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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.  
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Kentucky Taxpayer Service Centers
 
 

FORMS 
Operations and Support 
Services Branches 
501 High Street 
Frankfort, KY  40620 

INFORMATION 
Refund Inquiries: (502) 564-1600 
Forms & Information via internet:  
www.revenue.ky.gov 

(502) 564-3658 

 
KENTUCKY TAXPAYER SERVICE CENTERS 

 
Ashland Louisville
134 16th Street 600 West Cedar Street
Ashland, KY 41101-7670 Second Floor West
(606)920-2037 Louisville, KY 40202-2310

(502) 595-4512
Bowling Green
201 West Professional Park Court Northern Kentucky
Bowling Green, KY 42104-3278 Turfway Ridge Office Park
(270) 746-7470 7310 Turfway Road, Suite 190

Florence, KY 41042-4871
Central Kentucky (859) 371-9049
501 High Street
Frankfort, KY 40620 Owensboro
(502) 564-4581 401 Frederica Street

Building C, Suite 201
Owensboro, KY 42301

Corbin (270) 687-7301
15100 North US 25 E, Suite 2
Corbin, KY 40701-6188 Paducah
(606) 528-3322 Clark Business Complex, Suite G

2928 Park Avenue
Hopkinsville Paducah, KY 42001-0734
181 Hammond Drive (270) 575-7148
Hopkinsville, KY 42240-7926
(270) 889-6521 Pikeville

Uniplex Center
126 Trivette Drive, Suite 203
Pikeville, KY 41501-1275
(606) 433-7675

 
 

 
 

Kentucky Department of Revenue 
Mission Statement 

 
As part of the Finance and Administration Cabinet, the mission of the Kentucky Department of 
Revenue is to administer tax laws, collect revenue, and provide services in a fair, courteous, and 
efficient manner for the benefit of the Commonwealth and its citizens. 
  
The Kentucky Department of Revenue does not discriminate on the basis of race, color, national 
origin, sex, religion, age or disability in employment or the provision of services. 
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As part of the Finance and Administration 
Cabinet the mission of the Kentucky 
Department of Revenue (DOR) is to 
administer tax laws, collect revenue, and 
provide services in a fair, courteous, and 
efficient manner for the benefit of the 
Commonwealth and its citizens. As a 
Kentucky taxpayer, you have the right to 
expect the DOR to honor its mission and 
uphold your rights every time you contact 
or are contacted by the DOR. 
 

RIGHTS of TAXPAYER 
 
Privacy – you have the right to privacy of 
information provided to the DOR. 
 
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 with 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 
request a conference to discuss the issue. 
 

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 conference or hearing in your 
place, you may be required to give your 
representative a power of attorney before 
the DOR can discuss tax matters with your 
authorized agent.  
 
Recordings – you have the right to make 
an audio recording of any meeting, 
conference, or hearing with the DOR. The 
DOR has the right to make an audio 
recording, if you are notified in writing in 
advance or if you make a recording. You 
have the right to receive a copy of the 
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; 
• waiver of interest and penalties, but not 
taxes, resulting from incorrect written 
advice from the DOR if all facts were 
given and the law did not change or the 
courts did not issue a ruling to the 
contrary; 
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• extension of time for filing reports or 
returns; and  
• payment of charges incurred resulting 
from an erroneous filing of a lien or levy 
by the DOR. 
 
Guarantee – you have the right to a 
guarantee that DOR employees are not 
paid, evaluated or promoted based on 
taxes assessed or collected, or a tax 
assessment or collection quota or goal 
imposed or suggested. 
 
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 may have the right to 
receive interest on an overpayment of 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 if 
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; 
• notify you in writing when an erroneous 
lien or levy is released and, if requested, 
notify major credit reporting companies in 
counties where lien was filed; 
• 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 or judgment lien has been 
filed. 
 

YOUR RIGHTS as a 
KENTUCKY TAXPAYER 
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: 
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• 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. 
 
Independent Informal Review – you 
have the right to request an independent 
informal review. 
 
Conference – you have the right to 
request a conference to discuss the issue. 
 
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 their 
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 finally to the 
Kentucky Supreme Court). 
 

TAXPAYER OMBUDSMAN 
 

The DOR has a Taxpayer Ombudsman 
whose job is to serve as an advocate for 
taxpayers’ rights. One of the main 
functions of the Ombudsman is to ensure 
that your rights as a Kentucky taxpayer are 
protected. Also, an important function of 
the Taxpayer Ombudsman 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 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 Taxpayer Ombudsman 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 for assistance.  The Taxpayer 
Ombudsman may be contacted by 
telephone at (502) 564-7822 (between 
8:00 a.m. and 5:00 p.m. weekdays). The 
mailing address is: Department of 
Revenue, Taxpayer Ombudsman, P.O. 
Box 930, Frankfort, Kentucky 40602-
0930. 
 
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 
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tax questions and provide assistance.  See 
the quick reference guide for a listing of 
the Kentucky taxpayer service centers. 
The DOR has an online taxpayer service 
center where you can download forms, 
publications, and obtain general 
information about the department. The 
Web address is www.revenue.ky.gov. 
 
This information 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. 
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ELECTRONIC COMMERCE 

 
Individual Income Tax Returns – 
Several law changes were enacted to 
mandate or permit an increase to the 
number of tax returns filed electronically. 
Tax return preparers that file more than 10 
individual income tax returns will be 
required to file their clients’ returns 
electronically. The mandate will first apply 
to 2010 individual income tax returns due 
on April 15, 2011 and follows a federal 
return mandate enacted by Congress in 
2009. 
 
Business Tax Returns for Non-Road 
Fund Taxes – Electronic returns and 
corresponding electronic payment of tax 
due may be mandated for various business 
taxes via the promulgation of 
Administrative regulations. Any new 
business tax electronic filing mandate 
beyond specific tax guidelines included in 
this legislation will not be imposed on 
taxpayers or tax return preparers until an 
administrative regulation approved by the 
General Assembly promulgates the rules for 
complying with the mandate. 
 
 
 
 

Road Fund Taxes – For tax periods 
beginning on or after Aug. 1, 2010, motor 
fuel transporters required to file a monthly 
return under the provisions of Kentucky 
Revised Statute KRS 138.260 are required 
to file the return electronically. KRS 
138.464 was amended to close 120 bank 
accounts established in statute for the 
County Clerks to use in the collection of 
motor vehicle usage tax. Eliminating these 
designated bank accounts will simplify the 
clerks’ daily deposit and reconciliation 
processes (HB 319). 
 

ENERGY RELATED TAX 
INCENTIVES 

 
Energy Efficient Homes and Energy 
Efficient Products Income Tax 
Credits – KRS 141.435, 141.436, 
141.437 and 141.0205 were repealed and 
re-enacted to ensure that the language 
passed in 2008 Regular Session House Bill 2 
was properly enacted in the Kentucky 
Revised Statutes. Several other nontax 
related statutes were repealed and re-
enacted for the same purpose. The energy 
efficient homes credit (KRS 141.437) and 
energy efficient products credit KRS 
141.436) remain effective for taxable years 
beginning after Dec. 31, 2008 and before 
Jan.1, 2016 (HB 240). 
 

 
This 2010 legislative summary presents only general information concerning tax provisions 
enacted by the General Assembly during the 2010 Regular Session and does not represent a 
complete analysis of the law changes.  The 2010 Regular Session did not result in any major 
tax changes, but tax changes were made and more of the changes will be effective during 
2010.  Full text of the enacted bills is available on the legislative home page at www.Irc.ky.gov. 
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Incentives for Energy Independence 
– KRS 154.27 and KRS 143.024 were 
amended to allow an expansion of the 
provisions of the Incentives for Energy 
Independence to apply to an energy 
efficient alternative fuel facility newly 
constructed on or after Aug. 30, 2010, or 
an existing facility located in Kentucky that 
is retrofitted or upgraded on or after Aug. 
30, 2010. The new construction, retrofit or 
upgrade must produce energy efficient 
alternative fuels. Energy-efficient 
alternative fuels are homogeneous fuels that 
are produced from processes designed to 
densify feedstock coal, waste coal, or 
biomass resources. The energy-efficient 
alternative fuels must have an energy 
content that is greater than the feedstock 
used in their production. An approved 
company under these incentives may qualify 
for sales and use tax, coal severance tax, 
income tax, limited liability entity tax or 
wage assessment fee incentives (HB 552). 
 
KRS 152.715 and 154.27 were amended 
and a new section of KRS Chapter 143A 
was created to expand the provisions of the 
Incentives for Energy Independence Act to 
include facilities newly constructed or 
retrofitted on or after Aug. 1, 2010 that 
produce alternative transportation fuels 
using natural gas or natural gas liquids as the 
primary feedstock, and in which a 
minimum capital investment of $1 million 
is made. An approved company under these 
incentives may qualify for sales and use tax, 
natural gas severance tax, income tax, 
limited liability entity tax or wage 
assessment fee incentives (HB 589). 

KENTUCKY RURAL 
ECONOMIC DEVELOPMENT 
ACT (KREDA) INCENTIVES 

 
Effective July 14, 2010, KRS 154.22-050 
was amended to allow approved companies 
under the KREDA incentive program to 
apply to the Kentucky Economic 
Development Financing Authority 
(KEDFA) to extend the length of the 
project agreement term from 15 years up 
to 25 years. If an extension is granted, 
KEDFA cannot increase the maximum 
amount of incentives established by the 
existing tax incentive agreement. To qualify 
for the extension, the approved company 
has to meet the following requirements: 
• Agrees to an additional investment or the 
creation of additional jobs;  
• Consolidates operations, facilities or 
services currently located in another state 
to the Kentucky facility; and 
• Has used less than 60 percent of the 
inducements awarded under the tax 
incentive agreement at the time the 
extension is granted. The KREDA tax 
incentives are income tax credits, limited 
liability entity tax credits and wage 
assessment fees (HB287). 
 

SALE of DELINQUENT 
PROPERTY TAX BILLS 

 
Various property tax statutes were 
amended to clarify and expand upon the 
provisions enacted in 2009 Regular Session 
HB 262 which permits the sale of 
delinquent property tax bills to third 
parties. The changes made include the 
following: 
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• Adds the sale of delinquent oil and gas and 
unmined coal property tax bills to the types 
of delinquent property tax bills that may be 
sold to third parties; 
• Provides procedures to prevent the sale of 
a certificate of delinquency that is involved 
in bankruptcy or some other litigation 
initiated by the county attorney; 
• Provides the proper steps to issue a refund 
to a third party, if necessary; 
• Clarifies the base for the calculation of 
interest on certificates of delinquency; and 
• Allows third party purchasers to enter 
into payment plans with taxpayers. 
These legislative changes will apply to sales 
of delinquent property tax bills occurring in 
2010. (HB 298) 
 

PARI-MUTUEL TAX 
 
Various sections of the pari-mutuel tax 
statutes were amended to accomplish the 
following: 
• Effective July 14, 2010, creates a new 
section of KRS Chapter 230 to create the 
Kentucky quarter horse, appaloosa and 
Arabian development fund; and  
• Requires the sponsor of an international 
horse racing event held in the 
Commonwealth in 2010 to contract on a 
date specific to conduct that same event in 
Kentucky in 2011 or 2012 in order for 
wagers associated with the 2010 event to 
qualify for a pari-mutuel tax exemption. 
The additional contractual agreement must 
be in place by Nov. 4, 2010 (HB 347). 
 
 
 

ADMINISTRATIVE 
REGULATIONS 

 
Effective July 14, 2010, KRS 131.130 was 
amended to allow DOR to include 
examples as part of an administrative 
regulation, and to allow those examples to 
include demonstrative, non-exclusive lists 
(SB 158). 
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TAX LAW CHANGES in 

HOUSE BILL 2 
 

 
 

Expedited Protest Resolution – An 
expedited protest resolution program was 
signed into law by Gov. Beshear on June 
4, 2010. Any notice of tax due (tax bill) 
that as of Jan. 19, 2010 has been properly 
protested under Kentucky Revised 
Statute KRS 131.110, not been the 
subject of a final ruling letter and not 
been the subject of collections action is 
eligible. A taxpayer may pay 100 percent 
of the tax due on eligible bills and be 
absolved from owing penalty and interest 
on those bills. Payment of 100 percent of 
the tax due on eligible bills must be made 
by the close of business on July 30, 2010 
in order to qualify. The DOR has sent a 
letter to taxpayers with bills that have 
been identified as being eligible under this 
program. This program should not be 
confused with previous tax amnesty 
programs. This is not a tax amnesty 
program, but rather a program to 
expedite resolution of the Jan. 19, 2010 
inventory of tax bill protests. 
 
Individual Income Tax New Home 
Tax Credit – The new home tax credit 
provided by KRS 141.388 has been 
extended to Dec. 31, 2010. The credit 
cap has been lowered from $25 million to 

$15 million. Qualified buyer is now defined 
as “a resident who purchases a qualified 
principal residence.” Qualified buyers 
who purchased a qualified principal 
residence between Nov. 7, 2009 and June 
4, 2010 have until July 6, 2010 to fax an 
application for approval. Homeowners 
who purchased a home between these 
dates may qualify for this credit even if 
they also qualified for the federal 
homebuyer credit. Qualified buyers that 
purchase a qualified principal residence 
outside of the above referenced dates are 
still required to fax the application for 
approval within seven (7) calendar days 
from the date of purchase. The fax 
number is (502) 564-3706. Additional 
questions regarding the changes to the 
credit may be answered by calling the 
Individual Income Taxpayer Assistance 
Section at (502) 564-4581 or using the 
Live Help service available on the main 
page of our Web site at 
www.revenue.ky.gov. 
 
Individual and Corporation 
Income Tax – Domestic Production 
Activities Deduction – For taxable 
years beginning on or after Jan. 1, 2010, 
the amount of the domestic production 

 
This 2010 Special Session legislative summary presents only general information concerning 
tax provisions enacted by the General Assembly during the 2010 Special Session and does 
not represent a complete analysis of the law changes. Changes were made to HB 2.  Full text 
of the enacted bill is available on the legislative home page at www.lrc.ky.gov. 
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activities deduction (DPAD) for 
Kentucky income tax returns will be 6 
percent as allowed in Section 199(a)(2) of 
the Internal Revenue Code (IRC) for 
taxable years beginning before Jan. 1, 
2010. Thus, Kentucky does not recognize 
the 9 percent DPAD calculation rate 
allowed for federal income tax returns 
filed for taxable years beginning on or 
after Jan. 1, 2010. 
 
Individual and Corporation 
Income Tax Pass-through Entity 
Withholding Estimated Payments –  
Effective for taxable years beginning after 
Dec. 31, 2011, every pass-through entity 
required to withhold Kentucky income 
tax from nonresident individual partners, 
members or shareholders and corporate 
partners or members doing business in 
Kentucky only through its ownership 
interest in a pass-through entity, must 
make estimated payments. The estimated 
payments are due under the same 
estimated payment installment rules 
provided for individuals under the 
provisions of KRS 141.305 and for 
corporations under KRS 141.044. 
 
Motor Vehicle Usage Tax – The new 
car trade-in allowance was extended to 
June 30, 2011. The cap for the trade-in 
allowance remains at $25 million. 
 
Income and Limited Liability Entity 
Taxes – Film Industry Tax Credit – 
The film industry tax incentives provided 
in KRS 141.383 and 148.542 to 148.546 
were amended to establish a cap of $5 
million for the fiscal year 2010-2011, and 
$7.5 million for the fiscal year 2011-

2012. The cap was codified in KRS 
148.546(3)(b). 
 
Income and Limited Liability Entity 
Taxes – Kentucky Reinvestment 
Act Credit – The Kentucky 
Reinvestment Act credit, provided by 
KRS 154.34-120, was amended for any 
approved company which receives 
preliminary approval on or after Feb. 1, 
2010 to limit the amount of incentives 
allowed in any year to not exceed the 
lesser of the tax liability of the approved 
company related to the reinvestment 
project for that taxable year or 20 percent 
of the total amount of the approved costs. 
 
Income and Limited Liability Entity 
Taxes – Small Business 
Development Credit Program – The 
Small Business Development Credit 
Program authorized by KRS 154.60-020 
and KRS 141.384 was amended to allow 
the credit to apply to taxable years 
beginning after Dec. 31, 2010 instead of 
taxable years beginning after Dec. 31, 
2011. The definition of base year for 
purposes of the credit computation was 
changed to the first full year of operation 
that begins on or after Jan. 1, 2009 and 
before Jan. 1, 2010. 
 
Income and Limited Liability Entity 
Taxes – Endow Kentucky Tax 
Credit – Effective for taxable years 
beginning on or after Jan. 1, 2011, the 
Endow Kentucky Tax Credit was created 
to encourage donations to community 
foundations across the Commonwealth. 
KRS 141.438 was created to allow a 
nonrefundable income tax and limited 
liability entity tax credit of 20 percent of 
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the value of the endowment gift, not to 
exceed $10,000. Unused credit may be 
carried forward for use in a subsequent 
taxable year, for a period not to exceed 
five years. The total amount of credit that 
may be awarded by the DOR in each 
fiscal year is $500,000. An application for 
preliminary authorization for the credit 
must be submitted to the DOR. The new 
application form is currently under 
development. If preliminary approval is 
received from the department, the 
taxpayer must make an endowment gift 
within 30 days of preliminary approval to 
a qualified community foundation, 
county-specific component fund, or 
affiliate community foundation which has 
been certified by the Endow Kentucky 
Commission created by KRS Chapter 
147A. The taxpayer has ten days after 
making the gift to provide the department 
with proof of the gift. If the proof is then 
approved, the department will issue a 
final tax credit letter to the taxpayer. 
 
Income, Limited Liability Entity 
and Insurance Premiums Taxes –
New Markets Development 
Program Tax Credit – The New 
Markets Development Program Tax 
Credit (NMDPTC) was created in KRS 
141.432 to 141.434 to encourage 
taxpayer investment in low-income 
communities. A taxpayer that makes a 
qualified equity investment in a qualified 
community development entity may be 
eligible for a credit that may be taken 
against the corporation income tax, 
individual income tax, insurance 
premiums taxes and limited liability 
entity tax. The qualified community 
development entity must first submit an 

application to the DOR and once 
approved, the qualified community 
development entity may issue a long-term 
debt security or receive an equity 
investment that will result in eligible 
credit. The person or entity actually 
making the loan or making the equity 
investment will be able to claim a credit, 
subject to a $5 million credit cap each 
fiscal year. The total credit computation 
is 39 percent of the purchase price or loan 
amount, broken down as follows for each 
of the next seven years beginning with the 
date on which the equity investment is 
initially made: 
• 0 percent of the purchase price or loan 
amount may be taken in the first two 
years including the year in which the 
investment is initially made; 
• 7 percent of the purchase price or loan 
amount may be taken in the third year 
including the year in which the 
investment is initially made; and, 
• 8 percent of the purchase price or loan 
amount may be taken for fourth through 
seventh years including the year in which 
the investment is initially made. 
Any unused approved credit may be 
carried forward for use in any subsequent 
tax year. The qualified community 
development entity must utilize at least 
85 percent of the funds received via a 
qualified equity investment to invest in 
qualified active low-income community 
businesses located in the Commonwealth 
of Kentucky within 24 months after the 
issuance of the investment. The 
maximum investment in any individual 
qualified active low-income community 
business is $10 million. A qualified active 
low- income community business is defined by 
Section 45D of the IRC. The DOR is 
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currently developing a regulation to 
provide guidance on the credit application 
and approval process for the NMDPTC. 
The regulation should be filed by Sept. 
15, 2010. Additional information 
regarding this new credit program will be 
provided via our Web site at 
www.revenue.ky.gov. 
 
Income and Limited Liability Entity 
Taxes – Environmental Stewardship 
Tax Credit Changes – Effective for 
taxable years ending on or after June 4, 
2010, the baseline year portion of the 
Kentucky Environmental Stewardship 
Credit calculation shall be multiplied by 
50 percent. 
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NEW for 2010 
 
Increase in the Kentucky Standard 
Deduction – KRS 141.081 provides for 
annually indexing the standard deduction 
based upon the Consumer Price Index 
(CPI). For tax year 2010, the standard 
deduction is $2,210. 
 
Family Size Tax Credit – This credit 
provides benefits to individuals and families 
at incomes up to 133 percent of the 
threshold amount based on the federal 
poverty level.  The 2010 threshold amount 
is $10,830 for a family size of one, $14,570 
for a family of two, $18,310 for a family of 
three and $22,050 for a family of four or 
more.   
 
Military Pay Exclusion – Effective for 
taxable years beginning on or after January 
1, 2010, all military pay received by active 
duty members of the Armed Forces of the 
United States, members of reserve 
components of the Armed Forces, and 
members of the National Guard will be 
exempt from Kentucky individual income 
tax. 
 
Soldiers will claim the exemption by 
excluding military pay when filing a 
Kentucky individual income tax return (if 
necessary) starting with the 2010 return.  
Provided the military member has no 
income other than military pay, he or she 
would not be required to file a Kentucky 
income tax return.  The military pay 
exemption applies to all Kentucky military 
members regardless of where the member 
is stationed.   
 

Kentucky income tax should no longer be 
withheld from checks received for military 
pay beginning January 2, 2010.  If 
Kentucky income tax is incorrectly 
withheld from a soldier’s military pay in 
2010 and after, the Kentucky Department 
of Revenue will refund the tax withheld.   
 
New Home Tax Credit – The New 
Home Tax Credit provided by KRS 
141.388 has been extended to December 
31, 2010.  The credit cap has been lowered 
from $25 million to $15 million.  A 
qualified buyer is now defined as “a resident 
who purchases a qualified principal 
residence.”   
 
Kentucky Energy Efficiency Products 
Tax Credit – The energy efficient homes 
credit (KRS 141.437) and energy efficient 
products credit (KRS 141.436) remains 
effective for taxable years beginning after 
December 31, 2008 and before January 1, 
2016. 
 
If you qualified for the energy efficiency 
products tax credit in 2009 and could not 
utilize your entire approved credit, the 
balance may be carried forward to apply 
against your 2010 tax liability.  Unused 
amounts are limited to a one-year carry 
forward period.   
 
Film Industry Tax Credit – The film 
industry tax incentives provided in KRS 
141.383 and 141.542 to 148.546 were 
amended to establish a cap of $5 million for 
the fiscal year 2010-2011, and $7.5 million 
for the fiscal year 2011-2012.   
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Railroad Maintenance and 
Improvement Tax Credit –  A 
nonrefundable credit against the individual 
income, corporation income and limited 
liability entity taxes has been enacted in an 
amount equal to 50 percent of the qualified 
expenditures paid or incurred by an eligible 
taxpayer during the taxable year to 
maintain or improve railroads located in 
Kentucky.  The credit applies to taxable 
years beginning after December 31, 2009.  
An eligible taxpayer is defined as the owner 
of a Class II or Class III railroad located in 
Kentucky, the transporter of property using 
the rail facilities of a Class II or Class III 
railroad located in Kentucky.  The credit is 
reported on Form 740, Page 2, Section A, 
Line 18.  The credit cannot be carried 
forward. 
 
Military Spouse – The Military Spouses 
Residency Relief Act (MSRRA) was signed 
into law on November 11, 2009.  This new 
law is effective beginning January 1, 2009.  
The MSRRA allows the same residency 
benefits permitted to military personnel 
under the Service members Civil Relief Act 
to also apply to a military spouse’s 
nonmilitary income.  The MSRRA prohibits 
a spouse’s income from being considered 
income earned in a tax jurisdiction if the 
spouse is not a resident or domiciliary of 
such jurisdiction when the spouse is in that 
jurisdiction solely to be with a  service 
member serving under military orders.   
 
Those military spouses who fall under this 
law should file Form 740-NP Kentucky 
Individual Income Tax Nonresident or Part-
Year Resident Return to request a refund of 
the Kentucky income tax withheld from his 
or her pay.  The income would not be 

reported as taxable on the Kentucky 
income tax return.  To assist the 
department in identifying those returns, 
please write across the top of the return 
“MILITARY SPOUSE.” 
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2010 Kentucky Individual Income Tax Forms – Draft Version 
 
 

 
The following 2010 draft forms are included in this manual: 

 
 

• 740-EZ Kentucky Individual Income Tax Form 
 

• 740 Kentucky Individual Income Tax Form 
 

• 740-NP Nonresident or Part-Year Resident Kentucky Income Tax Form 
 

• 740-NP-R Kentucky Income Tax Return, Nonresident-Reciprocal State 
 

• Schedule A – Itemized Deductions 
 

• Schedule KNOL – Kentucky Net Operating Loss 
 

• Schedule M – Kentucky Federal Adjusted Gross Income Modifications 
 

• Schedule P – Pension Income Exclusion 
 

• 2210-K Underpayment of Estimated Tax by Individuals 
 

• 5695-K Energy Efficiency Products Tax Credit 
 

• 8863-K Kentucky Education Tuition Tax Credit 
 

• 740-X & 740-XP – Amended Kentucky Individual Income Tax Form 
 

• Application for Extension for Kentucky 
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Form 740-EZ 
 
 
There are very few changes from the 2009 form. The pre-printed standard deduction is now 
$2,210.
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Form 740 
 
 
Changes for 2010 include:   
 
 

• Refundable Certified Rehabilitation Credit added on page 2, line 32C 
 
• Film Industry Credit added on page 2, line 32D 
 
• Changed the name of the Certified Rehabilitation Credit to Nonrefundable Certified 

Rehabilitation Credit in Section A, line 3 
 

• Railroad Maintenance and Improvement Credit added in Section A, line 18 
 

• Under the Make check payable section on page 2, the verbiage “for electronic payment 
options” has been changed to “for more options”  
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Form 740-NP 
 
 
Changes for 2010 include:   
 

• Refundable Certified Rehabilitation Credit added on page 2, line 32C 
 
• Film Industry Credit added on page 2, line 32D 
 
• Changed the name of the Certified Rehabilitation Credit to Nonrefundable Certified 

Rehabilitation Credit in Section A, line 3 
 

• Railroad Maintenance and Improvement Credit added in Section A, line 18 
 

• Nonresident withholding is now entered on page 2, line 32E 
 

• Under the Make check payable section on page 2, the verbiage “for electronic payment 
options” has been changed to “for more options”  

 
• Lines 18 and 29 on page 4 have been reserved on this draft form to account for possible 

future changes to the federal Form 1040 
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Form 740-NP-R 
 

There are no significant changes on the 2010 form.  The department’s Web site has been added 
under the “note” section at the bottom of the form.  Advise taxpayers who are nonresidents and 
wish to prevent their employer from withholding Kentucky tax that they may file Form 
42A809, Certificate of Nonresidence. 
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Schedule A 
 
As per federal legislation that has been previously adopted by Kentucky, the Itemized 
Deductions Limitation Schedule has been removed for tax year 2010. 
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SCHEDULE KNOL 
 
 
There have been no changes to the 2010 schedule, other than updating the year. The following 
information is provided for informational purposes: 
 
Claiming and Reporting the Kentucky Net Operating Loss Deduction 
 
For 2005 and future years, the carryback of net operating losses to prior years will no longer be 
allowed. Any net operating loss must be carried forward and utilized within 20 years.  
 
Schedule KNOL is to be used to compute the current year loss for purposes of carryforward. 
 
Attach copies of federal Form 1040 with all supporting schedules and the Kentucky Form 740 
with all supporting schedules to verify amounts claimed on Kentucky Schedule KNOL.  
 
All future years claiming a Kentucky Net Operating Loss Deduction (NOLD) should have a 
supporting schedule to verify the loss claimed. The supporting schedule should include the loss 
amount, applicable year of loss, any amounts utilized in prior years and amounts to be carried 
forward.  
 
Use Kentucky adjusted gross income, itemized deductions, business and nonbusiness income 
and losses to compute a Kentucky NOLD. 
 
Please make the necessary adjustments to business and nonbusiness income. Recognize that 
federal & Kentucky NOLDs are seldom the same. The additions and subtractions to federal 
adjusted gross income on Schedule M must be incorporated to compute a Kentucky NOLD.  
For example, state tax refunds and pension income exclusions that are a subtraction on 
Schedule M can not be included as nonbusiness income for Kentucky purposes. Kentucky 
itemized deductions must also be used. 
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Schedule M 
 
Changes for 2010 include: 
 

• Part 1, Line 6 is now used for adding back the amount of domestic production activity 
that was deducted on page 1 of federal Form 1040 

 
• Part 2, Line 18 is now used for subtracting off the amount of domestic production 

activity as allowed per the Kentucky Revised Statutes 
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Schedule P 
 
KRS 141.010 (10)(i) provides for the exclusion of pension income distributions. For 2010 the 
exclusion amount remains at $41,110. The information following is for your reference. 
 
The pension income exclusion applies to each taxpayer separately, therefore, a husband and 
wife may each claim the appropriate exclusion, regardless of filing status and any unused 
amounts may not be shared with his/her spouse. The amount of pension income that can be 
excluded is subject to an upper limit or “cap.”  
 
In accordance with KRS 141.010(10)(i) the exclusion extends to the applicable amount of 
total distributions from pension plans, annuity contracts, profit-sharing plans, retirement plans, 
or employee savings plans. Any distribution from a qualifying plan is eligible regardless of the 
reason for the distribution and is applicable regardless of age. For example, early distributions 
qualify for the pension income exclusion. 
 
 

• “Distributions” includes, but is not limited to, any lump-sum distribution from pension 
or profit-sharing plans qualifying for the income tax averaging provisions of IRC Section 
402; any distribution from an individual retirement account as defined in Section 408 of 
the Internal Revenue Code; and any disability pension; KRS 141.010(10)(i)(3)a; 

 
• “Annuity Contract” has the same meaning as set forth in IRC Section 1035; KRS 

141.010(10)(i)(3)b and  
 
 

• “Pension plans, profit-sharing plans, retirement plans or employee savings plans” mean 
any trust or other entity created or organized under a written retirement plan and 
forming part of a stock bonus, pension, or profit-sharing plan of a public or private 
employer for the exclusive benefit of employees or their beneficiaries and includes plans 
qualified or unqualified under Section 401 of the Internal Revenue Code and individual 
retirement accounts as defined in Section 408 of the Internal Revenue Code. KRS 
141.010(10)(i)(3)c. 

 
 
As a general rule, pension income is reported on the federal income tax return as IRA income 
or as pension or annuity income on page 1 of the federal Form 1040. Income from disability 
pensions, annuities or deferred compensation plans may also be reflected on line 7 of the 
federal Form 1040 or 1040A (Wages, Salaries, Tips, etc.), since the income is reported on the 
W-2 Wage and Tax Statement. Disability pensions, annuities, and deferred compensation 
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distributions are eligible for the pension income exclusion. A death benefit paid under a 
retirement plan is eligible for the pension income exclusion allowed under KRS 141.010(10). 
 
 
Lump-Sum Distribution – Taxpayers must add back that portion of a lump-sum distribution 
on which taxpayers have elected the 20 percent capital gains rate for federal income tax 
purposes. 
 
However, if the pension income is from a lump-sum distribution and reported for income 
averaging on federal Form 4972, the individual will still be eligible for the pension income 
exclusion. Kentucky Form 4972-K - Kentucky Tax on Lump-Sum Distributions and Schedule P 
– Pension Income Exclusion must be completed. 
 
Pension Income from the Federal Government and Kentucky and Kentucky Local 
Governments – Income from plans established for public employees by the federal government 
and Kentucky and its political subdivisions (includes Kentucky Teachers’ Retirement System, 
Kentucky State Employees’ Retirement System, County Employees’ Retirement System (Ky.), 
Kentucky State Police Retirement System, Kentucky Judicial Retirement Plan, Kentucky 
Legislators’ Retirement Plan, Kentucky State - Supported Institutions of Higher Education 
Retirement Plans (institution-sponsored), Kentucky Local Government Retirement Systems, 
Federal and Military Retirement Systems, and any other plans authorized by the Kentucky 
Revised Statutes) for work performed prior to 1998 is exempt and excluded from taxable 
income. Pension income for work performed after 1997 is subject to tax but eligible for the 
pension exclusion. See the 2010 Schedule P - Pension Income Exclusion, for specific 
instructions. The exempt pension income does not utilize any of the pension income exclusion. 
 
A death benefit paid by a federal, Kentucky state or Kentucky local retirement system after 
December 31, 1997, must be included in Kentucky gross income at the rate that other 
retirement benefits are included. If the deceased were retired before January 1, 1998, his/her 
benefits including the death benefit would remain fully tax exempt, since the numerator of the 
fraction under KRS 141.0215 would remain zero. 
 
Retirement Benefits that are Exempt With Out Reducing the Pension Exclusion – The 
following types of retirement benefits are exempt and may be deducted from federal adjusted 
gross income without reducing the pension exclusion. 
 

• Social Security and U.S. Railroad Retirement Board Benefits 
 

• Supplemental Annuities from the U.S. Railroad Retirement Board 
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• Commonwealth of Kentucky Retirement Systems – All benefits if retired before 
January 1, 1998, and benefits accruing for service before January 1, 1998, if retired 
after December 31, 1997. 

 
• Kentucky Local Government Retirement and Federal and U.S. Military Retirement 

Systems – All benefits if retired before January 1, 1998, and benefits accruing for 
service before January 1, 1998, if retired after December 31, 1997. 

 
 
 
 
Completion of Schedule P – Kentucky Pension Income Exclusion – Complete Schedule P if: 
 
1. Your taxable pension and retirement income from all sources is greater than $41,110; 
     and, 
 

(a) you are retired from the federal government, the Commonwealth of Kentucky 
     or a Kentucky local government; or, 
 
(b) you receive supplemental U.S. Railroad Retirement Board benefits. 
 
 

2. You file Form 4972-K – Tax on Lump-Sum Distributions. 
 
Complete the Worksheet for Federal, Kentucky State and Kentucky Local Government 
Retirees Who Retired After 12/31/97, in the year of retirement to determine what percentage 
of the pension is exempt or earned before 1/1/98. This percentage, determined in the year of 
retirement, will never change and is reflected in Part I–Exempt Retirement Income, Line 1b.  
 
Schedule P–Illustrated – State Employee John Doe retired August 1, 2001 with 25-years of 
service credit and 5-years of purchased service credit under IRC 415(n). His pension for 2010 is 
$40,000. His exempt percentage was computed in 2001 to be 88.06%. The percentage 
computed in 2001 is transferred to the Schedule P for 2010 and the exempt portion of the 
pension is $35,224. The remainder is added to other pension benefits to determine the amount 
that is taxable but eligible for the exclusion.  An example of the 2010 Schedule P follows. 
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ILLUSTRATION  - SCHEDULE P 
 
 

YEAR of RETIREMENT (2001) 
 

Worksheet for Federal, Kentucky State and Kentucky Local Government Retirees 
Who Retired After 12/31/97 

 
 
Complete this worksheet to determine what percentage of your pension is exempt. If your retirement system has 
computed the exempt amount (earned before January 1, 1998), enter the amount on page 1, line 1(b), column A or B. If 
your retirement system has computed the exempt percentage, enter the exempt percentage on page 1, line 1(b) 
in the exempt percentage column. Use a separate worksheet for each governmental pension. Retain this worksheet 
with your tax records. Use the percentage on line 4 to compute the exempt portion of your pension in 
subsequent years. 
 
1. Enter total months of service credit including purchased service .........................................  360 
2. Enter months of service credit earned after 12/31/97. Include sick leave credited  
    at date of retirement, and service credit from purchase of military and other service 
    earned after 12/31/97. Do not include purchased service credit under IRC 415(n) ....................... 43 
3. Subtract line 2 from line 1. Total months of service before January 1, 1998 ..............................317 
4. Divide line 3 by line 1. Enter here and on page 1, line 1(b), in the exempt percentage column ....88.06% 
     Use this percentage to determine the amount of pension attributable to service earned 
     Before 1/1/98. 

 
 
  
Line 1  25 Years X 12 =      300 
 
  Purchased Service Credit Under IRC 415(n) 
  5 years X 12 =      60 
 
         360 
 
Line 2  1998     12 
  1999     12 
  2000     12 
  1/1/01 – 7/31/01     7  43 
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Form 2210-K  
 

There are no major changes to the 2010 Form 2210-K.  The instructions have been 
clarified; at press time, this form is still being reviewed.  
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Form 5695-K 
 

This is the second year the 5695-K form has been used for the Kentucky Energy Efficiency 
Products Tax Credit.  As a result of the possible carryforward from tax year 2009, the 2010 
form has added line 66 on page 2.  Also, the amount of credit allowed under Part II, 
Multifamily Residential Rental Unit or Commercial Property has been corrected to indicate 
$1,000 on page 2, line 50.  
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      8863-K Kentucky Education Tuition Tax Credit 
 
There are no changes to the 2010 form; however, the instructions have been expanded and are 
now located on pages 3 and 4.  Previously, there were significant changes to the 2009 Kentucky 
Form 8863-K.  These changes resulted from modifications made on the federal Form 8863 
because of the American Recovery and Reinvestment Act of 2009.  Kentucky has not adopted 
this legislation and, as a result, the 8863-K has been modified to assist taxpayers in determining 
the mount of available credit allowed on their Kentucky Individual Income tax return.   
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Forms 740-X and 740-XP 
 

Both forms follow.  The Form 740-X should be used for tax years 2006, 2007, 2008 and 2009; 
while the Form 740-XP is for tax years 2004 and prior.  Appropriate schedules, W-2 wage 
statements, forms, etc. must be attached to support changes.  To obtain a Form 740-X for tax 
year 2005, please visit the DOR Web site at www.revenue.ky.gov.   
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EXTENSIONS 
 
Kentucky individual and corporation 
income tax returns for the 2010 calendar 
year must be filed with the Department of 
Revenue on or before April 18, 2011, 
unless an extension is obtained. 
 
The Form 40A102 - Application for 
Extension of Time to File Individual, 
General Partnership and Fiduciary Income 
Tax Returns for Kentucky is located on 
page 61 of these materials. 
 
Since the Department of Revenue accepts 
the federal extension, only a few 
circumstances will require a separate 
Kentucky extension. Form 40A102 is 
NOT an automatic extension. The request 
must state a reasonable cause for the 
inability to timely file. Even though it is 
not an automatic extension, you will only 
be notified if the extension request is 
denied. Form 40A102, if utilized, must be 
filed by April 18, 2011.  You must attach a 
copy of Form 40A102 to the return, if a 
Kentucky extension is used. 
 
Federal Extension – Individuals may use 
federal Form 4868 to obtain an automatic 
six month extension. If you file Form 
4868, a separate extension request for 
Kentucky is not required. Attach Form 
4868 to your Kentucky return. 
 
Payments – An extension of time to file a 
return does not extend the due date for 
payment of tax. Interest and penalty 
charges can be avoided on payments sent 
by the due date. To make a payment with 
the extension request, write “KY Income 

Tax–2010” and your Social Security 
number(s) on the face of the check.   Mail 
payment with: 
 
• Completed Section II, Kentucky 

Extension Payment Voucher, of Form 
40A102 – Application for Extension of 
Time to File Individual, General 
Partnership and Fiduciary Income Tax 
Returns for Kentucky, or 

 
• A copy of the lower portion of federal 

Form 4868 - Application for Automatic 
Extension of Time to File U.S. 
Individual Income Tax Return. 

 
 

ELECTRONIC FILED 
EXTENSION 

 
Attach a copy of federal Form 4868 with 
the confirmation number listed on the 
form or a copy of the electronic 
acknowledgement to a paper Kentucky 
individual income tax return. To E-file a 
return using a personal computer or 
through a tax professional, follow the 
instructions provided. 
 
Instructions for federal Form 4868 advise 
taxpayers to complete Form 4868 to use as 
a worksheet. Then, taxpayers may take 
advantage of one of the three IRS E-file 
options; E-file by phone, E-file using your 
personal computer or tax professional, or 
E-file and pay by credit card. 
 
If an extension request is E-filed, a 
confirmation number or acknowledgement 
to indicate that Form 4868 has been 
accepted will be received electronically. 
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The confirmation number should be 
entered in the lower right-hand corner of 
Form 4868 and a copy should be kept for 
record keeping purposes.   
 
 

MILITARY PERSONNEL 
ELIGIBLE for COMBAT ZONE 
EXTENSION and OTHER TAX 

RELIEF ITEMS 
 
Extension to File and Related Issues 
– Federal  
Internal Revenue Code Sections 112 and 
7508 provide for an automatic extension 
of 180 days following service for the filing 
and paying federal income taxes and 
claiming refunds for an individual who is 
serving in the Armed Forces in a combat 
zone or qualified hazardous duty area or 
who has qualifying service outside of a 
combat zone or qualified hazardous duty 
area. Specifically, members of the military 
are allowed an extension of time to file 
and pay federal income taxes, request a 
refund, bring a legal suit, make an IRA 
contribution, and so forth while they are 
deployed in a combat zone. For the most 
part, the extension runs for at least 180 
days from the day when the taxpayer 
leaves the combat zone. 
 
In addition, all federal audit and collection 
activities are ceased while the taxpayer is 
in the combat area and for 180 days 
afterward.  
 
Certain personnel who are deployed from 
their permanent assignments to a position 
that supports a hazardous duty area – even 
if the individual is not within the hazardous 

duty area – receive a similar extension for 
filing and payment and are not subject to 
collection activities. They do not, 
however, receive income exclusion.  
 
Also, civilian employees of the 
Department of Defense and accredited 
correspondents are eligible for the 
extensions of time to file and delay of 
collection activities, but not for income 
exclusion, provided they are within the 
designated combat zone. 
 
Extension to File and Related Issues 
– Kentucky 
When the President signs an executive 
order designating certain areas as combat 
zones, provisions of Kentucky law (KRS 
141.215 & KRS 141.175) are 
automatically activated. The law provides 
for deferred filing of the Individual income 
tax return and payment of income taxes. 
Under Kentucky law, a one-year extension 
of the filing date is in effect for those 
people serving in the combat zone on 
January 1, 2009, to April 16, 2009, i.e., 
members of the Army, Navy, Marines, Air 
Force or Public Health Service of the 
United States government as well as 
members of the National Guard or any 
branch of the Reserves. The one-year 
period begins when service in the combat 
zone ends. No penalty or interest will 
accrue on tax payments made during the 
one-year deferment period.  
 
On March 10, 2003, Executive Order 
2003-221 became effective, providing an 
extension of time for obtaining or 
renewing any licenses, filing any return, 
report or other document, paying any 
taxes, fees or other charges, which would 
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fall due or expire during the period for 
Kentuckians who have been mobilized or 
deployed in support of the war. The 
extension expires 90 days following 
demobilization from active duty or ninety 
days following deployment to Kentucky 
for persons remaining on active duty. The 
Kentucky Department of Revenue does 
follow the 180 day IRS extension for filing 
returns, making payments or taking any 
other action related to income tax for U.S. 
Armed Forces deployed overseas away 
from their permanent duty station in 
support of operations in a qualified 
hazardous duty area but outside the 
qualified hazardous duty area.  
 
 

EXAMPLE – DUE DATE 
WHILE in COMBAT ZONE 

 
Sergeant Peterson arrived in the combat 
zone on March 1, 2011, and served there 
until June 15, 2011. 
 
Question: When is the due date for his 
2010 Individual Income tax return? 
 
Answer: Because Sergeant Peterson was 
in a combat zone during the filing period 
for the 2010 return, he is allowed an 
extension to file the return and to pay any 
liability. The extension of the due date for 
his return consists of the time remaining 
on the normal due date (March 1 to April 
18 = 49 days) plus 1 year after leaving the 
combat zone. Therefore, his 2010 tax 
return is due June 18, 2012. The due date 
of his 2011 return is not affected because 
he was not in the combat zone during the 
January 1 through April 17, 2012, filing 
period. However, the due date for the first 

quarter 2012 estimated tax payment is 
extended.  
 
In a related matter, the extension 
continues to apply while a qualifying 
person is continuously hospitalized outside 
the United States as a result of injuries 
suffered in the combat zone. For 
hospitalization within the United States, 
the extension cannot exceed 5 years and 
does not apply to a spouse. 
 
Taxpayers who receive a Notice of Tax 
Due should return the notice to the 
address below with “Combat Zone and the 
date of deployment” written across the 
top. All actions on the bill will be 
suspended until the expiration of the 
extension. Taxpayers who are filing a 
return using the extended deadline should 
write “Combat Zone” across the top of the 
return and the “date that service in the 
combat zone ended”. 
 

CONTACT INFORMATION: 
Taxpayer Assistance 

P. O. Box 181, Station 56 
Frankfort, Kentucky 40602 
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GENERAL INFORMATION 
 
Wage and Tax Statements – Wage and 
Tax Statements should be attached to Forms 
740-EZ, 740 or 740-NP where noted on Page 
1 of the tax return. Affix to top page only 
using two staples.  Care should be taken to 
avoid tearing the tax forms and there should 
not be any additional markings on the return 
outside of the fields allowed for writing. 
Wage statements that are faxed or copied are 
not allowable statements. 
 
 

TAX TIP: 
Attach W-2 forms that reflect the 
amount claimed as Kentucky income 
tax withheld.  Do not claim any federal 
(box 2) or local (box 19) income tax 
withheld. 

 
 
Copy of Federal Return – A copy of pages 
1 and 2 of the federal return and any other 
supporting federal schedules must be attached 
to the Kentucky return if certain criteria have 
been met. If the taxpayer is not required to 
attach a copy of the return, it is necessary to 
check the box on the bottom portion of Form 
740, page 3.  A complete copy of the federal 
return must be attached if an individual 
received any of the following during the tax 
year:  
 
• Farm Income or Loss, 
 
• Business Income or Loss, including 

income from partnerships, pass-through 
entities, etc. 

• Rental Income or Loss;   
–or– 

• When an individual is filing a part-year 
resident or non-resident return (Form 
740-NP). 

 
Failure to attach a copy of the federal return 
may delay processing. 
 
Basic Filing Tips  
 
• Always start the Kentucky return with 

federal adjusted gross income. 
 
• If you are married filing a joint return, 

make sure that you enter the taxpayer’s 
names and corresponding Social Security 
numbers (SSN) in the same order each 
year. 

 
• Please use the pre-printed labels furnished 

with your booklet if the name and address 
is correct.  Otherwise, make sure the 
address entered on the return is the correct 
address.  If you move after you have 
submitted your return, please contact the 
Department of Revenue to update your 
address (502-564-4581). 

 
• Social Security numbers are not on the pre-

printed labels.  Please be sure to enter 
them legibly and in the appropriate boxes 
on the return. 

 
• If you do not use the pre-printed label, 

when filling out the name and SSN boxes 
for the first person listed on the return, use 
SSN boxes labeled B to enter the SSN.  For 
the second person listed on the return, use 
SSN boxes labeled A to enter the spouse’s 
SSN. 



Electronic Filing and Processing Issues 
 
 

 67 

• Make certain that the income amounts 
reported in columns A and B in the body of 
the income tax return corresponds with the 
SSNs entered in the SSN boxes labeled A & 
B. 

 
• Be sure that all pages of the Forms 740 (3 

pages) or 740-NP (4 pages) are included 
with the return.  Personal tax credits on 
Page 3, Section B should be completed. 

 
 

ADDITIONAL PROCESSING 
ISSUES 

 
• Attach forms together with one staple  in 

the upper left hand corner to Forms 740 
or 740-NP in the following order: 

 
 All pages of the Forms 740 or 740-

NP; 
 Any extension to file; 
 Kentucky schedules, alphabetically; 
 Other tax forms in numerical order, 

smallest first; 
 Copies of the federal return, if 

required. 
 
• Kentucky copies of wage and tax 

statements must be attached to the 
return. Failure to attach the wage 
statement verifying Kentucky withholding 
may delay the processing of the return. 

 
• If a pay agreement is needed, please 

attach Kentucky Individual Income Tax 
Installment Agreement Request (or 
statement) to front of the return.  

 

• Paper returns must include copies of 
other state(s) returns when credit is 
claimed for tax paid to another state or 
processing will be delayed.  Electronically 
filed returns must have the Credit for Tax 
Paid to Another State worksheet 
completed and submitted with the 
electronic submission for proper 
processing.  

 
• Changes in filing status may render the 

preprinted label unusable. For instance, if 
the filing status for the previous year was 
married filing jointly and the current 
filing status is single. 

 
• One of the most common errors on 

Individual Income Tax returns is in the 
amount of Kentucky withholding 
claimed.  When electronically filing a 
return, before the final submission, please 
be sure to double-check that the amount 
of Kentucky withholding claimed 
accurately reflects what is being reported 
in Box 17 of the W-2 forms. 

 
 

TAX TIP: 
Because the observance of 
Emancipation Day in Washington D.C. 
will be on Friday, April 15th, the IRS is 
extending the filing deadline for the 
2011 tax season to Monday, April 18th.  
Therefore, the KY Department of 
Revenue will also extend the filing 
deadline to April 18th. 
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ELECTRONIC FILING 
 
Through September 1, 2010, Kentucky once 
again easily topped the one (1) million mark 
in processing electronic records.  This 
represents approximately 64% of the total 
returns filed. Electronic filing reduces data 
entry errors, results in a faster refund 
turnaround and saves manpower hours during 
the processing season.  
 
State Only Filing – Kentucky is accepting 
state only returns for the 2010 tax year. 
State-only filing is a method to file a state 
return through the current Fed/State system. 
The type returns that will be eligible for state 
only filing are: (1) Previously rejected state e-
filed returns, and, (2) State returns input 
separately from a previously filed federal 
return. In all transmissions, the federal data 
must be attached. Consult your software 
vendor to determine the availability of state 
only filing. 
 
Online Filing – Prepare and submit the 
Kentucky return at the same time as the 
federal return. Approved software developers 
and providers of online filing will be listed on 
the Department of Revenue’s Web page. 
 
1-D Barcode – The 2010 Kentucky forms 
will also contain a 1-D barcode printed at the 
top of the forms.  The barcode contains 
information identifying the form number and 
page number.  This information will be used 
in the future to index the forms and allow the 
Department of Revenue the capability of 
scanning and imaging tax forms. 

2-D Barcode – Computer-generated Forms 
740, 740-NP and 740-EZ will have a 
computer-generated two-dimensional (2-D) 
barcode. Barcode returns account for 
approximately 15% of the total returns filed. 
If the taxpayer has their return prepared for 
them or purchases off the shelf software and 
chooses not to electronically file their return, 
the Department of Revenue processes the 
return using the barcode information. 
 
            

TAX TIPS: 
 Do not mark through or cover the 

barcode. 
 Enter last minute changes into the 

program and print the entire 
return again so that the barcode 
contains the correct information, 
even if the change is reflected only 
on one page. 

 The Department of Revenue (DOR) 
is encountering a lot of 2-D 
Barcode returns in which all 
pertinent information is not being 
supplied. This may result in an 
adjustment to the requested refund 
or tax amount due.   Examples 
include copies of other states’ tax 
return to verify credit for tax paid 
to another state, wage statements 
and Form 2210-K to determine if 
the non-estimating penalty applies, 
etc. 
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APPROVED VENDORS for ELECTRONIC FILING 

 
 

SOFTWARE COMPANY         MARKET NAME 
 
ACA, Inc.      Direct Alliance 
Universal Tax Systems, Inc. DBA CCH 
  Small Firms Services – ATX   MAX 
CCH, a Wolters Kluwer Company  Prosystem FX 
CS Professional Suite    Ultra Tax CS 
Drake Software     Drake Software  
H & R Block     H & R Block 
Intuit                                          ProSeries 
Jackson Hewitt     Jackson Hewitt Tax Service 
Lacerte Software    Lacerte  
Lamson Technologies    Lamson Technologies 
Liberty Tax Service    Lib Tax 
On-Line Taxes, Inc.                     OLTPRO Professional Tax Software 
Petz Enterprises     Crosslink 
Rhodes Computer Services   TaxSlayer Pro 
2nd Story Software, Inc.   TaxAct Preparer’s Edition 
Taxworks     TaxWorks 
TaxSimple     TaxSimple 
Universal Tax Systems, Inc.   TaxWise 

  
Note:  This list reflects vendors for 2009 tax year.  Please check the Department of 
Revenue’s Web site for an up-to-date list of approved vendors for 2010. 
 

 
 

 
 

AVERAGE PROCESSING TIME for INDIVIDUAL INCOME TAX RETURNS 
 

Electronic Filed Returns – 7 to 10 days (any time of year) 
 

Paper Returns – Approximately 8 to 12 weeks 
 

 Amended & Prior Year Returns – 4 to 6 months 
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Help Desk for Transmitters, Preparers & Electronic Return Originators (ERO) 

The Kentucky Department of Revenue (DOR) will operate a helpdesk for electronic 
transmitters/preparers who are experiencing problems. The operating hours will be Monday 
through Friday, 8:30 a.m. to 4:30 p.m., except for holidays. The helpdesk number, (502) 564-
5370, is to be used by electronic transmitter/preparers only.  

 
 

Kentucky Electronic Filing Calendar 
For Taxable Period beginning January 1, 2010 and ending December 31, 2010 

  
Begin Federal/State Software Testing ................................... …………..November 10, 2010  
State testing for software developers is to begin after  
the developers have been accepted by the IRS.  
 
Begin Transmitting Returns to IRS/DOR .................................................. January 18, 2011  
 
Last Day to Transmit Kentucky Returns Electronically .................................October 17, 2011  
 
All fed/state rejected returns must be  
re-transmitted and accepted by ..............................................................October 22, 2011  
 
Note: Dates are subject to change at any time. Please check the Department of Revenue’s Web site 
to verify updates or changes. 
 
Form 8453-K Kentucky Individual 
Income Tax Declaration for Electronic 
Filing:  
 

 Authenticates the return;  
 Authorizes the ERO to file the return 

electronically on behalf of the taxpayer;  
 Authorizes the DOR to inform the ERO 

whether a taxpayer’s return has been 
accepted; 

 Authorizes the DOR to discuss tax return 
information with the ERO; and 

 Must be used to complete Direct 
Deposit or Direct Debit transactions. 

 
 
 

TAX TIP: 
Please furnish your clients copies of 
Form 8453-K if they are requesting 
a Direct Deposit of a refund or a 
Direct Debit to pay tax due.  This 
will eliminate preparer contacts 
should any questions arise during 
processing concerning a Direct 
Deposit or Direct Debit. 
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E-FILING MANDATE 
 
The Worker, Homeownership, and Business 
Assistance Act of 2009 is federal legislation 
that included a provision originally requiring 
tax preparers, beginning in the 2011 tax 
season, who expect to file more than 10 
individual, estate, or trust returns to file 
them electronically.   
 
However, the IRS has announced on its Web 
site that it has decided to phase in the e-file 
mandate over 2011 and 2012.  As a result, 
the federal e-file mandate is as follows: 
 
2011 – Return preparers who reasonably 
anticipate filing 100 or more tax returns in 
2011 are required to file them electronically. 

2012 – Return preparers who reasonably 
anticipate filing more than 10 tax returns in 
2012 are required to file them electronically. 
 
Delaying the full implementation for one year 
will allow both the IRS and small tax 
practitioners time to adapt to the new 
requirement. 
 
Along the same lines, the Commonwealth of 
Kentucky became the 21st state to adopt an e-
filing mandate for paid tax preparers, also 
beginning with the 2011 tax season.  
Kentucky will follow the IRS’ lead as far as 
implementing the e-filing mandate over a 
two-year period. 
 
 

ADDITIONAL ELECTRONIC FILING 
INFORMATION 

 
Beginning with processing year 2008, the IRS 
eliminated the signature Form 8453 and 
began using Form 8879.  Kentucky continues 
to have Form 8453-K for use by taxpayers. 
All ERO returns will require a taxpayer PIN 
signature. As in the past, Kentucky will 
accept either Form 8453-K or federal Form 
8879 depending on the situation, as detailed 
below: 
 
Fed/State E-filed returns with a federal 
PIN – For returns filed via this method, an 
8453-K is not required. The use of the 
federal PIN meets signature requirements for 
the Kentucky return.  
 
Fed/State E-filed returns without a 
federal PIN – For returns filed via this 
method, an 8453-K is required. This 
document should not be mailed to the DOR.  
EROs must retain them for a period of three 
years. State copies of the wage statements, 
supporting schedules, documents requiring 
signatures and other informational documents 
should be attached to the 8453-K and be 
retained by the ERO for a period of three 
years.  
 
Online Filing – For returns filed via this 
method, an 8453-K is required. This 
document should not be mailed to the DOR. 
Taxpayers must retain the form for a period 
of three years.   
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TAX TIP: 
Please be sure that the tax software 
being used is up-to-date and has the 
most current version of forms available 
from the KY Department of Revenue. 

 
 
Exclusions from Electronic Filing  
 
In addition to the returns excluded from 
federal electronic filing listed in Publication 
1345 for tax year 2010 (2011 filing season), 
the following are specific Kentucky forms 
which are also excluded:  
 

1. Form 740-X, Amended Kentucky 
Individual Income Tax Return  
2. Form 740-XP, Prior Year Amended 
Kentucky Individual Income Tax Return  
3. Prior Year Return(s)  
4. Form 740-NP, Nonresident or Part-
Year Resident Income Tax Return  
5. Form 740-NP-R, Nonresident – 
Reciprocal State  
6. Any Partnership, Corporate or 
Fiduciary Tax Return  
7. Fiscal Year Return(s)  
8. Injured Spouse Declaration  

 
Acknowledgment of the Kentucky 
Return  
 
The Kentucky acknowledgment system is 
designed to inform transmitters that the 
Kentucky return has been received and either 
accepted or rejected by the DOR. (Rejection 
codes are listed at the end of this section.) 
The acknowledgement system will provide 
codes of “A” for accepted, “R” for rejected 

and “D” for a duplicate return, which will not 
be processed.  
 
Note: The acknowledgement code of “A” 
means that the return has been accepted for 
processing by the Department of Revenue, 
not necessarily that the return is error free. 
 
Direct Deposits 
 
Taxpayers may elect to have their 
overpayments applied to their next tax year’s 
estimated tax, mailed to them in the form of 
a refund check, or deposited directly into a 
bank account. If direct deposit is elected, the 
same verification procedures outlined in IRS 
Publication 1345 must be followed.  
 
The DOR’s acknowledgment of the 
electronic return will not indicate whether 
the refund will be direct deposited. 
 
Refund Delays  
 
It is anticipated that refunds from Kentucky 
returns filed in the Federal/State Electronic 
Filing Program will be issued within two 
weeks. The average amount of time to issue a 
refund during the 2010 processing year was 7 
to 14 days. However, the following 
conditions may delay refunds and/or change 
refund amounts on electronically filed 
returns:  

 
 The taxpayer owes delinquent Kentucky 

taxes.  
 

 The taxpayer owes a debt to another state 
agency or to the IRS.  
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 The estimated tax payments claimed on 
the return do not match the estimated tax 
payments recorded on the DOR’s estimated 
tax file. 
 

 The refund amount is adjusted when the 
electronic return is processed.  
 

 Address problems. One common 
problem is addresses containing a rural route. 
While the DOR recognizes that some rural 
routes still exist in Kentucky, most rural 
routes have been eliminated and assigned a 
street name with a house number. Preparers 
should verify that the rural route is still a 
valid address before utilizing this address on 
the taxpayer’s return.  
 

 Another common problem is an address 
that contains both a post office box number 
and a street address. Please enter the street 
name and house number on the first address 
line and enter the post office box number on 
the second address line.  

 

 
Please verify that ALL banking information – 
including bank name, routing number and 
account number – is correct before 
transmitting returns.  The DOR may only 
submit Direct Deposit transactions ONE 
time.  Thus, if the information is incorrect 
and the transaction is rejected, a paper check 
must be created and mailed to the taxpayer.  
This process will add approximately 
two to four weeks to the timeframe for 
a taxpayer to receive their refund 
check. 
 

 

If individuals need to contact the Department 
of Revenue regarding their Kentucky refund, 
they should be prepared to give their Social 
Security number and whole dollar amount of 
the expected refund. These taxpayers should 
contact the DOR’s ARTIS line (502) 564-
1600.  
 
Payment of Balance Due Amounts  
 
The taxpayer is responsible for paying the 
amount due the DOR by April 18, 2011 to 
avoid penalties and interest. Details of each 
payment option are listed below. 
 
Direct Debit  
 
Kentucky will again be accepting direct debit 
payments on tax due returns. The payment 
must be the full amount due as indicated 
on the return. At this time, the DOR cannot 
process partial payments electronically. A 
date up to April 18, 2011 can be elected for 
the payment to be debited from the specified 
account. After April 18, the payment will be 
debited when the return has completed 
processing. Please use the transmitting date as 
the direct debit date so the return will not be 
rejected for an invalid date. The direct debit 
account information can be found on the 
Form 8453-K.  

 
Note:  Please allow up to two weeks for your 
debit payment to be withdrawn from your 
account. Payments with a requested 
withdrawal date of April 18, 2011, will be 
considered timely when processed.  
 
The DOR accepts MasterCard, Visa and 
Discover credit cards.  In addition, taxpayers 
may choose to electronically submit payment 
from a checking or savings account.  
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Payments made by the April 18, 2011 due 
date are timely and no additional fees are 
applied.  Access the Department of 
Revenue’s home page at www.revenue.ky.gov to 
make credit card payments and electronic 
check payments over the Internet. Click on 
the KY E-Tax logo then click on E-Payments. If 
the taxpayer does not have access to the 
Internet, you may call the DOR at (502) 564-
4581.  
 
Vouchers 
 
The taxpayer may submit payment by mailing 
Form 740-V with their payment. Form 740-V 
is a payment coupon made available to 
Electronic Return Originators (ERO). If the 
ERO’s software package has the capability of 
printing a document in the same format as the 
Form 740-V, this can also be used. 
 
A paper copy of the electronic return 
should not be submitted with the 740-
V. This not only delays the processing of the 
electronic voucher and payment, but creates 
a billing situation for the taxpayer due to an 
additional return being entered into the 
system.  
 
Payments made with Form 740-V should be 
mailed to:  
 

Kentucky Department of Revenue 
Frankfort, KY 40619-0008 

 
** Please note: 740-V envelopes are 
available FREE of charge from the 

Kentucky Department of Revenue. ** 
 
 

TAX TIP: 
When submitting a payment for an 
electronically filed tax-due return, 
please be sure to use the specially 
designed 740-V envelope; please send 
only the 740-V voucher and check (do 
not include anything else in the 
envelope), and please do not attach 
the check to the voucher (no staples or 
paper clips).  This will help ensure that 
there are fewer delays in the mailroom 
and a taxpayer’s return will be 
processed in a timely manner. 

 
 
Notice of Tax Due 
 
A ‘tax due notice’ will not be sent to the 
taxpayer prior to the April 18, 2011 filing 
deadline. The taxpayer should submit 
payment using one of the payment options 
listed above prior to April 18, 2011 to avoid 
penalties and interest. 
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REJECTION CODES and EXPLANATIONS for TAX YEAR 2010 
 

Form 740 Errors 
0001 Kentucky return must begin with Federal Adjusted Gross Income 
0002 Invalid Software developer code. 
0003 Invalid EFIN. 
0004 Duplicate Return.  Electronic Return already received. 
0005 Error in Federal AGI on married filing separate return.  
0006 Federal Return required for State Only returns. 
0007 Nonresidents and part-year residents are not eligible for electronic filing. 
0008 Unformatted header records incomplete.  Software format issue. 
0009 Unformatted record byte count incorrect. 
0010 Invalid debit routing number. 
0011 Invalid debit account number. Must be numeric only.  No spaces / dashes allowed. 
0012 Invalid indicator. Indicator should be "1" for Direct Deposit option. 
0013 Invalid debit indicator.  Indicator should be "2" for Direct Debit option. 
0014 Invalid debit amount.  Debit payment amount must equal amount due on return. 
0015 Invalid debit date.  Debit payment cannot be warehoused after April 15th. 
0016 Invalid debit date.  Invalid date format in file. 
0017 Incomplete debit/deposit account type.  (Checking / Savings account indicator blank) 
0018 Primary and/or spouse social security number missing. 
0019 Name / Address fields incomplete. 
0020 City / State / ZIP Code fields incomplete. 
0021 Filing Status incorrect. 
0022 Filing status 4 error – Income reported does not belong to primary taxpayer. 
0023 Invalid Filing Status.  Must equal 1, 2, 3 or 4. 
0024 Taxpayer political party fund code invalid.  Must equal 4, 5 or 6. 
0025 Spouse political party fund code invalid.  Must equal 1, 2 or 3 if filing status 2 or 3 is used. 
0026 Additions on Form 740, line 6, does not match additions from Schedule M. 
0027 Error in calculation on Form 740 Line 7. 
0028 Subtractions on Form 740, line 8, does not match subtractions from Schedule M. 
0029 Error in computing KY AGI, Form 740, line 9. 
0030 Error in standard deduction amount claimed. 
0031 Itemized deductions claimed does not match the Spouse total on Schedule A. 
0032 Itemized deductions claimed does not match the Taxpayer total on Schedule A. 
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0033 Error in computing taxable income. 
0034 Line 13 amount claimed does not match value on Form 4972-K. 
0035 Error in tax amount from tax table or computation. 
0036 Total Business Incentive Credits does not match total from Section A, line 19A or 19B. 
0037 Total Personal Tax Credits claimed does not match total from Section B, lines 4A or 4B. 
0038 Error in computing subtotal tax after business incentive and personal credits, line 18. 
0039 Error in computing Total Family Size. 
0040 Error in computing Family Size Tax Credit. 
0041 Error in computing Education Tuition Tax Credit. 
0042 Error in computing Child and Dependent Care Credit. 
0043 Error in computing Income Tax Liability, line 26. 
0044 Error in computing Total Tax Liability, page 1, line 28 / page 2, line 29.  
0045 Error in amount claimed as Kentucky Income Tax Withheld. 
0046 Error in amount claimed as Kentucky Estimated Tax Payments. 
0047 BLANK 
0048 Error in computing line 31, total refundable credits. 
0049 Error in computing amount overpaid. 
0050 Error in computing additional tax due. 
0051 If additional tax due is greater that $500, you are required to file Form 2210K. 
0052 Error in computing amount you owe. 
0053 Error in computing total Business Incentive Credits, Section A.  
0054 
 

Credit for Tax Paid to Other State not eligible for electronic filing without supporting 
documentation. 

0055 
 

Limited Liability Entity Tax Credit not eligible for electronic filing without supporting 
documentation. 

0056 BLANK 
0057 Worksheet required when claiming tax paid to another state. 
0058 Check boxes for personal credits must be checked if applicable. 
0059 Error in totaling personal credits. 
0060 Incomplete dependent information. 
0061 
 

Total dependents claimed on lines 3A and 3B, Section B, Personal Tax Credits does not equal total 
credits claimed on line 3. 

0062 Calculation error in Section B, Personal Tax Credits, lines 4A and/or 4B. 
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SCHEDULE M Errors 
0063 Schedule M required but not submitted with return. 
0064 Spouse total additions are mathematically incorrect. 
0065 Taxpayer total additions are mathematically incorrect. 
0066 Spouse total subtractions are mathematically incorrect. 
0067 Taxpayer total subtractions are mathematically incorrect. 
0068 Negative values are not allowed on Schedule M. 
0069 Pension exclusion amount claimed cannot be verified.  Does not match federal return data. 
0070 
 

Social security amount claimed as deduction cannot be verified.  Does not match federal return data 
submitted. 

SCHEDULE A Errors 
0071 Schedule A required but not submitted with return. 
0072 Percentage field format error. 
0073 Error in computing KY AGI on Schedule A. 
0074 Total contributions are limited to 50% of KY AGI. 
0075 Filing status 2 requires page 2, Schedule A to be completed. 
0076 Error in total itemized deduction calculation. 
SCHEDULE P Errors 
0077 Invalid date format on Schedule P.   
0078 Schedule P required but not submitted with return. 
0079 Invalid Percentage field format on Schedule P. 
0080 Error in Schedule P flow to Schedule M. 
Form 2210K Errors 
0081 Part I calculation error on Form 2210K. 
0082 Part I data incomplete on Form 2210K.   
0083 Part II calculation error on Form 2210K. 
0084 2210K required but not filed. 
Form 8863K Errors 
0085 8863K required but not filed. 
0086 Error in calculating education credit. 
0087 Incomplete data on 8863K. 
0088 Only undergraduate studies at Kentucky institutions qualify for education credit. 
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Form 4972K Errors 
0089 4972K required but not filed. 
0090 Calculation error on Form 4972K. 
0091 Incomplete data on Form 4972K. 
Credit for Tax Paid to Other State Worksheet 
0092 Tax Paid to Other State worksheet required but not filed. 
0093 Incorrect computation on TPOS Worksheet. 
0094 Reciprocal state. Other state income appears to be on wages. 
Credit for Refundable / Nonrefundable Corporate Entity Credit 
0095 Limited Liability Entity Tax Credit worksheet required but not filed. 
0096 Incorrect computation on Limited Liability Entity Tax Credit Worksheet. 
0097 Total on Limited Liability Entity Tax Credit Worksheet does not match credit claimed on return. 
SCHEDULE J Errors 
0098 Schedule J required but not filed. 
0099 Calculation error on Schedule J. 
0100 Incomplete data on Schedule J. 
Additional Error Codes 
0101 Education Credit carry forward claimed but no 8863-K filed in prior years. 
0102 Error in calculating tentative Hope Credit. 
0103 Hope Credit claimed exceeds allowable amount. 
0104 Lifetime Credit claimed exceeds allowable amount of $2,000. 
0105 New Home Tax Credit worksheet required but not filed. 
0106 Authorization number not listed on New Home Tax Credit worksheet. 
0107 Incomplete data on New Home Tax Credit worksheet. 
0108 Energy Efficiency Products Credit Form 5695-K required but not filed. 
0109 Error in computing Energy Efficiency Products Credit allowed. 
0110 Amount of 8863-K credit does not match amount claimed on 740, page 1. 
0111 Total on Schedule A does not match amount claimed on 740, page 1. 
0112 State not identified on TPOS worksheet. 
0113 KY is not a valid entry on TPOS worksheet. 
0114 Energy Efficiency Products Credit carry forward claimed but no Form 5695K filed in prior year. 
0115 Energy Efficiency Products Credit carry forward amount incorrect. 
0116 Film Industry Refundable Credit claimed in error. 
0117 Certified Rehabilitation Refundable Credit claimed in error. 
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PROCESSING 

           POINTERS 
 

 Electronic Filing 
o File electronically. This is the fastest way for your clients to receive their refund. 
o Check all routing and account numbers for accuracy before submitting an 

electronic return for processing. 
o Do not submit Form 8453-K. Retain for taxpayer’s records. 
o Provide your clients with copies of the taxpayer’s income tax return including 

copies of all applicable schedules and wage and tax statements. 
o Send a copy of Form 740-V Electronic Voucher when you remit payment for an 

electronic filed tax due return. The check should include the SSN(s) and the tax 
year. Make sure the name on the return and the voucher is the same. Do not 
include a paper copy of the return with payment. This will help avoid a 
bill being issued due to two returns being filed. 

o Use the specialized 740-V envelope when sending in a payment on a 740-V 
Electronic Voucher. 

 
 Paper Filing 

o Check to make sure the address on the return is correct as filed. 
o Attach supporting schedules for all credits claimed, such as 8863-K, LLET credit, 

5695-K, etc. 
o Provide your clients with copies of the taxpayer’s income tax return including 

copies of all applicable schedules and wage and tax statements. 
o Make sure amounts such as tax credits from pages 2 & 3 are entered on the proper 

line(s) on page 1 of Forms 740 and 740-NP. 
o Use Form 2210-K – Underpayment of Estimated Tax by Individuals to calculate 

any underestimated tax penalties or to claim a waiver of penalty. Check 
appropriate box on Form 740 when Form 2210-K is attached. 

o Use the proper form for the year you are amending, enter applicable year and 
include an explanation of changes on page 2. Attach all schedules and information 
(i.e., federal return) necessary to verify changes reported on the Amended 
Income Tax Return. 

o Attach a copy of the letter sent to the taxpayer from DOR when responding for a 
client. This insures the correspondence will be matched to the return and 
completion of the return’s processing will be resumed promptly.
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INTRODUCTION 
 
The starting point for the Kentucky income 
tax return is federal Adjusted Gross Income. 
Additions and subtractions may apply as the 
result of provisions of the Kentucky Revised 
Statutes.  Many of these provisions can be 
found in KRS 141.010(10) & (11).  
 
These adjustments are reported on 
Kentucky Schedule M – Kentucky 
Federal Adjusted Gross Income 
Modifications.  Columns A and B are 
available to match the additions or 
subtractions to the appropriate taxpayer. 
 
The foundation for Kentucky Income tax law 
has always been grounded in the Internal 
Revenue Code as of a certain date. 
Accordingly, all rules, regulations and 
definitions are the same unless specifically 
different in Kentucky statutes and/or because 
Kentucky has not yet adopted the current 
code for the tax year involved.  
 
Normally there are both transitional and 
traditional differences between the federal 
and Kentucky income tax returns. The 
transitional differences are those that only 
exist until the next time the General 
Assembly updates the Internal Revenue Code 
date in KRS 141.010(3) to the current 
Internal Revenue Code.  The traditional 
differences are those differences that will 
always exist between the Kentucky and 
Federal tax returns regardless of whether or 
not there is a code update. 
 
 
 

FEDERAL LEGISLATION/ 
KENTUCKY IMPACT 

 
Internal Revenue Code (IRC) 
Reference Date – The 2007 General 
Assembly, through House Bill 258, amended 
KRS 141.010(3) to advance the Internal 
Revenue Code (IRC) reference date for state 
individual and corporation income tax 
purposes to December 31, 2006, exclusive of 
any amendments made subsequent to that 
date, other than amendments which extend 
provisions in effect on December 31, 2006.  
The depreciation and section 179 expense 
deductions for property placed in service 
after September 10, 2001 will still be 
computed under the IRC in effect on 
December 31, 2001.  The bill also amended 
KRS 67.750 to update the reference date for 
the IRC for local governments to December 
31, 2006. In addition, the bill also amended 
KRS 141.010(13) to disallow any dividend-
paid deduction of a captive real estate 
investment trust when computing the taxable 
net income of a corporation. 
 
Provisions of IRC Not Adopted for 
Kentucky – HB 258 updates the IRC 
reference date to Dec. 31, 2006, with two 
exceptions, as the basis for Kentucky income 
taxes. 
 
The exceptions are:  
 
1.  For property placed in service after 
September 10, 2001, only the depreciation 
and expense deductions allowed under 
Sections 168 and 179 of the IRC in effect on 
Dec. 31, 2001, exclusive of any amendments 
made subsequent to that date, shall be 
allowed. Depreciation calculations are based 
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on the Code in effect at December 31, 2001. 
This continues depreciation calculations 
without the bonus depreciation allowed after 
September 11, 2001. This is not a change. 
Corporations and individuals will continue to 
use the methods in place prior to September 
11, 2001. 
 
2.  The provisions of the Military Family Tax 
Relief Act of 2003, P.L. No. 108-121, are 
effective on the dates specified in that act. 
Individuals who were impacted unfavorably 
should file an amended return. The 
provisions of MFTRA that now apply for 
Kentucky, include but are not limited, to the 
following: 
  
• Military Death Benefit – MFTRA 

increases the excludable amount for 
federal tax purposes to $12,000 (effective 
with respect to deaths occurring after 
September 10, 2001). 

 
• Benefits for Astronauts – Exclusion 

for certain income and death benefits of 
astronauts who have lost their lives on a 
space mission (effective for qualified 
individuals whose lives are lost after 
December 31, 2002). 

 
• Homeowner’s Assistance – An 

exclusion for amounts received by certain 
employees and members of the armed 
forces under the federal Department of 
Defense Homeowners Assistance 
Program, which is designed to offset the 
adverse effects on housing values that 
result from a military base realignment or 
foreclosure (effective for payments made 
after November 11, 2003). 

 

• National  Guard  and  Reserve 
Travel – An above-the-line deduction for 
overnight transportation, meals, and 
lodging expenses of National Guard and 
Reserve members who must travel away 
from home more than 100 miles and who 
must stay overnight to attend National 
Guard and Reserve meetings (effective 
with respect to amounts paid or incurred 
in taxable years beginning after 2002). 
Kentucky National Guard and Reserve 
members may deduct other expenses as a 
miscellaneous itemized deduction subject 
to the two percent floor. Form 2106 is 
required. 
 

• Home Sale Exclusion – The five-year 
test period for ownership and use of a 
residence to be suspended for up to ten 
years in excluding gain from the sale or 
exchange of a principal residence, if 
during the period of the suspension the 
individual or the individual’s spouse is 
serving on qualified official extended duty 
in the uniformed services or the Foreign 
Service of the United States (effective for 
sales or exchanges made after May 6, 
1997). 

 
KENTUCKY DOMESTIC 

PRODUCTION ACTIVITIES 
DEDUCTION (KDPAD) 

 
Provision 102 of the American Jobs Creation 
Act of 2004 passed October 22, 2004, added 
a deduction based on domestic production 
activities available to corporations, 
individuals, S-corporations and partnerships. 
This provision created a new Internal 
Revenue Code (IRC) Section 199. For pass-
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through entities, the deduction is based on 
the activities of the partnership or S 
corporation, and it is computed at the 
individual partner or shareholder level. The 
partner or shareholder is allocated its share of 
items to compute the deduction via the K-1.  
This deduction became available for tax years 
beginning after December 31, 2004. 

 
 
The IRC Section 199 deduction is calculated 
by taking the qualified production activity 
gross receipts and then reducing it by cost of 
goods sold, direct expenses and a portion of 
the indirect expenses. This results in the 
taxpayer’s qualified production activity 
income.  Taxable income is compared to 
qualified production activity income and the 
lesser amount is multiplied by the applicable 
percentage.   
 

Federal Treatment – On the federal 
return, the applicable percentage is three 
percent (3%) for 2005 and 2006 tax years; 
and this applicable percentage increases to six 
percent (6%) for 2007 through 2009 and then 
increases again to nine percent (9%) for 2010 
and after.  This calculated amount is then 
limited by fifty percent of the W-2 wages 
paid by the taxpayer. 
 
Kentucky Treatment – For taxable years 
beginning on or after Jan. 1, 2010, the 
amount of the domestic production activities 
deduction (DPAD) for Kentucky income tax 
returns will remain six percent as allowed in 
Section 199(a)(2) of the Internal Revenue 
Code (IRC) for taxable years beginning 
before Jan. 1, 2010.  Kentucky does not 
recognize the nine percent DPAD calculation 
rate allowed for federal income tax returns 
filed for taxable years beginning on or after 
Jan. 1, 2010. 
 
For production gross receipts to qualify, the 
gross receipts must be the result of a lease, 
rental, sale, license, exchange or other 
disposition of the property.  There are special 
rules for film production, utilities, 
construction, engineering and architectural 
services, and for food and beverage 
production. A taxpayer may be required to 
allocate its gross receipts between qualified 
domestic production gross receipts and non-
qualified domestic production gross receipts. 
To do this, the taxpayer must use a 
reasonable method to make this 
determination.  If less than five percent of the 
total gross receipts are non-qualified, there is 
a safe harbor that provides that no allocation 
is required. 
 

Production activities are more than 
manufacturing.  They also includes 
construction, film production, 
farming, software development and 
other production activities. These 
activities must substantially take 
place in the United States for the 
taxpayer to be able to claim the 
benefit.  There is a safe harbor to 
determine if the product is 
substantially produced in the 
United States. Under the safe harbor 
method, labor and overhead costs 
incurred by the taxpayer in the 
United States for the production of 
the product must be at least twenty 
percent of the total cost of goods 
sold of the property. 
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Once gross receipts are determined, costs 
must be allocated to determine the net 
qualified activity production income.  A 
simplified method is available for businesses 
that have average annual gross receipts of $25 
million or less. 
 
The W-2 wages limitation is only based on 
the wages of the taxpayer’s common law 
employees.  There are three methods 
provided to compute the W-2 wages, which 
include a simplified method based on the total 
entries in Box 1 or Box 5 of the Form W-2. 
 
For taxpayers other than corporations:  (1) a 
full year resident individual will complete 
Schedule M to make adjustments to the 
allowable federal DPAD to determine the 
KDPAD; (2) a part-year resident or full-year 
nonresident individual shall prorate the 
allowable federal DPAD based upon the 
percentage of Kentucky domestic production 
gross receipts to federal domestic production 
gross receipts. The KDPAD shall not exceed 
50 percent of the Kentucky W-2 wages from 
the entity that generated Kentucky domestic 
production gross receipts.  Enter the KDPAD 
amount computed for a nonresident or part-
year resident individual on Form 740-NP, 
page 3, Column B, Line 30.   
 
 

INCOME TAX EXCLUSION 
for MILITARY KILLED 

in the LINE of DUTY 
 
House Bill 380 amended KRS.141.010 to 
exempt all income earned by soldiers killed in 
the line of duty from Kentucky tax for the 
years during which the death occurred and 

the year prior to the year during which the 
death occurred. 
 
The changes are applicable for tax years 
beginning after December 31, 2001. The 
income exclusion applies to all income from 
all sources of the decedent, not just military 
income. The exclusion includes all federal 
and state death benefits payable to the estate 
or any beneficiaries. 
 
Amended returns may be filed for the year 
the soldier was killed in the line of duty and 
the year prior to the year of death. The 
amended returns must be filed within the 
statute of limitations period; four years from 
the due date, the extended due date or the 
date the tax was paid, whichever is later. 
 
If a combined return was filed, the exclusion 
would apply to the income reported in 
Column A or Column B of the Kentucky 
return attributable to the military member.  
If a joint return was filed, the income must be 
separated accordingly. Refunds will be issued 
in the names on the original return. 
Beneficiaries or estates that received death 
benefits that were included in a Kentucky 
return may file an amended return to request 
a refund of taxes paid on the benefit. 
 
The Department of Revenue will use the 
Veterans Administration definition for in the 
line of duty, which is in active military service, 
whether on active duty or authorized leave, 
unless the death was the result of the person’s 
own willful misconduct. 
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FEDERAL LIMITATIONS 
on STATE TAXATION 

 
Below is a list of federal statutes that limit or 
otherwise affect the power of the states to 
tax. This list does not include constitutional 
provisions – such as the Commerce, Import-
Export, Privileges and Immunities and Due 
Process Clauses, or the First Amendment, to 
name a few – or doctrines, such as tribal or 
intergovernmental immunity, that would 
impact state taxation, or tariffs and treaties.  
The list also does not include what are 
probably dozens of statutes pertaining to 
specific federal instrumentalities and Indian 
tribes. 

 
1. Income taxation affecting federal 

employees.  P.L. 89-554, 80 Stat 608, 
4 USCA § 111. States cannot tax federal 
employees differently from state 
employees. See Davis v. Michigan Dept. of 
Treasury. 489 U.S. 803, 103 L.Ed.2d 891 
(1989), regarding taxation of retirement 
benefits. 

 
2. Nonresident pensions.  P.L. 104-95, 

109 Stat 979, 4 USCA § 114. Preempts 
state taxation of pension and other types 
of deferred compensation when paid out 
to nonresidents.  

 
3. Soldiers and Sailors Civil Relief Act 

of 1940, 566 Stat. 777, 50 USC 574, 
members of the armed forces are subject 
to tax only in their respective states of 
residence, and not necessarily in the state 
in which they are stationed or assigned.  

 

4. "4-R Act" (Railroad Regulatory 
Reform and Revitalization Act of 
1976).  P.L. 94-210, 90 Stat 31, 45 USC 
§ 801. Provides that state may not treat 
railroads differently from other 
commercial and industrial property for 
property tax purposes.  

 
5. Property tax on airlines and 

interstate carriers. Under federal 
statute, 49 U.S.C. § 1513(d)(1)(A), a 
state is prohibited from assessing air 
carrier transportation property at a value 
that has a higher ratio to its true market 
value than the ratio that the assessed value 
of other property has to its true market 
value.  

 
6. Interstate bus and motor carrier 

transportation tickets, enacted as a 
result of the U.S. Supreme Court 
decision in Jefferson Lines. P.L. 104-88, 
109 Stat 803, 49 USCA § 101. Preempts 
state taxation of interstate motor carrier 
passenger transportation. This includes 
the sale of transportation or the gross 
receipts derived from such 
transportation. 

 
7. Prohibition against any head tax on 

passengers in air transportation. 
Federal Aviation Act 49 USC § 40116(b), 
P.L. 103-272. Amended P.L. 103-105. 
(See below, no. 26 for another reference 
to this provision.) 

 
8. Interstate commerce workers: 

airline workers, interstate carrier 
employees and barge workers, as follows: 
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 P.L. 101-322, 104 Stat 295, 45 USCA § 
501. Compensation paid to an employee 
of an interstate railroad or an interstate 
motor carrier may be subject only to 
income tax laws of the state of the 
employee's residence. In 1994 P.L. 103-
440, 108 Stat 4615, 49 USCA § 20101, 
extended to include years prior to 1990. 

 
 P.L. 96-113, 94 Stat 50, 49 USCA 2101, 

and P.L. 103-305, 108 Stat 1569, 49 
USCA § 40101. Airline employees are 
subject to tax in the state of residence and 
the state in which they perform 50 
percent or more of their duties. 

 
 P.L. 101-322, 104 Stat 295, 45 USCA § 

501. Water carriers are subject to tax 
withholding only in the state of residence 
and the state in which the employee 
earned more than 50 percent of the pay. 
[This was expanded to prohibit taxation 
by PL 106-489.] 

 
9. Waterway workers. P.L. 106-489 

limits state income taxation of workers on 
vessels operating in the waters of more 
than one state to the state in which the 
individual resides.  

 
10. Amtrak Reauthorization Act of 

1997. P.L. 101-322,104 Stat 295, 45 
USCA § 501. Prevents state taxation of 
Amtrak transportation for the sale of the 
transportation or gross receipts derived 
from the transportation.  

 
11. Income tax on members of 

Congress. P.L. 95-67, 91 Stat 271 4 
USC §113. Members are not to be 
considered residents of any state other 

than the state from which they are elected 
for purposes of individual income 
taxation. 

 
12. P.L. 86-272, 73 Stat. 555-56, 15 U.S.C. 

381-384 (1976). Prevents state from 
imposing income tax on a business whose 
only contact with a state is to solicit sales 
through employees or contractors.  

 
13. Government sponsored enterprises 

receive complete exemption from state 
and local tax. 12 USC 1723a (c)(2) and 
40 USC 24301(1).  

 
14. Motor fuel tax. Intermodal Surface 

Transportation Efficiency Act (ISTEA) of 
1992, P.L. 102-240, 105 Stat 1914, 49 
USCA § 101. Requires states to collect 
motor fuel use taxes through a base-state 
mechanism. [49 USCA § 31701 - 31707.]  

 
15. Airport Development Acceleration 

Act of 1973, P.L. 93-44, 87 Stat. 88, 49 
U.S.C. 1513. Preempts state and local 
gross receipts taxes on the sale of 
commercial air transportation.  

 
16. Tax Reform Act of 1976, P.L. 94-455, 

90 Stat. 1520, 15 U.S.C. 391. Prevents 
state from imposing taxes on or with 
respect to the generation or transmission 
of electricity when such a tax would 
discriminate against out-of-state 
manufacturers, producers, wholesalers, 
retailers, and consumers of that 
electricity.  

 
17. Bankruptcy jurisdiction. 11 USC § 

505. Allows a bankruptcy court to make 
decisions regarding state tax matters. 
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Other bankruptcy provisions affect the 
ability of states to assess taxes after a 
bankruptcy has been filed; also, case law 
indicates that, in some cases, the filing of 
a claim by a state can be viewed as a 
waiver of the state's sovereign immunity.  

 
18. Workers in federal enclaves. The 

Defense Authorization Act of 1998 
(P.L.105-261) contained provisions that 
prevent states from imposing individual 
income tax on nonresidents employed on 
certain federal installations.  

 
19. ERISA, Employee Retirement 

Income Security Act, 29 USCA § 
1144(a).  Provides that ERISA super 
cedes any and all state laws insofar as they 
may now or hereafter relate to any 
employee benefit plan. 

 
20. Exemption from Custom Duties and 

Internal Revenue Tax based on 
bonded aviation fuel. 19 USCA 1309.  

 
21. Sales tax on purchases food stamps. 

7 USC § 2013. States may only 
participate in the food stamp program if 
state and local sales taxes are not 
collected on food purchases with coupons 
issued under this act. Similar exemption 
presumed for women's, infant’s and 
children’s program payments, under 
Child Nutrition Act of 1966, 42 USC §§ 
1771-1789.  

 
22. Prohibition on state and local 

taxation of federal obligations or the 
interest thereon other than under a 
nondiscriminatory franchise tax. 31 
USCA § 3124.  

23. Federal Reserve Banks. 12 USCA § 
531. Federal Reserve banks, including the 
capital stock and surplus therein and the 
income derived therefrom shall be 
exempt from federal, state and local 
taxation, except taxes upon real estate. 

 
24. Continental Shelf. State taxation laws 

shall not apply to the outer Continental 
Shelf. 43 USCA §1333(2)(A). 

 
25. Telecommunications. Direct-to-home 

satellite services exempt from local, but 
not state, taxation. 47 USCA §152. 

 
26. Aircraft taking off or landing in a 

state. State may tax a flight "only if the 
aircraft takes off or lands in the State or 
political subdivision as part of the flight." 
49 USCA §40116(c). 

 
27. Mobile Telecommunications 

Services. P.L. 106-252 establishes the 
"customer's place of primary use" as the 
situs for taxation of all mobile 
telecommunication services used by the 
customer. 

 
28. Internet Tax Freedom Act. Except 

for grandfathered states, the states are 
prohibited from taxing Internet access, as 
defined in the statute, and from imposing 
multiple or discriminatory taxes on 
Internet activity, for the duration of the 
moratorium. 47 USCA §151, nt.  
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WHERE to ADJUST for 
DIFFERENCES between 

KENTUCKY and FEDERAL LAW 
 
Individual taxpayers should use Kentucky 
Schedule M – Kentucky Federal 
Adjusted Gross Income Modifications 
to adjust for differences between the 
Kentucky and federal income treatment. 
 
 

PART I – ADDITIONS  
to FEDERAL ADJUSTED GROSS 

INCOME 
 
Other States Municipal Bond Interest 
Income (Line 1, Schedule M) –  
 

KRS 141.010(10)(c) Include interest 
income derived from obligations of sister states 
and political subdivisions thereof; 

 
Self-Employed Health Insurance 
Deduction (Line 2, Schedule M) – 
Report self-employed health insurance 
deduction from federal Form 1040, line 29. 
 
Resident Adjustment from partner-
ships, fiduciaries and S corporations, 
Schedule K-1 (Line 3, Schedule M) – 
Partners, estate and trust beneficiaries, and S 
Corporation shareholders compute a resident 
adjustment on Schedule K-1. If the Kentucky 
income is greater than the federal income an 
addition to federal adjusted gross income is 
required. 
 

Federal Depreciation (Line 4, Schedule 
M) – Enter federal depreciation amounts 
from federal Form 4562. (See Schedule M 
instructions.) 
 
Federal Net Operating Losses (Line 5, 
Schedule M) – Enter amount of federal net 
operating loss reported on federal Form 
1040. 
 
Federal Domestic Production 
Activities Deduction (Line 6, Schedule 
M) – Enter the amount of federal domestic 
production activities deduction calculated on 
federal Form 8903. 
 
Other Additions (Line 7, Schedule M) – 
Enter other additions to federal adjusted gross 
income not listed above.  Include any of the 
following: 

• The portion of a lump-sum distribution 
on which you have elected the 20 percent 
capital gains rate for federal income tax 
purposes; 

• Any mortgage debt forgiven under the 
Mortgage Forgiveness Debt Relief Act of 
2007;  

• The passive activity loss adjustment; 

• Differences in pension and IRA bases; 

• Differences in gains (losses) from the sale 
of intangible assets amortized under the 
provision of the Revenue Reconciliation 
Act of 1993; and 

• Differences in gains (losses) from the sale 
of depreciable property placed in service 
after September 10, 2001. 
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PART II – SUBTRACTIONS 
from FEDERAL ADJUSTED 

GROSS INCOME 
 
State Income Tax Refund (Line 9, 
Schedule M) – Enter the amount of taxable 
state income tax refund or credit reported on 
your federal return and included as income 
on federal Form 1040. 
 
Interest from U. S. Obligations (Line 
10, Schedule M) – Kentucky has a very 
simple rule: If the law that creates the federal 
obligation prohibits state taxation, then 
Kentucky cannot tax the income. 
 

KRS 141.010(10)(a) Exclude income that 
is exempt from state taxation by the Kentucky 
Constitution and the Constitution and 
statutory laws of the United States and 
Kentucky; 

Special rules for mutual funds, partnerships, S 
Corporations, and estates and trusts: If the 
taxpayer is to receive the exemption, the 
entity must provide the name(s) of the 
obligation and the amount of interest 
attributable to each obligation.  
 
Pension/Retirement Income Exclusion 
(Line 11, Schedule M) – Kentucky allows 
a limited amount of pension income to be 
excluded. For 2010, the exclusion is 
$41,110. Benefits accruing for service after 
December 31, 1997, from federal and 
Kentucky government retirement systems, 
other pension and annuities are excludable up 
to the maximum exclusion. See Schedule P 
and instructions. 
 

KRS 141.010(10)(i) 1. Exclude the 
applicable amount of total distributions from 
pension plans, annuity contracts, profit-
sharing plans, retirement plans, or employee 
savings plans. 

3. As used in this paragraph: 

a. "Distributions" includes, but is not limited 
to, any lump-sum distribution from pension or 
profit-sharing plans qualifying for the income 
tax averaging provisions of Section 402 of the 
Internal Revenue Code; any distribution from 
an individual retirement account as defined in 
Section 408 of the Internal Revenue Code; and 
any disability pension distribution; 

b. "Annuity contract" has the same meaning as 
set forth in Section 1035 of the Internal 
Revenue Code; and  

c. "Pension plans, profit-sharing plans, 
retirement plans, or employee savings plans" 
means any trust or other entity created or 
organized under a written retirement plan and 
forming part of a stock bonus, pension, or 
profit-sharing plan of a public or private 
employer for the exclusive benefit of employees 
or their beneficiaries and includes plans 
qualified or unqualified under Section 401 of 
the Internal Revenue Code and individual 
retirement accounts as defined in Section 408 
of the Internal Revenue Code. 
 

Exempt Retirement Benefits (Lines 11 
& 12, Schedule M) – The following types 
of retirement benefits are exempt and may be 
deducted from federal adjusted gross income 
without reducing the pension exclusion. 
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Social Security and U.S. Railroad 
Retirement Board Benefits – KRS 
141.010(10)(e) Exclude Social Security and 
railroad retirement benefits subject to federal 
income tax. 
 
Supplemental Annuities from the U.S. 
Railroad Retirement Board – KRS 
141.010(10)(b) Exclude income from 
supplemental annuities provided by the 
Railroad Retirement Act of 1937 as amended 
and which are subject to federal income tax 
by Public Law 89-699. 
 
Commonwealth of Kentucky 
Retirement Systems – All benefits if 
retired before January 1, 1998, and benefits 
accruing for service before January 1, 1998, if 
retired after December 31, 1997. 

 
KRS 141.010(10)(a) Exclude income that 
is exempt from state taxation by the Kentucky 
Constitution and the Constitution and 
statutory laws of the United States and 
Kentucky; 

KRS 141.0215   Inclusion in gross income of 
government retirement payments after 
December 31, 1997 - Computation. 

(1) Notwithstanding the provisions of KRS 
141.010(9), for tax years commencing on or 
after January 1, 1998, the amount of all 
previously untaxed distributions from a 
retirement plan paid pursuant to KRS Chapters 
6, 16, 21, 61, 67A, 78, 90, 95, 96, 161, 
and 164, and the amount of all previously 
untaxed distributions paid from a retirement 
plan by the federal government, which are 
excluded from gross income pursuant to KRS 
141.021, shall be included in gross income as 
follows: 

Kentucky Local Government 
Retirement and Federal and U.S. 
Military Retirement Systems (Line 12, 
Schedule M) – All benefits if retired before 
January 1, 1998, and benefits accruing for 
service before January 1, 1998, if retired 
after December 31,1997. 
 

KRS 141.021 Federal and local government 
annuities excluded from gross income – 
Taxability after December 31, 1997. 

Notwithstanding the provisions of KRS 
141.010, federal retirement annuities, and 
local government retirement annuities paid 
pursuant to KRS 67A.320, 67A.340, 
67A.360 to 67A.690, 79.080, 90.400, 
90.410, 95.290, 95.520 to 95.620, 
95.621 to 95.629, 95.767 to 95.784, 
95.851 to 95.884, or 96.180, shall be 
excluded from gross income. Except federal 
retirement annuities and local government 
retirement annuities accrued or accruing on or 
after January 1, 1998, shall be subject to the 
tax imposed by KRS 141.020, to the extent 
provided in KRS 141.010 and 141.0215. 
 

Long-Term Care Insurance Premiums 
(Line 13, Schedule M) – KRS 
141.010(10)(m) Exclude any amount paid 
during the taxable year for insurance for long-
term care as defined in KRS 304.14-600; 
 
KRS 141.010(10)(m) provides an exclusion 
from gross income on the Kentucky return 
for any amounts paid for long-term care 
insurance. This exclusion is not limited to 
premiums paid for the taxpayer, taxpayer's 
spouse and dependents. The premiums can be 
paid for anyone and be excluded. The 
taxpayer that pays the premium is the one 
who can claim the exclusion.  This provision 
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was first applicable for the 1998 tax year. The 
federal limitations, based on age and cost, do 
not apply to the Kentucky treatment. 
 
Excludable long-term care insurance 
premiums are subtracted on Line 13, 
Schedule M. Any amount of long-term care 
insurance premiums claimed on the line 29 of 
federal Form 1040 will be added back on Line 
2 of Schedule M.   
 
Long-term care insurance premiums shall not 
be claimed as itemized deductions on the 
Kentucky return. 
 
Health Insurance Premiums  (Line 14, 
Schedule M) – KRS 141.010(10)(k) states 
“Exclude for taxable years beginning after 
December 31, 1998, to the extent not 
already excluded from gross income, any 
amounts paid for health insurance which 
constitutes medical care coverage for the 
taxpayer, the taxpayer’s spouse, and 
dependents during the taxable year. Any 
amounts paid by the taxpayer for health 
insurance that are excluded pursuant to this 
paragraph shall not be allowed as a deduction 
in computing the taxpayer’s net income 
under section (11) of this section.”  
 
• The law does not allow for any item to be 

deducted twice. 
 
• Being eligible for employer sponsored 

health insurance does not make one 
ineligible for this exclusion. If an 
employee pays health insurance premiums 
through their employer, the premiums 
may be excluded if the premiums are 
included in box 1 (wages) of the 
employee's W-2 form. 

• No exclusion is allowed for employees 
whose premiums are paid through a tax 
deferred arrangement (i.e., pre-tax 
dollars). This will most likely include all 
teachers and state employees. 

 
• Any amounts paid for health insurance 

coverage that is excluded under KRS 
141.010(10)(k) shall not be allowed as 
an itemized deduction. 

 
• The exclusion applies to premiums paid 

for the taxpayer, taxpayer's spouse and 
dependents. 

 
Schedule M is used to claim the exclusion. 
Any amount claimed on line 29 of federal 
Form 1040 shall be added to federal adjusted 
gross income on Line 2, Schedule M. One 
hundred percent of excludable Health 
Insurance Premiums paid may then be 
subtracted on Line 14, Schedule M. 
 
Resident Adjustment from 
partnerships, fiduciaries and S 
corporations, Schedule K-1 (Line 15, 
Schedule M) – Partners, estate and trust 
beneficiaries, and S Corporation shareholders 
compute a resident adjustment on Schedule 
K-1. If the Kentucky income is less than the 
federal income a subtraction from federal 
adjusted gross income is required.  
 
Kentucky Depreciation (Line 16, 
Schedule M) – Enter Kentucky 
depreciation amounts from revised Form 
4562. (Please see Schedule M instructions.) 
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Kentucky Net Operating Loss (Line 17, 
Schedule M) – Enter amount of Kentucky 
Net Operating Loss. Differences in Net 
Operating Losses (NOL) occur if the 
taxpayer has income that is exempt for 
Kentucky income tax purposes and 
differences in nonbusiness deductions. 
Kentucky taxpayers must compute a 
Kentucky NOL using Kentucky income and 
deductions on Schedule KNOL – Kentucky 
Net Operating Loss Schedule. The Kentucky 
NOL is subtracted on Schedule M, Line 17.  
The federal NOL is not allowable and for the 
individual taxpayer must be added to federal 
adjusted gross income on Schedule M, Line 5. 
 
The Kentucky tobacco farmer may have a 
Kentucky NOL without having a federal NOL 
because of the tobacco settlement/TLAP 
income. 

 

 
 KENTUCKY TAX TREATMENT  

 
Net operating losses must be 
computed using Schedule KNOL.  For 
2005 and future years the carryback 
of net operating losses to prior years 
will no longer be allowed.  Net 
operating losses will be available for 
carryforward for up to 20 years. 
 
Schedule KNOL is to be used to 
compute the current year loss for 
purposes of carryforward.   
 
Attach copies of federal Form 1040 
and all supporting scheduled and the 
Kentucky Form 740 and all supported 
schedules to verify amounts claimed 
on Kentucky Schedule KNOL. 
 
All future years claiming a Kentucky 
Net Operating Loss Deduction 
(NOLD) should have a supporting 
schedule to verify the loss claimed.  
The supporting schedule should 
include the loss amount, year(s) the 
loss is applicable to, any amounts 
utilized in prior years and amounts to 
be carried forward. 
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Kentucky Domestic Production 
Activities Deduction (Line 18, 
Schedule M) – Enter Kentucky domestic 
productions activities deduction. Beginning 
on or after January 1, 2010 limit the federal 
domestic productions activity by the six 
percent in lieu of the rate provided by IRC § 
199(a). 
 
Other Subtractions (Line 19, Schedule 
M) – Enter other subtractions from federal 
adjusted gross income not listed above.  
Include any of the following: 

• income received from the tobacco quota 
buyout; 

• income received as a result of the Master 
Tobacco Settlement Agreement 

• income received from the Tobacco Loss 
Assistance Program (TLAP); 

• income of precinct workers for election 
training or working at election booths; 

• capital gains on property taken by 
eminent domain; 

• passive activity loss adjustment (see Form 
8582-K and instructions); 

• income of a child reported on the parent’s 
return; 

• artistic charitable contributions (if you do 
not itemize deductions); 

• the federal work opportunity credit used 
to reduce wages; 

• at-risk limitations (see Schedule M 
instructions) 

• qualified farm networking project 
differences per KRS 141.0101(15); 

• differences in the gains (losses) from the 
sale of intangible assets amortized under 
the provisions of the Revenue 
Reconciliation Act of 1993; 

• differences in gains (losses) from assets 
purchased after September 10, 2001; and 

• income of military personnel killed in the 
line of duty. 

 

Loss Incurred in  
Tax Year Beginning 

               Kentucky Treatment 
Carryback                 Carryforward  

   
On/before 8/5/97 3 yrs. 15 yrs. 
   
After 8/5/97, but before 1/1/2000 2 yrs. 20 yrs. 
   
After 8/5/97, but before 1/1/2000 
(Farm Loss) 

2 yrs. 20 yrs. 

   
On/after 1/1/2000 forward 2 yrs. 20 yrs. 
On/after 1/1/2000 forward – Farm Loss 5 yrs. 20 yrs. 
On/after 1/1/2005 forward   N/A 20 yrs. 
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Tobacco Master Settlement Agreement  
(Line 19, Schedule M) – KRS 
141.010(10)(o) Exclude any amount 
received by a producer of tobacco or a 
tobacco quota owner from the multi-state 
settlement with the tobacco industry, known 
as the Master Settlement Agreement, signed 
on November 22, 1998; 

 
KRS 141.010(10)(p) Exclude any amount 
received from the secondary settlement fund, 
referred to as "Phase II," established by tobacco 
companies to compensate tobacco farmers and 
quota owners for anticipated financial losses 
caused by the national tobacco settlement;  
 

It should be recognized that any self-
employment tax taken as a deduction on 
Form 1040 that is based on monies received 
from Phase II will be allowed as a deduction 
for Kentucky income tax purposes. 
 
 

 FEDERAL TAX TREATMENT  
 

Report payments received under the 
secondary settlement funds, Phase II, 
in the year received. Cash basis 
farmers should report the income in 
the year received. 

 
 

 KENTUCKY TAX TREATMENT  
 
Payments from Phase II are not 
taxable on the Kentucky return. 
Growers and quota owners should 
use Schedule M, Line 19, Other 
Subtractions, to make the 
adjustment. Identify as Tobacco 
Settlement income. 

Tobacco Loss Assistance Program 
(TLAP) (Line 19, Schedule M) – KRS 
141.010(10(q) Exclude any amount received 
from funds of the Commodity Credit 
Corporation for the Tobacco Loss Assistance 
Program as a result of a reduction in the 
quantity of tobacco quota allotted; 
 
Tax treatment of TLAP payments is the same 
as for the Phase II payments. Use Schedule M, 
Line 18, Other Subtractions, to make the 
adjustment.  
 
Tobacco Quota Buydown Exemption – 
The American Jobs Creation Act of 2004 
(AJCA)(H.R. 4520) provides a buyout for 
tobacco quota owners.  However, payments 
received from a tobacco quota buydown are 
exempt from the state income taxes imposed 
on individuals and corporations. (HB 97 
(2004) codified as KRS 141.010(10)(r) and 
141.010(12)(l)) 
 
KRS 141.010(10)(r) – (10)  Adjusted gross 
income, in the case of taxpayers other than 
corporations, means gross income as defined 
in subsection (9) of this section minus the 
deductions allowed individuals by Section 62 
of the Internal Revenue Code and as modified 
by KRS 141.0101 and adjusted as follows, 
except that deductions shall be limited to 
amounts allocable to income subject to 
taxation under the provisions of this chapter, 
and except that nothing in this chapter shall 
be construed to permit the same item to be 
deducted more than once:  
 

(r) Exclude any amount received as a 
result of a tobacco quota buydown 
program that all quota owners and 
growers are eligible to participate in; 
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KRS 141.010(12)(l) – (12)Gross income, in 
the case of corporations, means gross income as 
defined in Section 61 of the Internal Revenue 
Code and as modified by KRS 141.0101 and 
adjusted as follows: 
 

(l) Exclude any amount received as a 
result of a tobacco quota buydown 
program that all quota owners and 
growers are eligible to participate in; 

 
Imputed Interest – Imputed interest 
received as part of the Tobacco Quota Buyout 
Program is exempt from Kentucky tax.  
Adjustments to federal adjusted gross income 
should be made on Kentucky Schedule M. 
 
Income for Training and/or Working 
at Election Booths (Line 19, Schedule 
M) – Exclude income received for services 
performed as a precinct worker for election 
training or for working at election booths in 
state, county, and local primary, regular, or 
special elections. KRS 141.010(10)(l) 

 
 

TAX TIP: 
Salary and fees paid to trainers of 
election workers and County Election 
Board members are not eligible for the 
exclusion. 

 
 
Capital Gains on Property Taken by 
Eminent Domain (Line 19, Schedule M) 
– Exclude any capital gains income 
attributable to property taken by eminent 
domain.  This provision, effective for years 
beginning after December 31, 1997, is 
applicable only for individual income tax 

purposes. Eminent domain is defined as the 
power of government and certain kinds of 
corporations, such as railroads and public 
utilities, to take private property against the 
objection of the owner, provided the taking is 
for a public purpose and just compensation is 
paid to the owner. It also includes threat of 
condemnation. 
 
If by chance the seizure includes property 
used in the business that results in a loss, the 
loss would be deductible on the business 
return. 
 
The exclusion is claimed on line 19 of 
Schedule M. Documentation in support of the 
exclusion should be attached to the return 
and may include copies of the federal 
Schedule D and the settlement from the 
agency, i.e., Transportation Cabinet, or the 
court. 
 
Child’s Income Reported on Parent’s 
Return (Line 19, Schedule M) – 
Kentucky allows a dependent child to claim 
both the standard deduction and the $20 tax 
credit. Subtract any income attributable to 
the child reported on the parent’s federal 
return and file a separate Kentucky return for 
the child. 
 
Work Opportunity Tax Credit & 
Welfare to Work Credit (Line 19, 
Schedule M) – The Work Opportunity Tax 
Credit and Welfare to Work credits are now 
a combined credit for federal purposes.  
Kentucky does not allow this credit. 
However, taxpayers are allowed a deduction 
for those wages that are taken as a direct 
credit on the federal return.  Since the net 
income from federal Schedules C and F are 
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ultimately reflected in federal adjusted gross 
income, taxpayers must make an adjustment 
to allow as a deduction such wages for 
Kentucky income tax purposes.  
 
Capital Gains on Sales of Kentucky 
Turnpike Bonds (Line 19, Schedule M) 
– Gains on the sale of bonds, even those that 
produce exempt interest income, are subject 
to tax. However the Kentucky Turnpike 
Bond legislation included an exemption for 
capital gain income realized on the sale.  
 

KRS 175.560 Turnpike properties and bonds 
are tax-exempt. 

The exercise of the powers granted by this 
chapter will be in all respects for the benefit of 
the people of the Commonwealth, . . . and the 
bonds issued under the provisions of this 
chapter, their transfer and the income 
therefrom (including any profit made on 
the sale thereof) shall at all times be free 
from taxation within the Commonwealth. 
[Emphasis added] 
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PROVISIONS of the  
CODE ENACTED after 
DECEMBER 31, 2006 

 
Small Business and Work Opportunity 
Tax Act of 2007 – President Bush signed on 
May 25, 2007 the Small Business and Work 
Opportunity Tax Act of 2007. The new tax 
law targets nearly $5 billion in tax incentives 
principally to small businesses but also to 
some larger ones. It also includes tax 
incentives to help taxpayers recovering from 
Hurricane Katrina, as well as an important 
package of S corporation reforms. However, 
unlike past tax bills, the revenue raisers that 
mean more taxes for certain taxpayers are 
significantly fewer in number; although one-
an expansion of the kiddie tax to apply to 
children who are 18 years old or who are full-
time students up to age 24-will impact 
millions of families. Since this is after the IRC 
Code date adopted by Kentucky, provisions 
of this act will not apply to 20010 Kentucky 
tax returns. Some of the highlights of this act 
follow. 
 
The major provisions in the most recent tax 
law designed to assist small business include: 
 
Work Opportunity Tax Credit (WOTC) 
– The new law extends the WOTC for 3 1/2 
years through September 30, 2011. It also 
expands the WOTC to allow credit to 
employers who hire disabled veterans and 
individuals in counties that have suffered. 
 
Small Business Expensing – The new law 
extends and expands the Section 179 
enhanced expensing provisions through 2010. 
It provides for an immediate 2007 increase in 

the expensing limit from $112,000 to 
$125,000, with phase-out level from 
$450,000 to $500,000. 
 
GO Zone Businesses – The new law will 
also extend 179 expensing for Go Zone 
businesses (those devastated by Katrina and 
other recent hurricanes) through 2008. 
Under the new law, the $100,000 limit 
($112,000 for 2007) is increased to $125,000 
for tax years beginning in 2007 through 2011. 
The amount is also indexed for inflation for 
tax years beginning after 2007 and before 
2011. The maximum deduction is reduced by 
the amount by which all qualifying property 
placed in service during the tax year exceeds 
an investment limitation. The inflation-
adjusted investment limitation for property 
placed in service in tax years beginning in 
2007 is $450,000. The new law also raises 
the investment limitation to $500,000 for tax 
years beginning in 2007 through 2011. 
 
FICA Tip Credit – In a move to help many 
small businesses offset the costs of dealing 
with the higher minimum wage required in 
the new law, the tax portion allows 
employers to receive full tip credit despite 
increase in federal minimum wage. The tip 
credit will be based on a minimum wage of 
$5.15 per hour rather than the new minimum 
wage, which will reach $7.25 over the next 
two years. Even though the minimum wage 
has increased, the amount of the tip credit 
will not be reduced. The provision applies 
with respect to tips received for services 
performed after December 21, 2006. 
 
Family Business Tax Simplification – 
Under the new law, a married couple who 
operates a joint venture and who files a joint 
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return can elect not to be treated as a 
partnership for federal tax purposes. This 
treatment is available for tax years beginning 
after December 31, 2006. Each spouse would 
take into account his or her share of income, 
gain, loss, and other items as a sole 
proprietor. They would not have to file a 
partnership return (Form 1065) and report 
two Schedule K-1s. Instead, couples would 
each report their share of income on Form 
1040, Schedule C. 
 
Offsets – Not all provisions in the new law 
are pro-taxpayer. Some have been inserted to 
offset the cost of the pro-taxpayer provisions, 
pursuant to Congressional rules. The more 
significant offsets, all of which are estimated 
to raise almost $5 billion over ten years, 
include: 
 
• Raising those subject to the kiddie tax. The 

new law raises the age from under-18 to 
under-19 (under-24 if a student) at which 
a child’s unearned income in excess of 
$1700 is taxed at the parent’s rate.  

 
• Interest suspension. The new law doubles 

the time – from 18 months to 36 months 
– the time that the IRS has before it must 
stop charging interest and filing related 
penalties if it fails to notify the taxpayer 
about a tax deficiency. 

 
• Collection Due Process (CDP) hearings. 

The new law eliminates the requirement 
that the IRS hold a collection due process 
hearing before issuing a levy on 
delinquent employment taxes Post-levy 
hearings remain an option. 

 

• Bad checks. The $750 threshold for bad 
check penalties is increased to $1,250 and 
the $15 fee is increased to $25 for 
bounced checks payable to the IRS. 

 
• Preparer penalties. The new law expands 

preparer penalties to all types of tax 
returns (e.g., employment, excise, 
exempt organizations, estate and gift tax). 
It also raises the amounts of the penalties. 

 
Mortgage Forgiveness Debt Relief Act 
of 2007 – The Mortgage Forgiveness Debt 
Relief Act of 2007 was enacted on December 
20, 2007.  Generally, the Act allows 
exclusion of income realized as a result of 
modification of the terms of the mortgage, or 
foreclosure on your principal residence. 

Usually, debt that is forgiven or cancelled by 
a lender must be included as income on your 
tax return and is taxable. The Mortgage 
Forgiveness Debt Relief Act of 2007 allows 
you to exclude certain cancelled debt on your 
principal residence from income. 

The Act applies only to forgiven or cancelled 
debt used to buy, build or substantially 
improve your principal residence, or to 
refinance debt incurred for those purposes. 
Debt used to refinance your home qualifies 
for this exclusion, but only up to the extent 
that the principal balance of the old 
mortgage, immediately before the 
refinancing, would have qualified. 
 
The Act applies to qualified debt forgiven in 
2007, 2008 or 2009. The amount of debt 
forgiven must be reported on Form 982 and 
the Form 982 must be attached to your tax 
return. 
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Tax Increase Prevention Act of 2007 – 
On December 19, 2007 Congress passed the 
Tax Increase Prevention Act of 2007 and the 
President signed it into law on December 26, 
2007 The AMT exemption patch was 
extended for 2007.  The act extends for 2007 
the provision that all nonrefundable personal 
credits are allowed against the AMT. 

The Economic Stimulus Act of 2008 –
On February 13, 2008, President Bush signed 
H.R. 5140, otherwise known as the 
Economic Stimulus Act of 2008. The 
Economic Stimulus Act immediately grabbed 
headlines because most Americans would 
receive a check for $600 from Uncle Sam. 
While the Economic Stimulus Act is a boon 
for consumers, there are significant benefits 
in the Economic Stimulus Act for businesses 
as well.  

Small Business stands to benefit a great deal 
from the Economic Stimulus Act of 2008. 
This is because the Section 179 Deduction 
limits have been generously increased, and 
small businesses across the country will reap 
the rewards.  

The specific impact the Economic Stimulus 
Act has had on the Section 179 deduction is 
related to the dollar limits of the deduction. 
The previous dollar limits were a $125,000 
limit on the deduction and the total amount 
of equipment purchased could not exceed 
$500,000. The Economic Stimulus Act raises 
these limits significantly. The new deduction 
limits are $250,000 on the deduction, and the 
total amount of equipment purchased cannot 
exceed $800,000. 
 

The Food, Conservation, and Energy 
Act of 2008 – The Food, Conservation, and 
Energy Act of 2008 was enacted on May 22, 
2008 by Congress.  Some of its more 
important provisions include: 
 
• Enhanced like-kind exchanges – The 

Farm Bill amends the like-kind exchange 
rules under Code Section 1031 to permit 
the exchange of water rights in the form 
of mutual ditch, reservoir and irrigation 
company stock. The new like- kind 
exchange treatment applies to exchanges 
completed after the date of enactment. 

 
• Tax credit for protecting agricultural 

chemicals – Individuals and businesses 
that manufacture, sell and distribute 
agricultural fertilizers and pesticides will 
be eligible for a tax credit of 30 percent 
of their costs of protecting these 
dangerous products. The credit is part of 
the general business credit. There are 
limits to the credit, however, and it may 
not exceed $2 million for any taxpayer in 
any tax year. In addition, qualifying costs 
are not limited to the protection of 
chemicals, but include the costs associated 
with employee background checks and 
training. 

 
• Enhanced depreciation for race horses – 

H.R. 2419 creates a uniform depreciation 
period of three years for all race horses, 
regardless of age. The new treatment 
generally applies to property placed in 
service after Dec. 31 and before Jan. 1, 
2014, with an exception for horses more 
than two years of age placed in service 
after Dec. 31, 2013. 
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• Conservation Reserve Program payments 
(CRP) – The act excludes any CRP 
payments to retired or disabled farmers 
from self-employment income. Instead, 
payments will be treated as rental 
payments for federal tax purposes, and 
this change is retroactive for payments 
made after Dec. 31, 2007. This change 
came about so the Social Security benefits 
paid to retired or disabled farmers would 
not be reduced because of additional self-
employment income.  

 
• Conservation easements – The Pension 

Protection Act of 2006 (PPA) created 
new opportunities for, and imposed new 
requirements on, charitable contributions 
of real property for conservation 
purposes. Individuals could take an 
immediate deduction for the donation of 
conservation property, up to 50 percent 
of their contribution base, rather than 
being restricted to the normal 20 percent 
limit. This portion of the PPA was 
designed to encourage farmers and 
ranchers even more, allowing them 
charitable contribution deductions of up 
to 100 percent of their contribution base 
for contributions of qualified conservation 
property. This special treatment, both for 
individuals in general and for farmers and 
ranchers, expired at the end of 2007. 
H.R. 2419 extends this treatment 
through Dec. 31, 2009.  

 
• Forestry conservation bonds – H.R. 2419 

authorizes the issuance of new forestry 
conservation tax-credit bonds to acquire 
forests for conservation purposes. Some 
portion of the land must be adjacent to 
U.S. Forest Service land and at least half 

of the land must be transferred to the 
U.S. Forest Service at no net cost to the 
U.S. 

 
• Timber-related provisions – H.R. 2419 

includes a number of timber-specific 
provisions, such as temporarily reducing 
the rate of tax on qualified timber gain of 
C corps, loosening the rules governing 
the treatment of timber gains to fit timber 
property held for less than one year 
(landholdings) within the rules for 
qualifying real estate investment trusts 
(REITs) and favorably modifying the 
taxable REIT subsidiary asset test for 
timber REITS. 

 
• Agricultural bonds – The legislation 

increases caps on loans made to first-time 
farmers from the proceeds of tax-exempt 
agricultural bonds. The maximum loan 
amount was raised to $450,000 and is 
indexed for inflation. Lawmakers also 
removed the fair market value test from 
the definition of substantial farmland. 

 
The Emergency Economic Stabilization 
Act of 2008 – The major provisions in this 
act include the following: 
 
• Stabilizing the Economy – The 

Emergency Economic Stabilization Act of 
2008 (EESA) provides up to $700 billion 
to the Secretary of the Treasury to buy 
mortgages and other assets that are 
clogging the balance sheets of financial 
institutions and making it difficult for 
working families, small businesses, and 
other companies to access credit. EESA 
also establishes a program that would 
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allow companies to insure their troubled 
assets. 

 
• Homeownership Preservation – EESA 

requires the Treasury to modify troubled 
loans – many resulting from predatory 
lending practices – wherever possible to 
help American families keep their homes. 
It also directs other federal agencies to 
modify loans that they own or control. 
Finally, it improves the HOPE for 
Homeowners program by expanding 
eligibility and increasing the tools 
available to the Department of Housing 
and Urban Development to help more 
families keep their homes. 

 
• Taxpayer Protection – The legislation 

requires companies that sell some of their 
bad assets to the government to provide 
warrants so that taxpayers will benefit 
from any future growth these companies 
may experience as a result of participation 
in this program. The legislation also 
requires the President to submit 
legislation that would cover any losses to 
taxpayers resulting from this program 
from financial institutions. 

 
• No Windfalls for Executives – Executives 

who made bad decisions should not be 
allowed to dump their bad assets on the 
government, and then walk away with 
millions of dollars in bonuses. In order to 
participate in this program, companies 
will lose certain tax benefits and, in some 
cases, must limit executive pay. In 
addition, the bill limits golden parachutes 
and requires that unearned bonuses be 
returned. 

 

• Oversight – Rather than giving the 
Treasury all the funds at once, the 
legislation gives the Treasury $250 billion 
immediately, then requires the President 
to certify that additional funds are needed 
($100 billion, then $350 billion subject to 
Congressional disapproval). EESA also 
establishes an Oversight Board so that the 
Treasury cannot act in an arbitrary 
manner. It also establishes a special 
inspector general to protect against 
waste, fraud and abuse. 

 
Kentucky Impact – Since EESA was enacted 
October 3, 2008, it is effective after the IRC 
Code date adopted by Kentucky. Therefore, 
the provisions of this act will not apply to 
2010 Kentucky tax returns. 
 
The American Recovery and 
Reinvestment Act of 2009 – The 
American Recovery and Reinvestment Act 
(ARRA) is an economic stimulus package 
enacted by the Unites States Congress and 
signed by President Obama on February 19, 
2009.  In the face of an economic crisis, the 
magnitude of which we have not seen since 
the Great Depression, the American 
Recovery and Reinvestment Act represents a 
strategic and significant investment in our 
country’s future.  The ARRA was intended to 
provide a stimulus to the U.S. economy in 
the wake of the economic downturn, to save 
or create 3.5 million jobs, and to include 
measures to modernize our nation's 
infrastructure, enhance energy independence, 
expand educational opportunities, preserve 
and improve affordable health care, provide 
tax relief, and protect those in greatest need. 
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Some of its more important provisions 
include federal tax cuts, expansion of 
unemployment benefits and other social 
welfare provisions, and domestic spending in 
education, health care, and infrastructure, 
including the energy sector.  Many of these 
provisions were originally adopted for only 
two tax years – 2009 and 2010 – and are set 
to expire soon.   
 
Kentucky Impact – Since Kentucky is still 
under the IRC Code date of December 31, 
2006 and has not adopted the legislation for 
the American Recovery and Reinvestment 
Act, the provisions of this act will not apply 
to 2010 Kentucky tax returns. 
 
 

FEDERAL DISASTER AREAS 
 
On May 11, 2010, following several days of 
severe storms, flooding, mudslides and 
tornadoes, President Obama declared the 
following counties as a federal disaster area 
qualifying for assistance and special tax relief:  
Adair, Allen, Anderson, Barren, Bath, 
Bourbon, Boyd, Boyle, Butler, Carter, 
Casey, Christian, Clark, Clinton, Crittenden, 
Cumberland, Edmonson, Elliott, Estill, 
Fayette, Fleming, Franklin, Garrard, Green, 
Greenup, Hardin, Hart, Henry, Hopkins, 
Jackson, Jessamine, Larue, Lee, Leslie, 
Lewis, Lincoln, Livingston, Logan, Madison, 
Magoffin, Marion, Menifee, Mercer, 

Metcalfe, Monroe, Montgomery, Nelson, 
Nicholas, Ohio, Owen, Powell, Pulaski, 
Rockcastle, Rowan, Russell, Simpson, 
Taylor, Warren, Washington, Wayne, 
Wolfe, and Woodford Counties. 
  
Further, on July 23, 2010, the President 
declared Madison, Mason, Pike, and 
Rowan Counties as a federal disaster area 
after severe storms, flooding and mudslides 
that occurred in those areas. 
 
Affected Taxpayers – Affected taxpayers 
in a Presidentially declared disaster area(s) 
have the option of claiming disaster-related 
casualty losses on their federal income tax 
return for either this year or last year. 
Claiming the loss on an original or amended 
return for last year will get the taxpayer an 
earlier refund, but waiting to claim the loss 
on this year’s return could result in a greater 
tax savings, depending on other income 
factors.   
 
Note: For further information related to 
federal disaster areas, please visit the DOR 
Web site (www.revenue.ky.gov) and click on the 
Hot Topics link. 
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103 KAR 1:130: Taxation of federal and certain nonfederal obligations. 
  

RELATES TO: KRS 136.290, 136.300, 136.310, 136.320, 141.010(10)(a), (12)(a) 
STATUTORY AUTHORITY: KRS 131.130(1) 
NECESSITY, FUNCTION, AND CONFORMITY: KRS 131.130(1) authorizes the 

Department of Revenue to promulgate administrative regulations to administer and enforce 
Kentucky's tax laws. KRS 141.010(10)(a) and (12)(a) provides an exclusion from gross income 
when calculating Kentucky income tax for income that is exempt from state taxation by the 
Kentucky Constitution and the Constitution and statutory laws of the United States and Kentucky. 
KRS 136.290, 136.300, 136.310, and 136.320 impose an ad valorem tax on the total value of the 
capital of federally or state chartered savings and loan associations, savings banks, and other similar 
institutions and domestic life insurance companies authorized to transact business in Kentucky, with 
property and payroll both within and without this state. This administrative regulation establishes 
the requirements relating to taxation of federal and certain nonfederal obligations in accordance 
with those statutes. 
  
      Section 1. Income Taxation. Interest income from United States government obligations upon 
which states are prohibited by federal law from imposing a tax shall be excluded from gross income 
when calculating Kentucky income tax liability. Only the interest income from exempt United 
States government obligations included in the taxpayer’s federal taxable income may be deducted 
from the taxpayer’s gross income for Kentucky income tax purposes. 
  
      Section 2. This section contains two (2) lists of certain agencies, authorized corporations, and 
banks of the United States government from which Kentucky taxpayers may receive interest 
income. These lists are not all-inclusive, nor are they intended to be conclusive of the taxable or 
exempt status of a particular obligation issued by or in conjunction with a listed department, 
agency, instrumentality, or other entity. 
 
      (1) The list in this subsection shall serve as examples of departments, agencies, and 
instrumentalities that issue United States government obligations from which interest income shall 
be exempt from state taxation. 

(a) U.S. Treasury (Bonds); 
(b) U.S. Treasury (Series EE and HH Savings Bonds and I Bonds); 
(c) U.S. Treasury (Certificates of Indebtedness); 
(d) U.S. Treasury (Bills); 
(e) U.S. Treasury (Notes); 
(f) U.S. Treasury (Note and Bond "Strips"); 
(g) Commodity Credit Corporation; 
(h) Central Banks for Cooperatives and Banks for Cooperatives; 
(i) Farm Credit Banks; 
(j) Federal Land Bank Associations; 
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(k) Production Credit Associations; 
(l) Farm Credit System Financial Assistance Corporation; 
(m) Federal Deposit Insurance Corporation; 
(n) Federal Financing Bank; 
(o) Federal Home Loan Banks; 
(p) Federal Savings and Loan Insurance Corporation; 
(q) General Insurance Fund, Department of Housing and Urban Development, Rental 
Housing Insurance, War Housing Insurance Project, Rental Housing Project, Armed 
Services Housing, National Defense Housing Insurance, Neighborhood Conservation 
Housing Insurance; 
(r) Guam (Bonds); 
(s) Puerto Rico (Bonds); 
(t) Virgin Islands (General Obligation Bonds and Public Improvement Bonds); 
(u) American Samoa (Industrial Development Bonds); 
(v) Student Loan Marketing Association (SLMA or "Sallie Mae"); 
(w) Tennessee Valley Authority (Bonds); or 
(x) United States Postal Service. 

 
      (2) The list in this subsection shall serve as examples of organizations which issue obligations 
from which interest income shall be taxable for Kentucky income tax purposes. 
 
      (a) Bank Certificates of Deposit; 
      (b) Farmers Home Administration; 
      (c) Federal Home Loan Mortgage Corp. (FHLMC or "Freddie Mac"); 
      (d) Federal National Mortgage Association (FNMA or "Fannie Mae"); 
      (e) Government National Mortgage Association (GNMA or "Ginnie Mae"); 
      (f) Inter-American Development Bank; 
      (g) International Bank for Reconstruction and Development (World Bank); or 
      (h) International Monetary Fund. 
  
      Section 3. Property Taxation. A claim by a taxpayer that property or capital subject to the ad 
valorem taxes imposed by KRS 136.290, 136.300, 136.310 or 136.320 is exempt under federal 
law shall be supported by specific statutory or binding case authority. In the absence of statutory or 
binding case authority, all intangible property shall be taxable. Securities merely guaranteed by the 
U.S. government shall be taxable as intangible property. 
  
      Section 4. Exempt federal obligations shall be classified as: 
 

(1) Direct obligations of the United States such as U.S. Treasury bonds, U.S. Treasury notes or 
U.S. Treasury bills; or 

      (2) Direct obligations of U.S. government agencies. 
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      Section 5. (1) The following list is provided as a general reference of obligations exempt from 
state ad valorem taxation imposed by KRS 136.290, 136.300, 136.310, or 136.320: 
 
      (a) Banks for Cooperatives; 
      (b) Central Banks for Cooperatives; 
      (c) Commodity Credit Corporation; 
      (d) Farmers Home Administration; 
      (e) Farmers Home Corporation; 
      (f) Federal Credit Union; 
      (g) Federal Savings and Loan Associations (Kentucky); 
      (h) Federal Deposit Insurance Corporation; 
      (i) Federal Farm Credit Corporation; 
      (j) Federal Home Loan Bank (Stocks and Bonds); 
      (k) Federal Housing Administration; 
      (l) Federal Intermediate Credit Banks; 
      (m) Federal Land Banks; 
      (n) Federal Maritime Board and Maritime Administration; 
      (o) Federal Reserve Banks; 
      (p) Federal Savings and Loan Insurance Corporation; 
      (q) General Insurance Fund; 
      (r) Guam Bonds; 
      (s) Municipal Obligations (Kentucky); 
      (t) National Farm Loan Association; 
      (u) Panama Canal Bonds; 
      (v) Production (Agricultural) Credit Association or Corporation; 
      (w) Puerto Rican Bonds; 
      (x) Student Loan Marketing Association; 
      (y) Tennessee Valley Authority; 
      (z) U.S. Housing Authority; 
      (aa) U.S. Postal Service Bonds; or 
      (bb) Virgin Island Bonds. 
 
      (2) The following list is provided as a general reference of obligations that are taxable entities 
for state ad valorem taxation imposed by KRS 136.290, 136.300, 136.310, or 136.320: 
 
      (a) Federal Home Loan Bank Deposits; 
      (b) Federal Home Loan Mortgage Corporation Bonds; 
      (c) Federal National Mortgage Corporation Bonds; 
      (d) Government National Mortgage Corporation Bonds; or 
      (e) Retail Repurchase Agreements. (33 Ky.R. 1190; Am. 1790; eff. 2-2-07.)
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KENTUCKY INCOME  
TAX CREDITS  

 
Kentucky Income Tax Credits – Direct 
income tax credits come from legislation 
passed every year by the Kentucky General 
Assembly.  These credits can be applicable to 
the corporate and/or non-corporate 
taxpayer; however, a taxpayer must meet 
various criteria in order to take advantage of a 
given credit. 
 
Kentucky Revised Statutes determine the 
order these credits must be used, how the 
credits are calculated, any carryover 
provisions (if applicable) and whether a credit 
may pass through to a shareholder or partner. 
 
Sequence of Nonrefundable Tax 
Credits – The following is a list of credits 
that can be claimed on Section A, Business 
Incentive and Other Tax Credits, found on 
page 2 of Kentucky forms 740 and 740-NP. 
These credits are listed in the sequence or 
order they must be taken (see KRS 
141.0205).  
 
KRS 141. 0401 – Limited Liability Entity 
Tax Credit 

 
KRS 141.347, 141.400, 141.403, 141.407, 
154.12-2088 – Skills Training 
Investment Credit and other Economic 
Development Credits 

 
KRS 171.397 – Nonrefundable Certified 
Rehabilitation Credit 
 
KRS 141.070 – Credit for Tax Paid to 
Other States 
 

KRS 141.065  –  Unemployment Credit 
 
KRS 141.390 – Recycling and/or 
Composting Equipment Credit 
 
KRS 154.20-258 – Kentucky Investment 
Fund Credit 
 
KRS 141.0405  –  Coal Incentive Credit 
 
KRS 141.395 – Qualified Research 
Facilities Credit 
 
KRS 151B.127  –  GED Incentive Credit 
 
KRS 141.418 – Environmental 
Remediation Credit 
  
KRS 141.423  –  Biodiesel Credit 
 
KRS 154.48-025 – Environmental 
Stewardship Credit 
 
KRS 141.428 – Clean Coal Incentive 
Credit 
 
KRS 141.4242  –  Ethanol Credit 
 
KRS 141.4244 – Cellulosic Ethanol 
Credit  
 
KRS 141.436 – Energy Efficiency 
Products Credit 
 
KRS 141.385, 141.387 – Railroad 
Maintenance and Improvement Credit 
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Additional Nonrefundable Credits – 
There are five additional nonrefundable tax 
credits available to the individual taxpayer.   
 
KRS 141.020 – Personal Tax Credit(s) 
 
KRS 141.066 – Family Size Tax Credit 
 
KRS 141.069 – Education Tuition Tax 
Credit  
 
KRS 141.067 – Child and Dependent 
Care Credit 
 
KRS 141.388 – New Home Tax Credit 
 
Refundable Credits – Finally, there are 
two new refundable tax credits also available 
to the individual taxpayer beginning in the 
2010 tax year.   
 
KRS 141.382 – Refundable Certified 
Rehabilitation Credit 
 
KRS 141.383 – Film Industry Tax Credit 
 
 

BUSINESS INCENTIVE and 
OTHER TAX CREDITS 

 
Limited Liability Entity Tax Credit (for 
taxable years beginning on or after 
January 1, 2007) – An individual that is a 
partner, member or shareholder of a limited 
liability pass-through entity is allowed a 
limited liability entity tax (LLET) credit 
against the income tax imposed by KRS 
141.020 equal to the individual’s 
proportionate share of  LLET computed on 
the gross receipts or gross profits of the 
limited liability pass-through entity as 

provided by KRS 141.0401(2), after the 
LLET is reduced by the minimum tax of $175 
and by other tax credits for which the limited 
liability pass-through entity may be allowed.  
The credit allowed an individual that is a 
partner, member or shareholder of a limited 
liability pass-through entity against income 
tax shall be applied only to income tax 
assessed on the individual’s proportionate 
share of distributive income from the limited 
liability pass-through entity  as provided by 
KRS 141.0401(3)(b).  Any remaining LLET 
credit shall be disallowed and shall not be 
carried forward to the next year.  The credit 
amount available to the partner, member or 
shareholder shall be reflected on the 
appropriate Kentucky Schedule(s) K-1 or 
Form (s) 725.  KRS 141.0401(2) 
 
Skills Training Investment Credit – A 
credit is allowed for the amount of credit 
certified by the Bluegrass State Skills 
Corporation.  A copy of the certification must 
be attached to the return in the first year the 
credit is claimed. 
 
The credit is equal to fifty percent of the 
approved cost incurred in connection with 
the company’s occupational or skills upgrade 
training program. The credit shall not exceed 
$500 per employee and $100,000 per 
approved company per biennium. The excess 
credit over the company’s income tax liability 
in the year approved may be carried forward 
for three successive taxable years. 
 
A taxpayer that has received a final 
authorizing resolution from the Bluegrass 
State Skills Corporation is entitled to a 
nonrefundable credit against Kentucky 
individual or corporation income tax. 
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This credit, as the law was originally written, 
did not pass through to the shareholders or 
partners. To utilize the credit, an S 
corporation or a partnership was required to 
compute tax using individual income rules 
and rates. The S corporation or partnership 
pays any income tax remaining after applying 
the credit and the income would not pass to 
the shareholders or partners for Kentucky 
individual income tax purposes. KRS 
141.347, 141.400, 141.403, 141.407 & 
154.12-2088 
 
Note: Effective for taxable years beginning after 
December 31, 1999, KRS 141.405 was amended 
to allow S corporations and partnerships to pass 
through the skills training investment tax credit to 
shareholders and partners. For information regarding 
the application and approval process for this credit, 
contact the Cabinet for Economic Development, 
Bluegrass State Skills Corporation at (502) 564-
2021. 
 
Certified Rehabilitation Credit – A 
credit may be taken against corporation or 
individual income taxes for a portion of the 
cost of restoring a qualified residential and 
commercial structure listed on the National 
Registry of Historic Places. The credit is 
equal to 30 percent of the rehabilitation 
expenses, in the case of owner-occupied 
residential property, and 20 percent of the 
rehabilitation expenses, in the case of all 
other property. The total credit available was 
originally capped at $3 million annually, with 
each individual owner-occupied property 
receiving no more than $60,000.  Due to 
new legislation passed in 2009, the certified 
rehabilitation credit cap was increased from 
$3 million to $5 million effective for 
applications received on or after April 30, 
2010.  

An application for credit must be submitted 
to the Kentucky Heritage Council within 
thirty (30) days following the close of a 
calendar year. The council shall determine 
the amount of credit approved for each 
taxpayer and notify the taxpayer and 
Department of Revenue of the approved 
credit amount by the thirty first day of the 
third month following the close of the 
calendar year. 
 
Credits received under this section may be 
transferred or assigned, for some or no 
consideration, along with any related 
benefits, rights, responsibilities and liabilities 
to any entity subject to the tax imposed by 
KRS 136.505. Within thirty (30) days of the 
date of any transfer of credits, the party 
transferring the credits shall notify the 
Department of Revenue of: 
 
(a) The name, address, employer 
identification number, and bank routing and 
transfer number of the party to which the 
credits are transferred; 

 
(b)     The amount of credits transferred; and, 
 
(c) Any additional information the 
Department of Revenue deems necessary. 
 
The provisions of this subsection shall apply 
to any credits that pass through to a successor 
or beneficiary of a taxpayer. 
 
For applications received prior to April 30, 
2010, the taxpayer may carry any excess tax 
credit forward until the tax credit is used, 
provided that any tax credits not used within 
seven (7) years of the taxable year the 
certified rehabilitation was complete shall be 
lost.  
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Effective for applications approved on or after 
April 30, 2010, the credit will be refundable 
if a proper election form is filed.  KRS 
171.397 
 
Credit for Tax Paid to Other States – 
This particular credit has been in the law since 
1952, however, the 1974 General Assembly 
amended KRS 141.070 to permit all residents 
of Kentucky to claim a credit on the Kentucky 
income tax return for individual income tax 
paid to other states. Also, the amendment 
required that nonresidents would no longer be 
permitted to claim a credit on their Kentucky 
return. The change was effective for taxable 
years beginning after December 31, 1973. 
Prior law allowed the credit to residents or 
nonresidents depending solely on the credit 
allowed by the other state(s) involved. 
 
The net effect of the amendment was that 
Kentucky would no longer allow nonresidents 
credit, but allow the credit to Kentucky 
residents or part-year residents for income 
received from sources outside Kentucky while 
a resident. 
 
This credit can only be claimed on income 
derived from sources outside Kentucky. It 
cannot be claimed on income derived from 
Kentucky sources. 
 
Kentucky has historically construed the words 
income tax to be a broad based tax on all types 
of income. It has not recognized any of the 
taxes of several states levied on investment 
income as an income tax. 
 
S corporations and partnerships may elect to 
file combined or composite nonresident 
returns on behalf of their shareholders or 
partners to report the individual income tax 

due to other states. A credit may be allowed if 
the tax paid to the other states on the 
composite return is in lieu of the individual 
shareholders or partners filing separate 
nonresident individual income tax returns to 
those states. The credit claimed on the 
Kentucky return is allowed as if each 
shareholder or partner filed separately. A copy 
of the composite return should also be attached 
to the taxpayer’s Kentucky return to verify the 
actual amount of individual income tax paid for 
that taxpayer. A schedule signed and certified 
by the tax manager, listing the individual’s 
name and I.D. number; the income reported 
on behalf of the individual; and income tax paid 
to each state is an acceptable substitute for a 
copy of the composite return.  
 
Franchise tax and intangible income tax are not 
allowed as credit against Kentucky individual 
income tax.   Kentucky residents may claim a 
credit for nonrefundable income tax paid to 
other states. However, you may not claim 
credit for tax withheld by another state. You 
must file a return with the other state, and pay 
tax on income also taxed by Kentucky in 2009 
in order to claim the credit. A copy of the 
other state's return must be attached to verify 
this credit.  The credit is limited to the amount 
of Kentucky tax savings had the income 
reported to the other state been omitted, or 
the amount of the tax paid to the other state, 
whichever is less. KRS 141.070 
 
Gambling Losses and Claiming the 
Credit for Taxes Paid to Other States – A 
credit for tax paid to another state on gambling 
income may be allowed if the income is taxed 
by both Kentucky and the other state.  
However, if you have paid tax on gambling 
income in another state and you claimed an 
itemized deduction on your Kentucky Schedule 
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A for losses, the allowable credit may be 
reduced or eliminated.  Any gambling income 
offset by a gambling loss deduction is not 
considered taxed in Kentucky.  In this situation 
the income is not being taxed by both 
Kentucky and another state, so no tax savings 
result. 
 
Mississippi Casino Patrons – The three 
percent tax withheld from Mississippi gambling 
winnings is considered a state income tax paid 
to Mississippi for purposes of computing the 
credit for taxes paid to another state.  The 
document provided by the casino is considered 
the return and therefore is proof that the tax 
was paid in Mississippi. 

Background:  Effective January 1, 2002, 
Mississippi requires casinos to withhold a non-
refundable income tax at the rate of three 
percent on gambling winnings that are required 
to be reported to the Internal Revenue  Service 
without a subsequent credit for the tax paid. 
 
 

TAX TIP: 
If tax is owed in more than one state, 
the credit for each state must be 
completed on separate worksheets. 
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Credit for Taxes Paid to Other State Worksheet 
 
Kentucky residents/part-year residents only. Complete a separate worksheet for 
each state. See instructions for Form 740 or 740-NP, Section A, Line 4.  
 
Taxpayer SSN ...............................................................................__________ 
 
Taxpayer Name.............................................................................__________ 
 
Name of Other State.......................................................................__________ 
 
Type of Income Reported to Other State..............................................__________ 
 
1.   List Kentucky taxable income from Form 740, Line 1 .........................__________ 
 
2.   List any gambling losses from Schedule A, Line 29 .............................__________ 
 
3.   Add Lines 1 and 2 and enter total here ............................................__________ 
 
4.   List income reported to other state included on  
      Kentucky return .......................................................................__________ 
 
5.   Subtract line 4 from line 3 and enter total here..................................__________ 
 
6.   Adjusted gambling losses. Compute gambling losses allowed on  
      Kentucky return if income from other state is ignored .........................__________ 
 
7.   Subtract Line 6 from Line 5 and enter total here ................................__________ 
 
8.   Enter Kentucky tax on income amount on Line 7...............................__________ 
 
9.   Enter Kentucky tax on income amount on Line 1...............................__________ 
 
10. Subtract Line 8 from Line 9. This is the tax savings  
      on return if other state’s income is ignored.......................................__________ 
 
11. Enter tax paid to other state on income claimed on Kentucky return .......__________ 
 
12. Enter the lesser of Line 10 or Line 11. This is your credit for tax paid 
      to other state. Carry this total to Form 740, Section A, Line 4 ...............__________ 
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Unemployment Tax Credit – If you hired 
unemployed Kentucky residents to work for 
you during the last six months of 2009 or 
anytime during 2010, you may be eligible to 
claim the unemployment tax credit. In order to 
claim a credit, each person hired must meet 
specific criteria. For each qualified person, you 
may claim a tax credit of $100. 
 
The period of unemployment must be certified 
by the Office of Employment and Training, 
Education Cabinet, 275 East Main Street 2-
WA, Frankfort, Ky. 40621-0001. The 
taxpayer must maintain a copy of the 
certification in his/her files. To claim this 
credit one must file Schedule UTC.  KRS 
141.065 
 
Recycling and/or Composting 
Equipment Credit – Individuals, who 
purchased recycling or composting equipment 
to be used exclusively in Kentucky for 
recycling or composting post consumer waste 
materials, are entitled to a credit against the tax 
equal to 50 percent of the installed cost of the 
equipment. Application for this credit must be 
made on Schedule RC - Application for Income 
Tax Credit for Recycling and/or Composting 
Equipment, which may be obtained from the 
Department of Revenue (DOR). A copy of 
Schedule RC reflecting the amount of credit 
approved by the Department must be attached 
to the return. 
 
The credit claimed for the taxable year during 
which the equipment is purchased (installed) is 
limited to ten percent of the total allowable 
credit and 25 percent of the tax liability less 
other credits claimed for the year. The unused 
portion of the total credit may be carried 
forward to succeeding tax years limited only to 

25 percent of the tax liability for the taxable 
year. 
 
This credit does pass through from a 
partnership or S corporation to the 
partner/shareholder. Schedule RC (K-1) – 
Pro Rata/Distributive Share of 
Approved Recycling and/or 
Composting Equipment Tax Credit is 
utilized to allocate the credit to each partner or 
shareholder. See page 102, Package K. 
 
Corporation and individual income tax 
recycling credits available are expanded for 
major recyclers who make a significant 
investment in plant and equipment and who 
meet certain employment standards. Credits 
are allowed for up to fifty percent of the cost 
of new and expanded recycling equipment, 
limited each taxable year to fifty percent of 
the total tax liability for the year the credit is 
claimed over the tax liability for the most 
recent taxable year ending prior to January 1, 
2005, or $2.5 million, whichever is less.  Any 
unused approved credit may be carried 
forward for a period of ten years commencing 
with the date the recycling credit application 
is approved. 
 
This bill also provides for the recapture of the 
credit if the equipment is no longer used in a 
qualifying manner or is sold or disposed of 
within five years from the date it is 
purchased, based upon the useful life of the 
equipment and year of disposition. An 
exception to the recapture exists in the case 
of transfers due to death or change in business 
ownership or organization as long as the 
equipment remains qualifying equipment.  
KRS 141.390 
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Kentucky Investment Fund Credit –  
Legislation introduced in 1998 established the 
Kentucky Investment Fund Program and 
authorized the Kentucky Economic 
Development Finance Authority (KEDFA) to 
certify investment funds and investment fund 
managers on or after July, 1999. An investor 
who makes cash contributions to an investment 
fund certified by KEDFA is allowed a 
nonrefundable credit against the Kentucky 
individual income tax, Kentucky corporation 
income tax or Kentucky corporation license 
tax equal to 40 percent of the cash 
contribution. The credit may be claimed in any 
tax year after December 31, 1998, during 
which the investment is made.  
 
For investments before July 1, 2002, twenty-
five percent of the total credit certified by the 
Kentucky Economic Development Finance 
Authority (KEDFA) is allowed in each year. 
For investments after June 30, 2002, the credit 
is claimed on the tax return filed for the tax 
year following the year in which the credit is 
granted and is limited in any tax year to 50 
percent of the initial aggregate credit 
apportioned to the investor.  A copy of the 
certification by KEDFA is required in the first 
year the credit is taken. 
 
Unused credit may be carried forward.  Any 
excess credit that may be claimed in a given 
year over the investor’s liability may be carried 
forward but may not extend beyond 15 years 
of the initial certification.  
 
Effective July 1, 2005, KIFA tax credits 
available to any single investment fund are 
limited to $1.3 million for all investors and 
all taxable years. Total KIFA tax credits 
available for all investors in all investment 

funds shall not exceed $5 million per fiscal 
year. KRS 154.20-258 
 
Income Tax Credit for the Purchase of 
Kentucky Coal (Coal Incentive Tax 
Credit) (Effective for ten consecutive years 
beginning on July 15, 2001.)  KRS 141.0405 
and KRS 141.0406 were created to allow a 
nonrefundable credit against corporation 
income tax, individual income tax, corporation 
licenses tax and public service company 
property tax for Kentucky coal purchased and 
used for generating electricity. Only coal that 
is subject to Kentucky’s coal severance tax 
qualifies for the credit. The credit is equal to 
$2 per ton of Kentucky coal purchased by the 
company that is above the amount of Kentucky 
purchased during the base year. The base year 
amount is the amount of coal purchased in 
1999 for existing companies. For new entities 
established after 1999, the base year amount 
will be zero. 
 
This bill affects corporation and individual 
income, corporation license tax and public 
service company property tax. This bill 
requires the KRC to prescribe Coal Incentive 
Claim Forms and to issue a Credit Certificate.  
This credit may be claimed on returns filed 
after July 15, 2001.  KRS 141.0405 
 
Qualified Research Facility Credit – A 
nonrefundable credit is allowed against 
individual and corporation income taxes equal 
to five percent of the cost of constructing and 
equipping new facilities or expanding or 
remodeling existing facilities in Kentucky for 
qualified research.  “Qualified research” is 
defined to mean qualified research as defined 
in Section 41 of the IRC.  Any unused credit 
may be carried forward up to ten years.  KRS 
141.395 
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GED Incentive Credit – Tax Credit for 
Employers Who Assist Employees in 
Obtaining His or Her High School 
Equivalency Diploma (Effective July 14, 
2000.) 
 
Employers who assist employees in obtaining 
his or her high school equivalency diploma 
are eligible for a tax credit. A new effort to 
promote GEDs has direct benefits for 
Kentucky employers and the 
commonwealth’s workforce. 
 
Employees can earn a tuition discount of 
$250 per semester for a maximum of four 
semesters at a Kentucky public postsecondary 
institution.  Their employers can receive a 
state income tax credit for a portion of the 
paid release time given to the employee to 
study for the GED. The tax credit is 
calculated at half of the employee’s hourly 
salary for released time, up to a maximum of 
$1,250. The regulation became effective on 
September 5, 2001.  KRS 151B.127(3) 
 

WHO IS ELIGIBLE 
 
Full-time employees who enter a learning 
contract with the adult education program 
and their employer, and who earn a GED 
within one year are eligible for tuition 
discounts. Employers who provide paid 
release time are eligible for the tax credit. 
 
Requirements: 
 
The employee: 
 

• must have been out of secondary 
school for at least three years; 

 

• must develop and complete a learning 
contract (DAEL 29); and 

 
• must spend a minimum of five hours 

per week studying for the GED. 
 
The employer: 
 

• must sign the learning contract 
(DAEL 29);  

 
• must allow the employee a minimum 

of five hours per week paid release 
time to study; and, 

 
• must complete the employer portion 

of the final report (DAEL 31) and 
attach to the tax return to receive 
credit. 

 
The adult education program: 
 

• must develop and sign the learning 
contract (DAEL 29); 

 
• must maintain and file attendance 

records (DAEL 30); 
 

• must provide appropriate assessment 
and instruction; and, 

 
• must complete and file the final 

report (DAEL 31). 
 

DOCUMENTS 
 
The Learning Contract (DAEL 29): 
No later than ten (10) days after the final 
signature is obtained on the learning contract, 
the local adult education program submits a 
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copy to the employee, the employer, and 
DAEL, retaining the original contract. The 
original contract must be retained for three 
years following the employee’s completion of 
the program. 
 
The Attendance Record (DAEL 30): 
The local adult education program submits 
monthly attendance reports to DAEL and the 
employer. The program uses sign-in and sign-
out sheets to verify the information; 
maintains these sheets for three years, and 
provides copies to DAEL upon request. 
 
The Final Report (DAEL 31): 
No later than ten (10) days after the final 
report is created, the local adult education 
program submits a copy to the employee, the 
employer, KRC, and DAEL, retaining the 
original report.  
 
Contact: 
For more information regarding the program, 
please contact the Education Cabinet, 
Kentucky Adult Education, Council on 
Postsecondary Education, 1024 Capital 
Center Drive, Suite 250, Frankfort KY 
40601.  
 
Environmental Remediation Credit –
(Effective for tax periods beginning after Dec. 
31, 2004.) Taxpayers who agree to clean up 
or develop an existing abandoned Brownfield 
area may qualify for a nonrefundable credit 
against corporation or individual income 
taxes in a maximum amount of $150,000. 
The credit may be carried forward for ten 
successive taxable years.  KRS 141.418 
 
Biodiesel Credit – (Effective for tax 
periods beginning on or after Jan. 1, 2005.)  
A nonrefundable credit may be taken against 

corporation or individual income taxes for 
producing or blending biodiesel fuels of up to 
$1 per gallon produced or blended, limited to 
a maximum statewide credit of $1.5 million. 
The credit may not be carried forward.  KRS 
141.423 
 
Environmental Stewardship Credit – 
(Effective for tax years ending on or after Jan. 
31, 2007.)   A nonrefundable credit is 
available against the corporation and 
individual income taxes for a corporation or 
individual that undertakes an environmental 
stewardship project with a minimum 
investment of at least $5 million.  The 
Cabinet for Economic Development must 
approve these projects. The taxpayer must 
meet certain wage requirements in order to 
qualify. The credit will cover 100 percent of 
eligible skills upgrade training costs and up to 
25 percent of eligible equipment costs. The 
project must produce an environmental 
stewardship product, which is defined to 
mean a new manufactured product or 
substantially improved existing manufactured 
product that has a lesser or reduced adverse 
effect on human health and the environment. 
It may also be used for improvement to 
human health and the environment when 
compared with existing products or 
competing products that serve the same 
purpose. The maximum amount of credit 
claimed for any single fiscal year may not 
exceed 25 percent of the total authorized 
inducement.  KRS 154.48-025 
 
Clean Coal Incentive Credit – (Effective 
for tax periods ending on or after Dec. 31, 
2006.) A potential credit is available to an 
electricity generation facility certified as using 
clean coal equipment and technology and 
burning coal subject to Kentucky’s severance 
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tax. The nonrefundable credit may be taken 
against corporation income, individual 
income, corporation license and public 
service property taxes at the rate of $2 per 
ton of qualifying coal burned. The credit 
applies to electricity generation facilities with 
an investment of more than $150 million that 
meet Natural Resources and Environmental 
Protection Cabinet standards.  KRS 141.428 
 
Ethanol Credit – (for taxable years 
beginning after December 31, 2007). An 
ethanol producer shall be eligible for a 
nonrefundable tax credit against the taxes 
imposed by KRS 141.020 or 141.040 and 
141.0401 in an amount certified by the 
department. The credit rate shall be one 
dollar ($1) per ethanol gallon produced, 
unless the total amount of approved credit for 
all ethanol producers exceeds the annual 
ethanol tax credit cap. If the total amount of 
approved credit for all ethanol producers 
exceeds the annual ethanol tax credit cap, the 
department shall determine the amount of 
credit each ethanol producer receives by 
multiplying the annual ethanol tax credit cap 
by a fraction, the numerator of which is the 
amount of approved credit for the ethanol 
producer and the denominator of which is the 
total approved credit for all ethanol 
producers. The credit allowed shall be 
applied both to the income tax imposed 
under KRS 141.020 or 141.040 and to the 
limited liability entity tax imposed under 
KRS 141.0401, with the ordering of credits 
as provided in KRS 141.0205. Any remaining 
ethanol credit shall be disallowed and shall 
not be carried forward to the next year.  KRS 
141.4242 
 

Cellulosic Ethanol Tax Credit (for 
taxable years beginning after December 31, 
2007) – A cellulosic ethanol producer shall be 
eligible for a nonrefundable tax credit against 
the taxes imposed by KRS 141.020 or 
141.040 and 141.0401 in an amount certified 
by the department. The credit rate shall be 
one dollar ($1) per cellulosic ethanol gallon 
produced, unless the total amount of 
approved credit for all cellulosic ethanol 
producers exceeds the annual cellulosic 
ethanol tax credit cap. If the total amount of 
approved credit for all cellulosic ethanol 
producers exceeds the annual cellulosic 
ethanol tax credit cap, the department shall 
determine the amount of credit each 
cellulosic ethanol producer receives by 
multiplying the annual cellulosic ethanol tax 
credit cap by a fraction, the numerator of 
which is the amount of approved credit for 
the cellulosic ethanol producer and the 
denominator of which is the total approved 
credit for all cellulosic ethanol producers. 
The credit allowed shall be applied both to 
the income tax imposed under KRS 141.020 
or 141.040 and to the limited liability entity 
tax imposed under KRS 141.0401, with the 
ordering of credits as provided in KRS 
141.0205. Any remaining cellulosic ethanol 
credit shall be disallowed and shall not be 
carried forward to the next year.  KRS 
141.4244 
 
Energy Efficiency Products Credit (for 
taxable years beginning after December 31, 
2008 and before January 1, 2016) – A person 
who installs a qualified energy efficient 
product shall be eligible for a nonrefundable 
tax credit against the taxes imposed by KRS 
141.020 in an amount certified by the 
department.  The credit is equal to 30% of 
the installed costs subject to limitations and 
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shall apply to the tax year in which the 
installation is completed.  Form 5695-K must 
be completed to claim this credit and any 
unused credit shall be carried forward for one 
year.  Some examples of energy efficient 
products that may qualify for the credit are: 
upgraded insulation, energy efficient 
windows, qualified energy property, active 
and passive solar heating systems, qualified 
solar water-heating systems, qualified wind 
turbine or wind machines and qualified solar 
photovoltaic systems.  KRS 141.436 
 
Railroad Maintenance and 
Improvement Credit (for taxable years 
beginning after December 31, 2009) – A 
nonrefundable credit against the individual 
income, corporation income and limited 
liability entity taxes was enacted in an amount 
equal to 50 percent of the qualified 
expenditures paid or incurred by an eligible 
taxpayer during the taxable year to maintain or 
improve railroads located in Kentucky. The 
credit applies to taxable years beginning after 
December 31, 2009. An eligible taxpayer 
means the owner of a Class II or Class III 
railroad located in Kentucky, the transporter 
of property using the rail facilities of a Class II 
or III railroad in Kentucky, or any person that 
furnishes railroad-related property or services 
to a Class II or Class III railroad located in 
Kentucky. The credit is reported on Form 
740, Page 2, Section A, Line 18. The credit 
cannot be carried forward.  KRS 141.385 
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ADDITIONAL NON-
REFUNDABLE TAX CREDITS 

 
As previously mentioned, there are five 
additional nonrefundable tax credits available 
to the individual taxpayer, which are not 
reflected on Section A, Business Incentive and 
Other Credits.  These are: 
 
KRS 141.020 – Personal Tax Credit(s)  
 
KRS 141.066 – Family Size Tax Credit 
 
KRS 141.069 – Education Tuition Tax 
Credit  
 
KRS 141.067 – Child and Dependent 
Care Credit 
 
KRS 141.388 – New Home Tax Credit 
 
 

PERSONAL TAX CREDIT(S) 
 

Personal tax credits are reported in Section B 
of Form 740 and 740-NP.  A credit of $20 is 
allowed for each personal and dependency 
credit claimed. 
 
Yourself – You are always allowed to claim 
a tax credit for yourself (even if your 
parent(s) can claim a credit for you on their 
return). On Line 1(a), there are five boxes 
under three separate headings. Always check 
the box under “Check Regular” to claim a tax 
credit for yourself. If 65 or older, then also 
check the next two boxes on the line. If 
legally blind, then also check the last two 
boxes on the line.  
 

Do not fill in Line 1(b) if (1) you are single; 
(2) you are married and you and your spouse 
are filing two separate returns; or (3) your 
spouse received more than half of his or her 
support from another taxpayer. However, if 
your spouse died during the taxable year, you 
may claim a credit for the deceased on Line 
1(b). 
 
Fill in Line 1(b) if you are married and (1) 
you and your spouse are filing a joint or 
combined return, or (2) if your spouse had no 
income or is not required to file a return. If 
you meet these criteria, then check the first 
box on Line 1(b) for your spouse. If your 
spouse is 65 or older, then also check the next 
two boxes. If your spouse was legally blind at the 
end of the taxable year, then also check the last 
two boxes on Line 1(b).  
 
Dependents – You are allowed to claim a 
tax credit for each person defined as a 
dependent in the Internal Revenue Code. 
Generally, dependents who qualify for federal 
purposes also qualify for Kentucky. 
 
Dependents Who Live With You – Use 
to claim tax credits for your dependent 
children, including stepchildren and legally 
adopted children, who lived with you during 
the taxable year. If the dependent meets 
the requirements for a qualifying child 
under the provisions of IRC 152(c), 
check the box; this child qualifies to 
be counted when determining the 
family size. 
 
Dependents Who Did Not Live With 
You – Also use Line 2 to claim tax credits for 
your dependent children who did not live 
with you and to claim tax credits for other 
persons who qualify as dependents. These 
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dependents do not qualify to be 
counted when determining the family 
size. 
 
Children of Divorced or Separated 
Parents – Attach a copy of federal Form 
8332 filed with your federal return. Children 
may only be counted for family size by the 
custodial parent. 
 
Tax Credits for Individuals Supported 
by More Than One Taxpayer – Attach a 
copy of federal Form 2120 filed with your 
federal return. 
 
Kentucky National Guard Members – 
Persons who were members of the Kentucky 
National Guard on December 31, 2010, may 
claim an additional credit on Line 2.  
Designate this credit with the initials “N.G.” 
Kentucky law specifically restricts this credit 
to Kentucky National Guard members only; 
military reserve members are not eligible. 
 
Dividing the Credits – Each taxpayer 
must claim all of his or her own tax credits 
including the credits for age and blindness. 
Therefore, if married, each spouse must claim at 
least one credit. However, spouses may divide tax 
credits for dependents, or one spouse may claim all 
dependent credits and the other none. 
 

 

 FAMILY SIZE TAX CREDIT 
 

The Family Size Tax Credit is a credit that 
provides benefits to individuals and families at 
incomes up to 133 percent of the threshold 
amount based on the federal poverty level.  
Depending on your modified gross income 
(MGI) and the size of the family, you may 
qualify for the Kentucky Family Size Tax 
Credit. 
 
Claiming the Credit – To claim the Family 
Size Tax Credit, one must complete the 
following four steps: 
 

• Determine your family size; 
 
• Determine modified gross income; 
 
• Use the 2010 Family Size Table to 

determine the correct percentage; and 
 

• Multiply tax liability by the percentage 
and enter it on the form. 

 
A worksheet with income threshold amounts 
and instructions for helping to determine the 
Family Size Tax Credit follow. 

 
 

TAX TIP: 
The Family Size Tax Credit may be 
claimed by a resident, nonresident or 
part year resident.  The credit is not 
pro rata, but is the full percentage 
based upon modified gross income. 
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KENTUCKY EDUCATION 
TUITION TAX CREDIT 

 
The Hope and Lifetime Learning credits are 
available to allow persons to receive tax 
credits for certain educational expenses (i.e. 
tuition, books and fees).  In order to be 
eligible for a Kentucky education credit, the 
student must be enrolled in undergraduate 
studies only and attend a qualified educational 
institution that has a physical location within 
the Commonwealth of Kentucky.  Further, 
the taxpayer cannot have a filing status of 
“married filing separate returns.”  
 
On the Kentucky return, the Hope Credit is 
available only for the first two-years of post-
secondary education and the maximum 
amount a taxpayer can claim is $450 per 
student.  The maximum amount for the 
Lifetime Learning credit is $500 per return.  
Any unused credit may be carried forward for 
up to five years. 
  
Taxpayers claiming the Kentucky Education 
Tuition Tax credit must complete 
Kentucky Form 8863-K to determine the 
correct amount of Hope or Lifetime Learning 
Credits they are eligible to claim and any 
credit carry forwards that may apply. 
 
Federal Return – Because of the American 
Recovery and Reinvestment Act of 2009, the 
Hope Credit was modified on the federal 
return. The modifications are now titled the 
American Opportunity Tax Credit and are 
effective only for 2009 and 2010 tax years. 
 
Previously, the Hope Credit had only been 
available to students in their first two years of 
post-secondary education. For the tax years 

2009 and 2010, the American Opportunity 
credit will be made available on the federal 
return to those students in their first four 
years of post-secondary education.  The 
maximum amount of the American 
Opportunity credit was also increased for 
each eligible student and 40 percent of the 
credit is refundable on the federal return. 
 
However, because Kentucky is still under the 
IRC code from Dec. 31, 2006 and has not 
adopted the legislation from the American 
Recovery and Reinvestment Act, the 
American Opportunity credit is available to 
taxpayers only on the Federal return. 
 
 

TAX TIP: 
Qualified expenses are determined by 
the amount reported in box 1 or 2 of 
Form 1098-T (provided by the 
educational institution) minus any 
adjustments for scholarships or grants 
received by the student. 

 
 

CHILD and DEPENDENT  
CARE CREDIT 

 
Taxpayers claiming the child and dependent 
care credit must file Form 740 or 740-NP as 
this credit cannot be claimed on the Form 740-
EZ. The credit is claimed on Line 25 - Form 
740 or Form 740-NP by entering the amount 
of the federal credit from federal Form 2441 or 
Form 1040A, Schedule 2 and multiplying by 
20 percent. 
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It is not necessary that a copy of pages 1 and 2 
of your federal return be attached for 
verification of the federal credit claimed. 
 
If you did not meet the federal filing 
requirements, but would have been entitled to 
the federal child and household care credit, you 
must complete and attach federal Form 2441 - 
Child and Dependent Care Expenses and 
attach to your Kentucky return. Also, you 
must state on the Form 2441: "Did not meet 
federal filing requirements." 
 
In that the law states that the credit allowed for 
Kentucky income tax purposes shall be twenty 
percent of the federal credit allowed, Kentucky 
will allow twenty percent of the credit 
computed on the federal Form 2441 even 
though the credit cannot be fully utilized for 
Federal income tax purposes. 
 
Part-year residents may be allowed a prorated 
credit for child and dependent care, based 
upon a ratio of such expenses paid within and 
without Kentucky. In other words, for a part-
year resident to receive any credit at all, some 
child and dependent care expenses must have 
been paid while a resident of Kentucky. Full-
year nonresidents are not entitled to this 
credit. A worksheet is included with the Form 
740-NP to help facilitate computation of the 
credit. 
 
It should be noted that if you and your spouse 
are filing separate returns, the child and 
dependent care credit calculated for Kentucky 
must be divided based on the percentage of 
each spouse's Kentucky adjusted gross income 
to total Kentucky adjusted gross income. 
 
 

NEW HOME TAX CREDIT 
 
The New Home Tax Credit is a nonrefundable 
individual income tax credit provided by KRS 
141.388 that applies to a “qualified buyer” who 
purchases a qualified principal residence.  The 
provision was originally set to expire on July 
25, 2010, but has been extended to 
December 31, 2010. Also, the credit cap has 
been lowered from $25 million to $15 
million. 
 
A qualified buyer is now defined as a resident 
of Kentucky that purchases a qualified 
principal residence. A qualified principal 
residence means a single-family dwelling, built 
to be occupied by a single family. It must be 
certified by the seller as having never been 
occupied and must be the principal residence 
of the qualified buyer for a minimum of two 
years. It may include a detached house, an 
attached condominium or townhouse, or a 
manufactured home, including house trailers 
and modular homes. 
 
Under the provisions of the New Home Tax 
Credit, a qualified buyer shall be eligible for a 
nonrefundable tax credit up to $5,000 against 
the taxes imposed by KRS 141.020 in an 
amount certified by the department. 
 
In order to receive this credit, an application 
(available on our Web site: 
www.revenue.ky.gov) must be completed and 
faxed in to the Department of Revenue at 
502-564-3706 within seven (7) calendar days 
of escrow closing on the new home.  
Qualified buyer(s) approved for the credit 
will receive a credit allocation letter 
accompanied by a four (4) digit approval code 
by mail.  This credit shall be claimed on Form 
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740 or 740-NP, Page 1, Line 27.  Electronic 
filers shall be required to complete the New 
Home Tax Credit Worksheet D and shall also 
be required to provide the four (4) digit 
approval code at the time of filing.  
Individuals who file a paper return will need 
to attach a copy of the approval letter. 
 
Finally, as a result of House Bill 2, enacted 
during the 2010 Extraordinary Session of the 
Kentucky General Assembly, some taxpayers 
may now be eligible to claim both the federal 
homebuyer credit and the Kentucky New 
Home Tax credit if they meet certain criteria.   
 
 

TAX TIP: 
For more information about the New 
Home Tax Credit, please visit the 
Kentucky Department of Revenue’s 
Web site. 

 
 

REFUNDABLE TAX CREDITS 
 

There are also two new refundable tax credits 
available to the individual taxpayer beginning 
in 2010 tax year.  These are: 
 
KRS 141.382 – Refundable Certified 
Rehabilitation Credit 
 
KRS 141.383 – Film Industry Tax Credit 
 
 

REFUNDABLE CERTIFIED 
REHABILITATION CREDIT 

 
Effective for applications for the Certified 
Rehabilitation Credit received for preliminary 

approval on or after April 30, 2010, a 
taxpayer will be able to claim a refundable tax 
credit if a proper election form is filed.  The 
refundable credit is reported on Page 2, Line 
32(c) of the From 740 or 740-NP.   
 
Note: The certified rehabilitation credit cap 
was also increased from $3 million to $5 
million effective for applications received on 
or after April 30, 2010.  (KRS 141.382) 
 
 
FILM INDUSTRY TAX CREDIT 

 
A refundable credit against individual income, 
corporation income, and limited liability 
entity taxes is allowed for Motion Picture and 
Entertainment Productions that take place 
within the Commonwealth of Kentucky. An 
approved company may receive the 
refundable tax credit beginning July 1, 2010 
for tax incentive agreements approved by the 
Tourism, Arts and Heritage Cabinet and 
executed before January 2015. The 
refundable credit is 20 percent of an 
approved company’s qualifying expenditures. 
There are minimum expenditure thresholds 
that must be met in order for the film or 
entertainment production company to be 
eligible for the credit.  For individual 
taxpayers, the refundable credit should be 
reported on Form 740 or 740-NP, Page 2, 
Line 32(d). 
 
Note: The film industry tax credit is subject 
to a cap of $5 million for the fiscal year 2010-
2011, and $7.5 million for the fiscal year 
2011-2012.  (KRS 141.383 and 148.542– 
148.548)  
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NEW for 2010 
 
Endow Kentucky Tax Credit – 
Effective for taxable years beginning on or 
after January 1, 2011, the Endow Kentucky 
Tax Credit was created to encourage 
donations to community foundations across 
the Commonwealth. KRS 141.438 was 
created to allow a nonrefundable income 
tax and limited liability entity tax credit of 
20 percent of the value of the endowment 
gift, not to exceed $10,000. Unused credit 
may be carried forward for use in a 
subsequent taxable year, for a period not to 
exceed five years. The total amount of 
credit that may be awarded by the DOR in 
each fiscal year is $500,000. An application 
for preliminary authorization for the credit 
must be submitted to the DOR. The new 
application form is currently in 
development. If preliminary approval is 
received from the department, the taxpayer 
must make an endowment gift within 30 
days of preliminary approval to a qualified 
community foundation, county-specific 
component fund, or affiliate community 
foundation which has been certified by the 
Endow Kentucky Commission created by 
KRS Chapter 147A. The taxpayer has ten 
days after making the gift to provide the 
department with proof of the gift. If the 
proof is then approved, the department will 
issue a final tax credit letter to the 
taxpayer. 
 
New Markets Development Program 
Tax Credit – The New Markets 
Development Program Tax Credit 
(NMDPTC) was created in KRS 141.432 
to 141.434 to encourage taxpayer 
investment in low-income communities. A 

taxpayer that makes a qualified equity 
investment in a qualified community 
development entity may be eligible for a 
credit that may be taken against the 
corporation income tax, individual income 
tax, insurance premiums taxes and limited 
liability entity tax. The qualified 
community development entity must first 
submit an application to the DOR and once 
approved, the qualified community 
development entity may issue a long-term 
debt security or receive an equity 
investment that will result in eligible credit. 
The person or entity actually making the 
loan or making the equity investment will 
be able to claim a credit, subject to a $5 
million credit cap each fiscal year.  
 
The total credit computation is 39 percent 
of the purchase price or loan amount, 
broken down as follows for each of the next 
seven years beginning with the date on 
which the equity investment is initially 
made: 
 
• 0 percent of the purchase price or loan 
amount may be taken in the first two years 
including the year in which the investment 
is initially made; 
• 7 percent of the purchase price or loan 
amount may be taken in the third year 
including the year in which the investment 
is initially made; and, 
• 8 percent of the purchase price or loan 
amount may be taken for fourth through 
seventh years including the year in which 
the investment is initially made. 
Any unused approved credit may be carried 
forward for use in any subsequent tax year. 
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Film Industry Tax Credit – A 
refundable tax credit is available for 
approved companies against the tax 
imposed under KRS 141.020 or 141.040 
and 141.0401, with the ordering of credits 
as provided in KRS 141.0205. For tax 
incentive agreements executed before 
January 1, 2015, an approved company may 
receive a refundable tax credit on and after 
July 1, 2010, if:  
(a) The Finance and Administration Cabinet 
has received notification from the Kentucky 
Film office that the approved company has 
satisfied all requirements of KRS 148.542 
to 148.546; and  
(b) The approved company has provided a 
detailed cost report and sufficient 
documentation to the office. 
The film industry tax incentives provided in 
KRS 141.383 and 148.542 to 148.546 
were amended to establish a cap of $5 
million for the fiscal year 2010-2011, and 
$7.5 million for the fiscal year 2011-2012. 
The cap was codified in KRS 
148.546(3)(b). 
 
Kentucky Reinvestment Act Credit – 
The Kentucky Reinvestment Act credit, 
provided by KRS 154.34-120, was 
amended for any approved company which 
receives preliminary approval on or after 
February 1, 2010 to limit the amount of 
incentives allowed in any year to not 
exceed the lesser of the tax liability of the 
approved company related to the 
reinvestment project for that taxable year 
or 20 percent of the total amount of the 
approved costs. 
 
Metropolitan College Consortium 
Tax Credit - A nonrefundable credit 
against the individual income tax, 

corporation income tax and limited liability 
entity tax was enacted for a qualified 
taxpayer in the amount of 50 percent of the 
actual costs incurred for: tuition paid to an 
education institution for a student 
participating in the Metropolitan College; 
and other educational expenses paid on 
behalf of a student participating in the 
Metropolitan College. A qualified taxpayer is 
any taxpayer who, on June 26, 2009 is a 
party to the Metropolitan College 
Consortium Agreement approved Nov. 5, 
2005. Metropolitan College means a nonprofit 
consortium that includes educational 
institutions located within the 
Commonwealth and the qualified taxpayer 
as members. The purpose of Metropolitan 
College is to provide postsecondary 
educational opportunities to employees of 
the qualified taxpayer as part of a combined 
work and postsecondary education 
program. The credit is limited to up to 
2,800 employees each year. Unused credit 
may be carried forward. The credit may be 
taken for taxable years beginning on or after 
July 1, 2010 and before April 16, 2013. 
KRS 141.381 
 
Railroad Expansion Tax Credit – A 
nonrefundable credit for railroad expansion 
or upgrading for the transport of fossil fuels 
or biomass resources was created. The 
credit may be applied against corporation 
income tax and limited liability entity tax 
and applies to taxable years beginning after 
December 31, 2009. Entities eligible for 
the credit are corporations that own fossil 
energy resources or biomass resources or a 
railway company subject to public service 
company property tax that serves a 
corporation that owns fossil energy 
resources or biomass resources. The credit 
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is 25 percent of the expenditures incurred 
by the corporation or railway company to 
expand or upgrade railroad track. There is a 
credit cap each calendar year of $1 million. 
Each corporation or railway company 
eligible for the credit must apply with the 
DOR by January 15 to claim the credit on 
expenditures made during the previous 
calendar year. The DOR must determine 
the amount of approved credit and notify 
taxpayers by the 15th day of the third 
month following the close of the calendar 
year. The credit cannot be carried forward. 
Any entity that qualifies for this credit and 
the credit for railroad improvement is 
allowed to claim only one of the credits 
pursuant to KRS 141.386 and 141.387 
 
Railroad Maintenance and 
Improvement Tax Credit – A 
nonrefundable credit against the individual 
income, corporation income and limited 
liability entity taxes was enacted in an 
amount equal to 50 percent of the qualified 
expenditures paid or incurred by an eligible 
taxpayer during the taxable year to maintain 
or improve railroads located in Kentucky. 
The credit applies to taxable years 
beginning after December 31, 2009. An 
eligible taxpayer means the owner of a Class 
II or Class III railroad located in Kentucky, 
the transporter of property using the rail 
facilities of a Class II or Class III railroad in 
Kentucky, or any person that furnishes 
railroad-related property or services to a 
Class II or Class III railroad located in 
Kentucky. The credit cannot be carried 
forward. KRS 141.385 and 141.387 
 
Small Business Development Credit 
Program – The Small Business 
Development Credit Program authorized 

by KRS 154.60-020 and KRS 141.384 was 
amended to allow the credit to apply to 
taxable years beginning after December 31, 
2010 instead of taxable years beginning 
after December 31, 2011.  
 
Additional information and related forms 
concerning these new credits may be 
obtained via our Web site at: 
www.revenue.ky.gov 
 
 

UPDATES for 2010 
 
Kentucky Domestic Production 
Activities Deduction – For taxable years 
beginning on or after January 1, 2010, the 
amount of the domestic production 
activities deduction (DPAD) for Kentucky 
income tax returns will remain six 
percent (6%) as allowed in Section 
199(a)(2) of the Internal Revenue Code 
(IRC) for taxable years beginning before 
January 1, 2010. 
 
Kentucky does not recognize the nine 
percent (9%) DPAD calculation rate 
allowed for federal income tax returns filed 
for taxable years beginning on or after 
January 1, 2010. 
 
Energy Efficiency Products Tax 
Credit – For 2010 a credit carry forward is 
available. If you qualified for the Energy 
Efficiency Products Tax Credit in 2009 and 
could not utilize your entire approved 
credit, the balance may be carried forward 
to apply against your 2010 Kentucky tax 
liability.  Unused credit amounts are 
limited to a one-year carry forward period. 
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Environmental Stewardship Tax 
Credit Changes – Effective for taxable 
years ending on or after June 4, 2010, the 
baseline year portion of the Kentucky 
Environmental Stewardship Credit 
calculation shall be multiplied by 50 
percent. 
 
Incentives for Energy Independence 
– KRS 154.27 and KRS 143.024 were 
amended to allow an expansion of the 
provisions of the Incentives for Energy 
Independence Act to apply to an energy 
efficient alternative fuel facility newly 
constructed on or after August 30, 2010, or 
an existing facility located in Kentucky that 
is retrofitted or upgraded on or after 
August 30, 2010. The new construction, 
retrofit or upgrade must produce energy 
efficient alternative fuels. An approved 
company under these incentives may qualify 
for sales and use tax, coal severance tax, 
income tax, limited liability entity tax or 
wage assessment fee incentives (HB 552). 
 
KRS 152.715 and 154.27 were amended 
and a new section of KRS Chapter 143A 
was created to expand the provisions of the 
Incentives for Energy Independence Act to 
include facilities newly constructed or 
retrofitted on or after August 1, 2010 that 
produce alternative transportation fuels 
using natural gas or natural gas liquids as the 
primary feedstock, and in which a 
minimum capital investment of $1 million 
is made. An approved company under these 
incentives may qualify for sales and use tax, 
natural gas severance tax, income tax, 
limited liability entity tax or wage 
assessment fee incentives (HB 589). 
 

 LIMITED LIABILITY ENTITY 
TAX 

 
House Bill 1 of the 2006 Extraordinary 
Special Session conducted by the Kentucky 
Legislature contained several provisions 
that greatly impacted Kentucky’s Corporate 
Tax law, including establishing a Limited 
Liability Entity Tax (LLET) and credit.  
 
This tax and credit is applicable for tax 
years beginning on or after January 1, 2007 
as per KRS 141.0401 (2) (a):  
 

KRS 141.0401 (2) (a) For taxable 
years beginning on or after January 1, 
2007, an annual limited liability entity 
tax shall be paid by every corporation 
and every limited liability pass-
through entity doing business in 
Kentucky on all Kentucky gross 
receipts or Kentucky gross profits 
except as provided in this subsection. 
A small business exclusion from this 
tax shall be provided based on the 
reduction contained in this 
subsection. The tax shall be the 
greater of the amount computed 
under paragraph (b) of this subsection 
or one hundred seventy-five dollars 
($175), regardless of the application 
of any tax credits provided under this 
chapter or any other provisions of the 
Kentucky Revised Statutes for which 
the business entity may qualify. 
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ENTITIES SUBJECT to LLET 
 
Entities, as defined by various sections of 
KRS 141.010, subject to the LLE tax 
include: 

• C Corporations, 
• S Corporations, and  
• Limited Liability Pass Through 

Entities  (PTE’s)  
 
C Corporations are defined as per KRS 
141.010 (24) (a); 141.010 (24) (b): 
 
KRS 141.010 (24) (a) For taxable 
years beginning before January 1, 2005, 
and after December 31, 2006, 
"corporation" means "corporation" as 
defined in Section 7701(a)(3) of the 
Internal Revenue Code; 
 
 S Corporations are defined as per KRS 
141.010 (27): 
 

KRS 141.010 (27) "S corporation" 
means "S corporation" as defined in 
Section 1361(a) of the Internal 
Revenue Code; 
 

 
Limited Liability PTE’s are defined as 
per KRS 141. 010 (28): 
 
 

KRS 141.010 (28) "Limited 
liability pass-through entity" means 
any pass-through entity that affords 
any of its partners, members, 
shareholders, or owners, through 
function of the laws of this state or 
laws recognized by this state, 

protection from general liability for 
actions of the entity; 

 
ENTITIES not SUBJECT to 

LLET 
 
Not all entities are subject to the LLET. 
Entities not subject to the LLET imposed by 
KRS 141.0401 (2) are listed as follows in 
KRS 141.0401 (6): 
 
KRS 141.0401 (6) The tax imposed by 
subsection (2) of this section shall not apply 
to: 
 

(a) Financial institutions, as defined 
in KRS 136.500, except banker's 
banks organized under KRS 
287.135 or 286.3-135; 
 
(b) Savings and loan associations 
organized under the laws of this 
state and under the laws of the 
United States and making loans to 
members only; 
 
(c) Banks for cooperatives; 
 
(d) Production credit associations; 
 
(e) Insurance companies, including 
farmers' or other mutual hail, 
cyclone, windstorm, or fire 
insurance companies, insurers, and 
reciprocal underwriters; 
 
(f) Corporations or other entities 
exempt under Section 501 of the 
Internal Revenue Code; 
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(g) Religious, educational, 
charitable, or like corporations not 
organized or conducted for 
pecuniary profit; 
 
(h) Corporations whose only owned 
or leased property located in this 
state is located at the premises of a 
printer with which it has contracted 
for printing, provided that: 
 
1. The property consists of the final 
printed product, or copy from 
which the printed product is 
produced; and  
2. The corporation has no 
individuals receiving compensation 
in this state as provided in KRS 
141.120(8)(b); 
 
(i) Public service corporations 
subject to tax under KRS 136.120; 

 
(j) Open-end registered investment 
companies organized under the laws 
of this state and registered under 
the Investment Company Act of 
1940; 
 
(k) Any property or facility which 
has been certified as a fluidized bed 
energy production facility as defined 
in KRS 211.390; 
 
(l) An alcohol production facility as 
defined in KRS 247.910; 
 
(m) Real estate investment trusts as 
defined in Section 856 of the 
Internal Revenue Code; 
 

(n) Regulated investment 
companies as defined in Section 851 
of the Internal Revenue Code; 
 
(o) Real estate mortgage investment 
conduits as defined in Section 860D 
of the Internal Revenue Code; 
 
(p) Personal service corporations as 
defined in Section 269A(b)(1) of the 
Internal Revenue Code; 
 
(q) Cooperatives described in 
Sections 521 and 1381 of the 
Internal Revenue Code, including 
farmers' agricultural and other 
cooperatives organized or 
recognized under KRS Chapter 
272, advertising cooperatives, 
purchasing cooperatives, home-
owners associations including those 
described in Section 528 of the 
Internal Revenue Code, political 
organizations as defined in Section 
527 of the Internal Revenue Code, 
and rural electric and rural 
telephone cooperatives; or 

 
(r) Publicly traded partnerships as 
defined by Section 7704(b) of the 
Internal Revenue Code that are 
treated as partnerships for federal 
tax purposes under Section 7704(c) 
of the Internal Revenue Code, or 
their publicly traded partnership 
affiliates. Publicly traded partnership 
affiliates shall include any limited 
liability company or limited 
partnership for which at least eighty 
percent (80%) of the limited 
liability company member interests 
or limited partner interests are 
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owned directly or indirectly by the 
publicly traded partnership. 
 
QUALIFIED INVESTMENT 

PARTNERSHIPS 
 

In addition to the above entities, there is an 
exception for qualified investment 
partnerships, as noted by KRS 141.206 
(15) (b):  

 
(15) (b) A qualified investment partner- 
ship shall be subject to all other 
provisions relating to a pass-through 
entity under this section and shall not 
be subject to the tax imposed under 
KRS 141.040 or 141.0401. 

 
A qualified investment partnership may file 
a Kentucky Form 720S, 725, 765 or a 765-
GP.   Qualified investment pass-through 
entities should file the form they normally 
file and check the box for a qualified 
investment partnership on the return.  To 
qualify, the investments must be intangible 
portfolio type investments.   
 
The inclusion of any ordinary income, 
rental income or pass-through income 
would disqualify the entity as a qualified 
investment partnership.  
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  REGISTRATION for 

CORPORATION INCOME and 

LIMITED LIABILITY ENTITY 
TAX 

 
An entity must complete a Kentucky Tax 
Registration Application (Form 10A100) 
when it begins doing business in Kentucky, 
begins conducting a new taxable activity in 
Kentucky, or changes its form or 
demographics.  Form 10A100 can be 
downloaded from the Department of 
Revenue’s Web site at www.revenue.ky.gov 
following the link to Business or you may 
request a copy of the application by 
contacting the Taxpayer Registration 
Section at 502-564-3306. An entity’s 
ownership type dictates whether they are 
subject to the Limited Liability Entity Tax 
(LLET).  The following charts outline a 
business’s registration requirements for 
Corporation Income Tax and/or the 
Limited Liability Entity Tax.  
 
 
 
 
 
 
 
 
 
 
An entity’s ownership type dictates 
whether they are subject to the Limited 
Liability Entity Tax (LLET). The following 
charts outline a business’ registration 
requirements for Corporation Income Tax 
and/or the Limited Liability Entity Tax. 
 

 
 
 
 
 
 
 
 

Corporation Income 
Tax

Limited Liability Entity 
Tax

Government

Note:  Kentucky nexus rules apply to both types of tax accounts.  However, if a company is not liable 
for corporation income tax due to protections afforded under PL 86-272, they are still liable for LLET 
and need the account to pay the LLE tax.  The LLE tax is not an income tax and the protections of PL 
86-272 DO NOT apply.

Ownership Type
ACCOUNT ASSIGNMENT

Sole Proprietor

NEITHER

Joint Venture
Trust
Nonprofit
Estate
General Partnership
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Political Campaigns (if they file federal form 1120POL)

Limited Partnership (LP)

REGISTER FOR LLE 
TAX ONLY

(Unless otherwise exempted by 
law.  See LLET statutory 

exemptions below.)

Limited Liability Partnership (LLP or LLLP)

Professional Service LLC (PLLC) federally taxed as a partnership
Note: This LLC must file a KY form 765.

Professional Service LLC (PLLC) federally taxed as a sole 
proprietorship
Note:  This LLC must file a KY form 725.

LLC federally taxed as a partnership
Note: This LLC must file a KY form 765.

LLC federally taxed as a sole proprietorship  
Note:  This LLC must file a KY form 725.

LLC federally taxed as a disregarded entity whose single member 
owner is an entity that would NOT qualify for its own 
Corporation/LLET account. 
(examples-- single member is a:
• general partnership, 
• estate, or
• trust
• IRA.) 
Note: This LLC must file

Real Estate Investment Trust (REIT)

REGISTER FOR 
CORPORATION

INCOME TAX ONLY
  

(Unless otherwise exempted by 
law.  See Corporation statutory 

exemptions below.)

Regulated Investment Company (RIC)
Real Estate Mortgage Investment Conduit (REMIC)
Cooperatives
Professional Service Corporations (PSC)
Professional Service LLC (PLLC) federally taxed as a corporation or 
s-corporation
Public Service Corporations 
Homeowner's Association

Qualified Investment Partnership (QIPs)

QIPs are exempt from tax (See Corporation and LLET 
statutory exemptions below ) but must file an informational 

return. Corporation Income and/or LLET 
accounts are assigned based on the ownership 

type listed on the application. 

Corporation

BOTH 
(Unless otherwise exempted by law. 

See Corporation and LLET statutory exemptions below.)

S Corporation
Association
LLC federally taxed as a corporation
LLC federally taxed as an s-corporation
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(examples - single member is a:
• corporation

• financial institution (bank, credit union),
(example - single member is:

• s-corporation
• LLC,
• LP, or
• LLP)

(Note: The lower level S-corp or REIT will not be assigned a Corporation/LLET account.  
Instead its parent MUST register to file on behalf of the subsidiary and to report the LLET tax 
and any pass-through income.  The parent member will file KY Form 720S. See 
Corporation/LLET statutory exemptions below.)

Neither corporate 
income tax nor LLE tax

S-corporation or LLC federally taxed as an S-corporation that is wholly 
owned by another S-corporation or LLC-S-corp.  (QSS)

LLC federally taxed as a disregarded entity whose single member owner is 
a company that WOULD qualify for its own Coporation/LLET account and 
is not otherwise exempt.

LLC federally taxed as a disregarded entity whose single member owner is 
a company that CANNOT be assigned a Corporation/LLET account due to 
being exempt by statute.  The disregarded entity LLC takes on the exempt 
status of its parent member.  

• See below for complete list of those companies statutorily exempt from 
Corporation and/or LLET.)

REIT wholly owned by another REIT (QREIT)

• exempt under 501 or IRS code,

(Note: The LLC will not be assigned a Corporation/LLET account.  Neither will the parent 
member since it is exempt by statute.)

(Note: The lower level LLC will not be assigned a Coroporation/LLET account.  Instead, its 
members MUST register to file on behalf of the subsidary LLC and to report the LLE tax and any 
pass-through income.  The parent member will file the appropriate tax form that matches its 
taxing designation.  See Corporation/LLET statutory exemptions below.)
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Statutorily exempt from Limited Liability Entity 
Tax: See KRS 141.0401 and 141.206(15)(a) & (b)

Statutorily exempt from Corporation Income 
Tax:  See KRS 141.040 and 141.206(15)(a) & (b)

•  Financial institution (bank, credit union);
•  Savings and loan association;
•  Bank for cooperatives;
•  Production credit association;
•  Insurance company;
•  Exempt under 501 of IRS code;

•  Qualified Investment Partnership (QIPs)

• Corporation whose only owned or leased property 
located in KY is located at the premises of a printer with 
which it has contracted for printing.

• Religious, educational, charitable organizations, and;

•  Personal service corporation;

•  Public service corporation;
•  Open-end registered investment company;

•  Property or facility certified as a fluidized bed energy 
production facility;

•  All companies listed in the Corporation Income 
Exemptions above, AND;

•  Alcohol production facility;
•  REIT;
•  RIC;
•  REMIC;

•  Rural Electric and Rural Telephone Cooperatives;
•  Publicly traded partnerships; and
•  Qualified Investment Partnership (QIPs)

• Cooperatives (such as farming, advertising, and purchasing);
•  Homeowner's Association;
•  Political Associations/Organizations;
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PUBLIC LAW 86-272 
 
Kentucky, as a member of the Multistate 
Tax Commission, is a signatory to a 
resolution adopting a document entitled 
“Statement of Information Concerning 
Practices of Multistate Tax Commission and 
Signatory States Under Public Law 86-
272.”  Public Law 86-272 includes a 
comprehensive listing of unprotected and 
protected activities subject to tax. It is the 
policy of the State signatories to that 
document to impose their net Income tax, 
subject to state and federal legislative 
limitations, to the fullest extent 
constitutionally permissible. 
 
The LLET imposed by KRS 
141.0401(2)(a) on an entity doing business 
in Kentucky is not  protected by Public 
Law 86-272 and accordingly the LLET will 
apply to all destination sales. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

HOW DOES the LLET WORK? 
 
Previously, for tax years beginning on or 
after January 1, 2005, corporations subject 
to corporation income tax under the 
provisions of KRS 141.040 paid: 
 

• a minimum of $175; or 
• the greater of the tax due based on 

the corporation’s net income, or 
• the tax due under the alternative 

minimum calculation (AMC), 
• the AMC tax being the lesser of: 

$0.095 per $100 of the 
corporation’s   Kentucky gross 
receipts; or 

• $0.75 per $100 of corporation’s 
Kentucky gross profits 

 
 
However, corporation tax laws were 
changed under HB1 enacted during the 
2006 Extraordinary Special Session and the 
LLET became effective with tax years 
beginning on or after January 1, 2007. The 
AMC tax was repealed for tax years 
beginning on or after January 1, 2007. 
 
For tax years beginning on or after January 
1, 2007, a limited liability entity tax 
(LLET) shall be paid by every corporation 
and every limited liability pass-through 
entity doing business in Kentucky on all 
Kentucky gross receipts or Kentucky gross 
profits.  
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FILING GUIDELINES 
 
The guide for filing below details the following: 
 

•   Who must file; 
•   What tax the entity is subject to; and 
•   The correct form required.

 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

 
 
 
 
 
Note:  Regardless of whether or not the entity had any activity or income during the tax year, a 
return is required and the minimum tax of $175 is due.  This also applies to dormant entities 
that have not officially dissolved if the entity is organized under the laws of Kentucky. 
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LLET COMPUTATION 
 
Under the new law, the LLET computation 
works very much like the AMC did for tax 
years 2005 and 2006. The LLET is the 
greater of: 
 

• a minimum of $175, or 
 
• the lessor of gross receipts LLET 

or gross profits LLET 
 
Additionally, the gross receipts LLET and  
the gross profits LLET may be subject to 
reduction, based on gross receipts or gross 
profits from all sources, as follows: 
 

• if gross receipts or gross profits are 
$3,000,000 or less then the LLET is $0 
and only the $175 minimum LLET is 
due, 

 
• if gross receipts or gross profits are 
>$3,000,000 but < $6,000,000 the 
additional LLET is computed at a 
reduced rate per Schedule LLET, and 

 
• if gross receipts or gross profits are 
$6,000,000 or more then the LLET 
shall be computed at a rate of  .00095 
per $100 of Kentucky gross receipts and 
.0075 per $100 of Kentucky gross 
profits  

 
COMBINED GROUP 

 
Combined Group – Combined group 
means all members of an affiliated group as 
defined in KRS 141.200(9)(b) and all 
limited liability pass-through entities that 

would be included in an affiliated group if 
organized as a corporation.  
 
A member of a combined group pursuant to 
KRS 141.0401(1)(c) must use the total 
gross receipts and the total gross profits of 
the combined group to determine if it is 
eligible for the small business relief 
provided by KRS 141.0401(2)(b). The 
member computes its LLET based upon its 
Kentucky gross receipts and Kentucky gross 
profits.  
 

PASS-THROUGH ENTITIES, 
CORPORATIONS and 

INDIVIDUALS 
 
Examples of various entities illustrating the 
LLET calculation will follow later in this 
material. These examples will include 
Forms 720, 720S, 725, 740 and 740NP. 
 
 

LLET FLOW THROUGH 
CREDIT 

 
The LLET may be allowed as a credit 
against other taxes depending upon the 
entity’s tax situation.  A discussion 
regarding allowing credit against other 
entities such as limited liability pass-through 
entities, corporations and individuals 
follows. 
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LIMITED LIABILITY ENTITY 
TAX (LLET) CREDIT AGAINST 

LLET 
 

The LLET credit from a limited liability 
pass-through entity shall be the 
proportionate share of LLET of a limited 
liability pass-through entity reduced by the 
minimum tax of $175 and by any other tax 
credits which the limited liability pass-
through entity may be allowed.  The LLET 
credit from a lower tier limited liability 
pass-through entity shall be the 
proportionate share of lower tier LLET of a 
limited liability pass-through entity reduced 
by the minimum tax of $175 and by any 
other tax credits which the limited liability 
pass-through entity may be allowed. 
 
The LLET credit from multi-layered 
limited liability pass-through entities shall 
be the proportionate share of LLET credit 
from each lower layer, after the LLET is 
reduced by the minimum tax of $175 and 
by any other tax credits at each layer. 
 

LLET CREDIT AGAINST 
CORPORATION INCOME 

TAX 
 
A corporation is allowed a LLET credit 
against the income tax imposed by KRS 
141.040 equal to the LLET computed on its 
gross receipts or gross profits as provided 
by KRS 141.0401(2), after the LLET is 
reduced by the minimum tax of $175 and 
by any other credits which the corporation 
may be allowed. 
 

A corporation that is a partner or member 
of a limited liability pass-through entity is 
allowed a LLET credit against the income 
tax imposed by KRS 141.040 equal to the 
corporation’s proportionate share of LLET 
computed on the gross receipts or gross 
profits of the limited liability pass-through 
entity as provided by KRS 141.0401(2), 
after the LLET is reduced by the minimum 
tax of $175 and by other tax credits which 
the limited liability pass-through entity may 
be allowed. 
 
The credit allowed a corporation that is a 
partner or member of a limited liability 
pass-through entity against income tax shall 
be applied only to income tax assessed on 
the corporation’s proportionate share of 
distributive income from the limited 
liability pass-through entity as provided by 
KRS 141.0401(3)(b). Any remaining 
LLET credit shall be disallowed and shall 
not be carried forward to the next year. 

 
LLET CREDIT AGAINST 

INDIVIDUAL INCOME TAX 
 

An individual that is a partner, member, or 
shareholder of a limited liability pass-
through entity is allowed a LLET credit 
against the income tax imposed by KRS 
141.020 equal to the individual’s 
proportionate share of LLET computed on 
the gross receipts or gross profits of the 
limited liability pass-through entity as 
provided by KRS 141.0401(2), after the 
LLET is reduced by the minimum tax of 
$175 and by other tax credits which the 
limited liability pass-through entity may be 
allowed. 
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The credit allowed an individual that is a 
partner, member, or shareholder of a 
limited liability pass-through entity against 
income tax shall be applied only to income 
tax assessed on the individual’s 
proportionate share of distributive income 
from the limited liability pass-through 
entity as provided by KRS 
141.0401(3)(b). Any remaining LLET 
credit shall be disallowed and shall not be 
carried forward to the next year. 
 
Note: The Kentucky Limited Liability 
Entity Tax Credit Worksheet must be 
completed for each LLE in order to 
determine the allowable credit on the 
Individual Income Tax return.  This 
worksheet may be found in the instructions 
for Forms 740 and 740-NP. 
 

APPORTIONMENT 
 
General – A corporation that is taxable in 
this state and taxable in another state shall 
apportion and allocate net income to 
Kentucky in accordance with KRS 
141.120.  A corporation must use the 
statutory formula unless the corporation 
has been required or granted approval in 
writing by the Department of Revenue to 
use an alternative method provided by KRS 
141.120(9)(a) or the corporation qualifies 
for and elects an alternative apportionment 
method provided by KRS 141.120(9)(b). 
A copy of the letter from the Department 
of Revenue requiring or granting approval 
to use a method other than the statutory 
formula or a statement electing an 
alternative apportionment method in 
accordance with KRS 141.120(9)(b)(1) or 

(2) must be attached to the return when 
filed. 
 
Consolidated Return – An affiliated 
group filing a consolidated return is treated 
as a single corporation. All transactions 
between members of the affiliated group 
shall be eliminated in determining the sales, 
property and payroll factors.  
 

COMPUTATION of 
APPORTIONMENT 

FRACTION 
 

Schedule A must be completed and 
submitted with the applicable tax return 
(Form 720, Form 720S, Form 725, Form 
765 or Form 765-GP). If the corporation or 
limited liability pass-through entity filing 
the tax return is a partner, member, or 
shareholder of a limited liability pass-
through entity or general partnership 
organized or formed as a general 
partnership after January 1, 2006; or if the 
general partnership filing the partnership 
income return is a partner or member of a 
pass-through entity, complete Schedule A-
C, Apportionment and Allocation– 
Continuation Sheet. 
 
For a corporation or limited liability pass-
through entity that is not a partner, 
member, or shareholder of a limited 
liability pass-through entity or general 
partnership organized or formed as a 
general partnership after January 1, 2006; 
or a general partnership that is not a partner 
or member of a pass-through entity, the 
business apportionment factors shall be 
computed as follows: 
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Sales – Total sales include all gross receipts 
other than nonbusiness receipts. Sales of 
real or tangible personal property are 
assigned to Kentucky if the property is 
located in Kentucky or is shipped or 
delivered to a purchaser in Kentucky. Sales 
of tangible personal property to the U.S. 
government are assigned to Kentucky if the 
property is shipped from Kentucky. KRS 
141.120(8)(c)(3) provides that sales other 
than sales of tangible personal property are 
assigned to Kentucky if the income-
producing activity is performed entirely 
within Kentucky or if the income producing 
activity is performed both within and 
without Kentucky and a greater portion of 
the income-producing activity is performed 
in Kentucky than in any other state based 
on cost of performance. The following are 
general guidelines for assigning these 
receipts to Kentucky, but should not be 
considered all inclusive:  
 
A. Receipts from intangibles are assigned to 
Kentucky if the corporation’s commercial 
domicile is in Kentucky or the intangible 
has acquired a Kentucky business situs. 
Examples of receipts from intangibles 
which are deemed to have acquired a 
Kentucky business situs are franchise fees 
from a franchisee located in Kentucky and a 
corporation’s Kentucky distributive share of 
net income from a partnership doing 
business in Kentucky. 
 
B. Rents or royalties from real or tangible 
personal property are assigned to Kentucky 
if the property is located in Kentucky or in 
the case of mobile property the rent is 
assigned to Kentucky if the lessee’s base of 
operations for the property is in Kentucky. 
 

C. Receipts from the performance of 
services are assigned to Kentucky if the 
services are performed entirely in Kentucky 
or the services are performed both within 
and without Kentucky, but a greater 
portion is performed in Kentucky than in 
any other state based on cost of 
performance. 
 
Property – Total property includes all real 
and tangible personal property owned or 
rented and used during the taxable year. 
Property owned is valued at original cost. 
Leased property is valued at eight times the 
annual rental rate less any nonbusiness 
subrentals. 
 
Real and tangible personal properties are 
assigned to Kentucky if owned or rented 
and used in Kentucky. Exclude (a) 
construction in progress and (b) property 
which has been certified by Kentucky as a 
pollution control facility and is owned or 
leased by the corporation. Safe harbor lease 
property must be included in the factor of 
the seller/lessee at cost and excluded from 
the property factor of the purchaser/lessor. 
 
Payroll – Total payroll includes all 
compensation paid or payable by the 
corporation during the tax period. 
Kentucky payroll is that portion of total 
payroll that is paid or payable for services 
performed within the state. Compensation 
is paid or payable in this state if the service 
is performed entirely within the state, the 
service is performed both within and 
without the state, but the service 
performed without the state is incidental to 
the individual's service within the state or if 
the individual's residence is in this state and 
some of the service is performed in the 
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state and the base of operations or the place 
from which the service is directed is in this 
state or in any state in which none of the 
service is performed. 
 
Apportionment Fraction – To compute 
the apportionment fraction, the sales factor 
must be multiplied by two and the property 
and payroll factors must each be multiplied 
by one and the total divided by four. A 
corporation which does not have either 
sales, property or payroll must average only 
the factors which are present to determine 
the weighted apportionment fraction. 

 
APPORTIONMENT and 

ALLOCATION of INCOME 
 
Business income arises from transactions 
and activities in the regular course of the 
corporation’s trade or business, and 
includes income from tangible and 
intangible property if the acquisition, 
management or disposition of the property 
constitutes integral parts of the 
corporation’s trade or business. Classifying 
income by categories (such as interest, 
rents, royalties and capital gains) does not 
determine whether income is business or 
nonbusiness. For example, gain or loss 
recognized on the sale of property may be 
business income or nonbusiness income 
depending upon its relationship to the 
corporation’s trade or business. 
 
Nonbusiness income includes all income 
not properly classified as business income 
less all direct or indirect expenses 
attributable to the production of this 
income. Nonbusiness income is allocated to 
Kentucky if (a) the corporation’s 

commercial domicile (the principal place 
from which the trade or business is 
managed) is located in Kentucky, or (b) 
property creating the nonbusiness income is 
utilized in Kentucky. Generally, tangible 
personal property is utilized in 
Kentucky if it is physically located in 
Kentucky; intangible property, such as 
patents and copyrights, is utilized in 
Kentucky if it is actually used in Kentucky. 
 
Note: See instructions for Schedule A for 
additional information. 
 

SCHEDULE TCS and 
NONREFUNDABLE CREDITS 

APPLIED AGAINST LLET 
 
Corporations and limited liability pass-
through entities may claim other tax credits 
that are allowable against the LLET as 
provided by KRS 141.0401 by utilizing 
Schedule TCS.  This schedule summarizes 
the credits and lists them in order as per 
KRS 141.0205: 
 
KRS 141.0205  If a taxpayer is entitled to 
more than one (1) of the tax credits allowed 
against the tax imposed by KRS 141.020, 
141.040, and 141.0401, the priority of 
application and use of the credits shall be 
determined as follows: 
 
(1) The nonrefundable business incentive 
credits against the tax imposed by KRS 
141.020 shall be taken in the following 
order: 
 
(a) 1. For taxable years beginning after 
December 31, 2004, and before 
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January 1, 2007, the corporation income 
tax credit permitted by KRS 
141.420(3)(a); 
 
2. For taxable years beginning after 
December 31, 2006, the limited liability 
entity tax credit permitted by KRS 
141.0401; 
 
(b) The economic development credits 
computed under KRS 141.347, 141.400, 
141.401, 141.402, 141.403, 141.407, 
141.415, 154.12-2088, and 154.27-080; 
 
(c) The certified rehabilitation credit 
permitted by KRS 171.397(1)(a); 
 
(d) The health insurance credit permitted 
by KRS 141.062; 
 
(e) The tax paid to other states credit 
permitted by KRS 141.070; 
 
(f) The credit for hiring the unemployed 
permitted by KRS 141.065; 
 
(g) The recycling or composting equipment 
credit permitted by KRS 141.390; 
 
(h) The tax credit for cash contributions in 
investment funds permitted by KRS 
154.20-263 in effect prior to July 15, 2002, 
and the credit permitted by KRS 
154.20-258; 
 
(i) The coal incentive credit permitted 
under KRS 141.0405; 
 
(j) The research facilities credit permitted 
under KRS 141.395; 
 

(k) The employer GED incentive credit 
permitted under KRS 151B.127; 
 
(l) The voluntary environmental 
remediation credit permitted by KRS 
141.418; 
 
(m) The biodiesel and renewable diesel 
credit permitted by KRS 141.423; 
 
(n) The environmental stewardship credit 
permitted by KRS 154.48-025; 
 
(o) The clean coal incentive credit 
permitted by KRS 141.428; 
 
(p) The ethanol credit permitted by KRS 
141.4242;  
 
(q) The cellulosic ethanol credit permitted 
by KRS 141.4244; 
 
(r) The energy efficiency credits permitted 
by KRS 141.436;  
 
(s) The railroad maintenance and 
improvement credit permitted by KRS 
141.385; 
 
 (t)    The Endow Kentucky tax credit 
permitted by KRS 141.438; and 
  
(u) The New Markets Development 
Program tax credit permitted by KRS 
141.434. 
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COST of GOODS SOLD 
 
Per KRS 141.0401 (1) (d) "Cost of goods 
sold" means: 
 
Amounts that are: 
 
• Allowable as cost of goods sold 

pursuant to the Internal Revenue Code 
and any guidelines issued by the Internal 
Revenue Service relating to cost of 
goods sold, unless modified by this 
paragraph; & incurred in acquiring or 
producing the tangible product 
generating the Kentucky gross receipts. 

 
• For manufacturing, producing, 

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

 
• Labor costs shall be limited to direct 

labor costs as defined below 
 
• Bulk delivery costs as defined below 

may be included; and 
 
• Costs allowable under Section 263A of 

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

 

For any activity other than 
manufacturing, producing, reselling, 
retailing, or wholesaling, no costs 
shall be included in cost of goods 
sold. 
 
Direct labor means labor that is 
incorporated into the tangible product sold 
or is an integral part of the manufacturing 
process; 
 
Bulk delivery costs means the cost of 
delivering the product to the consumer if: 
 
• The tangible product is delivered in 

bulk and requires specialized equipment 
that generally precludes commercial 
shipping; and 

 

• The tangible product is taxable under 
KRS 138.220; 

 
CONSOLIDATED TAX 

RETURNS 

Federal Definition of an Affiliated 
Group – Section 1504(a)(1) provides that 
an affiliated group means one or more 
chains of includible corporations connected 
through stock ownership with a common 
parent which is an includible corporation, 
but only if (A) the common parent owns 
directly stock meeting the requirements of 
§ 1504(a)(2) in at least one of the includible 
corporations and (B) stock meeting the 
requirements of § 1504(a)(2) in each of the 
includible corporations (other than the 
common parent) is owned directly by one 
or more of the other includible 
corporations. Section 1504(a)(2) imposes 
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two requirements. First, pursuant to 
§ 1504(a)(2)(A), the stock must possess at 
least 80 percent of the total voting power of 
the stock of the corporation. Second, 
pursuant to § 1504(a)(2)(B), the stock must 
have a value equal to at least 80 percent of 
the total value of the stock of the 
corporation (the value requirement).  

FOR TAXABLE YEARS 
ENDING before JANUARY 1, 
2005 & ELECTION PERIODS 

BEGINNING PRIOR to 
JANUARY 1, 2005 

 
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.   
 
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). 
 
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. 
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FOR TAXABLE YEARS 
BEGINNING on or after 

JANUARY 1, 2005 
 
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)1. 
 
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). 
 
 

FOR TAXABLE YEARS 
BEGINNING after 

 DECEMBER 31, 2006 
 

For taxable years beginning after December 
31, 2006, "affiliated group" means one (1) 
or more chains of includible corporations 
connected through stock ownership with a 
common parent corporation which is an 
includible corporation if: 
 
a. The common parent directly owns stock 
meeting the requirements of subparagraph 
2. of this paragraph in at least one (1) other 
includible corporation; and 
 
b. Stock meeting the requirements of 
subparagraph 2. of this paragraph in each of 
the includible corporations, excluding the 
common parent, is owned directly by one 
(1) or more of the other corporations. 
 
The stock of any corporation meets the 
requirements of this paragraph if the stock 
encompasses at least eighty percent (80%) 
of the voting power of all classes of stock 
and has a value equal to at least eighty 
percent (80%) of the total value of all 
stock. 
 
"Common parent corporation" means the 
member of an affiliated group that meets 
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the ownership requirements as per KRS 
141.200 (9) A (1) or (9) B (1). 
 
Foreign corporation means a corporation that 
is organized under the laws of a country 
other than the United States and is related 
to a member of an affiliated group through 
stock ownership; 
 
Includible corporation means any corporation 
that is doing business in this state except: 
 
1. Corporations exempt from corporation 
income tax under KRS 141.040(1)(a) to 
(i); 
 
2. Foreign corporations; 
 
3. Corporations with respect to which an 
election under Section 936 of the Internal 
Revenue Code is in effect for the taxable 
year; 
 
4. Real estate investment trusts as defined 
in Section 856 of the Internal 
Revenue Code; 
 
5. Regulated investment companies as 
defined in Section 851 of the Internal 
Revenue Code; 
 
6. A domestic international sales company 
as defined in Section 992(a)(1) of the 
Internal Revenue Code; 
 
7. Any corporation that realizes a net 
operating loss whose Kentucky property, 
payroll, and sales factors pursuant to KRS 
141.120(8) are deminimis; 
 

8. Any corporation for which the sum of 
the property, payroll and sales factors 
described in KRS 141.120(8) is zero; and 
 
9. For taxable years beginning prior to 
January 1, 2006, and taxable years 
beginning on or after January 1, 2007, an S 
corporation as defined in Section 1361(a) of 
the Internal Revenue Code; 
 
(f) Ownership interest means stock, a 
membership interest in a limited liability 
company, or a partnership interest in a 
limited partnership or limited liability 
partnership; 
 
(g) Consolidated return means a Kentucky 
corporation income tax return filed by 
members of an affiliated group in 
accordance with this section. The 
determinations and computations required 
by this chapter shall be made in accordance 
with the provisions of the Internal Revenue 
Code and related regulations, except as 
required by differences between this 
chapter and the 
Internal Revenue Code; 
 
(h) Separate return means a Kentucky 
corporation income tax return in which 
only the transactions and activities of a 
single corporation are considered in making 
all determinations and computations 
necessary to calculate taxable net income, 
tax due, and credits allowed in accordance 
with the provisions of this chapter; and 
 
(i) Stock means stock in a corporation, or a 
membership interest in a limited liability 
company that has elected to be treated as a 
corporation for federal tax purposes.  
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10. Every corporation doing business in this 
state except those exempt from taxation 
under KRS 141.040(1)(a) to (i) shall, for 
each taxable year, file a separate return 
unless the corporation was, for any part of 
the taxable year: 
(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; 
(d) A qualified real estate investment trust 
subsidiary that is included in the return filed 
by the real estate investment trust parent; 
or 
(e) A disregarded entity that is included in 
the return filed by its parent entity. 
 
11. (a) An affiliated group, whether or 
not filing a federal consolidated return, 
shall file a consolidated return which 
includes all includible corporations. 
 
(b) An affiliated group required to file a 
consolidated return under this subsection 
shall be treated for all purposes as a single 
corporation under the provisions of this 
chapter. All transactions between 
corporations included in the consolidated 
return shall be eliminated in computing net 
income in accordance with KRS 
141.010(13), and in determining the 
property, payroll, and sales factors in 
accordance with KRS 141.120. Includible 
corporations that have incurred a net 
operating loss shall not deduct an amount 
that exceeds, in the aggregate, fifty percent 
(50%) of the income realized by the 
remaining includible corporations that did 
not realize a net operating loss. The portion 

of any net operating loss limited by the 
application of this subsection shall be 
available for carryforward in accordance 
with KRS 141.011. The Department of 
Revenue shall promulgate administrative 
regulations to establish the manner and 
extent to which net operating losses 
attributable to tax periods ending prior to 
January 1, 2005, may offset income of 
affiliated groups. The gross receipts 
received by a public service company that is 
a member of an affiliated group shall be 
excluded from the calculation of the 
alternative minimum calculation under 
KRS 141.040. For purposes of this 
paragraph, "public service company" has 
the same meaning as provided in KRS 
136.120.  
 
12. Each includible corporation included as 
part of an affiliated group filing a 
consolidated return shall be jointly and 
severally liable for the income tax liability 
computed on the consolidated return, 
except that any includible corporation 
which was not a member of the affiliated 
group for the entire taxable year shall be 
jointly and severally liable only for that 
portion of the Kentucky consolidated 
income tax liability attributable to that 
portion of the year that the corporation was 
a member of the affiliated group. 
 
13. Every corporation return or report 
required by this chapter shall be executed 
by one (1) of the following officers or 
management of the corporation: the 
president, vice president, secretary, 
treasurer, assistant secretary, assistant 
treasurer, chief accounting officer, 
manager, member, or partner. The 
Department of Revenue may require a 
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further or supplemental report of further 
information and data necessary for 
computation of the tax. 
 
14. In the case of a corporation doing 
business in this state that carries on 
transactions with stockholders, members or 
partners, or with other corporations related 
by ownership, by interlocking directorates, 
or by some other method, the department 
shall require that information necessary to 
make possible an accurate assessment of the 
income derived by the corporation from 
sources within this state be provided. To 
make possible this assessment, the 
department may require the corporation to 
file supplementary returns showing 
information respecting the business of any 
or all individuals and corporations related 
by one (1) or more of these methods to the 
corporation. The department may require 
the return to show in detail the record of 
transactions between the corporation and 
any or all other related corporations or 
individuals. 
 
15. For any taxable year ending on or after 
December 31, 1995, except as provided 
under this section and KRS 141.205, 
nothing in this chapter shall be construed as 
allowing or requiring the filing of:  
 
(a) A combined return under the unitary 
business concept; or 
 
(b) A consolidated return. 
 
16. No assessment of additional tax due for 
any taxable year ending on or before 
December 31, 1995, made after December 
22, 1994, and based on requiring a change 
from any initially filed separate return or 

returns to a combined return under the 
unitary business concept or to a 
consolidated return, shall be effective or 
recognized for any purpose. 
 
17.  No claim for refund or credit of a tax 
overpayment for any taxable year ending on 
or before December, 31, 1995, made by an 
amended return or any other method after 
December 22, 1994, and based on a change 
from any initially filed separate return or 
returns to a combined return under the 
unitary business concept or to a 
consolidated return, shall be effective or 
recognized for any purpose. 
 
18. No corporation or group of 
corporations shall be allowed to file a 
combined return under the unitary business 
concept or a consolidated return for any 
taxable year ending before December 31, 
1995, unless on or before December 22, 
1994, the corporation or group of 
corporations filed an initial or amended 
return under the unitary business concept 
or consolidated return for a taxable year 
ending before December 22, 1994. 
 
19. This section shall not be construed to 
limit or otherwise impair the department's 
authority under KRS 141.205. 
 

ESTIMATED TAX ISSUES 
 
Who Must File – Every entity subject to 
the corporation income tax under KRS 
141.040 and/or the limited liability entity 
tax under KRS 141.0401 shall make a 
declaration of estimated tax and must pay 
installments if the taxes imposed by KRS 
141.040 and/or KRS 141.0401 for the 
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taxable year can reasonably be expected to 
exceed $5,000. Failure to pay estimated tax 
installments equal to the amount 
determined by first subtracting $5,000 
from 70 percent of the total tax due under 
KRS 141.040 and computed by the 
taxpayer on the return filed for the tax year 
will result in the assessment of an 
underpayment penalty. The amount of the 
penalty is 10 percent of the amount of the 
underpayment, but not less than $25. 
Entities whose prior year combined tax 
liability is less than or equal to $25,000 can 
make estimated tax installments equal to its 
prior year tax less $5,000 and avoid the 
underpayment penalty. KRS 141.042, KRS 
141.044(1) and KRS 141.990 
 
Interest on Late Installments – Form 
2220-K has been revised and is now a two 
page form.  Page two now includes Part III 
which is used to calculate interest on any 
installment not paid on time as provided by 
KRS 131.183 (2). 
 
Note: Limited liability pass-through 
entities as defined in KRS 141.010(28) are 
subject to the LLET as imposed by KRS 
141.0401. Corporations as defined in KRS 
141.010(24)(a) are subject to the taxes 
imposed by KRS 141.040 and KRS 
141.0401. Corporations will have the same 
account number for the LLET and 
corporation income tax. 
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EXAMPLE # 1 
 
 
Holy Matrimony, Inc. has $5,000,000 of gross receipts from all sources and $2,000,000 of 
Kentucky gross receipts, excluding the net distributive share from Divorce Recovery, LLC.  In 
addition, Holy Matrimony, Inc. is a 50 percent member of Divorce Recovery, LLC, which has 
$2,000,000 of gross receipts from all sources and $2,000,000 of Kentucky gross receipts.  
Neither Holy Matrimony, Inc. nor Divorce Recovery, LLC computes costs of goods sold. 
 
This example illustrates the computation of LLE tax when a corporation is a partner, member 
or shareholder of a limited liability pass-through entity. 
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 Holy Matrimony, Inc. 

2 2   2 2  2 2 2  2 2 1 2    1  0 

2,850

2,850 

2,850

2,850 

2,850.00 

2,850.00 
2,850.00

Example #1
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Example #1 

Holy Matrimony, Inc 222222 

1  2    1  0 

3,000,000 

3,000,000 

6,000,000

6,000,000 

2,850 

2,850 

22,500 

22,500 

2,850 
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Example #1 
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22-2222222 

Holy Matrimony, Inc. Divorce Recovery, LLC 

 50 
50 
50 

50
50 
50

100

1,000

Example #1 
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Example #1 

1,000,000 

1,000,000

1,000,000 

1,000,000 
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EXAMPLE # 2 
 
 
Santa’s Workshop, Inc. has a net income of $1,000,000 before apportionment, including 
$200,000 of net distributive share income from ELF Assembly, LLC.  Santa’s Workshop, Inc. 
has gross sales of $10,000,000 and Kentucky gross sales of $5,000,000, excluding the net 
distributive income from ELF Assembly, LLC.  Santa Workshop, Inc. has average total 
property of $2,000,000 and average Kentucky property of $1,000,000.  Total payroll of 
$500,000 and the Kentucky portion is $100,000. 
 
In addition, Santa’s Workshop, Inc. is a 50 percent member of ELF Assembly, LLC, which has 
$400,000 of net income; gross sales of $2,000,000 which is all assigned to Kentucky; average 
total property of $2,000,000 which is all assigned to Kentucky; and total payroll of $200,000 
which is all assigned to Kentucky. 
 
This example illustrates the computation of LLE tax and credit when a corporation is subject to 
income tax and LLE tax and is a member or shareholder of a limited liability pass-through entity 
that has a pass-through credit.  Also, the issues of apportionment and allocation of net income 
for corporations that are taxable in Kentucky and another state are a factor. 
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Example #2 
7   7  7   7   7  7 

Santa’s Workshop, Inc.  

 7 7   7 7 7 7 7 7  7 1  2 1  0 

 

5,700

5,700

863 

4,873 

4,873 

30,000 

30,000 

4,837.00 

4,837.00 

24,475.00

24,475.00

863 

4,662

24,475

24,475

29,312.00 
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Example #2 

1,000,000 

1,000,000
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Example #2 

6,000,000 11,000,000

6,000,000 11,000,000 

5,700 
5,700 

82,500 
82,500 

5,700 

1  2 1  0

777777 Santa’s Workshop, Inc 
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Example #2 
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Santa’s Workshop, Inc. 7  7      7  7  7   7  7   7  7 7   7   7   7  7  7

6,000,000 
11,000,000 

54.55 

110

2,000,000 

3,000,000 

66.67 

200,000 

600,000 

33.33

210

52.50 

1,000,000 

525,000 
1,000,000

525,000

 

Example #2 
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77-7777777 66-6666666 777777

Santa’s Workshop, Inc. ELF Assembly, LLC 

 50 
50 
50 

50
50
50

200,000 

Example #2 
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Example #2 

1,000,000 
1,000,000 
1,000,000 

863

1,000,000 

1,000,000 

100,000 
100,000 

1,000,000 
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Example #2

2,000,000 
2,000,000 
2,000,000
2,000,000 

200,000 
200,000

2,000,000 

2,000,000 

1,901
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Name

Address

FEIN

%

6,300

863

863

105,000

and on Form 740, Section A, Line 1:

Form 725:

zero.  This is your tax savings if income is ignored:

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

8. Enter the lesser of Line 6 or Line 7. This is your credit. Enter here 

6. Subtract Line 5 from Line 4. If Line 5 is larger than Line 4, enter 

Kentucky Limited Liability Entity Tax Credit Worksheet

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

525,000

ELF Assembly, LLC

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

66-6666666

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

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

Percentage of Ownership:

420,000

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

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

30,000

23,700

Example #2 
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EXAMPLE # 3 
 
Ricky and Lucy Ricardo, residents of New Albany, Indiana are full year nonresidents of 
Kentucky with Kentucky income from a K-1 issued by Vitavegamin, LLC.  They use the 
standard deduction and have one dependent, a son. 
 
This example illustrates the flow of the LLET credit from the K-1 and the use of the Kentucky 
LLET Credit Worksheet to determine the allowable LLET credit available for the Ricardo’s 
Kentucky Individual Income Tax return. 
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111 11 111 222 22 222

Ricardo, Ricky & Lucy 

1400 Estate Drive 

New Albany     IN        47150 

2  8    9 
1,704,553

492,839
2,100

490,739
29,110

1,080
28,030

28,013

28,013

28,013

28,013

28,013

60 
17 

 

Example #3 

28,013 
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28,013

31,000 
6,510 

37,510
9,497

3,000
6,497

1,080

1,080

Example #3 
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2

1

Son333 333333Ricky Ricardo, Jr. 

3

60

Example #3 
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208,067 

22,315 
75,118 
31,663 

415 
1,368,969 

(1,345) 

1,705,202 

             5,974 

420,327

68,309

494,610

46 

603 

1,771

1,771649 

492,8391,704,553 

2    8     9 

Example #3 
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Ricky Ricardo 
1400 Estate Drive 
New Albany, IN 47150 
 

Vitavegamin, Inc. 
1200 Industrial Park 
Louisville, KY 40298 
 

15.500

31.5480 

(27,100)

18,935

1,332,341

18,935

Example #3 
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3,647,578

1,166,011

1,166,011
3,695,988

1,080

3,695,988 

Example #3 
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Example #3 

Name

Address

FEIN

%

7. Enter nonrefundable limited liability entity tax credit (from 

29,110

7,040

Kentucky Limited Liability Entity Tax Credit Worksheet

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

490,739

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

Ricky Ricardo

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

367,853

22,070

Percentage of Ownership: 15.5

122,886

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

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

Form 725:

1,080
8. Enter the lesser of Line 6 or Line 7. This is your credit. Enter here 

6. Subtract Line 5 from Line 4. If Line 5 is larger than Line 4, enter 

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

1,080

and on Form 740, Section A, Line 1:

zero.  This is your tax savings if income is ignored:

Kentucky Schedule K-1 or Form 725):
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FORM 725 – KENTUCKY 
SINGLE MEMBER LLC 

INDIVIDUALLY OWNED 
 
Tax Treatment 
For taxable years beginning on or after 
January 1, 2007, a limited liability company 
that affords its single member, through 
function of the laws of this state or laws 
recognized by this state, protection from 
general liability for actions of the entity is 
classified as a limited liability pass-through 
entity as provided by KRS 141.010(28). 
Also, for taxable years beginning on or after 
January 1, 2007, an annual limited liability 
entity tax (LLET) shall be paid by every 
corporation and every limited liability pass-
through entity doing business in Kentucky 
on all Kentucky gross receipts or Kentucky 
gross profits as provided by KRS 
141.0401(2), unless specifically excluded.  
 
A single member LLC whose single 
member is an individual shall file a 
Kentucky Single Member LLC Individually 
Owned LLET Return (Form 725). A single 
member LLC and any lower-tier single 
member LLC shall be treated as one entity 
in determining the limited liability tax. An 
individual who owns more than one single 
member LLC can file Schedule CP, 
Kentucky Single Member LLC Individually 
Owned Composite Return Schedule rather 
than filing multiple forms (Form 725).   
 
A resident or nonresident individual single 
member shall be entitled to a 
nonrefundable LLET credit against income 
tax imposed by KRS141.020 (Kentucky 
individual income tax). The nonrefundable 
LLET credit allowed a member shall be the 

LLET for the current year after the 
subtraction of any credits identified in KRS 
141.0205and reduced by $175. The credit 
allowed a member shall be applied to the 
income tax assessed on income from the 
single member LLC. Any remaining credit 
from the single member LLC shall be 
disallowed. KRS 141.0401(3) 
 
Disregarded Entities 
A single member LLC owned by an 
individual, estate, trust or general 
partnership is treated in the same manner as 
it is treated for federal income tax 
purposes. Consequently, an individual, 
estate, trust or general partnership filing a 
Kentucky tax return will include any single 
member LLC when filing the applicable 
Kentucky return. However, a single 
member LLC is classified as a limited 
liability pass-through entity as provided by 
KRS 141.010(28) and is subject to the 
limited liability entity tax as provided by 
KRS 141.0401(2). A single member LLC 
whose single member is an individual, 
estate, trust or general partnership must file 
a Kentucky Single Member LLC 
Individually Owned LLET Return (Form 
725) to report and pay any LLE tax that is 
due. 
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Pass-through Entity 
A single member LLC individually owned that is doing business in Kentucky solely as a partner 
or member in a pass-through entity will file Form 725 pursuant to the provisions of KRS 
141.010, 141.0401 and 141.206. If necessary, use Schedule A, Apportionment and Allocations 
Instructions and Schedule A-C, Apportionment and Allocation Continuation Sheet available on 
the DOR Web site (www.revenue.ky.gov.)  
 
Required Forms 
Each single member LLC must enter all applicable information on Form 725, attach a schedule 
for each line item or line item instruction which states "attach schedule," and use the following 
forms or schedules, if applicable: 
 
1. Kentucky Single Member LLC Individually Owned LLET Return (Form 725); 
 
2. Kentucky Single Member LLC Individually Owned Composite Return Schedule (Schedule 
CP); 
 
3. Apportionment and Allocation (Schedule A); 
 
4. Apportionment and Allocation–Continuation Sheet (Schedule A–C); 
 
5. Limited Liability Entity Tax (Schedule LLET); 
 
6. Limited Liability Entity Tax–Continuation Sheet (Schedule LLET–C). 
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COMPLETING FORM 725 
 

PART I—KENTUCKY NET DISTRIBUTABLE INCOME 
 
Line 1—Enter the ordinary income from Form 1040, Form 1041 or Form 1065, adjusted to 
reflect differences in federal and Kentucky tax laws, such as depreciation. Attach Schedule C 
(Form 1040), Schedule F (Form 1040), Schedule E (Form 1040), Form 1065 or other 
applicable forms to return. If Schedule C, Schedule F, Schedule E, Form 1065 or other 
applicable forms contain activity of both the individual and single member LLC, prepare a pro 
forma schedule which contains only the activity of the single member LLC. 
 
Line 2—Enter the net income (loss) from rental real estate activities from Form 1040, Form 
1041 or Form 1065, adjusted to reflect differences in federal and Kentucky tax laws, such as 
depreciation. Attach Schedule E (Form 1040), Form 4835, Form 1065 or other applicable 
forms to return. If Schedule E, Form 4835, Form 1065 or other applicable forms contain 
activity of both the individual and single member LLC, prepare a pro forma schedule which 
contains only activity of the single member LLC. 
 
Line 3—Enter the net income (loss) from other rental activities from Form 1040, Form 1041 
or Form 1065, adjusted to reflect differences in federal and Kentucky tax laws, such as 
depreciation. Attach Schedule C (Form 1040), Form 1065 or other applicable forms to return. 
If Schedule C, Form 1065 or other applicable forms contain activity of both the individual and 
single member LLC, prepare a pro forma schedule which contains only activity of the single 
member LLC. 
 
Line 4—Enter the interest income earned by the single member LLC (attach schedule). 
 
Line 5—Enter the dividend income earned by the single member LLC (attach schedule). 
 
Line 6—Enter the royalty income from Form 1040, Form 1041 or Form 1065, adjusted to 
reflect differences in federal and Kentucky tax laws, such as depreciation. Attach Schedule E 
(Form 1040), Form 1065 or other applicable forms to return. If Schedule E, Form 1065 or 
other applicable forms contain activity of both the individual and single member LLC, prepare a 
pro forma schedule which contains only activity of the single member LLC. 
 
Line 7—Enter the short-term and long-term capital gain (loss) from Form 1040, Form 1041 
or Form 1065, adjusted to reflect differences in federal and Kentucky tax laws. If a net (loss), 
do not include more than $3,000. Attach Schedule D (Form 1040), Schedule D (Form 1041), 
Schedule D (Form 1065) or other applicable forms to return. If Schedule D or other applicable 
forms contain activity of both the individual and single member LLC, prepare a pro forma 
schedule which contains only activity of the single member LLC. 
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Line 8—Enter the Section 1231 gain or (loss) from Form 4797 or Form 1065 adjusted to 
reflect differences in federal and Kentucky tax laws. Attach Form 4797, Form 1065 or other 
applicable forms to return. If Form 4797, Form 1065 or other applicable forms contain activity 
of both the individual and single member LLC, prepare a pro forma schedule which contains 
only activity of the single member LLC. 
 
Line 9—Enter the total of any other income (attach schedule). 
 
Line 10—Enter the total of deductions not included on Lines 1 through 9, if any (attach 
schedule). 
 
Line 11—Enter the total of Lines 1 through 9 less Line 10. 
 
Line 12—Enter 100 percent if the single member limited liability company is doing business 
only in Kentucky or the percentage from Schedule A (Form 41A720A), Section I, Line 12 if the 
single member limited liability company is doing business within and without Kentucky. 
 
If Form 8582-K is required, adjust the amount entered on Line 11 to exclude any income, loss, 
deduction or expense related to a passive activity. If the amount on Line 7 (Net short-term and 
long-term capital loss) is subject to a capital loss limitation, adjust the amount entered on Line 
11 to exclude the loss not allowed. 
 
Note:  For purposes of determining the income to enter on Line 2 of the Kentucky Limited 
Liability Entity Tax Credit Worksheet included in the instructions for Forms 740, 740-NP or 
741, Multiply Line 11 by the percentage on Line 12. 
 

PART II—LLET COMPUTATION 
 
Line 1—Enter the amount from Schedule LLET, Section D, Line 1. A single member LLC 
must use Schedule LLET(K), Limited Liability Entity Tax for Pass-through Entities with 
Economic Development Project(s), if the single member LLC has one or more projects under 
the Kentucky Rural Economic Development Act (KREDA), Kentucky Industrial Development 
Act (KIDA), Kentucky Jobs Development Act (KJDA), Kentucky Economic Opportunity Zone 
(KEOZ) or Kentucky Industrial Revitalization Act (KIRA). 
 
Line 2—Enter the recycling/composting equipment recapture amount from Schedule RC-R, 
Line 10.  There is no recapture of the recycling/composting equipment credit for LLET 
purposes if the credit was not taken against LLET in a prior year.  Attach Schedule RC-R, 
Kentucky Disposition of Recycling or Composting Equipment Schedule. 
 
Line 3—Enter the total of Lines 1 and 2. 



Corporation Income and  Limited Liability Entity Tax (LLET) 
 
 

 189 

 
Line 4—Enter nonrefundable LLET credit from Schedule(s) Kentucky K-1. Copies of 
Kentucky Schedule(s) K-1 must be attached to the tax return in order to claim 
the credit. 
 
Line 5—Enter the total tax credits from Schedule TCS, Part III, Column E. 
 
Line 6—Enter the greater of Line 3 less Lines 4 and 5, or $175. 
 
Line 7—Enter the total LLET estimated tax payments made for the taxable year. Do not 
include the amount credited from prior year. 
 
Line 8—Enter amount of approved refundable certified rehabilitation credit. 
 
Line 9—Enter amount of approved film industry credit. 
 
Line 10—Enter the amount of LLET paid with Form 41A720SL, Application for Six-Month 
Extension of Time to File Kentucky Corporation Income Tax Return. 
 
Line 11—Enter the amount credited to 2010 from Part II, Line 12 of the 2009 tax return. 
 
Line 12—If Line 6 is greater than the total of Lines 7 through 11, enter the 
difference on this line and enter the amount in Tax Payment Summary.
 
Line 13—If Line 6 is less than the total of Lines 7 through 11, enter the difference on this line. 
 
Line 14—Enter the portion of Line 11 to be credited to 2010 LLET. 
 
Line 15—Enter the portion of Line 11 to be refunded (Line 11 less Line 12). 
 

PART III—LLET CREDIT for MEMBER 
 
Line 1—Enter the LLET paid from Part II, the total of Lines 4 and 6.  
 
Line 2—Minimum tax $175. 
 
Line 3—Enter Line 1 less Line 2. 
 
Tax Payment Summary – Payments submitted with Form 725 must be itemized. Enter the 
amount of tax payment from Part II, Line 12, on the LLET due line, the amount of penalty 
payment on the Penalty line, the amount of interest payment on the Interest line, and the total 
payment on the Total Payment line. 
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LLET CREDIT COMPUTATION for the INDIVIDUAL INCOME 
TAX RETURN 

 
An individual that is a partner, member or shareholder of a limited liability pass-through entity 
is allowed a LLET credit against the income tax imposed by KRS 141.020 within limitations.  
To determine the allowable credit, the Kentucky Limited Liability Entity Tax Credit 
Worksheet much be completed for each Limited Liability Entity. 
 
Any remaining LLET credit shall be disallowed and not be carried forward to the next year.  A 
copy of the worksheet, which is included in the instructions for Forms 740 and 740-NP, 
follows.   
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Name

Address

FEIN

%

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

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

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

and on Form 740, Section A, Line 1:

Form 725:

zero.  This is your tax savings if income is ignored:

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

Kentucky Limited Liability Entity Tax Credit Worksheet

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

8. Enter the lesser of Line 6 or Line 7. This is your credit. Enter here 

6. Subtract Line 5 from Line 4. If Line 5 is larger than Line 4, enter 

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

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

Percentage of Ownership:
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LETTERS of GOOD STANDING 
 
Requirements for Re-instatement 
with the Secretary of State  
 
Effective July 1, 2008 and pursuant to KRS 
271B.14-220(1)(e), a letter of good 
standing from the Kentucky Division of 
Unemployment Insurance must be 
submitted to the Secretary of State to 
complete the reinstatement process.  This 
brings the total documents needed to 
complete the reinstatement process to four: 
 
(1) A letter of good standing from the 
Department of Revenue stating that the 
business entity has filed all Kentucky tax 
returns presently due and that any 
outstanding due and owing tax liabilities 
have been paid; 
 
(2) A letter of good standing from the 
Kentucky Division of Unemployment 
Insurance; 
 
(3) The Application for Reinstatement. This 
application can be obtained from the 
Secretary of State Web site by clicking on 
the link to access the Online Business 
Database and then the reinstatement packet 
button at the top of the page; and 
 
 (4) The Reinstatement Annual Report. The 
reinstatement annual report is created the 
same way as the application for 
reinstatement, by using the Online Business 
Database. A personalized annual report will 
be created for you upon entering your 
organization ID or company name in the 
space provided on the business database 
search. 

 
A letter of good standing may be obtained 
from the Department of Revenue by faxing 
or mailing the request to: 
 

Department of Revenue 
Division of Corporation Income Tax 

501 High Street 
PO Box 181, Station 52 

Frankfort, Ky. 40602-0181 
Fax # 502-564-0058 

The request must be signed by a responsible 
party of the business entity seeking the 
letter of good standing and state that the 
purpose of the request is for reinstatement 
with the Secretary of State. Include the 
business name of the entity as well as the 
federal identification number and the 
Kentucky Corporation or Limited Liability 
Entity Tax number, if applicable, with the 
request. Also include a return address or 
fax number, depending upon how the 
completed letter is to be returned to the 
business entity, in the request. 
 
Requests for letters of good standing are 
given a high priority when received by the 
Division of Corporation Income Tax and 
are normally completed within five 
working days of receipt.  The letter of good 
standing is valid for only 30 days; therefore 
it is very important that all documentation 
required by the Secretary of State be 
submitted before that expiration date.  The 
additional requirement of a letter of good 
standing from the Kentucky Division of 
Unemployment Insurance will be stated 
within any letters of good standing issued 
by the Department of Revenue after July 1, 
2008. This reminder is being added in 
order to alert the business entity of the new 
requirement and to eliminate the need for 
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additional letters of good standing due to 
the 30-day expiration being surpassed. To 
avoid the need for these letters of good 
standing, file the Annual Report and pay the 
filing fees due the Secretary of State by June 
20th of each year.  
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CORPORATE FORMS 
 

NEW for 2010 
 
The following corporate forms are new for tax year 2010: 
 

• KBI Tax Credit Computation Schedule (For a KBI Project of a Corporation) 
 

• KBI-SP Tax Computation Schedule (For a KBI Project of a Pass-through Entity) 
 

• KBI-T Tracking Schedule for a KBI Project 
 

• KBI Annual Report 
 

• Schedule KRA-SP Tax Computation Schedule (For a KRA Project of a Pass-Though 
Entity) 

 
• RR-E Application and Credit Certificate of Income Tax/LLET Credit Railroad 

Expansion 
 

• RR-I Railroad Maintenance and Improvement Tax Credit 
 

• 8874 (K) Application for Certification of Qualified Equity Investments Eligible for                
Kentucky New Markets Development Program Tax Credit 

 
• 8874(K) – A Notice of New Markets Development Program Tax Credit and 

Certification 
 

• 8874 (K) – B  Notice of Kentucky New Markets Development Program Tax Credit 
Recapture 
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FORM UPDATES for 2010 
 
Several changes have been made to the Corporate Income Tax forms and instructions for tax 
year 2010.  Some changes, such as updating tax years, are minor and some forms have major 
changes. Forms that have significant changes for 2010 are included in this manual.  If you need 
to view a copy of any form are not included in this manual, please visit the DOR Web site: 
 

www.revenue.ky.gov 
 

Selected forms with significant changes include the following: 
 
 

• 720 Kentucky Corporation Income Tax and LLET Return 
 

• 720S  Kentucky S-Corporation Income Tax and LLET Return  
 

o Kentucky Schedule K-1 Shareholder’s Share of Income, Credits, 
Deductions, ETC. 

 
• 765 Kentucky Partnership Income and LLET Return 
 
• 765-GP Kentucky General Partnership Income Return 

 
• Schedule RC-R Recycling or Composting Equipment Tax Credit Recapture 

 
• Schedule TCS Tax Credit Summary Schedule 

 
• Schedule UTC Unemployment Tax Credit 

 
 

 
A draft copy of each of the above forms follows in this manual. 
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WITHHOLDING on 
DISTRIBUTIVE SHARE 
INCOME KRS 141.206 

 
Withholding on distributive share 
income, otherwise known as pass-through 
entity (PTE) withholding, is reported on 
Form 740NP-WH with Forms PTE-WH 
attached. Copies of the PTE-WH forms 
must also be sent to each nonresident 
individual partner, member or 
shareholder, or foreign corporation 
partner or member whose only source of 
Kentucky income is from the pass-
through entity. A foreign corporation in 
this case is any corporation that was 
formed outside of Kentucky. 
 
The PTE withholding is the amount 
required to be withheld from each 
nonresident individual partner, member 
or shareholder (including estates and 
trusts) or C corporation partner or 
member on the distributable income 
apportioned to Kentucky. The 
withholding is only on each nonresident 
individual partner, member or 
shareholder, or corporate partner or 
member that is doing business in 
Kentucky only through its ownership 
interest in a pass-through entity.  
 
A Partnership or S corporation partner, 
member or shareholder is not subject to 
withholding. A partnership or S 
corporation is classified as a pass-through 
entity as provided by KRS 101.010(26) 
and not a corporation or an individual. 
 
 

The withholding rate is 6 percent of the 
distributable income. Estimated tax 
payments are not required. However, the 
full amount of withholding is due on the 
15th day of the fourth month after the 
entity’s year end. For calendar year filers, 
the due date is April 15th. 
 
The reporting of a nonresident 
individual’s net distributive share income 
and withholding on Form 740NP-WH at 
the maximum rate of six (6) percent shall 
satisfy the filing requirements of KRS 
141.180 for a nonresident individual 
partner, member or shareholder who’s 
only Kentucky source income is net 
distributive share income. The 
nonresident individual partner, member 
or shareholder may elect to file a 
Kentucky Individual Income Tax Return 
Nonresident or Part-Year Resident (Form 
740-NP) to take advantage of the 
graduated tax rates, credits and 
deductions. 
 

COMPOSITE RETURNS 
 

(For taxable years beginning on or after 
January 1, 2007).  A composite return 
may be filed for nonresident individuals 
(including estates and trusts) who are 
exempt from the withholding 
requirement. A nonresident individual 
may be exempt from PTE withholding if 
the entity provides evidence that the 
individual has filed an appropriate 
Kentucky income tax return in the prior 
year.  
 
The individual must also elect to be 
included in the composite return. A 
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schedule should be attached reporting 
each of the electing nonresident individual 
partner’s, member’s or shareholder’s 
name, address, Social Security number, 
net distributive share income and tax due.  
Income tax is calculated on the 
distributable income of the electing 
partners, members or shareholders at the 
rate of 6 percent.  The composite return 
is filed on Form 740NP-WH. A pass-
through entity filing a composite return 
shall make estimated payments if required 
by the provisions of KRS 141.300 on 
Form 740 NP-WH. 
 
At the time of filing the actual 740NP-
WH return, a schedule PTE-WH shall be 
attached for each electing nonresident 
individual partner, member or 
shareholder reporting their name, 
address, Social Security number, net 
distributive share income and tax due. 
The balance of tax due for all electing 
partners, members or shareholders shall 
be remitted with the composite return.  
 

KEY POINTS 
 
 No withholding is required for: 
 

• Members, partners or  share-
holders that are pass-through 
entities, (including partnerships 
and S  corporations) 

 
No withholding is required if: 
 

• The pass-through entity 
demonstrates to the department 
that a partner, member or 
shareholder has filed an 

appropriate tax return for the 
prior year with the department, 
by attaching to the Kentucky 
Form 40A201, “740NP-WH, 
Kentucky Nonresident Income 
Tax Withholding on Net 
Distributive Share Income 
Transmittal Report”, a statement 
that the partner, member or 
shareholder is exempt from 
withholding as provided by KRS 
141.206(4)(b)2 and including the 
information as listed above  

• The nonresident partner or 
member is exempt from 
Kentucky income tax as provided 
by KRS 141.040(1) 

• The partner, member or 
shareholder is a nonresident 
individual and the pass-through 
entity is a qualified investment 
pass-through entity as provided by 
KRS 141.206(12)(a) 

• The partners or member is a pass-
through entity (including 
partnerships and S corporations) 
as provided by KRS 141.010(26). 

 
Include all items listed on the Schedule K 
in distributable income including, but not 
limited to interest income, dividend 
income, capital gains, guaranteed 
payments and rents. 
 

EXTENSIONS 
 
The department will recognize the extension to 
file the income/LLET return as an extension to 
file the 740NP-WH return. 
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Note: The extension to file the return 
does not extend the time to pay the 
withholding by the original due date.  
Both the 740NP-WH and the PTE-WH 
are available at www.revenue.gov under 
Forms.  These schedules are also included 
in the forms for your entity type. 

 
 
 
 

Mail 
Forms 740NP-WH and PTE-WH 

SEPARATELY 
 from tax returns. 
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INHERITANCE and ESTATE 
TAXES 

 
Inheritance Tax – The Kentucky 
inheritance tax is a tax on a beneficiary’s 
right to receive property from a deceased 
person. The amount of the inheritance tax 
depends on the relationship of the 
beneficiary to the deceased person and the 
value of the property. The closer the 
relationship is the greater the exemption is, 
the smaller the tax rate will be.  All property 
belonging to a resident of Kentucky is 
subject to the tax except for real estate 
located in another state. Also, real estate and 
personal property located in Kentucky and 
owned by a nonresident is subject to being 
taxed. If the inheritance tax is paid within 
nine months of date of decedent’s death, a 
five percent discount is allowed. The tax due 
should be paid when the return is filed. 
However, if the beneficiary’s net inheritance 
tax liability exceeds $5,000, an election can 
be made to pay the tax in ten equal annual 
installments. The first installment is due at 
the time the return is filed. The portion of 
the tax deferred is charged with interest at 
the rate established by law beginning 18 
months after the date of death. 
 
There are three classes of beneficiaries: Class 
A, Class B, and Class C. 
 
CLASS A beneficiaries include: spouse, 
parent, child, grandchild, brother, and 
sister. If the date of death is after June 30, 
1998, all Class A beneficiaries are exempt 
from paying Kentucky inheritance tax. 
 
CLASS B beneficiaries include: niece by 
blood, nephew by blood, daughter-in-law, 

son-in-law, aunt, uncle, great grandchild. 
Class B beneficiaries receive a $1,000 
exemption and the tax rate is four percent to 
sixteen percent. 
 
CLASS C beneficiaries include all persons 
not included in Classes A or B and all 
educational, religious, or other institutions, 
societies or associations, or public 
institutions not exempted by KRS 140.060. 
Cousins are considered Class C beneficiaries. 
Class C beneficiaries receive a $500 
exemption and the tax rate is six percent to 
sixteen percent. 
 
If a Federal Estate and Gift Tax Return, 
Form 706, is required to be filed and 
Kentucky’s portion of the credit for state 
death taxes exceeds the inheritance tax, the 
difference between the credit and the 
inheritance tax must be paid to the 
Commonwealth of Kentucky as an estate 
tax. 
 

 

Year          Amount of Exclusion 
 
2001…………..$675,000 
2002…………..$1,000,000 
2003…………..$1,000,000 
2004…………..$1,500,000 
2005…………..$1,500,000 
2006…………..$2,000,000 
2007…………..$2,000,000 
2008…………..$2,000,000 
2009…………..$3,500,000 
2010…………..100% 
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Estate Tax – Under the Economic Growth 
and Tax Reconciliation Act of 2001 the 
credit for state death (estate) taxes was 
reduced by 25 percent each year starting in 
2002 and was eliminated completely by 
2005.  Beginning in 2005 there is no 
Kentucky estate tax.  The state death tax 
credit was replaced by a deduction for state 
death taxes paid on the Federal Estate and 
Gift Tax Return until the repeal of the 
federal estate tax in 2010.  For answers to 
questions pertaining to the filing of a Federal 
Estate and Gift Tax Return, you can call 
(800) 829-1040.  Be advised there could still 
be Kentucky inheritance tax due. 
 
Affidavit of Exemption – On June 18, 
1999, the Kentucky Revenue Cabinet sent a 
memorandum to the District Judges in the 
Commonwealth of Kentucky requesting that 
an Affidavit of Exemption be accepted in 
place of an Inheritance and Estate Tax 
Acceptance Letter for final settlement and 
closing of the administration of an estate. 
The affidavit should be used only when the 
entire estate passes to nontaxable 
beneficiaries and a United States Estate and 
Gift Tax Return is not required to be filed 
under federal law and applicable regulations. 
Using this form will eliminate expending 
time and money for the preparation and 
review of Inheritance and Estate Tax 
Returns. The Affidavit of Exemption should 
ease the administration of estates that do not 
owe any Kentucky death tax and are not 
required to file a Federal Estate and Gift Tax 
Return. If you have questions, contact the 
Financial Tax Section at (502) 564-4810. If 
an Affidavit of Exemption is submitted to the 
Court, do not send a copy of the affidavit to 
the Kentucky Department of Revenue. 
 

Filing and Payment Information 
Effective July 1, 1998 – A tax return must 
only be filed by the personal representative 
when any assets of the estate pass to taxable 
beneficiaries or taxable organizations or a 
Federal Estate and Gift Tax Return is 
required to be filed. If no Inheritance taxes 
are due, the entire estate passes to tax 
exempt beneficiaries and a Federal Estate 
and Gift Tax Return is not required, an 
Affidavit of Exemption will be accepted by 
the court for final settlement and closing of 
the administration of an estate. It is not 
necessary to file a No Tax Due Inheritance 
and Estate Tax Return with the Kentucky 
Department of Revenue. If an Affidavit of 
Exemption is submitted to the court, do not 
send a copy of the affidavit to the Kentucky 
Department of Revenue. A copy of the 
Affidavit of Exemption and tax returns can 
be obtained from the Financial Tax Section, 
Kentucky Department of Revenue, 
Frankfort, KY 40620, by calling (502) 564-
4810, from the taxpayer service center in 
your area or via our Web site 
(www.revenue.ky.gov). 
 
Question: If taxes are due, when should the 
forms be filed? 
 
Answer: If taxes are due, the return must 
be filed within 18 months from the date of 
the decedent’s death. If the tax due is not 
paid within 18 months of death, interest and 
perhaps penalties are due. Filing the tax 
return should not be postponed due to the 
delay in receiving the federal estate tax audit 
or closing letter or because the real estate is 
being sold. 
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Inheritance Tax Table for Estates of 
Decedents who were Residents of 
Kentucky (Applicable for Dates of 
Death on or after July 1, 1998) –
Classification of Beneficiary Instructions for 
Using Inheritance Tax Table (See page 5) 
 
A. Compute each beneficiary’s tax 
separately. 
 
B. Do not deduct the beneficiary’s 
exemption from the distributive share. The 
tax shown in the table for each distributive 
share bracket automatically applies the 
allowable exemption. 
 
C. Determine the proper classification of the 
beneficiary at the left side of the table. 
 

D. Nephews and nieces by marriage and 
great nephews and great nieces are Class C 
beneficiaries. 
 
E. Follow the tax table across to distributive 
share bracket at the top of the table that 
includes the distributive share of that 
beneficiary. 
 
F. The tax applicable to that beneficiary’s 
distributive share is the amount shown plus 
the designated percentage of the amount by 
which the distributive share exceeds the base 
of the distributive share bracket. An estate 
tax is levied when the credit for state death 
taxes allowable on the federal estate tax 
return exceeds the Kentucky inheritance 
tax. 
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Affidavit of Exemption 

 
Affiant _______________________________________ being first duly sworn, states that he 
is the fiduciary or beneficiary of the estate of_____________________________________, 
who died on the _______day of _________, ___________, a resident of ______________ 
County, Kentucky.  
 
Affiant states that all assets of the estate pass to exempt beneficiaries pursuant to KRS 140.080 or 
exempt organizations pursuant to KRS 140.060 either by virtue of the decedent’s will, the intestate 
laws of this state, or by contract (survivorship, payable on death, trust, etc).  
 
Affiant also states that a Kentucky Inheritance and Estate Tax Return will not be filed since no death 
tax is due the state and a Federal Estate and Gift Tax Return (Form 706) will not be filed because 
the gross estate is less than the required amount set out in Section 2010(c) of the Internal Revenue 
Code. This affidavit is being submitted to the court to satisfy the requirements of KRS 395.605.  
 
_____________________________________ 
Signature 
 
Witness my hand this _____day of ________, ___________. Sworn and subscribed before 
Me by_____________________, this ___________day of ______________, _______. 
 
_____________________________________ 
Notary Public 
My commission expires: ______________________ 
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ISSUES and ANSWERS 
 

Question: If tax is due, what must be 
included on the return? 
 
Answer: In general, all real and personal 
property in which the decedent owned or 
has an interest must be included on the tax 
return.  Example of taxable property: 
 
• Real estate 
• Cash 
• Bank accounts even if located outside  
   of Kentucky 
• Certificates of deposit 
• Money 
• Stock, bonds 
• Life insurance payable to the insured  
   or to the estate 
• Unpaid balance of mortgages, notes 
• Debts due the decedent 
• Household goods 
• Livestock 
• Growing crops 
• Farm machinery 
• Automobiles 
• Income tax refunds 
• Boats, travel trailers 
• Royalties 
• Jewelry 
• Antiques 
 
Question: How must property included on 
the tax return be valued? 
 
Answer: Most of the time all real and 
personal property must be reported at its 
fair cash value on the date of decedent’s 
death. Under certain conditions when real 
estate passes to a son-in-law or a daughter-
in-law the real estate can be valued at its 

agricultural or horticultural value. Since 
special rules apply, for more information 
please contact the Financial Tax Section, 
Kentucky Department of Revenue, 
Frankfort, KY 40620, or call (502) 564- 
4810. 
 
Question: Are gifts made before death 
taxable? 
 
Answer: Any gift made within three years 
of death is subject to being taxed unless the 
gift was made for a living reason and not in 
contemplation of death.  
 
Question: If a tax return has to be filed, 
what deductions are allowed in the 
Kentucky Inheritance and Estate Tax 
Return? 
 
Answer: 
• Funeral expenses up to $5,000 
• Attorney’s fees 
• Personal representative commissions 
• Debts and taxes owed by the decedent 
• Real property taxes 
• Mortgages 
 
 
Question: If the decedent was a resident of 
Kentucky, is property located outside of the 
state taxable? 
 
Answer: If the decedent was a resident of 
Kentucky, all intangible property located 
outside of Kentucky is taxable. Under 
certain conditions partnership property 
located in another state is taxable. Real 
estate is taxable in the state where it is 
located. So, if a Kentucky resident owned 
real estate in another state, that real estate is 
not taxable for Kentucky inheritance and 
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estate tax purposes. If a Kentucky 
nonresident owned real estate in Kentucky, 
then that property is subject to Kentucky 
inheritance and estate taxes. 
 
Question: How are assets distributed? 
 
Answer: When a person dies, real and 
personal property may pass by title, under 
the terms of the will, or by the laws of 
Kentucky. Survivorship property and 
property payable on death passes to the 
surviving co-owner shown on the deed or 
instrument, unless a disclaimer was filed, 
and not by the terms of the will or by the 
laws of intestate succession. When a person 
dies with a will, distribution of the estate is 
made according to the will, unless the will is 
renounced by the surviving spouse or a 
disclaimer is filed. If the will is renounced, 
the surviving spouse receives one-third of 
the real property and one-half of surplus 
personal property. The law provides that 
when a person dies without a will, one half 
of the estate, after funeral expenses, debts, 
and cost of administration are paid, goes to 
the surviving spouse and one-half descends 
as follows (if there is no surviving spouse, 
the whole estate descends): 
 
1. to his children and their descendants 
(descendants take the share of their deceased 
parents); if there are none, 
 
2. to his father and mother; if one is 
deceased, to the survivor; if there is no 
father or mother, 
 
3. to his brothers and sisters and their 
descendants; (half-sisters and half-brothers 
and their descendants inherit only one-half as 
much as those of the whole blood); if none, 

4. to the husband or wife of the intestate; if 
none,  
 
5. one share shall pass to the paternal and the 
other to the maternal kindred in the 
following order: 
 

(a) the grandfather and grandmother 
equally, if one is deceased, it shall go 
to the survivor; if both are deceased, 
(b) to the uncles and aunts and their 
descendants; if there are none, 
(c) to the great-grandfathers and 
great-grandmothers; if none, 
(d) to the brothers and sisters of the 
grandfathers and grandmothers; and, 

 
6. if there is no kindred to one of the parents 
as described in (5), the whole descends to 
the kindred of the other. If there are neither 
paternal nor maternal kindred, the whole 
descends to the kindred of the spouse. 
 
Question: What are the exemptions, if the 
decedent was a nonresident of Kentucky? 
 
Answer: The exemption for a beneficiary of 
a nonresident decedent’s estate is prorated 
based on the exemption of a resident 
decedent and is in proportion to the net 
value of the property subject to tax in 
Kentucky before federal estate taxes to the 
total property transferred by the decedent.  



Miscellaneous Taxes
 
 

 227 

 
 

 

 
COMMON MISTAKES on 

INHERITANCE and ESTATE TAX 
RETURNS 

 
 

Failure to include a copy of the will and/or trust. For No Tax Due returns, the will and/or trust 
are necessary to verify there is no tax due. 
 
Failure to include a copy of the U.S. Estate and Generation Skipping Transfer Tax Return when 
required. NOTE: A copy of the Federal Closing Letter must be sent to DOR. 
 
Failure to include a Real Estate Information Sheet for real estate. 
 
Failure to include the date items were placed in joint names. 
 
Failure to include relationship of heirs to the decedent. 
 
Incorrect classification of heirs. For example, nephews and nieces by marriage and great nephews 
and great nieces are class C beneficiaries not class B beneficiaries.  
 
Incorrect tax computation. The exemption is already built into the tax table.   
 
Incorrect distribution (i.e. survivorship property, payable on death accounts and gifts). These are 
distributed first, before distribution of the residue. 
 
For additional information, please visit the Department’s Web site at: www.revenue.ky.gov.  
 
Or contact the Financial Tax Section by phone at (502) 564-4810. 
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FREQUENTLY ASKED QUESTIONS 
 
How long does it take to get the acceptance letter? 
If there are no problems with an estate, it takes approximately three to four months for the 
taxpayer to get the acceptance letter. However, if there are problems or questions on an estate or if 
a United States Estate (and Generation-Skipping Transfer) Tax Return is filed, it will take longer to 
certify the estate. If a federal estate tax return is filed, the Kentucky return cannot be certified until 
a copy of the federal closing letter is received. 
 
 
Why haven’t I received a packet of forms for filing a return? 
The Department of Revenue no longer mails out tax packets to taxpayers.  If you need a tax packet, 
please visit the Department of Revenue Web site at www.revenue.ky.gov or contact the Financial Tax 
Section at (502) 564-4810. 
 
 
Do I need to file a return if no tax is due? 
If no inheritance tax is due, the entire estate passes to tax exempt beneficiaries and a federal Form 
706 is not required to be filed, an Affidavit of Exemption should be filed with probate court. This 
will be accepted in lieu of our acceptance letter for final settlement and closing of the 
administration of an estate. Do not file a copy of the affidavit with DOR. The affidavit in the DOR 
packet is just a “sample”. If the estate has different circumstances, but still no tax is due, change the 
wording on the affidavit to fit the situation (Example: The estate passes to exempt beneficiaries 
except for a specific bequest passing to a taxable beneficiary, but is under their exemption amount). 
 
 
If all assets were held in a trust, do I need to file a return since they pass outside 
probate? 
Even though the assets pass outside probate, they are still taxable assets of the estate. However, if 
the assets in the trust pass to tax exempt beneficiaries and no federal return is required, then you do 
not have to file a Kentucky Inheritance and Estate Tax Return. 
 
 
In order to receive the five percent discount what is considered a timely filed tax 
return? 
The return must be postmarked by the final day of the discount period (nine months from date of 
death). If the ninth month date falls on a weekend or holiday, the next business day is considered 
timely. 
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How are Individual Retirement Accounts (IRA) and annuities taxed? 
An IRA is ONLY exempt from taxation if the beneficiary elects to receive payments in equal 
installments over a minimum 36-month period. If the beneficiary receives the payment in a lump 
sum or if the beneficiary elects to roll it over, the IRA is fully taxable. Tax on an annuity is based on 
whether the IRA is a qualified or nonqualified plan under KRS 140.063. If the IRA is a qualified 
plan, Kentucky calculates the tax on value of the decedent’s contribution to the plan at the date of 
death. If the IRA is a nonqualified plan, tax is calculated on the total value of the annuity. 
 
 
Is there Kentucky Estate Tax? 
No. Effective January 1, 2005 Kentucky Estate Tax no longer exists due to changes in the federal 
law. The credit for state death taxes is a deduction on the federal estate tax return.  However, the 
federal estate tax will return on January 1, 2011, unless Congress acts to extend this tax break. 
 
 
Do I need to obtain a tax waiver or lien release for an asset that is in the estate? 
No. Effective July 1, 1998, the Department of Revenue (DOR) no longer requires a person to 
obtain prior written consent (i.e. lien release) from the DOR for the transfer of specific property 
owned by a resident or nonresident decedent. Examples include: real estate, stocks, bonds, cash 
accounts, trust funds, life insurance, employee retirement accounts and trusts of all types, safety 
deposit box contents, etc.  
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SALES and USE TAX 
 

Filing Tips for Paper Returns – To ensure 
efficient processing of the sales and use tax 
returns and to reduce erroneous billings, please 
consider the following filing tips: 
 
• Please use the return mailed by the DOR or 

a pre-approved form.  If you employ a 
forms provider, ensure that the provider 
has been approved by the DOR to replicate 
the DOR sales and use tax return. 

 
• Please use a blue or black pen, or dark 

pencil, to enter numbers on the return.  
The numbers should be legible and fully 
contained within each appropriate box. 

 
• Please do not use slashes through 7s or 0s. 

Also please fill in the cents boxes on lines 
you have entered figures on, do not leave 
them blank or use a slash.  

 
• When submitting payment by check, do 

not include the stub with the check.  Also, 
do not paper clip a check to the return. 

 
• When paying by check, always include the 

SU Account number and filing period on 
the memo portion of the check. 

 
• To file a No Activity return, write zero (0) 

on lines 1, 20, and 23(a) and sign the 
signature block. 

 
 
Filing Tips for Online Returns – You may 
choose to file your sales and use tax return 
electronically.  The electronic option via KY E-
Tax is free, fast, accurate, convenient, and 
reduces postage expenses.  You may go to the 

KY E-Tax logo on the DOR Web site at 
www.revenue.ky.gov to learn more about the 
electronic filing of sales and use tax returns.  
The following tips pertain specifically to 
electronic filers: 
 
• Line one begins with Total Receipts, but 

does not include sales tax collected. 
 
• Passwords are case sensitive and must be 

9-12 characters, containing at least one 
upper case letter, one lower case letter, 
one number, and one special character. 

 
• Amended returns may not be filed 

electronically but can be submitted via 
fax to (502) 564-2041. 

 
• Please designate a preparer once an 

administrator of the account is named.  
Please change the administrator when the 
administrator leaves the employment of 
the company by contacting the Division 
of Sales and Use tax at (502) 564-5170. 

 
• When paying by check for an 

electronically filed return, include in the 
memo portion of the check the following 
information:  filed by E-Tax, SU Account 
Number, and filing period. 

 
 
Closing a Sales and Use Tax Account 
– When canceling a sales tax account 
number or requesting a change to your 
mailing address, a written request 
confirming this action is required.  The 
account maintenance form, 51A205, is 
mailed with every sales and use tax return 
and may be used for this purpose.  You may 
also write a letter including the sales tax 
account number and the requested changes.  
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Please mail the completed account maintenance 
form or correspondence to the Kentucky 
Department of Revenue, Division of Sales and 
Use Tax, 501 High Street, P.O. Box 181, 
Frankfort, KY  40620-0181, or, you may fax to 
(502) 564-2041. 
 
Use Tax on Out-of-State Purchases – 
KRS 139.310 imposes a six percent use tax on 
purchases from out-of-state retailers of 
property for use, storage, or other 
consumption in Kentucky. Examples of items 
on which use tax must be paid include 
purchases of clothing, sporting goods, seeds, 
garden supplies, computer hardware, 
prewritten computer software, digital products 
defined in KRS 139.010(8), film processing and 
photographic equipment, books, CD’s, DVD’s, 
electronics, magazine subscriptions, furniture, 
and  artwork.   
 
Purchases subject to Kentucky use tax include 
items purchased from catalogs, the Internet, 
television advertisements, home shopping 
networks, and from any other out-of-state 
retailer that sells into Kentucky. Use tax also 
applies to retail purchases made outside 
Kentucky when the products are then brought 
immediately into Kentucky for regular use. 
According to KRS 139.330, the purchaser is 
directly liable for payment of the six percent 
use tax on the purchase price of these 
transactions if the tax is not collected by the 
retailer at the time of purchase.  
 
However, if another state’s sales tax is legally 
due and collected by the retailer at the time of 
purchase, then the purchaser may claim a credit 
against the Kentucky six percent use tax 
liability. This credit does not apply in the case 
of local option sales tax paid to out-of-state 
retailers or to the extent that another state sales 

tax rate exceeds six percent.  For example, 
if another jurisdiction’s state tax rate is 
seven percent and this amount of tax was 
paid to the retailer, the purchaser may 
claim credit up to the six percent Kentucky 
use tax on this purchase to satisfy the 
liability.   
 
Anyone involved in retail transactions 
subject to Kentucky use tax should carefully 
check sales receipts. If sales or use tax has 
not been paid on these purchases, Kentucky 
use tax is due and payable. 
 
Taxpayers may report and pay use tax 
annually on their Kentucky individual 
income tax return. Compute the Kentucky 
use tax due by using the worksheet located 
in the instructions for Forms 740, 740-EZ, 
and 740-NP. The worksheet contains 
sections for a description of the property, 
date of purchase, and purchase price. Use 
tax may also be reported and paid by 
individuals on a monthly basis by using 
Form 51A113 (O), Consumer’s Use Tax 
Return. 
 
Anyone who fails to report and pay 
applicable use tax is liable for the tax plus 
interest and penalties. For additional 
information, contact the Division of Sales 
and Use Tax Section, (502) 564-5170.  The 
Department of Revenue anticipates an 
increase in use tax reporting by individuals 
due to an increase in U.S. retail e-
commerce spending by an estimated $66.9 
billion in the first half of 2010, up 9.3% 
from $61.2 billion for the same period one 
year ago.  
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Drop Shipment – Drop shipment, otherwise 
known as a third party sale, is a shipment of 
tangible personal property from a seller directly 
to the purchaser’s customer, at the direction of 
the purchaser. Generally, a retailer accepts an 
order from its customer, places a request to fill 
an order with a third party, usually a 
manufacturer or wholesale distributor, and 
directs the third party to ship the goods directly 
to the end consumer. Drop shipments are 
treated as two transactions (1) the sale from the 
seller (manufacturer/wholesaler) to the 
purchaser (retailer), and (2) the sale from the 
purchaser (retailer) to the end customer. When 
all parties are located in Kentucky, the retailer 
furnishes a resale certificate to the seller 
(manufacturer/wholesaler). The retailer 
collects sales tax on the final sale to the end 
consumer. In cases where the purchaser 
(retailer) is not located or registered with 
Kentucky, the nonresident retailer should issue 
a Kentucky resale certificate, but make a 
notation on the form that it is a nonresident 
purchaser not required to register in Kentucky. 
When a Kentucky customer purchases tangible 
personal property through a nonresident 
retailer that does not collect Kentucky tax, the 
customer is then subject to the use tax in 
accordance with KRS 139.310 and KRS 
139.330. 
 
Streamlined Sales and Use Tax Update – 
The Streamlined Sales and Use Tax Agreement 
(SSUTA) is a nationwide effort by 43 states, 
various local governments, and members of the 
business community to develop measures to 
design, test and implement a system that 
radically simplifies sales and use tax collection 
and administration by retailers and states. The 
agreement became effective on Oct. 1, 2005, 
and currently consists of 24 conforming states 

and over 1100 registered participating 
businesses. 
 
Kentucky Retailers that make sales in other 
states are encouraged to review more 
information on registering with the SSUTA 
at http://www.streamlinedsalestax.org/ to take 
advantage of the simplified registration, 
collection and filing system established by 
the project for retailers involved in cross-
border sales. Registration for sales and use 
tax collection through the national SSUTA 
site will automatically register a vendor for 
tax collection in all member states.  
 
Taxpayers who voluntarily register through 
the Streamlined Sales and Use Tax Web site 
to remit sales and use tax in Kentucky and 
other member states are able to 
electronically file their simplified electronic 
returns. There is no registration process 
other than the original registration with the 
Streamlined Sales and Use Tax site.  Also, 
for more information on Streamlined Sales 
Tax, please see the article in Legislative 
Updates in regard to HB 347.  
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2010 LEGISLATIVE UPDATES 
 
New Vehicle Trade-In Allowance for 
Motor Vehicle Usage Tax (Effective 
retroactively to June 26, 2009) – The 2010 
Special Session extended the close date for the 
new vehicle trade-in credit.  The trade-in 
allowance may be utilized September 1, 2009 
through June 30, 2011, or until an accumulated 
total of usage tax credit reaches a $25 million 
cap.  The trade-in allowance is available on a 
first-come, first-serve basis (HB 2).  On 
Monday, August 16, 2010, the $25 million 
credit cap was reached and the trade-in credit 
allowance for new motor vehicles is no longer 
available. 

 
2009 LEGISLATIVE UPDATES 

 
All Terrain Vehicles (ATVs) (Effective 
July 1, 2010) – ATVs purchased for use in 
Kentucky, must be titled at the county clerk’s 
office.  The county clerk will collect use tax on 
all ATVs purchased out of state without 
payment of Kentucky tax and brought to 
Kentucky for use prior to the issuance of title 
(HB 53). 
 
Sales Tax Rebate at Governmental 
Facility (Effective July 1, 2010) – HB 3 
established KRS 139.533 to allow a 
government entity that operates a public facility 
that seats between 500 and 8,000 persons 
located in a county with a population of less 
than 100,000 people, to receive up to 100 
percent rebate of sales tax generated by the sale 
of admissions and the sale of tangible personal 
property at the public facility. The rebate may 
not exceed $250,000 in any calendar year. 
Forms have been developed specifically for 
these targeted rebates.  

 
Streamlined Sales and Use Tax 
Conforming Legislation (Effective 
July 1, 2009) – Digital Products and 
Digital Equivalents Digital product 
definitions were adopted to preserve the 
treatment of digital equivalents previously 
treated as electronically delivered tangible 
personal property. Kentucky has taxed 
digital equivalents under the category of 
tangible personal property since July 1, 
2004.  
 
Section 333 of the Streamlined Sales and 
Use Tax Agreement (SSUTA) prohibits 
member states from taxing digital 
equivalents under the tangible personal 
property definition as of January 1, 2010. 
 
Categories of digital property include 
digital audio works, digital books, finished 
artwork, digital photographs, periodicals, 
newspapers, magazines, video greeting 
cards, audio greeting cards, video games, 
electronic games, and digital code related 
to this property. 
 
As of July 1, 2009 the retail sale of digital 
property accessed or obtained (transferred 
electronically) by the purchaser is subject to 
the six percent sales and use tax (HB 347). 
 
Durable Medical Equipment (DME) – 
Creates an exemption for durable medical 
equipment (DME) for which a prescription 
is issued including hospital beds purchased 
by private individuals with a prescription.  
The SSUTA requires the taxation or 
exemption of all items within a defined 
product category unless otherwise allowed 
within the Agreement (Section 327) (HB 
347). 
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Charitable Auction – Confirms and re-
applies the legislative changes in HB 704 from 
the 2008 session.  It also amends the definition 
of retailer in KRS 139.010 to exclude a person 
making sales at a charitable auction (HB 216). 
 
Vendor’s Compensation Cap – Amends 
KRS 139.570 with a retroactive clause to 
affirm and ensure that the $1,500 cap for sales 
tax vendor compensation applies retroactively 
to past periods (7/1/03 - 6/30/04 and 7/1/05 
- 6/30/08) previously covered under budget 
bill provisions.  
 
Preserves the vendor compensation cap that 
began July 1, 2003 and was codified by HB 538 
during the 2008 session (HB 429). 
 
Sales Tax Applied to Packaged Liquor 
Sales (Effective April 1, 2009) – Removed 
the sales and use tax exemption per KRS 
139.470(23) for the sale of packaged liquor not 
consumed on the premises licensed for the sale 
of these products (HB 144). 
 
Kentucky Enterprise Initiative Act –  
An amendment to the Kentucky Enterprise 
Initiative Act, KRS 154.31, provides for the 
inclusion of expenditures for electronic 
processing equipment under the existing $5 
million research and development cap. To 
claim the electronic processing equipment 
incentive, at least $50,000 of the approved 
economic development project must be 
electronic processing equipment. The 
amendment also increases the project term for 
up to 7 years, per KRS 154.31–010(12).  
 
Sales Tax Incentive for Communications 
or Computer Systems Purchases – KRS 
139.534 was created to provide for 100 percent 

refund of sales tax paid on qualifying 
purchases. To qualify, a company must 
spend $100,000,000 or more, must install 
the system at a single location within 18 
months of the purchase, must use 
equipment for the purpose listed, and must 
use the equipment for the full period of 
depreciation. Forms will be developed for 
this specifically targeted refund. The statute 
became effective June 26, 2009. 
 

CIGARETTES 
 
Excise Tax Rate Increase for 
Cigarettes, OTP and Snuff (Effective 
date April 1, 2009) – Increased tax rates 
to $0.60 a pack for cigarettes, 15 percent of 
wholesale gross receipts on OTP, and 
$0.19 on each unit of snuff. 
 
Established an inventory floor stock tax to 
properly address affected products held for 
sale at the time of the rate increases.  Forms 
were distributed to those entities that are 
required to file and pay the floor stocks tax 
on cigarettes, OTP and snuff.  The floor 
stock return due dates were as follows: 
April 10, 2009, May 10, 2009, and June 
10, 2009 (HB 144). 
 
Confirms and re-applies the 
legislative changes in HB 704 from 
the 2008 session – Amends 138.195(10) 
to clarify requirements for monthly 
cigarette manufacturer reports (HB 216). 
 
MSA Retail Compliance (Effective     
July 1, 2009) – Requires the confiscation  
of non-approved, Non-Participating 
Manufacturers (NPM) cigarette brands at 
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retail 60 days after being removed from the 
approved directory list.  
 
Requires stamping agents and distributors to 
notify retail customers of removal notices 
within seven days of receipt.  
 
Requires stamping agents and distributors to 
provide DOR with the list of retail customers 
to whom the removal notices were sent. 
 
Prohibits stamping agents and distributors from 
buying cigarettes from a NPM the day after the 
Attorney General posts a notice in the directory 
of intent to remove (SB 48). 
 

MISCELLANEOUS 
 
Internet Protocol Television (IPT)  
(Effective July 1, 2009) – Amends the 
definition of multichannel video programming 
service to include IPT and exclude IPT from the 
definition of communications services.  
 
Amends KRS 136.602 to specifically include 
IPT as multichannel video programming service 
subject to the Telecommunications Tax.  
Amends KRS 160.614 to specifically impose 
the Utility Gross Receipts License Tax 
(UGRLT) on IPT if the school district imposes 
tax on cable services and direct satellite 
broadcast and wireless cable service. 
 
Preserves the base of the UGRLT and 
Telecommunications Tax when this technology 
moves into the Commonwealth (HB 236). 
 
Confirms and re-applies the legislative changes 
in HB 704 from the 2008 session - Maintains 
the interest provisions in KRS 131.183 on 

assessments and refunds in place since May 
1, 2008. 
 
Clarifies the refund and penalty provisions 
in KRS 160.6156 and KRS 160.6157 for 
Utility Gross Receipts and License Tax 
(UGRLT).  
 
Amends KRS 136.392 to confirm in statute 
the allowance of state insurance premium 
surcharge exemptions previously provided 
on the basis of court rulings (HB 216). 

 
MOTOR FUELS TAX 

 
Average Wholesale Price – Set in 
statute a new minimum average wholesale 
price (AWP) of $1.786 per gallon in the 
calculation of the Motor Fuels Tax rates for 
the quarter beginning April 1, 2009 
forward.   
 
This measure prevented an estimated $30 
million road fund loss in FY09 and 
additional losses exceeding $100 million in 
FY10.  
 
The Motor Fuels Tax Section implemented 
the provisions of the bill upon the 
Governor’s signature with a quarterly 
notification of the AWP to all licensed 
motor fuels dealers in March (HB 374). 
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MOTOR VEHICLE USAGE TAX 
 
Titling of ATVs – Requires titling of ATVs 
effective July 1, 2010 (HB 53).  
 
Low Speed Electric Vehicles Motor 
Vehicle Usage Tax (Effective June 25, 
2009) – Defines low-speed vehicles as electric 
powered with four wheels and a top speed of 
25 miles per hour and an alternative-speed 
motorcycle as electric powered with three 
wheels, a door of entry, and top speed of 40 
miles per hour.  
 
Requires that low-speed electric vehicles that 
are used on the public highways be registered 
and licensed.  
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2011 PROPERTY VALUATION CALENDAR 
 
 

 
DUE DATE 

 
     REVENUE FORM # 

 
FORM 

   
   

01/31/2011 62A600 
62A601 

62A601-S2 
 

Savings & Loan Tax Return (Includes savings 
banks, agricultural credit associations, bank for 
cooperatives, and foreign savings & loans) 
Schedule B Computation of Exempt Securities 
 

01/31/2011 61A508 Distilled Spirits in Bonded Warehouses Tax 
Return 
 

03/01/2011 62A850 Bank Deposit Tax Return 
   

03/15/2011 73A801 State Bank Franchise Tax Return 
 

03/15/2011 73A802 Application for 90 Day Extension of Time  
to File Bank Franchise Tax Return 
 

04/01/2011 62A329 Domestic Life Insurance Companies 
 

04/15/2011 62A200 Unmined Coal Property Tax Information 
Return 
 

04/15/2011 62A384-O Oil Property Tax Return Lease Report 
 

04/15/2011 62A384-C Clay Property Tax Return 
 

04/15/2011 62A384-G Natural Gas Property Tax Return 
 

04/15/2011 62A384-L Limestone, Sand and Gravel Property  Tax 
Return 
 

 
04/30/2011 

 
61A200 

Public Service Company Tax Return (Extensions 
available until 5/30 upon written request) 

 
04/30/2011 

 
61A200 

 
Electric Plant Board Tax Return 
 

04/30/2011 61A202 Railroad CarLine Tax Return 
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DUE DATE 
 

     REVENUE FORM # 
 

FORM 
   

05/01/2011 
 

 
05/16/2011 

 
 

05/16/2011 
 
 
 
 

05/16/2011 
 

05/16/2011 
 
 

05/16/2011 
 
 

05/16/2011 

61A206 
 
 

61A207 
 
 

61A500 
 
 
 
 

62A500 
 

62A500-A 
 
 

62A500-C 
 
 

62A500-L 

Commercial Air Passenger & Air Freight 
Carriers 
 
Commercial Watercraft Property Tax Return 
 
 
Personal Property Tax Return for 
Communications Service Providers and Multi-
Channel Video Programming Service Providers 
 
 
Tangible Personal Property Tax Return 
 
Tangible Personal Property Tax Return 
(Noncommercial Aircraft Owners) 
 
Consignee Tangible Personal Property Tax 
Return 
 
Lessee Tangible Personal Property Tax Return 
 

05/16/2011 62A500-W Tangible Personal Property Tax Return 
(Non-Ky Registered Watercraft Owners) 
 

08/15/2011 62A863 Financial Institutions Local Deposits Summary 
Report for Local Franchise Tax 
 
 

08/15/2011 62A863-A Summary of Net Deposits 
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WHERE to FILE RETURNS 
 
Revenue Form 62A500, Revenue 
Form 62A500A, Revenue Form 
62A500C, Revenue Form 62A500L, 
and Revenue Form 62A500W are filed 
with the Property Valuation Administrator 
in the county of situs or with the Office of 
Property Valuation, State Valuation Branch, 
501 High Street, Station 32, Frankfort, KY 
40620.  PVA addresses are listed in the 
instructions for the tangible return. 
 
Revenue Forms 62A024, 62A200, 
62A384, 62A384C, 62A384G, & 
62A384L are filed with the Office of 
Property Valuation, Minerals Taxation & 
GIS Services Branch, Station # 33, 501 
High Street, Fourth Floor, Frankfort, KY  
40620.  Telephone (502) 564-8334, Fax 
(502) 564-5977. 
 
Revenue Forms 73A801 and 73A802 
are filed with the Department of Revenue, 
Miscellaneous Tax Branch, P.O. Box 1303, 
Frankfort, KY 40602. Overnight mail 
should be addressed to Department of 
Revenue, 1266 Louisville Road, Frankfort, 
KY 40601. Telephone (502) 564-2198, Fax 
(502) 564-3393. 
 
All others are filed with the Department 
of Property Valuation, State Valuation 
Branch, Station # 32, 501 High Street, 
Frankfort, KY 40620.  Telephone (502) 
564-5807, Fax (502) 564-8192. 

 
 
 
 

FORMS AVAILABILITY 
 
Tangible personal property forms and 
instructions are available from the 
Department of Revenue, Taxpayer Service 
Centers, Property Valuation Administrator 
(PVA) offices, and via the Internet at 
www.revenue.ky.gov.  
 
The Tangible Personal Property Tax Return 
packet contains the telephone number and 
address of each PVA office.  Questions 
regarding the situs of property should be 
directed to PVA’s.  General questions 
regarding personal or public utility 
property tax returns should be directed to 
the following telephone numbers:  

 
 
 

 
 
 
 
 
 
 
 
 

IMPORTANT NUMBERS 
 
Local Franchise Tax on Deposits…...…...502-564-7099 
Tangible Property……………….……..502-564-2557 
Public Service (Telecom, Cable, & Satellite TV 
Providers)…....................................502-564-8175 
Motor Vehicles and Boats……….……...502-564-8180 
State Bank Franchise Tax......................502-564-2198 
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LEGISLATIVE UPDATE – 
PROPERTY TAXES 

 
Sale of Delinquent Real Property Tax 
Bills (HB 262 effective January 1, 
2010, HB 298 effective April 7, 2010) – 
Per 103 KAR 5:180 and 103 KAR 5:190. 
The sale of delinquent real property tax 
bills has been transferred from the sheriff’s 
office to the county clerk’s office.  County 
attorneys must send out notices informing 
delinquent taxpayers of their liability and 
that their bill is subject to being purchased 
by a third party.  Specific procedures have 
been established to ensure fairness for all 
participating third party purchasers that the 
county clerks will follow when advertising 
and conducting the tax sale.  New 
requirements have been mandated for third 
party purchasers with regard to registering 
with both the Department of Revenue and 
each county clerk’s office.  Third party 
purchasers must also provide more detailed 
information in the notices sent to the 
delinquent taxpayers.    
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TANGIBLE PERSONAL 
PROPERTY TAX COMMON FILING MISTAKES 

 
Some of the most common mistakes and omissions made by taxpayers when filing the 
tangible property tax return are: 
 
1. Property is mistakenly placed on Schedule B when such property should have been listed on Schedule 

A.  Schedule A property are fixed assets that are used in a trade or business that are not directly utilized in 
the manufacturing process. 

 
In addition to the obvious Schedule A items such as office furniture and fixtures, all assets used for storage, 
maintenance or shipping & receiving should also be listed on Schedule A. 

 
2. Failure to capitalize all costs into the original cost for personal property reporting. For example: Freight, 

Installation costs and sales and use taxes. 
 
3. Property is listed in the wrong economic life classification on Schedule A or B.  (See suggested 

classifications contained in the property tax return. 
 
4. Inventory is often misclassified for tangible property tax purposes. For example: Inventory in transit leaving 

the state within 6 months receives special treatment. 
 
5. Taxpayers sometimes inadvertently fail to carry numbers from supporting schedules to the front page of the 

return. 
 
6. Reductions in the basis of assets which are taken due to Internal Revenue Code Section 179 deduction 

and Investment Tax Credits are not included in the reported original cost. 
 
7. Failure to capitalize major repair costs and rebuilds. 
 
8. Failure to list purchases of used assets as being Age 1 on the assessment date following the year of purchase. 
 
9. Failure to list fully depreciated assets which are still in service. 
 
10. Assets expensed through the cost of goods sold are not reported on the tangible return. 
 
11. Recording assets as real estate when such assets are personal property. 
 
12. Failure to include property location, including street, city and county. 
 
13. Failure to list materials, supplies, and spare parts on Schedule C. 
 
14. Recycling Machinery and Equipment property is listed in error on Schedule A or B.  These items should 

be recapped on the sample worksheet and reported on line 90.                                                                     
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EXPENSED ASSETS 
 
Properties included in this group are 
materials and supplies, reference materials, 
precious metals (gold, silver, and platinum), 
coin, stamp and art collections, many tools, 
reusable containers (coops, barrels, drums, 
cylinders, bottles, etc.).  They are subject to 
taxation at the full state rate of 45¢ per $100 
of assessed value and full local rates. These 
properties are to be listed on Schedule C. 
 
All expensed assets which are actually on 
hand on the assessment date are to be 
assessed at fair market value.  The Office of 
Property Valuation will furnish the January 
1 market value of precious metals measured 
in ounces and kilograms upon request. 
 
 

MATERIALS and SUPPLIES 
 

A common type of property which is often 
misclassified and generally unreported by 
taxpayers is materials and supplies.  The 
term materials and supplies covers a 
number of items that are not subject to 
resale by the taxpayer, but which render 
service to and are necessary in the normal 
operation of a business.  Materials and 
supplies are not embodied in or delivered 
with the final product. They include office 
and professional supplies, replacement 
parts, clothing, lubricating oils, mail and 
shipping supplies, selling and advertising 
supplies, janitorial and cleaning supplies, 
fuel and other consumable items. 
 
 
 
 

REVENUE FORM 62A500(L) 
 
Revenue Form 62A500(L) is to be 
completed by all taxpayers that lease (i.e. 
the lessee) tangible personal property not 
reported by that taxpayer on the Tangible 
Personal Property Tax Return 
(Revenue Form 62A500). Many entities 
are not required to file a Tangible Personal 
Tax Return since they are exempt from 
property taxation; however, such entities 
have the responsibility of reporting any 
leased property to the Property Valuation 
Administrator in the county of situs or 
Department of Revenue. 
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KENTUCKY TAXPAYER SERVICE CENTERS 
 

The Kentucky Department of Revenue has ten (10) taxpayer service centers conveniently located throughout 
Kentucky. The service centers can assist taxpayers with Individual Income issues, return preparation and electronic 
filing. In addition, taxpayers may also pick up forms, receive assistance with business registrations and help with other 
tax types, such as sales, corporation, withholding, etc.  All of the service center locations, with addresses, phone and 
fax numbers are listed below: 

 
 
Ashland     
134 Sixteenth Street  
Ashland, KY 41101-7670 
Phone: (606) 920-2037 
Fax: (606) 920-2039 
 
 
Bowling Green 
201 West Professional Park Court  
Bowling Green, KY 42104-3278  
Phone: (270) 746-7470 
Fax: (270) 746-7847 
 
 
Central Kentucky 
501 High Street 
Frankfort, KY 40620 
Phone: (502) 564-4581 
Fax: (502) 564-8946 
 
 
Corbin 
15100 North US 25E, Suite 2  
Corbin, KY 40701-6188 
Phone: (606) 528-3322  
Fax: (606) 523-1972 
 
 
Hopkinsville 
181 Hammond Drive 
Hopkinsville, KY 42240-7926 
Phone: (270) 889-6521 
Fax: (270) 889-6563 

Louisville 
600 West Cedar Street 
Second Floor W  
Louisville, KY 40202-2446 
Phone: (502) 595-4512 
Fax: (502) 595-4205 
 
Northern Kentucky 
Turfway Ridge Office Park 
7310 Turfway Road, Suite 190 
Florence, KY  41042-4871 
Phone: (859) 371-9049 
Fax: (859) 371-9154 
 
Owensboro 
401 Frederica St. 
Building C, Suite 201 
Owensboro, KY 42301 
Phone: (270) 687-7301 
Fax: (270) 687-7244 
      
 
Paducah 
Clark Business Complex, Suite G 
2928 Park Avenue 
Paducah, KY 42001-0734 
Phone: (270) 575-7148 
Fax: (270) 575-7027 
 
Pikeville 
Uniplex Center, Suite 203 
126 Trivette Drive 
Pikeville, KY 41501-1275 
Phone: (606) 433-7675 
Fax: (606) 433-7679 
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For Northern Kentucky Preparers 
 
City              Street Address      Days/Hours of Service  Telephone* 
Cincinnati, Ohio 550 Main Street               MON-FRI 8:30 a.m. – 4:30 p.m.        (513) 263-3333 
   Cincinnati, OH  45202 
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INTERNAL REVENUE CODE REFERENCE DATES 

 
Kentucky Taxable 

Year 
Internal Revenue Code in 

Effect 

Prior to 1/1/1986 12/31/1981 

Beginning After 12/31/1985 12/31/1985 

Beginning After 12/31/1989 12/31/1989 

Beginning After 12/31/1991 12/31/1991 

Beginning After 12/31/1993 12/31/1993 

Beginning After 12/31/1995 12/31/1995 

Beginning After12/31/1996 12/31/1997 

Beginning After 12/31/1999 12/31/1999 

Beginning On or After 1/1/2002 12/31/2001 

Beginning On or After 1/1/2005 12/31/2004 

Beginning On or After 1/1/2007 12/31/2006 
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V

2010 W -2 Quick Reference Instructions & Codes

Checkboxes
O ther
State and Local Incom e Tax Inform ation

Advance EIC Paym ent
Dependent Care Benefits
Nonqualified Plans

Box 10
Box 11

2010 W-2 Box Descriptions

A doption benef its

Income f rom exerc ise of  
nons tatutory  s tock 
option(s )

C Taxable cos t of  group-term lif e 
insurance over $50,000

D

Elec tive def errals  under a sec tion 
401(k) cash or deferred 
arrangement (inc luding a SIMPLE 
401(k) arrangement )

K

L

W

AA

BB

Income under sec tion 
409A  on a nonqualif ied 
def erred compensation 
plan
Des ignated Roth 
contributions  under a 
sec tion 401(k) plan

Des ignated Roth 
contributions  under a 
sec tion 403(b) plan

Y

Employer contributions  
(inc luding employee 
contributions  through a 
caf eteria plan) to an 
employee's  Health Sav ings  
A ccount (HSA )
Def errals  under a sec tion 
409A  nonqualif ied 
def erred compensation 
plan

Uncollec ted soc ial security  or 
RRTA  tax  on taxable cos t of  
group-term lif e (f or f ormer 
employees)

N

Uncollec ted Medicare tax  on 
taxable cos t of  group-term lif e 
insurance over $50,000 (f or 
f ormer employees)

S

T

Z

Subs tantiated employee 
bus iness  expense 
reimbursements  (f ederal rate)

P
Exc ludable mov ing expense 
reimbursements  paid direc tly  
to employee

M

J

H
Elec tive def errals  under a sec tion 
501(c)(18)(D) tax -exempt 
organization plan R

Employer contributions  to an 
A rcher MSA

Q Nontaxable combat pay

F Elec tive def errals  under a sec tion 
408(k)(6) salary  reduction SEP

Elec tive def errals  and employer 
contributions  ( inc luding nonelec tive 
deferrals ) under a sec tion 457(b) 
deferred

G

B Uncollec ted Medicare Tax  on tips

Elec tive def errals  under a sec tion 
403(b) salary  reduc tion agreementE

Nontaxable s ick pay

20%  exc ise tax  on excess  
golden parachute payments

Box 12 Codes (see chart below)

Box 14
Boxes 15 - 20

Uncollec ted soc ial security  or RRTA  
tax  on tips

Form W-2 Reference Guide for Box 12 Codes
Employee salary  reduction 
contributions  under a 
sec tion 408(p) SIMPLE

A

The following is  a quick reference lis ting of ins tructions and box codes for the 2010 W -2 form . For 
m ore detailed inform ation, refer to the IRS W eb s ite at www.IRS.gov. 

Box 1
Box 2
Box 3

W ages, Tips, O ther Com pensation
Federal Incom e Tax W ithheld
Social Security W ages

Medicare W ages and Tips
Medicare Tax W ithheld
Social Security Tips

Box 4
Box 5
Box 6
Box 7

Social Security Tax W ithheld

Allocated TipsBox 8
Box 9

Box 13
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2010

2009

July 1 - December 31, 2008

January 1 - June 30, 2008

2007

January 1 - August 24, 2005

2004

2003

2002

36 14 12

36.5 14 13

40.5 14 15

37.5 14 14

22

40.5August 25 - 31, 2005 15

General: 14

Hurricane Katrina deduction: 29

Hurricane Katrina reimbursement: 40.5

September 1 - December 31, 
2005

48.5

General: 14

Hurricane Katrina deduction: 34

Hurricane Katrina reimbursement: 48.5

2006 44.5

General: 14

Hurricane Katrina deduction: 32

Hurricane Katrina reimbursement: 44.5

48.5 14 20

18

58.5 14 27

50.5 14 19

50 14 16.5

55 14 24

Applicable Period
Business Charitable Contribution

Rates in Cents Per Mile
Medical & Moving

Standard Mileage Rates 
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KENTUCKY DEPARTMENT of REVENUE WEB SITE 
 

 
 
 
 
 
 

http://www.revenue.ky.gov  
 

The Department of Revenue Web site is updated on a regular basis.  Some of the 
vital information that can be found includes: 
 

• Tax Forms (for current tax year and also prior years) 
• Information on Various Tax Types including: 

o Individual Income Tax 
o Withholding Tax 
o Corporate Income Tax 
o Pass-Through Entity Tax 
o Sales Tax 
o Property Tax 

• Electronic Filing Options 
• Electronic Payment Options 
• Current Interest Rates 
• Business Registration 
• Hot Topics Information 
• Live Chat Help 
• Answers to Frequently Asked Questions 
• Kentucky Tax Laws and Regulations 

 
** For more information on recent announcements, updates and changes in 
legislation from both the IRS and the Kentucky Department of Revenue, please 
visit the Hot Topics page on our Web site. ** 
 

 
When responding via Web site: 
 
For confidentiality reasons, please do not include your Social 
Security Number in a Live Chat or Web response. 
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REQUESTING COPIES of RETURNS 

 
Requests for copies of returns must be in writing.  Please mail or fax the request to: 
 

Taxpayer Assistance 
P. O. Box 181, Station #56 

Frankfort, KY 40602 
(502)564-4581 

Fax: (502)564-3392 
 
 

Please also ensure the following are included with the request: 
 

 Tax year(s) requested (Please note that returns are generally kept on file for five years. 
Older returns may be available in summary format.) 

 Name and Social Security Number 
 Current mailing address 
 Copy of Photo ID (if return was electronically filed) 
 Signature (if return was filed on paper) 
 Daytime phone # 

 
 
Copies may be faxed to you; however, please notate on the request to have the copies faxed to 
you and that the Department of Revenue has your permission to fax them. 
Copies may be faxed to others at the taxpayers request (i.e., CPA, Attorney), just include the 
Power of Attorney form or the Attorney’s or C.P.A. company letterhead and ensure the 
request is signed by the taxpayer and the approved representative. 
 
Processing Time for Requests: 
 

Paper returns: 7 – 10 business days 
Electronic Filed returns: 2 – 5 business days 
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INJURED SPOUSE 
 
Kentucky does not recognize the federal injured spouse form. Kentucky law requires the offset 
of the entire refund if a joint return is filed. If spouses want to keep their tax liabilities and/or 
refunds separate, each must file a separate tax form. Doing so will prevent the individual refund 
from being offset to the spouses liabilities. If one chooses to file separately on a combined 
return {for agencies other than Revenue}, the refund will be apportioned between the spouses 
based on each spouse’s income. The portion of the refund attributed to the spouse who has the 
liability, will be offset to that liability. The remainder of the refund will be mailed to the other 
spouse. 
 
As the tax preparer, please note that you are not required to file a joint Kentucky Return if the 
Federal Return is filed jointly. Filing your clients return using Filing Status #4: (Married filing 
separate), results in a faster refund for your client. 
 
Note: Kentucky recognizes Injured Spouse relief for Child Support claims ONLY. 
 
 

INNOCENT SPOUSE 
 
When filing jointly on a return both taxpayers are jointly and individually responsible for the 
tax and any interest or penalty due on the joint return even if they later divorce. Innocent 
Spouse relief from this liability is considered through our Department of Collections. They can 
be reached at: 
 

Division of Collections 
501 High Street 

Frankfort, KY 40602 
(502)564-4921 
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HOMESTEAD EXEMPTION 
 
Individual Income Taxpayer Assistance fielded many questions regarding the Homestead 
Exemption this past tax season. A brief explanation of the exemption is listed below, however, 
for further clarification or additional information; please contact our Property Tax Division at 
(502)564-5807, or your local PVA Office. 
 
The Homestead Exemption (based on age or disability status) allows taxpayers who are at 
least 65 years of age or who are totally disabled to receive an exemption. The following 
requirements must be met in order to claim the homestead exemption: 
 

• The taxpayer must both own and maintain the property as his or her personal residence 
• as of January 1st; 
• The taxpayer must have been classified as totally disabled under a program authorized 
• or administered by an agency of the United States Government, or any retirement 
• system either within or outside the state of Kentucky on January 1st for the year in 
• which the application is made and maintain the disability classification through 
• December 31st; 
• The taxpayer must be receiving disability payments pursuant to that disability 
• Classification 

 
An application for the disability exemption must be made on an annual basis. 
 
 
 

KENTUCKY EDUCATIONAL EXCELLENCE SCHOLARSHIP (KEES) 
 
During the months of June & July, Kentucky Higher Education sends out letters advising 
students of the amount of KEES money they have to use toward tuition.  
 
In the letter they state that the taxpayer may be eligible for a tax credit and list Taxpayer 
Assistance’s phone number – 564-4581.  
 
The taxpayer will not get any type of credit for the KEES money, but may be able to take a 
credit for the balance of tuition, fees, etc. that they pay out of pocket.  
 
When the taxpayer files next year’s tax return, they will need to complete the Kentucky form 
8863-K in order to determine if they qualify for a Kentucky education tuition tax credit. 
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REPAYMENTS 
 

Return of Income  
  
A taxpayer may have to return income that he or she was not entitled to (such as Social Security 
payments or unemployment compensation).  If the mistake is found in the same year and the 
taxpayer repays it in the same year, the amount repaid is simply not entered on any form. 
 
Federal Treatment 
(Please see Publication 525 for more information.) 
 
Under Code Section 1341, if the money is repaid in a later year, and it is $3,000 or less, the 
taxpayer has to deduct the repayment amount as a Job Expense and Most Other Miscellaneous 
Deductions on Schedule A. There is no way to recover the tax benefit on amounts of $3000 or 
less if the taxpayer does not itemize. 
 
If the amount repaid in a later year is greater than $3,000, and the taxpayer can establish a 
claim of right (i.e., he or she appeared to have a right to the money), the taxpayer has a choice: 
 

1) Claim the money repaid as Other Miscellaneous Deductions, not subject to the 2% 
limitation; or 

2) Claim a tax credit for the difference caused by the added income in the previous 
year’s taxes.  

 
Kentucky Treatment 
 
If the money repaid in a later year is $3,000 or less, same as federal. 
 
If the amount repaid in a later year is greater than $3,000, it may be claimed as follows on the 
Kentucky return: 
 

1) Compute the tax on the current year return with a subtraction of income that was 
repaid, listing the amount repaid as Other Subtraction on Schedule M, if not already 
subtracted in the Federal AGI; or 

2) Recalculate the tax for the prior year without including the income you repaid in 
the current year and claim a credit for the difference.  If this option is chosen, the 
taxpayer would list the credit on the estimated tax payment line, write Section 1341 
credit or “Claim of Right” beside the entry and attach a schedule to the return 
showing how the credit was computed. 
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TAX 
INTEREST 

RATES 
 

 Year Rate 
2011   ??? 
2010   5% 
2009   7%   
2008 8%  
2007 8% 
2006 7% 
2005 5% 
2004 4% 
2003 5% 
2002 6% 
 2001 10% 
2000 8% 
1999 8% 
1998 9% 
1997 8% 
1996 9% 
1995 8% 

 

 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

  

2010 Tax Interest Rate  
 
The Commissioner of the Department of 
Revenue is required by law to set the tax 
interest rate by Nov. 15 for the following 
calendar year. 
 
All taxes payable to the commonwealth 
that have not been paid at the time 
prescribed by statute shall accrue interest 
at the base rate plus two percent; when 
interest is paid on a refund, it shall be paid 
at the base rate minus two percent.  
 
Pursuant to KRS 131.183, the 2010 tax 
interest rate has been set at 3 percent .The 
rate charged by the Kentucky Department 
of Revenue on unpaid taxes is 5 percent. 
When interest is due on a refund, the rate 
shall be 1 percent. 
 
This rate, effective Jan. 1, 2010, is based 
on the prime interest rate charged by 
Kentucky banks during the month of 
October 2009. A recent survey of 
Kentucky banks revealed that the average 
prime interest rate in October was 3.2 
percent. Pursuant to KRS 131.183(1)(c), 
the average prime rate is rounded to the 
nearest whole percent which is 3 percent. 
 

(Note: The interest rate for 2011 was not yet 
determined prior to our deadline for publication 
of this material.) 
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FAMILY SIZE TAX CREDIT  
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 
 
 
 

1099–MISC ISSUED by the COMMONWEALTH of KENTUCKY 
 
The 1099–Miscellaneous form issued by the Commonwealth of Kentucky Division of 
Accounting Services is not generated by the Department of Revenue. You may contact them 
directly with any questions at: 
 

 
The Division of Accounting Services 

702 Capitol Avenue 
Room 484 

Frankfort, KY 40601 
(502) 564-7750 
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STATUTES & REGULATIONS REFERENCES 
STATUTES REFERENCE 

KRS 131.010 Definitions for Chapter 
KRS 131.071  Office of Taxpayer Ombudsman 
KRS 131.081 Administration Rules 
KRS 131.110 Protest of Assessment 
KRS 131.150 Jeopardy Assessments 
KRS 131.650 Delinquent Taxpayer Published 
KRS 131.170   Filing Extension 
KRS 131.18 Uniform Civil Penalty Act 
KRS 131.183 Tax Interest Rate/Refund 
KRS 131.185 Preservation of Tax Records 
KRS 131.190 Confidentiality 
KRS 131.56 Priority of Claims for Withholding Tax Refund 
KRS 131.575 Apportionment of Refund on Separate Return between Spouses 
KRS 131.99 Penalties 
KRS 141.01 Definitions for Chapter 
KRS 141.0101 Depreciation Methods & Transitional Rules 
KRS 141.011 Casualty/NOL Losses 
KRS 141.016 Allocation of Income & Business Deductions among Spouses 
KRS 141.02 Levy of Income Tax/Resident/NonResident/Reciprocal 
KRS 141.0201 Artistic Charitable Contributions 
KRS 141.0205 Priority of Application & Use of Credits 
KRS 141.021 Federal & Local government Annuities 
KRS 141.03 Liability of Fiduciaries 
KRS 141.05 Federal Interpretations 
KRS 141.066 Low Income Credit 
KRS 141.067 Household & Dependent Care Credit 
KRS 141.068 Determination of Tax Credits 
KRS 141.069 Tuition/Education Credit 
KRS 141.07 Other States Tax Credit 
KRS 141.071 Political Party Definitions/Contributions to Politic Party 
KRS 141.081 Standard Deduction 
KRS 141.12 Interstate Business – Division of Income 
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STATUTES & REGULATIONS REFERENCES 
STATUTES REFERENCE 

KRS 141.13 Tax Liability on Discontinuation of Business 
KRS 141.14 Accounting Period for Computation of Income 
KRS 141.15 Reports of Income Payments to Others 
KRS 141.16 Due Date for Income Tax 
KRS 141.17 Extensions 
KRS 141.175 Extensions/National Guard/Reservists in Combat Zones 
KRS 141.21 Audit of Return/Assessment of Additional Tax/Federal Audit 
KRS 141.22 Payment of Tax – When Due 
KRS 141.235 Limitation on Refund of Taxes 
KRS 141.3 Estimated Tax 
KRS 141.305 Installment Payments for Estimated Tax 
KRS 141.388 New Home Tax Credit 
KRS 141.435 Energy Efficiency Products Tax Credit Definitions 
KRS 141.436 Energy Efficiency Products Tax Credit 
KRS 141.137 Energy Efficiency Products Tax Credit – Energy Star Certified Home 
KRS 141.985 Interest on Tax Due 
KRS 141.99 Penalties 

  
REGULATIONS REFERENCE 

KAR 1:010 Protests & Appeals 
KAR 15:040 Statute of Limitations 
KAR 15:050 Filing Date & Extensions 
KAR 15:060 Estimated Tax 
KAR 17:010 Residence 
KAR 17:020 Combined Individual Returns 
KAR 17:041 Tax Deferral for Combat Zone 
KAR 17:060 Income Subject to Taxation 
KAR 17:100                Division of Income Between Married Filing Separate Spouses 
KAR 17:120 Estimated Tax Penalty 
KAR 17:130 Individual Income Tax Military Person – Nonresident 
KAR 17:140 Individual Income Tax Reciprocal - Nonresident 
KAR 17:150E New Home Tax Credit 
KAR 17:150 New Home Tax Credit 
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INDIVIDUAL INCOME and WITHHOLDING TAX CALENDAR 2011 

Note:  If a return due date falls on a scheduled holiday  
or weekend, returns will be due the next working day. 

 
January 18 Quarterly Estimated Tax Returns/Individuals (1/4 Payment) 

February 1 Income Tax Withholding Returns/Electronic Funds Transfer (EFT) Filers/Annual Reconciliation 

 1 Monthly Income Tax Withholding Returns (December Payment and K-2s) 

 1 Quarterly Income Tax Withholding Returns (Quarterly Payment and K-2s) 

 1 Annual Income Tax Withholding Returns (Annual Payment and K-2s) 

 1 Wage & Tax Statements 

 15 Monthly Income Tax Withholding Returns (January Payment) 

 25 Twice-Monthly Income Tax Withholding Returns (February 1 - February 15 

March  10 Twice-Monthly Income Tax Withholding Returns (February 16 - February 28 Payment/EFT Payment) 

 15 Monthly Income Tax Withholding Returns (February Payment) 

April  11 Twice-Monthly Income Tax Withholding Returns (March 16 - March 31 Payment/EFT Payment) 

 18 Monthly Income Tax Withholding Returns (March Payment) 

 18 Quarterly Estimated Tax Returns/Individuals (1/4 Payment) 

 18 Annual Individual Income Tax Returns 

 26 Twice-Monthly Income Tax Withholding Returns (April 1 - April 15 Payment/EFT Payment) 

May 5 Income Tax Withholding Returns/Electronic Funds Transfer (EFT) Filers/First Quarter Reconciliation 

 5 Quarterly Income Tax Withholding Returns 

 10 Twice-Monthly Income Tax Withholding Returns (April 16 - April 30 Payment/EFT Payment) 

 16 Monthly Income Tax Withholding Returns (April Payment) 

 25 Twice-Monthly Income Tax Withholding Returns (May 1 - May 15 Payment/EFT Payment) 

June 10 Twice-Monthly Income Tax Withholding Returns (May 16 - May 31 Payment/EFT Payment) 

 15 Monthly Income Tax Withholding Returns (May Payment) 

 15 Quarterly Estimated Tax Returns/Individuals (1/4 Payment) 

 27 Twice-Monthly Income Tax Withholding Returns (June 1 - June 15 Payment/EFT Payment) 

July  15 Twice-Monthly Income Tax Withholding Returns (June 16 - June 30 Payment/EFT Payment) 

 15 Monthly Income Tax Withholding Returns (June Payment) 

 25 Twice-Monthly Income Tax Withholding Returns (July 1 - July 15 Payment/EFT Payment) 

 30 Income Tax Withholding Returns/Electronic Funds Transfer (EFT) Filers/Second Quarter Reconciliation 

 30 Quarterly Income Tax Withholding Returns 

August  10 Twice-Monthly Income Tax Withholding Returns (July 16 - July 31 Payment/EFT Payment) 

 15 Monthly Income Tax Withholding Returns (July Payment) 

 25 Twice-Monthly Income Tax Withholding Returns (August 1 - August 15 Payment/EFT Payment) 

September 12 Twice-Monthly Income Tax Withholding Returns (August 16 - August 31 Payment/EFT Payment) 

 15 Monthly Income Tax Withholding Returns (August Payment) 

 15 Quarterly Estimated Tax Returns/Individuals (1/4 Payment) 

 26 Twice-Monthly Income Tax Withholding Returns (September 1 - September 15 Payment/EFT Payment) 
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October 10 Twice-Monthly Income Tax Withholding Returns (September 16 - September 30 Payment/EFT Payment) 

 17 Monthly Income Tax Withholding Returns (September Payment) 

 26 Twice-Monthly Income Tax Withholding Returns (September 16 - September 30 Payment/EFT Payment) 

November 1 Income Tax Withholding Returns/Electronic Funds Transfer (EFT) Filers/Third Quarter Reconciliation 

 1 Quarterly Income Tax Withholding Returns 

 10 Twice-Monthly Income Tax Withholding Returns (October 16 - October 31 Payment/EFT Payment) 

 15 Monthly Income Tax Withholding Returns (October Payment) 

 25 Twice-Monthly Income Tax Withholding Returns (November 1 - November 15 Payment/EFT Payment) 

December 12 Twice-Monthly Income Tax Withholding Returns (November 15 - November 30 Payment/EFT Payment) 

 15 Monthly Income Tax Withholding Returns (November Payment) 

 26 Twice-Monthly Income Tax Withholding Returns (December 1 - December 15 Payment/EFT Payment) 
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