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CoMMERCIAL AcTIviTY TAX

he commercial activity tax (CAT) is a tax imposed on the
privilege of doing business in Ohio. It is not a tax on the transac-
tion, like the sales tax. The CAT is paid either quarterly or annually
and is applicable to all business types, located both in Ohio and outside
Ohio, that operate in Ohio. The revenue from the CAT replaces the revenue

from the phase-out of the corporation franchise tax and the tangible personal
property tax. The CAT was enacted in 2005 as part of the tax reform measures
contained in House Bill 66, and became effective July 1, 2005.

In fiscal year 2006, the CAT produced $273.4 million in total revenue. Of this
amount, $185.1 million, or 67.7 percent, was deposited in the General Revenue
Fund. The School District Property Tax Replacement Fund received $61.8 million,
or 22.6 percent. The remaining $26.5 million, or 9.7 percent, was placed in the
Local Government Property Tax Replacement Fund. Beginning in fiscal year 2007
and for a number of years thereafter, all CAT revenues will be deposited in the
school district and local government property tax replacement funds and no
revenues will deposited in the General Revenue Fund.

Tables in this chapter provide information by industrial classification and by
taxpayer size. The information was taken from the returns due and filed in
fiscal year 2006 (specifically, from returns due in February 2006 and May 2006).
Manufacturing taxpayers accounted for the largest share of tax liability, report-
ing $71.5 million or 27.5 percent of the total; they accounted for 8.6 percent of
all taxpayers. The retail sector produced the largest number of taxpayers, at
13.9 percent, and had 18.7 percent of total liability (the second-largest group).
Taxpayers with taxable gross receipts over $100 million accounted for nearly
one-half (47.5 percent) of total CAT liahility and just 0.3 percent of the number
of taxpayers. In contrast, taxpayers whose receipts were $1.0 million and below
reported only 10.9 percent of total tax liability but made up 81.4 percent of all
taxpayers.

Taxpaver (Onio Revisep Cope 5751.01):

The CAT is paid by any person with taxable gross receipts of $150,000 or more
in a calendar year. This includes sole proprietors, partnerships, or corporations,
as well as service providers such as medical professionals, attorneys, and
accountants, and persons engaged in the sale or rental of most types of real
property. The tax also applies to out of state businesses that either: (a) have

at least $500,000 in taxable gross receipts in Ohio; (b) have at least $50,000 in
real or personal property in Ohio; (c) expend at least $50,000 in payroll for work
in Ohio; or (d) have at least 25 percent of their total property, payroll, or gross
receipts in Ohio.

There are a limited number of exceptions to the CAT, namely nonprofit organiza-
tions; financial institutions; insurance companies; affiliates of financial institu-
tions and insurance companies; dealers in intangibles; and certain receipts by
public utilities that are subject to the public utility excise tax. Sales of motor fuel
are exempted from inclusion in gross receipts for two years. In addition, there

is an exception for distribution centers whose annual costs to their suppliers for
goods shipped into their facility equal or exceed $500 million and that ship more
than 50 percent of their goods out of state. However, such qualified distribu-
tion centers are subject to a $100,000 annual fee (effective January 1,2007;

this replaced a temporary exception for qualified foreign trade zone areas that
expired December 31, 2006).

Tax Bast (R. C. 5751.001 (F)):

The base of the CAT is gross receipts, defined as the total amount realized,
without deduction for the cost of goods sold or other expenses incurred, from
activities that contribute to the production of gross income. Examples are sales;
performance of services; and rentals or leases. A taxpayer’s method of ac-
counting for gross receipts for a tax period shall be the same as the taxpayer’s
method of accounting for federal income tax purposes for the taxable year that
includes the tax period (i.e., accrual or cash basis).

Rates (R. C. 5751.03 anp 5751.031):

The tax is being phased-in over a five-year period that began July 1, 2005. By
tax year 2010, when the full rate is in effect, the rate is 0.26 percent on annual
gross receipts over $1.0 million.

* The CAT rate for the first tax period from July 1 to December 31, 2005 was
0.06 percent on gross receipts over $500,000; the rate for January 1, 2006
to March 31, 2006 was 0.06 percent on gross receipts over $1.0 million; and
the rate for the remainder of 2006 was 0.10 percent.

* The rate is being phased in by approximately 20 percent increments over
the next three years.

* The rate for January 1, 2007 to March 31,2007 is 0.10 percent; the
rate from April 1, 2007 to December 31,2007 is 0.16 percent.

* The rate from January 1, 2008 to March 31, 2008, is 0.16 percent; the
rate from April 1, 2008 to December 31,2008 is 0.21 percent.

* The rate from January 1, 2009 to March 31,2009 is 0.21 percent; the
rate from April 1, 2009 to December 31,2009 is 0.26 percent.

* On January 1, 2010, the permanent rate of the CAT is 0.26 percent.

* Annual gross receipts from $150,001 - $1.0 million are subject to a mini-
mum $150 tax (the minimum tax for the first tax period was $75).

* Businesses with annual gross receipts of $150,000 or less are not subject
to the CAT.

Creprts (R.C. 5751.98):

The following credits are allowed against CAT liability beginning July 1, 2008:
* Job Creation Tax Credit.
* Job Retention Tax Credit.
* Credit for Qualified Research Expenses.
* (redit for Research and Development Loan Payments.

(R.C. 5751.051):
* All businesses liable for the CAT must register prior to filing a return.
* Taxpayers with taxable gross receipts of $1.0 million or more must
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file quarterly returns on the Ohio Business Gateway. The due date is 40
days from the end of each calendar quarter (i.e., May 10, August 9, Novem-
ber 9, and February 9).

* Taxpayers with taxable gross receipts of less than $1.0 million are
liable for the annual minimum tax of $150. Annual returns are due on or
before February 9 of the next succeeding year for the prior year’s activity.
The minimum tax for the current year is due along with this return.

* The initial return, for the semi-annual period July 1, 2005 to December 31,
2005, was due February 10, 2006.

* For calendar year 2006, the annual minimum tax of $150 was due May 10,
2006.

Disposition oF REVENUE (R.C. 5751.20):
School District Tangible Property Tax Replacement Fund: In fiscal year
2006, 22.6 percent of the revenue generated by the CAT was dedicated to the
School District Tangible Property Tax Replacement Fund. Thereafter, until fiscal
year 2018, 70 percent of the revenue is dedicated to this fund.

Local Government Tangible Property Tax Replacement Fund: In fiscal
year 2006, 9.7 percent of the revenue generated by the CAT was dedicated to
the Local Government Tangible Property Tax Replacement Fund. Thereafter, unfil
fiscal year 2011, 30 percent of the revenue is dedicated to this fund.

General Revenue Fund: The remainder of the revenue generated hy the CAT
in fiscal year 2006 was paid into the General Revenue Fund.

ADMINISTRATION:
The Tax Commissioner administers the CAT and distributes the revenue to the
various funds.

Onr1o Revisep Cope CITATIONS:
Sections 5751.01 — 5751.99.

A

;

| 6/1";(@1/ %y&’/a/wﬂ

Amended Substitute House Bill 66, 126th General Assembly (FY
2006-2007 hiennium budget bill, effective July 1, 2005).
Added a new chapter, Ohio Revised Code 5751, establishing the CAT.

Sub. H.B. 530, 126th General Assembly (various effective
dates). R.C. 5751.01, 5751.011, 5751.04, 5751.051, 5751.10:
Excludes certain pre-income tax trusts from the CAT unless the trustee makes

an election for the trust to be subject to the CAT. Excludes from gross receipts
reimbursements of tax liability made between members of a consolidated or
combined group. Excludes from gross receipts any taxes that are required to

be collected by a taxpayer from a consumer. Excludes certain gross receipts

that a supplier receives from shipments of property to a Qualified Distribution
Center (QDC). Establishes the registration procedure and the criteria that must

be met in order to qualify as a QDC. Clarifies deductions from gross receipts

and taxable gross receipts. Clarifies the definition of “foreign corporation” as
non-U.S. entities. Limits the information required on a CAT registration and clari-
fies the registration fee. Extends the time allowed for a taxpayer that has gone
out of business to file a final CAT return. Changed the date that the temporary
exclusion extended to qualified foreign trade zones expires from June 30, 2007 to
December 31, 2006.

RECENT INFORMATION RELEASES:

CAT 2006-07 — “Commercial Activity Tax: Qualified Distribution Centers,”
June 2006.

CAT 2006-06 — *“Commercial Activity Tax Credit for Unused Franchise Net
Operating Losses,” April 2006.

CAT 2006-05 — “Highway Transportation Services: Bright-Line Presence and
Situsing,” April 2006.

CAT 2006-04 — “Commercial Activity Tax Cash Discounts, Defined,” April 2006.
CAT 2006-03 — “Commercial Activity Tax Definition of ‘Agent’,” April 2006.
CAT 2006-02 — “Suggested Document for the Exclusion for Automobile Dealers
to Meet a Customer’s Preference,” March 2006.

CAT 2006-01 — “Applicable Excise Tax Rates for Purposes of the Commercial
Activity Tax,” March 2006.

CAT 2005-18 — “Temporary Motor Fuel Exemptions from the Commercial
Activity Tax,” November 2005.

CAT 2005-17 — “Taxable Gross Receipt’ Defined,” January 2006.

CAT 2005-16 — “Examples of ‘Common Owners’ and Joint Ventures,”
November 2005.

CAT 2005-15 — “Taxpayers Allowed to Change Registration Status until Due
Date of First Return,” November 2005.

CAT 2005-14 — “Nonprofit Organizations,” December 2005.

CAT 2005-13 — “Estimated Payments for Calendar Quarter Taxpayers,”
October 2005.

CAT 2005-12 — “Request for Member of a Combined Taxpayer Group to File
Separately,” December 2005.

CAT 2005-11 — “Qualified Foreign Trade Zone Area (Additional Information),”
December 2005.

CAT 2005-10 — “Qualified Foreign Trade Zone Area,” December 2005.

CAT 2005-09 — “Sampling,” December 2005.

CAT 2005-08 — *“I.R.C. Section 1221 and 1231 Assets Excluded from ‘Gross
Receipts’,” September 2005.

CAT 2005-07 — “Transfers of Property Into the State,” December 2005.

CAT 2005-06 — “Situsing Rules for Certain Services,” September 2005.

CAT 2005-05 — “Application of ‘Common Owners’ and Joint Ventures,”
September 2005.

CAT 2005-04 — “Quarterly Taxpayers Must File and Pay Electronically,”
December 2005.

CAT 2005-03 — “Excluded Person -- Consolidated Elected and Combined
Taxpayer Groups,” December 2005.

CAT 2005-02 — “Nexus Standards,” September 2005.

CAT 2005-01 — “Commercial Activity Tax: Definition of ‘Foreign Corporation’
in Chapter 5751,” December 2005.
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o $26.5
Commercial (9.7%)

Activity Tax \
Fiscal Year 2006  °o1-8

(22.6%)

$185.1
(67.7%)

(figures in millions)

S General Revenue Fund
® Local Government Property Tax Replacement Fund
School District Property Tax Replacement Fund

Total $273.4 million
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