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Stepping In; Stepping Up

Slogar Named Deputy; Ashbridge Named CIO

To enable the Ohio Department of Taxation to achieve its goal
of enhancing taxpayer service, modernizing its operations and ad-
dressing human resource devel opment i ssues, Commissioner Tom
Zaino created two new positions. They are Deputy Tax Commis-
sioner for Performance Excellence and Chief Information Officer.

Boris Slogar, P.E., is the Deputy Tax Commissioner for Perfor-
mance Excellence for the Ohio Department of Taxation. Mr. Slogar,
who joined the Department in February, assists Commissioner Zaino
inanumber of capacities. Hismain duty isleading the Department’s
new Performance Excellence Division, which is responsible for:

—Overseeing the Department’s performance excellence initia-
tives;

—Coordinating and submitting the Department’ s application for
the Ohio Award for Excellence (OAE) for purposes of improving
customer and taxpayer service, increasing efficiency, and reducing
operating costs;

—Implementing all improvements necessary to qualify for OAE;
and

—Developing and implementing the Department’ s effort to cre-
ate and sustain a high performance workplace.

Previously, Mr. Slogar worked at the Ohio Department of Natu-
ral Resources as an Engineering Manager. Heis a Certified Mem-
ber of the Ohio Award for Excellence Board of Examiners, is an
OAE Examiner Instructor, and is a Member of the OAE Council.

Commissioner Zaino said, “I’m very pleased to have Boris on
board. | have known Boris personally for several years and he un-
derstands my approach and my commitment to quality and excel-
lence.”

Later this year, the Department will launch an e-Government
initiative which will increase the importance of technology in the
Department’s operations. To ensure success with this initiative,
Commissioner Zaino created the position of Chief Information Of-
ficer (CIO). In March, Gil Ashbridge began his new role as CIO.

Mr. Ashbridge started with the Department in 1973. He began
his career here as atax agent, working hisway up through numer-
ous other positions over the years. He, most recently, had been
serving as Administrator of the Department’ s Information Services
Division.

“The role of CIO will be new and challenging for Gil, but his
knowledge of the Department’ s business operationsand hisIT ex-
perience make him the right person for thisjob.”

These new positions will assist the Department in fulfilling its
mission of providing quality service to Ohio taxpayers by helping
them comply with their tax responsibilities and by fairly applying

Beckner Named IFTA President

the tax law.
What’'s Up Inside. ..

Richard Beckner, administrator of the Excise and Motor Fuel Tax Division, has been
elected to a one-year term as president of the board of trustees of the International Fuel Tax
Association, Inc. (IFTA). IFTA is amulti-jurisdictional fuel tax collection organization that
oversees an agreement which allows a commercial trucker traveling through many jurisdic-
tionsto pay fuel usetaxesin abase state. The base state then distributesfuel tax revenuesto
thejurisdictionsin which the truck operated. The 48 contiguous U.S. states and 10 Canadian

provinces are currently members of IFTA.

Mr. Beckner has served on the IFTA board since 1997. He said the goal of the organiza-
tionisto providetheinformation and services necessary for the variousjurisdictionsto effec-

(Beckner—cont’ d. on page 6)
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Mission: Simplify

An effort to give businesses abreak from the burden of bureau-
cracy and paperwork istaking shape. Commissioner Zaino and oth-
ersacross state government have been working to implement House
Bill 202 (122nd General Assembly) which called for more efficiency
in the process of filing forms with the state of Ohio. On February
15, Commissioner Tom Zaino gave Governor Bob Taft a plan to
meet that mandate and make it easier to do businessin Ohio.

Currently, businesses operating in Ohio must frequently report
and make payments to multiple state agencies. Further, the infor-
mation filed with each agency is often redundant and the due dates
for making reports and paymentsto these agenciesareinconsistent
with each other. Businesses must dedicate significant amounts of
time and resources to comply with these reporting and payment
requirements.

Last December, Governor Taft asked Commissioner Zaino to
chair an Interagency Cabinet Team to addressthe paperwork prob-
lem and H.B. 202. The goal of this Team was to develop an action
plan for implementing the charge of H.B. 202: i.e., to provide a
singlereporting and payment system for Ohio businesses.

With Commissioner Zaino, members of the Interagency Cabinet
Team include Secretary of State Kenneth Blackwell, several de-
partment Directors, Governor’ s office staff, Taxation staff, and other
interested parties. The Team met numerous times between Decem-
ber and February.

Based on its work, the Team recommended a Three Phase Ac-
tion Plan. Phase | providesimmediate and significant benefits by
establishing a new Pilot Program for nearly 200,000 Ohio small
businessesto simultaneously report and pay liabilities associated
with Workers' Compensation, Unemployment Tax, Withholding
Tax and Sales Tax via the Internet beginning January, 2002. This
approach complements and supports the State's long-term web
portal strategy, which would offer one central |ocation where cus-
tomers can access all state resources over the internet. Phase |1
involves studying the benefits of operational changesand possible
future law changes needed to permit expansion of the Pilot Pro-
gram and development of an implementation workplan. Phase |11
involves implementing the Phase Il workplan, which could pro-
vide for a single paper form, add other agencies to the program,
and permit an on-line registration system for new businesses.

In addition, the Governor asked the Small Business Advisory
Council to create a technical advisory group to consult with the
Interagency Team regarding specific changesthat will reducethis
administrative burden on small businesses. Commissioner Zaino
reports that the representatives from Ohio small businesses are
supportive of this Three Phase Action Plan.

Commissioner Zaino said, “I strongly believe that the Action
Planisaprudent and cost-effective approach to providing the ben-
efits envisioned by H.B. 202.”

Check out the Department of Taxation’s new and improved
website (www.state.oh.us/tax). The site was recently redesigned
to make it more user-friendly. To go along with the Department’s
websitethereisan updatedWhat's New section on the home page.
There are three new topics under this section.

1) Check the status of your Income Tax refund online. No
longer do taxpayers who have access to the internet need to call
the Department to find out the status of their refund. All they
need to do is enter their social security number, along with the
amount of their refund to find out when they will receive their
refund.

2) Need tax help? E-mail us directly with your specific tax

INTERNET

guestions. Asdiscussed in previousissues of the Ohio’sSate Tax
Report, taxpayers have the option to e-mail their tax questionsto
the Department. Feedback from taxpayers about this service has
been very positive.

3) Pay your individual and school districtincometax by credit
card. For the first time, taxpayers can pay their individual and
school district income tax by credit card. There is a direct link
from the Department’ s website to the vendor supplying this ser-
vice. (The vendor charges a 2% convenience fee.)

The Frequently Asked Questionssectionsfor the different tax
types have also been updated. Remember to visit and utilize the
Department’ suser-friendly website.

Remember to Round

The Tax Commissioner, exercising new |egislative authority, re-
quired rounding on the Ohio individual income tax return, school
district income tax return, and corporate franchise tax return. The
forms for these returns have zeros in the cents column, indicating

that the dollar amount must be rounded. Rounding on the with-
holding returns (IT-501 and 1 T-941) isan option thisyear, but it
isbeing reevaluated for future years.




COMMENTS fromthe

In January, 2000, a seventeen-mem-
ber team from the Department of Taxa-
tion met for aretreat to develop a Stra-
tegic Vision for the Department to en-
able us to address many of the
Department’s human resource issues
and enhance our ability to perform our
Mission. Ingeneral, the Strategic Vision
callson ustoincrease our efficiency and
effectiveness by breaking down artifi-
cial barriers created by our structure. |
want to take this opportunity to update you on where we
stand organizationally.

Commissioner Zaino

Toincrease our efficiency and effectiveness, the Retreat
Team concluded that additional functionalization of the De-
partment is necessary. Numerous I-Teams (Implementation
Teams) were created and we have implemented or are now
starting to implement many of their suggestions. In order to
make the necessary changes, the Department must undergo
some organizational changes.

Asyou read earlier (page 1), the changes have yielded
the appointment of one new Deputy Tax Commissioner, Boris
Slogar, and aChief Information Officer (ClO), Gil Ashbridge,
who will report directly to me. The CIO’ ssoleresponsibility
will beto manage our technol ogy initiativesin coordination
with our business units. The new Deputy Tax Commissioner
will lead our Performance Excellence Division, which will
overseethe Department’ s performance excellenceinitiatives
(including our participation in the Ohio Award for Excel-
lence Program) for purposes of increasing efficiency, im-
proving taxpayer service, and reducing operating costs. The
areas of Administration (Deputy Tax Commissioner Clare
Long) and Tax Policy (Deputy Tax Commissioner Carol
Bessey) will remain unchanged.

Jim Lawrence will be the Deputy Tax Commissioner of
Tax Operations. Eventually, this will include all of the tax
operating divisions. It will be the responsibility of each of
the tax operating divisions to own, control and coordinate
the programs related to their taxes. Pat McAndrew will be
the Deputy Tax Commissioner of Tax Services, which will
include the newly created Taxpayer Services & Review Di-
vision and the Audit Division, along with other existing ser-
vice divisions. It will be the responsibility of each Tax Ser-
vice Division to provide their specialized services to the
operating divisionsin acost effectivemanner. In other words,
thetax operating divisionswill out-source many of thefunc-
tions which are common to several divisions, while retain-
ing responsibility for all other aspects of their tax. Thiswill

ensurethat nothing fallsthrough the cracks, yet permitsusto
achieve the cost savings and efficiencies associated with
functionalization.

TheAudit Divisionwill beresponsiblefor performing cor-
porate franchise, personal property, and sal es/use tax audits.
It will also have Audit Selection, Audit Review and Audit
Resol ution sections for each of these taxes. The District Of -
fices (minus the Audit Agents) will initially report to Pat
McAndrew. Eventually, the District Offices and the Taxpayer
Services Division will be merged to create the new Taxpayer
Services and Review Division, which will coordinate all our
taxpayer service functions statewide, and support our review
programs, such as the Habitual Offenders Program (HOP).

Based on recommendations from the Legal 1-Team, an-
other major changeiswith the Office of Chief Counsel. Each
operating division will be assigned alegal counsel who will
have solid-line reporting to Fred Nicely, the Department’s
Chief Counsel, and dotted-line reporting to each division’s
Administrator. This change will facilitate communication
among our various operations and permit usto develop more
uniform policies among our different taxes. The Legal Divi-
sion isalso being revamped to empower our hearing officers
to better manage our documents for public access, and to
more effectively manage our litigation strategy.

Another change is with the revised Tax Commissioner
Agent Series and the new Auditor Series. We have worked
closely with our management team and the Union to develop
new specificationsto create better defined career opportuni-
tiesfor al our tax professionals. The Department of Admin-
istrative Services is currently in the process of writing the
classification specificationsfor these new positions, based on
our joint effortswith the Union. Thisspring, wewill begin by
offering our Tax Commissioner Agent (TCA) 4’'sand 5'sthe
opportunity to become audit agents. Then, after evaluating
our staffing needs for the Audit Division and the Taxpayer
Services & Review Division, we will post positions in these
areasto addressour needs. We areinthe processof finalizing
similar changesfor our supervisors.

Thisreorganizationisahuge undertaking, which will take
time. Not only do structural changes need to be made, but
new positions need to befilled and roles need redefined. These
changes aretheresult of overwhel ming support by individu-
als representing a wide cross-section of the Department. |
continue to strongly believe that the Strategic Vision devel-
oped at the Retreat will greatly benefit both our employees
and the taxpayers of Ohio. | appreciate your support and pa-
tience aswerroll-out these changes.
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The following are significant decisions
of the Ohio Supreme Court, Court of Ap-
peals, and the Board of Tax Appeals (BTA)
announced in December, 2000 through Feb-
ruary, 2001 in the areas of Corporation
Franchise, Personal Property, Real Prop-
erty, and Sales and Use taxes. Court deci-
sions are compiled by Peter Angus, Esq.,
CPA, Problem Resolution Officer.

CoRPORATION FRANCHISE TAX

Delta Airlines, Inc. v. Tracy (Jan. 12,
2001), BTA Nos. 96-471, 472

For taxable years 1988-91, capital gains
resulting from sales of aircraft outside Ohio
wereincluded, onaudit, inthe apportionable
income of a corporate franchise taxpayer
under Ohio Administrative Code Section
5703-5-09(H), which provides that “Capi-
tal gains attributable to the disposition of
aircraft shall betreated as apportionablein-
come rather than allocable income.” The
taxpayer contended that thisAdministrative
Codeprovision conflictswith—and isthere-
foreinvalid under - the requirement of Ohio
Revised Code 5733.051(D) that capital
gainsbe allocated rather than apportioned.
In support of the audit, the Commissioner
cited the provisions of R.C.
5733.05(B)(2)(d), which permit him to in-
clude one or more additional factorsto rep-
resent the taxpayer’s allocated or appor-
tioned basein Ohioif the provisionsof R.C.
5733.05(B) do not fairly represent the ex-
tent of the taxpayer’s business activity in
Ohio. The BTA found that the Commis-
sioner had not shown that the provisions of
R.C. 5733.05(B) failed to represent the ex-
tent of thetaxpayer’ sbusinessin Ohio, and
had not demonstrated that the provisions of
Administrative Code Section 5703-5-09(H)
were specifically tailored to thistaxpayer’'s
situation. Lacking such evidence, the BTA
found the application of Administrative
Code Section 5703-5-09(H) to the
taxpayer’s reporting of capital gains from
sales outside Ohio to be an unlawful exten-
sion of the Commissioner’ sgrant of author-

ity.

Federal Express Corp. v. Tracy (Jan. 12,
2001), BTA No. 96-589
Theinclusion, on audit, in apportionable

income of capital gainson the salesof air-
craft outside Ohio was reversed by the
BTA under thereasoning set forth inDelta
Airlines, Inc. v. Tracy (Jan. 12, 2001), BTA
Nos. 96-471, 472.

PeErsONAL ProPERTY TAX

Centerior Fuel Corp. v. Zaino (2001),
90 Ohio St. 3d 540

Thetaxpayer wasalessor of nuclear fuel
rods to electric public utility companies.
On filing its personal property tax returns
for tax years 1990-1995, the taxpayer ex-
cluded itscapitalized constructioninterest
costs from the book value of the rods. On
audit, theseinterest costswere added back
into the valuation. Under R.C. 5711.21(C),
the true value of personal property leased
toapublic utility and used by it directly in
therendition of apublic utility serviceisto
be determined in the same manner as the
true value of such property owned by a
public utility. Under 5727.11(G), capital-
ized construction interest is not included
in the true value of personal property of
public utilities. The SupremeCourt there-
fore heldthat capitalized construction cost
interest is not includable in the true value
computation of property leased toapublic
utility for use by it directly in rendering a
public utility service.

B.J. Alan Co. v. Zaino (Jan. 26, 2001)
BTA No. 99-448

The taxpayer, a fireworks distributor,
contended that aportion of itsproperty was
not taxabl e becauseit wasnot used in busi-
ness, but was held for storage only and for
shipment outside Ohio. R.C.
5701.08(B)(1) provides an exception from
the definition of “used in business” for
property which is to be shipped from a

warehouse or place of storage in Ohio to
the owner of the property or personsother
than customers at locations outside this
state for use, processing, or sale. In this
case, the fireworks at the taxpayer’s Ohio
facility were taken from master cartons,
combined in assortments, wrapped, placed
into boxes, and shipped. The BTA held
that this combining of the various fire-
worksinto packages constituted process-
ing, and the property therefore did not
qualify for the “storage only” exception.

Rosemont Industries v. Tracy (Dec. 8,
2000), BTA No. 97-1311

In 1987, the taxpayer submitted to the
Hamilton County Commissioners a pro-
posed enterprise zone agreement autho-
rized under R.C. 5709.62(B). The proposal
included estimates of the amounts which
would be invested in real and personal
property. The estimate for machinery and
fixtures was $10,000; the total was esti-
mated at $540,000. Subsequently, the City
Council of Reading approved and con-
sented to the proposed agreement and the
Hamilton County Commissioners passed
aresol ution acknowledging receipt of the
proposal. The taxpayer and the Commis-
sionersenteredinto an agreement inwhich
thetotal cost of the facility was set forth,
subject to 20% variance. Thetaxpayer was
granted a tax exemption pursuant to R.C.
5709.63(A)(1) of 50% of the tangible per-
sonal property first used in business in
Ohio. On audit for tax years 1993 and
1994, the exemption for machinery and
equipment was allowed only to the extent
of 50% of $12,000, which was comprised
of the $10,000 estimate in the proposal
plus 20%. Thetaxpayer contended that no
limit should be applied because the agree-
ment itself did not include the breakout
figure of $10,000 for machinery and equip-
ment, but only provided thetotal estimate
of $540,000. The BTA agreed that no
limit could be placed on the 50% exemp-
tion for machinery and equi pment because
no such limit had been expressly incorpo-
rated in the estimatesin the enterprise zone
agreement.

(Court Decisions—cont’ d. on page 9)




A Bow to Bowers

A former Ohio Tax Commissioner was se-
lected asthefirst inducteeinto the brand new
Ohio Tax Hall of Fame during a special cer-
emony at the annual Ohio Tax Conference
held in Columbusin January.

Current Ohio Tax Commissioner Thomas
Zaino announced the inductee, Stanley J.
Bowers. Mr. Bowers died in 1992. Ruth
Bowers, hiswidow, and their grandson, Fred
Nicely, accepted the award. Fred is Chief
Counsel of the Department of Taxation.

Commissioner Zaino said the purpose of
the Ohio Tax Hall of Fame is to recognize
the people whose contributions to Ohio’'s
stateand local tax systems span decades, and
he said Mr. Bowers certainly was one of
those people. The Hall of Fame is jointly
sponsored by the Department and the Ohio
Chamber of Commerce.

The Commissioner noted that Mr. Bow-
ershad acareer spanning 56 yearsasastate
tax examiner, tax commissioner, and a pri-
vate practitioner. He also served as presi-
dent of several national tax organizations
and was an active speaker and awriter.

Mr. Bowers was born in Pickaway
County in 1912 and lived much of hislifein
the Pickaway County community of
Ashville. He studied engineering at Ohio
Northern University and worked summers
on passenger liners that sailed around the
world.

He was still in college when the Great
Depression hit, and had to drop out and get
a job to finance his education. He heard
about an opening asatax agent for the State
of Ohio and had to overcome a big stum-
bling block to get the job: tax examiners at
that time were required to have an automo-

Tax Calendar at-a-glance

Annual Income Tax Return

May
15 Monthly Income Tax Withholding Return
23 Monthly and Semiannual Sales Tax Returns
23 Monthly Consumer and Direct Pay Returns
31 Annual or Estimated Corporation Franchise Tax Return

*This is the first month the monthly kilowatt hour (kWh) tax return is re-
quired to be filed. The reporting period is for May, 2001.

Monthly Income Tax Withholding Return
Quarterly Estimated Income Tax Return

Monthly and Semiannual Sales Tax Returns

Monthly Consumer and Direct Pay Returns

Quarterly Consumer Use Tax Returns

Quarterly Direct Pay Sales Tax Return

Quarterly Income Tax Withholding Return

First-Half Single County Personal Property Tax Return

Monthly Income Tax Withholding Return

Quarterly Estimated Income Tax Return

Monthly Kilowatt Hour (kWh) Tax Return (el ectric distribution companies)*
Monthly Kilowatt Hour (kWh) Tax Return (self-assessing purchaser)*
Monthly and Semiannual Sales Tax Returns

Monthly Consumer and Direct Pay Returns
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bile. He did obtain an auto and started work-
ing asastatetax agent in 1933. Hewasone
of threetax agentsat the Department. Their
main duties were to administer the corpo-
rate franchise and personal property taxes.
In response to the Great Depression, the
Ohio General Assembly enacted new taxes
onmotor fuel, cigarettesand theater admis-
sions. Laterinthe1930's, salesand usetaxes
were enacted. By then Mr. Bowerswas one
of about 900 employed by the Taxation De-
partment, which is about three-quarters of
the number of employees at the Department
today.

Mr. Bowers worked, and at the same
time, studied accounting and law at Franklin
University. He earned a law degree in 1939
and was admitted to the Ohio Bar in 1940.
He spent several yearsasan assistant attor-
ney general inthe 1940’ s, and then returned
to the Department of Taxation as head of
the personal property tax division. He sub-
sequently spent nine years as a deputy tax
commissioner under two commissioners,
Emory Glander (later an attorney in private
practice) and John Peck (later a U.S. dis-
trict court judge).

Mr. Bowerswent on to serve astax com-
missioner under four governors, 1954-63.
He left state service in 1963 after 30 years
and began private practiceasan attorney in
the Columbus firm of Caren and Bowers.
He was executive director of the National
Tax Institute of Americauntil 1987. Heaso
was counsel for the Ohio Manufacturers' As-
sociation.

Future nominations to the Hall of Fame
should be submitted to the Ohio Department
of Taxation by Sept. 30 of each year. Addi-
tional information may be obtained by con-
tacting the Department.

Please Note

A recent issue of aprofessional asso-
ciation periodical erroneously reports
that Governor Taft recently signed Sen-
ate Bill 331, 123rd General Assembly,
to allow taxpayersto filemarried filing
singlewith Ohio evenif thefiling status
with the IRS is married filing jointly.
Please note that the Governor did not
sign any such legislation.
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T AXenforcement

Thefollowing informationisalist of convictions secured by the Enforcement Division
of the Ohio Department of Taxation from December, 2000 through February, 2001. Tax
Enforcement News is compiled by Robert M. Bray, Enforcement Division. Direct fraud
complaints can be e-mailed to the Enforcement Division at Enforcement@tax.state.oh.us.

Super Quick Inc. of Portsmouth wasfound guilty of selling cigaretteswithout tax stamps
and selling cigarettes without aretail cigarette license. Enforcement agents received atip
indicating SuperQuick Inc. was selling “grey market” cigarettes, which are cigarettes des-
tined for export to other countries. Several packsof cigaretteswere confiscated and charges
filed. The corporation was fined $200 and ordered to pay court costs.

Thefollowing tables are summaries of convictions concer ning the salestax violations
and tobacco charges.

Sales Tax Violations

NAME BUSINESS CITY VIOLATION
Michael Howell Howell’s Body Shop Dayton 1 count —failure to file sales tax returns
William Shabeans Nite Kap Inn Oregon 1 count —failure to file sales tax returns
1 count —no vendor’ s license
William Ohls Suburban Windows Toledo 2 counts —failure to file sales tax returns
Peter Pavlik GPV Performance Garfield 1 count —failure to file sales tax returns
Clyde Diner LLC Clyde Diner LLC Clyde 2 counts —failure to file sales tax returns
Darrell Walton Taco Bell Ottawa 2 counts —failure to file sales tax returns
Gregory Sanford Gregory Landscape Leroy 1 count —failure to file sales tax returns
Sean Flanagan Flanagan’ sPub Bellaire 1 count —failure to file sales tax returns
Linda Stacy Danlin’s Corner Grill Bowling Green 1 count —failure to file sales tax returns
Alfred Q. Hammond | Quinsey’ sAutomotive Toledo 2 counts —failure to file sales tax returns
Robert Hammer Pizza Place Bowling Green 1 count —failure to file sales tax returns
Steven Vaculick Creekside Irrigation Toledo 1 count —failure to file sales tax returns

Tobacco Violations

NAME BUSINESS CITY VIOLATION

415 S. Main Corp. Mike's Lottery Bellefontaine Failure to provide tobacco invoices

Lisa Bratton Redpaws Inc. Xenia Selling cigarettes without alicense

Motter & Sleesman| Mike's Place Bryan Selling cigarettes without alicense

Enterprises Inc.

Douglas Kanag Sr. Smoke Shack Toledo Failureto provide tobacco invoices

Basem Mufleh Delux Vending Toledo Selling cigarettes without alicense

Ronald Gorney Rod's Bar & Girill Toledo Selling cigarettes without alicense
(Beckner—cont’ d. fromfront page) dian provincesthat administer theprogram.  hasaBachelor degreein BusinessAdmin-
tively and efficiently administer their IFTA istration from Otterbein College in
programs. Part of that effort includes of- Mr. Beckner has been with the Depart- Westerville, and aMaster of BusinessAd-

fering training and seminarsfor tax profess ment since 1969 and the administrator of  ministration (MBA) from Xavier Univer-
sionals from various states and the Cana-  Excise and Motor Fuel Tax since 1985. He  sity in Cincinnati.




PRO-files

Income Tax for Military Personnel

Submitted by Peter Angus, Esq., CPA, Problem Resolution Officer

Questions sometimes arise concerning
the way Ohio income tax affects military
people. There are acouple exemptionsfrom
income tax for military people stationed in
combat zones, but aside from those, Ohio
residents who are in the military pay Ohio
income tax the same as everybody else.
Some states provide an across-the-board
exemption for military people, but Ohio
doesnot.

The question that frequently comes up
isthe effect of the Soldiersand Sailors Re-
lief Act of 1941. That is an act of the U.S.
Congress, and it says that a state cannot
force a person to be a resident merely be-
cause s’heisstationed in that state by the
military. For example, if aresident of Ala
bamajoinsthe Air Forceandisstationed at
Wright Patterson Air Force Base in Ohio,
Ohio cannot force that person to become
an Ohio resident and pay Ohio income tax.

Thepersonremainsan Alabamaresident and
is liable for Alabamaincome tax. (The Act
does not apply to the spouse or dependents
of the military person.)

Likewise, an Ohio resident who joinsthe
military remains an Ohio resident wherever
s/hegoes, unlessor until s’/he changes state
of residence. Ohio law provides that those
who meet the following three requirements
will be considered non-Ohio residents: (1)
having an abode outside Ohio during the
entire taxable year, (2) spending no more
than 120 days in Ohio during the taxable
year and (3) attaching to the tax return a
statement, signed under penaltiesof perjury,
declaring that hewasnot domiciledin Ohio
at any time during the taxable year and that
s/he meets requirements (1) and (2).

A non-Ohio resident stationed in Ohio
should complete Form 1T-10 (found in the
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back of the income tax booklet) and indi-
catethat s/heisnot subject to Ohioincome
tax because s’/heisaresident of another state
and his/her only incomeis military pay.

A taxpayer’s decision to file as a non-
Ohio resident should be made after consid-
eration of voting rightsand resident tuition
rights. Information on these issues may be
obtained from the Ohio Secretary of State
andthe Ohio Board of Regents, respectively.
Contact information is available from links
shown on the state of Ohio home page,
www.state.oh.us.

If an individual who has Ohio
withholdingsfilesasanon-Ohioresident, &/
he should use Ohio Form IT-1040 (not I T-
1040EZ, whichisfor full-year Ohio residents
only). On Schedule D of IT-1040 the non-
resident credit is calculated. If the person
was anon-Ohio resident for the entire year,
the calculation yields 100%, which is then
multiplied by the Ohio income tax, for afull
credit. On the other hand, non-Ohio resi-
dents are liable for any income earned or
received in Ohio, such asrentsor royalties
on Ohio property.

Sales Tax Division Revises Guidelines for Managed
Audits and Voluntary Disclosures

Submitted by Marsha Hanes, Assistant Administrator, Sales and Use Tax Division

Effective April 1, 2001, the Ohio De-
partment of Taxation, Sales and Use Tax
Division’ sguidelinesfor Managed Audits
and Voluntary Disclosures will change.
Thousands of taxpayers have taken ad-
vantage of these programs in order to
avoid payment of penalties on past liabili-
ties and to more easily comply with their
salesand usetax obligationsin thefuture.

A Managed Audit may beused whena
sales or use tax deficiency is recognized
and the taxpayer’ s records must be ex-
amined in order to determine the amount
of tax due. The taxpayer is permitted to
audit their own records under the guid-
ance of the tax agent to ascertain and re-
solve the liability by voluntary payment
of tax and interest without imposition of

penalty.

A Voluntary Disclosure Agreement can
be used in some cases where abusiness or
tax practitioner discoversapast liability and
the taxpayer wishes to resolve it without
the burdens normally associated with atax
audit. Under this program, taxpayers or
their practitioner may deal with department
personnel anonymously and qualify for re-
duced audit exposure and resol ution by pay-
ment of tax and interest without imposition
of penalty, provided they have not already
been contacted for audit.

The changes in these two programsin-
volve interest due on unpaid taxes. Stan-
dardized interest computations for Man-
aged Auditsand Voluntary Disclosureswill
go into effect April 1, 2001.

ToinitiateaManaged Audit, ataxpayer/

practitioner must make awritten request
for the audit prior to any audit notifica-
tion by the department. The request
should contain a brief description of the
proposal (including the name of the tax-
payer and person who made the contact,
thelocation(s) to be covered, license/ac-
count, and any other pertinent data) and
the signature of a responsible company
employee or tax practitioner with due au-
thority.

ToinitiateaVoluntary Disclosure, tax-
payers/practitioners should contact
Marsha Hanes or William Marshall with
the Sales and Use Tax Division at (614)
466-4810. A file number will be assigned
and you will be expected to provide de-
tails of the circumstances.
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Imposition of Penalty Worksheet

Submitted by Fred Nicely, Chief Counsel

The Ohio Department of Taxation hasde-
vised astandardized worksheet to determine
when penalties should beimposed in order
to usethe same penalty guidelineswith dif-
ferent taxes. Thisworksheet will be used by
Department tax agents and auditors begin-
ning as early as April, 2001.

Theworksheet will be used to determine
whether apenalty should beimposed, and if
so, the penalty rate when a tax liability is
assessed on afield or desk audit. Please note:
this worksheet does not apply to audits or
assessments that are part of an automated
billing and assessment process (including

compliance assessment programs). In addi-
tion, this penalty worksheet does not apply
to real property tax, personal property tax
or public utility personal property tax pen-
alties. Separateinstructionsaddresstheim-
position or remission of additional charges
for late filing/tax payment of those taxes.

Inusing theworksheet, the tax agent/au-
ditor is to check all boxes that apply. The
tax agent/auditor must follow the definitions
of the termsto determine which boxes need
to be checked. Notes must be provided to
document the reason each box is checked.
Thisworksheet only addresses the imposi-

tion of penalty for ataxpayer failing to pay
the correct amount of tax. It does not ad-
dressall penalties, such as fraud penalties.
Theimposition of the other types of penal -
ties should only be made under the guide-
lines of the tax administrator in charge of
the assessed tax. While the tax agent/audi-
tor must closely follow thisworksheet, spe-
cial circumstances may exist that must be
documented inwriting to justify adeviation
from the penalty indicated by thisworksheet.

Please contact Fred Nicely, Chief Coun-
sel for the Ohio Department of Taxation,
with questions at (614) 466-2166.

Automatic Penalty Criteria Check | Penalty | Notes (Attach additional notes as needed)
Non-Remittance of Trust Tax 35%

Willful Non-Collection of Tax on Sdes 35%

Non-Compliance 7.5%

Audit Compliance Agreement Breach? R cement

Non-Automatic Penalty Criteria Check | Notes

Tax Compliance Issues

Tax Audit Compliance Under 90%

Tax Audit Compliance Under 75%

Tax Audit Compliance Under 60%

Poor Prior Audit Compliance Improvement

Records Not Made Available During Audit

Unsatisfactory Audit Responsiveness

Other:

Other:

Total Non-Automatic Penaty Checkmarks

Total Overall Penalty (Add automatic &
non-automatic penalties):

Note — 35% trust tax pendty only gpplies to trust
tax portion of the assessment

Non-Automatic Checkmarks Penalty |mposition?

0-2 checkmarks=no penalty

3 checkmar ks= 5% penalty (If non-compliance automatic penalty criterion box is checked, thetotal penalty for the non-compliance
penalty criterion and the non-automatic penalty criteriais 10%.)

4 checkmar ks= 10% penalty (If non-compliance automatic penalty criterion box is checked, thetotal penalty for the non-compliance
penalty criterion and the non-automatic penalty criteriais 15%.)

5 or more checkmarks = 15% penalty (If non-compliance automatic penalty criterion box is checked, the total penalty isstill 15%.)

1See the compliance agreement for specific penalty provisions.

2Imposition of the penalty may not exceed that provided by law (certain taxes have a double interest penalty provision rather than
imposing a penalty up to 15%—in those instancesthe lesser of the double interest penalty or the penalty percentage from thisworksheet
should be imposed).




(Court Decisions—cont’ d. frompage 4)

REeAL ProPERTY EXEMPTION
Cases

Columbus City School Dist. Bd. Of Edu-
cation v. Zaino (2001), 90 Ohio St. 3d 496

The City Council of Columbus autho-
rized the mayor to enter an agreement with
a not-for-profit corporation, designating it
an agency and instrumentality for economic
development. The city loaned the corpora-
tion money with which it purchased realty
for a business park. The corporation’s re-
guests for exemption of the real property
under R.C. 5708 were granted, and the Co-
lumbus Board of Education appealed. The
BTA heldthe property to be exempt asused
exclusively for a public purpose. The Su-
preme Court reversed, finding that the
BTA'’s ultimate finding of fact supporting
exemption - that the corporation acted as
thecity’ sagent in purchasing the property -
was not supported by the basic factsin the
record. The Court held that there was no
evidence that the city authorized the cor-
porationto act asitsagent for the purchase
of the property in question.

Miami Valley Regional Transit Author-
ity v. Zaino (Feb. 8, 2001), BTA No. 99-
1595

The Miami Valley Regional Transit Au-
thority (MVRTA) wasthelessee of aparcel
of realty which it used as a park and ride
area. Theterm of theleasewasfor 75 years,
with two 15-year renewals. The MVRTA
prepaid the | ease and was responsible un-
der the lease for real estate taxes, and for
making any improvements to the property.
Theimprovements, except for paving, were
to beremoved at the end of the lease term.
The MVRTA sought exemption for the
property under R.C. 5708. The Tax Com-
missioner determined that he had no juris-
diction to consider the application because
MVRTA was not the owner of the prop-
erty. The BTA reversed, holding that un-
der the terms of the lease, MVRTA was the
property owner in the context of R.C.
5715.27, and the property was used by
MVRTA for apublic purpose, asaregional
transit authority, under R.C.
5709.121(A)(2).

World Harvest Church of God v. Zaino
(Jan. 26, 2001), BTA No. 99-1914

A religious organization sought exemp-
tion for an acre of real property along with
the buildings located thereon, including a

parsonage, astorage garage, apavilionand
a playground. The BTA affirmed the
Commissioner’ sdenial of exemption, asthe
taxpayer had not shown that the property
was used exclusively for public worship un-
der R.C. 5709.07.

SaLes AND Use Tax

Aeroquip Corp. v. Tracy (Dec. 15, 2000)
BTA No. 97-1612

A manufacturer of automobile and air-
craft components objected to a number of
items assessed in a use tax audit of its pur-
chases. Under R.C. 5739.011(B)(2), the
BTA excepted cranes used to unload steel
from incoming trucks as well as to trans-
port it between manufacturing stages. The
steel entered the continuous manufacturing
operationwhen it wasinitially stenciled with
thetaxpayer’ slogo. Although the steel was
at times placed into temporary storage be-
tween manufacturing steps, the BTA, apply-
ing a “quantified primary use” test, found
that 75% to 80% of the cranes’ usewasin
the taxpayer’s continuous manufacturing
operation. Bar carts, used to hold steel stock
after stenciling and between machining pro-
cesses, were held to be excepted from taxa-
tion under R.C. 5739.011(B)(2) as used in
a continuous manufacturing operation. A
mist collection system, used to collect and
filter it for reuse coolant oil from milling ma-
chines, was held to be excepted under R.C.
5739.011(B)(10) and not taxable as waste
handling equipment, although the system
also removed small metal chips from the
coolant. Similarly, a chip recovery system,
used to remove metal chips from coolant
used in machining, was held to be excepted
on the basis of Example 36 of Ohio Admin-
istrative Code 5703-9-21. Although one of
the system’s uses was to remove 160,000
pounds of chips per week from the used
coolant, the BTA held that the primary use
was to recycle the coolant. Economically,
the savingsin coolant outweighed the rev-
enue from the sale of the chips. A furnace
chart monitor was held excepted under R.C.
5739.011(B)(10) as equipment otherwise
necessary for the functioning of production
machinery and equipment and in the con-
tinuation of the manufacturing operation.

A dust collection system used in ahose
assembly areato minimize contamination of
the product was held taxable because the
taxpayer did not meet its two-fold burden
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under R.C. 5739.011(C) of showing that the
system provided total environmental regu-
lation of aspecial and limited area, and that
the environmental regulation was necessary
for production to occur. Similarly, a scrub-
ber system which pulled caustic fumesfrom
tanks and removed them was not excepted
under R.C. 5739.011(C).

A CAD/CAM system used to produce
drawingsused by production personnel was
heldtaxable. A transportation | ogi stics soft-
ware package purchased by the taxpayer
was held exempt as customized application
software under Ohio Administrative Code
5703-9-46. Purchases for the repair and
mai ntenance of an oscilloscope used to test
product were excepted under R.C.
5739.011(B)(6) and (11).

Key Services Corp. v. Tracy (Feb. 2,
2001), BTA No. 98-553

The BTA heldthat a corporation which
performed electronic information services
(“EIS”) for affiliated corporations did not
qualify for the refund of 25% of its equip-
ment used in EIS under R.C. 5739.071(A)
because transactions between members of
affiliated groups are not sales under R.C.
5739.01(B)(3)(e). Therefore, the taxpayer
was not a provider of EIS within the mean-
ing of R.C. 5739.01(X) and R.C.
5739.071(A).

Meijer, Inc. v. Tracy (Feb. 8, 2001), BTA
No. 97-1618

The “direct use in making retail sales”
exception expired December 31, 1992 un-
der Am. Sub. H.B. 904. The taxpayer con-
tracted with a number of its suppliers for
purchases prior to that date, but the items
were not received at thetaxpayer’ slocations
in Ohio until after that date. The BTA held
that the taxpayer wasnot entitled to the“ di-
rect use in making retail sales’ exception
because under R.C. 5741.01, the incidence
of tax is on the use of the items, not the
point where mutual obligationsto purchase
and sell are exchanged.

Fitting / dressing rooms were held to be
taxableand not exempt aspurchasesfor “re-
sal€” to customerstrying on garments. Large
conveyorsused to transport inventory were
classified as personalty rather than realty be-
cause another business occupying therealty
could conceivably removethem and usethe
space in another manner.
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Ohio Department of
TAXATION

P.0O. Box 530
Columbus, Ohio 43216-0530

Information Releases

The following information releases have been issued by the Department in the last several months.
The topics addressed are summarized below. Please visit our website at www.state.oh.us/tax and
click on “Practitioner” and then on “Information Releases” under the “Releases’ link to view the
information releases in their entirety.

INcomE TAx AubIT

Ohio and School District Income Tax Withholding Payment and Filing Schedule Compensa-
tion Paid During the Year 2001-October 20, 2000

House Bill 612 revised the Ohio and School District Income Tax withholding tax payment and
filing requirements for Ohio employers (see Ohio Revised Code section 5747.07 as amended). Set
forth in the informational release is a chart with the changes in the payment and filing requirements
for compensation paid in the year 2001.

Excise & Motor FueL Tax

Monthly Reporting Problems for All Licensed Motor Fuel Exporters—November 9, 2000

In the Department’s review of the monthly exporter’s report, recurring reporting problems have
been noticed. The information release outlines the requirements.

Tank Truck Movements from One Terminal to Another Terminal -January 11, 2001

The Department has become aware that some motor fuel dealers are pulling fuel through the
loading rack at one terminal and transporting the fuel via a tanker truck to another terminal. The
information release outlines the proper way to report this on the monthly motor fuel tax returns.

Proper Terminal Reporting—February 15, 2001
Discusses the proper reporting for terminal-to-terminal fuel movements via pipeline, barge or
railroad tank cars and position holder disbursements.

Our Mission:

To provide quality service to Ohio taxpay-
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responsibilities and by fairly applying the
tax law.
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