CORPORATION FRANCHISE TAX

The Ohio corporation franchise tax has
two aternative tax bases. a net worth
base and a net income base. Corpora
tions are required to compute their tax
liability under each base and pay the

Percentage of Corporations and
Tax Liability by Tax Base, Tax Year 1998
Total Number of Corporations --112,001
Total Reported Tax Liability -- $913.1 Million
(Excludes financial institutions)
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Therefore, taxesfrom these reportswere
primarily collected during fiscal year 1998.

For al corporate franchise taxpayers except finan-
cid ingtitutions, the reported liability before credits
(not including Tier | and Tier Il litter taxes) was
$981.1 million, but tax credits reduced the net
ligbility to $913.1 million. About 72 percent of the
total tax liability before credits was based on net
income compared to 28 percent based on net worth.
The remainder of the tax was either collected from
the minimum tax or the proper tax base was not
reported. While about 72 percent of the tax liability
was based on net income, only about 29 percent of
the corporations paid the tax on net income. About
33 percent of the corporations paid the tax based on
net worth and another 41 percent paid the mini-
mum tax. These data exclude the reports of finan-
ciad indtitutions, which are shown in the final table.

Financia ingtitutions reported a total tax liability of
$180.0 million for tax year 1998. Banks filed 55
percent of the returns and reported 79 percent of
the tota tax liability. Savings and loans filed 33
percent of these returns, but reported only 20
percent of the total tax liability. Other financia
ingtitutions accounted for the balance of the returns
and tax liability.

TAX BASE (R.C. 5709.50, 5709.65, 5733.04,
5733.05, 5733.051 AND 5733.056):

The total value of the corporation’s issued and
outstanding shares of stock (corporations doing
business only in Ohio), or the portion of the value
of itsissued and outstanding shares of stock attrib-
utable to Ohio (corporations doing business both
insde and outside of Ohio) form the base of the
corporation franchise tax. Two aternative meth-
ods are provided for the measurement of this value:

1. NetWorth Base

This is determined by subtracting the net carry-
ing vaue of the corporation's liabilities from
the net book value of its assets, less any items
excluded by statute (see Exemptions and Ex-
clusions section). For calendar year corpora-
tions, net worth is determined as of the end of
the preceding calendar year; for fiscal year
corporations, net worth is determined as of the
end of the fiscal year ending in the preceding
calendar year. The net worth of interstate
corporations is apportioned to Ohio according
to the formula shown in Exhibit 1 - Corpora-
tion Franchise Tax (page28).
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2. Net Income Base (does not apply to financial

ingtitutions). This is equa to the Ohio portion
of federa taxable income with exclusons and
additions required by state statute (see Exemp-
tions and Exclusions section). For calendar
year corporations, net income is computed for
the preceding calendar year; for fiscal year
corporations, net income is computed for the
fisca year ending in the preceding calendar
year. For corporations operating only in Ohio,
the total net income of the corporation is attrib-
utable to Ohio. For interstate corporations, in-
come is alocated or apportioned to Ohio as
follows:

Allocablel ncome

The following types of income are alocated
within or outside of Ohio on the basis of loca
tion, commercial sSitus, at time of sale, or
location of business activity:

1) net rents and royalties from real and per-
sona property;

2) capital gains and losses from the sale or
other disposition of red, tangible, and divi-
dend producing intangible property;

3) dividends;

4) net patent and copyright royalties (not rep-
resenting principal source of gross receipts);

5) technical assistance fees

Apportionablel ncome

Income from al non-allocable sources is ap-
portioned to Ohio according to a three-factor
formula (unless Tax Commissioner approves
or requires aternative method of apportion-
ment). The formula and the three factors are
shown in Exhibit 2 -- Corporation Fran-
chise Tax (page 28).

The sum of Ohio's alocable and apportionable
income equals Ohio taxable net income to which
the tax rate is applied.

RATES

1. General Rates(R.C.5733.06) for al corpora-

tions except financia ingtitutions for the two
aternative tax bases are:
Net Worth--4.00 mills on the taxable value
of the corporation with a $150,000 maxi-
mum liability; or

Net Income--5.1 percent on the first
$50,000 of Ohio taxable income plus 8.5
percent on Ohio taxable income in excess
of $50,000.

Corporations pay the greater of the two tax
liabilities computed under the aternative tax
bases (after deducting credits)—with a mini-
mum tax liability of $50 for all corporations.

Litter Tax Rates (R.C. 5733.065 and

5733.066)

a. The tax rates for the two alternative tax bases
for all corporations except “litter stream cor-
porations’ and financia ingtitutions are:

Net Worth -- 0.14 mill on the taxable value
of the corporation; or

Net Income -- 0.11 percent on the first
$50,000 of Ohio taxable income plus 0.22
percent on Ohio taxable income in excess of
$50,000.

The additional tax charged any taxpayer or
group of combined taxpayers under these
rates is limited to a maximum of $5,000.

b. The litter tax rates for the two aternative tax
bases for corporations manufacturing or sell-
ing "litter stream products™ are:

Net Worth -- 0.28 mill on the taxable vaue
of the corporation; or



3.

Net | ncome--0.11 percent onthefirst $50,000
of Ohio taxable income plus 0.44 percent on
Ohio taxable income in excess of $50,000.
The additional tax charged any taxpayer or
group of combined taxpayers under these
rates is limited to a maximum of $10,000.

* Litter stream productsincludegeneral bev-
erages, beverage containers and packag-
ing, take-out food packaging, tobacco prod-
ucts, candy and gum.

Financial I nstitutions Rate (R.C.5733.06)

Rate on net worth (net income base does not
apply)—14 mills in tax year 1999; 13 mills in
tax year 2000 and thereafter.

EXEMPTIONS AND EXCLUSIONS

Entities not subject to tax (R.C. 1733.43, 5733.01,
5733.04, 5733.06, 5733.09, and 5733.10):

1.

2
3.

ok

10.

11.

Nonprofit corporations (except certain agricul-
tural and consumer cooperatives);

. Municipa corporations;

Public utilities subject to public utility excise
tax;

Credit unions,

Dedlers in intangibles subject to intangibles tax
imposed by R.C. 5707.03;

Corporations required to file annual reports
with the superintendent of insurance;

"Real estate investment trust,” "regulated in-
vestment companies,” and "real estate mort-
gage investment conduits’ as defined in the
Internal Revenue Code;

Corporations electing treatment as“ S’ corpora-
tion under the Internal Revenue Code;
Limited liability companies, if treasted as part-
nership for federal tax purposes,

Entities defined as a "qudified holding com-
pany" are exempt from tax on the net worth
basis;

Corporationsin Chapter 7 bankruptcy proceed-
ings are not liable for franchise tax.

1
2.

w
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Assets excluded when computing the corpora
tion’s net worth (R.C. 5709.25, 5709.35,
5709.50, 5709.65, 5915.29 and 6111.36):
Certified Ohio pollution control facilities;
Certain facilities designed to convert coal into
other fuels or to desulfurize coa (assets ex-
cluded for 30 years);

Certified Ohio civil defense structures,
Certified Ohio energy conversion, thermal ef-
ficiency improvement, and solid waste energy
conversion facilities;

Qualified improvements to property located in
an enterprise zone

Exempt income and deductions from the net in-
come base (R.C. 5709.35, 5733.04, 5733.054,
5733.055, and 5733.058):

1.

Certain income from sources outside the United
States;

2. Specified dividends from other corporations;
3.

Dividends received from public utilities, insur-
ance companies, and financial institutions in
which the taxpayer has the ownership interests
required by statute (receipts from these compa-
nies are eliminated in determining the sales
factor for apportioning net income and net
worth);

Gains from the sale of capital assets where such
gains occurred prior to addition of income base
(losses from such sales are added to income);
Income arising from facilities designed to con-
vert cod into other fuels, to desulfurize coal, or
as a coa research and development project
(exempt for 30 years);

Interest on Ohio public and purchase obliga-
tions and gain from the sale of Ohio public
obligations (losses from sales of Ohio public
obligations are added to net income);

Amount of payroll excluded for the federal
“work opportunity credit”;

Net interest income on obligations of the federal
government;

Net operating loss carried forward from prior
years. Losses incurred in taxable years ending
after 1981 may be carried forward 15 consecu-
tive taxable years. There is no carryback provi-
sion.
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10.Amount contributed to an individual develop-

ment account program,

11.Net income attributable to an "exempted invest-

ment" in a public utility (net loss from "ex-
empted investment in a public utility is added to
net income).

CREDITS (R.C. 122.17, 5709.65, 5709.66,
5733.062, 5733.064, 5733.068, 5733.069,
5733.0610, 5733.0611, 5733.31, 5733.311,
5733.32-5733.38):

1. New manufacturing machinery and equipment

purchased between January 1, 1995 and June
30, 1996 and located in Ohio may be eigible for
acredit equal to 20 percent of its cost. The credit
is available if the cost of the purchased machin-
ery and equipment equals or exceeds 20 percent
of the cost of the taxpayer's total tangible per-
sona property located within the United States
as of the end of the taxable year that precedes
the 18 month eligible purchase period. The
maximum credit allowed any taxpayer is
$500,000. The credit may be carried forward
for up to three tax years.

An "dternative" tax credit is available for new
manufacturing machinery and equipment. It
operates in the same manner as the "origina"
manufacturing tax credit described immediately
above. However, the "dternative" credit differs
in two important ways. (1) purchases must have
been made between December 1, 1995 and
June 30, 1996; and (2) the taxpayer's new Ohio
investment must equal or exceed 20 percent of
the aggregate cost of the taxpayer's total manu-
facturing machinery and equipment located in
the U.S. during the prior taxable year. The latter
requirement is easier to meet than the require-
ment contained in the "origind" manufacturing
tax credit.

3. Taxpayers may take a credit equal to 50 percent
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of cash donations for litter control made to
municipalities, counties, and townships which
quaify for grants from the litter control and
recycling specia account. This credit is limited
to the lesser of cash donations or 50 percent of

the additional tax liability from the litter tax
rates.

4. A credit is available for qualified non-retail

corporations locating in “enterprise zones’ equal

to:

a. the amount reimbursed to specified employ-
ees for the cost of day care servicesup to a
maximum of $300 per child;

b. the amount reimbursed to specified employ-
ees for training costs up to a maximum of
$1,000 per employee.

. Savings and loans are allowed a credit equal to

the difference between the assessment paid by a
state-chartered savings and loan association to
the Division of Savings and Loans and the
amount paid in supervisory fees to the Federa
Savings and Loan Insurance Corporation
(FSLIC) or, in the case of an association not
insured by the FSLIC, the amount it would have
paid if so insured.

6. A creditisalowed that isequal to the taxpayer's

proportionate share of the tax paid or due by a
pass-through entity under RC section 5733.41.

7. Corporations with increasing export sales and

increased Ohio payroll or property are alowed
a credit against the franchise tax. The credit is
available for tax years 1993 through 2005. The
credit is equal to ten percent of the following
product: (1) pre-tax profit from the incremental
increase in export sales, multiplied by (2) the
average of the property factor and payroll fac-
tor, multiplied by (3) an increasefactor based on
the taxpayer's additional Ohio payroll or Ohio
property. The credit is calculated according to
this formula for tax year 1993 through tax year
2000. For tax years 2001 through 2005, only
unused amounts carried forward from prior
years are adlowed. The maximum credit al-
lowed to the taxpayer and its related membersin
any one year is $250,000. The maximum aggre-
gate credit allowed to the taxpayer and its re-
lated members for dl digible tax years may not
exceed $3.25 million. Any credit in excess of
the amount allowed for the tax year may be
carried forward to a later tax year or years until
tax year 2005.



8.

10.

11.

12.

A taxpayer may claim a refundable corporate
franchise tax credit for new jobs created pursu-
ant to an agreement with the Tax Credit Author-
ity created under R.C. Section 122.17. The
credit is equal to a designated percentage of the
total amount of Ohio income tax withheld from
new employees during the taxable year. The
percentage, which may not exceed 100 percent,
is established under the agreement between the
taxpayer and the Tax Credit Authority. The
credit is permitted for aperiod of up to ten years.

A taxpayer may claim a credit equa to ten
percent of the cost of purchasing and ingtaling
or constructing qualifying property used to pro-
duce grapes in Ohio. Any credit amount in
excess of the tax due for the taxable year in
which the qualifying property is placed in op-
eration may be carried forward for up to seven
years.

Qualified corporations located in an eligible
enterprise zone may take a maximum $1,000
tax credit for each new employee receiving
benefits under the Aid for Families with De-
pendent Children program at the time of em-
ployment. Any credit in excess of the tax due
may be carried forward for a maximum of three
tax years.

A nonrefundable credit is available for invest-
ments made in small, Ohio-based companies
doing research and development and technol-
ogy transfer. The credit is equal to 25 percent of
the qualified investment. The credit must be
approved by the state Industrial Technology
and Enterprise Board. The maximum cumula-
tive value of credits granted to taxpayers cannot
exceed $10 million.

Taxpayers may take a nonrefundable credit for
costs incurred in completing a voluntary cleanup
of a contaminated Site, pursuant to an agree-
ment with the state Development Director. The
credit is aimed at restoring brownfield indus-
trial sites. It isequa to the lesser of $500,000 or
10 percent of the eligible costs incurred in
performing the voluntary cleanup action. If the
action is undertaken in an "economically disad-

13.

14.
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vantaged" area the credit is the lesser of
$750,000 or 15 percent of the eligible costs.
The maximum cumulative value of credits
granted to taxpayers cannot exceed $30 mil-
lion.

New manufacturing machinery and equipment
purchased between July 1, 1995 and December
31, 2000 for ingdlation in Ohio may be eligible
for an investment tax credit. The credit is based
on the amount by which the costs of the
taxpayer's manufacturing machinery and equip-
ment investment in a specific county during the
calendar year exceeds the cost of its average
annual investment in machinery and equipment
in the same county during three consecutive
designated calendar years. The credit is equd
to 7.5 percent of this amount. Investments in
eligible areas (inner city areas, distressed aress,
labor surplus areas, and situtational distress
areas) have a tax credit rate of 13.5 percent
instead of 7.5 percent. The full credit is divided
by seven and the resulting amount may be taken
in seven successive tax years. Any unused
credit may be carried forward for a maximum of
three tax years.

Three different tax credits are available in tax
years 1999 through 2003 for costs associated
with child day care. One of these credits equals
50 percent of the payments made by the tax-
payer to support aqualified day care center that
may be used by the taxpayer's employees.
Another credit equals 50 percent of the start-up
expenses of aday care center established on the
taxpayer's site and used by the taxpayer's em-
ployees (up to $100,000). The final credit
equals 50 percent of the reimbursements made
by a taxpayer to its employees for day care
expenses of dependents, with a maximum $750
annual credit per child.

SPECIAL PROVISIONS (R.C. 5733.04,
5733.056, 5733.57, 5733.06, 5747.40, 5747.453)

1

A corporation that dissolves or surrenders its
license to conduct business in Ohio prior to
January 1 of tax year is subject to an "exit tax"
on its unreported Ohio net income. Any in-
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come earned in the two calendar years prior to
the tax year, to the extent that such income was
not previously included on a franchise tax
report, is subject to the exit tax. (Thistax does
not apply to financia ingtitutions).

A corporation that claims the credit for its
proportionate share of taxes paid by a qualify-
ing pass-through entity must add to federal
taxable income the amount claimed as a credit,
to the extent such amount was deducted or
excluded from the corporation's federal tax-
able income.

Qualifying pass-through entities (partnerships,
S corporations, and limited liability companies
treated as a partnership for federal income tax
purposes) that are doing business in Ohio or
otherwise have nexus with Ohio are required to
pay tax on the qualifying investors shares of
the entity's Ohio profits. Among the investors
excluded from the definition of "qualifying
investors” are individual investors that are
Ohio residents;, nonresident individuals on
whose behalf the entity files Ohio form IT-
4708; investment pass-through entities, and
investors that submit a statement to the qualify-
ing pass-through entity agreeing that the inves-
tor is subject to Ohio corporate franchise tax on
its distributive share of income from the entity.
The entity is subject to afive percent withhold-
ing tax on the sum of qualifying individua
investors distributive shares of the entity's Ohio
income and gain. For quaifying investors that
are not individuas, the entity is subject to an
8.5 percent tax on the sum of such investors
distributive shares of Ohio income and gain.
No tax is due if Ohio income and gain do not
exceed $1,000.

Companies defined as "financia ingtitutions®
under R.C. Section 5725.01 are subject to a net
worth-based franchise tax that differs from the
net worth tax on regular corporations. Begin-
ning in tax year 1999, out-of-state banks that
do business in or otherwise have nexus with
Ohio but do not recelve deposits at an Ohio
office are taxed as financia institutions rather
than as regular taxpayers.

5. Each taxpayer shdl include in its adjusted quali-
fying amounts, allocable income or loss,
apportionable income or loss, property, com-
pensation, and sales, the taxpayer's proportion-
ate or distributive share of such items for any
pass-through entity in which the taxpayer has a
direct or indirect ownership interest.

TAXPAYER (R.C. 5733.01):

Corporate franchise tax is imposed on al domestic
corporations organized for profit under Ohio law,
except corporations which are exempted by statute.
The tax must also be paid by nonprofit agricultural
and consumer cooperatives which are organized
under Chapter 1729 of the Ohio Revised Code. All
foreign corporations organized for profit which are
doing business in Ohio, or authorized to do bus-
ness in Ohio, must also pay the corporate franchise
tax. Business trusts defined in section 1746.01 are
also subject to corporate franchise tax. The tax is
imposed for the privilege of doing business in Ohio
during the year in which the tax is payable.

FILING AND PAYMENT DATES (R.C.
5703.47,5733.02, 5733.021, 5733.13):

January 31--By this date, the corporation must file
either the annud report and make full payment of
the tax due, or an estimated report of its full tax
ligbility and pay one-third of that estimated liability.
If the estimated full tax liability is less than the
maximum tax of $50, the corporation must make
full payment of $50.

March 31--By this date, the corporation must file
either the annual report and pay the difference
between its full liability and first estimated pay-
ment, or it must file a timely extenson request and
pay another one-third of its estimated tax liability.

May 31--By this date, a corporation which received
an extension of time for filing past March 31 must
either file the annual report and pay the difference
between its full liability and its estimated payments
made earlier, or pay the remaining one-third of its
estimated tax liability (if it is granted an extension
for filing past May 31). A corporation receiving this



extenson mugt file its annual report and pay any
remaining tax liability by the 15th day of the month
following the final due date for filing its federal
corporation income tax return.

The interest rate charged on any underpayment of
estimated tax payments in a year is based on the
average federa short term rate in effect in July of
the previous year plus three percentage points. For
calendar year 1999, the calculated rate was 8 per-
cent.

DISPOSITION OF REVENUE (R.C. 4981.09,
5733.12, 5733.122):

The Loca Government Fund receives 4.2 percent,
the Local Government Revenue Assistance Fund
receives 0.6 percent, and the General Revenue
Fund receives 95.2 percent of collections.

The amount appropriated annudly for administra-
tion of the “litter” tax is credited to the litter control
tax adminigtration fund. In addition, $5 million is
credited to the recycling and litter prevention fund
for each six-month period.

Upon certification by the Tax Commissioner by the
last day of each March and August, fifty percent of
the corporate franchise tax paid by railroads into the
General Revenue Fund is transferred by the Office
of Budget and Management from the General Rev-
enue Fund to the Rail Development Fund. (This
requirement expired after the March 1999 certifica-
tion.)

OHIO REVISED CODE CITATIONS:

Chapter 122, 1733, 4981, 5703, 5709, 5733, and
5915.

ADMINISTRATION (R.C. 5733.02, 5733.052,
5733.11):

1. Shared Administration:
Although tax payments and annua reports of
corporations are filed with the Treasurer of State,
the Tax Commissioner is principa administrator
of the tax, with the Treasurer acting as collector
of the tax. All corporate franchise reports re-
ceived by the Treasurer are transmitted to the
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Commissioner showing the amount of tax remit-
ted with the report and the date it was received.
If a corporation required to file a report fails to
do so within the prescribed time, files an incor-
rect report or fails to remit the full amount of the
tax due, the Commissioner may make an assess-
ment against the corporation for the tax due.

2. Combined Report:

When more than haf of the capital stock with
voting rights of a corporation is owned or
controlled by another corporation, the Tax Com-
missioner is authorized to permit or require the
combining of net income for purposes of calcu-
lating the tax base. Two or more corporations
subject to the tax which meet the above owner-
ship requirements may elect to file a combined
report if the combination sets forth the informa-
tion required by the Commissioner and each of
the corporations has nondividend income from
sources within Ohio. Once made, this election
may not be changed by the taxpayer without the
Commissioner's consent (See Tax Commis-
sioner Rule 5703-5-06).

RECENT LEGISLATION:

House Bill 283, effective July 1, 1999.

R.C. 5733.05 - The value of land devoted exclu-
sively to agriculture is excluded from the taxpayer's
computation of net worth.

R.C. 5733.33 - Extends the period for making
quaifying purchases for purposes of the manufac-
turing investment tax credit, from January 1, 2001
through December 31, 2005. Allows the credit to
be taken when the property is sold or otherwise
removed from Ohio before the end of the seven
years, if such property has been fully depreciated
for federal income tax purposes. Requires that the
caculation of thresholds and investment increases
is to include al related members.

R.C. 5733.351 - Taxpayers are granted a nonre-
fundable tax credit equal to 7 percent of the excess
of qualified research expenses incurred during the
taxable year over the taxpayer's average annual
qualified research expenses incurred in the state for
the three preceeding taxable years.
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R.C. 5733.39 - A nonrefundable tax credit is pro-
vided to railroad companies for the costs of main-
taining active grade crossing warning devices in Ohio.
Thecredit isequal to thelesser of $200 or 10 percent
of the annual maintenance cost of each device.

R.C. 5733.42 - Taxpayers are alowed a nonrefund-
able tax credit for one-haf of the direct instructional
costs of training employeesthat exceed the taxpayer's
average annual training costs for the three preceding
years. The credit cannot exceed $500 per each
trained employee, and may not exceed the lesser of
$100,000 or 1/2 of the taxpayer's ligbility.

Temporary Law Section 177 - Provides a refund-
abletax credit intax year 2000 equal to the amount of
additional tax paid in tax year 1999 as aresult of not
excluding land devoted exclusively to agriculturefrom
the taxpayer's net worth.

Temporary Law Section 178 - Allows taxpayers
with related member to elect to compute the credit
for investment prior to January 1, 2001 as if all
related members were a consolidated, single tax-

payer.

House Bill 770, Effective June 17, 1998.

R.C. 5733.058 - A taxpayer must adjust its net
income (or loss), apportionment factors, and credits
to the extent that net income (or loss), apportion-
ment factors, and credits include the taxpayer's
proportionate share of such amounts attributable to
the taxpayer's direct or indirect ownership interest
in an "exempted investment”. An exempted invest-
ment is the taxpayer's investment in a pass-through
entity or "disregarded entity” which is a public
utility.

HouseBill 426, Effective July 22, 1998.

R.C. 5733.33- Under certain limited circumstances,
the purchaser of a "large manufacturing facility”
may clam the unused manufacturing investment tax
credits (7.5% - 13.5% credit) of the seller of the
manufacturing equipment located at the manufac-
turing facility.

Senate Bill 3, Effective October 6, 1999.
R.C. 5733.09 - Subjects dectric utilities to the
corporate franchise tax effective January 1, 2002.

RECENT SIGNIFICANT COURT DECI-
SIONS:

Burger Iron Co. v. Tracy (1998), 83 Ohio St. 3d
102.

The Supreme Court held that the value of the stock
of second and third tier subsidiaries may not be
sitused under R.C. 5733.05(A), as that section only
provides for the situsing of first tier subsidiaries.

Goodyear Tire and Rubber Co. v. Tracy (1999),

85 Ohio St. 3d 615. Supreme Court held that a
pension surplus fund carried on the books of an
Ohio corporation as an asset was property includ-

able in the numerator of the property factor, be-

cause under R.C. 5709.02 and 5709.03 such intan-

gibles are sitused at the residence of the owner.

Harsco Corp.v. Tracy (1999), 850hio St. 3d 382.
The sde by a taxpayer of one of its divisions
generated a capital gain that included recaptured
depreciation. The Supreme Court held this gain to
be alocable income, rather than apportionable in-
come, for purposes of determining the net income
basis.

Global Industries Technologies v. Tracy (June
1999), BTA No. 97-1072. A Delaware corpora-
tion with a principa place of business in Texas,
which was a 50% partner in a partnership which did
business in Ohio, was not required to include the
value of its partnership interest in the numerator of
the business done fraction of the net worth calcula-
tion. The BTA found that the situsing provison of
R.C. 5709.02 and 5709.03 do not address partner-
ship interests, and that an analogy to situsing
interests in corporations did not support situsing the
partnership interest in Ohio.



Keycorp, Successor to Society Corp. v. Tracy
(July 10, 1998), B.T.A. No. 96-954. TheBoard
held that the Eurodollars and repurchase agree-
ments owned by the taxpayer and booked as
liabilities by the taxpayer's subsibiary bank were
includable in the calculation of the taxpayer's net
worth base. They were not excluded from the net
worth calculation by R.C. 5733.05(A)(5)(c) as
the taxpayer contended. The taxpayer was found
to be a quiescent holding company because it had
no employees and conducted no business other
than its investment activities.

Marathon Oil Co. v. Tracy (Nov. 6,1998), BTA
96-1396. The board held that interest received on
aloan made to a subsidiary to help it meet its day-
to-day obligations did not congtitute a business
activity and therefore should not be included in
the business done factor.

Corporation Franchise Tax

Shell Oil Co.v. Tracy(Nov. 6,1998),BTA No. 96-
1396. BTA ordered that the first-tier subsidiaries of
a net worth taxpayer should be sitused for purposes
of the property factor in accordance with Burger
Iron Company v. Tracy (1998), 83 Ohio St. 3d 102.
That case held that where the first tier subsidiaries
own no physica assets, no "look-through" to the
assets of lower level subsidiaries is permitted.

USX Corporation v. Tracy (Jan. 22, 1999), BTA
No. 92-1479. On reconsideration, the BTA held
that the taxpayer had properly included in its calcu-
lation of net worth, or book value, the reserve for
deferred income taxes and that the debit balance in
the reserve appropriately reduced net worth.
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| Exhibit 1 -- Corporation Franchise Tax

Net Worth Tax Base Formula
Taxable — Net Vdue
vdue  of Stock* X ((Propertyfactor X .2) + (Payrollfactor x .2) + (Sal&sfactorx.G))

* Excludesvalueof pollution control, coal conversion, and ener gy conversion facilities property, and qualified propertyinan
enterprise zone.
See Exhibit 2 for explanation of factors.

| Exhibit 2 -- Corporation Franchise Tax
Net Income Tax Base

(Does not apply to financial institutions)

1. Allocable income (such as dividends and capital gains) is not subject to the net income
apportionment formula but is added to apportioned income, which is described in the following
steps.

2. Net Income Apportionment Formula:

Net Income Income

* Reduced by number of factors with a denominator of zero.

3. The factors are computed as follows:

Average cost of owned or rented real and tangible
Property Factor* =  personal property used in business in Ohio

Average cost of such property used everywhere
PayrollFactor** = Total compensation paid in Ohio
Total compensation paid everywhere
SalesFactor** = Salesin Ohio
Saleseverywhere

* The cost of pollution control, coal conversion, solid waste energy conversion, thermal
efficiency improvement, and energy conversion facilities; property that generates rental
income; and property used exclusively for qualified research in Ohio is excluded from the
numerator and denominator. The cost of qualifying improvements to property in an
enterprise zone is excluded from the numerator only.

Excludes compensation to certain employees at a qualified facility in an enterprise zone,
and compensation to employees engaged in qualified research in Ohio.

*** Forsales oftangible personal property, sales inside and outside of Ohio are determined by
the final destination of the property sold; other sales are sitused according to where the
income-producing activity takes place. Sales derived from allocable income are not
included in this factor.
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Table 16

Corporate Franchise Tax Collections, Fiscal Years 1995 - 1999

Fisca Gross Tax Net Tax

Year Collections Refunds Collections

1995 $1,194,742,023 $83,042,777 $1,111,699,246

1996 1,290,906,046 109,221,702 1,181,339,338

1997 1,324,627,586 104,326,355 1,220,301,231

1998 1,405,245,382 136,579,106 1,268,666,276

1999 1,333,022,664 182,696,330 1,150,325,834
Source: Ohio Office of Budget and Management.

Number of Corporations

by Tax Base
Net Net
Industry Minimum Worth Income Total
Agriculture & Forestry 507 598 438 1,543
Mining 375 450 195 1,020
Congtruction 3,777 3,428 3,075 10,280
Manufacturing 4,198 5,865 5,038 15,101
Communications & Transportation 2,014 1,526 1,300 4,840
Wholesdle Trade 2,644 3,545 3,478 9,162
Retall Trade 4,973 5,627 3,478 14,078
Finance 6,094 4,606 2,924 13,624
Services 14,402 9,719 7,211 31,332
Unknown* 7,395 2,007 1,619 11,021
TOTAL 46,379 37,371 28,251 112,001
*|ndustry classification was not indicated by taxpayer.
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Table 18

Number of Corporations, By Tax Base
and Tax Liability Class, Tax Year 1998

Number of Corporations
by Tax Base
Net Net

Tax Lidbility Class Minimum Worth Income Totd
Minimum 46,379 — — 46,379

$1 - $1,000 — 22,192 10,821 33,013
1,001 - 2,000 — 5,397 4,323 9,720
2,001 - 3,000 — 2,578 2,515 5,093
3,001 - 4,000 — 1,489 1,214 2,703
4,001 - 5,000 — 999 1,060 2,059
5001 - 10,000 — 2,006 2,683 4,689
10,001 - 15,000 — 744 1,172 1,916
15,001 - 20,000 — 273 751 1,172
20,001 - 25,000 — 186 487 760
25,001 - 30,000 — 123 351 537
30,001 - 35,000 — 123 291 414
35001 - 50,000 — 246 596 842
50,001 - 100,000 — 344 853 1,197
100,001 - 200,000 — 196 528 724
200,001 - 500,000 — 125 407 432
500,001 - 1,000,000 — 34 113 147
Over $ 1,000,000 — 18 86 104
TOTAL 46,379 37,371 28,251 112,001
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Table 21

Number of Manufacturing Corporations, By Tax Base

and Industry, Tax Year 1998

Number of Corporations
by Tax Base
Net Net

Industry Minimum Worth Income Total
Food 233 335 218 786
Tobacco Manufacturers 9 4 8 21
Textile Mill Products 39 50 34 123
Appard and Other Textile 92 100 52 244
Lumber and Wood Products 99 163 142 404
Furniture and Fixtures 76 98 69 243
Paper 132 173 157 462
Printing and Publishing 367 425 395 1,187
Chemicals 301 442 361 1,104
Petroleum and Coal 42 54 33 129
Rubber and Plagtics 332 348 340 1,020
Leather Products 12 20 6 38
Stone, Clay & Glass Products 174 255 218 647
Primary Metal 116 186 131 433
Fabricated Metal 716 1,305 1,217 3,238
Machinery (non-electrical) 419 644 557 1,620
Electrica Machinery 389 431 366 1,186
Transportation Equipment 145 183 157 485
Instruments and Related Prod. 164 216 167 547
Miscellaneous Manufacturing 341 433 410 1,184
TOTAL

Table 22

Number of Manufacturing Corporations, By Tax Base
and Tax Liability Class, Tax Year 1998

Number of Corporations
by Tax Base
Net Net
Tax Liability Class Minimum Worth Income Total
Minimum 4,198 — — 4,198
$51 - $1,000 — 2,483 1,168 3,651
1,001 - 2,000 — 872 530 1,402
2,001 - 3,000 — 499 358 857
3,001 - 4,000 — 317 197 514
4,001 - 5,000 — 216 192 408
5,001 - 10,000 — 542 559 1,101
10,001 - 15,000 — 214 308 522
15,001 - 20,000 — 132 223 355
20,001 - 25,000 — 102 153 255
25,001 - 30,000 — 70 110 180
30,001 - 35,000 — 45 98 143
35,001 - 50,000 — 93 227 320
50,001 - 100,000 — 140 323 463
100,001 - 200,000 — 73 256 329
200,001 - 500,000 — 51 210 261
500,001 - 1,000,000 — 13 67 80
Over $1,000,000 — 3 59 62
TOTAL 4,198 5,865 5,038 15,101
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