Commercial Activity Tax

privilege of doing business in Ohio, measured by gross

receipts. The CAT is paid either quarterly or annually
and applies to all business types that operate in Ohio, regard-
less of whether such business is located within Ohio.The tax
was enacted by the Ohio General Assembly in 2005 as part of
House Bill 66, legislation that also gradually phases out the
tangible personal property tax and corporation franchise tax
for the vast majority of Ohio busi-
nesses.

In fiscal year 2008, the CAT
produced $961.4 million in total
revenue. Of this amount, $673 mil-
lion, or 70 percent, was deposited
in the School District Property Tax
Replacement Fund and $288.4 mil-
lion, or 30 percent, was placed in
the Local Government Property Tax
Replacement Fund. No revenue was
deposited into the General Revenue
Fund.

Tables in this chapter provide
information by industrial classifi-
cation and by taxpayer size.The
information was drawn from the
returns due and filed in fiscal year
2008. Manufacturing taxpayers accounted for the largest
share of tax liability, reporting $286.7 million or 30.8 percent
of the total while accounting for 9.6 percent of all taxpayers.
The retail sector represented the largest group of taxpayers
—12.8 percent — and represented 17.9 percent of total liability.
Taxpayers with taxable gross receipts over $100 million ac-
counted for more than half (57.9 percent) of total CAT liability
and just 0.5 percent of the overall taxpayer population. In
contrast, taxpayers whose receipts were $1 million or less
represented just 2.1 percent of total tax liability but made up
72.9 percent of all taxpayers.

The commercial activity tax (CAT) is a tax imposed on the

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 profession-
als, attorneys, and accountants, as well as persons engaged in
the sale or rental of most types of real property.The tax also
applies to all businesses that either:

¢ have at least $500,000 in taxable gross receipts in Ohio;

¢ have at least $50,000 in property in Ohio;

e expend at least $50,000 in payroll for work in Ohio;
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e have at least 25 percent of their total property, payroll,
or gross receipts in Ohio; or

* are domiciled in Ohio.

Certain entities are exempt from the CAT, including non-
profit organizations, which are non-persons for CAT purposes.
The tax does not apply to certain other types of entities that
are liable for another Ohio tax, including:

e financial institutions and certain affiliates of financial
institutions, which pay the corpora-
tion franchise tax;
® insurance companies, which pay

the Ohio insurance premiums

tax, and certain affiliates of
insurance companies, which pay
the corporation franchise

tax; and

e dealers in intangibles, which
pay the Ohio dealers in intan-
gibles tax.

The tax also does not apply to
certain receipts by public utilities
that are subject to the public utility
excise tax.

Tax Base
(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 contrib-
ute 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 (that is, accrual or cash basis).

Rates
(R.C. 5751.03 and 5751.031)

Generally, businesses with annual taxable gross receipts of
less than $150,000 are not subject to the CAT.

Businesses with annual taxable gross receipts of $150,000
or more are subject to an annual minimum tax of $150.

Businesses with annual taxable gross receipts in excess
of $1 million are subject to the annual minimum tax of $150
and also pay tax on receipts above $1 million on a quarterly
basis (with a $250,000 quarterly exclusion) at the following
tax rates:

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

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

e April 1, 2009 and thereafter: 0.26 percent
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Credits

(R.C. 5751.98)

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):

¢ Jobs Creation Tax Credit.

¢ Jobs RetentionTax Credit.

e Credit for Qualified Research Expenses.

e Credit for Research and Development Loan Payments.

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
(R.C. 5751.051)

All businesses liable for the CAT must register prior to fil-
ing 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 greater than $1
million must file quarterly returns. Quarterly returns must be
filed electronically through the Ohio Business Gateway. Quar-
terly returns are due 40 days from the end of each calendar
quarter (May 10, Aug. 9, Nov. 9, and Feb. 9).

Taxpayers with taxable gross receipts less than $1 mil-
lion may file annual returns. The annual return may also be
filed electronically but electronic filing is not mandatory as
it is with the quarterly return. The annual return is due on or
before Feb. 9 of each year. The annual return reports the prior
year's taxable gross receipts and pays the annual minimum
tax for the current (privilege) year.

Disposition of Revenue
(R.C. 5751.20)

During the 2008 fiscal year:

e 70 percent of the revenue generated by the CAT was
dedicated to the School District Tangible Property Tax
Replacement Fund.

e 30 percent of the revenue generated by the CAT was
dedicated to the Local GovernmentTangible Property
Tax Replacement Fund.

Current law maintains this distribution formula until fiscal
year 2011. Beginning in fiscal year 2012, the CAT revenue
apportioned to the Local GovernmentTangible Property Tax
Replacement Fund will be drawn down at an average rate of
3.5 percentage points annually and deposited into the Gen-
eral Revenue Fund. Starting with fiscal year 2019, the General
Revenue Fund will receive 30 percent of CAT revenue, and the
remaining 70 percent will be allocated to the School District
Property Tax Replacement Fund.

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

Ohio Revised Code Citations
Chapter 5751.

Recent Information Releases

CAT 2008-02 - “Commercial Activity Tax: Business as usual
after the Court of Appeals decision in Ohio Grocers Associa-
tion v. Wilkins, Franklin App. No. 07AP-813, 2008-Ohio-4420,"
September 2008, revised February 2009.

CAT 2008-01 — “Commercial Activity Tax: Voluntary Disclo-
sure Agreements,” July 2008.

CAT 2007-03 - “Commercial Activity Tax: Commercial Activ-
ity Tax Credits, Explained,” December 2007, revised March
2008, revised June 2008.

CAT 2007-02 - “Commercial Activity Tax: Pre-Income Tax
Trusts, Explained with Revocation Procedures,” February 2007,
revised March 2007, revised May 2007, revised January 2008.

CAT 2006-03 — “Commercial Activity Tax: Definition of
‘Agent, “ April 2006, revised July 2006, revised October 2006,
revised November 2007, revised April 2008.

Chart

Commercial Activity Tax
Disposition of Revenue

AN Fiscal Year 2008
(figures in millions)
Total: $961.4

- Local Government Property Tax Replacement Fund ~ $288.4 30.0%

|:| School District Property Tax Replacement Fund

$673.0 70.0%
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