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KRS 141.408

• Part of HB 487
• Most substantial Kentucky tax law changes since 2006

• Effective date: January 1, 2018

• Intended as an effective repeal of the property tax on inventory

• Phased-in 25% per year from 2018 through 2021
• 2018: 25% of timely paid ad valorem taxes

• 2019: 50% of timely paid ad valorem taxes

• 2020: 75% of timely paid ad valorem taxes

• 2021+: 100% of timely paid ad valorem taxes



Main Provisions of the Inventory Tax Credit

• Credit against individual income tax or corporation 
income tax and LLET
• May be claimed by a sole proprietor reporting business income 

on Schedule C (Form 1040)
• Pass-through entities (partnerships, S-Corporations, etc) pass 

the credit through to their partners and shareholders to report 
on their separate returns

• Credit allowed only if tax on inventory is paid timely

• Credit is nonrefundable, nontransferable, and cannot be 
carried forward

• Credit is available only after all other available credits 
have been claimed  (KRS 141.0205 establishes the order 
in which credits should be claimed)



What is the Tax on Inventory?

• KRS 132.020(1)(n) imposes a tax of five cents ($0.05) on 
each $100 of goods “held for sale in the regular course of 
business.”
• Local taxing authorities also impose their own ad valorem taxes 

(at varying rates) on inventory

• KRS 132.099 (2) exempts property placed in a warehouse 
or distribution center for shipment to an out-of state 
destination from local property taxes.

• KRS 132.099(5) states that goods are deemed to be held 
for shipment out of state if it can be shown the property 
will be shipped within the next six months.  



Reporting Inventory

• Property tax bills generally do not distinguish between tax paid on inventory and 
tax paid on other tangible property.

• Lines 31-36 of the property tax return (Form 62A500) will usually be the most 
helpful in determining the amount of tax paid on inventory



Reporting Inventory

• Line 31: Merchants Inventory: “Goods held for sale or machinery and equipment 
that originated under a floor plan financing agreement.”

• Line 32: Manufacturers Finished Goods: “Products that have been manufactured 
and are ready for sale or shipment.”

• Line 33: Manufacturers Raw Materials/Goods in Process: “Raw materials actually 
on hand at the plant for … introduction into the manufacturing process. It does 
not include unmanufactured agricultural products” OR “inventory that has been 
acted upon in some manner, but has not completed the manufacturing process” 
(Goods in process)



Reporting Inventory

• Line 34:
• Motor Vehicles Held for Sale (Dealers Only)
• Salvage-Titled Vehicles (Insurance Companies only)
• New Farm Machinery Held under a floor plan
• New Boats and Marine Inventory
• Nonferrous metal located in a commodity warehouse
• Biotechnology products held in a warehouse for distribution
• Recreational vehicles held for sale in a dealer’s inventory

• Line 35: Goods stored in a Warehouse/Distribution Center: Goods “for shipment 
to a Kentucky destination or held longer than six months.”

• Line 36: Goods in Transit: Property stored in a warehouse or distribution center 
for “shipment to an out-of-state destination” within the next six months.



Claiming the Tax Credit

• Taxpayers File Schedule INV to 
claim the tax credit

• Schedule INV is attached to 
Form 720, 720S, 725, 740,     
740-NP, 741, 765, or 765-GP



Claiming the Tax Credit - Qualifications

Part I of Sch. INV establishes the taxpayer’s eligibility for the credit



Claiming the Tax Credit - Calculation
• Part II of Sch INV is the calculation of the tax credit amount

• Ties to Lines 31-36 of Form 62A500 Schedule INV

62A500



Claiming the Tax Credit

Schedule INV
• To calculate the tax timely paid on 

inventory, visit www.revenue.ky.gov
for a downloadable Excel worksheet

• The worksheet automatically 
computes the tax on each category of 
inventory for each taxing jurisdiction.

• Note: Calculation of the tax credit 
without the worksheet is not advised 
unless the company only files an 
inventory tax return (62A500) and 
knows the rates & tax on the inventory 
for one location.

http://www.revenue.ky.gov/


Inventory Tax Credit Worksheet

• Posted at www.revenue.ky.gov 

• Launching the Tax Credit 
Calculator
• On the welcome screen, enter 

the FEIN or SSN of the taxpayer 
who filed the property tax 
return.

• Enter FEINs of any additional 
entities included in the tax 
return

• Click “Enter Location Data” to 
launch the calculator 

Note: Since this training, the calculator has been modified substantially and can be found at https://revenue.ky.gov

http://www.revenue.ky.gov/
https://revenue.ky.gov/


Inventory Tax Credit Worksheet
1. Enter Taxpayer Info

• Taxed as
• Name
• Address
• FEIN
• KY Corp/LLET Account Number

2. Fill-in Inventory Tax Information
• Select: County/District
• Timely paid: Yes/No
• Paid within discount period: Yes/No
• Enter value of inventory property for each category 

(follows lines from 62A500)

3. Input Each Location in a Separate Column 
• Keep adding columns until all locations entered
• Tax automatically computes

4. Click to save worksheet work paper as a PDF and retain 
for your records

5. Click to generate a mock-up Sch INV 
• Save as a PDF

Note: Since this training, the calculator has been modified substantially and can be found at https://revenue.ky.gov

1/14/19 Update: Image shown on left updated to 1-10-19 
version of calculator

https://revenue.ky.gov/


Inventory Tax Credit Worksheet: Step by Step

1) Enter identifying information

• Note that the FEIN has been 
carried over from the Welcome 
Screen

• “Taxed as” provides a drop down 
menu for the type of entity



Inventory Tax Credit Worksheet: Step by Step

2) Fill in Inventory Tax Information

• Choose County/District from drop down menu 

• Choose “Yes” or “No” that tax was paid timely 
and/or within a discount period

• Enter inventory valuation amounts from Lines 31-
36 of Form 62A500

• The spreadsheet calculates the estimated tax paid 
based on the amounts entered

Line 31
Line 32
Line 33
Line 34
Line 34
Line 35
Line 36

Total value

Estimated 
tax paid

1/14/19 Update: 
Phone numbers 
now removed 
from calculator

Note: Since this training, the calculator has been modified substantially and can be found at https://revenue.ky.gov

https://revenue.ky.gov/


Inventory Tax Credit Worksheet: Step by Step
3) Input each location in a separate column

• Click “Add Another Location”

• Keep Adding Columns Until All Locations 
Entered

• Totals Automatically Compute

Note: Since this training, the calculator has been modified substantially and can be found at https://revenue.ky.gov

https://revenue.ky.gov/


Inventory Tax Credit Worksheet: Step by Step
4) Click to save worksheet work paper as a  
PDF and retain for your records
• The PDFs are saved to the same location 

as the Excel worksheet



Inventory Tax Credit Worksheet: Step by Step
5) The worksheet generates a mock-up Sch INV
• For corporate taxpayers, the amount on Line 9 of 

Schedule INV flows to Line 21 of Schedule TCS

• For individual taxpayers, the amount on Line 9 of 
Schedule INV flows to Line 23 of Schedule ITC



What PVAs Can Do To Assist Taxpayers

• Check on the tax credit calculator 
at: http://revenue.ky.gov  

• Make sure the district number is 
clearly printed on the property 
tax bill

• Taxpayers enter the district 
number into the tax credit 
calculator

Note: Since this training, the calculator has been modified substantially and can be found at https://revenue.ky.gov

1/14/19 Update: Phone numbers 
now removed from calculator

http://www.revenue.ky.gov/
https://revenue.ky.gov/


Example – Only Total Tax Due on Statement
• Madison County: Shows only the tax due. The amount related to 

inventory is not listed separately 

• In this case, the 
taxpayer would need 
to refer back to the 
Form 62A500 for the 
amount of the tangible 
property that 
represented inventory 
in order to get the 
necessary information 
to enter on the 
worksheet



Example –Tax for Inventory Credit Shown

Boone County: The specific 
amount of inventory tax is 
shown on the face of the 
bill
• Taxpayers can easily 

locate the amount to 
enter into the tax credit 
calculator 

Update 1/14/19: The calculator has 
an override to accommodate direct 
input of known inventory tax

Note: Since this training, the calculator has been modified substantially and can be found at https://revenue.ky.gov

https://revenue.ky.gov/


Example – Itemized Statement 

Metcalfe County: 
Inventory tax is 
broken out 
separately. 

Note: Since this training, the calculator has been modified substantially and can be found at https://revenue.ky.gov

https://revenue.ky.gov/


Example – Itemized Assessment Statement
Campbell County: Lists the type of tangible property subject to tax
• In this taxpayer’s case, the whole amount is for Merchant’s Inventory (Line 31 of Form 62A500)

Note: Since this training, the calculator has been modified substantially and can be found at https://revenue.ky.gov

https://revenue.ky.gov/


Example – Itemized… Partially
Greenup County: Inventory tax is broken out separately for some taxing 
authorities, but not for others.
• Note that the separately billed amounts for inventory do not add up to the 

amount calculated by the worksheet

The $246,683 also 
contains inventory 

*Note: The prototype 
calculator uses 2017 rates, so 
there is a $15 difference 
between the worksheet-
calculated amount and the 
manually calculated amount. 
All 2018 rates were not 
known as of the PVA 
Conference date

Note: Since this training, the calculator has been modified substantially and can be found at https://revenue.ky.gov

https://revenue.ky.gov/


Examples
Greenup County: shows why taxpayers should use the calculator if they want the full amount of 
the credit
• The worksheet automatically computes the tax on each category of inventory for each taxing 

jurisdiction

Note: Since this training, the calculator has been modified substantially and can be found at https://revenue.ky.gov

https://revenue.ky.gov/


Examples

• The worksheet generates a 
completed Sch INV

• The INV shows the total inventory 
value, the tax paid, and calculates 
the amount of the credit

• In this case, the credit is $789



KDOR Guidance 

revenue.ky.gov  Tax Professionals  Guidance



KDOR Guidance – Published TAMs

TAM 18-01 
Conversion Factors for Communication and Video 

Programming Service Providers

TAM 18-02
Kentucky’s Treatment of Global Intangible Low-Taxed 

Income (GILTI)

TAM 18-03 Credit for Income Tax Paid to Another State

TAM 18-07
Credit for Ad Valorem Tax Paid on Inventory 

(updated)

TAM 18-05
Application of Sales Tax to Vegetation Management

Performed on Behalf of Utilities

TAM 18-06 Deductibility of State Taxes

revenue.ky.gov  Tax Professionals  Guidance

KY-TAM-18-07 
replaced previous 
guidance on the 
inventory tax credit  
(KY-TAM-18-04)



Questions, Comments, or Concerns

Thank You!
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