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Krispy Kreme’s 2001 taxes 

Use the excerpts from Krispy Kreme Doughnuts, Inc. income statement and income tax footnote to answer the following questions regarding Krispy Kreme’s income tax position.

1. Use the effective tax rate reconciliation to determine Krispy Kreme’s combined state and federal tax rate. If the federal tax rate is 35%, what average state tax rate do they face? 

2. Use the effective tax rate reconciliation to estimate Krispy Kreme’s permanent differences for 2001. Did these differences increase or decrease Krispy Kreme’s taxable income (compared to its pretax book income)?

3. Use the income tax provision to estimate Krispy Kreme’s temporary differences for 2001. Did these differences increase or decrease Krispy Kreme’s taxable income (compared to its pretax book income)?

4. What are the major (over $1 million) components of Krispy Kreme’s deferred tax assets and liabilities? 

5. What is the relation between Krispy Kreme’s  2001 deferred tax expense and its net deferred tax liability?

KRISPY KREME DOUGHNUTS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

IN THOUSANDS

JAN. 28, 2001

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

Total revenues            



    $ 300,715

Operating expenses      




250,690

General and administrative expenses  


 20,061

Depreciation and amortization expenses   


  6,457

---------

Income (loss) from operations  



 23,507

Interest income    





  2,325

Interest expense 






   (607)

Equity loss in joint ventures 



   (706)

Minority interest  





   (716)

Loss on sale of property and equipment  


    (20)

---------

Income (loss) before income taxes 



 23,783

Provision (benefit) for income taxes


  9,058

---------

Net income (loss) 





$14,725

=========
9.       INCOME TAXES

THE COMPONENTS OF THE PROVISION (BENEFIT) FOR FEDERAL AND STATE INCOME TAXES ARE

SUMMARIZED AS FOLLOWS:

IN THOUSANDS

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

YEAR ENDED 






JAN. 28, 2001

----------                              


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

Currently payable                              

   $ 7,390

Deferred                                       

     1,668

 







    -------

   $ 9,058

                                                                =======

A RECONCILIATION OF THE STATUTORY FEDERAL INCOME TAX RATE WITH THE COMPANY'S

EFFECTIVE RATE IS AS FOLLOWS:

                                                                                                         IN THOUSANDS                                                                 

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

YEAR ENDED                       


JAN. 28, 2001

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

Federal taxes at statutory rate                 
    $ 8,321

State taxes, net of federal benefit              
        673

Other                                                        64

                                                         -------

                                              
    $ 9,058

                                               
    =======

THE NET CURRENT AND NON-CURRENT COMPONENTS OF DEFERRED INCOME TAXES RECOGNIZED IN THE BALANCE SHEET ARE AS FOLLOWS:

IN THOUSANDS                                                                                   ----------------------------------

YEAR ENDED                                JAN. 30, 2000        JAN. 28, 2001

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

Net current assets




$ 3,500            $ 3,809

Net non-current assets (liabilities)

  1,398               (579)

-------             -------
                                                  $ 4,898            $ 3,230

=======             =======

THE TAX EFFECTS OF THE SIGNIFICANT TEMPORARY DIFFERENCES WHICH COMPRISE THE

DEFERRED TAX ASSETS AND LIABILITIES ARE AS FOLLOWS:

IN THOUSANDS

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

YEAR ENDED                        
JAN. 30, 2000        JAN. 28, 2001

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

ASSETS

Compensation deferred (unpaid) 

$   738             $   826

Accrued group insurance                       352                 290

Other long-term obligations                   509                 592

Accrued insurance                           1,097                 732

Accrued restructuring expenses              2,042               1,570

Accrued store closings and 

impairment expenses                           528                  76

Deferred revenue                              249                 776

Accounts receivable                           503                 456

Inventory                                     236                 397

Charitable contributions carryforward         835                 420

State NOL carryforwards                       895                 895

Other 





    597                 928

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

Gross deferred tax assets                   8,581               7,958

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

LIABILITIES

Property and equipment                  
  3,343               4,279

Prepaid VEBA contribution                     232                 266

Prepaid expenses                              108                 183

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

Gross deferred tax liabilities              3,683               4,728                                                                                       




            -------

  -------

Net asset 





$ 4,898             $ 3,230

                                          =======             =======

