special deductions. Add lines 9, 10, 11, 12, and 18. Enter here and on page 1, line 29b . » 36,750

Form 1120 (2011)
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Form 1120 (2011) Pet Kingdom, Inc.
Schedule J Tax Computation and Payment (see instructions)
Part I-Tax Computation

11-1111111 Page 3

E-3

1 Check if the corporation is a member of a controlled group (attach Schedule O (Form 1120)) . . . . . . . . » I:‘
2 Income tax. Check if a qualified personal service corporation (see instructions) . . . . . . . . . . . . » D 2 423,555
3 Alternative minimum tax (attach Form 4626) . 3
4 Addlines2and3 . o 4 423,555
5a Foreign tax credit (attach Form 1118) N EE B 5a
b Credit from Form 8834, line 30 (attach Form8834). . . . . . . .. . . . . 5b
c General business credit (attach Form3800) . . . . . . . . . . . . . . . . .. 5c
d Credit for prior year minimum tax (attach Form8827) . . . . . . . . . . . . . . 5d
e Bond credits fromForm8912. . . . . . . . . . . . . 0000 5e
6 Total credits. Add lines 5a through 5e 6 0
7 Subtract line 6 from line 4 . 7 423,555
8 Personal holding company tax (attach Schedu\e PH (Form 1120)) .. 8
9a Recapture of investment credit (attach Form 4255) . . . . . . . . . . . . . . . 9a
Recapture of low-income housing credit (attach Form 8611) . . . . . . . L 9b
Interest due under the look-back method—completed long-term contracts (attach
Form8697). . . . . . . P v s @ 9c
d Interest due under the look-back method—income forecast method (attach Form
8866) . : . . . 9« . 9d
e Alternative tax on quallfylng shlpplng activities (attach Form 8902) s s @m ;& E @ 8 9e
f Other (see instructions—attach schedule) . . . . . . . . . . . . . . . . . .. of
10 Total. Add lines 9a through 9f . ; 10 0
11 Total tax. Add lines 7, 8, and 10. Enter here and on page 1, line 31 . 11 423,555
Part II-Payments and Refundable Credits
12 2010 overpayment credited to 2011 . 12
13 2011 estimated tax payments . 13 428,000
14 2011 refund applied for on Form 4466 . 14 |( )
15 Combine lines 12, 13, and 14 . 15 428,000
16 Tax deposited with Form 7004 . 16
17  Withholding (see instructions) . . . 17
18 Total payments. Add lines 15, 16, and 17 . 18 428,000
19  Refundable credits from:
a Form2439: « : o ¢« u ¢ wov ow s § oa R o ow o o om oA @ % E e § oa § B 4§ 19a
b Form4136. . . . . e 19b
¢ Form 3800, line 17¢ and Form 8827 Ime Bc. YB3 B3 £5 §®mEBE B G 8P ¥ 19¢c
d Other (attach schedule—see instructions) . . . . . . . . . . . . . . . . . .. 19d
20 Total credits. Add lines 19a through 19d . 20 0
21 Total payments and credits. Add lines 18 and 20. Enter here and on page 1 l|ne 32 21 428,000
Other Information (see instructions)
1 Check accounting method: a D Cash b Accrual ¢ D Other (specify) ® _ .. Yes [ No
2 See the instructions and enter the:
a Business activity code no. B 453910
b Business activity P Retail Trade
¢ Product or service ® Pet and Pet Supplies Store e
3 Is the corporation a subsidiary in an affiliated group or a parent-subsidiary controlled group? . X
If "Yes," enter name and EIN of the parent corporation
4 Atthe end of the tax year:
a Did any foreign or domestic corporation, partnership (including any entity treated as a partnership), trust, or tax-exempt
organization own directly 20% or more, or own, directly or indirectly, 50% or more of the total voting power of all classes of the
corporation's stock entitled to vote? If "Yes," complete Part | of Schedule G (Form 1120) (attach Schedule G) . X
b Did any individual or estate own directly 20% or more, or own, directly or indirectly, 50% or more of the total voting power of all
classes of the corporation's stock entitled to vote? If "Yes," complete Part Il of Schedule G (Form 1120) (attach Schedule G) . X

Form 1120 (2011)
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Form 1120 (2011) Pet Kingdom, Inc. 11-1111111 Page 4
Other Information continued (see instructions)
Yes | No
5 At the end of the tax year, did the corporation:
a Own directly 20% or more, or own, directly or indirectly, 50% or more of the total voting power of all classes of stock entitled to vote of any
foreign or domestic corporation not included on Form 851, Affiliations Schedule? For rules of constructive ownership, see instructions. X
If "Yes," complete (i) through (iv) below.

(ii) Employer (iv) Percentage
(i) Name of Corporation Identification Number (i) Country of Owned in Voting
" Incorporation
(if any) Stock
b Own directly an interest of 20% or more, or own, directly or indirectly, an interest of 50% or more in any foreign or domestic partnership
(including an entity treated as a partnership) or in the beneficial interest of a trust? For rules of constructive ownership, see instructions . X
If "Yes," complete (i) through (iv) below.
(ii) Employer (iv) Maximum
(i) Name of Entity Identification Number (iii) Country of Organization Percentage Owned in
(if any) Profit, Loss, or Capital
6 During this tax year, did the corporation pay dividends (other than stock dividends and distributions in exchange for stock) in
excess of the corporation's current and accumulated earnings and profits? (See sections 301 and 316.) . X
If "Yes," file Form 5452, Corporate Report of Nondividend Distributions.
If this is a consolidated return, answer here for the parent corporation and on Form 851 for each subsidiary.
7 At any time during the tax year, did one foreign person own, directly or indirectly, at least 25% of (a) the total voting power of all
classes of the corporation's stock entitled to vote or (b) the total value of all classes of the corporation's stock? . X
For rules of attribution, see section 318. If "Yes," enter:
(i) Percentage owned ®» and (ii) Owner's country ®»
(c) The corporation may have to file Form 5472, Information Return of a 25% Foreign-Owned U.S. Corporation or a Foreign
Corporation Engaged in a U.S. Trade or Business. Enter the number of Forms 5472 attached » ...
8 Check this box if the corporation issued publicly offered debt instruments with original issue discount. . . . . . A & |:|
If checked, the corporation may have to file Form 8281, Information Return for Publicly Offered Original Issue Discount Instruments.
9 Enter the amount of tax-exempt interest received or accrued during the taxyear » $ ___ 18,000,
10 Enter the number of shareholders at the end of the tax year (if 100 or fewer) »
11 If the corporation has an NOL for the tax year and is electing to forego the carryback period, checkhere. . . . . . . . . . . P I:‘
If the corporation is filing a consolidated return, the statement required by Regulations section 1.1502-21(b)(3) must be attached or
the election will not be valid.
12  Enter the available NOL carryover from prior tax years (do not reduce it by any deductiononline29a.) » & ____
13  Are the corporation's total receipts (line 1c plus lines 4 through 10 on page 1) for the tax year and its total assets at the end of the
tax year less than $250,0007 . X
If "Yes," the corporation is not required to complete Schedules L, M-1, and M-2 on page 5. Instead, enter the total amount of cash
distributions and the book value of property distributions (other than cash) made during the tax year. » §
14 |s the corporation required to file Schedule UTP (Form 1120), Uncertain Tax Position Statement (see instructions)? . X
If "Yes," complete and attach Schedule UTP.
15a Did the corporation make any payments in 2011 that would require it to file Form(s) 1099 (see instructions)? . X
b If "Yes," did or will the corporation file all required Forms 10997 . X

Form 1120 (2011)
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Form 1120 (2011) Pet Kingdom, Inc.

11-1111111

Page 5

Balance Sheets per Books Beginning of tax year End of tax year
Assets (a) (b) (c) (d)
1 Cash. : 1,056,000 748,000
2a Trade notes and accounts recelvable 1,815,000 2,021,000
b Less allowance for bad debts . ) 1,815,000 [ ( ) 2,021,000
3 Inventories . ; 3,300,000 3,636,000
4 U.S. government obhgatlons ;
5 Tax-exempt securities (see |nstruct|ons) 330,000 330,000
6 Other current assets (attach schedule) . 385,000 389,445
7 Loans to shareholders . .
8 Mortgage and real estate loans .
9 Other investments (attach schedule) . 990,000 990,000
10a Buildings and other depreciable assets . 4,805,000 4,805,000

b Less accumulated depreciation . 727,000) 4,078,000 [ ( 847,000) 3,958,000
11a Depletable assets .

b Less accumulated depletion . ) 0] ( ) 0
12 Land (net of any amortization) . 715,000 715,000
13a Intangible assets (amortizable only) .

b Less accumulated amortization . ) 0] ( ) 0
14 Other assets (attach schedule) . 123,000 113,000
15 Total assets . . 12,792,000 12,900,445

Liabilities and Shareholders Equlty
16  Accounts payable . . 2,035,000 1,837,000
17 Mortgages, notes, bonds payable in Iess than 1 year .
18 Other current liabilities (attach schedule) . 213,000 184,000
19 Loans from shareholders .
20 Mortgages, notes, bonds payable in 1 year or more . 4,550,000 4,322,000
21 Other liabilities (attach schedule) .
22 Capital stock: a Preferred stock .
b Common stock . 3,000,000 3,000,000 3,000,000 3,000,000
23 Additional paid-in capital . : :
24 Retained earnings—Appropriated (attach schedule) :
25 Retained earnings—Unappropriated . 2,994,000 3,557,445
26 Adjustments to shareholders' equity (attach schedule)
27 Less cost of treasury stock . . ( ) ( )
28 Total liabilities and shareholders' equny 12,792,000 12,900,445
Reconciliation of Income (Loss) per Books With Income per Return
Note: Schedule M-3 required instead of Schedule M-1 if total assets are $10 million or more—see instructions
1 Netincome (loss) per books . 7 Income recorded on books this year not
2 Federal income tax per books . : included on this return (itemize):
3 Excess of capital losses over capital gains . Tax-exemptinterest  § _____________
4 Income subject to tax not recorded on books [\ ..
this year (itemize): b 0
_____________________________________________ 0| 8 Deductions on this return not charged
5 Expenses recorded on books this year not against book income this year (itemize):
deducted on this return (itemize): a Depreciation . . . . $ _____________

a Depreciation . . . . . . . . $ ______________ b Charitable contributions -

b Charitable contributions . . . .8 _____

¢ Traveland entertainment . . . $ |

___________________________________ 0
0f 9 Addlines7and8. 0
6 Add lines 1 through 5 - 0{10 Income (page 1, line 28)—l|ne 6 less line 9 0
Analysis of Unapproprlated Retained Earnings per Books (Line 25, Schedule L)
1 Balance at beginning of year 2,994,000 5 Distributions: a Cash 300,000
2 Netincome (loss) per books . 863,445 b Stock .
3 Other increases (itemize): c Property .
6 Other decreases (itemize):
0] 7 Addlines5and 6 300,000
4 Addlines 1,2 and3 3,857,445 8 Balance atend of year (line 4 less line 7) 3,557,445

Form 1120 (2011)

E-5
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rom 1125-A Cost of Goods Sold

(December 2011)
Department of the Treasury » Attach to Form 1120, 1120-C, 1120-F, 1120S, 1065, and 1065-B.

Internal Revenue Service

OMB No. 1545-2225

Name

Pet Kingdom, Inc.

Employer identification number
11-1111111

N OhA WN =

o

o

Inventory at beginning of year .

Purchases .

Cost of labor .

Additional section 263A costs (attach schedule) . .

Other costs (attach schedule) .

Total. Add lines 1 through 5 .

Inventory atend ofyear. . . . . . . . . . . . L oL
Cost of goods sold. Subtract line 7 from line 6. Enter here and on Form 1120, page 1, line 2
or the appropriate line of your tax return (see instructions) .

Check all methods used for valuing closing inventory:

(i) D Cost

(ii) Lower of cost or market

(iii) D Other (Specify method used and attach explanation.) P
Check if there was a writedown of subnormal goods .

Check if the LIFO inventory method was adopted this tax year for any goods (if checked, attach Form 970) .

If the LIFO inventory method was used for this tax year, enter amount of closing inventory

computedunderLIFO...............................|9d|

e |If property is produced or acquired for resale, do the rules of section 263A apply to the corporation? .
Was there any change in determining quantities, cost, or valuations between opening and closing inventory? If

"Yes," attach explanation .

1 3,300,000
2 3,096,000
3
4
5
6 6,396,000
7 3,636,000
8 2,760,000

|
D Yes No
D Yes No

For Paperwork Reduction Act Notice, see instructions.

(HTA)

Form 1125-A (12-2011)
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SFCHE[:L:IZ-E G Information on Certain Persons Owning the

orm . .

{Form 1129) Corporation's Voting Stock OME No.1545.0128
Department of the Treasury P Attach to Form 1120.

Internal Revenue Service P> See instructions on page 2.

Name Employer identification number (EIN)

Pet Kingdom, Inc. 11-1111111

m Certain Entities Owning the Corporation’s Voting Stock. (Form 1120, Schedule K, Question 4a).
Complete columns (i) through (v) below for any foreign or domestic corporation, partnership (including
any entity treated as a partnership), trust, or tax-exempt organization that owns directly 20% or more, or
owns, directly or indirectly, 50% or more of the total voting power of all classes of the corporation's
stock entitled to vote (see instructions).

(i) Name of Entity (i) Er;z':q{):'g?;:gfahon (iii) Type of Entity (iv) Country of Organization | (v) Percentage Owned in Voting Stock

Certain Individuals and Estates Owning the Corporation’s Voting Stock. (Form 1120, Schedule K,
Question 4b). Complete columns (i) through (iv) below for any individual or estate that owns directly 20%
or more, or owns, directly or indirectly, 50% or more of the total voting power of all classes of the
corporation's stock entitled to vote (see instructions).

- . (iii) Country of .
(i) Name of Individual or Estate (i) Identlfylng Citizenship (see ™ Eerce!‘ltage Owned
Number (if any) instructions) in Voting Stock
Janet Morton 123-45-6789 [United States 50.000%
Kim Wong 987-65-4321  |United States 50.000%

For Paperwork Reduction Act Notice, Schedule G (Form 1120) (Rev. 12-2011)

see the Instructions for Form 1120.
(HTA)
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SCHEDULE M-3 Net Income (Loss) Reconciliation for Corporations OMB No. 1545-0123
(Form 1120) With Total Assets of $10 Million or More
Department of the Treasury » Attach to Form 1120 or 1120-C. 2@1 1
Internal Revenue Service » See separate instructions.
Name of corporation (common parent, if consolidated return) Employer identification number
Pet Kingdom, Inc. 11-1111111

Check applicable box(es): 1) Non-consolidated return 2) |:| Consolidated return (Form 1120 only)

@) [] Mixed 1120/L/PC group @[] Dormant subsidiaries schedule attached

Financial Information and Net Income (Loss) Reconciliation (see instructions)

1a Did the corporation file SEC Form 10-K for its income statement period ending with or within this tax year?
Yes. Skip lines 1b and 1c and complete lines 2a through 11 with respect to that SEC Form 10-K.

No. Go toline 1b. See instructions if multiple non-tax-basis income statements are prepared.

the corporation prepare a certified audited non-tax-basis income statement for that period?

Yes. Skip line 1c and complete lines 2a through 11 with respect to that income statement.

No. Gotoline 1c.

the corporation prepare a non-tax-basis income statement for that period?

Yes. Complete lines 2a through 11 with respect to that income statement.

No. Skip lines 2a through 3c and enter the corporation's net income (loss) per its books and records on line 4a.

2a ter the income statement period: Beginning 1/1/2011 Ending 12/31/2011
b Has the corporation's income statement been restated for the income statement period on line 2a?

Yes. (If "Yes," attach an explanation and the amount of each item restated.)

<12 <12 [

7|

X| No.
¢ Has the corporation's income statement been restated for any of the five income statement periods preceding the period on line 2a?
| | Yes. (If"Yes," attach an explanation and the amount of each item restated.)
z No.
3a s any of the corporation's voting common stock publicly traded?
| | Yes.
7 No. If"No," go to line 4a.

b Enter the symbol of the corporation's primary U.S. publlcly traded voting common
stock. ——1
¢ Enter the nine- dlglt CUSIP number ot the corporatlon s primary publlcly traded votlng
commonstock. . . . . | |
4a Worldwide consolidated net income (|oss) from income statement source |dent|ﬁed in Partl line1. . . . 4a | 863,445

b Indicate accounting standard used for line 4a (see instructions):
M Jeaar  2)[]IFRs  3)[ ] statutory (4)[ ] Tax-basis  (5)[_] Other (spe0|fy)

5a Net income from nonincludible foreign entities (attach schedule) . . . . L 5a | ( )
b Net loss from nonincludible foreign entities (attach schedule and enter as a posmve amount) L 5b
6a Net income from nonincludible U.S. entities (attach schedule) . . . . . B 6a | ( )
b Net loss from nonincludible U.S. entities (attach schedule and enter as a posmve amount) Lo 6b
7a Net income (loss) of other includible foreign disregarded entities (attach schedule) . . . . . . . . . . 7a
b Netincome (loss) of other includible U.S. disregarded entities (attach schedule) . . . . . . . . . . . 7b
¢ Netincome (loss) of other includible entities (attach schedule) . . . . . . 7c
8  Adjustment to eliminations of transactions between includible entities and nomncludlble entltles (attach
schedule) . . . . . e 8
9  Adjustment to reconcne income statement perlod to tax year (attach schedule) e 9
10a Intercompany dividend adjustments to reconcile to line 11 (attach schedule) . . . . . . . . . . . . . [10a
b Other statutory accounting adjustments to reconcile to line 11 (attach schedule) . . . . . . . . . . . 10b
¢ Other adjustments to reconcile to amount on line 11 (attach schedule) . . . . . 10c
1 Net income (loss) per income statement of includible corporations. Comblne Ilnes 4 through 10 R 863,445

Note. Part |, line 11, must equal the amount on Part Il, line 30, column (a), and Schedule M-2, line 2.
12 Enter the total amount (not just the corporation's share) of the assets and liabilities of all entities included or removed on the
following lines.

Total Assets Total Liabilities
12,900,445 6,343,000

Included on Part |, line 4 .
Removed on Part |, line 5 .
Removed on Part |, line 6 .
d Included on Part |, line 7 .

For Paperwork Reduction Act Notice, see the Instructions for Form 1120. Schedule M-3 (Form 1120) 2011
(HTA)

o T o
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Schedule M-3 (Form 1120) 2011

Page 2

Name of corporation (common parent, if consolidated return)
Pet Kingdom, Inc.

Employer identification number

11-1111111

Check applicable box(es):

Check if a sub-consolidated:

2) D Parent corp
(7) D 1120 eliminations

1) D Consolidated group

® [_] 1120 group

(3) D Consolidated eliminations

@[] subsidiary c

orp

(8 [_] Mixed 11201LPC group

Name of subsidiary (if consolidated return)

Employer identification number

Taxable Income per Return (see instructions)

Reconciliation of Net Income (Loss) per Income Statement of Includible Corporations With

OCoONOOGO DA WN-

-

Income (Loss) Items
(Attach schedules for lines 1 through 11)

Income (loss) from equity method foreign corporations .

Gross foreign dividends not previously taxed .
Subpart F, QEF, and similar income inclusions .
Section 78 gross-up .

Gross foreign distributions prewously taxed .
Income (loss) from equity method U.S. corporations .
U.S. dividends not eliminated in tax consolidation .
Minority interest for includible corporations .

Income (loss) from U.S. partnerships .

Income (loss) from foreign partnerships .

Income (loss) from other pass-through entities .
Items relating to reportable transactions (attach
details) .

Interest income (attach Form 8916 A)

Total accrual to cash adjustment .

Hedging transactions .

Mark-to-market income (loss) . . .

Cost of goods sold (attach Form 8916 A)

Sale versus lease (for sellers and/or lessors) .
Section 481(a) adjustments .

Unearned/deferred revenue . . .
Income recognition from long-term contracts
Original issue discount and other imputed interest .
Income statement gain/loss on sale, exchange,
abandonment, worthlessness, or other disposition of
assets other than inventory and pass-through entities .
Gross capital gains from Schedule D, excluding
amounts from pass-through entities .

Gross capital losses from Schedule D, excludlng
amounts from pass-through entities, abandonment
losses, and worthless stock losses .

Net gain/loss reported on Form 4797, line 17
excluding amounts from pass-through entities,
abandonment losses, and worthless stock losses .
Abandonment losses .

Worthless stock losses (attach deta|ls)

Other gain/loss on disposition of assets other than inventory .
Capital loss limitation and carryforward used.

Other income (loss) items with differences (attach schedule) .

Total income (loss) items. Combine lines 1 through 25 .
Total expense/deduction items (from Part Ill, line 38) .
Other items with no differences .

Mixed groups, see instructions. All others, comblne
lines 26 through 28 .

PC insurance subgroup reconcmatlon totals

Life insurance subgroup reconciliation totals .

Reconciliation totals. Combine lines 29a through 29c .

(a) (b) (c) (d)
Income (Loss) per Temporary Permanent Income (Loss)
Income Statement Difference Difference per Tax Return

42,000 ( 18,000) 24,000

(_ 2,760,000) (2,760,000
(2,718,000 ol ¢ 18,000 ( 2,736,000)
( 908,055)[ ( 45,000) 482,055 | ( 471,000)
4,489,500 4,489,500
863445 | ( 45,000) 464,055 1,282,500
863,445 | ( 45,000) 464,055 1,282,500

Note. Line 30, column (a), must equal the amount on Part |, line 11, and column (d) must equal Form 1120, page 1, line 28.

Schedule M-3 (Form 1120) 2011

E-9
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Appendix E — Solutions to Research Problems

Schedule M-3 (Form 1120) 2011

Page 3

Name of corporation (common parent, if consolidated return)
Pet Kingdom, Inc.

Employer identification number

11-1111111

Check applicable box(es):

Check if a sub-consolidated:

(v |:| Parent corp

(7 [_] 1120 eliminations

(1) D Consolidated group

©[_] 1120 group

(3) |:| Consolidated eliminations

(4) D Subsidiary corp

(8 [_] Mixed 11201LPC group

Name of subsidiary (if consolidated return)

Employer identification number

Reconciliation of Net Income (Loss) per Income Statement of Includible Corporations With Taxable
Income per Return—Expense/Deduction Items (see instructions)

a; b’ C d
Expense/Deduction Items Expe(ns)e per Tem(p;rary Perrga)nen( Dedut(:tiznn per
Income Statement Difference Difference Tax Return
1 U.S. current income tax expense . 423,555 ( 423,555)
2 U.S. deferred income tax expense . g
3 State and local current income tax expense .
4 State and local deferred income tax expense .
5 Foreign current income tax expense (other than
foreign withholding taxes) . .
6 Foreign deferred income tax expense .
7 Foreign withholding taxes .
8 Interest expense (attach Form 8916- A) 271,500 ( 10,500) 261,000
9 Stock option expense .
10 Other equity-based compensatlon
11 Meals and entertainment .
12 Fines and penalties .
13 Judgments, damages, awards and S|mllar costs
14 Parachute payments .
15 Compensation with section 162(m) I|m|tat|on
16 Pension and profit-sharing .
17  Other post-retirement benefits .
18 Deferred compensation .
19 Charitable contribution of cash and tanglble
property . . 45,000 45,000
20 Charitable contrlbutlon of mtanglble property
21 Charitable contribution limitation/carryforward .
22 Domestic production activities deduction .
23 Current year acquisition or reorganization
investment banking fees .
24 Current year acquisition or reorganlzatlon IegaI and
accounting fees . .
25 Current year acqwsmon/reorganlzatlon other costs .
26 Amortization/impairment of goodwill .
27 Amortization of acquisition, reorganization, and
start-up costs . .
28 Other amortization or |mpa|rment wnte-offs
29 Section 198 environmental remediation costs .
30 Depletion .
31 Depreciation . 120,000 45,000 165,000
32 Bad debt expense . .
33 Corporate owned life insurance premlums 48,000 ( 48,000)
34 Purchase versus lease (for purchasers and/or
lessees) . .
35 Research and development costs
36 Section 118 exclusion (attach schedule) .
37 Other expense/deduction items with differences
(attach schedule) . .
38 Total expense/deduction |tems Comblne Ilnes 1
through 37. Enter here and on Part Il line 27,
reporting positive amounts as negative and
negative amounts as positive . 908,055 45,000 | ( 482,055) 471,000

Schedule M-3 (Form 1120) 2011
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Form 1 1 25'E

(December 2011)

Department of the Treasury
Internal Revenue Service

Compensation of Officers

» Attach to Form 1120, 1120-C, 1120-F, 1120-RIC.
P See separate instructions.

E-11

OMB No. 1545-2225

Name
Pet Kingdom, Inc.

Employer identification number
11-1111111

Note. Complete Form 1125-E only if total receipts are $500,000 or more. See instructions for definition of total receipts.

(c) Percent of

() Name of officer (6) Socialsecurty number | tme devoled o (d)PCe;rC:n:L:f Sto(zl; ::Ver:ied C‘g r:ptﬁ:;‘;g;
1 Janet Morton 123-45-6789 100.00% 50.00% % 315,000
Kim Wong 987-65-4321 100.00% 50.00% % 315,000
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
% % %
2 Total compensation of officers . 2 630,000
3 Compensation of officers claimed on Form 1125-A or elsewhere on return . 3
4 Subtract line 3 from line 2. Enter the result here and on Form 1120, page 1, line 12 or the
appropriate line of your tax return . 4 630,000

For Paperwork Reduction Act Notice, see separate instructions.

(HTA)

Form 1125-E (12-2011)
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on 8916-A

Department of the Treasury
Internal Revenue Service

Supplemental Attachment to Schedule M-3

» Attach to Schedule M-3 for Form 1065, 1120, 1120-L, 1120-PC, or 1120S.

OMB No. 1545-2061

2011

Name of common parent

Pet Kingdom, Inc.

Employer identification number

11-1111111

Name of subsidiary

Employer identification number

Cost of Goods Sold

Cost of Goods Sold Items

(@)
Expense per
Income Statement

(b)
Temporary
Difference

(c)
Permanent
Difference

(d)
Deduction per
Tax Return

Amounts attributable to cost flow assumptions .

Amounts attributable to:

Stock option expense .

Other equity based compensation .

Meals and entertainment .

Parachute payments .

Compensation with section 162(m) limitation .
Pension and profit sharing .

Other post-retirement benefits .

Deferred compensation .

Section 198 environmental remediation costs .

Amortization .

Depletion .

Depreciation .

Corporate owned life insurance premiums .
Other section 263A costs .

Inventory shrinkage accruals .

Excess inventory and obsolescence reserves .

Lower of cost or market write-downs .

Other items with differences (attach schedule) .

Other items with no differences .

Total cost of goods sold. Add lines 1 through 7, in

columnsa,b,c,andd. . . . . . . . . .

2,760,000

2,760,000

2,760,000

0 2,760,000

For Paperwork Reduction Act Notice, see page 4.

(HTA)

Form 8916-A (2011)



Form 8916-A (2011)
Part Il

Appendix E — Solutions to Research Problems

Pet Kingdom, Inc.

E-13

11-1111111 Page 2

Interest Income

Interest Income Item

(@)
Income (Loss) per
Income Statement

(b)
Temporary
Difference

(c)
Permanent
Difference

(d)
Income (Loss) per
Tax Return

Tax-exempt interest
income

18,000

-18,000

Interest income from hybrid
securities

Sale/lease interest income

4a

Intercompany interest
income — From outside tax
affiliated group

4b

Intercompany interest
income — From tax affiliated

group

Other interest income

24,000

24,000

Total interest income. Add
lines 1 through 5. Enter total
on Schedule M-3 (Forms

1120, 1120-PC, and 1120-L),

Part Il, line 13 or Schedule
M-3 (Forms 1065 and
1120S) Part Il, line 11.

42,000

-18,000

24,000

- lid||l Interest Expense

Interest Expense ltem

(@)
Expense per Income
Statement

(b)
Temporary
Difference

(c)
Permanent
Difference

(d)

Deduction per Tax Return

Interest expense from hybrid
securities

Lease/purchase interest
expense

3a

Intercompany interest
expense — Paid to outside
tax affiliated group

3b

Intercompany interest
expense — Paid to tax
affiliated group

Other interest expense

271,500

-10,500

261,000

Total interest expense. Add
lines 1 through 4. Enter total
on Schedule M-3 (Form
1120) Part Ill, line 8;
Schedule M-3 (Forms 1120-
PC and 1120-L), Part lIl, line
36; Schedule M-3 (Form
1065) Part Ill, line 27; or
Schedule M-3 (Form 1120S)
Part Ill, line 26.

271,500

-10,500

261,000

Form 8916-A (2011)
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Pet Kingdom, Inc.

Line 6, Sch L (1120) - Other Current Assets

11-1111111

Beginning End
1 Certificates of deposit 1 385,000 385,000
2 Prepaid Federal Tax 2 4,445
3 Total other current assets . 3 385,000 389,445
Line 9, Sch L (1120) - Other Investments

Beginning End
1 Stock Investment 1 990,000 990,000
2 Total other investments . . .2 990,000 990,000
Line 14, Sch L (1120) - Other Assets

Beginning End
1 Other Assets 1 123,000 113,000
2 Total other assets . . 2 123,000 113,000

© 2011 CCH Small Firm Services. All rights reserved.
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Problem 2 - By the Numbers Form 1120 Corporate Tax Return

1120

Department of the Treasury

internal Revenue Seivice

U.S. Corporation Income Tax Return

, ending

E-15

OMB No. 1545-0123

2011

A Check if: Name B Employer idlentification number
1a Consolidated return
(attach Form 851) . . [_| By the Numbers, Inc. 11-1111111
b Life/nonlife consoli- TYPE Number, street, and room or suite no. If a P.O. box, see instructions. C Date incorporated
dated return. . . . OR
2 Personal holding co. PRINT 1001 N. Main Street 8/8/2005
(attach Sch. PH) . . . City or town State ZIP code D Total assets (see instructions)
3 Personal service corp.
(see instructions) . . Los Angeles CA 90012 $ 396,310]
4  Scheduie M-3 attached E, E Checkif. (1) ':, initial return ':, inal retur (3‘,':‘, Naime change (4) E Address change
1a Merchant card and third-party payments. For 2011, enter -0- . 1a 0
b Gross receipts or sales not reported on line 1a (see instructions) . 1b 530,000
¢ Total. Add lines 1a and 1b . 1c 530,000
d Returns and allowances plus any other adjustments (see |nstruct|ons) 1d
e Subtract line 1d from line 1c . ¢ 1e 530,000
2 Cost of goods sold from Form 1125-A, Ime 8 (attach Form 1125 A) 2
g 3 Gross profit. Subtract line 2 from line 1e . 3 530,000
] 4 Dividends (Schedule C, line 19) . 4
£ | 5 Interest. 5
6 Grossrents . 6
7 Gross royalties . 7
8 Capital gain net income (attach Schedule D (Form 1120)) . 8
9 Net gain or (loss) from Form 4797, Part Il line 17 (attach Form 4797) . 9
10  Other income (see instructions—attach schedule) . 10
11 __ Total income. Add lines 3 through 10 . .. AL 530,000
_. | 12 Compensation of officers from Form 1125-E, line 4 (attach Form 1125 E) > 12 250,000
13  Salaries and wages (less employment credits) . 13 55,000
14 Repairs and maintenance . 14 8,500
15 Bad debts . 15
c | 16 Rents. 16 4,100
S 117 Taxesand Ilcenses 17 45,470
18 Interest. .. 18 12,800
19 Charitable contr|but|ons 19 2,000
= | 20 Depreciation from Form 4562 not clalmed on Form 1125 A or elsewhere on return (attach Form 4562) 20 22,400
€ | 21  Depletion . 21
22 Advertising . 22 19,300
23 Pension, profrt-sharmg etc plans 23 25,000
% | 24 Employee benefit programs . 24 16,900
g, 25 Domestic production activities deductlon (attach Form 8903) 25
© | 26 Other deductions (attach schedule) . 26 55,200
2 | 27 Total deductions. Add lines 12 through 26 . FE »| 27 516,670
% 28 Taxable income before net operating loss deduction and speC\al deductlons Subtract I\ e 27 from line 11 . . 28 13,330
.g 29a Net operating loss deduction (see instructions) . 293| |
3 b Special deductions (Schedule C, line 20) . 20b | [
c_Add lines 29a and 29b . 29c 0
P 30 Taxable income. Subtract line 29¢c from Ilne 28 (see mstructrons) 30 13,330
3 P 31 Total tax (Schedule J, Part |, line 11) . 3 4,666
;’ E 32 Total payments and refundable credits (Schedule J, Part II lrne 21) R 32 5,000
%E 33 Estimated tax penalty (see instructions). Check if Form 2220 is attached . . >|:] 33
22| 34 Amount owed. If line 32 is smaller than the total of lines 31 and 33, enter amount owed 34 0
';- ° 35 Overpayment. If line 32 is larger than the total of lines 31 and 33, enter amount overpaid . e 35 334
i 36 Enter amount from line 35 you want: Credited to 2012 estimated tax Refunded P | 36 334

Under penalties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and to the best of my knowledge and belief, it is true, correct,
and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.

Slg n | May the IRS discuss this return with
Here } } the preparer shown belovﬁee
Signature of officer Date Title instructions)? l:l Yes[ X] No
Print/Type preparer's name Preparer's signature Date Check I:l if PTIN
Paid SELF-PREPARED RETURN self-employed
Preparer Firm's name  » Firm's EIN »
Use 0n|y Firm's address » Phone no.
City State ZIP code

For Paperwork Reduction Act Notice, see separate instructions.

(HTA)

Form 1120 (2011)



