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

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

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

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

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

Frankfort, KY 
October, 2005 



Taxpayer Assistance 

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

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

Once you have the required information, call (502) 564-1600 and follow the recorded instructions. 

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

lnformation and forms are available from KentuckyTaxpayer Service Centers i n  the following cities. 

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

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

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

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

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

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

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

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

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

Paducah 
Clark Business Complex, Suite G 
2928 Park Avenue. 42001 -4024 
(270) 575-7148 

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

Filing Tips 
J Fileearly! QA* XU wg'-~w-@"t 

J File electronically and use direct deposit or direct debit. 

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

J Exclude up to $41,110 of any IRA, pension or retirement 
B) 
"'"Edp 
Deb t 

plan distribut~on, even if you are not retired. 

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

D Direct Deposit 



YOUR RIGHTS AS A KENTUCKY TAXPAYER 

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

As a Kentucky taxpayer, you have the right to expect th extension of time for filing reports or returns; and 

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

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

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

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

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

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

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

tax laws and changes in tax laws so that you can comply 
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 a conference to discuss a 
tax matter. 

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

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

DEPARTMENT OF REVENUE RESPONSIBILITIES 

The DOR has the responsibility to: 

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

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

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

conduct educational and informational programs to help 
Representation-You have the right to representation by you understand and comply with the laws; 
your authorized agent (attorney, accountant or other person) 
i n  any hearing o;conference7with the DOR. You hsve the publish clear and simple statements to explain tax 
right to be informed of this right prior to the conference or procedures, remedies, your rights and obligations, and 
hearing. If you intend for your representative to attend the the rights and obligations of the DOR; 
conference or hearing in your place, you may be required to 

notify you in writing when an erroneous lien or levy is 
give your representative a power of attorney before the DOR 

released and, if requested, notify major credit reporting 
can discuss tax matters with your authorized agent. 

companies in counties where lien was filed; 

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

Consideration-You have the right to consideration of: 

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

installment payments of delinquent taxes, interest and 
penalties; 

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

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

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

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

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



PROTEST AND APPEAL PROCEDURE 

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

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

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

explain why you disagree; 

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

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

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

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

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

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

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

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

WHERE TO GET ASSISTANCE 

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

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

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

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

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

This information merely summarizes your rights as a 
Kentucky taxpayer and the responsibilities of the 
Department of Revenue. The Kentucky Taxpayers' Bill of 
Rights may be found in the Kentucky Revised Statutes (KRS) 
at Chapter 131.041-131.081. Additional rights and 
responsibilities are provided for in  KRS 131.020, 131.1 10, 
131.170, 131.183, 131.500, 133.120, 133.130, 134.580 and 
134.590. 



KY Tax Modernization 

lndividual lncome Tax 

Chapter 1 - Internal Revenue Code Update 
Chapter 2 - Business Incentive & Other Tax Credits 
Chapter 3 - New lndividual lncome Tax Credits 
Chapter 4 - KY lndividual lncome Tax Forms & Publications 
Chapter 5 - 2005 Session of the KY General Assembly 
Chapter 6 - Other Changes to lndividual lncome Tax 

D I S C L A I M E R  

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

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



Chapter One - Internal Revenue Code U~da te  

Updatinq the Reference to  lnternal Revenue Code 

(Effective for tax periods beginning on or after Jan. 1, 2005, except where otherwise 
indicated.) Kentucky uses the Internal Revenue Code as the basis or 'beginning 
point' for Kentucky income taxes. By updating the reference date, Kentucky's tax 
laws conform more closely to federal laws, providing ease of filing for taxpayers and 
ease of administering by the Department of Revenue. House Bill 272 updates the 
IRC reference date to Dec. 31, 2004, with three 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 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, Pub. 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 1 0,2001 ). 

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 expenses as a 
miscellaneous itemized deduction subject to the 2% 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 10 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). 

3. Kentucky will not allow the deduction for state and local general sales and 
use taxes in lieu of state and local income taxes. KRS 141.010(11)(a) was 
amended to deny the deduction. 

KRS 141.010 ( I  l)(a) Any deduction allowed by the lnternal 
Revenue Code for state or foreign taxes measured by gross or 
net income, including state and local general sales taxes 
allowed in lieu of state and local income taxes under the 
provisions of Section 164(b)(5) of the Internal Revenue Code. 

Under the provisions of KRS 141.050, the Department of Revenue (DOR) generally 
follows the administrative regulations and rulings of the lnternal Revenue Service 
including accounting methods and procedures in those areas where no specific 
Kentucky law exists. KRS 141.050 provides that changes to federal income tax law 
made after the IRC reference date contained in KRS 141.010(3) shall not apply for 
purposes of Chapter 141 unless specifically adopted by the General Assembly. 

Changes to the IRC that impact income must be either added to or subtracted from 
federal adjusted gross income using Schedule M, Kentucky Federal Adjusted Gross 
Income Modifications. Changes that impact federal itemized deductions should be 
ignored in completing Kentucky Schedule A, Itemized Deductions. The following 
provisions are summarized and not intended to be inclusive. 



Exceptions to  the Code enacted after December 31,2004: 

Charitable Deduction Extension for Tsunami Donations-H.R. 241, passed on 
January 6 and signed by the President into law on January 7, 2005, permits 
accelerated tax deductions for charitable cash donations made to assist victims of 
the recent tsunami in the Indian Ocean. Specifically, the bill allows taxpayers to 
claim a tax deduction in tax year 2004 for cash gifts made specifically for tsunami 
disaster relief until January 31, 2005. 

TIP: Kentucky taxpayers must claim a tax deduction for tsunami-related gifts made 
until January 3 1, 2005, on the 2005 tax return. 

Disaster Relief Exclusion Legislation-On April 15, 2005, the President signed 
legislation (H.R. 1134) designed to create federal income tax exclusion for disaster 
relief mitigation payments. The new law also treats certain dispositions of property 
under hazard mitigation programs as involuntary conversions. The law applies with 
retroactive effect and would be available to taxpayers with respect to any tax years 
still open under the statute of limitations. The legislation was primarily designed to 
reverse a ruling from the IRS in June, 2004 that determined grants from the Federal 
Emergency Management Agency (FEMA) were taxable income. 

Bankruptcy Reform Legislation-On April 20, 2005, the President signed the 
Bankruptcy Abuse Prevention and Consumer Protection Act of 2005. The effective 
date for the majority of the provisions is 180 days after signing, or October 17, 2005. 
Included in the tax title of the legislation are a number of provisions addressing 
various aspects of the treatment under the bankruptcy laws of tax obligations, claims 
and liens. Also addressed in the consumer protection title of the legislation is 
protection for tax-favored retirement and education funds. 

Energy Legislation-On August 8, 2005, the President signed the Energy Policy 
Act of 2005. August 8, 2005, therefore, becomes the effective date for the 
legislation, although many of the provisions specify different effective dates for the 
particular provision. The legislation includes a tax package with tax breaks related to 
oil and gas production, distribution and refining; electricity reliability; renewable and 
clean energy incentives; clean coal; and energy conservation. 

Most of the oil and gas incentives relate to more generous write-offs of equipment 
and exploration costs. In revenue raising offsets modifying the recapture rules for 
amortizable Code Sec. 197 intangible assets is included. 

The electricity reliability provisions include enhanced depreciation write-offs, 
deductions for nuclear decommissioning fund contributions, deferred taxation of 
certain gains by utilities on sale of transmission assets, a production tax credit for 
new nuclear power facilities, and a carryback of net operating losses calculated 
based on the cost of electric transmission capital and pollution control expenditures. 



The clean coal provisions create three tax credits for investments in clean coal 
facilities, more generous amortization of pollution control facilities, and include the 
tax credit for fuel produced from non-conventional sources as a general business 
credit. 

New energy conservation incentives tax credits are included for hybrid, fuel cell, 
advanced lean burn diesel and other alternative power vehicles, replacing the 
current deduction for clean fuel (including hybrid) vehicles. 

TIP: Kentucky taxpayers may claim the deduction for clean fuel vehicles provided in 
IRC Section 179A for 2005. The deduction is reduced by 75% in 2006. 

Highway Legislation-On August 10, 2005, President Bush signed the Safe, 
Accountable, Flexible, and Efficient Transportation Equity Act: A Legacy for Users 
(SAFETEA-LU). August 10, 2005 now becomes the effective date for the legislation, 
although specific provisions in the legislation may specify a different effective date 
for that provision. 

Alcohol excise taxes are modified to repeal the special occupational excise taxes 
relating to alcoholic beverages, create a new income tax credit associated with 
having excise tax-paid products in inventory, and relax the filing requirements for 
small distillers, brewers and winemakers. 

The legislation also authorizes bonds for highway projects and rail-truck transfer 
facilities and clarifies the tax treatment of state ownership of railroad real estate 
investment trusts. 

Katrina Tax Relief Legislation-On September 23, 2005, President Bush signed 
the Katrina Emergency Tax Relief Act of 2005, passed by Congress on September 
21, 2005. The measure would provide tax relief for individuals and businesses 
affected by the hurricane and incentives to promote charitable donations for victims. 

The legislation includes provisions that would provide: 

1. Penalty-free withdrawals from IRAs and other qualified retirement plans; 

2. Tax-free recontributions of withdrawals made for interrupted home purchases; 

3. Expanded qualified plan loan limits; 

4. Expansion of the work opportunity tax credit; 

5. New employee retention credit; 

6. Temporary suspension of individual and corporate limitations on charitable 
contributions and overall limitation on itemized deductions; 



7. Increase in standard mileage rate for charitable use of vehicles and exclusion 
of mileage reimbursement to charitable volunteers; 

8. Expanded deduction for contributions of food and book inventories; 

9. Exclusions of certain hurricane related cancellations of indebtedness; 

10. Suspension of 10% threshold and $1 00 floor for casualty losses; 

11. Additional exemptions for housing displaced individuals; 

12. Election for individuals to calculate their earned income tax credit and 
refundable child tax credit for 2005 using 2004 earned income; 

13. Temporary suspension of first-time homebuyer requirements to permit low- 
rate mortgages, and, 

14. Extension of the replacement period required for non-recognition of gain. 

New Domestic Production Deduction 

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-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-I. This deduction is 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. 
For 2005 and 2006, the applicable percentage is 3%; and this applicable percentage 
increases to 6% for 2007 through 2009 and to 9% for 2010 and after. This 
calculated amount is then limited by 50% of the W-2 wages paid by the taxpayer. 

"Production activities" is defined more broadly than just manufacturing, a qualifying 
activity. It 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 20% of the total cost of 
goods sold of the property. 

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 5% of the total gross 
receipts are non-qualified, there is a safe harbor that provides that no allocation is 
required. 

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. 

Kentucky and other states are waiting on the publication of additional federal 
guidance on this issue. Once the federal rules are published we can add to those 
rules and issue guidance on how to take this deduction on the Kentucky return. 
There will be issues regarding how the deduction is calculated on state corporation 
income tax returns regarding consolidated filers and pass-through entities. As soon 
as the Kentucky rules are finalized, they will be published at our website at 
revenue. ky.gov. 



Chapter Two - Business lncentive & Other Tax Credits 

General Overview 

The General Assembly has passed legislation over the last several years creating 
direct income tax credits. The law requires certain credits must be utilized before 
others, may be carried over to succeeding tax years, are lost if not utilized in the 
current year, and may pass through to a shareholder or partner. 

In years prior to 2005, Schedule TC was necessary to claim the credits listed below. 
However, the 2005 Kentucky Individual Income Tax Returns, Form 740, and Form 
740 NP have been revised to include Section A, Business lncentive and Other 
Credits, which will be used to claim the following non-refundable credits on the 
returns. 

Sequence of Non - Refundable Credits 

KRS 141.420(3)(a) - Corporation Income Tax Credit 
KRS 141.347, 141.400, 141.403, 141.407, 154.12-2088 - Skills Training 

lnvestment Tax Credit and other Economic Development Credits 
KRS 171.397 - Certified Historic Preservation Credit 
KRS 141.070 - Credit for Tax Paid to Other States 
KRS 141.065 - Employer's Unemployment Tax Credit 
KRS 141.390 - Recycling andlor Corn posting Equipment Tax Credit 
KRS 154.20-263 - Kentucky lnvestment Fund Tax Credit 
KRS 141.0405 - Coal lncentive Tax Credit 
KRS 141.395 - Qualified Research Facilities Tax Credit 
KRS 151 B127(3) - GED - lncentive Tax Credit 
KRS 141.418 - Environmental Remediation (Brownfields) Credit 
KRS 141.423 - Biodiesel Credit 
KRS 154.48-025 - Environmental Stewardship Credit 
KRS 141.428 - Clean Coal lncentive Credit 

There are four additional non-refundable tax credits available to the individual 
taxpayer, which are not reflected on Section A, Business lncentive and Other 
Credits. These are: 

KRS 141.020 - Personal and Dependency Credits 
KRS 141.066 - Nonrefundable Family Size Tax Credit 
KRS 141.069 - Education Tuition Credit 
KRS 141.067 - Household (Child) and Dependent Care 



New Refundable Credit for Individual Taxpayers For 2005 

KRS 141.420(3)(c) - Refundable Corporation Income Tax Credit 

Economic Development Incentives & Credits 

New limits on Kentucky Investment Fund Act (KIFA) Credits-(Effective July 1, 
2005.) KlFA tax credits available to any single investment fund are limited to $1.3 
million for all investors and all taxable years. Total KlFA tax credits available for all 
investors in all investment funds shall not exceed $5 million per fiscal year. KRS 
154.20-263 

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 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 

Environmental Remediation (Brownfields) 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 141.41 8 

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 
1 54.48-025 



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 

Recycling Tax Credits-(Effective for tax periods beginning after Dec. 31, 2004.) 
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 50 percent of the 
cost of new and expanded recycling equipment, limited each taxable year to 50 
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 Jan. 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 

Historic Preservation Credit-(Effective for tax periods ending on or after Dec. 31, 
2005.) This bill allows a nonrefundable credit 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 is capped at $3 million annually, with each 
individual owner-occupied property receiving no more than $60,000. KRS 171.397 

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. 

The taxpayer may carry the 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. 

ECONOMIC DEVELOPMENT INCENTIVES & CREDITS 

Recycling and/or Composting Equipment Tax Credit 

Biodiesel Credit 

Schedule RC 
Schedule RC (KI) 
Schedule RC-R 
Schedule RC-R (K-I) 

Environmental Remediation (Brownfields) Credit 

Schedule BIO 
Schedule BIO (KI) 

Schedule VERB 
Schedule VERB-S 
Schedule VERB (KI) 

Clean Coal Incentive Credit 

Environmental Stewardship Credit 

Form will be available in 2006 

Form will be available in 2006 



Chapter Three - New lndividual lncome Tax Credits 

New lndividual lncome Tax Credits 

Corporation lncome Tax Base Expansion-(Effective for tax periods beginning on 
or after Jan. 1, 2005.) The corporation income tax base is expanded to include all 
limited liability entities (corporations, LLPs, LLCs, including single member LLCs, 
limited partnerships, and S corporations). Under current law, many of these entities 
may choose to be taxed as a corporation or as a partnership. Pass-through entities 
(PTEs), such as Limited Liability Companies (LLC), partnerships with limited liability, 
and S Corporations for taxable years beginning after December 31, 2004, are taxed 
as corporations under KRS 141.040. For purposes of this manual, a pass-through 
entity subject to corporation income tax will be referred to as a PTE. 

General partnerships and sole proprietorships will not be subject to the expanded 
corporation income tax. Publicly traded partnerships and their limited partnership 
and limited liability company affiliates will be taxed as general partnerships. 

Treatment of Non-Individual Owners-Nothing passes through to non-individual 
owners of PTEs (including income and losses). lncome is taxed at the entity level 
and is not taxed to the non-individual owner. 

Treatment of Individual Owners-Partners, members and shareholders of these 
PTEs shall continue to report and pay individual income tax on the distributive share 
of net income, gain, loss or deduction determined as nearly as practicable in a 
manner identical to that required for federal income tax purposes except to the 
extent required by differences between Kentucky income tax law and federal income 
tax law and regulations. They will also receive a credit for the tax paid on net 
income at the entity level based on the same ratio of distributive share income. 

KRS 141.420 

( I  )(a) Every corporation identified in KRS 141 .010(24)(b) to (h) that is 
doing business in this state shall, on or before the fifteenth day of the 
fourth month following the close of its annual accounting period, file a 
copy of its applicable federal return with the form prescribed and 
furnished by the department. 

(b) For a corporation filing a return under paragraph (a) of this 
subsection, the individual partner's, member's, or shareholder's 
distributive share of net income, gain, loss, or deduction shall be 
computed as nearly as practicable in a manner identical to that 
required for federal income tax purposes except to the extent required 
by differences between this chapter and the federal income tax law 
and regulations. 



(2)(a) Resident individuals who are members, partners, or 
shareholders of a corporation required to file a return under subsection 
(l)(a) of this section shall report and pay tax on the distributive share 
of net income, gain, loss, or deduction as determined in subsection 
(l)(b) of this section. 

(b) Nonresident individuals who are members, partners, or 
shareholders of a corporation required to file a return under subsection 
(l)(a) of this section shall report and pay tax on the distributive share 
of net income, gain, loss, or deduction as determined in subsection 
(l)(b) of this section multiplied by the apportionment fraction in KRS 
141 .I 20(8). 

(3)(a) Resident and nonresident individuals who are members, 
shareholders, or partners of a corporation required to file a return 
under paragraph (a) of subsection (1) of this section shall be entitled to 
a nonrefundable credit against the tax imposed under KRS 141.020. 

(b) The credit determined under this subsection shall be the members', 
shareholders', or partners' proportionate share of the tax due from the 
corporation as determined under KRS 141.040, before the application 
of any credits identified in KRS 141.0205(4) and reduced by the 
required minimum imposed by KRS 141.040(6). 

(c) Notwithstanding the provisions of paragraph (a) of this subsection, 
for taxable years beginning after December 31, 2004, and before 
January I, 2007, the portion of the credit computed under paragraph 
(b) of this subsection that exceeds the credit that would have been 
utilized if the corporation's income were taxed at the rates in KRS 
141.020 shall be refundable. The refundable portion of the credit shall 
be the individual members', shareholders', or partners' proportionate 
share of the amount computed by multiplying the amount the 
corporation's income exceeds two hundred sixteen thousand six 
hundred dollars ($216,600) by one percent (1 %). 

(d) The credit determined under paragraphs (a) and (b) of this 
subsection shall not operate to reduce the members', shareholders', or 
partners' tax due to an amount that is less than that would have been 
payable were the income attributable to doing business in this state by 
the corporation ignored. 

(4) For purposes of computing the basis of an ownership interest or 
stock in a corporation identified in KRS 141.010(24)(b) to (h), the basis 
attributable to a member, partner, or shareholder shall be adjusted by 
the distributive share of the items of net income, gain, loss and 



deduction as though the items had been passed through to the 
member, partner, or shareholder. 

(5) Except as otherwise provided in this chapter, distributions by or 
from a corporation shall be treated in the same manner as they are 
treated for federal tax purposes. 

What does this mean? 

Individuals are required to begin the Kentucky individual income tax return with 
federal adjusted gross income (FAGI). Adjustments to FAG1 are those required by 
KRS 141 .O1 O(10) & (1 1 ). KRS 141 .O1 O(10) & (1 1 ) do not allow for a deduction or 
exclusion of income taxed on the PTE'S corporation return. 

To compensate, a limited nonrefundable credit is provided for in KRS 141.420(3) (b) 
& (c). Resident and nonresident individuals who are members, shareholders, or 
partners of a PTE required to file a return are entitled to a credit for the proportionate 
share of tax due before the application of any credits identified in subsection (4) of 
KRS 141.0205 and reduced by the $1 75 required minimum. 

The credit further limited by KRS 141.420(d) to the tax savings if the income taxed 
on the corporation's return had been omitted on the individual's return, or the 
proportionate share of tax paid by the entity less the required minimum tax of 
$175.00, whichever is less. The limitation is calculated separately for each PTE. 
The individual tax limitation is zero if the PTE passes through a loss. 

In addition, a refundable credit is provided for individual owners for tax periods 
ending after January I, 2005 and before January I, 2007. The credit is based on 
the 1% difference between the top corporate rate and the top individual rate, and 
only applies when corporate tax exceeds individual tax on the same income. 
Specifically, if the corporation has taxable income in excess of $216,600 the 
refundable credit is equal to the income over $216,600 multiplied by one percent 
( I  %). 

Individual owners of disregarded single member LLCs (SMLLCs) that file on 
Schedules C, E, or F for federal income tax shall file Form 725, Kentucky Single 
Member LLC Corporation Income Tax Return, to compute and pay the corporation 
income tax. The individual member shall report income or loss from the entity and 
determine credit in the same manner as other PTEs. The credit shall be calculated 
separately for each LLC. Income used to compute the limitation shall be based 
upon the amount of LLC income included in federal adjusted gross income plus or 
minus any differences between Kentucky income tax law and federal income tax law 
reported on Schedule M. 



For PTEs including SMLLCs that are doing business both within and without 
Kentucky, the income that is omitted to determine the amount of allowable credit is 
that portion of the income subject to the corporation income tax. The PTE shall 
compute and report the amount of nonrefundable and refundable credit available to 
the partners, members or shareholders. 

The Department has provided the worksheet below to assist with determining this 
limitation. The worksheet will be included in the electronic filing software and you 
will be able to submit the worksheet electronically to claim the credit. This will allow 
for additional returns to be filed using ELF. 

Kentucky Corporation Tax Credit Worksheet 
Complete a separate worksheet for each PTE. Retain for your records. 

Name 

FElN 

1. Enter Kentucky taxable income from 
Form 740, (740NP) Line 11 ........................................ 

2. Enter income included in Line 1 and 
taxed under KRS 141.040 ............................................ 

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

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

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

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

7. Enter nonrefundable corporation tax 
paid on income reported on Kentucky 
return .................... .. .................................................. 

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



Example #I - Single Member LLC - Illustrated 

James Doe is the owner of Jim's Auto, LLC. He files Schedule C to report income 
from the LLC. Jim owns the building and rents from himself. Jim is single and 
invests in the stock market. He contributes to a SEP based upon income from the 
business and purchases health insurance though the business. 

Forms attached: 

SEP contribution 
Health insurance 

Other income 
Interest 
Dividend 
Capital Gains 
Rental income 

Federal Form 1040, U.S. Individual lncome Tax Return 
Federal Schedule C, Profit or Loss From Business 
Form 725, Kentucky Single Member LLC Individually Owned 

Corporation lncome Tax Return 
Form 740, Kentucky Individual lncome Tax Return 
Kentucky Corporation Tax Credit Worksheet 

20,000 
9,000 

60,969 
50,000 
70,000 
30,000 



Example #I 

Department of the Treasuiy-internal Revenue Serrloe 1040 U.S. Individual Income Tax Return 2005 1 pq i r r a  W-DO m t w r ~ ~ o r ~ ~ i n ~ ~ l s 3 w ~  

f 

Ebction CaWkgi l  . C k c k  here f you or your spouse if f ~ l~ng  jo~ntly want $3 to go to ths  iurd (see page 1 !I YOU spouse 

1 S~ngle 4 Headof household with quallfylng person) (See page 17) If 
Filing Status 2 Married f111ng ,o~ntly (even ~f only one had ~ncome) Ihe qualifying person IS a chlld but not your dependent enter 

i lwd W l h  YOU - 
dld not uue w l h  

If more than four 
dependents see 

W-2 here. Also 8a Ordlnary dwdends Attach Schedule 0 ~f requ~red . . 
Forms b Qual~fied dividends (see page 20) . . . . . . . 

If you did not 1.1 . . . . . . . . . 
b Taable amount (see page 22) 

Form 1040-V. 

fee-bass government officials Attach Form 2106 or 2106 EZ 
Health savlngs account deduct~on Attach Form 8889. . 
Mov~ng expenses Attach Form 3903 . . . . . . 
One half of self employment tar Attach Schedule SE . . 
Self-employed SEP SIMPLE and qual~fied plans . . . 
Sdf-employed health Insurance deduction (see page W 
Penalty on early withdrawal of savings . . . . . . 

a Allmory pa~d b Recipient s SSN t : : 
IP.4 deduction (see page . . . . .  

For Discbsue, Privacy Pet md Paperwork R h o t b n  Aot Notbe, we page 76. Cat No 113208 Form 1040 (2005) 

Label 
(See 
Instructions 
on page 16, 

Use a e  IRS 
bbeL 
Othemise 
please p in t  
or type 

FatheyearJan t - ~ e :  31 2006 orothartmyeatagnnng 2005 endlq 20 ': OMB NO 1645.0074 

L 
A 
B 
E 
L 

YOU first name and lntlal 

James 
If a lolrt return spouse's first name and lnltlal 

Presldenlial 

Last name : Your SOCIPI secwty numter 

Doe i 400-99-9999 
Last name : S p o ~ s e ' ~ ~ ~ ~ l a l ~ e c u ~ n u m e r  

8 8 
8 8 . 8 

Home address number and street) II you have a P o box see page 16 ~ p t  no ' You must enter : A your SSN(s) above A 
' city town or post onice, state and ZIP Code I, you have a foragn adonsr see page 15 Checking a box below WIII not 

change your tax w refund 



Example #I 

Employer ID nwnber (EIN). I any 

SCHEDULE C 
(Form 1040) 

Oepatnent Of the TleW", 
~dermi RernueSe~re 

.................................................. 

F Accounting method (1) [XI Cash (2) Accrual (3) Other (spec~ff vl, ................................................. 
G Did you "materially participate' in the operation of tks business dunng 20057 If 'No ' seepage C-3 for km~t  on losses B y e s  No 
H If you started or acquired this business durlng 2005 check here . . . . . . . . .  , . . . . . . . . .  t 

1 Gross receipts or sale 
employee' box on tha 

2 Returns and allowanc 
3 Stbtract line 2 from line . . . . . . . . .  

Name or popidor soctal securlty number (SN)  

Profit or LOSS From Business 
(Sole Proprietorshp) 

t Perhershe, joht ventures, ete., mst fUe Form 1086 a 1-B. 

t A- to Form 1040 or 1041. t See hbuotbns for ~cheduk c (Form 1040. 

6 Qoss prot.  Subtract line 4 f . . . . . . . . . . . . . . .  475,000 
6 Other income, including Fedw fuel tax credit or refund (see page C-3) . . .  

OMB M 1~%5-0074 

2005 
Attacnment 
seqwnce NO 09 

7 Cross hcome.Add lines 5 ard 6 . . . . . . . . . . . . . . . . . . . .  t 7 475.000 .. Expenses. Enter expenses for  bus~ness use o f  your  h o m e  only on line 30. 
8 Advertising . . . . . .  18 Officeexpense . . . .  
0 Car and truck expenses (see 19 Pension and profit-shanng plans 

Page C-3). . . . . . .  20 Rent or lease (see page C-5) 
10 Commissions and fees . . avehicles machnely and equipment . 
11 Contract labor (see page C 4) b Other business properry. . .  
12 Depletion . . . . . .  21 Repairs and mantenance . . 
13 Depreciation and section 179 Z? Supplies (mt included in Part Ill) . 

. . . .  expense deduction (not 23 Taxes and licenses 
included in Part Ill) (see 24 Travel meals and entertainment 
page C-41 . . . . . .  a Travel . . . . . . . .  

14 Employee benefit programs bDeductible meals arc 
(other than on line 19). . entwtainment (see page C-5) 

16 Insurance (other than health) . 29 Utilities . . . . . . .  
1% Interest 26 Wages (less employment credRs) . 

a Mortgage (paid to banks etc) . 27 Other expenses (tom line 48 on 
b Other I page 2) . . . . . . . .  27 1 I . . . . . . . .  

17 Legal and professional 
S ~ N I C ~ S  . . . . . . .  17 I 

28 Totalexpenses before expenses for business of home ~ d d  lines 8 through 27 in columns 1 28 ! 145.000 1 ... ... 
20 Tentatne profit (loss) Subtract line 28 from line 7 330.000 . . . . . . . . . . . . . . . .  
30 Expenses for business use of your home Attach Form 8829 . . . . . . . . . . . . .  
31 Net profit or (loss). Subtract line 30 horn line 29 

a If a ptofit enter on Form 1040, Ihe 12, and also on Schedule SE, Ihe2 (statutory mpioyees 
see page C-6) Estates and trusts enter on Form 1041 line 3 1 330,000 

a If a loss you  st go to line 32 

32 If you have a loss check the box that describes your Investment in th~s activity (see page C-6) 

(statutory ernpioyees see page C-6) Estates and trusts enter on Form 1041 line 3 ! 
H 

a If you checked 32a enter the loss on Form 1040. Ihe 12. and also on Schechle SE. lhe 2 32an All investment is at risk 
3Zbn Some Investment is not 

a If you checked 32b you must attach Fam 6198. Your loss may be limited at risk 

For Pqwwork Reduction Aot Notb, see Form 1040 hmotions. Cat NO 11334~ Schedule C (Form 1040) 2006 



Example #I 

Kentucky Single Member LLC 
Individually Owned 

Corporation IncomeTax Return Taxable Year Ending 
I 

Consolidation 

2. O the r~ncome (loss) (attach schedule) ....... 
3. T o t d  federal irroms (loss) (add lhnes 1 and 2) .. 
4 Char~tablecon~r~but ions . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  recapuia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . .  5 Olhsrdeducttons (attach schedule) 3 Tna l  (add lhnesl and 3 . . . . . . . . . . . . . .  
6 T n a l  ( I ! ne3 les r l i nes4  and 9 . . . . . . . . . . . . . . .  SUBTRACTIONS 

7 .  Federal dep r rw~a t~on  and Secllon 179 4 Tolal nonre 

expnredaducuon f rom Fcrm 4562. . . . . . . . . . . . .  
a. Kentucky dapreclat~on and Sacuon 179 

expnsadeduc t l on  from Fwrn4562 ................ 
B Kentucky statutwy dlffarmces 

(KRS 141 010[12) and ( l l ) ) [ a l t ach  schedule) .... 

oss receipts (less Kentucky 

2 M ~ n l m u r n  l a  

Grors Profits 

3 Kentucky gross receipts . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (Ilne 1 less 1 n e 2  

(a) Less Kentucky returnsandallowances ...... 
. . . . . . . . . . . . . . . . . . . . . . . . .  tex cred~t  (KRS 141.4200)) 

5. RefundableKent 

TAX PAYMENT SUMMARY (Round to Nearest Dollar) 

l n m m  AMC Gross Receipts AMC Gross Profits Minimum $175 

Tax $8,050 Interest 

Penalty TOTAL (Including Penalty a d  Interest) $8,050 

No packet requred for 2006. > Federal Schedules C, E and F, and any other supporting schedules must be attached. 



Example #I 

KENTUCKY INDIVIDUAL INCOME TAX RETURN 
42A740 

Full-Year Residents Only 
For calendar year or 

Department of Revenue other taxable year b e g l n n l n g ,  2005, and endlng , 200- 2005 

1 [X1 S~ngle 

2 Married, filing separately on this combined return. (If both had income.) 

3 Married, filing joint return. 

(If total of Columns A and B IS $25.736 or less, you may qualify for the Fam~ly . ................... ........................................... Size Tax Credit. See instructions.) ........... 5 
6 Additions from Schedule M, line 6 ..................................................................... .... 6 ' 

9 Subtract llne 8 from llne 

Telaphan. Number (daytime) 

I D  NurnberolPreparer Dare 



Example #I 

FORM 740 (2005) Page 2 

(c) Enter refundable Kentuclq corporation tax credlt (KRS 141.420(3(~)) ...... 3qc) 

See ~nstmctions for a deta~led descripbon o f  funds. 
33 Natue and Wildlife Fund Contribution $2 $5 $10 Other- 
34 CWldVlctlms' Trust Fund Contribution $2 $4 Other - 

41 (a) Es t~mted tax penalty 

C t s c k  if Fi~rrn 2210 Kalfached (d) Late fi l irq penalty 
(b) Interest (e) Add lines 41(a) through 41(d). Enter here ............ 41(e) ' 

42 Add lines 40and 41(e) andenter here. Th~s is the AMOUNT YOU OWE ........................................... 42 
Make check payable to Kentucky State Treasurer. Write F u r  Social Secur~ty number and '~KY l m m e  Tax-2035" on the check. . . 

Staple checkon top of attached wage and tax statements on page 1. 
SECTION A-BUSINESS INCENTIVE AND OTHER TAX CREDITS I A. spouse I 6. burself 

1 Enter nonrefundable Kentutky mrporation tax credit (KRS 141.42q3)) .............. 1 I 1 001 17.491 1 0 0  
2 Enter skills training investment creddt (attach mpyfies) of certification) ............. 
3 Enter historic preservation restoration credit ...................... .. .............................. 

7 Enter Kentutky Investment Fund credit (attach mpy(1es) of certification) ......... 
8 Enter credit for purchases o f  Kentutky ma1 used for generating electricity ..... 
9 Enter qualified research facility credit (attach Schedule QR) ................................ 

10 Enter GED incentive credit (attach Form DAEL-31) ................................................. 
11 Enter voluntary environmental remediation credit (Brownfields) ......................... 

I 
, , 
4 1 , t I " 1  (see ~nsiructlons) 

I n - k 

12 Enter biodiesel credit ................... .. ........................................................................ 
13 Add lines 1 through 12, Columns Aand B. Enter here and on page 1, line 15 ... 

12 1 1 001 1 0 0  
13 1 1 001 17.491 1 00 

I 4 ,  I I 1 1  
1 ,  , ,  n I orherdependants . . 

3 Add total number of credits claimed on llnes 1 and 2. I fmamedf~l ing separately on e combined return credlrs ,,, ,,,, 
(F111ng Status 2). each taxpeyer must claim h a  or her own cred~ts from line I ,  d ~ v ~ d e  the credits on 
line 2, end enter the totals in  Boxes 3A and 38. All other filers enter the amount from 11ne 3 In Box 38 ....... 

4 Multiply cred~tson lit- 3A by S20and enter on line 4A. Multiply credits on line 38 by SMand 
enter on line 4B. Enter here and on page 1, line 17. Columns A and B ............................................................... 

I 

1 
SECTION B-PERSONAL TAX CREDITS Check Regular Check both if 65 or over Check both if Mind 1 Enternumberof 

1 (a) Credits for yourself: rn on n e  1 
baxeschecked 

. . . . . . .  

SECTION C-FAMILY SIZE TAX CREDlT(List the name and 5x1al Security number of qualify14 chlldren that are m t  claimed m dependents In Section B.) 
F ~ r a  name Law name 1 Soma Sesurlty n u r n b r  1 Flrrt name Last name 1 SoclaI Socurlty number 

' 3A 
x $20 

4A 

REFUNDS Mail to: Kentucky Department of Revenue, Frankfort, KY 40618-0006. 

PAYMENTS Mail to: Kentucky Department of Revenue, Frankfut, KY 40619-0008. 

(b) Credits for spouse: 

- 3 6  1 
x $20 

4 6  20 

Official Use Only 

EST I CF I NT I I 1 2  

2 Dependents: 

Firstname Last name 

2 Enter number of 

I 

Dcpndcnt'r 
Soc~al Swuiig number 

~ ~ ~ ~ ~ d ~ ~ t ' .  
rciauonrhlp 

to you 
, , 8 - dld n n  l v e w ~ t h  you 

check ,f qua~, fyng 
ch~ld for hmdy 
r l r a ! ~ ~  ~rsdzt  

dePmdentswho: 
lived wlth you 



Example #I 

Ketrtucky Corporation Tax Credit Worksheet 

Con~plete o separate workche t  tor each PTE. Retain tor your 
records. 

Name Jim's Auto, LLC 

1. Enter Kentuck taxal>be incorne 
horn  Forrn 748, Line 1 1 .................... 5 0 0 , 0 0 0  

2. Enter incorne includecl in Line? 1 
and taxed irndar KRS 141,040 .......... 300,000 

3. S~~h t rac t  Line 2 trow Line 1 G I I ~  

enter total here ................................. 200,000 
4. Enter Kentucky tax on inconw 

amo~ in t  on Line 1 ............................... 29,666 
5. Enter Kentucky tax on income 

amount on Li t ~ e  3 .............................. 11,666 
6. Subtract Line 5 tronl Line 4 .  It Line 5 

is larger than Line 4, enter zero. 
This is your tax ~ v i t i g ~  i t  irlconle 
is ignored. .......................................... 18,000 

7. Enter t~onretundol>le corporation 
tax paicl o n  incorme reponecl on 
Kentucky return ............................. 17,491 

8. Enter the lesser ot Line 6 or Line 7. 
This is your credit. Enter here? ar~cl 
or? Forrn 140, Sactiorl A, Line 1 ........ 17,491 



Recap of Lessons Learned From Example One 

Individually owned Single Member LLCs that do not elect corporate tax 
treatment must file Form 725, Kentucky Single Member LLC Individually 
Owned Corporation Income Tax Return. 

Credit for taxes paid on Form 725 may be claimed on Form 740 in Section A- 
Business Incentive and Other Tax Credits. 

Kentucky Corporation Tax Credit Worksheet must be completed to determine 
the amount of allowable credit. 

The refundable corporation tax credit is not limited by tax on the return. 

Contribution to pension plans connected to the business may be deducted on 
the corporation and individual return. 

Self-employed health insurance premiums may be claimed on the corporation 
and individual return. 

Charitable contributions made by the corporation are deductible on the 
corporation and individual return. 

One-half of self-employment tax is not deductible on the corporation return. 



Example #2 - Partner LP - Illustrated 

Partnership A, LLC is a grocery store with two members, Partner One and Partner 
Two, each owning 50%. Partnership A, LLC does not elect corporation tax 
treatment and files a partnership return for federal purposes. Partner One and 
Partner Two are Kentucky residents. Partnership A, LLC files Kentucky Form 765, 
Kentucky Partnership lncome Tax Return. Partner One has income from the LLC 
and interest income. His federal adjusted gross income is $1 15,000. Partner Two 
has income from the LLC, a farm loss, capital loss, and interest income. He 
contributes the maximum to an IRA. The entity pays $5,000 for each member for 
health insurance, contributes $2,000 to charity, has hired qualified unemployed staff 
and earned an unemployment tax credit of $2,000. 

Forms attached: 

Nonrefundable KY corporation income tax 
credit 
Refundable KY corporation income tax 
credit 
Guaranteed payments 

Kentucky Form 765, Kentuckv Partnership lncome Tax Return 
Form 765, page 2 

8,691 

0 
90,000 

Form 765, page 4,  Schedule 01, Ordinarv lncome (Loss) Computation 
Form 765, page 4, Schedule K, Partner's Share of Income, Credits, 

Deductions, Etc. 
Form 765, Kentuckv Schedule K-I 
Form 740, Kentucky Individual lncome Tax Return 
Kentucky Corporation Tax Credit Worksheet 



B L A N K  



Example #2 

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

41A765 

2005 
> See separate instructions. Taxable Year Ending 

Oepartrnent of Revenue -- / -- 
TaxaMe period beginning 22W5. and ending , 2W-_ Mo. Yr. 

A Numberof 
Partners 
(Attach K-ls) 

2 

D Typeof Return 

(XI Separate Return 

Nevus 
Consdidation 

E Check ifapplicable: LLC IJ LP b LLP tj Initial return tJ Final return (attach explana tion) 

( h m  Schedule K. Section 1 ,  lhne 1) . . . . . . . . . . . . . .  (add lhnes 23 and 24) 

2. Net Income (loss) f rom rental real estate 

aCtlV11186 . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
3. Net Income (loss) f rom orher rental actvltles.... 

4, Interest lncome . . . . . . . . . . . . . . . . . . . . .  
5 Royalty lncorna . . . . . . . . . . . . . . . . . . . . .  
6. Net shon.term cq l ta l  galn . . . . . . . . . . . . . . . . . .  returnsand allowances) . . . . . . .  
7. Net long-termcaptalga~n . . . . . . . . . . . . .  
8. O t h e r p w l f o l ~ o ~ n c r n e  (loss) . . . . . . . . . . . . . . . . . . . . . .  
9. Secr~on 1231 net gain (loss) (aher than due Kentucky gross rece~pto . . . . . . . . .  

tocasualtyortheft) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (a) Less Kentucky returns and allowances 

10. Other incme(loss) . . . . . . . . . . . . . . . . . . . . . . . .  (b) Less Kentucky ccotof goods sold . . . .  
11. Taa l  additions (add hnas 1 . Gross prof11 (suhract Ines 3(a) and 3(b) 

t h r w g h  10) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
1 2  Other lncome(loss) (KRS 141.01~12)) :  

(a) Related party expenses(KRS141.205) . . . . .  

, , , . , , , , , , , . , . . , , . . 3 Total (add lhnasl and O . . . . . . . . . . . . . . . . . . . . . . . . . . .  
SUBTRACTIONS 

4 Total "onrefun 

5 Nattax liabi ' 

1 7  Otherdeductfon 

16. Section 59(e)[2) 

No packet required for 2006. Attach a complete copy of the federal return. 

Federal 
Idmt~ncatlon Number - - -- - - - - - - - 

C Kentucy. Corporation 
Account Nurnber ------ 

State and Dateof Organization 

Prlncpal Business Actlvlly ~n KY 
Grocery 

NAICS Code Nurrbw 
(Relatng to Kentucky Acuvlty) 
(5eeuuww.osnsus gov) 

Name of PannarVllp (Placepsaddresea label here; orherw,u,pnn or type) 

Partnership A, LLC 
Numew and Street 

Clty Stale ZIP Coda Telephone Number 



Example #2 

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

2. Minimum tax .................... .... ....................................................................... 2 

3. Corporation income tax (non-individual partners) ..................................................................... 3 

4. Corporation income tax credit (~nd~v~dual  partners) ............................... ........ . . .  4 

5. Nonrefundable Kentucky corporation income tax credit (KRS 141.420(3)) ............................ .. ...... 5 

6. Refundable Kentucky corporation income tax credit (KRS 141.420(3)(c)) .......................................... 6 

Form 765 (2035) Paw 2 

PARTV-SCHEDULE OFTAX CREDITS 

1. Economic development tax credits ................... .... ................................................................... 1 
2. Historic presewation restoration tax credit ........................... .. ....... .... . . . . . . . . . . . . . . . . . . . . . . . .  2 
3. Unemployment tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 
4 .  Recyclinglcomposting equipment tax credit ................... ... ........... ...................................... 4 
5. Coal conversion tax credit ............ ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 
6. Enterprise zone tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6 
7. Kentucky investment fund tax credlt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7 
8. Coal incentive tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8 
9. Qualified research facillty tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9 

10. GED incentive tax credit 10 
11. Voluntary environmental remediation tax credit (Brownfields) ................................................. 11 
12. Biodiesel tax credit .......................................................................................... 12 
13. Total credits (enter on paqe 1. Part IV, line 4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  13 

8,866 

175 

--- 

8,691 

8,691 

--- 

2000 

2.000 

00 

PARTVI-CORPORATION INCOMETAX CREDIT 
- 

PARTVI-CORPORATION INCOME TAX CREDIT 

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

Line 2-Enter m i n ~ m u m  tax o f  $1 75. 

Line 3-Enter non-ind~vidual partners' distributive share o f  the corporation income tax. Line 1 less Line 2 multiplied 
b y  the total o f  the non-individual shareholders' percentages. 

Line 4-Line 1 less Lines 2 and 3 (individual partners' corporation income tax credit to be distributed). The credit 
determined under KRS 141,42O@)(b)shall be the members', shareholders', or partners' proportlonate share o f  the 
tax due from the corporation as de f~ned  tn KRS 141.040, before the application o f  any credits tdenttfied in subsec- 
t lon (4) o f  KRS 141.0205 and reduced by the required minimum imposed b y  subsection (6) o f  KRS 141.040. KRS 
141.420(3) 

Lines 5 and 6-If taxable net Income (Part I, Llne 26) is greater than $216,600, mult iply the excess b y  1 percent and by 
the total individual partners' ownership percentage and enter this amount o n  Line 6. 

Determine the individual partners' proportionate share o f  the tax credit (page 2, PartVI, Line 4) less the amount 
entered o n  Line 6, and enter o n  Llne 5. 



Example #2 

SCHEDULE 01-ORDINARY INCOME (LOSS) COMPUTATION 
I I 

1. Federal ordinary income (loss) (see instructions) ................................................................ 1 
ADDITIONS 
2. Statetaxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 
3. Federal depreciation (do not include Section 179 expense deduction) ........................................ 3 

4. Other (attach schedule) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 
5. Total (add lines 1 through 4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 

SUBTRACTIONS 
6. Federal work opportunity credit ............................................................................. 6 
7. Kentucky depreciation (do not Include Section 179 expense deduction) .................................................. 7 

8. Other (attach schedule) ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8 
9. Kentucky odlnary income Oms) (Ilne 5 less lines 6 through 8) ............................................................... 91 160,000 1 

SCHEDULE K-PARTNERS' SHARES OF INCOME, CREDITS, DEDUCTIONS, ETC. (See Speclfic Instructions for Each Line Rem) 

SECTION Il-Kentucky Distributable Corporation Incomeand Tax Credits 

- -  

SECTION I (a) Distributive Share Items @) Total Amount 

Income (Loss) and Deductions 
1. Kentucky ordinary lncane(loss) from trade or tusiness actlvities (Schedule01, line9) ...................................... 1 

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

3. (a) Gross income from other rental activities ......... ..................... ........................ 3(a) 
(b) Less expenses from other rental activities (attach schedule) ...................... (b) 
(c) Net income (loss) from other rental activities (line 3a less line 3b) ........................................ (c) 

4. Portfolio income (loss): 

(a) Interest income ............. .... ........ ......... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4(a) 
(b) Dividendincome ............. ... .......... ........ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (b) 
(c) Royalty income (c) 

(d) Net short-term capital gain (loss) (attach federal Schedule D and Kentucky Scheduk D if applicable) ... (d) 
(e) Net long-termcapital gain ( I s )  (attach federal Schedule D and Kentucky Schedule D if applicable) .... (e) 
(fJ Other portfolio income (loss) (attach schedule) (0 

5. Guaranteed payments to partners 5 
6. Section 1231 net gain (loss) (other than due tocasualty or theft) (attach federal and Kentucky Fams 4797). 6 
7. Other incwne (loss) (attach schedule) 7 
8. Charitablecontributions (attach schedule) and houslng for homeless deduction (attach Schedule HH) 8 

9. IRC Section 179 expense deduct~on (attach Federal Form 4562 and Kentucky Revised Form 4562) ....... 9 
10. Deductions related t o  portfolio income (loss) (attach schedule) .......................................... 10 

11. Other deductions (attach schedule) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11 
lnvwtment lnterwt 
12. (a) Interest expense on investment dews .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12(a) 

(b) (1) lnvestment income included on lines 4(a), 4(b), 4(c) and 4(0 above ........................................ (b)(l) 
(2) Investment expenses included on line 10 above . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (2) 

Other I t e m  

160,000 / 

90,000 

2,000 

10,000 

- 

1. Taxable net income (Ims) taxed under'KRS 141.040 (page 1. Part I, line 26) ......................................... 1 

2. Individual partners' share of net distributable income (loss) taxed under KRS 141 ,040 .......................... 2 

3. Nonrefundable Kentucbcorporation income tax credit (KRS 141.420(3)) (page 2. Part VI, line 5) ......... 3 

4. Refundable Kentuckv corporation income taxcredit (KRS 141.420(3)(c)) (paqe 2. Part VI, line 6) ........... 4 

13. (a) Type of Section 59(e)(2) expenditures 1 3(a) 
(b) Amount of Sectlon 59(e)(2) expenditures ..... . . . . . . . . . . . . . . . .  (b) 

14. Tax-exempt interest income .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14 

15. Other tax-exempt income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  15 
16. Nondeductible expenses ................... .... ....... ......... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16 
17. Total property distributions (including cash) ....................................... ........... . . . . . . . . . . . . . . . . . . .  17 

148,000 
148,000 

8,691 



Example #2 

KENTUCKY I PARTNER'S SHARE OF INCOME, I 

FORM 765 SCHEDULE K-' 1 CREDITS, DEDUCTIONS, ETC. 
For calendar year 2005 or fiscal vear 

Crmrnmwvrsalth d Kantucky 
DEPARTMENT OF REVENUE 

Partner One 1 ~ a r t n e n ~ p  A, LLC 

begmnitly 2005, and endi- ,2006. 

Partner's identifying number 
400-99-9999 

Partner's name, address and ZIP wde 

I 

Partnership's FElN 

Partnership's name, address and ZIP mde 

A This partner is a [ffl general partner limited partner 
limtted Inability company member. 

B Partner's share of liabtl~ties: 
Nonremurse ................................................. S 
Qualified nonrewurse f i ~ n c i n g  .................. $ 

Other ............................................................. S 
C What type of entity is this partner? .......... 

.............................................................................. I ....................................................................................... 
2. Net income (loss) from rental real estate activities 
3. Net income (loss) from other rental activities 
4. Ponfdio income (loss): 

(1) Bcfora change [ I  End of 
year 

E Enter partner's peroentage of: 
or'crmnr'on 

Profit sharing % 50 % 

Loss sharing % 50 % 

Ownership of capital % 50 % 

12) Nonresident partner (see Schedule A. Sed~on I, line 12) ........................................... % I 

(c) Royalties ................... ... ............................................................................................................ (c) 

(d) Net short-term capital gain (loss) 
(e) Net long-term capital gain (loss) .................................................................................................... (e) 

(f) Other portfolio income (loss) (attach schedule) ................... .. .................................................. (f) 
.......................................................................................................... 5. Guaranteed payments to partners 5 

6. Net gain (loss) under Section 1231 (other than dueto casualty or theft) ...................... ... ........... 6 

D Paltrier's taxable peroentqe of partnership's distributive share items below (see instrublons) 
(1) R e W n t  partne 1M)% mended K-1 

(a) Distributive Share Items 

................... .................................................................... 1 7 .  Other lncome (loss) (attach xhedule) .... 
d 8. Char~!ablecon!rlbut~ons (attach schedule) and hous~nq for homeless deduction I 

(b) Amount 

I 1. Ordinary income (loss) from trade or business actlvities ................................................................. 1 I 80,000.00 

(attach Schedule HH) ............................................................................................................................... 8 
9. IRC Section 179 expense deduction (attach Federal Form 4562 and Kentucky Revised Form4562) 9 

10. Deductions related to portfolio income (lors) (attach schedule) ......................................................... 10 
11. Other deduct~ons (attach schedule) ........................................................................................................ 11 
12. (a) Interest expense on investment debts .......................................................................................... 12(a) 

(b) (1) Investment income included on lines 4(a). 4(b), 4(c) and 4(0 above ................................. (b)(l) 
(2) Investment expenses included on line 10 above ................... .. ......................................... (2) 

1,000.00 

5,000.00 

17 Property d~str~but~ons (~nciudlng cash) . 17 
18 Supplemental lnformatlon requlred to be reported to each partner (attach schedules) 18 
19 lnd~v~dual partners net d~str~butableshareof taxable ~ncometaxed under KRS 141 040 . . 19 

5 %  1 Add income amounts and subtract (loss) and deduction amounts (see instructions) ...................... 22 1 125,000.00 

13. (a) Type of Section 59(e)(Z) expenditures . 1 3(a) 
(b) Amount of Section 59(e)(2) expenditures ....... .. ...................................................................... (b) 

14. Tax-exempt interest income .................................................................................................................... 14 
15. Other tax-exempt income ....................................................................................................................... 15 
16. Nondeductible expenses .......................................................................................................................... 16 

74,000.00 

p 0 

23. Combination of federal Schedule K-1, lines 1 through 10.12 and portlons of lines 11 and 13. 
Add income amounts and subtract (loss) and deduction amounts (see instructions) ...................... 23 

24. Enter difference of lines 22 and 23 here and on appropriate line on Schedule M . . .  I (see instructions) ................... .. ........................................................................................................ 24 1 5,000.00 

20 Nonrefundable Kentucky corporation ~ncome tax credat (KRS 141 420(3)) 20 
21 Refundable Kentucky cotporat~on ~ncorne tax cred~t (KRS 141 420(3)(c)) 2 1 
22 Combnatlon of Kentucky Schedule K 1 llnes 1 through 6 9 and ponlons of ltnes 7 and 11 

4,345 50 -- 



Example #2 

KENTUCKY 1 PARTNER'S SHARE OF INCOME, 1 
SCHEDULE K-1 

FORM 765 
Cmmonwsalth d Kentucky 
DEPARTMENT OF REVENUE 

Partner Two 

Partner's ldentlfylng number * 
Partner's name, address and ZIP mde 

Partnership A, LLC 

I 

CREDITS, DEDUCTIONS, ETC. 
For calendar year 2005 or fiscal year 

beginning 2005, and endil y ,2006. 

Partnership's FElN 

Partnership's name, addres and ZIP code 

2005 

A This partner is a general partner limited partner 
limlted liability company member. 

I3 Partnar's share of Itabilities: 

........................ Nonrewurse .................... .. S 
Qualified nonrewurse financing S .................. 
Otbr  S ............................................................. 

.......... C What type of entity IS this partner? 

18) Before change 11 )  End of 
er t c r r n n a ~ m  year 

E Enter partner's percentage of: 
Profit sharing % 50 % 
Loss sharing % % 

Ownership of capital % 50 % 

E - 

+, 5 
E 9 b 

* = 
e 
- - - 
-$5 
&a E O r -  
s $.% 
%z 

D Partner's taxable percentage of partnership's distrlbutlve share items below (see inStructi0nS) 
(1) Resident partner .................... .................... ............................................................................. 100% 

7. Other lmorne (loss) (attach schedule) .................................................................................................... 7 
8. Charitablecontributions (attach schedule) and housing for homeless deduction 

(attach Schedule HH) 8 ................................................................................................................................ 
9. IRC Section 179 expense deduction (attach Federal Form 4562 and Kentucky Revised Form4562) 9 

n t =  - 

....................................................................................... (b) Amount of Section 59(e)(2) expenditures (b) 
.................................................................................................................... 14. Tax-exempt interest income 14 

15. Other tax-exempt income ........................................................................................................................ 15 

........................................................................................................ 16. NondeductiWe expens es...... 16 

Final K-1 
Amenjed K-1 

1,000.00 

10. Deductions related to portfolio income (loss) (attach schedule) ......................................................... 10 

11. Other deductions (attach schedule) ........................................................................................................ 11 
.......................................................................................... 12. (a) Interest expense on investment debts 12(a) 

................... ........ (b) (1) Investment income included on lines 4(a), 4(b), 4(c) and 4(9 above .. (b)(l) 

(2) Investment expenses lncluded on llne 10 above . . . . . . . . . . . . . . . . . . . . . . .  (2) 1 

5,000.00 

113. (a) Type of Sectlon 59(e)(2) expenditures 13(a) [ 

(2) Nonresident partner (see Schedule A. Section I, line 12) ............................................... % 

17. Property dlstrlbut~ons (lncludlng cash) . . . . . . . .  .. 17 
18 Supplemental Informatdon requlred to be reported to each partner (attach schedules) 18 

19 lnd~v~dual ~artners' net d~str~butableshareof taxable lncometaxed under KRS 141 040 . 19 74,000.00 
20. Nonrefundable Kentucky corporation income tax credit (KRS 141.420(3)) ......................................... 20 

21. Refundable Kentucky corporation income taxcredit (KRS 141.420(3)(c)) 21 .......................................... 
22. Combination of Kentucky ScheduleK-1, lines 1 through 6, 9 and portionsof lines 7 and 11. 

Add income amounts and subtract (loss) and deduction amounts (see instructions) 22 ...................... 
23. Combination of federal Schedule K-1, lines 1 through 10, 12 and portions of lines 11 and 13. 

Add income amounts and subtract (loss) and deduct~on amounts (see instructions) 23 ...................... 
24 .  Enter difference of lines 22 and 23 here and on appropriate llne on Schedule M 

(b) Amount 

80,000.00 ' 

45,000.00 

(a) Distributive Share Items 

4,345.50 -- 

125,000.00 

120,000.00 

. . . .  

- 

! 
2 

1. Ordinary income (lass) from trade or business activities ................... .. .......................................... 1 

.............................................................................. 2. Net income (loss) from rental real estate activ~t~es 2 
3. Net income (loss) from other rental activities ....................................................................................... 3 
4. Portfolio income (loss): 

.............................................................................................................................................. (a) Interest 4(a) 
(b) Dividends .......................................................................................................................................... ( b) 

........................................................................................................................................... (c) Royalties (c) 
................................................................................................... (d) Net short-term capital gain (lass) (d) 
.................................................................................................... (e) Net long-term capital gain (lass) (e) 

(9 Other portfol~o income (loss) (attach schedule) ........................................................................ (0 
5. Guaranteed payments to partners .......................................................................................................... 5 

........................................... 6. Net gain (loss) under Section 1231 (other than due tocasualty or theft) 6 



B L A N K  



Example #2 

740 la_* 
KENTUCKY INDIVIDUAL INCOME TAX RETURN 

42A740 Full-Year Residents Only 
For calendar ye= or 

Department of Revenue o t h e r t a x a b l e y e a r b e g i n n ~ n g ,  2005. and e n d n g .  ZOO-. 2005 

................................... B 15 
............. 14, e n t e r  zero 16 

e n t e r  zero ............. 18 

; I, the undersigned, declare under penalt~es of peiJury that I have examlned this return, including all accompanyng schedules and statements, and t o  the bast of my  
3 knowledge and belief. 11 15 true, correct and complete. l also understand and agreethat ourelecuon tof l le a comb~ned return underthe p o v l s o n s  of Regularlon 103 KAR 3 17:02Ow1ll result in refunds belng madepayaMetousjo~ntIy and n e a c h  of us belngjolntly and severally hablefor all taxesaccrutng under th~s  return. 

E 
Yov  Slgnatuie(Ifjoln1 or camblnsd return, both must srgn) Spouse's 51gnatura Date Signea 

- 
Teephone Number (daytime) 

S 
$ Typed or Printed Name olPreparer OtnrtnanTaxpayer I D Number cf Pieparer Date 



Example #2 

FORM 740 (2005) LQ w~~st.reve::~;e~ky go'$ Page 2 

REFUNDITAX PAYMENT SUMMARY I 
....................................................................... 29 Enter total tax liability from page 1, line 28 

30 (a) Enter Kentucky Income tax withheld as shownon attached 

M05 Form W-2(s) and other supporting statements .................................. 30(a) ' 
(b) Enter M05 Kentuckyestlmated tax payments .......................................... 30(b) ' 
(c) Enter refundable Kentucky wrpration tax credit (KRS 141.420(3)(c)) ...... 30(c) ' 

31 Add lines 3qa) through 3qc) ................................................................................ 
32 If line 31 is larger than line 29, enter AMOUNT OVERPAID (see lnstrudions) 

See instmct~ons for a detailed descr!ption of funds. 
33 Nature and Wildlife Fund Contrlbutlon $2 $5 

34 Chlld Vlctims' Trust Fund Contrlbutlon $2 $4 
35 Veteran' Program Trust Fund Contribution ........................ 
36 Breast Cncer Research and Education Trust Fund Contribution ..... 
37 Add lines 33 through 36 ............................ ... ................................ 
38 A m n t  of h r e  32 to be CREDITED TO YOUR 2006 ESTIMATED 

39 Subtract lines 37 and 38 from line 32. Amount to be REFUNDE I . B U N D I 3 9 . 1  0 0  
40 If line 29 is larger than line 31, enter ADDITIONAL TAX DUE ........... &$,, ....... yr ............................................... 40 ' 
41 (a) Estimated tax p e ~ l t y  (c) Late paymed&ndty 

Check i f  Form ZZ7O-Kettsched (d) Late Rlirg penalty 
............ (b) Interest (e) Add lines 41(a) through 41(d). Enter here 41(e) ' 

.......................................... 42 1 1'780 1 00 42 Add lines 40ard 41(e) andenter here. Th~s isthe AMOUNTYOU OWE OWE 

Make check payable to Kentucky State Treasurer. Wr~te your Social Security number a d  "KY lnmme Tax-2W5" on thecheck. 
Staple check on top of attached wage and tax statements on page 1. 

SECTION A-BUSINESS INCENTIVE AND OTHER TAX CREDITS I A. Spurn 

1 Enter nonrefwdabk Kentucky corporation tax credit (KRS 141.42q3)) ............ 
2 Enter skills train14 investment credit (attach copdies) d cartification) ........... 
3 Enter hlstaic preservation restwation credi 

4 Enter credit for tax paid to another state (attach copy of return(s) filed with 

.............................. rch facility credit (attach Ehedule QR) 
credt (attach Form DAEL-31) 

......................... 

boxeschecked 
onl~nel . . . . . . . . .  

2 Enternumberof 
dependents who: 
. Iued with you ......... 

dld no l l vewnh you 
...... ( seen~t ruc tons)  

... . aher dependent* 

3 E n l e r ~ a a l  credlis.. .. 
(Fil~ng Status 2), each taxpayer must claim ha  or her own credits from Ilne 7, divrde the credts on 
line 2, and enter the totals In Boxes 3A and 38. Al l  otherfllers enter the amount from 11ne 3 ~n Box 38 ....... , 

4 Multiply creditson line 3A by S20and enter on line 4A. Multiply credits on l~ne 3B by 120 and 

enter on llne 48. Enter here and on page 1, line 17, Column5 A and B .................................................................. 

REFUNDS Mail to: Kentucky Depattment of Revenue, Frankfort, KY 40618-MX16. 
-... 1.1. --" -...., 

' 3A 
x $20 

4A 

PAYMENTS Mail to: Kentucky D e p n m e m  of Revenue, Frankfm, KY 40619-MX18. EST I CF I NT I 1 1 2  

- 3 8  1 
x $20 

4B 20 
SECTION >FAMILY SIZE TAX CREDIT(Lat the name and Saial Security number of quallfyiq children that are r ~ 4  claimd as deperdenh in Section B.) 
Flrat  name Last name Soma1 Semr8g number F8r.t name Last name Sos8sl L s u r ~ t y  number 

8 I 1 8  

, I I I 

I nff i~i .~ I I.. nnlv I 



Example #2 

Kentucky Corpor~tiotr Tax Credit Worksheet 

Conlplete a separate vmrkrhet  for each PTE. Retain tor your 
records. 

N a n ~ e  Partnership A LLC - Partner One 

Address 

1. Enter Kentucb taxable incor~~e 
trom Form 74d: Line 1 1 .................... 108,000 

2. Enter income included in Line 1 
arid taxed under KRS 141,040 .......... 74,000 

3. Subtract Line 2 trom Line 1 and 
enter total here .................................. 34,000 

4. Enter Ke~~tucky tax on inconre 
amount on Line I ............................... 6,146 

5. Enter Kentucky tax oft inconle 
amount on Line 3 .............................. 1,788 

6. Subtract Line 5 trom Line 4 It Line 5 
is larger than Line 4, enter zero. 
T i i s  is your tax csivings it inconle 
is ignored ........................................... 4,358 

7. Enter ~~otiretundable corporation 
tax paid on  incotwe reported on 
Kentucky return .............................. 4,346 

8. Enter die lesser ot Line 6 or Line 7. 
This is your credit. Enter lwre atlcl 
on Forrn 740, %ction A, Line 1 ........ 4,346 
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Example #2 

740 Rkw-* KENTUCKY INDIVIDUAL INCOMETAX RETURN 
4 2 ~ 7 4 0  Full-Year Residents Only 

For calendar ye% or 
Department of Revenue othertaxableyear b e g l n n n g  2005 and e n d n g .  200- 2005 

9 Subtract line 8 from line 7. This IS yo 

Check lf from Schedule J .................................................................................. 12 

13 Enter taxfromForm 4972-K ; Schedule RC-R ...................... .................... 13 . 
" 15 Enteramsuntsfrwn page 2, Section A, llnes 13A and 130 ................................. 15 I : 16 Subtract line 15 from line 14. If line 15 1s larger than line 14, enter zero ............. 16 

................... .... .................................................................................................. 24 

S knwledge  and belief, It i s  true, correct and complele I also understand and agreerhar our electon lo f l l e  a comblned return underthe provislans of Regulalon 103 KAR 2 17.020wll result ln refunds being madepayableto u r j o ~ n t y  and n each of us beng jo~n t l y  and severally lhablefor all taxer accrulng underthlsreturn. 

E 
YOU Slgnature(IiJ0lnt o rcamlnea  raurn, bath m r t  agn) Spouse's Slgnalurs Dare Signed 

u 
Telaphona Number (daytime) < 

Typed or Pnnted Nameof Prspaier OtherthanTaxpayer I D  Numer or Prsparei Dare 



Example #2 

FORM 740 (2005) a ww?~.re!ier.~e.ky.qoii Page 2 

REFUNDITAX PAYMENT SUMMARY I 

41 (a) Estimated tax penalty 
Check ,f form 2210-K attached (d) Late filing penalty 

(b) Interest (e) Add lines 41(a) through 41(d). Enter here ............ 41(e) ' 

42 Add lines 40and 41(e)andenter here. This is the AMOUNT YOU OWE ........................................... 42 

Make chsck payable to Kentucky State Treasurer. Write )our Social Security number and 'KY lrmm Tax-2035" on thecheck. . . 
Staple check on top of attached wage and tax statements on page 1. 

SECTION A-BUSINESS INCENTIVE AND OTHER TAX CREMTS I A. S ~ O U S  1 0. bune l f  

1 Enter nonrefundable Kentucky corporation tax credit (KRS 141.42q3)) .............. I 1 I 1 001 3.093 1 00 
2 Enter skills t ra~nirq investment credit (attach mpy(iies) d raltif~cation) ............. 2 
3 Enter historic preselvation restoration credit 

5 Enter u ~ m p  o y m n  
6 Enter recyclingandlo 

1 (a) Credits for yourslf: w on i lne l  
boxeschecked 

SECTION 0-PERSONAL TAX CREDITS Check Regular Check both if 65 or over Check both if blind 1 Enternumberof 

00 
00 

0 0 
0 0 
0 0 
0 0 
0 0 
00 
00 
00 
00 
00 

7 Enter Kentuzky Investment Fund credit (anach copy(~es) of certification) ........... 
8 Enter credit for purchases of Kentucky ma1 used for generating electricity ....... 
9 Enter qualilied research facility credit (attach Schedule QR) ................................ 

10 Enter GED incenttvecredt (attach Form DAEL-31) ................................................. 
11 Enter voluntary environmnal  remd~at ion  cred~t (Brownfields) ......................... 
12 Enter blodksel credit .................................................................................................. 
13 Add lines 1 through 12, Columns A and B. Enter here and on page 1, line 15 ... 

I I I I I I I  

7 
8 
9 

10 
11 
12 
13 

(b) Credits for spouse: 

, I 

I I 

3,093 

.................... 
2 Enternumber of 

2 Dependents: 

Frrr tnmc L a n  name 

. .... 

I I 

00 
00 

00 
00 
00 
0 0 
0 0 
0 0 
00 
00 
00 
00 

Dcpmdant s 
Sc~a Sccur~ty number 

8 I 

8 I 

de~e"dentswho 
. . . .  I~ved  wllh YOU 

. dld n a  l ~ u e w ~ r h  you 
...... ( ~ ~ $ l r 3 6 t r ~ ~ t 1 0 n 6 )  

Dapandsnrs 
relat~enahlp 

to you 

, , n I aher  dependents 

3 Add total n u d e r  Of credlts clalmed or ltnas 1 am3 2. If marnedfiling separately on a combined return Enter credits ....... 
(Filing Status 2). each taxpayer must claim hu or  her own credits from line 1, divide the credits o n  

REFUNDS Mai l  to:  Kentucky Department of Revenue, Frankfort, KY 40618-0006. 
A S  Mai l  to: Kentucky Department of Revenue, Frankfat, KY 40619-0008. 

Chsck~fquailfyng 
chlld forfamly 
1 8 ~ a  tsx crcdl t  

n 
n 

line 2, and enter the totals in Boxes 3A and 38. Al l  other f i len enter the amount from line 3 in Box 38  ....... W 

4 Multiply credttson line 3A by S20and enter on line 4A. Multiply credits on l~ne  3B by $23 and 
enter on line 48. Enter here and on page 1, line 17, Columns A and B ................................................................. 

Official Use Only 

SECTION CFAMILY SIZE TAX CREDIT(List t k  m e a n d  Social Security n m b e r  of qualifying chlldrenthat are mtclaimed as dependents in Sectton 0.) 
F l i a  name Last name I Sooal Lcur l ty  number I F~rrx nrmc Lest nemc 1 Social Sscurlty number 

' 3A 
x $20 

4A 

EST 1 CF I NT I 1 

- 3 8  1 
X $20 

48 20 

1 2  



Example #2 

Katrtucky Corporation Tax Credit Wotkslreat 

ComlAete a separate workcheat for each PTE. Retain tor your 
record.;. 

N a nie Partnership A LLC - Partner Two 

Address 

1. Enter Kertt~tck taxable inconie 
from Form 7 4 9  Line 11 .................... 56,500 

2. Enter incorne triclrrdecl irt Line 1 
oncl taxad utlder KRS 141,040 .......... 74,000 

3. Subtract Line 2 troni Lme 1 and 
enter total liere ................................. (1 7,500) 

4. Enter Ke13tucky tax on irlconw 
amount on Lint: I .............................. 3,093 

5. Enter Kentucky tax on income 
an~oi lnt on Line 3 ............................. 0 

G. Subtract Line 5 tron? Line 4 ,  i t  Line 5 
is larger ttion Litie 4, enter zero. 
This is your tax savings it inconie 
is ignored. .......................................... 3,093 

7. Enter norrretundable corporation 
tax paicl on  incorlle reported on 
Kentinky return ................................ 4,346 

8. Enter the lesser ot Line 6 or Line 7. 
T i i s  is yoclr credit. Etltsr iwre ortcl 
on Forrn 740, Section A, Lint: 1 ........ 3,093 



Recap of Lesson Learned from Example Two 

Contributions to IRAs are not deductible on the corporation return. 

Credits based upon AMC can be utilized on the individual return. Partner 
One was able to use all of the credit, including the portion that exceeded 
income tax. 

Nonrefundable and refundable credit is based upon tax before the application 
of entity's credits. 

Guaranteed payments are deductible on the corporation's return. 

Guaranteed payments can be used to offset itemized deductions and IRA 
deductions. 



Example #3 - Multi-Tiered Structure - Illustrated 

D S CORP is an S corporation with five shareholders. Included in the illustration is 
Jim Shareholder, who owns a 20% share. D S CORP is the single member owner of 
D, LLC. 

D, LLC must file Form 720S, Kentuckv S Corporation lncome Tax Return because 
its single member is an S corporation. 

D S CORP also files Form 720s. 

I D S CORP net income 
I 

100.000 I 

D, LLC net loss 
AMC tax less $1 75 

- - -  ~~ ~- - 

1 Total income after adiustments 110:000 1 

$ (1 0,000) 
500 

Taxable income 
Income tax 
Tax Liability 
Net Tax Liahilitv 

1 10,000 
5,200 
6,500 
6.500 

Nonrefundable KY corporation income tax credit 
Refundable KY corporation income tax credit 

6,325 
0 

Jim Shareholder 
Federal share of distributive income 
D S CORP Kentucky share of distributive income 

Forms attached: 

20% 
$20,000 
$22,000 

Nonrefundable corporation tax credit 
Dl LLC Kentucky share of distributive income 
Nonrefundable corporation tax credit 

Kentucky Form 720S, Kentucky S Corporation lncome Tax Return 
Form 720S, Kentucky Schedule K-I 
Form 720S, page 2 
Form 720S, page 4, Schedule 01, Ordinaw lncome (Loss) Computation 
Form 720S, page 4, Schedule K-I, Shareholders' Share of Income, 

1,265 
(2,000) 

100 

Credits, Deductions, Etc. 
Schedule of income, loss and credit from D, LLC 
Form 740, Kentucky Individual lncome Tax Return 
Kentucky Corporation Tax Credit Worksheet 



B L A N K  



Example #3 

720s Kentucky S Corporation 
41A720S 

Income Tax Return 
2005 

Taxable Y-r Ending 

Oepanm ent or Revenue See separate instructions. 1 -- -- 

0 Numbero f  
QSSSs Included 
in  Thts Return 
(Attach Schedule) 

. . . . . . . . . . . . . . . . . . . . . . . . .  returns and allowances) 

. . . . . . . . . . . . .  2. T m l l ~ n e l  rnul tp l~ad by  OW951 

............................... 3. Kentucky gross recepts 

(a) Less Kentucky returns and allowances .. 
............. (b) Less Kentucky cost of goods sold 

0, Otherpmfol~o~ncome(lo5s) . . . . . . . . . . . . .  

t oca~ua l t y  ortheft 

10. Otherlncwne(1oss 

11. T a a l  eldmons (add 

(a) Related parry expenses (KRS 141.205) ....... 
(b) Deduct~onsattnbutableto 

nontaxablelnccme . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
(d Add net dlstrlbutable los l f rom 

. . . . . . . . . . . . . . . . . . . . . . . . .  corporauons . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  recapture 

(d) Suhract nadlstributablelncome 3, Taa l  (add l ines 1 and 3 . . . . . . . . . . .  
from cwpore t~ms . . . . . . . . . . . . . . . . . . .  SUBTIZACTIONS 

(e) Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4. Tna l  nonrefundablecred~tsfrwn page 

24, T a a b b  net i n c m  Oossl (amount from Penalty . . . . . . . . . . . . . . . . . . .  

Interest . . . . . . . .  

No packer required for 2006. Federal Form 11205, pages 1.2, 3 and 4, and any supporting scheduleb must be attached. 



Example #3 

Form 7MS (2005) Paqe 2 

PART V-SCHEDULE OF TAX CREDITS 

i 

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

1. Economic development tax credits 1 
2. Historic preservation restoration tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 
3. Unemployment tax credit 3 
4. Recyclinglcomposting equipment tax credit ................................................................. 4 
5. Coal conversion tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 
6. Enterprise zone tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6 
7. Kentucky investment fund tax credit .. . . . . . . . . . . . . . . . . . . . . . . . . . .  7 
8. Coal incentive tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8 
9. Qualified research facility tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9 

10. GED incentive tax credit ................... ....... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10 
11. Voluntary environmental remediation tax credit (Brownfields) ......................................... 11 
12. Biodiesel tax cred~t ...................................................................................... 12 
13. Total credits (enter on page 1. Part IV, line 4) 13 

2. Min~mum tax .......................................................................................................................................... 2 1  1 7 5 0 0  

- 

- 

- 

3. Corporation income tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 I 6,325 I 

PART VI-CORPORATION INCOME TAX CREDIT 
1 I 

4. Nonrefundable Kentucky corporation income tax credit (KRS 141.420(3)) ...................................... 4 P=l- 
5 .  Refundable Kentucky corporation income tax credit (KRS 141.420(3)(c)) ........................................ 5 1 0 1 

PARTVI-CORPORATION INCOME TAX CREDIT 

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

Line 2-Enter m in imum tax o f  $1 75 

Line 3-Line 1 less Line 2 (individual shareholders corporation income tax credit to be  distributed). The 
creditdeterm~ned under KRS 141.420(3)(b)shall be the members', shareholders', or partners'proportion- 
ate share o f  the tax due f rom the corporation as defined in KRS 141.040, before the application o f  any 
credits identified in  subsection (4) o f  KRS 141.0205 and reduced b y  the required min imum imposed by 
subsection (6) o f  KRS 141.040. KRS 141.420(3) 

Lines 4 and 5-If taxable net income (Part I, Llne 24) is greater than $216,600, mult iply the excess b y  1 
percent and b y  the total individual shareholders' ownership percentage and enter this amount o n  Line 5. 

Determine the indlvldual shareholders' proportionate share o f  the tax credit @age 2, PartVI, Line 3) less 
the amount entered o n  Line 5, and enter o n  Line 4. 



Example #3 

SCHEDULE 01-ORDINARY INCOME (LOSS) COMPUTATION 

I I 

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

2. State taxes .................................................................................................. 
3. Federal depreciat~on (do not include Section 179 expense deduction) 
4. Other (attach schedule) ......................................... 
5. Total (add llnes 1 through 4) .................................................................................................................. 5 

WBTRACTIONS 
6. Federal work opportunity credit ................................................................. 6 

7. Kentucky depreciation (do not include Section 179 expense deduct~on) 7 

8. Other (attach schedule) .............................................................................. 8 
9. Kentuckyorclinary income 006s) (line 5 less lines 6 through 8) .............................................. 9 

SECTION Il-Kentucky DIstribWabb Corporation Income and Tax Credits 

100,000 

20,000 

20,000 

100,000 

SECTION I (a) Pro Rata Share items (b) Total Amount 

SCHEDULE K-SHAREHOLDERS' SHARES OF INCOME, CREDITS, DEDUCTIONS, ETC. (See Speclic Illstructions tor Each Line Item) 

Income (Loss) and Deductions 
1. Kent* adinary income (la?.$ from trade or business activities (Schedule 01, line9) ...................................... 1 
2. Net income (loss) from rental real estate activities (attach federal Form 8825) ................... .... .......... 2 

3. (a) Gross income from other rental activities .................................. 3(a) 
(b) Less expensesfrom other rental activities (attach schedule) ...................... (b) 
(c) Net Income (lass) from other rental activities (line 3a less llne 3b) (c) 

4. Portfol~o income (loss): 

(a) lnterest income ............. .. ............................................................................ 4(a) 
(b) Dividend income (b) 
(c) Royalty income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (c) 

(d) Net short-term capttal gain (loss) (attach federal Schedule D and Kentucky Schedule D if applicable) ... (d) 
(e) Net long-termcapital gain (loss) (attach federal Xheduie D and Kentucky Schedule D if applicable) .... (e) 
(f) Other portfolio income (lass) (attach schedule) (0 

5. Section 1231 net gain (loss) (other than due tocasualiy or theft) (attach federal and Kentucky Forms 4797). 5 
6. Other income (loss) (attach schedule) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6 
7. CharitaMe contributions (attach schedule) and housing for homeless deduction (attach Schedule HH) 7 
8. IRC Section 179 expense deduction (attach Federal Form 4562 and Kentucky Revlsed Form 4562) ....... 8 
9. Deductions related to portfolio income (loss) (attach schedule) ................... ... ..................................... 9 

10. Other deductions (attach schedule) .......................................................................................... 10 
Investment Interest 
11. (a) lnterest expense on investment debts 1 l(a) 

(b) (1) lnvestment income included on lines 4(a), 4(b), 4(c) and 4(0 above ................... ... ............. (b)(l) 
(2) Investment expenses included on line 10 above ..................................................................... (2) 

Other items 

100.000 1 

1. TaxaMe net income (lass) taxed under KRS 141.040 (page 1, Part I, line 24) ..................... ........ . . .  1 

2. Individuals'share of net distributable income (loss) taxed under KRS 141.040 ...................................... 2 

3. Nonrefundable Kentuckycorporation income tax credit (KRS 141.420(3)) (page 2. Part VI, line4) ......... 3 

4. Refundable Kentucky corporation lncorne tax credit (KRS 141.420(3)(c)) @aqe 2. Part VI, line 5) ........... 4 

110.000 
110,000 

6,325 
0 

, 
, ,, 

12. (a) Type of Section 59(e)(2) expenditures 12(a) 

(b) Amount of Section 59(e)(2) expenditures ................... .. ............. ...... . . . . . . . . . . . . . . . . . . .  (b) 
13. Tax-exempt interest income ................... ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  13 
14. Other tax-exempt income ................. .. . . . . . . . . . . . . . . . . . . . . . . . . . . .  14 
15. NondeductiMeexpenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  15 
16. Total property distributions (including cash) other than div~dends reported on line 18 below ............... 16 
17. Other items and amounts requlred to be reported separately to shareholders (attach schedule) .......... 17 

, ', 

;* "' ' ' ' 
:, , 
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Example #3 

SCHEDULE K-1 KENTUCKY SHAREHOLDER'S SHARE 

(Form 720s) 
OF INCOME, CREDITS, DEDUCTIONS, ETC. 

Depanment of Revenw Taxable period beginning , 2005, ending , 200-. 
2005 

Shareholder's ldentlfylng number 61-1111111 S Corporatlon'r Identllylnq number * 61-2222222 

Shareholder's name, addressand ZIP code S Corporation's name, adjress and ZIP code 

D S Corp D, LLC 

A. Sharehdder'spercentage ofstock ownership for taxyear 100 qb 
B (1) Resident shareholder'staxable percentage of pro rata share items ............................................................... 1~00/o 

(2) Nonresident sharehokler's taxable percentage of pro rata share items 
(see Schedule A, Sedion I, line 12) % 

C What type of entity isthissharehdder 
D. Checkifapplicable: (1) Final K- l  (2) Amended K-1 
IMPORTANT: Refer to Shareholder's Instructionsfor Schedule K-1 before enterinq information from Schedule K-l  on your tax return. 

(a) Pro Rata Shars Items (b)Amount 
1. Ordinary income (loss) from trade or business activities ............................................. 1 (10,000) 
2. Net i n c m e  (lass) from rental real estate activities .................................................. 2 
3. Net i n c m e  (loss) from other rental activtties . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 

4(a) , 
( b) 
(c) 
(dl 
(e) . 

me (loss) (attach schedule) (0 
ction 1231 (other than due 5 

6. Other income (loss) (attach schedule) ........................................................................................ 6 
7. Charitable contributions (attach schedule) and housing for homelessdeduction 

$ (attach Schedule HH) ............................................................................................ 7 
8. IRCSection179expensededuction(attachFederal Form4562 and Kentucky RwisedForm4562) ... 8 
9. Deductions related to portfolio income (loss) (attach schedule) 9 

10. Other deductions (anach schedule) .................................................................................................. 10 

3 
11. (a) Interest expense on ~nvestment debts ................... .. ............ ...... ............................................. l l (a) 

E; 
(b) (1) Investment incomeincluded onlines4(a), 4(b).4(c) and4(0 above ................................... (b)(l) - (2) Investment expenses lncluded on line 10 above .......................................................... (2) 

12. (a) Type of Section 59(e)(2) expenditures 12(a) , ' 

(b) Amount of Section 59(e)(2) expenditures (b) 
13. Tax-exemptinterestinme . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  13 
14. Othertax-exemptincme ....................................................................................... 14 
15. Nondeductible expenses ,.,.,,,,,es.eses.eseseseses....,,.........,........................,........,.................. 15 
16. Property distributions (including cash) other than div~dend distributions reported 

toyouonFormlO99-DIV ............................... .. .................................................... 16 
17. Supplemental information required to be repocted to eachsharehdder (attachschedules) ............. 17 
18. Total divldend dlstrlbutlons pald from accumulated earninqs and profits ................... .... .......... ........ 18 

2 19. Individual shareholder's net distributableshare of taxable income taxed under KRS 141.040 ............... 19 (10.000) 
20. NonrefundableKentuckycorporationincometaxcred~t (KRS 141.420(3)) ........................................ 20 500 
21. RefundableKentuckycorporation incometaxcredit (KRS 141.420(3)(c)) ............................................. 21 --- 
22. Combination of Kentucky Schedule K-1, lines 1 through 5,8 and portions of lines 6 and 10. 

E$z Add Income amounts and subtract (I=$ and deductton arnounts (see instructions) ...................... 22 (10,000) 

$ 2  E 23. Combination of federal ScheduleK-1, lines 1 through 9-11 and portionsof lines 10 and 12. 

, 
Add income amounts and subtract (lass) and deduct~on arnounts (see instructions) ...................... 23 (10,000) 

24. Enterthe differenceof lines 22 and 23 hereand on appropr~ateline on Schedule M 
(see instructions) ......................................................................................................... 24 



Example #3 

Jim Shareholder 

2005 
SCHEDULE K-1 

(Form 720s) 
Depanmnt of Revenue 

Shareholder's Identifying number 
Shareholder's mme, addressand ZIP mde 

I 

KENTUCKY SHAREHOLDER'S SHARE 
OF INCOME, CREDITS, DEDUCTIONS, ETC. 

Taxable period beginnirq , 2005, ending , 200-. 

S Corporation's ldentlfylnq number 

S Corporation's name, address and ZIP code 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 6. Other lncome (loss) (attach schedule) 61 

1 7 Charitable contr~butlons (attach schedule) and houslng for homelessdeddctlon 

I 

A. Sharehdder'spercentageofstockownershipfw tax year ................... .. .......................................................... 20 % 

B (1) Resident shareholder'staxable percentage of pro rata share items ............................................................... 100% 
(2) Nonresient shareholcbr's taxable percentage of pro rata share lterns 

(see S c M u k  A, Sedion I, line 12) 100 % ........................................................................................................................ 
C What t y p e d  entity is this shareholder? Individual 
D. Checkif applicable: (1) Final K- l  (2) Amended K-1 

IMPORTANT: Refer to Shareholder's Instructionsfor Schedule K-1 before enterinq information from Schedule K-l  on your tax return. 

(attach Schedule HH) ................... .. ....................................................................................................... 7 

... 8. IRC Section1 79 expense deduction (attachFederal Form4562 and Kentucky RevlsedFwm4562) 8 

9. Deductions related to portfolio income (loss) (anach schedule) 9 

........................................................................................................ 10. Other deductions (attach schedule) 10 
.......................................................................................... 11. (a) Interest expense on investment deMs l l (a )  

............................. 1 (b) (1) Investment incomeincluded on lines4(a). 4(b), 4(c) and4(f) above (b)(l) 
t C -  - c ............................................................. (2) Investment expenses lncluded on llne 10 above. (2) 1 

(12.  (a) Typeof Sect~on 59(e)(2) expend~tures 12b) 1 

(b)Arnount 
20,000 

(a) Pro Rata Share Items 

(b) Amount of Sectlon 59(e)(2) expend~tures 
13 Tax exemptlnterest~ncome 
14 Othertax exemptlncome 
15 NondeductlMe expenses 
16 Property d~stnbutlons (~ncludmg cash) other than d~vidend d~strlbutlons repotted 

toyou on FormlO99-DIV 16 

17 Supplemental lnfwmatlon requ~red to be reported to each shareholder (attach schedules) 17 

E 

. . 
....................................... 18. Total dlvldend dlstrlbut~ons pald from accumulated earnlnqs and profits 181 

d 19. lndlvldual shareholder s net d~str~butableshareof taxable~ncometaxed under KRS 141 040 .............. 191 22,000 

1. Ordinary income(loss) from tradeor business activities ................................................................... 1 

................................................................................ 2. Net income (loss) from rental real estate activities 2 
3. Net income (loss) from other rental activities ........................................................................................ 3 
4. Portfolio income (loss): 

(a) Interest .............................................................................................................................................. 4(a) 
(b) Dividends .......................................................................................................................................... (b) 

...................... .............................................................................................................. (c) Royalties .. (c) 
(d) Net short-term capital gain (loss) (d) 
(e) Net long-term capital gain (loss) ........................ ( e) 
(f) Other portfolio ~ncorne (loss) (attach schedule) (0 

5. Net galn (loss) under Section 1231 (other than due tocasualty or theft) ........................................... 5 

20. NonrefundableKentuckyc~porationincometaxcredit(KRS141.420(3)) .................... .. ................. 20 

21. Refundable Kentucltycwporation incometaxcredit (KRS 141.420(3)(c)) 21 ............................................. 
22. Combination of Kentucky Schedule K-1, lines 1 thrwgh 5. 8and portions of lines 6 and 10. 

Add income amwnts and subtract (loss) and deduction amounts (see instructions) 22 ...................... 
23. Combination dfederal ScheduleK-1, lines 1 through 9 , l l  and portlonsof lines10 and 12. 

Add income amounts and subtract (loss) and dedwtcon amounts (see instructions) 23 ...................... 
24. Enter the differenceof llnes 22 and 23 here and on appropriateline on Schedule M 

(see instructions) ...................................................................................................................................... 24 

1,265 
--- 

20,000 

20,000 



Example #3 

740 &?@a* KENTUCKY INDIVIDUAL INCOMETAX RETURN 
42A740 Full-Year Residents Only 

For calendar y e s  or 
Department of b v e n m  othertaxaNeyearbeglnn~ng - 2005 and endlng - 200- 

A. Spwrcr Smal Secunry Number I 8. Vwi Swld %curtly Number 

2005 
I 

Name-Last, First ,  Mlddla I n o d  (Jwntor smbnad return, give b n h  names n d  ~n !~a l r l  

Shareholder, Jim 

Malllng Address (Numbs, and Strsn cr PO Bacl Apanmsnt Numb- I-------+ 
- I Cltv,Twn cr Port CXflcc Srata ZIP Code I 

I 

FILING STATUS (see instructions) I POLITICAL PARTY FUND 
1 IX] Single 
2 Marned, filing separately on this combined return. (If both had ! m e . )  
3 Mamed, filingpint return. 

4 Married, filing separate returns. Enter spouse's Social Secur~ty number above 

6 Additions from 
7 Add lines 5 and 
8 Subtraalons fro 
9 Subtract line 8 f 

O Nonitemlzers: Enter $1.910 in Columns Aandlor 

x 20% (.20) ......................................... 25 ' 

Designating $2 will not change your refund or tax due. 
A. Spouse B.Yourself 

Democratic (1) (4) 
Republican (2) (5) 

and full name here. 1 No Designation (3) (6) 

INCOMEITAX 

5 Enter anwunt from federal Form 1040, line 37; 1040A, line 21 or 1040EZ, line 4. 
(If total of Columns A and B is $25.736 or less. you rmy qualify for the Family 
Size Tax Credit. See instructions.) .......................................................................... 5 ' 

E 
YOU Slgnsture(Ifjo1nr orcomblned r l u r n  Wth r u s t  sign) Spouses 4gna~ure Date Slgned 

- 
Tsephone NumWr (daytime) 

Typed or Pnnlea Name of Preparer Other than Taxpayer I D Numw of Prsparet Date 

.. 
g 27 Enter KENTUCKY USE TAX from worksheet in the instrumons ........................................................................... 27 ' 1 00 

28 Add lines 26 and 27. Enter hereand on page 2, line 29. This IS your Total Tax Liability .............................. 28 1 00 

A. Spouse (Use i f  
Filing Status 2 is &ed;ed.) 

0 0 

b Attach a complete copy of federal Form 1040 i fyou received 
5 farm, business, or rental inmme or loss. If not requred, h c k  here. 

Uo you wish to recave 
s pche! ,!ex1 yeas? (d~nch orre) 1 1 Yes 2 NO 

B. Yourjelf 
(or Jolnt) 

0 ; I. the undersigned, declare under penalties of perjury that I have exam~ned rhls return, lncludlng all accnnpanyfng schedules and otatements, and t o t h e  best of my 

2 knowledgeand bel~ef. ft t st rue correct and complete, I also understand and agreethat ourelecton t o f l e a  combined return underthe pcvls lons dRegu la ion  103 KAR 2 17.020will iesulr #"refunds be;ng madepayabierousjo~nt ly and In eech d u s  bengjoint ly and severslly lhablefor all taxes accruing underthlsrerurn 

68,587 00 



Example #3 

FORM 740 (2005) 1 v?ivi.reven~e.kygov Page 2 

REFUNDITAX PAYMENT SUMMARY I I 

2005 Form W-2(s) and other suppo 
(b) Enter 2035 Kentuckyestimated tax 
(c) Enter refundable Kentucky mrpora 

32 If line 31 is larger than line 29, enter AMOUNT OVERPAID (see instructio 
See instructims for a deteiled descrfption o f  fmds. 

34 CHld VlcUms' Trust Fund Contribution 12 $4 Other - 
35 Veterans' Program Trust Fund Contri 
36 Breast Cancer Research and Educati 
37 Add lines 33 through 36 ..................... 
38 Amount of line 32 to be CREDITED T 

39 Subtract llnes 37 and 38 from line 3 

Check i f  Fom 22:O-K attaciied 
(b) Interest (e) Add lines 41(a) through 41(d). Enter here ............ 41(e) ' 

42 Add lines 40and 41(e) and enter here. This is the AMOUNT YOU OWE ................................. 42 

Make chck payable to Kentucky State Treasurer. Write )our Social Security number and 'KY l m m e  Tax-2CO5" on the check. . - 
Staple check on top of attached wage and ta 

SECTION A-BUSINESS INCENTIVE AND OTHER TAX CREDITS 
.............. 1 Enter nonrefundable Kentmky mrporation tax credit (KRS 141.42q3)) 
............. 2 Enter skills training investment credit (attach wpHies) of certifiition) 

3 Enter historic preservation restoration credi 
4 Enter credit for tax paid to another state (attach copy of return(s) filed wlth 

6 Enter recycling andlor wmposting equipment credit (atrxh Schedule RC) ....... 
7 Enter Kentucky Investment Fund credit (attach wpy(ies) of certificat~on) ........... 
8 Enter credit for purchases of Kentucky ooal used for generating electricity ....... 
9 Enter qudifi id research facility credit (attach Schedule QR) ................................ 

10 Enter GED incentive credit (attach Form DAEL-31) ................................................. 
11 Enter voluntary environmental remediation credit (Browrtiilds) ......................... 
12 Enter biodiesel cred 

1 (a) Cre " - 

13 Add lines 1 through 12. C d u m  Aand B. Enter here and on page 1, line 15 ... 1001 
SECTION B-PERSONAL TAX CREDITS Check Regular Check both if 65 or over Check both ~f blind 1 Enternumberof 

airs ror yourse~r: 
boxeschscked 

. . . . . . . . . . . . . . .  al lhn6 I 
n n 2 En~ernumberof 

1 
(b) Credits for spouse: n n n 

Check f qual<fying dePendenlswhO: 2 Dependents: 

. d d  n M  lvrwtth you C ( 9 e ~  ~nstructtons) .. 
F~rr tn -o  L D I ~  namc 1 Soslal  S;sui#ty number 1 to yw I .uc tsxcrcd# i  

1 I I I 1  , 4 , , n I n h a r  dependems 

3 Add total number of cred~ts claimed on lines 1 and 2. Ifmarnedfiling separately on a combfned return Enlw 
(Filing Status 2), each taxpayer must claim ha  or her own credits from line 7, divide the credfts on 

Omendent's IC I~ I IMS~~D zhdd f ~ ~ i a m l l y  I . Ivedw~th you.. I Dapsndantr 

I I 
8 ,  

line 2, and enter the totals in Boxes 3A and 38. All other filers enter the amount from line 3 in Box 38 ....... 
4 Multiply creditson line 3A by S20and enter on line 4A. Multiply creditson line 3B by 120 and 

enter on line 4B. Enter here and on page 1, line 17. Columns A and B .................................................................. 

I 
. . 

I I 

n 

REFUNDS Mail to: Kentucky Department of Revenue, Frankfort, KY 40618-0006. 

PAYMENTS Mail to: Kentucky Department of Revenue, Frankfut, KY 40619-0008. 

I s t  1 I n 

SECTION LFAMILY SIZE TAX CREMT(List the name and Social Security nunter of qualifyin3 children that are not claimed m &pendents in Section B.) 
F r a  name L e a  nomr I Soslal Sosur~ty number I Ftrrt name Last name I Socral Sscur~ty number 

' 3A 
x $20 

4A 

.3B 1 
x $20 

48 20 

Official Use Only 

1 2  EST CF NT P B F  R 



Example #3 

Kentucky Corporation Tax Credit Worksheet 

Complete a separate worksheet tor each WE. Retain for your 
records. 

Name D S CORP for Jim Shareholder 

Address 

1. Enter Kentucky taxable imm 
tram Form 740, Line 11 ..................... 61,730 

2. Entw income included in Line 1 
and taxed under KRS '141.040 .......... 22,000 

3, Subtract Line 2 from Line 1 and 
enter total h e  .................................. 39,730 

4. Enter Kentucky tax on income 
amount on Line 1 ........................... .... 3,396 

5. Enter Kentucky tax on income 
amount an Line  3 ............................. 2,122 

6. Subtract Line 5 from Line 4 ,  If Line 5 
is larger than Line 4. enter zero. 
This is your tax savings it income 
is ignored ........................................A..d 1,274 

7. Enter nonrefundable cwpornticm 
tax paid on income reported on 
~entucky return ................................. 1,265 

8. Enter the lesser of Line 6 or Line 7. 
This is your credit. Enter here and 
on Form 740, Section A, Line 1 ........ 1,265 



Example #3 

Kentucky Corporation Tax Credit Workstreet 

Conjplete a separate worksheet for each PTE. Retain tor your 
record.;. 

Name D, LLC for JIM SHAREHOLDER 

1. Enter Kentuck tnxabk iticome 
f rom Fam 74J, Line 1 1 ..................... 61,730 

2. Enter income rncluded in Litie 1 
and taxed under KRS 141.040 (2,000) ........ 

3. Subtract Line 2 from Line 1 and 
etlter total liere ...................... .. ...... 63,730 

4. Enter Keritucky tax on inconle 
amoiirlt on Line I ............................... 3,396 

5. Enter Kentilcky tax on imome  
amount on Line 3 ............................. 3,512 

6. Subtract Line 5 troni Lttie 4 .  It Line 5 
is larger than Line 4, enter zero. 
This is your tax savings if income 
is ignored. .......................................... 0 

7. Enter nonrettindable corporatior1 
tax paid o n  income reported on 
Kentucky return .............................. 100 

8. Enter the lesser ot Line 6 or Line 7. 
This is your credit. Enter hers dtXl 
on Fortn 740, Section A, Line I ........ 0 



Recap of Lessons Learned from Example Three 

Losses from an upperllower tier are not deductible by the corporation member 
or partner. 

Losses (income) and credit from an upperllower tier do pass through and are 
deductible by the individual partner, shareholder or member. 

Kentucky corporation income tax credit is limited to zero if the entity incurs a 
loss, however, the individual can utilize the loss deduction, subject to 
limitations; i.e., passive loss or at risk limitations. 

In a multi-tier structure, separate calculations for each tier are necessary to 
claim the Kentucky corporation Income tax credit. 

Schedule of income, loss and credit from D, LLC received by D S CORP 

Jim Shareholder 

D, LLC 
Address 
FElN 

Kentucky corporation income tax credit information: 

Line 19-Individual shareholder's net distributable share 
income(loss) taxed under KRS 141.040. 

Line 20-Nonrefundable Kentucky corporation income tax credit 
(KRS 141.420(3) 

Line 21-Refundable Kentucky corporation income tax credit 
(KRS 141.420(3)(~) 

($2,000) 

$1 00 

-0- 



Special Instructions for Multi-Tiered Entities 

As stated earlier, individuals are required to begin the Kentucky individual income 
tax return with federal adjusted gross income (FAGI). FAG1 includes income from 
PTEs that are subject to Kentucky corporation income tax, income from PTEs that 
are not subject to Kentucky corporation income tax such as foreign PTEs, and 
income apportioned to another state (earned by a corporation with Kentucky nexus). 
Information provided to the individual shareholder, partner or owner must include 
adequate data about each tier in the structure for the individual to compute Schedule 
M adjustments to FAG1 for statutory adjustments and to claim the nonrefundable and 
refundable credits including the limitations. 

When completing Schedule K-I, Forms 720S, include on lines 19-21 only income 
subject to tax on the entity's return. Do not include amounts from Part I - Taxable 
income Computation, lines 12 (c) and (d). Provide a separate schedule for income, 
loss and credit the S corporation, partnership, or LLC received as a partner or 
member. Include name, address, FEIN, for each entity and the shareholders' pro 
rata share of items requested for lines 19-21. 

The following two pages are provided as an example of how a spreadsheet can be 
used to accomplish this task and provide other information that the individual 
shareholder, partner or member needs to complete his or her Kentucky individual 
income tax return. Using Excel, the spreadsheet is set up to use information from 
Schedule K and Schedule K-I.  The entity recap page will use federal Schedule K 
information, its own Schedule K items and Schedules K-Is received as a partner or 
member. Once the entity's information is entered, formulas can be developed using 
a separate worksheet for each owner to provide the owners with the net distributive 
share items from each of the tiers. 



Corporation's IdenCfy~ng number 61-1111111 
Corporat~on's name and address DS CORP 

Pro Rata Share items 
Entity ID 1 2. 3. 4. (a) 4. (b) 
Federal I00000 
61-1111111 1 10000 
61-2222222 -1 0000 
total 100000 0 0 0 

Federal 4.(e) 4 . ( 9  5. 6. 7 
61-1111111 
61-2222222 
total 0 0 0 0 

Federal 10. 11. 12. 13. 14 
61-1111111 
61-2222222 
total 0 0 0 0 

Federal 17. 18. 19. 20. 21 
61-1111111 110000 6325 
61-2222222 -10000 500 
total 0 0 I00000 6825 

Federal 24. A B (1) B (2) C. 
61-1111111 
61-2222222 
total 0 0 0 0 



Shareholder Name Percentage Ownership 20% 
Jim Shareholder 

Pro Rata Share items 
Entity ID 1. 2 3 4.(a) 4.(b) 4 ( c )  4.(d) 
Federal 20000 0 0 0 0 0 0 
61-1111111 22000 0 0 0 0 0 0 
61-2222222 -2000 0 0 0 0 0 0 
total 20000 0 0 0 0 0 0 

Federal 4. (e) 4. (0 5. 6. 7 8. 9. 
61-1111111 0 0 0 0 0 0 0 
61-2222222 0 0 0 0 0 0 0 
total 0 0 0 0 0 0 0 

Federal 10 11 12. 13. 14 15. 16. 
61-1111111 0 0 0 0 0 0 0 
61-2222222 0 0 0 0 0 0 0 
total 0 0 0 0 0 0 0 

Federal 17. 18. 19. 20. 21. 22. 23. 
61-1111111 0 0 22000 1265 0 0 0 
61-2222222 0 0 -2000 100 0 0 0 
total 0 0 20000 1365 0 0 0 

Federal 24 A. 8. (1) 8. (2) C. D. 
61-1111111 0 0 0 0 0 0 0 
61-2222222 0 0 0 0 0 0 0 
total 0 0 0 0 0 0 0 



New Filing Requirements 

Do You Have to File a Kentucky Return?-If you were a Kentucky resident for the 
entire year, your filing requirement depends upon your family size, modified gross 
income, Kentucky adjusted gross income and income from self employment. You 
must file if your modified gross income exceeds the amount in Chart A and your 
Kentucky adjusted gross income exceeds the amount in Chart B. 

Modified Gross Income and Family Size 
(Use With Chart A) 

Family Size-Consists of yourself, your spouse if married and living in the same 
household and qualifying children. Family size is limited to four. 

Qualifying Child-Means a qualifying child as defined in Internal Revenue Code 
Section 152(c), and includes a child who lives in the household but cannot be 
claimed as a dependent if the provisions of Internal Revenue Code Section 
152(e)(2) and 152(e)(4) apply. In general, to be a taxpayer's qualifying child, a 
person must satisfy four tests: 

Relationship-The taxpayer's child or stepchild (whether by blood or adoption), 
foster child, sibling or stepsibling, or a descendant of one of these. 

Residence-Has the same principal residence as the taxpayer for more than half 
the tax year. A qualifying child is determined without regard to the exception for 
children of divorced or separated parents. Other federal exceptions apply. 

Age-Must be under the age of 19 at the end of the tax year, or under the age of 24 
if a full-time student for at least five months of the year, or be permanently and totally 
disabled at any time during the year. 

Support-Did not provide more than one-half of hislher own support for the year 

Modified Gross Income-Consists of your federal adjusted gross income, your 
spouse's federal adjusted gross income if living in the same household, plus any tax- 
exempt interest from municipal bonds (non-Kentucky) or any lump-sum distribution 
amount taxed on Form 4972-K. 



Your Modified Gross 
If Your Family Size is: Income is greater than: 

One ............................................. and .................................... $ 9,570 
Two ............................................. and ................................... $12,830 

............................................ ................................... Three and $1 6,090 
...................................... Four or More and ................................... $1 9,350 

Kentucky Adjusted Gross lncome 
(Use With Chart B) 

Kentucky Adjusted Gross Income-Consists of your federal adjusted gross 
income plus any additions and subtractions from Schedule M, Modifications to 
Federal Adjusted Gross Income. 

Chart B 

If Your Filing Status is: 

Your Kentucky 
Adjusted Gross lncome 

is greater than: 

Single Person-Under age 65 .................................... and ................. $ 2,950 
Single Person-Age 65 or over or blind ..................... and ................. $ 4,950 
Single Person-Age 65 or over and blind .................. and ................. $ 6,200 
Husband and Wife-Both under age 65 ..................... and ................. $ 3,950 
Husband and Wife-One age 65 or over ................... and ................. $ 5,600 
Husband and Wife-Both age 65 or over ................... and ................. $ 6,700 

Taxpayers with Self-Employment Income-Must file a Kentucky individual income 
tax return regardless of the amount of Kentucky adjusted gross income used in the 
Chart B if you have gross receipts from self-employment in excess of modified gross 
income for your family size in Chart A. 

TIP: Even though the filing requirements are not met, an income tax 
return must be filed to claim a refund of the Kentucky taxes withheld. 



Nonresidents & Part-Year Residents 

Nonresidents & Part-Year Residents must report income on Form 740-NP. 

Full-year nonresidents must report all income from Kentucky sources (including 
distributive share income, Schedule K-I), from activities carried on in Kentucky or 
from the performance of services in Kentucky and from property located in Kentucky. 

Persons moving into Kentucky must report income received from Kentucky 
sources prior to becoming residents and income received from all sources after 
becoming Kentucky residents. 

Residents moving out of Kentucky during the year must report income from all 
sources while a resident and from Kentucky sources while a nonresident. 

Family Size Tax Credit 

The current low income tax credit is repealed for taxable years beginning on or after 
Jan. 1, 2005. The new Family Size Tax Credit is based on modified gross income 
(MGI) and the size of the family. If total MGI is $25,736 or less, you may qualify for 
Kentucky Family Size Tax Credit. 

TIP: Family Size Tax Credit may be claimed by a resident, nonresident, 
o r  par t  year resident. The credit is no t  p ro  rata but is the full percentage 
based upon modified gross income. 

To claim the credit you must complete Line 20 and Line 21 on Form 740 or 
Form 740 NP. 

STEP ONE-Determine your family size. Check the box on Line 20 to the right of 
the number that represents your family size. 

Family Size-Consists of yourself, your spouse if married and living in the same 
household and qualifying children. 

Family Size 1 is an individual either single, or married living apart from his or her 
spouse for the entire year. You may qualify for the family size tax credit even if you 
are claimed as a dependent on your parent's tax return. 

Family Size 2 is an individual with one qualifying child or a married couple. 

Family Size 3 is an individual with two qualifying children or a married couple with 
one qualifying child. 



Family Size 4 is an individual with three or more qualifying children or a married 
couple with two or more qualifying children. 

Qualifying Dependent Child-Means a qualifying child as defined in lnternal 
Revenue Code Section 152(c), and includes a child who lives in the household but 
cannot be claimed as a dependent if the provisions of Internal Revenue Code 
Section 152(e)(2) and 152(e)(4) apply. In general, to be a taxpayer's qualifying 
child, a person must satisfy four tests: 

Relationship-Must be the taxpayer's child or stepchild (whether by blood or 
adoption), foster child, sibling or stepsibling, or a descendant of one of these. 

Residence-Has the same principal residence as the taxpayer for more than 
half the tax year. A qualifying child is determined without regard to the 
exception for children of divorced or separated parents. 

Age-Must be under the age of 19 at the end of the tax year, or under the 
age of 24 if a full-time student for at least five months of the year, or be 
permanently and totally disabled at any time during the year. 

Support-Did not provide more than one-half of hislher own support for the 
year. 



STEP TWO-Determine modified gross income. 

Under the provisions of KRS 141.010 (8), "Modified gross income" means adjusted 
gross income as defined in Section 62 of the Internal Revenue Code of 1986, 
including any subsequent amendments in effect on December 31 of the taxable 
year, and adjusted as follows: 

(a) Include interest income derived from obligations of sister states and 
political subdivisions thereof; and, 

(b) Include lump-sum pension distributions taxed under the special 
transition rules of Pub. L. No. 104-1 88, sec. 1401 (c)(2); 

WORKSHEET FOR COMPUTATION OF MODIFIED GROSS INCOME FOR FAMILY SIZE TAX CREDIT 

If federal adjustedgross ~ncome IS $25,736 or less, you may qual~fy for the Family Size Tar Cred~t. See Instructions 

(a) Enter your fe8ra l  adjusted gross inmrne from line 5, but not less than zero .................................................. (a) 
(b) Enter your spouse's federal adjusted gross inmme if married filing separate returns and 

l iv~ng in the same household, but not less than zero .................................................................................. (b) 

(c) Enter taxexempt interest from municipal bonds (non-Kentucky) ................... .. ............................................. ( 4  
(d) Enter amount of lump-sum distributions not included in fe8ra l  adjusted g r a s  inmrne 

(federal Form 4972) .................... ........ .................................................................................................................. (d) 

(e) Enter total of lines (a), (b), (c) and (d). This is  your Modified Gross Income. Use this amount to 
........................................................ determine if you qualify for the Family Size Tax Credit .................... ... (e) 

STEP THREE-Use the Family Size Table to look up the percentage of credit 
and enter in the space provided on Line 21. 

STEP FOUR-Multiply tax from Line 19 by the percentage and enter on Line 
21. This is your Family Size Tax Credit. 

Credit 
Percentage 

IS 

1M1 

90 

80 

70 

60 

50 

40 

30 

20 

10 

0 

Four or More 

IS over IS not over 

-- $1 9,350 

19,350 20,124 

20,124 20,898 

20.898 21,672 

21.672 22,446 

22,446 23,220 

23,220 23,994 

23,994 24,575 

24,575 25,155 

25,155 25736 

25,736 -.- 

Fam~ly S~ze 

If MGI . . 
Two 

IS over is not over 

.-- 41 2,830 

12,830 13,343 

13,343 13,856 

13.856 14 370 

14.370 14,883 

14,883 15,396 

15,396 15,909 

15,909 16 294 

16,294 16,679 

1 6,679 1 7,064 

17,064 --- 

One 

IS over IS not over 

--. $ 9,570 

9,570 9,953 

9,953 10,336 

10,336 10,718 

10,718 11,101 

11,101 11,484 

11,484 11,867 

11,867 12,154 

12,154 12,441 

12,441 12,728 

12,728 -.- 

Three 

IS over IS not over 

.-- $1 6,090 

1 6,090 1 6,734 

16,734 17,377 

17,377 18,021 

18,021 18,664 

18,664 19,308 

19,308 19,952 

19,952 20,434 

20,434 20'91 7 

20,917 21,400 

21,400 *.- 



Example I 

Marge and Homer have three children. Marge and Homer file a joint return and have 
a family size of four (4). 

Example 2 

Jane Doe is divorced and has two children who live with her more than one-half of 
the year. Based on the custody agreement, Jane claims the children as dependents 
in even numbered years. Because 2005 is an odd year, Jane's ex-husband, Jerry, 
claims the children as dependents on his 2005 tax return. 

While Jane cannot claim the children as dependents in 2005, she may count the 
children for family size. Jane must list the names and social security numbers of the 
children in Section C on page 2 of Form 740. Her family size is three and she 
checks the box to the right of the number 3 on Line 20. Jane's adjusted gross 
income is $19,975. Using the table, Jane determines that her family size credit 
percentage is 30% and enters the percentage on line 21 in between the 
parentheses. Jane multiplies her tax by the credit percentage and her family size 
credit is $253.00. 

Jerry may not count the children to determine his family size. 

19 Add tax amount(s) In Columns A and 8, line 18 and enter he 
2 20 Check the box that represents your total famlly slze (see lnst 

(tllmg Status 21, each taxpayer must clarm hrs or her own credlts from lrne I, drvrde the credrts on 
line 2, and enter the totals rn Boxes 3A and 38. All other filers enter the amount from fine 3 in Box 38 ....... 

4 Multiply credils on l~ne 3A by $20 and enter on l~ne 4A. Multiply credlts on llne 38 by $20 and 

enter on llne 48. Enter here and on page 1, line 17, Columns A and B ................... , ,,,,,,,,,,,,,,,,,,, ,...,.. 

* 3A 
x $20 

4A 

* 3 B  1 
x $20 

48 20 

SECTION C-FAMILY SIZE TAX CREDIT(L1st the n a m  and Social Secur~ty number of yal~fy~ngch~ldren that are not claimed as dependents In Sectlon B,) 
First nam Last name Smal Secunty numbr 

I I I 
I I 
I I 

flrst nam Last nam 

Janie Doe 

Jesse Doe 

I ~.Lu.. n-1.. I 

Stma1 Sfcunty nurnbr 
%9+99-9991 

999199999? 



Education Tuition Tax Credit-(Effective for tax periods beginning on or after Dec. 
31, 2004.) A credit equal to 25 percent of the amount of the federal Hope 
Scholarship and the lifetime learning credit is available. The credit applies only to 
undergraduate studies, phases out for higher incomes, applies to most higher 
education opportunities within Kentucky and may be carried forward for up to five 
years. 

Answer the questions below to determine your el~glbility for the Kentucky Education Tuition Tax Credit. 
Are any of the expenses claimed in Pan I or Part II of federal Form 8863 from an eligible 
educat~onal lnstltutlon located wlthln the Commonwealth of Kentucky (Kentucky 1nstltutlon)7 .............................. 
Are any of the expenses clalmed on federal Form 8863 for undergraduate stud~es? ............................................... 
Is your Kentucky fillng status single: marrled f~ l ing  separately on a comblned return; or 
marr~ed f~ l ing  ajolnt return? .......................................................................................................................................... 

1. (a) Studznt Name 

7. Tentative education credits. Add lines 2 and 6 ............................................................................ 7 
8. Enter decimal amount from federal Form 8863, l ~ n e  12 ................................................................... 8 

Note: If federal Form 8863, lrne 72, rs blank, skrp Irne 8 andenter amount from llne 7 on lrne 9. 
9. Muklply l ~ n e  7 by  dec~mal amount on line 8 and enter here ........................................................... 9 

10. Muk~p ly  amount on llne 9 by 25% (.25) and enter total here. Thls IS your allowable 
Kentucky Education T u ~ t ~ o n  Tax Credit 

11. Enter the tentative tax from Form 740. 
12. Enter the smaller of llne 10 or line 11 here and on F o m ~  740. page 1. line 23 

(Form 740-NP, page 1, line 23) ........................ ............ ........................................................................ 12 
13. If line 11 is less than line 10. subtract l~ne  11 from ltne 10 and enter here. Thls is the amount 

of cred~t available for carryforward to your 2006 Kentucky return ..................................... ... . . . . . .  13 

Yes 

3. (a) S t h n t  Name 

No 

2. Tentatwe Hope Cred~t. Add amoums on line 1, column (e) and enter here ................................... 2 

(b) Student 
SSN 

, I 

8 8 

, 8 

4. Add the amounts on l ~ n e  3, column ( e )  and entertotal here ........................................................ 4 
5. Enter the smaller of line 4 or 110,000 ........................ .. ................................................................. 5 
6. Tentative Llfetime Learnlng Credit. Multiply l ~ n e  5 by 20% (.20), enter here, and go to Part IV ... 6 

(b) Student 
SSN 

0 c 

0 3 

I I 

L 

L 

(c) Name and Address 
Kentucky lnst~tution 

------------- 
- - - - - -* .- - - -- - - 
----- ~ m,----mvm 

KENTUCKY 

42A740-S24 
EDUCATION TUITION TAX CREDIT 

If you answered "No" to any of the questions above, @ youdonotqual~fyforth~s credit. If you answered "Yes" toallquest~ons 
above, go to Pan II. 

PART ICHope Credit (List only expenees from Kentucky institutions.) 

PART Ill-Lifetime Laarning Credit (Liat  only expetme6 for undergraduate studies a t  Kentucky institutions.) 

PART IV-Allowable Education Credits 

(c) N a m  and Address 
of Kentucky lnstltution 

-. -- - " ~ -  ,-- -- --,em ".,," "." 
"- - "- ""* - - -- -- -"~. W". 

(d) Qlalifmd 
Expews 

(e) Tentat~ve H o p  Cred~t 
(See federal instrudions) 

(d) Qlalifmd 
txpnses 

(e) Tentative lifetime Credt 
(% federal instndcms] 



B L A N K  



Chapter Four - KY Individual lncome Tax Forms & Publications 

New For 2005 

lncrease 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 2005, the standard deduction is $1,910. 

: 

lncrease in the Retirement lncome Exclusion 

For 2005, the retirement income exclusion is $41 , I  10 - Schedule M, Line 10. 

TIP: You do not have to be retired to take advantage of the exclusion. Early 
distributions that are subject to the federal penalty may qualify for the exclusion. 

General Information - Forms 740EZ. 740 & 740NP 

The Kentucky Individual lncome Tax Forms for 2005 reflect several changes. The 
new forms reflect the tax law changes enacted by the 2005 General Assembly. A 
brief overview of each form follows. 

Form 74OEZ-This form has minimal changes. The Family Size Tax Credit 
replaces the Low lncome Credit, and the personal tax credit of $20 is preprinted on 
the form. Breast Cancer Research and Education Trust Fund is now an available 
option for taxpayers to make contributions. 

Form 740-There have been many changes to this form. Cosmetic changes 
include replacing boxes with lines for names, addresses and Social Security 
numbers. There is also space for 2-D Barcode information to be printed. The 
signature space is now on the front of the return. 

In addition to the Family Size Tax Credit mentioned above an Education Tuition Tax 
Credit is available to qualifying Kentucky taxpayers. Both of these credits are 
reported on page 1. Section A - Business Incentive and Other Tax Credits includes 
the tax credits formerly reported on Schedule TC and new credits such as the 
historic preservation restoration credit, biodiesel credit, etc. Schedule TC has been 
discontinued. Because the tax table no longer reflects personal tax credits, Section 
B has been added to the form. In addition, Section C is available to report additional 
qualifying children for the Family Size Tax Credit. The refundable Kentucky 
corporation tax credit is reported in the Refundrrax Payment Summary Section. The 



Breast Cancer Research and Education Trust Fund is also available as an option for 
taxpayers to make contributions on this form as well. 

Form 740NP-The most obvious change to this form is that now it is a three page 
form instead of two. Pages 1 and 2 reflect the same changes found on the 740 as 
listed above. Page 3 includes Sections D and E. Section D reflects income and 
adjustments to income. This closely resembles last years' page 2 of the 740NP. 
Section E has been added to assist in computing Modified Gross lncome for the 
Family Size Tax Credit. As with the 740, the signature area is found on page 1. 

Kentucky Adiusted Gross lncome 

The starting point for the Kentucky Form 740 is federal adjusted gross income. 
Individuals use Schedule M - Kentucky Federal Adjusted Gross lncome 
Modifications to make additions and subtractions from federal adjusted gross income 
to arrive at Kentucky adjusted gross income. Attach sufficient documentation to the 
return to support the adjustments. 

Alternative Tax Return Preparer Identification Number 

PTlNs are not mandatory and preparers can continue to use their SSNs; however, 
use of the SSN is required until the PTlN is received. The PTlN does not substitute 
for the EIN of a firm preparing tax returns. Kentucky will accept the PTlN or the SSN 
on returns filed. 

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. Staple to top page only with two staples. 
Care should be taken to avoid tearing the tax forms and there should not be any 
markings on the return outside of the fields allowed for writing. Wage statements that 
are faxed or copied are not allowable statements. 

TIP: Be careful to attach the W-2's that reflect the amount of Kentucky tax withheld. 

Year 2006 lncome Tax Booklet 

Page 2 of the Form 740 contains a check box to choose whether one wants to 
receive an income tax packet next year for filing the year 2006 return. Please check 
the box on page 2 just above and to the right of the signature line to indicate your 
preference for the year 2006. 



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 2. 

A complete copy of the federal return must be attached if an individual 
received: 

Farm, Business or Rental Income or Loss. 

TIP: It is suggested that the federal return also be attached if you are reporting 
anything out of the ordinary. 

Address Labels 

Each year as part of our cost savings and paper work reductions efforts the 
Department revises the number of packets mailed based upon the type of return 
filed. For 2005, individuals who filed electronically or used an approved computer 
generated software package that printed a 2-D bar code will not receive a packet. 

The Kentucky income tax return packet still contains two labels to use in filing the 
2005 return. These labels contain the individual's name and address. The label also 
includes Social Security number(s) converted to UPC bar-code format. Scanners 
read the bar code to supply receipt information for the Department of Revenue's 
(DOR's) ARTlS telephone system. Attach the label marked for the return in the 
appropriate space on the form filed with the Department of Revenue (DOR) and 
attach the other label to the return address portion of the envelope. Print Social 
Security Numbers in the appropriate information blocks even if using the label. 

Correction to Label 

If the address is incorrect, draw a line through the incorrect information and print the 
correct address. If the name or names have changed from last year, discard the 
labels and print the requested information in the blocks provided. Be sure to print the 
Social Security numbers of yourself and your spouse in the boxes at the top of the 
form. 



TAX TIPS: 

If you are married filing a joint return or separately on a combined return, 
make sure that you enter the names and SSNs in the same order each year. 

If you do not utilize the preprinted label or did not receive one, when filling out 
the name and SSN boxes for the first person (yours) listed on the return, use 
SSN boxes labeled B to enter your SSN. For the second person (spouses) 
listed on the return, use SSN boxes labeled A to enter you spouse's SSN. 

The incomes in columns A and B in the body of the income tax return should 
coincide with the SSNs entered in the SSN boxes labeled A & B. The income 
related to the Spouse labeled A will be entered in the appropriate dollars and 
cents boxes for Column A and the same applies for Column B. 

Envelopes 

Use the yellow envelope for pay returns. 

Use the blue envelope for refund returns and for other returns without 
payments. 

Fold the return in half. This reduces the thickness of the envelope and 
increases the efficiency of the DOR's mail opening equipment. 

Blue and yellow envelopes are available in two sizes, packet size and 10 X 
13, and may be purchased using Kentucky Income Tax Forms Requisition - 
Form 40A727. Practitioners may pick-up reasonable quantities - AT NO 
CHARGE- at Taxpayer Service Centers around the state. 



Where To Get Forms 

Forms and instructions are available at some libraries, post offices, courthouses, 
banks and all Kentucky Taxpayer Service Centers. They may also be obtained by F 

writing FORMS, Kentucky Department of Revenue, Frankfort, Kentucky 40620, or by 
calling (502) 564-3658. 

The DOR is providing most forms at no charge again this year. Use Kentucky 
Income Tax Forms Requisition - Form 40A727, for ordering forms in bulk quantities. 
This form may be requested by contacting a Kentucky Taxpayer Service Center, or 
writing FORMS, Kentucky Department of Revenue, Frankfort, Kentucky 40620. 

Forms on the Internet-You may download forms at www.revenue.ky.~ov; the 
Department of Revenue's website on the Internet. 

TaxFax-Tax Fax has been discontinued. Usage has declined to the point that is 
no longer a viable option. 

Computer Generated Returns-Many computer-generated forms are acceptable 
for filing your Kentucky individual income tax return. Check to be sure your software 
generates an acceptable form. A list of approved vendors is posted on the Kentucky 
Department of Revenue's web page. 

Electronic Filinq Options 

Kentucky continues to see increases in electronic filing methods. Through October 
4, 2005, 858,902 or 50.5% of Kentucky taxpayers filed electronically or by 
telephone. In 2005, the Department received approximately 147,171 returns filed on- 
line. This is approximately a 15% increase over the previous year. 40,929 
taxpayers chose to file using TeleFile. Kentucky also processed 226,255 scannable 
2-D Barcode returns. With the methods listed, approximately 65% of the individual 
tax returns are filed in some electronic format. This results in faster refunds for the 
taxpayers, reduces data entry errors and saves valuable time during the processing 
season. 

TeleFile has been discontinued by the IRS and is no longer available. 



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 DOR's web page. 

2-D Barcode-Computer-generated Forms 740 and 740-EZ will have a computer- 
generated two-dimensional (2-D) bar code. 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. This greatly reduces the amount of time it takes to process the return, 
usually 2-4 weeks and reduces data entry errors for the DOR. 

TAX TIPS: 

Do not mark through or cover the barcode. 

Enter last minute changes into the program and print the return again 
so that the barcode contains the correct information. 

The Department of Revenue (DOR) is encountering many 2-D Barcode 
returns in which all pertinent information is not being supplied. This 
results in letters for additional information being sent to taxpayers in 
order to complete processing. Examples include copies of other 
states' tax returns to verify credit for tax paid to another state, Form 
221 0-K to determine if the non-estimating penalty applies, etc. 

Average Processing Time for Individual Income Tax Returns 

Paper Return without a 2-D barcode: 6 to 12 weeks depending on time of year. 

Paper Return with a 2-D barcode: 2 to 4 weeks any time of year. 

Electronic Filing Return: 7 to 14 working days any time of year. 



Official Use Only 

740-EZ KENTUCKY INDIVIDUAL INCOME TAX RETURN 
42~740-EZ For Single Persons With No Dependents 
Department of Revenue www.revenue.ky.gov 2005 

Your Social Security Number ) 1111111111 
> 
L 
A 
tl 
L 
L 

> 

F g L Y  

POLITICAL Designating $2 will not change your refund or tax due. Mark an X in 
PARTY 
FUND Box 1 for Democratk, Box 2 for k p u b l k a n  or Box 3for No Designation. 0 0 0 

INCOME 1, Enter federal Adjusted Gross Income from Form 1040EZ, line 4. 
This is your Kentucky ModYied G m s  Income (1:572,728 or less, 
see Famrty Size Tax Credrt rn instructruns ) ............................................................ 1 

2. Standard deduction ................................................................................................... 2 

TAX 4. Enter tax from TaxTable or Tax Computation for amount on line 3 ...................... 4 

5. Personal tax credit ..................................................................................................... 5 , 

.............................. 8. Subtract line 7 from line 6. This IS your Income Tax Liability 8 

9. Enter Kentucky Use Tax ........................................................................................... 9 . 
10. Add llnes 8 and 9. Th~s  IS your Total Tax Liabiltty ................................................. 10 
11. Enter Kentuc Income Tax withheld as shown on attached 

......................................................... . 2005 Form W?, Wage and Tax Staternent(s1 11 

12. If line 11 is larger than line 10, enter AMOUNT OVERPAID (see instructions) 12 

I See instructrons for a detaileddescrrptron of funds. 

2 13. a Nature and Wildllfe Fund Contribution (Enteramount checked) 
$2 $5 $10 Other - ............... 

! b Child V ic t im '  Tmst Fund Contribution (Enter amount checked) 
.................................... - $2 $4 Other - 

S c Veterans' Program Trust Fund Contribution ............................... 

f d Breast Cancer &search and Education Trust Fund 
:mi ii 

Contribution ................................................................................... 
3 
V) 14. Add amountscontributed on lines 13a. 13b, 13c and 136 ................................. 14 I T 1  . 
M 

J? 
15. Subtract line 14 from llne12. Amount to be rafunded t o  you 15 9 Irn m1 . .... ! 16. If line 10is largerthan l~ne 11,enter amount you owe. Enclosechck 

% payable to Kentucb State Treasurer. Write your bc ia l  
...................... 3 Securtty nwnber and "KY l m m  T a - 2 M S m  on the check 1 6 6 9 a - mi 

N- I. theundsrslgned, declare mderpenal tasol  pegurythat I haveexarnlmarnismurn. lncludlng any accornpanyng slaremenls, andto 

g me best of my knowledge and bellel, It 1s true, corran and complete 

i ' 4 
Y w r S ~ g n a r u r c  Tsbphont Nlmbsr (dayime) Date S~gnad 

1 T y p d  - h1nt.d N a m e o  fP-par- & h e r T h a n T ~ p a y a r  I D  Number of Pieparer DRI 

Mail to: 1- Kentucky Department of Revenue, Frankfort, KY 40618-0006. a Kentucky Department of Revenue. Frankfort. KY 40619-0008. 



INSTRUCTIONS 

Who May Use Form 740-EZ-Yw may useForm 740-EZ  fall five 
of thefdlowing apply: 

J you were a Kentucky res~dent for the entire year; 
J you are filtng federal Form 1040EZ; 
4 your fillng status IS single: 
.' you do not c lam addlt~onal credtts for be~ng age 65 or over 

bllnd, or a member of the Kentuckb Natlonal Guard at the end 
of 2005; and 

4 you had only wages, salar~es, tips, unemployment 
compensation, taxable scholarship or fellowship grants, and 
your taxable interest was $1,530 or less. 

If you do not meet all five of the above requirements, see Form 
740 instructions. 

When toFile-The 2W5Form 740-EZ must be postmarked no later 
than April 17, 2006, to avoid penalties and interest. 

COMPLETING FORM 740-EZ-For more information, see the 
Generallnsbcrctions. Y w  may also contact the Department of 
Revenue in Franldort at (532) 564-4581 or a Kentucky Taxpayer 
Setvlce Center. 

Please p in t  your numbers inside the boxes with blacklnk. Do not 
use dollarsigns. 

Enter your Social Security numberon your return. To protect your 
pivacy, your Social Security number is not printed on the peel- 
off label that came in the mail. 

Political Party Fund Designation-You may designate $2 of your 
taxes to either the Democratic or Rewblican Dartv if vou have a 

. a <  

taxliabiiity of at least $2. 

LINE-BYLINE iNSTRUCTlONS 

Line l-Enter federal adjusted gross Income from Form 
1040EZ. L~ne  4. (Do not confuse federal adjusted gross income 
with federal taxable lncome shown on the federal return.) If 
$12,728 or less, see instruct~ons for Llne 7 and enter the dec~mal 
amount on Line 7. 

If you are not requlred to file a federal income tax return, enter 
the total income from sources wtthin and without Kentucky. 

Line 2-The standard deduction of $1,910 has been preprinted. If 
your itemized deductions exceed $1,910, it will benefit you to file 
Form 740 and itemize your deductions on Schedule A. 

Line &Compute your tax using the following tax rate schedule. 

I f  taxable ~ncorne IS: Tax before cred~t n: 

$ 0 - $3.000 ............... 2% of taxable incorm 
$3.01 - $4.000 ............... 3% of taxable I n m m  mlnus $30 
$4,001 - 55,000 ............... 4% of taxable l n w m  minus $70 
15,M)l - $8.000 ............... 5% of taxable i nwrm minus $120 
18,Wl - $75,000 ............... 5.81of taxable inwmaminusSl84 
175,M)l and up .................... 6% of taxable i nwrm minus $334 

Example. (Taxableincome) $8,500 x 5.8% - 5184 = 5309 

Note:An op!ana; lax ;able is ava1;able on;;ne a1 www.revmue.ky goa/ 
orby calling ik 3e?arlmeniof Revenue. (5027 564.4581. 

Llne 7, Family Size Tax Credit-For single persons eligible to file 
Form 740-EZ, Kentuckyfamily size is one and Kentucky modified 
gross incomeis equal to federal adjusted gross income. Afam~ly  
size taxcredit is allowed for single persons whose Kentucky modi- 
fied gross income IS not over $1 2,728. Ifover $72,728, you do not 
qualip for this taxcredit. Skip Line 7. 

Enter in the space provided the decimal amount from the follow- 
Ing table. 

Multiply amount on Line 6 by decimal amount. Enter result on 
Line 7. This is your Family Size Tax Credlt. 

Line 9, Kentuclrv Use Tax-Enter 6 percent of out-of-state pur- 

Fam~ly Stze 
One 

If the Kentucky modified 
gross income (Llne 1) is: 

chases for use 1; Kentucky on ?:.h~ch'sales tax vtas not charged 
Include Internet and cataloq p~rchases subscr~pt~ons furnl t~re 

Percent of Tax 
as Family Slze Tax Credlt 

Enter decimal amount 
on Line 7 

carpet, boats, etc. 

over but not over 

$ 0 S 9.570 ......................... 1 .OO (100%) 
$ 9,570 $ 9,953 ......................... 0.90 (90%) 

......................... $ 9,953 $10,336 0.80 (80%) 
$10,336 $10,718 ......................... 0.70 (70%) 
$10,718 $11,101 ......................... 0.60 (60%) 
$1 1.101 $1 1,484 ......................... 0.50 (50%) 
$1 1.484 $1 1,867 ......................... 0.40 (40%) 
$1 1.867 $1 2.1 54 ......................... 0.30 (30%) 
$12,154 $12,441 ......................... 0.20 (20%) 
$12,441 $12,728 ......................... 0.10 (10%) 

Line 11, Kentucky Tax Withhold Enter the amount of Kentucky 
lncome tax wlthheld as sho7m on vour 2W5 waqe and tax state- 
ments. These statements must beittached to vour return. Make 
sure youf~lethecopy designated to beflled iv1t6~ourstate return 
Do not Include amounts v~~thheld ov vour emplover for other 
states. Amounts withheld in other siafes cannot b i  credited to 
your Kentucky Incometax. Local government oxupat~onal l~cense 
01 lncome taxes niun not be Included on L~ne  11 

Line 12-Iftheamount on Llne 11 (Kentucky Tax Withheld) IS more 
than the amount on Line10 (Total Tax Liability), you have an over- 
payment and are due a refund. Subtract L~ne 10 from Line 11, and 
enter the difference on Line 12 as an overpayment. However, if 
your Total Tax Liability on Line 10 IS larger than Ltne 11, you owe 
add~t~onal tax. Subtract Line 11 from Llne 10 and enter on Llne 16. 

L h e l s l f  youshov:an overpaynwnt m Llne12 you maycontr.bute 
to la) IheNatureand Wildlife Fulrl. lbl theChlldVktims' TrustFund 
(c) tne Veterans' Program Trust F& and:or (d) the Breast Cancer 
R w r c h  and Educatbn Trust Fund. Donst~ons are volunOry and 
amounts donated will be deductedfrom yourrefund. 

Enter the amount(s) you w~sh  to contribute on Ltnes 13(a), 13(b), 
13(c) and/or 13(d). The total of these amounts cannot exceed the 
amount of the overpayment. 

Llne16-yoummust pay anytax dueshown on Line 16. Makecheck 
payabletoKentucky StateTreasurer, and attach ~t to your return. 
On the face of the check please write "KY lncwne Tax-2W5 and 
your Social Security number. 

Underpayment of Estimated Tax-If the amount owed is more 
than 30 percent of the income tax liabtlity on Llne 8, you may be 
subject to a penalty of 10 percent of the underpayment of esti- 
mated tax. The minimum penalty is $25. The amount of the pen- 
alty may be calculated on Form 2210-K, whlch may be obtained 
from the Department of Revenue. 

Interest and Penalti-File your return and pay any addittonal 
tax due by April 17. 2W6, to avoid intered and penalties. Seethe 
General lnstructlons or contact the Department of Revenue for 
additional information. 

Note: Penalties but not interest may be reduced or waived i f  
reasonable cause for reduction or  waiver can be shown. 

Signature-Each return must be properly signed by the taxpayer. 



Z4* --* KENTUCKY INDIVIDUAL INCOMETAX RETURN 
Full-Year Residents Only 

9LH14V 
Far calmdar yew or 

Department of Revenm otherlaxatde year b e g l n n n g .  2005 and endlng - 200- 

Name-Lest, First, Mddla ln~tid (Janr or combnad ralurn, glva both namnl md inltlclr) 

> 

I Maling Addresl (Number and Srrcn or PO Box1 

and full name here. No Derlgnatlon (3) (6) q 
INCOMEITAX A. spouse (user B. YOUBW 

5 Enter amwnt from federal Form 1040. line 37; 1040A, line 21 or 1040E2, line 4. Filing status 2 is checked.) (or Joint) 
(If total of Columns A and B is 125,736 or less, you m y  qualtfy for the Family . . 

L 
City T m n  oi Port O(f#ce State ZIP Code 

> 

6 Additions from 
7 Add lines 5 and 
8 Subtractions fro 
9 Subtract line 8 f 

2 17 Enter amounts from page 2, Section 0, lines 4A a d  48 ....................................... 17 
+ : 18 Subtract line 17 from line 16. If line 17 1s larger than line 16, enter zero ............. 18 

19 Add tax amount(s) in Columns A and B, line 18 and enter here ................................... 
P 20 Check the box that repre~nts  your total family size (see instruction5 before wmple t ly  lines 20 and 21) .... 20 

21 Multiply line 19 by Family Size Tax Credit dec~mal amount - . _--_ C- --%) and enter here ................. 21 . 
24 Subtract l~ne 23 from lhne 22 

.......................................... '", from federal Form 2441, line 9 x 20% (.20) 25 ' 
4 26 Income Tar Liability. Subtract line 25 from line 24. If line 25 1s larger than llne 24. enter zero ......................... 26 
g 27 Enter KENTUCKY USE TAX from worksheet in the instrrrt~ons ............................................................................ 27 ' 

FILING STATUS (see ~nstrrrtions) 
1 Slngle 

2 Mamed flllng separately on thls wmblned return (If both had Income) 
3 M a ~ m d  fillngjolnt return 

4 Marned fillng separate returns Enter spouse's Soc~al Securlty number above 

POLITICAL PARTY FUND 
Desgnating $2 will not change your refund or tax due 

A Spouse B Yourself 
Dcm ocrat~c (4) 

Republican (2) ( 5 ) o  

E 
b 

LL YON S~gnalure(lljoint or comlned r t u r n  both must s l y )  Spouse's S~gnalure Date 3gned 
u 

Teephone Numbsr (daflmel 

z 

$ 28 Add lines 26 and 27. Enter here and on page 2, line 29. This is your Total Tax Llablllty ................................... 28 1 1 00 

2 Typed oiPrnrad Name of Preparer Other thsnTaxpnyer I D Number 01 Preparer Date 

; Attach a complete copy of federal Form 1040 i fyou received 
5 farm, business, o r  rental inmme or loss. If not required, check k r e .  

Do you wish to receive 
8 p d e t  nextyew'(rh~k one) 1 YBS 2 N O  

0 ; I, theundsrs~gned, declare under penaiues of perjury that I have examined t h ~ s  return, nc lud~ng  a l l  accompanying schedules and statements, and l o  the best of my 

2 knwledge  and bellef. 11 1s true, correct and complete. 1 also understand and agree that our election l o f e  a combfned return underthe prorilslonr of R e g u l a w  103 KAR 2 17~020wlil result In refunds baing made payableto usjolntly and In each of us beng jo~n t l y  and severally lhablefor all taxes accrulng undar th~s  r6turn. 



FORM 740 (2005) Page 2 

REFUND/TAX PAYMENT SUMMARY 

40 If line 29 is larger than l ~ n e  31, enter ADDITIONAL TAX DUE 

41 (a) Estimated tax p e ~ l t y  

C] Clrch i f  Form 2210 K ,?rra:ili:ci 

(e) Add l1ms41(a) throug 

42 Add lhnes 40and 41(e) and enter here. This is the AMOUNT YOU OWE ........................................... 1 00 
Make check payable to Kentucky State Treasurer. Write F u r  Social Security number and "KY l m m e  Tax-2M5" on the check. 

Staple checkon top of attached wage and tax statements on page 1. 

............. 2 Enter skills training mestment credit (attach mpy(ies) of certifiitlon) 

......................................................... 3 Enter historr: preservation restoration credit 

........................... cility credit (attach Schedule QR) 
(attach Foml OAEL-31) 

....................... rtal remediat~on credit 

boxeschecked 

2 Enter number of 
dependantswho 
. lived w ~ t h  you . . . . . .  

dtd n o t l v e w r h  you 
..... (sea ~ n s ~ r u c ~ o n s l  

I I I 1  , 8 n I other dependents 
I 

3 Add total number of credits claimed on lines 1 and 2. I f  married ffling separately on a combined return En,er total cred,ls 
(Filing Status 2). each taxpayer must claim his or herown credits from line 7, d v ~ d e  the cred~ts on 
Bne 2, and enter the totals ln Boxes 3A and 38. All other filers enter the amount from 11ne 3 in  Box 38 ....... ' 3A 38 

4 Multiply creditson l i m  3A by S20and enter on line 4A. Multiply creditson line 3B by S20and x $20 

t 
x $20 

enter on line 48. Enter here and on page 1, line 17. Columns A and B ..................... ... ................................... 4A 4B 
SECTION CFAMlLY SIZE TAX CREDIT(Llst the name and Social Security number d q ~ l i f y i n g  chldren that are m t  claimed as dependents in Section B.) 
Flrrr name Last nama I Soan1 %curly number 1 F ~ r s l  name Last name ( Socal Scsur~ty number 

I I I 

Official Use Only 

REFUNDS Mai l  to: Kentucky Depaltment of Revenue, Frankfort, KY 40618-0006. 
PAYMENTS Mai l  to: Kentucky Depenment of Revenue, Frankfort, KY 40619-0008. 

1 2  



d 

ADDITIONS TO FEDERAL A. Spouse (Use d F,l,ng Status 2 a drecked) B. Yourself (or Joint) 
ADJUSTED GROSS INCOME Dollars Cents Dollars Cents 

1 Enter interest ircomefrwn bonds ~ssugl by 
other statesand their political subdivlsiom ............ 1 

2 Enter selfemployed health insurance 
deduction from feckral Form 1040, line 2 9  . . 2 

I III 
3 Enter resident adjustment from partnerships 

fid8ariesand S m p r a t i o ,  Schedule K - 1 . .  3 I 

4 Enter federal deprectatton from Form 4562 4 II mi l [ I I l  
5 Other add~ttons (Ilst and enter total): 

(a) 

(b) 
(4 

6 Total AdJit~ons. Enter here and on 
........................................ Form 7 ,  page 1, line 6 6 II ~ m] 

17 SUBTRACTIONS FROM FEDERAL 
PART" ADJUSTED GROSS INCOME 

7 Enter state income w refund or credit 
reported as inmmeonfederal Form 1040 .............. 7 

8 Enter interest incom from U.S. 
....................... govermnt  bondsand m r i t ~ s  II bbl 

9 Erter exdudaMeamuntof retiremsnt inmme 
..... 

10 Enter taxable a m m t  of Social Securlty 
and Railroad Retirement Board bemflts 
from federal Form 1040, linz 20(b) 
(1040A, line 14(b)) .................................................. 10 

11 Enter bng-term a r e  insuramx premium ......... 11 a 1 . 
12 Erter health inswanoe prerriums m t  

prevtously deducted from inwme. Donot 
include premium paid wlth pretm dollars 
(cafeteria plan) ................................... .... ................. 12 

13 Enter resident adjustmnt from partnerships, 
d u c i a r i  d S r p o r a t o n s  S c d e  1 . 13 [=I II 1 1 1 1 7 1 1 1  i. 

14 Enter Kentucky deprectatton from 
revised Form 4562 ................... ... ....................... 14 

15 Other subtractions (list and enter total): 
(a) 

(b) 

(c) 

16 Total Subtractions. Enter here and on 

15 m I . 1  [ m l . m  
Form 740, page 1, ltne 8 .................. .. ............. 16 

2005 
SCHEDULE M 

Form 740 
4 2 ~ 7 4 0  M 

Department of Revenue 

KENTUCKY 
FEDERAL ADJtUSTED GROSS INCOME 

~QplFlCATlONS 
# 

* ) ij atp& f 140. 

Enter narre(s) asshown on tax return. \ ' "; 'y" ' 7 '@ 

C:" * 

4 4 3 -  

Your Social Sccudty Number 



B L A N K  



SCHEDULE A 
Form 740 

Cepartment of Revenue 

KENTUCKY ITEMIZED DEDUCTIONS 

Attach to Form 740. See instructions. 

!,","::I and 
E~~~~~~~ 

............................................ 8. Total taxes. Add lines 4 through 7. Enter here 8 

9. H o r n  mrtaarre lnterest and ~ o l n t s  reported to vou on I 

Entername(s1 as shown on Fwm 7 4 0 ,  page 1 

Do not Include expenses reimbursed or paid by others. 

1. Medical and dental expenses ........................................ 
2. Enter 7.5% (.075) of the amount from Form 740, line 9.... 2 I= 

Taxes 

Nok 

Interest I 
- - 

Expense 
federal Form 1098 ........... .... ................................... 9 

10. H o r n  mrtgage interest not reported to pu o n  federal 

3. Total medlcal and dental. S a t x t  line 2 from line 1. If zeroor less, enter -0. . Z 3 

4. Local Incorm taxes (do not indude state imrn tax) . 4 
5. Real estate taxes ...................... .... .......................... 5 

................... ........... 6. Personal property taxes ........ 6 

N&s: 
Psnonai 
,nreresc 
is nor 
dedwuble. 

SaiessndrJse 7, Other taxes (list) 
r a e s  are nor 

I Form 1098 (if paid to an ~ndivldual, show t h t  person's 

n a m ,  identifying number and address) I / I  
11. Points not reported to you on federal Form 1098 

(see lnstruct~ons for special rules) ................................ 11 
12. Investment interest (attach federal Form 4952 ~f required) 12 

13. Total interest. Add lines 9 through 12. Enter here ...................................... 13 

..................................... 14. Contributions by cash or check 14 
Contributions 15. Other than cash or check (attach federal Form 8283 
Nols. 
Foranycomn- if over 1500) ..................................................................... 15 
buvon of 3250 16. Art~st~c ch r~ tab le  wntrlbut~ons deduction 
Or see (attach w p y  of appraisal) ............................................... 16 
inrrruaions. ...................... .................. 17. Carryover f rompr~or p a r  .. 17 

.......................... 18. Total contributions. Add llnes 14 through 17. Enter here Z 18 

19. Enter amount from attazhed federal Form 4684, 
......................................................... Sect~on A, l ~ n e  16 19 

.... 20. Enter 10% (.lo) of the amount from Form 740, llne 9 20 
21. Total casualty or theft loss(es). Subtract line M from line 19. 

If zero or less enter -O .................................................................................. Z 21 

Job 
22. Unreimbursed employee expensecpb travel, union dues, 

jobeducation, etc (attach Form 21 06 or 2106-EZ d 

Mort Other applicable) 
Mlmellaneous 23. Tax preparation fees ....................................................... 23 
Deduaions 24. Other (investment, safe deposit box, etc.) list- 

25. Add the amounts on lines 22, 23 and 24. Enter here .. 25 
........... 26. Enter 2% (.02) of the amount from Form 740, line 9 26 

27. Total. Subtract line 26 from line 25. I f  zero or kss, enter O- ..................... Z 27 

~ ~ ~ l l o n e o u r  28. Other (see instruct~ons) list 
Dsducllons 28 
Total 
Itemized 
Deductions 29. Add llnes 3, 8. 13, 18, 21, 27 and 28. Enter here ...................................... 29 

* If sngleor married filingjointly and y o u r l m r w f o r  Form f 740, Column B does not exceed $145,950, enter total 
itemized deductions on Form 740, line 10, Colurm B. 1 

I 

I Your Social S e c ~ ~ r i l y  N~rmhcr 

( * All others go to page 2. I 



SCHEDULE A (Form 740) 2005 Page 2 

3 If the amount on Fwm 740, line 9, exceeds $145,950 ($72,975 If married flllng separately on a comMned relurn 
or separate returnsl. sklp Part I and complete Part 11. 

PART I-DIVIDING DEDUCTIONS BETWEEN SPOUSES 

Use this schedule if marbed filing separately on a combined return. 

1. Total itemized deductions f r m  page 1, line 29 .......................... .... ......................................................................................... 

2. Percent of income (Form 740, line 9. Column A) to total income (Form 740, total of line 9, Columns A and B) ................... % 

3. Percent of income (Form 740, line 9. Column B) to total ~ m m e  (Form 740, total of line 9, CoiumnsA and B) ................... % 

4. Percent on line 2 times total deductions entered on line 1 (enter here and on Form 740, line 10, Column A) ...................... 

5. Percent on line 3 times total deductions entered on line 1 (enter here and on Form 740, line 10, Column B) ...................... 

PART II-ITEMIZED DEDUCTIONS LIMITATION SCHEDULE 

Use this schedule ~f the adjusted gross Income on Form 740, line 9, exceeds 0 ($72.975 if married filing separately on a 

combined return or separate returns). 

If marrled filing separately on a combined return, enter 
in Column A the percent of inmme (Form 740, line 9, 
Column A) to total inmme (Form 740, totd of l~ne 9. 
Columns A and 0); enter in Column B the percent of 
i m  (Form 740, lire 9, Column B) to total i n m m  
(Form 740, total of line 9, Columns A and B). 

If single, married filing ajoint return or marriid filing 
separate returns, enter 100% in Column B. % I % 

1. Multiply the amount on Ehedule A, line 29, by the . .... percent of income shown in Columns A andlor B 

2. Add the amounts on Schedule A. lines 3.12 and 21. 
plus any garnbhng losses tncluded on ltne 28 and 
mult~ply by the percent of )name sbwn  n Columns 

Notc Be sure your total gambllng losses are 
clearly dentifled on Ifne 28. 

3. Subtract the amJunt on l~ne 2 from the amount on 
line 1. (If the result is zero, STOP HERE; enter the 

..... amount fromline 1 aboveon Form 740, line 10.) 

... 4. Multiply the amount on line 3above by 80% (.SO) 4. 

5. Enter the amount from Form 740, line 9 .................... 5. 

6. Enter $145,950(572,975 if married filing separately 
on a mmb~ned return or separate returns) ................ 6. 

9. Compare the amounts on l~nes 4 and 8 above. Enter 
......................... the smaller of the two amounh here 

7. Subtract the amount on line 6 from the amount on 
11ne 5. (If the result is zero or kss. STOP HERE; enter 
the amount from line 1 above on Form 740, line 10.) 

..... 8. Mult~ply the amount on line 7 above by 3% (.03) 

7. 

8. 

10. Total itemized deductions. Subtract the amount on 
l~ne 9 from the amount on line 1. Enter the result 

..................................... here and on Form 740, line 10 10. 10. 



KENTUCKY INDIVIDUAL INCOME TAX RETURN 
740-NP Nonresident or Part-Year Resident 
4 2 ~ 7 4 0 . ~ ~  Check if Amended Return [7 Composite Return 

Departmentof Revenue Far calendaryeator a h w r a x a b l a y a a r b e g n n n g ,  2005, a n d e n d n g  200- 2005 
A. S p a r s ' s  Sooal Sacur8ly Number I 8. Vwr Sn:~.i Scsui<ty Number I 

Name-Last, Flirt Mddlc Inluol [Jolntor c m b n c d  return, glvc borh names and 8nltf.Ir 1 

Apanmsnt Nvmbar 

A copy of pages 1 and 2 of your fedsraI income tax retum and all wrpportlng schedUes must Lw attached to Kentucky Fom 740-NP. ; 
0 1, the underrlgnad, declare under penalties of pegury rhar I have examined this return, including all accompanyng schedules and stalements, and Lo the best of my 
; knouvledgeand b e e f  l t l r  true, correcrand complete, I alsoundersrand and agreethat ourelectlonrofllea combned return undertheprwlslons of Regulalon 103 KAR 
5 1 7  020 will result ~n refunds being made payaMero usjanr ly and In each of us be~ng jo~nr l y  and sevaraily lhablefor all taxes accrulng under th~s  return. 

6 

FILING 
STATUS 

(see 
instructions) 

LL YOU Slgnature(lr~olnt orcombined rrurn, born m s r  sgn ]  Spouse's Slgnarure Date Signed 
u 

Telephone Numbsr (dayirns) 
f 
i! 
4 Typed or Prnted Nameor Preparer Other thanTaxpayer I D  Number of Preparer Dare 

1 [7 Slngle 

2 [7 Merned, filing joint return. 

3 [7 Mamed, filing separate returns. Enter spouse's Soc~al Security 
number above and full nam here. 

POLITICAL PARTY FUND 
Designating $2 will not changeyour refund or tax due. 

A. Spouse 8.Yoursolf 

Democratic (1) (4) 
Republican (2) ( 5 )  
No Designation (3) n (6) fl 



FORM 740.NP (2005) a w.revenue.ky.gov Page 2 

REFUNDITAX PAYMENT SUMMARY 

42 Add [mas 40 and 41(e) and enter here. Thls is the AMOUNT YOU OWE ...................................... ( 42 1 1 00 

39 Subtract lines 37 and 38fromllne 32. Amount to be REFUNDED TO YOU .............................. 0 0 

Make chck payable to Kentucky State Treasurer. Wr~te F u r  Soc~al Security number and "KY lmme Tax-2005" on the check. 

40 If line 29 is larger than line 31, enter ADDITIONAL TAX DUE ............................................................................... 40 ' 
41 (a) Est~mated tax penalty (c) Late payment penalty 

Check if Form 2210.K a t l ~ h e d  (d) Late Rllrq penalty 
(b) Interest (e) Add lines 41(a) through 41(d). Enter here ............ 41(e) ' - 

Staple check on top of attached wage and tax statements on page 1 

0 0 

0 0 

1 Enter number of 
boxeschecked 
on lhne 1 ................ 

2 Enter number of 
dependsnls who. 

b e d  w ~ t h  you . ..... 
d ~ d  n o t l v e w ~ t h  you 
(seensrruct~ons) . . .  

SECTION C--FAMILY SIZE TAX CREDlT(List the name and b c ~ a l  Security number of quallfyiq children t h t  are m t  claimed as dependents in Section B.) 

Last name I ~ o c l a l  ~ s c u i ~ t y  number I  rat name Last namc 1 Soc8aI S I c u r f g  number 

i i I 

REFUNDS Mail to: Kentucky Depattment of Revenue, Frankfa ,  KY 406180006. 
PAYMENTS Mail to: Kentucky Department of Revenue, Frankfat, KY 406190008. 



FORM 740-NP (2005) w.revenue.ky.gov Page 3 

SECTION D 
INCOME 

A. Total from Allached 
Fedetal Return 

.................. 06-EZ) 19 

32 Health insurance premiums (see lnstructio 

6. Kentucky 

1 Enter all wages salaries, t ~ p  etc (attach wage and tax statements) 
Do not ~nclwzk mv lng  expense relmbursemn 1 

2 Movlng expense relmbursemnt (attach Sched 2 
3 Interest 3@t 
4 Dlvldends 4 
5 hx&le refunds d u  or offsets of *ate a d  I-I l n w m  taxes ";fqc: 5 
6 A l ~ m n y  recalved ..# ,g 
7 Business lncame or loss (attach federal Schedule C or C EZ) ",%. 2gk* 
8 Captal gain or loss (attach federal Schedule D) r ?  ;..+ 8 
9 Other galns or lossas (attach federal Form 4797) 9 

10 (a) Federally taxable IRA dstribut~ons penslons a d  annultles fo(a) 
(b) Pewon lnmm exclus~on (attach Schedule Pdmore than $47,770) 10(b) 

11 Rents royalties partnersh~ps estates trusts etc (attach federal Schedule E) 11 
12 Farm l n w m  or loss (attach federal Schedule F) 12 

13 Unemploymnt wmpensatlon 13 
14 Taxable b c ~ a l  Secur~ty benefits 14 

15 Gambllng wlnnlngs 15 
16 Other Income (Ilst type and amount) 

16 00 

<: C 
. k \*-'+" 

x * 

;T ,, 

-,. . .  

........................................... 33 Add lines 18 through 32. Total adjustments to income 33 

(a) Enter your federal adjusted gross i n w m  from line 34. Column A, but not less than zero ................... ........... (a) 

(b) Enter your spous's federal adjusted gross income if marr~ed filing separate returns an3 
living in the same household, but not less than zero ............................................................................................ (b) 

34 Subtract line 33 from line 17. This is your Adjusted Gross Income ...................... 34 

35 Divide line 34, Columl B, by line 34, Column A. If amount isequal to or 
greater than 103%. enter 100%. This is your Percentage d Kentucky 
Adjusted Gross Income to Federal Adjusted Gross Income ................................... 35 

(c) Enter taxaxempt interest from mun~cipal bonds (non-Kentmky) ........................................................................ (c) 

(d) Enter amount of lump-sum distributions rat included in federal adjusted gross i na rm 
(federal Form 4972) .................................................................................................................................................... (d) 

(e) Enter total of lines (a). (b). (c) and (d). Th~s 1s your Modifiod Gross Income. Use thisanwunt to 

0 0 
0 0 
0 0 
00 
00 
00 
0 0 
0 0 
0 0 
0 0 

00 
00 
00 
00;' 
0 0 

I 
0 0 

1 001 1 00 

--- . - %  

determi- if you qualihlfor the Famoly Size Tax Credit ................... ... ........................................................... (e) I 1 00 

00 

SECTION E-COMPUTATION OF MODIFIED GROSS INCOME FOR FAMILY SIZE TAX CREDIT 
If federal adJusted gross income is $25,736 or less, you may qualify for the Family Size Tax Credit. See instructions. 

( 

, , 

0 0 
0 0 
00 
00 
00 
00 
0 0 
0 0 
0 0 
00 
0 0) 
00 
00 
0 0 

0 0 



B L A N K  



Schedule P - Kentucky Pension Income Exclusion 

General Overview 

KRS 141 .010 (1 O)(i) provides for the exclusion of pension income distributions. The 
exclusion amount is determined by KRS 141.0105. The limit is adjusted on an 
annual basis for inflation based on the change in the Consumer Price Index (CPI-U). 
Accordingly, the limit for 2005 is set at $41 ,I 10. 

TIP: HB 272 has eliminated the annual adjustment and the exclusion will 
remain for future years at the 2005 amount of $41,110. 

The pension income exclusion applies to each taxpayer separately; therefore, a 
husband and wife may each claim the appropriate exclusion, regardless of filing 
status however any unused amounts may not be shared with hidher 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. 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 .O1 0(10)(i)(3)a; 

"Annuity Contract" has the same meaning as set forth in IRC Section 1035; 
KRS 141 .O1 0(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 
14 1 .O 1 0(1 O)(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 (2005 federal Form 1040 lines 15b 
and/or 16b, and federal Form 1040A lines I I b and/or 12b). 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.), because the 
income is reported on the W-2 Wage and Tax Statement. Disability pensions, 
annuities, and deferred compensation 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 .O1 O(10). 

Lump-Sum Distribution 

Taxpayers must add back to federal adjusted gross income that portion of a lump- 
sum distribution on which taxpayers have elected the 20 percent capital gains rate 
for federal income tax purposes. 

Pension income from a lump-sum distribution that is reported for income averaging 
on federal Form 4972 is eligible for the pension income exclusion. Kentucky Form 
4972-K - Kentucky Tax on Lump-Sum Distributions and Schedule P - Pension 
lncome Exclusion must be completed. 

Pension lncome from the Federal Government and Kentuckv and Kentuckv 
Local Governments 

lncome 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 2004 Schedule P - Pension lncome 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, hislher benefits including the death benefit would remain fully tax 
exempt, because the numerator of the fraction under KRS 141.021 5 would remain 
zero. 



Retirement Benefits that are Exempt Without 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 

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 ,I 10; 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 I b. 



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 2005 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 2005 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. See 
worksheet below and 2005 Schedule P, pages 1 and 2. 

TIP: It is not necessary to prepare this worksheet each year to suppott the exempt 
percentage. 

Year of Retirement (2001) 

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 l(b), column A or 8. If your retirement system 
has computed the exempt percentage, enter the exempt percentage on page 1, line l(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 ................................................... 
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 servlce 
earned after 12/31/97. Do not include purchased service credit under IRC 415(n) .................... .... 

3. Subtract line 2 from line 1. Total months of service before January 1. 1998 ................................... 

.... 4. Divide line 3 by line 1. Enter here and on page 1, line l(b), in the exempt percentage column 88-06% 
Use thfs percentage to determine the amount of pension attributable to service earned 
before 1/1/98. 

Line 1 25 years x 12 = 

Purchased Service Credit Under IRC 41 5(n) 
5years x 12 = 

Line 2 1998 12 
1999 12 
2000 12 
1/1/01 - 7/31/01 - 7 



2. Enter the total of taxable retirement income not included in line l(c) above as reported 
on federal Form 1040, line 15(b) or 16(b) (Form 1040A, llne 1 l(b) or 12(b)). Also report 
other d~sability retirement income or deferred compensation included on federal Form 
1040, ltne 7 (Form 1040A. line 7) ................................................................................................... 2 

SCHEDULE P 
Form 740 
42A740-P 

Department of Revenue 

KENTUCKY 
PENSION INCOME EXCLUSION 

At tach  t o  F o r m  740,740-NP o r  741. 

Use this form to calculate excludable retirement income. 

Complete this schedule and file w i t h  Form 740 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. 

All others,@, you d o  not  need t o  complete Schedule P. See inatructiona for Schedule M, line 9. 

PART I-EXEMPT RETIREMENT INCOME (Do Not  Include Income Fmm D e f e d  Compensation Plans) 

1. Enter on line(a) or (b) the amount of federal. Kentucky stateand Kentucky local government penslon income attrlbutable toservice 
credit earned before January 1,1998, and supplemental U.S. Railroad Retirement Board benefits Included on federal Form 1040, line 
16(b) (Form 1040A, line 12(b)). Also include federal or Kentucky dlsabllity retlrement income attrlbutable to sewlce credit earned 
before January 1,1998. 

(a) If date of retirement is bfore January 1, 1998, enter here. 

2005 
Enter name($ asshown on tax return. 

Name of Payers 

Your Social Securtty Number 

(b) If date of retlrement isalter December 31,1997, see the instructions. 

PART ICOTHER RETIREMENT INCOME (Not Included i n  Line l(c)) 

PART Ill-TOTAL TO BE EXCLUDED THIS YEAR 

3. Enter the lesser of line 2 or $41 ,1 10 ............................................................................................. 3 
4. Add llnes l(c) and 3. Enter here and on Schedule M, line 9 (Form 740-NP, page 3, 

line l q b )  or Form 741, line 11) ..................................................................................................... 4 
Joint filers-Combme lines 4(a) and 4(b) and enter on appropriate form. 

@ Stop here unless you have a lumpsum distribution reported o n  Form 4972-K. 

Form 4972-K File-If line 3 is  less than $41,110, enter the amount o n  Form 4972-K, Part II, line 2. 

Date 
of Retirement 

Total 

Spouse 
A. 

Yourself 
B. 



INSTRUCTIONS-SCHEDULE P 

New i n  2005-The pension exclusion is 100 percent or Use Line l(b) if retired after December 31. 1997. to compute 
$41,110, whichever is less. Retirees of previously exempt the amount of pension income attributable to serv~ce credits 
retirement systems of the federal government. Common- earned before January 1. 1998. Multiply the taxable pension 
wealth of Kentucky, or any Kentucky local government must by the exempt percentage, enter the result (exempt amount) 
compute the amount of pension income attributable to i n  Column A or Column B. Use the worksheet below to  com- 
service cred~t  earned after December31, 1997. This amount pute the exempt petcentage i n  the year o f  retirement. 
wi l l  be Included with other nonexempt pension sources in Note: Subtract the exempt amount from the taxable pen- 
Part II. sion amount and include the d~fference with other retirement 

income In Part II. 
Types of Income Subject t o  Exclusion-All pension and 
ret~rement lncorne p a ~ d  under a written retirement plan is PART Il-Other Retirement l m m a  Line2-Enterthe amount 
eligible for exclusion. This includes pensions, annuities. IRA reported on federal Form 1040 or 1040A of non-lump-sum 
accounts. 401(k) and similar deferred compensation plans. pension and retirement income not reported on line l(c). Also 
death benefits, and other slmilar accounts or  plans. As a gen- include amounts from Schedule M, line 5 (Form 740-NP. 
era1 rule, if the income is reported on the federal income tax page 3, line 16)that reflectpension and IRA bases differenms, 
return, Form 1040, line 15(b) or 16(b); Form 1040A, line l l ( b )  
or 12(b); Form 4972; or is a disability retirement benefit or PART Ill-Total t o  Be Excluded This Year, Line 3-Enter the 
deferred compensation d~stribution reported on Form 1040 lesser of the amount on line 2 or $41,110. 
line 7 or 1040A, line 7, then i t  qualifies for the exclusi 

Line4-Enter the total of lines l(c) and 3. This is your pension 
Form 740NPfilwsreport only pension inc lnwme exclusion. Enter on  line 4 and as follows: Schedule M. 
a resident of Kentucky. e 9; Form 740-NP, page 3, line 10(b); or Form 741, page 1. 

e 11. 
LINE-BY-LINE INSTRUCTIONS 

DEFINITIONS-For use  w i t h  Schedule  P and  t h e  
Column A, Column B-Th~s exclusion 1s for eac worksheet below. 
husband and wife must compute and claim their own exclu- 

SBrvlce Cred,t-Number of months (years) used by your 
slon, regardless of flllng status retlrement system to determlne retlrement benef~ts 

PART I-Exempt Retirement Income--Enter the federally tax- Purchased Senrice Credit-Voluntary purchases of service 
able portion of pension income paid by the federal govern- credit as allowed by your retirement system (1.e.. m ~ l ~ t a r y  
ment, by the Commonwealth of Kentucky, or by  any Kentucky service or prior service with the same or sim~lar system). 
local government. Also include supplemental U.S. Rallroad Note: Purchased t ime is credited based on  the dates of 
Retirement Board benefits reported on Form 1040, line 16(b) service. 
(Form 1040A, line 12(b)) and federal or Kentucky disability 
retirement income included on federal F~~~ 1040, line 7 PurchasedServica Credit (Air- t imetcertain retirementplans 

(Form 1040A, line 7). Do not include income from deferred allow for the purchase of up to f ~ v e  years of service credit 

compensation plans ~n Part I. unrelated to pr io r  work  history.  These purchases are 
commonly known as air-t~me.Air-time is not included in total 

Use Line 1(a) if retired before January 1, 1998, to reportfully service earned after December 31, 1997, regardless of 
exempt pension benefits. when purchased. 

Worksheet  f o r  Federal, Kentucky Sta te  a n d  Kentucky Local Gove rnmen t  Retirees 
W h o  Retired A f t e r  12/31/97 

Complete this worksheet only if you retired i n  2005 or have not computed your exempt percentage in prloryears. 
Keep this worksheet in your records.The percentage wi l l  be used this year and in future years to determine the 
amount of e x e m ~ t  retirement income. 1 

Complete thls worksheet to determlne what percentage of your penslon Income is exempt Thls percentage must be calculated 
for each penslon. 

If your retirement system has computed the exempt amount (earned before January 1. 1998), enter the amount on  page 1, line 
l(b), column A or B. If your retirement system has computed the exempt percentage, enter the exempt penentage o n  page 1, 
line l(b) i n  theexempt percentagecolumn. Use a separateworksheetfor each governmental pension. Reta~n this worksheetwlth 
your tax records. Use the  penentage o n  line 4 t o  compute the exempt polt ion of your pension i n  future years. 

1. Enter total months of service credit including purchased service ..................... ... ........................ 
2. Enter months of servlce credit earned after 12/31/97. Include s~ck leave credited at date of 

retirement, and service credlt from purchase of military and other service earned after 
12/31/97. Do not include purchased credit unrelated to prior work history (air-t~me) ..................... 

3. Subtract line 2 from l ~ n e  1. Total months of servlce before January 1. 1998 ................... .. ............ 
4. Divide line 3 by  llne 1. Enter here and on page 1, l ~ n e  l(b), in the exempt percentage column .... 

Use this percentage to determine the amount o f  pensron attributable to service earned 
before 1/1/98. 



Kentucky Net Operating Loss Application for Income Tax Refund 

Tips for Computing the Kentucky Net Operating Loss Deduction 
F 

For taxable years beginning after December 31, 2004, a Kentucky Net Operating 
Loss Deduction (NOLD) may be carried forward 20 years. 

Use Kentucky adjusted gross income, itemized deductions, business and non- 
business income and losses to compute a Kentucky NOLD. 

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 & pension income exclusions that 
are a subtraction on Schedule M cannot be included as nonbusiness income for 
Kentucky purposes. Kentucky itemized deductions must also be used. 

On Schedule KNOL - Computation of Kentucky Net Operating Loss, lines 1 
(Kentucky Adjusted Gross Income) & 2 (ItemizedKtandard Deduction) are 
combined. Line 3 should equal taxable income reported on the return. One 
common error on this form is not adding the two negatives. Itemized deductions 
must be subtracted from positive income and added to negative (loss) income. 

PRIOR YEARS-Use the 2004 Form 1045-K instead of Form 740-X for faster 
refunds. Kentucky will accept this form beyond the one-year filing period allowed by 
the Internal Revenue Service. Attach copies of federal Form 1040X to Kentucky 
Form 1045-K. Additionally, when submitting Form 1045-K and supporting 
documentation make sure that the Form 1045-K is on top. This expedites 
processing. 
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SCHEDULE KNOL KENTUCKY NET OPERATING LOSS SCHEDULE 
4ZA740-KNOL Attach to Form 740, Form 740-NP or Form 741. 

Depanment of Revenue 
Effective 2005, net werating losses will be available for carryforward only. 

2005 

Adjurtm*ntr 
4. Enter ywr  mnbus~nsss capital losses (enter m a pos~tive number) . 4 
5. Enter your ranblslnesscapital gam (seefeckral1045 ~ r s t r ~ t ~ o n s ) .  5 
6. If l~ne 4 is more than line 5 ,  enter dlfference; otherwise, 

enter zero ........................................................................................... 6 
7. If line 5 is more than Ilne 4, enter dlfference; otherwlse, 

11. If line 8 is m r e  than line 10, enter difference; otherwise, enter zer 
12. If line 1 0  is more than line 8, enter difference (but do not 

he loss from federal 
(Estates and trusts, enter the loss from Form 741, Schedule D. 
line 18.) Enter asa positive number ............................................. 21 

22. If llne 20 1s more than llne 21, enter the difference; otherwlse, enter -0- .22  

25. Net operating I m s  from 
26. Add lines 1 1 , 1 9 , 2 3 , 2 4  ard 25 

Note: If l ~ne  27 is zero or more, you do not have a net operating loss. 

INSTRUCTIONS FOR SCHEDULE KNOL-Computation of Net Operating L o a s  

Purpose of Schedule--Schedule KNOL IS to be used by  an individual, estate or trust to compute a Kentucky net operating loss 
(KNOL) deduct~on. 

Net Operating L-For 2005 and future years, the carrybackof net operating losses to prior years wi l l  no longer be allowed. Net 
operating losses may be carried forward for up to 20 years. Documentation to substantlate any loss must be available to the 
Department of Revenue upon request. 

Line 8-Nonbusiness deductions are those not connected w ~ t h  a trade or busmess 

The standard deduction from l~ne  2 above is allowed as a nonbus~ness deduct~on ~f you do not Itemize deduct~ons. Itemized deduc- 
tions are usually nonbusiness except for casualty loss deductions and any employee expenses. See federal Form 1045 for further 
instructions. 

Line 9-Nonbusiness income (other than capital gains)-Include income that is not from trade or business. Examples are div~dends. 
annuities and interest on investments. See federal Form 1045 for further instructions. 

Lines 18 and 19-Adjust this amount by  the appropriate addition or subtract~on entered on Schedule M. For more information, see 
federal regulation Sect~on 1.172-3 and federal Publication 536. Net Operating Losses. 

TIP: Line 3 should equal taxable income on the Kentucky return. 
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Extensions 

Kentucky individual and corporation income tax returns for the 2005 calendar year 
must be filed with the Department of Revenue on or before April 17, 2006, unless an 
extension is obtained. 

Form 40A102 (10-04) - Application for Extension of Time to File Individual, 
Partnership and Fiduciary lncome Tax Returns for Kentucky follows on page 51. 
Because 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 17, 
2006. You must attach a copy of Form 40A102 to the return, if a Kentucky extension 
is used. 

Federal Extension 

Kentucky accepts the automatic six-month extension available from the IRS. 
Individuals who receive a federal extension are not required to request a separate 
Kentucky extension. Such persons can meet the requirements by attaching a copy 
of the application for an automatic federal extension to the 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 lncome Tax - 2005" 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 (10-04) - Application for Extension of Time to File Individual, 
Partnership and Fiduciary lncome 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 lncome Tax Return. 



Military Personnel Eligible for Combat Zone Extension and Other Tax Relief 
Items 

Extension to  File and Related Issues - Federal-Internal Revenue Code Sections 
1 12 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. 

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 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 141.21 5 & KRS 141 .I 75) 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 
persons serving in the combat zone on January 1, 2006, to April 17, 2006, 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 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 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 an individual 
who is serving in the 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. 

Taxpayers who receive a Notice of Tax Due should return the notice 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. 
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40A102 (1 0-05) 
Commonweaith of Kentucky 
DEPARTMENT M REVENUE 

Application for Extension of Time to File 
Individual, General Partnership and Fiduciary 

Income Tax Returns for Kentucky 

COMPLETE ONLY IF NOT FILING FEDERAL EXTENSION 

t SEE INSTRUCTIONS FOR PAYMENT REQUIREMENTS 

INSTRUCTIONS: Taxpayers who request a federal extension are not Use this form ~f you (1) are requesting a Kentmky extenston of tlme to 
required to flie a separate Kentucky extension. The requirementsmay fik (complete Section I): (2) are requesting a Kentuckyextenslon and 
be met by attaching federd Form 4868 (automatic extenson) to the deslre to m&e a payment prior to me due date (complete Sections I 
Kentucky return. and 11). or (3) have a federal extension and desire on1 to make a 
Interest at the "tax anterest rate" applies to any tax paid after ~ e n t d b  payment prior to the duedate (complete and sugmlt section 

the or1 lnal due date of the return If the amount of tax pad  by the 'I Only)' 
o r i g l J d u e  date is less than 75 percent of t k  tax due, a late payment 
peralty may be assessed (rnnimum penalty is $10). Interest and late Yoo wiii be mtif iedoniy I t h e  application for extension is  denied. To 
p a p n t  penalty charges can be avolded by remtttlng payment wlth avoid the late 8ing penalty, a copy of this form must be attached to 
the Extens~on Payment Voucher below by the due date. y o w  return when filed. Keep a copy k r y o u n e K  

SECTION I (Please pnnt or type name and address ~n block below.) 

Check type of return: 

lndlvidual(740 o r  740-NP) 
General Partnership (765-GP) 

F ~ d u c ~ a r y  (741) 

Soc. Sec. No. o r  Employer ID No. 

A SIX-month extension 1s requested for  f ~ l l n g  the Income tax return o f  the above-named taxpayer(s) for  the taxable year 
ended 

REASON FOR REQUEST (A reason mus t  be glven before any request can be cons~dered lnab~ l l t y  t o  pay tax l~abl l l ty  1s n o t  a v a l ~ d  
reason ) C 

;, 
,s* Q * 

* ) i  &a$ ! ? r  
1 48 

V @% 

1' *'it<i&> 

Sgnature cftaxpayer Date Preparer otherthan taxpayer Date 

P Mail to: Kentucky Department of Revenue, P.O. Box 1190. Frankfort. KY 40602-1190 < 

DENIED: Late (postmarked after return due date) Other: 

You will be notified only if the application for extension is denied. To avoid the late filing penalty, a copy of this form must be 
attached to your return when filed. Keep a copy for yourself. 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
COMPLETE ONLY F MAKING PAYMENT 

KENTUCKY 
SECTION II EXTENSION PAYMENT VOUCHER 

Last name First name(lolnt or cmblned return glvs both names andln~l>al$) Your Soclal Securlly number 

Mailing address (number and street or P 0 bax) Apartment number Spouse's Soclal Security number 

Oty. town or post offlce 

Make check payable to: Kentucky State Treasurer 

Mall to: Kentucky Department 01 Revenue 
P.O. Box 1190 
Frankfort KY 40602-1190 

State 

Enter payment amount here ........ 
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Department of Revenue Concerns for Practitioners 

Fill-in-the-blank forms will be available on the internet for most of the 
individual income tax forms. 

Tax Practitioners should advise e-filers not to send a copy of the return with 
the payment. Mail payments with Form 740-V to ensure processing to the 
proper return. The check should include the SSN(s) and the tax year. 
Numerous individual income tax return copies (the second return mailed with 
the payment) are processed as original returns. This results in the original 
return being billed for non-payment. 

Attach forms together with one staple in the upper left hand corner to Forms 
740 or 740 NP in the following order: 

Pages 1 & 2 of the form; 
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 will delay 
the processing of the return. 

Wage and Tax Statements should be attached to Forms 740-EZ, 740 or 740- 
NP on Page 1 of the tax return. Staple to top page only with two staples. Care 
should be taken to avoid tearing the tax forms and there should not be any 
markings on the return outside of the fields allowed for writing. Wage 
statements that are faxed or copied are not allowable statements. 

Envelopes: 

Use the yellow envelope for pay returns. 
Use the blue envelope for refund returns and for other returns 
without payments. 
Fold the return in half. This reduces the thickness of the envelope 
and increases the efficiency of the Department's mail opening 
equipment. 

Provide all of your clients with copies of the taxpayer's income tax return 
including copies of all applicable schedules and wage and tax statements. 

The social security numbers are not on the pre-printed labels. The social 
security numbers should be printed in the appropriate boxes on the returns. 



Use the pre-printed labels, if correct, as it speeds up processing and helps 
with accuracy. 

rr Changes in filing status may render the pre-printed label unusable. For 
example, if the filing status for the prior year was married filing jointly and the 
current filing status is single. 

When applicable, use Form 2210-K - Underpayment of Estimate Tax By 
Individuals to calculate any underestimated tax penalties or to claim a waiver 
of penalty. Check appropriate box on Forms 740 when Form 2210-K is 
attached. 

If a pay agreement is needed, attach Kentucky Individual Income Tax 
Installment Agreement Request (or statement) to front of return. 

rr Attach copies of returns for other states when credit is claimed for taxes paid 
to another state. A supplemental statement signed by the tax manager of an 
s-corporation or partnership is also accepted. Without a copy of the other 
state's return, DOR employees must request these copies, which delay the 
processing of the taxpayers returns. 

rr Attach a copy of the letter sent to the taxpayer from DOR when responding 
for a client. This ensures the correspondence will be matched to the return 
and completion of the return's processing will be resumed promptly. 

rr When filing amended income tax returns attach all schedules that are affected 
by changes. 

Attach wage statements to 2-D barcode returns. We have received numerous 2004 
2-D barcode returns that did not have wage statements attached. Although the 
information is in the barcode, the wage statements need to be attached for 
verification of withholding. 



Cha~ter  Five - 2005 Session of the KY General Assemblv 

Tax Law Changes Enacted by the 2005 General Assembly - General Overview 

The 2005 Kentucky General Assembly created, amended or repealed numerous 
statutes. A total of 743 bills and 308 resolutions were introduced. In the end, 172 
became law, an enactment rate of 23.15 percent. The governor vetoed one bill and 
13 items in the budget bill. Eighteen bills had substantive tax implications, with some 
affecting more than one tax. This review describes the tax portion of each bill. 
Effective dates are shown when specifically stated in the legislation. Otherwise, 
changes are effective June 20,2005. 

Administrative 

Department of Revenue Reorganization-The Revenue Cabinet is abolished and 
the Department of Revenue (DOR) within the Finance and Administration Cabinet is 
created. The bill also establishes major divisions within the DOR. (SB 49) 

Electronic Records-DOR auditors may request taxpayer records in an electronic 
format when taxpayers already have them in such a format. (HB 497) 

Fraud-The definition of fraud is clarified to mean not only a taxpayer's failure to file 
required information, but also a taxpayer's intentional filing of false information. (HB 
497) 

Utility Gross Receipts License Tax-The utility gross receipts license tax, which 
the department begins administering for local school districts in July 2005, is 
required to be filed and paid electronically. A taxpayer may request a waiver of this 
requirement. The bill also permits the DOR to share utility gross receipts license tax 
information with the school districts on a confidential basis. (HB 497) 

Refund Claims-This bill amends various statutes to clarify that a taxpayer must file 
an individual refund claim setting forth the specific grounds upon which the refund 
claim is based. Tax refund claims may not be obtained by a class action lawsuit and 
the filing of a class action lawsuit does not constitute the timely filing of a refund 
claim for each member of the alleged class. (HB 498) 



Corporation Income Tax 

Corporation Income Tax Base Expansion-(Effective for tax periods beginning on 
or after Jan. 1, 2005.) The corporation income tax base is expanded to include all 
limited liability entities (corporations, LLPs, LLCs, including single member LLCs, 
limited partnerships, and S corporations). 

General partnerships and sole proprietorships will not be subject to the expanded 
corporation income tax. Publicly traded partnerships and their limited partnership 
and limited liability company affiliates will be taxed as general partnerships. There is 
no pass-through of income, loss or credit to nonindividual owners of pass-through 
entities subject to corporation income tax. Individual partners, members or 
shareholders of pass-through entities subject to corporation income tax will receive 
credit for tax paid at the entity level. (HB 272) 

Rate Reduction-(Effective for tax periods beginning on or after Jan. 1, 2005.) The 
top corporate rate is reduced and lower brackets expanded. The 4 percent bracket 
applies to taxable net income up to $50,000 and the 5 percent bracket applies to 
taxable net income between $50,000 and $100,000. For taxable years beginning on 
or after Jan. 1, 2005, and prior to Jan. 1, 2007, the top corporate rate will be 7 
percent on all taxable net income over $100,000. For tax years beginning on or after 
Jan. 1, 2007, the top rate will be 6 percent on all taxable net income over $100,000. 
(HB 272) 

Reference to Internal Revenue Code (IRC)-(Effective for tax periods beginning 
on or after Jan. 1, 2005, except where otherwise indicated.) The IRC reference date 
is updated to Dec. 31, 2004, except that depreciation and Section 179 expenses are 
calculated based on the IRC in effect on Dec. 31, 2001. By updating the reference 
date, Kentucky's tax laws conform more closely with federal laws, providing ease of 
filing for taxpayers and ease of administration for the DOR. (HB 272) 

Alternative Minimum-(Effective for tax periods beginning on or after Jan. 1, 2005.) 
Taxpayers must pay the greater of the income tax, the alternative minimum tax or 
$175. Taxpayers may choose between two methods to calculate the alternative 
minimum: 9.5 cents per $100 of the corporation's gross receipts or 75 cents per 
$100 of the corporation's Kentucky gross profits. Kentucky gross profits mean 
Kentucky gross receipts reduced by returns and allowances attributable to Kentucky 
gross receipts, less Kentucky cost of goods sold. Cost of goods sold includes direct 
labor and the cost of specialized transportation for gasoline and special fuels. (HB 
272) 

Mandatory Nexus Consolidated Returns-(Effective for tax periods beginning on 
or after Jan. 1, 2005, except as otherwise noted.) All corporations with nexus in 
Kentucky that are connected through an ownership interest of 80 percent or more 
must file a consolidated Kentucky return. This includes the expanded definition of 
corporation, with limited liability entities included in the affiliated group. (HB 272) 



Intangible Property, Management Fees and Other Related Party Expenses- 
Certain deductions relating to transactions with one or more related members of an 
affiliated group may be disallowed unless: 

1. The corporation and the related member are included in the same 
consolidated Kentucky corporation income tax return for the relevant taxable 
year; 

2. A disclosure is made and evidence provided to establish that the transaction 
was at arm's length, that the payment made to a related member was subject 
to income tax in another jurisdiction, and the related member has substantial 
business activities other than the management or ownership of intangible 
property; or, 

3. The DOR and taxpayer agree in writing to an alternative method of 
apportionment. (HB 272) 

Doing Business Nexus Standard-(Effective for tax periods beginning on or after. 
Jan. 1, 2005.) The nexus standard in Kentucky is changed from a physical presence 
standard to a doing business standard. (HB 272) 

Net Operating Losses (N0L)-(Effective for tax periods beginning on or after Jan. 
1,2005.) Corporations may no longer carry NOLs back to previous years. (HB 272) 

Multiple Taxing Jurisdictions (Apportionment)-(Effective for tax periods 
beginning on or after Jan. 1, 2005.) All limited liability entities subject to corporation 
income tax that do business within and without Kentucky and general partnerships 
that do business within and without Kentucky will be required to utilize a three-factor 
apportionment formula to apportion income to Kentucky. (HB 272) 

Phase II Tobacco Payments-(Effective for tax periods beginning on or after Jan. 
1, 2005.) State funds that may be paid out as an addition to or a replacement of 
Phase II tobacco payments are exempt from corporation income tax. (HB 272) 

Conversion-An ordinary corporation may convert to a nonprofit, nonstock 
corporation under KRS Chapter 273. (SB 142) 



Corporation License Tax 

Repeal-(Effective for tax periods ending on or after Dec. 31, 2005.) The 
corporation license tax is repealed. Returns and tax for prior periods remain due. 
The anticipated increases resulting from the Illinois Tool Works court decision, 00- 
Cl-623, will not apply for any year. (HB 272) 

Economic Development Incentives and Credits 

New Limits on  Kentucky Investment Fund Act (KIFA) Credits-(Effective July 1, 
2005.) KlFA tax credits available to any single investment fund are limited to $1.3 
million for all investors and all taxable years. Total KlFA tax credits available for all 
investors in all investment funds shall not exceed $5 million per fiscal year. (HB 267) 

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 tax. The 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. (HB 272) 

Environmental Remediation (Brownfields) 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 credit against corporation or 
individual income taxes in a maximum amount of $150,000. (HB 272) 

Environmental Stewardship Credit-(Effective for tax years ending on or after 
Jan. 31, 2007.) A 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. (HB 272) 



Biodiesel Credit-(Effective for tax periods beginning on or after Jan. 1, 2005.) 
Credits 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. 
(HB 272) 

Recycling Tax Credits-(Effective for tax periods beginning after Dec. 31, 2004.) 
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 50 percent of the 
cost of new and expanded recycling equipment, limited each taxable year to 50 
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 Jan. 1, 2005 or $2.5 million, 
whichever is less. 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. (HB 272) 

Historic Preservation Credit-(Effective for tax periods ending on or after Dec. 31, 
2005.) This bill allows a credit 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 is capped at $3 million annually, with each individual owner-occupied 
property receiving no more than $60,000. (HB 272) 

Enterprise Initiatives 

Enterprise Initiative Act-(Effective Jan. 1, 2006.) A new statewide tax incentive 
program replaces the Enterprise Zone program. It extends to eligible companies the 
opportunity to receive refunds of sales and use tax paid on the purchase of building 
materials and research and development materials. The bill limits eligible 
expenditures to tourist attractions, services, technology, manufacturing and 
company headquarters in any industry. The plan gives preference to companies in 
existing enterprise zones; the minimum investment is $1 00,000 for companies within 
enterprise zone boundaries; $500,000 elsewhere. It also creates a statewide cap in 
each year of $20 million for building materials and $5 million for research and 
development on all approved projects. (HB 272) 



Individual Income Tax 

Reference to IRC-(Effective for tax periods beginning on or after Jan. 1, 2005, 
except where otherwise indicated.) This bill updates the IRC reference date to Dec. 
31, 2004, with three exceptions, as the basis for Kentucky income taxes. The 
exceptions are: (1) for property placed in service after Sept. 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; (2) the provisions of the Military Family Tax Relief Act of 
2003, Pub. L. No. 108-121, are effective on the dates specified in that act; and (3) 
Kentucky will not allow the deduction for sales and use taxes in lieu of state income 
taxes. By updating the reference date, Kentucky's tax laws conform more closely 
with federal laws, providing ease of filing for taxpayers and ease of administration for 
the DOR. (HB 272) 

Family Size Tax Credit-(Effective for tax periods beginning on or after Jan. 1, 
2005.) Low-income taxpayers will have increased relief. The current low income tax 
credit is repealed for taxable years beginning on or after Jan. 1, 2005. The new 
Family Size Tax Credit is based on modified gross income (MGI) and size of the 
family household up to four members. Single and married taxpayers whose MGI is at 
or below federal poverty level for the family size will receive 100 percent tax credit. 
For 2005, MGI levels that qualify for the 100 percent tax credit are as follows: 

Size of Family Unit 
1 
2 
3 
4 

Amount 
$9,570 

The Family Size Tax Credit provides benefit to individuals and families at incomes 
up to 133 percent of the federal poverty level, through a phasedown of the credit. 
(HB 272) 



Rate Reduction-(For taxable years beginning after Dec. 31, 2004.) The tax rate for 
taxable income between $8,000 and $75,000 drops to 5.8 percent with taxable 
income over $75,000 continuing to be taxed at 6 percent. (HB 272) 

Net Operating Losses (N0L)-(Effective for tax periods beginning on or after Jan. 
1, 2005.) Individuals may no longer carry NOLs back to previous years. (HB 272) 

Phase II Tobacco Payments-(Effective for tax periods beginning on or after Jan. 
1, 2005.) State funds that may be paid out as an addition to or a replacement of 
Phase II tobacco payments are exempt from individual income tax. (HB 272) 

Pensions- (Effective Jan. 1, 2005.) The pension exclusion is capped at $41 ,I 10, 
the 2005 amount, and KRS 141.105, which provided for the cost of living 
adjustment, is repealed. (HB 272) 

Education Tuition Tax Credit-(Effective for tax periods beginning on or after Dec. 
31, 2004.) A credit equal to 25 percent of the amount of the federal Hope 
Scholarship and the lifetime learning credit is available. The credit applies only to 
undergraduate studies, phases out for higher incomes and applies to most higher 
education opportunities within Kentucky. (HB 272) 

Health Savings Accounts-(Effective for tax periods beginning on or after Jan. 1, 
2005.) As a part of the IRC update, Kentucky allows the same tax advantages 
currently available at the federal level for health savings accounts. Benefits include 
permitting pretax treatment of contributions to health savings accounts and more 
potential uses of funds than are allowed with flexible spending accounts. (HB 272) 

Refund Designation-Taxpayers may now contribute all or a portion of their 
individual refund to the Breast Cancer Research and Education Trust Fund. The 
fund replaces the Bluegrass State Games and U. S. Olympic Committee Fund on 
the Kentucky individual income tax returns. (HB 7 ) 

Property Tax Chanqes 

Property Owned by Another State-(Effective July 1, 2005.) All real and personal 
property owned by another state and used exclusively for public purposes is exempt 
from taxation if that state comparably exempts the commonwealth's property. 
(HB 267) 

Local School Districts-(Effective July 1, 2005.) Local school districts that are 
deemed hold harmless pursuant to Fiscal Year 2005-2006 Support Education 
Excellence in Kentucky (SEEK) tentative calculation shall not be required to levy a 
property tax rate lower in Fiscal Year 2005-2006 than the previous year's rate. 
(HB 267) 



Intangible Property Tax Repealed-(Effective Jan.1, 2006.) Most intangible 
property taxes are repealed, other than some of the intangible taxes paid by financial 
institutions and other businesses. (HB 272) 

State Real Property Tax Rate-(Effective for tax years beginning on or after Jan. 1, 
2005.) Revenue and assessment growth resulting from new property is excluded 
from the 4 percent growth limit established by HB 44. (HB 272) 

School Funding-(Effective for assessments on or after Jan. 1, 2006.) A district 
board of education may levy a general tax rate that produces revenue from real 
property, exclusive of revenue from new property, that is 4 percent over the amount 
of revenue produced by the compensating rate as defined in KRS 132.010. (HB 272) 

Biotechnology Products-(Effective Jan. 1, 2002.) Biotechnology products are 
exempted from assessments for local property taxes and provides a definition of 
biotechnology products. (HB 308) 

Barge Lines-(Effective Jan. 1, 2001 to Jan. 1, 2006.) This bill simplifies the ad 
valorem reporting and payment requirements of affected commercial watercraft 
companies. (HB 350) 

School Tax Recall-(Applies to orders, ordinances, resolutions or motions passed 
after July 15, 2005.) A school tax recall petition in a district in a consolidated local 
government must include 5 percent of registered and qualified voters voting in the 
last presidential election. Each sheet must include names of voters from one 
precinct and an invalid signature shall not disqualify the entire page but result in 
striking the invalid signature only. (SB 13) 

Airport Authorities-KRS 382.135 now exempts deeds conveying real property to 
airport authorities from certain filing requirements. (SB Ill) 

Environmental Remediation (Brownfields) Incentive-(Applies to tax years 
beginning on or after Jan. 1, 2005.) This bill reduces the real property tax rate to 
.015 cents per $100 of value for approved properties for three years. (HB 272) 



Cha~ter  Six - Other Chanaes to Individual Income Tax 

F 
Rate Reduction-(For taxable years beginning after Dec. 31, 2004.) The tax rate for 
taxable income between $8,000 and $75,000 drops to 5.8 percent with taxable 
income over $75,000 continuing to be taxed at 6 percent. 

Tax Rate Schedule 

If taxable income is: Tax is: 
$3,000 or less 2% of taxable amount 
Over $3,000, but not over $4,000 $60 plus 3% of amount over $3,000 
Over $4,000, but not over $5,000 $90 plus 4% of amount over $4,000 
Over $5,000, but not over $8,000 $130 plus 5% of amount over $5,000 
Over $8,000, but not over $75,000 $280 plus 5.8% of amount over $8,000 
Over $75,000 $4,166 plus 6% of amount over $75,000 

Net Operatinn Losses (N0L)-(Effective for tax periods beginning on or after Jan. 
1, 2005.) Individuals may no longer carry NOLs back to previous years. 

TIP: Kentucky Schedule KNOL, Kentucky Net Operating Loss Schedule, will be 
used for calculating the net operating loss deduction for carry forward purposes. 
The 1045-K will no longer be utilized; however, the 2004 1045-K may be used for 
years ending before January I ,  2005. 

Pensions-(Effective Jan. 1, 2005.) The pension exclusion is capped at $41 , I  10, 
the 2005 amount, and KRS 141.105, which provided for the cost of living 
adjustment, is repealed. 

Complete Schedule P i f  

1 . Total pension distributions for 2005 are greater than $4 I ,  1 10; and, 

2. You have retirement income from the federal, the Commonwealth of Kentucky 
or a Kentucky local government; or have supplemental U. S. Railroad 
Retirement Board Benefits. 

You may also want to complete Schedule P to establish the exempt percentage to 
be used in future years. 



Multiple Taxing Jurisdictions (Apportionment)-(Effective for tax periods 
beginning on or after Jan. 1, 2005.) All limited liability entities subject to corporation 
income tax that do business within and without Kentucky and General Partnerships 
that do business within and without Kentucky will be required to utilize a three-factor 
apportionment formula to apportion income to Kentucky. 

Deduction for Foreign Taxes Paid-In the 2005 budget bill, HB 267, KRS 
141.010(11) was amended to eliminate the deduction effective for taxable years 
beginning after Dec. 31, 2004. This provision is permanent, subject to future actions 
by the General Assembly. 

Deduction Available In Prior Years 

Individual taxpayers may claim allowable foreign income taxes as an itemized 
deduction on returns filed for periods ending after June 30, 2004, which began 
before January 1, 2005. 

The following list is included to show the range of taxable years in which the 
deduction is allowable: 

Years ending on or before Dec. 31, 2002; 

Fiscal years beginning Aug. 1, 2003-ending July 31, 2004; 

Calendar years beginning Jan. 1, 2004-ending Dec. 31, 2004; and, 

Fiscal years beginning Dec. 1, 2004-ending Nov. 30, 2005. 

Health Savings Accounts-(Effective for tax periods beginning on or after Jan. 1, 
2005.) As a part of the IRC update, Kentucky allows the same tax advantages 
currently available at the federal level for health savings accounts. Benefits include 
permitting pretax treatment of contributions to health savings accounts and more 
potential uses of funds than are allowed with flexible spending accounts. 

Refund Designation-Taxpayers may now contribute all or a portion of their 
individual refund to the Breast Cancer Research and Education Trust Fund. The 
fund replaces the Bluegrass State Games and U. S. Olympic Committee Fund on 
the Kentucky individual income tax returns. 



Phase II Tobacco Pavments-(Effective for tax periods beginning on or after Jan. 
1, 2005.) State funds that may be paid out as an addition to or a replacement of 
Phase II tobacco payments are exempt from individual income tax. 

Subtract the payments from adjusted gross income on Schedule M, Line 15. 

Tobacco Quota Buvdown Exemption 

Exempts amounts received from a tobacco quota buydown from the state income 
taxes imposed on individuals and corporations. (HB 97 codified as KRS 
141.010(1 O)(r) and 141.010(12)(1)) enacted in 2004. 

KRS 141.01 O(1 O)(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; 

KRS 141 .O1 0(12)(1) 

(12) "Gross income," in the case of corporations, means "gross income" as defined in 
Section 6 1 of the Internal Revenue Code and as modified by KRS 141 ,0101 and 
adjusted as follows: 

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



Question: Can a client deduct the remaining cost of a purchased tobacco base and 
exclude the tobacco buyout proceeds? In other words, can any bases used to 
compute gain or loss be deducted as a loss for Kentucky income tax purposes, 
because of the "exclude any amount received" language? 

Answer: KRS 141.010 (10) & (12) define starting points for the Kentucky return as 
adjusted gross income for individuals and gross income for corporations. IRC 
Section 61 (a) (3) includes Gains derived from dealing in property; and Section 62 (a) 
(3) included Losses from sale or exchange of property. KRS 141.010 (10) & (12) 
each state that the starting point is "adjusted as follows." The exclusion refers to 
income included in federal gross income, which would be after any gain, or loss is 
determined; the basis in the quota would be utilized in determining the gain or loss at 
the federal level; and only the net gain or loss would be excludable. 

General Partnerships - KRS 141.206 

Composite Return for General Partnerships - KRS 141.206(13)-A General 
Partnership may file a composite income tax return on behalf of electing nonresident 
individual partners reporting and paying income tax at the highest marginal rate in 
KRS 141.020 on the partners' pro rata or distributive shares of income from sources 
within this state. The partners' pro rata or distributive shares of income shall include 
all items of income or deduction used to compute adjusted gross income on the 
Kentucky return that is passed through to the partner by the partnership, including 
but not limited to interest, dividend, capital gains and losses, guaranteed payments, 
and rents. Accordingly, health insurance premiums and pension plan contributions 
may be deducted on the composite return. Partnerships are not required to withhold 
on nonresident individual partners included in the composite return. 

A nonresident individual partner whose only source of income within this state 
is from one or more General Partnerships may elect to be included in a 
composite return filed pursuant to this section. 

A nonresident individual partner that has been included in a composite return 
may file an individual income tax return and shall receive credit for tax paid on 
the partner's behalf by the General Partnership. 

A General Partnership shall furnish to its nonresident partner annually, but not 
later than the fifteenth day of the fourth month after the end of its taxable 
year, a record of the amount of tax paid on behalf of the partner. 

File with the Department of Revenue Form 740-NP, Kentucky Nonresident Tax 
Return, attaching a schedule reporting the name, address, social security number, 
net distributive share income, and the tax paid for each electing nonresident 
individual partner. Check the box labeled Composite Return on Form 740-NP. 



New Apportionment Fraction for General Partnerships and Roll-Up of 
Apportionment Factors-General Partnerships doing business within and without 
Kentucky will complete Schedule A, Apportionment and Allocation to determine the 
apportionment fraction. If the General Partnership has a partner that is a partnership, 
it must provide to its partner the partner's pro-rata share of sales, property, and 
payroll. If the General Partnership is a partner in a General Partnership, it must 
include in its apportionment calculation its pro-rata share of sales, property, and 
payroll of the partnership. 

KRS 141.206(9)(a) A General Partnership doing business within and without the 
state shall apportion its net income by a fraction, the numerator of which is the 
property factor, representing twenty-five percent (25%) of the fraction, plus the 
payroll factor, representing twenty-five percent (25%) of the fraction, plus the sales 
factor, representing fifty percent (50%) of the fraction, with each factor determined in 
the same manner as provided in KRS 141.120(8), and the denominator of which is 
four (4), reduced by the number of factors, if any, having no denominator, provided 
that if the sales factor has no denominator, then the denominator shall be reduced 
by two (2). 

(b) For purposes of determining an apportionment factor under 
paragraph (a) of this subsection, if the General Partnership is: 

1. Doing business both within and without this state; and 
2. A partner in another General Partnership; 

then the General Partnership shall be deemed to own the pro rata 
share of the property owned or leased by the other General 
Partnership, and shall also include its pro rata share of the other 
General Partnership's payroll and sales. 

(c) The phrase "a partner in another General Partnership" shall extend 
to each level of multiple-tiered General Partnerships. 

(d) The attribution to the General Partnership of the pro rata share of 
property, payroll and sales from its role as a partner in another General 
Partnership will also apply when determining the General Partnership's 
ultimate apportionment factor for property, payroll and sales as 
required under subsection (9) of this section. 



Pass-Through of  Income, Loss and Credit from a Pass-through entity (PTE) to 
a General Partnership, Estate or  Trust-General Partnerships and Estates or 
Trusts that are partners or members in a PTE subject to corporation income tax shall 
include the income received from the entity in its return and distribute income, loss 
and pass-through credits to its individual partners or beneficiaries. 

The General Partnership shall provide adequate information to its individual and 
corporate partners that will allow the individual to compute the limitation for claiming 
the credit and the corporation to adjust its income for income or losses that has 
already been taxed. Form 765-GP, Schedule K-I ,  Lines 19-21 shall be completed 
for only one corporation. If multi-entities are involved, use a separate schedule to 
provide the information. 

The fiduciary shall also provide adequate information to its individual beneficiaries 
that will allow the individual to compute the limitation for claiming the credit. Use 
Form 741, Schedule K-1, lines 12 a-c to report for only one corporation. If multi- 
entities are involved, use a separate schedule to provide the information. 

TIP: An estate or a trust that is an S Corporation shareholder shall be treated as an 
individual for the purpose of distributing income, loss and the pass-through credits. 

Nonresident Withholding-Administrative regulation 103 KAR 18:070, effective 
November 25, 2003, includes the requirement for a pass through entity to withhold 
income tax at the rate of 6% on the net distributive share income of each 
nonresident individual partner, shareholder or member. The requirement to withhold 
is effective for taxable years ending on or after December 31, 2003. House Bill 272 
expanded the corporation income tax base to include Limited Liability Partnerships 
(LLP), Limited Liability Companies (including single member LLCs), Limited 
Partnerships (LP), and S corporations. General Partnerships and sole 
proprietorships are not subject to the expanded corporation income tax. 

Question: Have the withholding requirements for General Partnerships 
changed? 

Answer: Yes, the withholding requirement is  waived for any individual included in a 
composite return. For 2005 and future years, as amended in HB 272, KRS 
141.206(13)(a) allows a General Partnership to file a composite return reporting and 
paying income tax at the highest marginal rate provided in this chapter on behalf of 
its electing nonresident individual partners. Prior approval is not required. 
Composite filing for the tax year 2004 was not allowed; the DOR revoked all 
previous approvals. 

In addition, a General Partnership that is a partner or member of an LLC, LLP, or LP 
taxed as a corporation shall subtract from income subject to withholding the amount 
of distributive share income taxed under KRS 141.040. 



Question: Are S corporations, partnerships or LLCs that are subject to 
corporation income tax still required to withhold? 

Answer: No, for taxable years beginning January 1, 2005, there is no withholding 
requirement for a LLC, LLP, LP, or an S corporation. However, a nonresident 
individual partner, member or shareholder who receives dividend income or 
guaranteed payments must file a Form 740-NP if the nonresident individual has any 
gross income from Kentucky sources and a total gross income exceeding the 
threshold amount determined under KRS 141.066. KRS 141.180(2)(c) 

Dividend income is not taxed on the corporation return but remains a distributive 
share item of income passed through to the shareholder, partner, or member taxable 
at the individual level. Corporate taxable income is subject to the statutory 
adjustments included in KRS 141.010 (12) (13). One of the exclusions in KRS 
141 .O1 O(12) is dividend income received after December 31, 1969. 

Guaranteed payments are not included in the corporation's taxable income but 
remain a distributive share item of income passed through to the partner or member 
to be taxed at the individual level. 

Qualified Investment Partnerships-Qualified Investment Partnerships (QIP) were 
defined by a statute change to KRS 141.206 in 2002. The exemption was enacted 
as a part of the New Economy initiatives to encourage investment in Kentucky. Only 
partnerships are eligible for the exemption. Only nonresident individuals receive the 
exemption. This is not a change but has been the position of the department since 
enactment. The changes included in HB 272 were necessary to exclude QlPs from 
the corporation income tax imposed on pass-through entities. 

QIP is defined in KRS 141.206 (12), which states "Nonresident individuals shall not 
be taxable on investment income distributed by a qualified investment partnership. 
For purposes of this subsection a "qualified investment partnership" means a 
General Partnership, a Limited Partnership, or a Limited Liability Partnership 
formed to hold only investments that produce income that would not be taxable to 
the nonresident individual if held or owned individually. A qualified investment 
partnership shall be subject to all other provisions relating to a General 
Partnership under this section and shall not be subject to the tax imposed 
under KRS 141.040." The changes enacted by HB 272 are bolded for ease of 
identification. 



Form 741 KENTUCKY FIDUCIARY INCOME TAX RETURN 
42A741 For calendar year or other taxable year 

Department of Revenue beginning ,2005, and ending . 2006. 2005 

Decadent's estate 
C] Simple trust 
C] Complex trust 
C] Grantor trust 

Bankruptcy estate 
Pooled I nmme fund 

4. Subtract llne 3from line 2 
5. Add lhnes 1 and 4 ................................................................................................................. 
6. Subtractions (from page 2, Schedule M, line 8) ......................................................... 6 
7. Enter the portion of deductlons allocable to lhne 6 .............................................. 7 
8. Subtract line 7 from line 6 ...................................................................................................................................... 
9. Subtract line 8from line 5. This is your Kentucky adjusted total income (lops). Enter here 

and on page 2, Schedule 8, line 1 ........................................................................................ 
10. l n c m e  distribut~on deduction (from page 2, Schedule 8, line 15) 

(attach Schedule K-1) .............................................................................................. 10 
11. Pension income exclusion (attach Schedule P, if more than $41,110) .................... 11 
12. Federal estate tax deduction (attach computation) ............................................ 12 
13. Add lineslo, 11 and 12  ................................................................................................ 

INTANGIBLE INCOME ATTRIBUTABLE TO NONRESIDENTS INCLUDED IN LINE 14 
15. Trwts or estates with inmme altributable to nonresident benefkiarles. Enter the portion of 

intangible Income Included In llne 14 that 1s anrlbutable to nonresident beneficiaries. 
Enter zero if not applicable. See lnstructlons ................... ... ............................................................................ 15 

16. Taxable income offiduclary (subtract line 15from line 14) This is yourtaxable hcome ............................... 16 
TAX COMPUTATION 

& I declare under the penalties d perjury that this return (includhng any accompanying schedules and statements) has been examined by me 
and, to the best of my knowledge and belief, is a true, mrrect and complete return. 

%gneturc d Fiduslmry .,Agent PTlN or ldcntiiication Number of Flduclary m Agent D s c  

Typed or Prlnad NameoiPropnrar hhsr Than Frduc~ary or Agont Identl lcaten Number of Preparcr Daa 

Refun& Mail to: Kentucky Depanment of Revenue, Frankfort, KY 406180006. Make check payable to: 
Payments Mall to: Kentucky Department of Revenue, Frankfort, KY 406190008. Kentucky State Treasurer. 



I Kentucky Beneficiary's Share I 
SCHEDULE K-I  1 of Income, Deductions, Credits, etc. I 

beginning , 2W5, and ending , 2 0 0 6 .  I 
1 Amended K - l  

FORM 741 

Cepartmenrd Revenue 

Name of estate or trust ) I Final K-1 

I Estate or trust's federal 

(Complete a separate Schedule K-1 for each beneficiary.) 

For calendar year or fiscal year 
1 2005 

I 

10. Other: (itemize) 

(a) Allocable Share Item 

.................................................................................. I. Interest 
............................................................................. 2. Dividends 

3. Net short-term capital gain ................................................ 
4. Net long-termcapital gain ................................................... 
5. a Annuities, royalties and other nonpassive Income 

before directly apportioned deducttons 
(see federal instructions) ................................................ 

.................... ..................................... b Depreciation .... 
c Depletion .......................................................................... 

.................................................................... d Amortization 
6 .  a Trade or business, rental real estate and other 

rental income before diret ly apportioned 
............................ deductions (see federal instructions) 

b Depreciation ................... .. ............................................ 
c Depletion ......................................................................... 
d Amortization ................... ... .......................................... 

.......... 7. Federal estate tax deduction (attach computation) 
8. Foreign taxes (attach schedule) .......................................... 
9. Deductions in the final year of estate or trust: 

a Excwdeductions on termnation (attach computation) 
b Short-term capital loss carryover .................................. 

................................... c Long-term capital loss carryover 
.............................. d Net operating loss (NOL) carryover 

C I 
Rasklent Ac!iwtment 
11. Add lines 1 through 6 and portlons of lines 9 and 10 In column (c). Add income 

amounts and subtract (loss) and deduction amounts (see instructions). 
Enter on Form 740, Schedule M. line 3, if difference 1s positive. or 
line 13, if difference is negative (see instructions) ..................................................... 

PASS-THROUGH CREDIT 
12, a Individual share of net distributable income previously taxed under KRS 141.140 ............................ 12a 

b Nonrefundable Kentuckycorporation income tax credit (KRS 141.420(3)) ................... .. ................. 12b 
c Refundable Kentucky corporation income tax credit (KRS 141.420(3)(~)) ........................................... 12c 

(b) Federal Amount (c) Difference (d) KentuckjAmount 



B L A N K  



KY Tax Modernization 

Sales & Excise Taxes 

Chapter 1 - Excise Taxes 
Chapter 2 - Sales & Use Tax 
Forms Appendix 

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. 





Effective January 1, 2006, new sections of Kentucky Revised Statute Chapter 
136 were established to levy a 3 percent excise tax on multi-channel video 

I 

programming services, a 2.4 percent gross revenues tax on multi-channel video 
programming services, and a 1.3 percent gross revenues tax on telecommunications 
services. The bill also provides that local franchise fees imposed on these providers 
are repealed effective January 1, 2006. The taxes imposed will be collected on one 
return to simplify and streamline the reporting process for affected providers. Also, 
receipts will be distributed to local political subdivisions, school districts, special 
districts and sheriffs in a timelier manner. Providers of multi-channel video 
programming services will need to register with the Department of Revenue 
beginning on December 1, 2005. The statutory provisions for the 
telecommunications tax can be found at KRS 136.600 through KRS 136.660. I 

The 3 percent excise tax will be imposed on the retail purchase of multi-channel 
video programming services billed on or after January 1, 2006. The tax shall be 
collected from the purchaser and remitted to the Department of Revenue by the 
service provider. The services shall be sourced to the end user's place of primary 
use. The following types of transactions are excluded from the tax provided 
documentation to verify the deductions are maintained on file: 

1) Purchases of multi-channel video programming which are prohibited from 
taxation under the Constitution or laws of the United States. 

2) Purchases made by government agencies as defined in KRS 65.005 solely 
for use in the governmental function. 

3) Purchases made by education, charitable and religious institutions which 
have qualified for exemption from income taxation under Section 501 (c)(3) 
solely for use in the educational, charitable, or religious function of the 
institution. 

4) Bad debts. 

Compensation will also be provided for the cost of collecting and remitting the 
tax, similar to vendor's compensation for sales tax returns, capped at $1 500 per 
return. The first return will be due February 20, 2006. 



The 2.4 percent gross revenues tax on multi-channel video programming 
services and the 1.3 percent gross revenues tax on telecommunication services is 
also effective on services billed on or after January 1, 2006. The provider is 
prohibited from collecting the tax directly from the purchaser. The first return will be 
due on February 20,2006. 

Both the excise and gross revenues tax are to be reported on the same return 
(see attached). The gross revenues portion of the tax must be allocated on the 
return to the county where the service is sourced. Both taxes are also subject to 
officer and member liability, which means the officers or partners of the Corporation, 
Limited Liability Company or Limited Liability Partnership, can be held personally 
liable for the tax liability. Any savings experienced by the providers in the first year 
of tax collections shall be returned proportionately to all residential and business 
customers of the provider. 

The bill guarantees local governments a fixed amount to replace the locally 
assessed franchise fees and the franchise portion of the operating property taxes 
that they will no longer be collecting. "Hold harmless" and "growth" funds are 
established to require the distribution of funds to multiple local jurisdictions. 
Payments from the hold harmless fund are based on assessments and receipts that 
local entities receive from the franchise portion of the property tax and the franchise 
fees collected from telecommunications and cable companies. Each jurisdiction will 
receive a percentage of the hold harmless fund based upon the ratio of its historic 
collections to the total collections reported by all local jurisdictions. The hold 
harmless fund is capped by statute at $36.4 million annually. 

Receipts attributable to the franchise portion of the property tax will be calculated 
by the Department of Revenue based upon assessment values and local tax rates 
for fiscal year 2005. Because of this calculation, local jurisdictions will not have to 
report their actual collections from the franchise valuation of telecommunications and 
cable property. However, cities and counties will need to report receipts from 
telephone and cable franchise fees. (See Form 75A001 attached). 

To participate in the growth fund, cities and counties must also provide the 
Department of Revenue information regarding total tax receipts. Total tax receipts 
will be used to calculate each political subdivision's portion of the county's growth 
fund. The amount of money deposited into each county's growth fund allotment 
each month will be based upon the proportion of receipts received from the monthly 
gross revenues tax in that county. Entities must complete the Authorization for 
Electronic Deposit of Vendor Payment in order to receive monthly distributions from 
the hold harmless and growth funds. Both forms can be accessed at 
http:llrevenue. k~.c~ovlTaxModernization/telecomtm. htm and must be submitted by 
December 1, 2005 for the first year. The applicable forms have already been mailed 
to all counties, cities, special districts, and sheriffs. In subsequent years, the 
information regarding total tax receipts will be due to the Department of Revenue by 
January 31. 



The legislation also added direct broadcast satellite (DBS) to the base for the 
utility gross receipts license (UGRLT) tax for school districts that have the tax on 
cable unless a school district opts out. If a school district opts out, it must also 
remove the UGRLT tax on cable. The deadline for districts to exercise the option to 
exclude DBS from their UGRLT base is May I ,  2005. As of July I ,  2005, any school 
district that imposes the utility gross receipts license tax on cable services will also 
impose the tax on direct broadcast satellite services. In addition, the UGRLT is 
required to be reported electronically pursuant to KRS 160.6145. 

Effective June, I ,  2005, a new section of KRS Chapter 142 created a transient 
room tax (lodging tax) at the rate of 1 percent of the rent on every occupancy of any 
suite, room, rooms, or cabins charged by all persons, companies, corporations, 
groups, or organizations doing business as motor courts, motels, hotels, inns, tourist 
camps or like or similar accommodations businesses, but not campground sites. 
The tax shall also apply to charges for accommodations provided through 
houseboats permanently docked or through structures built on a dock. 

Tax receipts from this tax will be deposited into the Tourism, Meeting and 
Convention Marketing Fund administered by the Commerce Cabinet, which shall 
use this fund solely for marketing and promoting tourism in the Commonwealth 
including expenditures to market and promote events and venues related to 
meetings, conventions, trade shows, cultural activities, historical sites, recreation, 
entertainment, natural phenomena, areas of scenic beauty, craft marketing, and any 
other economic activity that brings tourists and visitors to the Commonwealth. 

The transient room tax is in addition to the current 6 percent sales tax, and any 
locally assessed transient room tax, and will be reported separately each month on 
Form 73A850, Transient Room Tax Monthly Return. For the purposes of state sales 
tax calculations, the 1 percent transient room tax should be reported as part of 
taxable receipts just as any locally assessed transient room tax is currently reported. 



The overall tax rate on packs of 20 cigarettes has been increased from 3 
cents to 30 cents (proportionate rate for packs of 25), effective June 1, 2005. 
The 30 cents is comprised of the originally imposed 3 cents excise tax and 27 
cents surtax. A portion of this tax increase (1 cent) has been earmarked for 
the Cancer Research Fund and will be split between the University of 
Kentucky and the University of Louisville. Vendor compensation will remain 
based on the previous, rather than the increased, amount except that an 
additional allowance for six months will follow the imposition of the surtax. 

The Cigarette Tax Stamp Order Form is available online at 
http://revenue. ky.qov . 

In conjunction with the increased cigarette tax, new sections of KRS 
138.130 to 138.205 require that every retailer or cigarette licensee with 
cigarette inventories take a physical inventory of all cigarette packages 
bearing Kentucky tax stamps, and all unaffixed cigarette tax stamps they 
possessed or controlled at 11:59 p.m. on May 31, 2005, and pay a one-time 
inventory floor tax at the rate of 27 cents per pack of 20 cigarettes 
(proportionate rate for packs of 25). 

Vendors may establish the inventory of cigarettes in vending machines by 
( I )  taking an actual physical inventory, (2) estimating the cigarettes in vending 
machines by reporting one-half of the normal fill capacity of the machines as 
reflected in individual inventory records maintained for vending machines, or 
(3) using a combination of these methods. 

The Cigarette Inventory Floor Tax Form, also available online, was due by 
June 10, 2005. Taxpayers could choose to remit payment in three equal 
monthly installments which were due June 10, 2005, July 10, 2005, and 
August 10, 2005, or to pay the tax in a one-time payment which was due on 
or before June 10. 



Effective June I ,  2005, to November 30, 2005, the department will allow 
additional compensation, for a limited time, equal to 12 cents face value for 
each $3 of tax evidence purchased at face value on or after June 1, 2005, 
and before December 1, 2005. The additional compensation shall sunset at 
midnight November 30, 2005. The qualifying compensation is limited to 150 
percent of the amount of stamps purchased for the period of December 1, 
2004, and ending before May 31, 2005. 

Other tobacco products (OTP), as of August 1, 2005, are taxed at the wholesale 
level at the rate of 7.5 percent of gross receipts. "Other tobacco products" means 
cigars, cheroots, stogies, periques, granulated, plug cut, crimp cut, ready rubbed, 
and other smoking tobacco, cavendish, plug and twist tobacco, fine-cut, and other 
chewing tobacco, shorts, refuse scraps, clippings, cuttings and sweepings of 
tobacco, and other kinds and forms of tobacco prepared in a manner to be suitable 
for chewing or smoking in a pipe or otherwise, or both for chewing or smoking but 
does not include cigarettes or snuff. 

Effective Aug 1, 2005, snuff is taxed at the wholesale level at the rate of 9.5 
cents per unit (1.5 ounces). The term "snuff" means any finely cut, ground, or 
powdered tobacco that is not intended to be smoked. "Snuff" includes "moist snuff' 
sometimes referred to as "roll snuff" including the long cut and fine-cut varieties. 
Any smokeless tobacco product similar in composition and makeup to snuff shall be 
taxed at the rates applicable to snuff. 

Any container which contains 1.5 ounces and less of snuff is taxed at 9.5 cents 
per unitlcontainer rate. However, if several units are packaged together, the tax is 
calculated by multiplying the number of cans by 9.5 cents. Tax is also due on 
containers of snuff provided free of charge, because the tax is based upon the unit, 
not the sale or the selling price of the product. 

A manufacturer who acts in a wholesale capacity, (sells to a retailer and 
bypasses the wholesale level), is responsible for paying the tax. The Department of 
Revenue is in the process of obtaining a directory from the Retail Tobacco Dealers 
of America (RTDA) to obtain the names and addresses of all OTP and snuff 
manufacturers. They will be sent letters to determine how they do business and if 
qualified will be assigned an account number to file and pay. 



Other tobacco products and snuff will be reported on Monthly Report of Other 
Tobacco Products and Snuff - Form 73A422, available at http://revenue.ky.gov . 
This return is due the 20th day of the month following the month in which the 
transactions occur. The first report was due September 2oth. 

The Tax Modernization bill amended KRS 243.884 to increase the wholesale 
sales tax on alcoholic beverages. 

The tax on the privilege of making "wholesale sales" or "sales at wholesale" of 
beer, wine or distilled spirits increased from 9 percent of gross receipts to 11 
percent of gross receipts effective on all sales beginning June 1, 2005. 

The due date for filing and paying the wholesale sales tax will remain the 20th of 
the month following the report period. Taxpayers should have received newly 
revised forms prior to the June period, and the first report reflecting the increase was 
due July 20, 2005. 



SALES AND USE TAX 

VENDOR'S COMPENSATION 
, 

Effective July 1, 2005, the vendor's compensation for sales and use tax is 
capped at $1,500 per return. The sales and use tax returns, forms 51A102, t 

51A102E, 51A103, 51A103E, 51A113, and 51A113(0), have been amended 
I 

accordingly. The compensation rate of 1.75% of the first $1,000 of tax and 1 % of the 
tax above $1,000 remains in effect but the total compensation allowed per return 
shall not exceed $1,500. 

Effective January I, 2006, KRS 139.195 is amended to exclude switch access 
I 

and pay phone receipts from communications services subject to sales tax. All other 
communications services as outlined in KRS 139.200 remain subject to sales tax 
unless specifically exempted. (Also See Telecommunications Services). Pay phone 
receipts will remain subject to sales tax until January 1, 2006. 

Effective June 1, 2005, KRS 139.200 is amended to extend sales tax to the 
distribution, transmission or transportation services for natural gas that is for 
storage, use or other consumption in this state, excluding those services 
furnished for natural gas that are classified as residential use as provided in KRS 
139.470(8), or to a seller or reseller of natural gas. KRS 139.480(3) is also 
amended to include charges for related distribution, transmission, and 
transportation for energy that are billed to the user as energy when calculating 
the energy exemption. 



Effective January 1, 2006, a new statewide tax incentive program replaces the 
Enterprise Zone Program. House Bill 272, the Tax Modernization bill, created a new 
section of KRS 154 that allows eligible companies to receive refunds of sales and 
use tax paid on the purchase of building materials and research and development 
equipment for an approved project. 

Only businesses primarily engaged in manufacturing, service or technology, or 
developing a tourism attraction are eligible to apply for the tax incentives. 
Companies seeking to participate in the incentive program must apply for eligibility 
through the Kentucky Economic Development Finance Authority (KEDFA). 
Applications may be submitted on or after October 1, 2005; however, no approvals 
will be effective before January 1, 2006. 

The plan gives preference to companies in one of the ten original enterprise 
zones, requiring them to invest a minimum of $100,000. All other areas require a 
minimum investment of $500,000. A yearly statewide cap of $20 million for building 
materials and $5 million for research and development equipment exists on all 
approved projects. In addition, the existing enterprise zones and accompanying 
exemptions will continue until their normal expiration. 

To apply for this refund a company must first make application to KEDFA. There 
is a non-refundable application fee of one-tenth of one percent based upon the 
investment amount not to exceed $500 payable upon submission of the KEIA 
application. KEDFA designates the applicant as a preliminarily approved company, 
approves the project, and enters into a memorandum of agreement with the 
company setting forth the maximum refund available under the Kentucky Enterprise 
lnitiative Act (KEIA). The company completes its project and provides KEDFA with 
documentation in connection with the project's KEIA eligible investment costs as 
required by the Affidavit of Company as to Project Investment (attached). The 
company provides the Department of Revenue with documentation as required by 
Form 51 A200 (attached). 

The Department of Revenue's refund application (Form 51A200) must be filed 
within 60 days of completion of the project or the expiration of the life of the project, 
whichever occurs first. A twelve-month extension may be granted by KEDFA. A 
refund can only be requested for Kentucky sales and use tax paid. No refund for 
sales tax paid to other states or localities will be refunded. The following must be 
submitted with this refund application: A copy of the approved Application for 
Kentucky Enterprise lnitiative Act (KEIA) Tax Refund Program submitted to the 
Kentucky Economic Development Finance Authority (KEDFA), a copy of the Affidavit 
of Company as to Project Investment, a copy of the affidavit must be presented to 
KEDFA prior to this refund request, and copies of the information-sharing 
agreements with contractors, vendors or other related parties to verify construction 



material and building fixture costs and equipment used in research and development 
for the approved project. 

The Department of Revenue will issue a refund check not to exceed the amount 
authorized to the approved company following verification of the sales and use tax 
paid. If applicable, the amount of refund requested will be reduced by the amount of 
compensation taken when the sales or use tax was paid or by the amount of any tax 
liability due the Commonwealth of Kentucky by the applicant. Interest shall not be 
allowed or paid on any refund. 

Sales and use tax generated on the fees paid for breeding a stallion to a mare in 
Kentucky will go into a fund administered by the Kentucky Horse Racing Authority, 
beginning with tax periods due on or after June 1, 2005. 

KRS 139.531 now requires the sales tax collected on the fees for the breeding of 
a stallion to a mare to be divided into three different funds to be administered by the 
Kentucky Horse Racing Authority. A Kentucky thoroughbred breeders incentive fund 
will receive 80 percent, a Kentucky standard bred breeders incentive fund will 
receive 13 percent, and a Kentucky horse breeders incentive fund will receive 7 
percent. The Kentucky Horse Racing Authority will set forth the conditions and 
criteria for distribution of the money from these funds. 

There is also a provision to allow for additional state appropriations, gifts, grants 
and federal funds to be received. All interest earned on the money deposited will 
also be credited to these funds and administered by the Kentucky Racing Authority. 
Any horse breeder that is not currently registered to collect sales and use tax should 
complete a registration application at http://revenue.kv.qov/business/reqister.htm . 

Breeders will continue to file and pay the sales and use tax due each period on 
their Sales and Use Tax Returns. They should also file the new Form 51A132, 
Kentucky Sales and Use Tax Equine Breeders Supplementary Schedule. On this 
form, they will report only the amount of fees collected for the breeding of a stallion 
to a mare in Kentucky and the amount of tax collected on these sales. Form 51A132 
will allow the Department of Revenue to set aside these amounts for transfer to the 
Kentucky Horse Racing Authority. This form, which is available at revenue.ky.gov, 
should be mailed directly to the Division of Sales and Use Tax, P.O. Box 181, 
Frankfort, KY 40602-0181, or faxed to (502) 564-2041. Failure to report this 
information will affect the transfer of the appropriate amount of funds to the Kentucky 
Horse Racing Authority. Questions regarding the funds and the'distribution of the 



money collected should be addressed to the Kentucky Horse Racing Authority at 
(859) 246-2040. 

Also effective June 1, 2005, House Bill 272 amended KRS 139.531 to expand 
the exemption on horses younger than two years old sold to nonresidents by 
eliminating the requirement that the horse be transported out of state. For this 
exemption, nonresident means a person defined in KRS 141.010(15) who is not a 
resident in this state under KRS 141.010(17) or who is not commercially domiciled in 
this state under KRS 141.120(1) (b). 

A broadened nexus standard in KRS 139.340, effective August I ,  2005, applies 
to remote sellers who use a representative in Kentucky, either full time or part time, 
to facilitate remote sales. For example, remote sellers who allow merchandise to be 
received and exchanged at an affiliated store or any location within Kentucky qualify 
as retailers engaged in business in this state that must register to collect Kentucky 
use tax. 

Another sales tax topic requires mention which is not a part of the 2005 
legislative changes but is effective 11/01/05. The topic relates to the impact of the 
lnternet Tax Freedom Act, also known as the lnternet Tax Nondiscrmination Act. 
According to the most recent legislative revision by Congress in December 2004, the 
Act expands the definition of internet access to include telecommunications services 
to the extent such services are purchased, used, or sold by a provider of lnternet 
access to provide lnternet access. 

A grandfather provision within the bill allowed states such as Kentucky to 
continue imposing the tax on communications services used to provide internet 
access that were in force as of 1 1 101 103. This provision expires on 1 1 101 105 so that 
communications services purchased, used, or sold by lSPs (Internet Service 
Providers) to provide lnternet access are no longer subject to sales tax as of this 
date. Another example of communications services affected are digital subscriber 
line services (DSL). The Department of Revenue has historically treated DSL as a 
form of communications service because these transport services transmit both 
voice and data through existing copper lines. However, DSL services fall within the 
new definition of internet access, so these charges are removed from the sales tax 
base as of 1 1 /01/05. 



One further point to consider is that the provisions of ITFA do not change the 
current imposition of Kentucky sales tax on charges for VOlP (Voice over Internet 
Protocol). 

In accordance with the Streamlined Sales Tax Agreement, the uniform medical 
equipment definitions were added in an amendment to KRS 139.472. As part of 
Kentucky's legislative efforts to conform to the multi-state Streamlined Sales and 
Use Tax Project (SSTP), the 2005 General Assembly amended the statute to 
maintain the long-standing exemption for hospital beds. The new exemption 
language reads "hospital beds purchased for private noncommercial use." This 
provision preserves the previous exemption by creating a use-based exemption in 
conformity with SSTP. Vendors need to maintain the normal payment and customer 
records to document this exemption. No special exemption certificate is required. 
The Department assumes private, noncommercial use by the customer if the vendor 
records indicate that a non-commercial entity made the purchase. 

Effective Oct 1, 2005, the Streamlined Sales Tax Agreement became operational 
on a multi-state level with the creation of the SST Governing Board. The Governing 
Board is comprised of 13 full-member states, including Kentucky, that have enacted 
sales tax laws and regulations in substantial compliance with each of the provisions 
of the Streamlined Agreement (Indiana, Iowa, Kansas, Kentucky, Michigan, 
Minnesota, Nebraska, New Jersey, North Carolina, North Dakota, Oklahoma, South 
Dakota, and West Virginia). Ohio, Tennessee, and Utah are associate member 
states that will become full members when certain amendments to their sales tax law 
approved by the legislature become effective. Arkansas, Wyoming, and Nevada 
were also approved as associate member states and may petition for full 
membership following the passage of certain amendments to their conforming 
legislation. 

The SST Governing Board is part 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 activation of the Governing 
Board triggers a Web-based centralized registration system for interested vendors to 
automatically register in full-member states with the option to register in associate 
member states as well. The simplified system reduces the number of sales tax 
rates, brings uniformity to definitions of items in the sales tax base, significantly 
reduces the paperwork burden on retailers, and incorporates new technology to 
modernize many administrative procedures. 



The website for registration is www.sstreqister.ora/sellers/Entrv.aspx. An 
additional incentive for remote vendors to voluntarily participate in this project is the 
relief from back sales tax periods granted under the terms of the Agreement. KRS 
139.794, effective June 20, 2005, specifies the conditions for exemption from back 
period liability. Sellers will be eligible for this treatment regardless of "nexus" if a) a 
seller was not registered in Kentucky for sales and use tax in the 12 month period 
preceding the effective date of Kentucky's participation in the Agreement and b) a 
seller registers through the Streamlined Sales Tax Registration System (SSTR) 
within 12 months of the effective date of Kentucky's participation in the Agreement. 
This provision does not apply to sales and use taxes already paid or remitted to a 
state or to taxes already collected by a seller. In addition, the waiver of back liability 
does not apply to sales or use taxes due from a seller in its capacity as a purchaser. 

For more information on the Streamlined Sales Tax Project, please refer to the 
Agreement website at www.streamlinedsalestax.org. The Kentucky Department of 
Revenue website will also be updated regularly as progress continues with this 
important national initiative. 
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7 5 ~ 0 0 2  (10-05) TELECOMMUNICATIONS PROVIDER TAX RETURN 
Cornrnonweailh of Kenlucky 

lealaP 
DEPARTMENT OF REVENUE Check if Amended Reason ....................................... 

Name and Address I FOR OFFICIAL USE ONLY 1 
DRPt FT 1 P c r ~ o d  B e g ~ n n i n g  

Period E n d ~ n g  

I Return Due 
Account No I I 

Part I-Excise Tax (Consumers skip to line 8) 
1. Gross Receipts (from retail sale ofmultichannel video programming service provided to a 

..................................................................................................... person whose place of primary use is in Kentucky) 
2. Deductions 

a Sales to governmental agencies or units ....................................................................... $ 
b. Sales to resident nonprofit educational, charitable and religious institutions .............. % 
c. Services resold .............................................................................................................. % 
d. Amount from line 1 subject to sales tax (if communication services subject to sales 

and use tax are sold with multichannel video programming service as a single package 
for one price, the tax required to be collected by the providers should be sales and use 

....................... ........................................................ tax per KRS Chapter 139) .... $ 
............................................................................................ ................... e. Baddebt .. % 

f. Other (describe-required if any amount is entered) 6 
.................................................................................................................. 3. Total Deductions (add lines 2a through 2e) $ 

4. Net Receipts subject to3% excise tax (subh-act line 1 from line 3) .......................................................................... $ 
....................................................................................................................... 5. Excise Tax Due (multiply line 4 by .03) % 

6. Compensation (deduct 1.75% of the first $1,000 of line 5 and 1.00% of the amount in excess of 
.......................................... $1,000-limited to $1,500. Deduct compensation only if return and payment are timely $ 

...................................................................................................... 7. Total Excise Tax Due (subtract line 6 from line 5) $ 

Skip lo Part II 
8. CONSUMERS: Enter the amount of purchases of multichannel video programming ............................................... $ 

....................................................................................................................... 9. Excise Tax Due (multiply line 8 by .03) % 
Skip lo Par! I Y 
Part Il-Gross Revenues Tax 

....................................................... 10. Gross Revenues (from retail sale of multichannel video programming services) 6 
............................................................................................. 11. Gross Revenues (from sale of communication services) $ 

Allocate lines 10 and 11 in Part N 
Part Ill-Allocation Schedule (use continuation page i f  necessary) 

Gross revenues tax from Gross revenues from Gross revenues tax 

County County Gross revenues MVP (column 3 comrnunicat~on 
Ram communication 
services (column 5 

Code Name lrom MVP *2 4%) services '1 3%) 

I 
Totals-Gross Revenue must 
equal lines 10 nnd 11, Part I1 $ b S S 

............................................................................................ 12. Total Gross Revenue Tax Due (column 4 plus column 6) $ 
Part IV-Payment 
13. Total Tax Amount Due (add lines 7 and 12) ................... .... ................................................................................. $ 
CONSUMERS (enter line 9) 

........................................................................................................................................ 14. Interest (see instructions) $ 
............................................................................................................................................ 15. Penalties (see instructions) $ 

16. Total Amount Due (add lines 13, 14 and 15) ............................................................................................................... $ 

IMPORTANT: Return must be postmarked by the 20th of the month following the taxable month to avold the assessment of penalty and 
interest Remit toral amount due. \Wte chark payable to Kentuck) State Treasurer. \la11 to Departmmt ulRevmue, Frankfurl, K Y  40619. 

I i:c:are I: :er .ne ?enir.e3 ~:^ ;er j l ly ,  th.. U . 3  ?L:n his Teen eY2:IJ:eJ z y  e 3 . 1  I: :,?!ti. 3'-I :Lr.3~l?:;e &la 5e.lei 11 n a':?. ,..-re:.a:d ::mpl?le re-c:: 

Print Name of TartRehirn Preparer and Title Pnnt Name, Title of Pres~dent or 
Other P r ~ n c ~ p a l  Officer, Partner or Proprletor 

Signahlre of TaxReplrn Preparer Date S~gnature of President o r  Date 
Other Princ~pal Off~cer, Partner or Proprletor 

Preparer's Telephone N u d e r  -( 
Far nddiliond informltioq mnhd the Division of Sale md Use Tax, (502) 5665170. 



75A002 (10-05) Page 2 

TELECOMMUNICATIONS PROVIDER TAX RETURN 

Continuation Sheet for Part Ill-Allocation Schedule 

4 
Total-include there amounts in 
thetotal Columns for Part 111 4 6 4 
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Teiecommunications Tax Receipts Certification Form 

(1 1 Suhrnir by trnail I 

Nanie: 

County: - -. 

ID Number: 
-. . - ... - - 

Federal Identification Number (FEIN): . -- 

Receipts for Fiscal Year Ending 6/30/2005 

1. Kcal Estatc Tax{ including deliiiquent taxes) ............................................... 

2. lkngible L1crsoui;ll Propcrty Tax(irlc1uding dclinqucl~t tnxeq ........................ 

3. Frnnchise Fees or laxcs on U[iiilics(ulhr;r 11ia11 VidW & . . 1 elecoimnt~illc;ltio~~s) ........ ..,, ......................................................................... 

4. Occupational Feedl'a.rc5 ............................................................................... 

5. l3~1siness Liccnsc; FccdTacs ............ .... ............................................... 

6. It~surnnce Preniiuin T u e s  .............................................................................. 

7. Net Profits 'i'axes .......................................................................................... 

................................................................................ 8. Gruss Rcccipts T a x e ~  

9,  Pay roll Taxas .............................................................. .... ........................... 

t 0. Tra~lsienl I<uom l'axcs ......................................................................... 

11, Kcs(tlrirnr~l Taxes ..................................................................................... 

............................................................................... 12, Rank r)cposit% I'zxes.. 

13. Tclcphol~c I l~nergenr-y Fee(9 I 1 User Fees) ......................... .. .................. 

IS. Payment in Lieu of  'l'axes** ....................................................................... 

1 j. Local Fr411ctlisc F~s (cn~nn~un ica t i n t l s  RL multicllannel 
v~deo progimnlming scrvicc) - Scl: I'agc 2 ............................................ 

16. O t h e ~  tccs(i.c. PEG) ......................................................................... 



Telecommunications Tax Receipts Certification 

I .  Local Fn~nchisc t ecs(cumn~unic;~lioi~s & ~nul~ichannel vidcu 
prugramming scrvicc). Brvakdown by p r o v i d ~ ~  lypc ;inti pruvidcr: 
TcIccor~~~~~u~~icat~nnsiTelcpho~~c 'l'ax hrno~~ri l  

Multichannel Video llrogrammin~t:ahle 

*Total Carried over tn page 1 

2, Ducs ~llc shcriff I cccivc colnpcnsatioli for collecting your taxes'? OYes I i No 

3 ,  Il' y cs, what IS the rare'? '% 

4. Do ynu have an interlocal agreement'! Ye3 No 

5 .  **If appl~cal,le, please explain pnymenr ill lieu of t ~ l x t e .  

I--- 
--, . . . , . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . - . . . - --- - . . . - - - -. -- -. -- 



5 lri200 (7-05)  
Con~monweolth d Ke~.t%uclry APPLIC ATIDS 
DEPARTMEt4T (3F REVENIJE FOR h;ETTI'C ICY ESTERPRISE ISITIATI\'E XC "I 

JKEIA) TAX C REDIT PRC)CR&II 

I rhz u;lclci,i?i~-?d do ~ircfn:e 111i,1ei r)ei~nItse\ of peijiiiv thdr I 11;13.e rsaini11e3 tli, ~ I I ~ ~ ~ C < ~ I I U I )  jiiicli~~ii~l? ail\ ~~a+a;iip~ii\ili? 
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INFORMATION SHARING AND ASSIGNMENT AGREEMENT FOR 
KENTUCKY ENTERPRISE INITIATIVE REFUND CLAIMS 

This information-sharing agreement and assignment agreement is hereby entered 
into between the Department of Revenue and the following parties: 

Approved Company 
Kentucky SalesIUse Acct. # 

Contact Person 
Address 

Vendor 
Kentucky SalesIUse Acct. # 

Contact Person 
Address 

Contractor 

Kentucky SalesIUse Acct. # 
Contact Person 
Address 

Purpose 

The purpose of this agreement is to facilitate the payment of inducements allowed an 
Approved Company under the Kentucky Enterprise Initiative Act (KRS 154.20-200 to 
154.20-216) ("the Act"). These inducements consist of sales and use tax refunds allowed 
an Approved Company for approved expenses, upon which applicable Kentucky sales and 
use tax has been paid. According to the provisions of KRS 154.20-106, an approved 
company may receive a tax refund of sales and use tax paid on its economic development 
project for the cost of building and construction materials that are permanently incorporated 
as an improvement to real property and equipment used in research and development. 

In order for the Approved Company's sales and use tax refund inducements to be 
properly verified and allowed or paid, it is necessary that information be shared by and 
among the Department and the Approved Company, its vendors, contractors and other 
related parties. To enable the verification and proper and accurate allowance of sales and 
use tax refund inducements without any violation of the taxpayer confidentiality laws (KRS 
131.190; 131.081 (1 5); 131.990), the Approved Company and other parties listed above 
hereby enter into this information-sharing agreement pursuant to KRS 154.20-206. 

An Equal Opportunity 
Employer M/F/D 



Terms of Agreement 

The Department agrees to consider the Approved Company's application for sales 
and use tax refund inducements under the Act and if it determines after appropriate 
verification of this application that it is valid, to remit payment of the refund 
inducements to the Approved Company. The Approved Company understands and 
agrees that the Department may reduce the amount of refund inducements so 
allowed by the amount of compensation paid the VendorIContractor listed above and 
by any outstanding debts or liabilities owed to the Commonwealth or to any person 
for whom the Commonwealth has an obligation to collect debts or liabilities of the 
Approved Company. 

2. The Approved Company and the Vendor and Contractor listed above agree that the 
Department may disclose the status and final disposition of the Approved Company's 
application for sales and use tax refund inducements under the Act to the Vendor 
and Contractor as well as the Approved Company. The parties to this Agreement 
further agree that these disclosures by the Department will not constitute a violation 
of the taxpayer confidentiality laws. 

3. The Vendor or Contractor listed above agrees that it is the person who paid to the 
Department sales and use tax on purchases that are the subject of the Approved 
Company's application for sales and use tax refund inducements under the Act. The 
Vendor or Contractor listed above agrees to provide the Department with whatever 
records, documents and other information the Department may need to verify the 
Approved Company's application for sales and use tax refund inducements under 
the Act for approved expenses. The Contractor agrees that the Department may 
disclose to the Approved Company records, documents and other information 
furnished by the Contractor to the Department under this paragraph and that such 
disclosure by the Department shall not constitute a violation of the taxpayer 
confidentiality laws. The Contractor further agrees that the Approved Company is 
the proper party to receive the sales and use tax refund inducements for the 
approved expenses, as defined and provided in KRS 154.20-200(4) and 154.20-206 
and other provisions of the Act. 

4. The parties of this Agreement understand and agree that this agreement shall relate 
only to the Approved Company's application for sales and use tax refund 
inducements for approved expenses under the Act. The Vendor and Contractor 
remain responsible for timely protesting assessments or seeking refunds of sales 
and use taxes paid on other transactions that are not the subject of the Approved 
Company's application. 

5. This Agreement shall be governed by the laws of the Commonwealth of Kentucky 
and any legal proceeding for the enforcement of this Agreement or for the resolution 
of any dispute over its meaning or effect may be brought only in the Circuit Court of 
Franklin County, Kentucky. 

6. The persons signing this Agreement below represent and warrant that they are duly 
authorized to execute this agreement on behalf of the parties for whom they sign. 



This Agreement shall be effective upon its execution below by all applicable parties. 

Approved Company (please print) 

(print name) 

Title 

Date 

Vendor (please print) 

(print name) 

Title 

Date 

Contractor (please print) 

(print name) 

Title 

Date 

Department of Revenue 

(print name) 

Title 

Date 

BY 
(signature) 

Subscribed and sworn to before me this 
the - day of 20-. 

Notary Public 
State at Large 
My Commission Expires: 

BY 
(signature) 

Subscribed and sworn to before me this 
the - day of ,2O-. 

Notary Public 
State at Large 
My Commission Expires: 

BY 
(signature) 

Subscribed and sworn to before me this 
the - day of ,20-. 

Notary Public 
State at Large 
My Commission Expires: 

BY 
(signature) 

Subscribed and sworn to before me this 
the - day of ,20-. 

Notary Public 
State at Large 
My Commission Expires: 
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Instruction Sheet 
All applicants should familiarize themselves with the information regarding the KEIA program contained on this 
page as well as other applicable program statutory requirements. The itemslattachments identified below are 
required as a part of the application. 

Important Notes: If you are  expanding an  EXISTING business, you must notify the appropriate regional office 
within the Department for Existing Business Development of your intent to file this 
application. A project manager will be assigned to assist you in any matters concerning the 
Kentucky Cabinet for Economic Development. No existing business application will receive 
consideration without the signature of an agent of the Cabinet from the appropriate office. 

Central Kentucky Office East Kentucky Office West Kentucky Office 
500 Mero Street P. 0. Box 49 
Frankfort, KY 40601 
(502) 564-5891 
(800) 847-4251 (800) 928-0169 

Department for New Business 
Old Capital Annex 
300 West Broadway 
Frankfort, Kentucky 40601 

approved expenses for the cost of research 
and development eq terials related to the specific, discrete project 
contained in its appl 

m the assigned agent, must be returned to the 
' prior to the last Friday of the month to be considered 

4. All applicants that a non-refundable application fee of one tenth of one percent (0.01%) 

KEIA application. 

The following itmrs/attachments must be submitted in addition to the coinpleted application: 
1. A non-refundable application fee of one-tenth of one percent (0.01%) of the investment amount, not to exceed 

$500, payable to the Kentucky Economic Development Finance Authority ("KEDFA"). 

2. A brief history of the business and description of the project. 

3. A financial statement for the most recent fiscal year end. 

4. A completed Attachment "A" - Cabinet for Economic Development Incentive Disclosure Statement. 
5. The application, all attachments and the application fee must be submitted to the appropriate office listed in 

"Important Notes". 
6. A letter endorsing the project from the appropriate local elected official. 

2 





5. Applicant Ownership: Please identify the major owners of the applicant. Include all owners with 20% or 
more interest in the company. For subsidiaries/afflliales, identify the parent 
company. 

Individual or  Social Security Percent (%) 
Parent Company Address Phone NumberlFEIN of Ownership 

6.  Have any of the parties listed in Items 1 o ny criminal offenses, been in 
receivership or  adjudicated a bankruptcy license or  had it suspended or  
revoked by any administrative, governmen 
If yes, please list violation and explain: 

7. Person to Review Legal Docum 

8. 

4 









15. Certification of Application 

I, the undersigned on behalf of the applicant, hereby represent and certify that the foregoing application 
information, including all attachments, to the best of my knowledge, is (a) true, complete and accurate with 
respect to the information concerning the proposed project for which a sales & use tax refund is sought; and 
(b) does not contain any information for which any entity competing with the applicant may claim a 
proprietary interest. I further certify that the life of the project is anticipated to be completed within eighteen 
months from approval granted by KEDFA. 

application and its attachments may be subject to public disclosure to 

or  proprietary information shall be disclosed if p 
determined by the Authority, the Kentucky Attorney 

Title 
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Date 



ATTACHMENT A 
CABINET FOR ECONOMIC DEVELOPMENT 

ECONOMIC INCENTIVE DISCLOSURE STATEMENT 

INSTRUCTIONS: This Economic Incentive Disclosure Statement is required in order to process your 
economic incentive package with the Kentucky Cabinet for Economic Development. In accordance with the 
Executive Branch Code of Ethics, Chapter 11A of the Kentucky Revised Statutes ("KRS"), before any 
board or authority within o r  attached to the Cabinet for Economic Development takes final action on any 
contract or  agreement by which a bond, grant, lease, loan, assessment, incentive, inducement, or  tax credit is 
awarded, the beneficiary of such contract or  agreement must file with the approving board or  authority a 
disclosure statement stating (i) the identity of the beneficiary of the economic incentive package, (ii) the 
identity of any person employed to act on behalf of the beneficiary with 
package, (iii) the details of any financial transaction, as defined in 
beneficiary (or any other person listed as an employee or  agent of the b 
servant of the Cabinet for Economic Development, any member of 
attached to that Cabinet, or  any other public servant involved in the n 
package. 

NOTE: Final action on economic incentive pack 

Ethics Commission and the Kentucky Eco 
incentive packages are encouraged to consult 
Disclosure Statement. 

Beneficiary's Legal Name: 

Type(s) of Economic 

Name & Title: 

Name & Title: Organization: 

Name & Title: Organization: 

Name & Title: Organization: 

Name & Title: Organization: 

Name & Title: Organization: 

9 



. 

Please detail any "financial transactions" between the Beneficiary (or any other person listed as an 
employee or agent of the Beneficiary) and (i) any agent or public servant of the Cabinet for 
Economic Development, (ii) any member of any board o r  authority within o r  attached to that 
Cabinet, or (iii) any other public servant involved in the negotiation of the economic incentive 
package (please attach separate sheet if additional room is needed): 

1. Name of Agent or Employee of Beneficiary: 

Name of Agent o r  Public Servant of Cabinet: 

Description of Financial Transaction: 

2. Name of Agent or Employee of Beneficiary: 

Name of Agent or Public Servant of Cabinet: 

Description of Financial Transaction: 

3. Name of Agent o r  Employee of Benefi 

Name of Agent o r  Public Servant of Ca 

Description of Financial 

that the information se ic Incentive Disclosure Statement has been reviewed, 
wledge of the undersigned. 

Date: 

Rev. 7/01/2002 
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51A132 (6-05) 
Corn-am d UcnNcky 
DEPARTYENTOFREMHUE KENTUCKY SALES AND USE TAX 

EQUINE BREEDERS 
SUPPLEMENTARY SCHEDULE 

HMK Farn~Breedn Sales Tax Accouut KO 

Addrns Rcport for 

Period Bcgmuug 

Name of Brccdcr 

EFTRVC"l?OYS: To ensure the tax coliecrcd from thr mle of horre brrrdlng prorldr the folloalng rnfonnatton as rcqueu:dbclon, 
Complerc tt-c mfom~xon for each pcnod for u h ~ c h  the burturss film a sales and ure tax rmun w t h n  20 dnvr follmwp tbc parod 
endrug d c a k d  aboxe Mad ul c ~ l c t e d  schcdulc to r t c  address belou 

Iitntncky Department of Rerenme 
Division of Sales and Use Tar 

P.O. Box 181, Station 66 
Frankfort, Kenturky 40602-0181 

1. Amouot of taxable rcceipt~ mcluded on hue 22 of the s a l ~  tax return from 
the equine brrcdiup fees S 

....... 2 .  &os% ICentucly sales md use tax ~rppLcnble to ramble horse brerdiug receipts (Imc 1 x 06) S 

3.  Claimed compcnsariw (Imc 2) (Deduct 1.7506 of the &I $1,000 and 1% of the amount m exccss 
....................................................... of Sl,M30 Total conqxnrariou m y  not cxcecd 51,500.) % 

4. Nn K ~ X X I U C ~ ; ~  snles and use Lax apphcable to cquux heedrug fees (he 7 m u s  hnc 3) .................. S 

I dcclarc un&r W t l c s  oCyqur~.. that t h r  rcbcdule has becn cxnnuncd b) mc and, to the bcst of uq b u l c d p c  and brhcf 11 Is tntc 
corrca and complete 

2- Tbis document h a sopplemeotaly schdule to be Oed wpat ately from and in addition to the cornpan) 'r r q u h r  
Kentucky sales and use tax return. 

t Thc Kentucky Horse Racing .iuthont); har advised that failure to ramplete the supplementary schedule w y  
result in loss of current and future innding. 



KRS 139.472 

139.472 Exemption for certain medical items. 

( I )  Notwithstanhng any other provisions of t h s  chapter, the taxes imposed by h s  
chapter shall not apply to the sale or purchase of: 

(a) A drug purchased for the treatment of a human being for whch  a prescription 
is required by state or federal law, whether the drug is kspensed by a licensed 
pharmacist, a h s t e r e d  by a physician or other health care provider, or 
kstributed as  a free sample to or from a physician's office; 

(b) Medical oxygen, includmg lugh pressure cylinders, cryogenic tanks, or oxygen 
concentrators, tubes, masks, and sirmlar items required for the delivery of 
oxygen to the patient when purchased by an indvidual for private use; 

(c) Insulin and diabetic supplies, inclukng hypodermic syringes, needles, and 
sugar (urine and blood) testing materials purchased by an inkvidual for 
private use; 

(d) Colostomy, urostomy, or ileostomy supplies purchased by an inhvidual for 
private use; 

(e) Prosthetic devices purchased by any health care provider for use in the 
treatment of a specific inkvidual or purchased by an individual as prescribed 
by a person authorized under the laws of the Commonwealth to issue 
prescriptions; 

(f) mosthetic devices that are indvidually designed or created for an indvidual 
regardless of the purchaser; 

(g) Mobility enhancing equipment for which a prescription is issued; and 

(h) Hospital beds purchased for private, noncommercial use. 

(2) Except as specifically provided in subsection ( I )  of ' h s  section, supplies or 
equipment used to deliver a drug to a patient are taxable. 

(3) As used in h s  section: 

(a) "Drug" means a compound, substance, or preparation and any component of a 
compound, substance, or preparation, other than food and food ingredients, 
ketary supplements, or alcoholic beverages as defined in KRS 139.485, that is 
recognized in the official United States Pharmacopoeia, official Homeopatlc 
Pharmacopoeia of the United States, or official National F o d a r y ,  or a 
supplement to any of them, or is: 

1. Intended for use in the diagnosis, cure, mitigation, treatment, or 
prevention of ksease in humans; or 

2. Intended to affect the structure or any function of the human body. 

(b) "Prescription" means an order, formula, or recipe issued in any form of oral, 
written, electronic, or other means of transmission by a person authorized 
under the laws of the Commonwealth to prescribe a drug. 

(c) I .  "Prosthetic device" means a replacement, corrective, or supportive 
device, inclukng repair and replacement parts for the device, worn on or 
in the body to: 



KRS 139.472, continued 

a, Arhficidy replace a missing portion of the body; 

b. Prevent or correct a physical deformity or malfunction; or 

c. Support a weak or deformed portion of the body. 

2. "Prosthetic device" shall not include any of the following: 

a. Corrective eyeglasses; 

b. Contact lenses; or 

c. Dental prosthesis. 

(d) "Mobility enhancing equipment" means equipment includng repair and 
replacements part for same, whch: 

1. Is primarily and customarily used to provide or increase the ability to 
move from one place to another and whch is appropriate for use either 
in a home or a motor vehcle; 

2. Is not generally used by persons with normal mobility; and 

3. Does not include any motor vehcle or equipment on a motor vehcle 
normally provided by a motor vehcle manufacturer. 

"Mobility enhancing equipment" shall not include durable medcal equipment. 

(e) "Durable medcal equipment" means equipment includmg repair and 
replacement parts for same, which: 

1. Can withstand repeated use; 

2. Is primarily and customarily used to serve a medcal purpose; 

3. Generally is not useful to a person in the absence of illness or injury; and 

4. Is not worn in or on the body. 

"Durable mehcal equipment" shall not include mobility enhancing equipment. 
Effective: June 20,2005 

History: Amended 2005 Ky. Acts c h  154, see. 2, effective June 20, 2005. -- Amended 
2003 Ky. Acts ch. 124, sec. 21, effective July 1, 2004. -- Amended 2001 Ky. Acts 
ch. 9, sec. 1, effectiw June 21, 2001. -- Amended 2000 Ky. Acts ch. 209, sec. I ,  
effective July 14, 2000. -- Amended 1986 Ky. Acts ch. 471, sec. I ,  effective July 15, 
1986. -- Created 1970 Ky. Acts ch. 12, sec. 1 ,  effective January 1, 1971. 



KRS 139.794 

139.794 Conditions for exemption from assessment for uncollected or unpaid sales 
or use tax. 

( I )  Accordmg to the provisions of the agreement, a seller who registers under the terms 
of the agreement to pay or to collect and remit applicable sales and use tax on sales 
made in Kentucky shall be exempt from assessment for uncollected or unpaid sales 
or use tax together with penalty and interest for sales made during the period the 
seller was not registered in Kentucky if: 

(a) The seller was not registered in Kentucky in the twelve (12) month period 
preceding the effective date of Kentucky's participation in the agreement; and 

(b) The seller registers in Kentucky w i t h  twelve (12) months of the effective 
date of Kentucky's participation in the agreement. 

(2) The exemption is not available to a seller with respect to any matter or matters for 
which the seller received notice of the commencement of an auht  and whch audit 
is not yet finally resolved, including any related adrmnis~ative and judicial 
processes. 

(3)  The exemption is not available for sales or use taxes already paid or remitted to the 
state or to taxes collected by the seller. 

(4) The exemption is fully effective, absent the seller's fraud or intentional 
misrepresentation of a material fact, if the seller remains registered and continues 
payment or collection and remittance of applicable sales or use taxes for a period of 
at least thrty-six (36) months. During h s  hrty-six (36) month period, the statute 
of limitations shall be suspended for the seller remaining in compliance with 
registration and payment requirements. Failure to meet these terms will result in a 
revocation of the exemption. 

(5) T h s  exemption shall apply to sales or use taxes due from a seller in its capacity as a 
seller and shall not apply to sales and use taxes due from a seller in its capacity as a 
buyer. 

Effective: June 20,2005 

History: Created 2005 Ky. Acts ch. 154, sec. 4, effective June 20, 2005. 
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