Commercial Activity Tax

the privilege of doing business in Ohio, measured

by gross receipts. The CAT is paid either quarterly or
annually and is applicable to all business types that oper-
ate in Ohio, regardless of whether such business is located
within Ohio.The revenue from the CAT partially replaces
revenue from the corporation franchise tax and the tan-
gible personal property tax, which are being phased out
as part of tax reform legislation enacted in 2005.The CAT
was enacted in 2005 as part of House Bill 66, the same tax
reform measure.

In Fiscal Year 2007, the CAT produced $594.9 million in
total revenue. Of this amount, $416.4 million, or 70 per-
cent, was deposited in the School District Property Tax
Replacement Fund and $178.5 million, or 30 percent, was
placed in the Local Government Property Tax Replace-
ment Fund. No revenues were deposited into 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 2007.
Manufacturing taxpayers accounted for the largest share
of tax liability, reporting $172.3 million or 30.6 percent of
the total; manufacturers accounted for 9.3 percent of all
taxpayers. The retail sector produced the largest number
of taxpayers at 13 percent, and had the second-largest
share of liability at 18.4 percent of the total. Taxpayers with
taxable gross receipts over $100 million accounted for
over one-half (55.2 percent) of total CAT liability and just
0.4 percent of the taxpayer population. In contrast, taxpay-
ers whose receipts were $1 million and below reported
only 3.6 percent of total tax liability but made up 75.1
percent of all taxpayers.

Taxpayer (Ohio Revised Code 5751.01)

The CAT is paid by any person with taxable gross
receipts of $150,000 or more in a calendar year.The term
“person” includes sole proprietors, partnerships and
corporations. It also applies to service providers such as
medical professionals, attorneys, and accountants, as well
as persons engaged in the sale or rental of most types
of real property. The tax also applies to out-of-state busi-
nesses 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; (d) have at least 25 percent of
their total property, payroll, or gross receipts in Ohio; or
(e) are domiciled in Ohio.

Certain entities are exempt from the CAT, including
nonprofit organizations (which are non-persons for CAT

T he commercial activity tax (CAT) is a tax imposed on

purposes), and certain other types of entities liable for
another Ohio tax, such as financial institutions that pay the
corporation franchise tax; insurance companies that pay
the Ohio insurance tax; affiliates of financial institutions
and insurance companies; dealers in intangibles that pay
the Ohio dealers in intangibles tax; and certain receipts by
public utilities that are subject to the public utility excise
tax. Receipts from the sale of certain types of motor fuel
were exempt from a taxpayer'’s gross receipts until June
30, 2007. 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.
Qualified distribution centers must apply for this exemp-
tion and are subject to a $100,000 annual fee (this replaced
a temporary exception for qualified foreign trade zone
areas that expired Dec. 31, 2006).

Tax Base (r.c.s751.001(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 accounting for gross receipts shall
be the same as the taxpayer’s method of accounting for
federal income tax purposes (i.e., accrual or cash basis).

Rates (r.c.5751.03 and 5751.031):

Generally, businesses with annual taxable gross re-
ceipts of $150,000 or less are not subject to the CAT.
Businesses with annual taxable gross receipts in excess of
$150,000 are subject to an annual minimum tax of $150.

In addition, businesses with annual taxable gross receipts
in excess of $1 million are subject to the annual minimum
tax of $150, and pay tax on receipts above $1 million on a

quarterly basis (with a $250,000 quarterly exclusion) at the
following tax rates:

Jan. 1 to March 31, 2006: 0.0598 percent.

April 1, 2006 to March 31, 2007: 0.104 percent

April 1, 2007 to March 31, 2008: 0.156 percent

April 1, 2008 to March 31, 2009: 0.208 percent

April 1, 2009 and thereafter: 0.26 percent

For the first reporting period, July 1 to Dec. 31, 2005,
the annual minimum tax rate on businesses with taxable
gross receipts in excess of $150,000 was $75, and the rate
component of the tax on businesses with taxable gross
receipts in excess of $500,000 was 0.06 percent.
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Credits (rc 575108

Eligible taxpayers may begin accumulating one or all of
the following credits against their CAT liability beginning
Jan. 1, 2008, and may begin claiming the credit beginning
July 1, 2008 (on the return due Nov. 9, 2008):

= Job CreationTax Credit.

= Job RetentionTax Credit.

= Credit for Qualified Research Expenses.

= Credit for Research and Development Loan Pay-

ments.

In addition, a credit for unused franchise tax net operat-
ing loss deductions will be available starting with the 2010
calendar year.

Filing and Payment Dates (.c.5751.051)
All businesses liable for the CAT must register prior to
filing a return.

All taxpayers are subject to the annual minimum tax of
$150, which is due by Feb. 9 of each year.

Taxpayers with taxable gross receipts of $1 million or
more must 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, Aug. 9, Nov. 9, and Feb. 9).

Taxpayers with taxable gross receipts of less than $1
million file on an annual basis on or before Feb. 9 of each
year.The return reflects the prior year’s activity, but with
each return, taxpayers pay the annual minimum tax for
the current (privilege) year.

Disposition of Revenue (rc 575120
School District Tangible Property
Tax Replacement Fund:

In Fiscal Year 2007, 70 percent of the revenue generated
by the CAT was dedicated to the School District Tangible
Property Tax Replacement Fund.

Local Government Tangible Property
Tax Replacement Fund:

In Fiscal Year 2007, 30 percent of the revenue generated
by the CAT was dedicated to the Local GovernmentTan-
gible Property Tax Replacement Fund.

Current law maintains this distribution until FY 2011. Be-
ginning in Fiscal Year 2012, the CAT revenue apportioned
to the Local GovernmentTangible Property Tax Replace-
ment Fund will be drawn down at an average rate of 3.5
percent annually and deposited into the General Revenue
Fund. Starting with Fiscal Year 2019, the General Revenue
Fund will receive 30 percent of CAT distributions, and the
remaining 70 percent will be allocated to the School Dis-
trict Property Tax Replacement Fund.

Administration:
TheTax Commissioner administers the CAT and distrib-
utes the revenue to the various funds.

Ohio Revised Code Citations
Chapter 5751.

Recent Legislation

Amended Substitute House Bill 119, 127th General Assem-

bly (FY 2008-2009 biennium budget bill, effective July 1,

2007).
Extended for fiscal years 2019 and thereafter, the
provision that 70 percent of the CAT revenues are to
be deposited into the School District Tangible Property
Tax Replacement Fund. Changed the distribution from
the lesser of one-fourth of the amount determined or
the balance of the School District Tangible Property Tax
Replacement Fund to simply one-fourth of the amount
determined for each distribution period. (R.C. 5751.20)

Amended Substitute House Bill 67, 127th General Assem-
bly (effective Match 31, 2007).
Eliminated the provision that would allow the CAT rate
to increase automatically if targeted revenues are not
met. Maintained the provision that would allow the rate
to decrease if revenues exceed target. (R.C. 5751.032)

Amended Substitute House Bill 699, 126th General Assem-

bly (effective March 29, 2007).
Created an exemption from gross receipts from certain
hedging transactions. Changed the handling of re-
ceipts of a dealer in intangibles subject to the dealer in
intangibles tax and a member of a consolidated elected
taxpayer group. Authorized the use of an alternative
method for situsing receipts from services if the alter-
native method is applied in a reasonable, consistent,
and uniform manner that is supported by the taxpayer'’s
business records at the time the service was provided
or within a reasonable time thereafter. (R.C. 56751.01,
5751.011, 5751.033)

Amended Substitute House Bill 66, 126th General Assem-
bly (FY 2006-2007 biennium budget bill, effective July 1,
2005).

Added a new chapter, R.C. 5751, establishing the CAT.

Sub. H.B. 530, 126th General Assembly (various effective

dates).
Excluded certain pre-income tax trusts from the CAT
unless the trustee makes an election for the trust to be
subject to the CAT. Excluded from gross receipts reim-
bursements of tax liability made between members of
a consolidated elected taxpayer group or a combined
taxpayer group. Excluded from gross receipts any taxes
that are required to be collected by a taxpayer from a
consumer. Excluded certain gross receipts that a sup-
plier receives from shipments of property to a qualified
distribution center (QDC). Established the registration
procedure and the criteria that must be met in order to
qualify as a QDC. Extended the time allowed for a tax-
payer 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 expired from
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June 30, 2007 to Dec. 31, 2006. (R.C. 56751.01, 5751.011,
5751.04, 5751.051, 5751.10)

Recent Information Releases:

CAT 2007-02 - “Commercial Activity Tax: Pre-Income Tax
Trusts, Explained with Revocation Procedures’; Febru-
ary 2007, revised March 2007, revised May 2007.

CAT 2007-01 - “Commercial Activity Tax: Rule Estima-
tion and Statutory Estimation Procedures, Compared,”
January 2007

Chart

CAT 2006-10 — “Commercial Activity Tax: Changes in
Ownership,” October 2006, revised January 2007.

CAT 2006-09 — “Commercial Activity Tax: Records Reten-
tion Requirements,” September 2006, revised October
2006, revised January 2007.

CAT 2006-08 - “Commercial Activity Tax: Situsing
Receipts from Periodic Payments for Mobile Property,”
October 2006, revised January 2007.

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

Commercial Activity Tax Disposition of Revenue:
Fiscal Year 2007

(figures in millions)

$1785
$416.4 30.0%
70.0%

Total $594.9 million

School District Property Tax
Replacement Fund

Local Government Property
Tax Replacement Fund
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