
The following corrections have been made to the 2004 Ohio Corporation
Franchise Tax Report Instructions for Financial Institutions:

Page 3, column 2, Tax Rate and Minmum Fee – For taxpayers whose taxable year ended before
June 26, 2003 and for taxpayers whose taxable year ended on or after June 26, 2003 but whose gross
receipts or and whose number of employees did do not equal or exceed one of the thresholds dis-
cussed above, the minimum fee is $50. See O.R.C. section 5733.06(E) as amended by Amended
Substitute House Bill 95, 125th General Assembly.

Page 5, column 2, Enterprise Zone Tax Benefits – Amended Substitute House Bill 95, 125th

General Assembly (Budget Bill) extends through June 30, 2004 October 15, 2009 the authority
for local governments to enter into enterprise zone agreements. See O.R.C. section 5709.62 as
amended by the bill.

Note: For consistency, we have replaced “corporate” franchise tax with “corporation” franchise tax
throughout this document.
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2004 Franchise Tax Instructions
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This Ohio franchise tax instruction booklet applies only to
financial institutions. Financial institutions must file Ohio form
FT 1120 FI. A financial institution is any of the following:
• A national bank organized and existing as a national bank as-

sociation pursuant to the “National Bank Act,” 12 U.S.C. 21;
• A federal savings association or federal savings bank that is

chartered under 12 U.S.C. 1464;
• A bank, banking association, trust company, savings and loan

association, savings bank, or other banking institution that is
incorporated or organized under the laws of any state;

• Any corporation organized under 12 U.S.C. 611 to 631;
• Any agency or branch of a foreign depository as defined in 12

U.S.C. 3101;
• A company licensed as a small business investment company

under the “Small Business Investment Act of 1958,” 72 Stat.
689, 15 U.S.C. 661, as amended; or

• A company chartered under the “Farm Credit Act of 1933,” 48
Stat. 257, 12 U.S.C. 1131(d), as amended.

Specifically excluded from the definition of a “financial institution”
(and from the definition of a “dealer in intangibles”) are insurance
companies, credit unions and corporations or institutions orga-
nized under the “Federal Farm Loan Act” and amendments there-
to. In addition, for franchise tax purposes a production credit as-
sociation is not a financial institution.

In our continuing effort to serve Ohio taxpayers in a more
cost effective manner with limited resources the Department
of Taxation did not mail this franchise tax instruction booklet
with the tax form. Instead, this booklet is available on the
Department of Taxation’s Web site: www.ohio.gov/tax. For
those taxpayers that do not have access to the Internet we
printed a limited number of instruction booklets. Printed in-
structions can be obtained by calling toll free 1-800-282-1782.

If any of the preprinted information on the form (i.e. the cor-
poration’s legal name, Ohio license/charter number or feder-
al employer identification number) is incorrect, please con-
tact us with the correct information at any of the telephone
numbers listed in the back of this booklet.

Unless otherwise stated, all references are to the Ohio Re-
vised Code (O.R.C.). Links to the Ohio Revised Code, Admin-
istrative (Tax Commissioner) Rules, the Department’s infor-
mation releases, tax forms, and other information are avail-
able on our Web site. We encourage you to visit our Web site
at: www.tax.ohio.gov.

For a summary of legislation enacted within the last year that
affects the franchise tax and for a summary of the franchise
tax cases decided within the last year, please see the fran-
chise tax instruction booklet for corporations that are not fi-
nancial institutions. Those instructions are also available on
the Department of Taxation’s Web site.

GENERAL INSTRUCTIONS
AND INFORMATION

1. WHO MUST FILE
The Ohio corporation franchise tax is an excise tax imposed
on both domestic and foreign corporations for the privilege of
doing business in Ohio, owning capital or property in Ohio,
holding a charter or certificate of compliance authorizing the
corporation to do business in Ohio, or otherwise having nexus
with Ohio during a calendar year. Unless an exemption ap-

plies (see general instruction #2), a corporation is subject to
the franchise tax for each calendar year (tax year) that on the
first day of January of that calendar year the corporation holds
an Ohio charter, does business in Ohio, owns or uses a part
or all of its capital or property in Ohio, holds a certificate of
compliance authorizing the corporation to do business in Ohio,
or otherwise has nexus with Ohio under the Constitution of
the United States.

The calendar year in and for which the tax is paid is called the
“tax year.”  The tax year is also referred to as the “report year.”
The franchise tax for tax year 2004 is paid for the privilege of
doing business in Ohio during the calendar year 2004. The
accounting period on which the tax is based is called the “tax-
able year” and is defined as   “. . . a period ending on the date
immediately preceding the date of commencement of the cor-
poration’s annual accounting period that includes the first day
of January of the tax year.”  A taxable year may consist of an
aggregation of more than one federal taxable year and can
exceed one year in length. The franchise tax for tax year 2004
is based upon the taxpayer’s activity during its taxable year
ending in 2003. (O.R.C. sections 5733.031(A) and 5733.04(E)).

The franchise tax is levied on the value of a corporation’s is-
sued and outstanding shares of stock. Taxpayers other than
financial institutions (and certain high-tech start-up companies)
must determine the value of their issued and outstanding
shares of stock under both the net income base and the net
worth base and pay the tax on the base that produces the
greater tax. Financial institutions are not subject to the tax on
the net income base but are subject to the tax on the net worth
base at a higher rate than other taxpayers. Financial institu-
tions must file form FT 1120 FI.

2. ENTITIES GENERALLY NOT SUBJECT TO
FRANCHISE TAX

A. Financial Institutions That Are S Corporations
If a financial institution is an S corporation, it generally is not
subject to the franchise tax. However, if the S corporation fi-
nancial institution was a C corporation during any portion of a
taxable year ending in 2003, the S corporation is subject to
the franchise tax for tax year 2004 and must file an Ohio cor-
poration franchise tax report (form FT 1120 FI). See Sanders
Health & Fitness Inc. v. Limbach, B.T.A. Case No. 88-E-559,
June 21, 1991. If a corporation is an S corporation for a tax-
able year that ended in 2003, the S corporation must file a
Notice of S Corporation Status (form FT 1120 S) by June 30,
2004.

Although an S corporation financial institution is not subject to
the franchise tax, the S corporation may be subject to the tax
on pass-through entities. For taxable years beginning after
1997 an S corporation that has nexus with Ohio is subject to
the tax on pass-through entities enacted by Am. Sub. H.B. No.
215, 122nd General Assembly if one or more shareholders of
the S corporation are nonresidents for any portion of the S
corporation’s taxable year and the S corporation does not file
a composite Ohio income tax return on behalf of the nonresi-
dent shareholders. For a further explanation of the tax on pass-
though entities see the instructions for Ohio form IT 1140, Tax
Return for Pass-through Entities.

B. Qualified Subchapter S Subsidiaries
A financial institution that is a “qualified Subchapter S subsid-
iary” (QSSS) is exempt from the franchise tax that is based on
the taxable year for which the parent S corporation makes the
election under I.R.C. section 1361(b)(3)(B)(ii). A QSSS is ex-

- 1 -



empt because its separate legal existence is ignored for pur-
poses of the franchise tax. If a corporation is a QSSS for any
portion of 2003, the corporation must file by June 30, 2004 a
Notice of S Corporation Status separate from the Notice of S
Corporation status filed by its parent S corporation.

C. Corporations in Bankruptcy
A corporation in bankruptcy proceedings under Chapter 7 of
the U. S. Bankruptcy Code is not liable for the franchise tax for
that portion of the tax year during which the corporation fran-
chise is impaired because of the Chapter 7 bankruptcy pro-
ceedings. A corporation in Chapter 7 bankruptcy is not ex-
empt from the minimum fee. A corporation in reorganization
proceedings under Chapter 11 of the U.S. Bankruptcy Code is
not exempt from the franchise tax because a corporation in
reorganization is not equivalent to a corporation which has
been adjudicated bankrupt or for which a receiver has been
appointed. See Vought Industries, Inc. v. Tracy (1995), 72 Ohio
St.3d 261.

D. Corporations Exempt Under Federal Law
Certain corporations are exempt from state tax because Con-
gress has expressly granted them immunity as a “federally
chartered instrumentality.”  For example, federal land bank as-
sociations are exempt from state taxes under Section 2098,
Title 12, U.S. Code. Certain other corporations are exempt
because the United States Constitution’s Supremacy Clause
grants implied immunity to private corporations that actually
stand in the federal government’s shoes and are so closely
connected to the government that the two cannot realistically
be viewed as separate entities, at least insofar as the activity
being taxed is concerned. An Agricultural Credit Association
(ACA) is not immune from state taxation as a “federally char-
tered instrumentality” because (i) Congress has not expressly
granted immunity to ACAs and (ii) the Supremacy Clause of
the United States Constitution does not grant implied immuni-
ty to ACAs. See Farm Credit Serv. of Mid-America v. Zaino
(2001), 91 Ohio St.3d 564.

3. NEXUS
Unless an exemption applies, a corporation that has nexus in
or with Ohio under the Constitution of the United States is sub-
ject to the franchise tax. A corporate investor in a pass-through
entity that does business in Ohio or otherwise has nexus in or
with Ohio under the Constitution of the United States is itself
doing business in Ohio and has nexus with Ohio. Accordingly,
a foreign corporation is subject to the franchise tax even if the
corporation’s only connection with Ohio is as a partner or lim-
ited partner in a partnership which has nexus with Ohio or as a
member of a limited liability company (LLC) which has nexus
with Ohio. (A pass-through entity is defined as an S corpora-
tion, partnership, limited liability company, or any other per-
son, other than an individual, trust or estate, if the partnership,
limited liability company or other person is not classified for
federal income tax purposes as an association taxed as a cor-
poration. See the following: (1) O.R.C. section 5733.04(O),
(2) the Department of Taxation’s September 2001 information
release describing the standards the department will apply to
determine whether an out-of-state corporation is subject to the
franchise tax, and (3) the Department’s March 15, 2001 infor-
mation release entitled: Corporation Franchise Tax Nexus for
Nonresident Limited Partners Following the UCOM Decision.
The Ohio Revised Code and information releases are avail-
able on the Department of Taxation’s web site.

4. ENTITY CLASSIFICATION
Any entity that is treated as a corporation for federal income
tax purposes is also treated as a corporation for franchise tax
purposes. Thus, if a business trust, partnership or limited lia-
bility company is treated as a corporation for federal income
tax purposes, it will also be treated as a corporation for fran-
chise tax purposes. See the O.R.C. section 5733.01 and the
Department of Taxation’s information release entitled: “IRS
‘Check-the-Box’ Entity Selection Regulations” available on the
department’s web site.

Any entity that is treated as a “disregarded entity” for fed-
eral income tax purposes is also treated as a disregarded
entity for franchise tax purposes. Accordingly, a single mem-
ber LLC treated as a division of the corporate member for fed-
eral income tax purposes is treated as a division of the corpo-
rate member for franchise tax purposes. The corporate own-
er-member is subject to the franchise tax as if the LLC were a
division of the corporation for both federal income tax and fran-
chise tax purposes. That is, for franchise tax purposes:
• If the disregarded entity has nexus with Ohio, then the own-

er has nexus with Ohio.
• An interest in a disregarded entity is treated as ownership

of the assets and liabilities of the disregarded entity itself.
• A disregarded entity’s income, including gains or loss is in-

cluded in the owner’s O.R.C. Chapter 5733 net income.
• Any sale or other disposition of an interest in a disregarded

entity is treated as a sale or other disposition of the disre-
garded entity’s underlying assets or liabilities and the gain
or loss from such sales are included in the owner’s Chapter
5733 net income.

• A disregarded entity’s property, payroll and sales are includ-
ed in the owner’s property, payroll and sales factor.

5. DISSOLUTION OR SURRENDER OF LICENSE
Each corporation seeking dissolution of its charter or surren-
der of its license to transact business in Ohio must submit to
the Secretary of State a filing fee along with various affidavits
or documents evidencing that the corporation has paid or ad-
equately guaranteed various taxes and fees. For further infor-
mation regarding the requirements of dissolving a corpora-
tion’s charter or surrendering a corporation’s license to con-
duct business in Ohio, please contact the office of the Secre-
tary of State, 180 East Broad Street, 16th Floor, Columbus,
Ohio  43215 or telephone that office at (614) 466-3910 or toll
free 1-877-767-3453. For specific information necessary to
obtain a tax release from the Ohio Department of Taxation,
please contact the Ohio Department of Taxation, Business Tax-
payer Services, P.O. Box 182382, Columbus, Ohio 43218-2382
or call 614-995-4422.

The mere termination of business activities or voluntary dis-
solution does not exempt a corporation from the franchise tax.
A corporation which on January 1 of the tax year holds a char-
ter or license to transact business in Ohio is subject to the
Ohio franchise tax for that tax year even if prior to the begin-
ning of the tax year it has ceased all business activities in
Ohio and has applied for certificates showing the payment or
adequate guarantee of all required taxes.

6. ACCOUNTING PERIOD – TAXABLE YEAR
A corporation’s taxable year for franchise tax purposes gener-
ally is the same as the corporation’s taxable year for federal
income tax purposes. A corporation’s franchise taxable year
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ends on the date immediately preceding the date of com-
mencement of the corporation’s annual accounting period that
includes the first day of January of the tax year. If a corpora-
tion’s taxable year is changed for federal income tax purpos-
es, the corporation’s franchise tax taxable year is changed
accordingly. A franchise tax taxable year may consist of an
aggregation of more than one federal taxable year. Thus, a
taxable year can exceed one year in length. The tax commis-
sioner has statutory authority to write rules prescribing an ap-
propriate period as the taxable year for the following: (i) a cor-
poration that has changed its taxable year for federal income
tax purposes, (ii) a corporation that as a result of a change of
ownership has two or more short federal taxable years, and
(iii) a new taxpayer that would otherwise not have a taxable
year. See O.R.C. sections 5733.031(A) and 5733.04(E).

Except for taxpayers that have changed their accounting peri-
od and for taxpayers that have two or more federal taxable
years that ended in calendar year 2003, taxpayers must de-
termine the value of their issued and outstanding shares of
stock as follows:
• For report year 2004 taxpayers that have a calendar year

end must use the period ending December 31, 2003.
• For report year 2004 taxpayers that have a fiscal year

end must use the fiscal period ending in 2003. However,
taxpayers filing their first report should see below.

• For report year 2004 taxpayers that are filing their first
franchise tax first report must use the applicable period
set forth below:
A. If the taxpayer incorporated in Ohio during 2003 and

adopted a fiscal period ending in 2003, then the taxpay-
er must use the accounting period commencing on the
date of incorporation and concluding with the last day of
the fiscal period ending in 2003.

B. If the taxpayer is a foreign corporation and first became
an Ohio taxpayer during 2003 (that is, during 2003 the
corporation began doing business in Ohio, began own-
ing or using part or all of its capital or property in Ohio,
obtained a license authorizing it to do business in Ohio
or otherwise established nexus with Ohio under the Con-
stitution of the United States) and after it became an Ohio
taxpayer its fiscal year ended in 2003, then the taxpayer
must use the accounting period commencing on the ear-
liest of the following: (i) the date that it began doing busi-
ness in Ohio, (ii) the date that it began owning or using a
part or all of its capital or property in Ohio, (iii) the date
that it obtained a license authorizing it to do business in
Ohio, or (iv) the date that it established nexus with Ohio
under the Constitution of the United States. The account-
ing period will end on the taxpayer’s fiscal year ending in
2003.

C. All other new taxpayers will use the accounting period
commencing with the earliest of the four dates set forth
in B, above, and concluding with December 31, 2003.
See paragraphs (E)(2) and (E)(4) of Tax Commission-
er’s Rule 5703-5-03.

Taxpayers that have changed their accounting period and
taxpayers that have two or more short federal taxable years
– The Department of Taxation has adopted the following rules
regarding franchise taxpayers’ taxable year and changes of
taxable year:
• 5703-5-01 – Definitions Applicable to Rules 5703-5-01 to

5703-5-05 of the Administrative Code

• 5703-5-02 – Date as of Which the Value of a Taxpayer’s
Issued and Outstanding Shares of Stock Is
Determined

• 5703-5-03 – Dates on Which a Taxpayer’s Taxable Year Be-
gins and  Ends

• 5703-5-04 – Changes of a Taxpayer’s Annual Accounting
Period

Note: The Department of Taxation recently amended Rule
5703-5-04 to clarify when a taxpayer’s annual accounting
period changes and to eliminate proration of periods in
excess of one year in length.

Important features of these rules are as follows:
• Generally, a taxpayer’s taxable year begins on the date im-

mediately following the end of the taxpayer’s prior taxable
year and ends on the date immediately preceding the be-
ginning of the taxpayer’s annual accounting period that in-
cludes the first day of January of the tax year.

• If a taxpayer changes its annual accounting period, there is
(i) no period that is not subject to tax, (ii) no period that is
subject to tax in more than one tax year, and (iii) no choice
of accounting periods.

• A franchise tax “taxable year” under certain circumstances
may be more than or less than one year in length.

If the corporation changed its taxable year in 2002 or 2003,
please contact the Department of Taxation for a copy of the
rules and time line illustrations of the rules. Send your request
to the Ohio Department of Taxation, Attn: Rules, P.O. Box 2476,
Columbus, Ohio 43216-2476. The rules are also available on
the Department of Taxation’s Web site.

7. TAX RATE AND MINIMUM FEE
A financial institutions is subject to the franchise tax at the
rate of .013 on its net value of stock apportioned to Ohio.
However, the tax is not less than the minimum fee (see
below).

Caution: Minimum fee increased to $1,000 for larger cor-
porations. For taxable years ending on or after June 26, 2003
the minimum franchise tax fee is $1,000 if (i) the sum of the
taxpayer’s gross receipts from its activities within and without
Ohio during the taxable year equal or exceed $5 million or (ii)
the total number of the taxpayer’s employees within and with-
out Ohio at any time during the taxable year equals or ex-
ceeds 300. In determining whether or not the taxpayer’s gross
receipts and number of employees equal or exceed those
thresholds, the taxpayer must include its proportionate share
of the gross receipts of any pass-through entity in which the
taxpayer has a direct or indirect ownership interest and its pro-
portionate share of the number of employees of the pass-
through entity. Furthermore, the term, gross receipts, as used
here, includes receipts that generate nonbusiness income and
receipts from the sale of capital assets and IRC section 1231
assets whether those sales generate business income or non-
business income.

For taxpayers whose taxable year ended before June 26, 2003
and for taxpayers whose taxable year ended on or after June
26, 2003 but whose gross receipts and whose number of em-
ployees do not equal or exceed the thresholds discussed
above, the minimum fee is $50. See O.R.C. section 5733.06(E)
as amended by Amended Substitute House Bill 95, 125th Gen-
eral Assembly.
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C.Place
File the franchise report with the Ohio Department of Taxa-
tion, P.O. Box 27, Columbus, Ohio 43266-0027. However,
if the report is an amended report, please do not send it
to the address above. Rather, an amended report that
reflects a balance due or a no change in liability should
be mailed to the following address:

Ohio Department of Taxation
Corporation Franchise Tax

P.O. Box 2476
Columbus, Ohio  43216-2476

An amended report that reflects an overpayment should
be mailed to the following address:

Ohio Department of Taxation
Corporation Franchise Tax

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

If the report is an amended report, please indicate such
by checking the box on the front of the report.

D.EFT Method of Payment
A taxpayer must pay electronic funds transfer (EFT) if the
taxpayer’s total franchise tax liability after reduction for non-
refundable credits exceeded $50,000 for the second pre-
ceding tax year. For further EFT information see the De-
partment of Taxation’s July 31, 1994 franchise tax informa-
tion release entitled “Recently-enacted Legislation Revises
the Requirements for Corporations Paying Corporate Fran-
chise Tax by Electronic Funds Transfer (EFT).”  The infor-
mation release is available on the Department of Taxation’s
Web site. Please direct questions regarding the EFT pay-
ment program to the Ohio Treasurer of State’s office at 30
East Broad Street, 9th Floor, Columbus, Ohio 43266-0421
or telephone that office at (614) 466-8063 or toll free at 1-
877-EFT-Ohio (338-6446).

9. INTEREST ON UNDER- AND OVERPAYMENTS
During calendar year 2004 interest on both underpayments
and overpayments will accrue at the rate of four percent per
annum. If a corporation fails to pay the tax by the due date,
interest accrues on the unpaid tax. Interest on tax due is
charged in addition to any penalties that may be incurred for
late filing, failure to file or late payment. The period of the un-
derpayment runs from the date the tax payment was required
to be made to the date on which such payment is made. There
is no safe-harbor from interest on the underpayment of
estimated tax. Interest on franchise tax overpayments runs
from whichever of the following dates is the latest until the
date the refund is paid:
• the date of payment,
• the 90th day after the final date the franchise report was

required to be filed, or
• the 90th day after the date that the franchise report was

filed.

10. PENALTIES FOR LATE PAYMENT, FAILURE TO FILE, OR
LATE FILING
• Penalty may be imposed for failure to timely pay the tax

(including estimated tax – see estimated tax safe harbors,
below). The O.R.C. section 5733.28(A)(2) late payment
penalty may not exceed 15 percent of the delinquent pay-
ment.

8. TIME, PLACE AND METHOD FOR FILING AND PAYMENT
Except as otherwise provided, if a payment or document is
mailed on or before the due date but delivered after the re-
quired date, the postmark date is deemed the date of delivery.
If the due date of the report or the due date of an extension or
payment falls on a Saturday, Sunday or legal holiday, then the
report, extension, or payment may be made on the next suc-
ceeding day that is not a Saturday, Sunday or legal holiday.
Certain large taxpayers must pay by electronic funds transfer
(see general instruction #8 D, below).

A.Filing Date; Payment Date
The filing and payment of the Ohio franchise tax for report
year 2004 is due between January 1 and March 31, 2004.
However, if the Ohio franchise tax report is not filed by Jan-
uary 31 and if full payment is not made by January 31, then
form FT 1120E, Declaration of Estimated Corporation Fran-
chise Tax, must be filed by January 31 along with payment
of one-third of the estimated tax, but not less than the min-
imum fee.

B.Extension
The tax commissioner will grant an extension of time for
filing the report until May 31 if by March 31 the taxpayer
submits form FT 1120ER together with payment of the sec-
ond one-third of the estimated tax due.

Additional Extension. The tax commissioner will grant an ad-
ditional extension of time for filing the report beyond May 31 if
the corporation has been granted an extension by the Internal
Revenue Service and by May 31 the taxpayer submits form
FT 1120EX together with the balance of the tax due. The sec-
ond extension extends the filing date to the 15th day of the
month following the month for which the Internal Revenue
Service has granted an extension for filing the corporation’s
federal income tax return. A copy of the federal extension must
be attached to the franchise report, form FT 1120 FI, when
filed.

The table below lists the latest possible due dates for filing the
franchise tax report for tax year 2004 for the various taxable
years ending in 2003. The table assumes the following:
• If the taxpayer’s taxable year ended on or after August 31,

2003, the taxpayer has the maximum allowable federal ex-
tension,

• The taxpayer has timely filed franchise tax forms FT 1120E,
FT 1120 ER, and where applicable, FT 1120EX, and

• The taxpayer has timely paid all estimated franchise tax.

Note: Payment of all franchise tax for tax year 2004 is
due by May 31, 2004, even if the taxpayer has an exten-
sion to file after that date.
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Latest Possible Due Date for
Filing the 2004 Franchise Tax

ReportTaxable Year Ending

05/31/2004
06/15/2004
07/15/2004
08/15/2004
09/15/2004
10/15/2004

01/31/03 through 7/31/03
08/31/2003
09/30/2003
10/31/2003
11/30/2003
12/31/2003



• Penalty may be imposed for failure to file a report or failure
to file a report timely. The penalty imposed may not exceed
the greater of (i) $50 per month up to $500 or (ii) 5 percent
per month of the tax due shown on the report up to 50 per-
cent.

• Additional penalties may be imposed for filing a fraudulent
report and for filing a fraudulent refund claim.

11. PENALTY SAFE HARBORS FOR ESTIMATED PAYMENTS
Substitute Senate Bill 200 (Taxpayer Services II), 124th Gen-
eral Assembly, effective September 6, 2002 enacted the fol-
lowing safe harbor applicable to penalty on underpayment of
estimated tax.
• With respect to estimated payments, the O.R.C. section

5733.28(A)(2) failure to pay penalty applies to two periods:
(1) “any period of delinquency ending prior to the first day of
June of the tax year” and (2) “any period of delinquency
commencing the first day of June of the tax year and con-
cluding on the extended due date.”  See O.R.C. section
5733.021 as amended by Senate Bill 200.

• For purposes of determining the O.R.C. section
5733.28(A)(2) failure to pay penalty for any period of delin-
quency ending prior to the first day of June of the tax year,
the commissioner may charge penalty on the delinquent
portion of the estimated tax and estimated tax means the
lesser of 100 percent of last year’s tax or 90 percent of this
year’s tax. See O.R.C. section 5733.021(C)(1)(c).

• For purposes of determining the O.R.C. section
5733.28(A)(2) failure to pay penalty for any period of delin-
quency commencing the first day of June of the tax year
and concluding on the extended due date, the commission-
er may charge penalty on the delinquent portion of the esti-
mated tax and estimated tax means 90 percent of this year’s
tax. See O.R.C. section 5733.021(C)(2)(c).

12.OFFICERS, STATUTORY AGENT AND SIGNATURE
The president, vice-president, secretary, treasurer, general
manager, superintendent or managing agent of the corpora-
tion in Ohio must sign the report. If a domestic corporation
has not completed its organization, one of its incorporators
must sign the report. In addition, each taxpayer must list its
president, secretary and treasurer along with the name and
address of its statutory agent.

13.METHODS OF ACCOUNTING
The value of issued and outstanding shares of stock must be
determined from the books of the corporation. The taxpayer
must keep its books in accordance with a generally recog-
nized and approved accounting system. The tax-basis meth-
od of accounting is a generally recognized and approved ac-
counting system. See Gray Horse Inc. v. Limbach (1993), 66
Ohio St. 3d 631. If a taxpayer keeps its books both in accor-
dance with regulatory accounting principles and in accordance
with generally accepted accounting principals, the value of the
taxpayer’s issued and outstanding shares of stock must be
based upon those books kept in accordance with generally
accepted accounting principles. See Tax Commissioner’s Rule
5703-5-08.

14.ROUNDING OFF TO WHOLE DOLLAR AMOUNTS
The money items on the franchise tax report and accompany-
ing schedules must be shown as whole dollar amounts by elim-
inating amounts less than 50 cents and increasing amounts
from 50 cents to 99 cents to the next highest dollar.

15.RECORDS RETENTION
Every corporation must maintain books and records which sub-
stantiate the information reported on its Ohio franchise tax
report. These books and records must be available for inspec-
tion by agents of the Ohio Department of Taxation for a period
of four years from the later of the date the taxpayer filed the
franchise report or the date the report was required to be filed.

16.ENTERPRISE ZONE TAX BENEFITS
Amended Substitute House Bill 95, 125th General Assem-
bly (Budget Bill) extends through October 15, 2009 the au-
thority for local governments to enter into enterprise zone
agreements. See O.R.C. section 5709.62 as amended by the
bill.

Businesses that establish, expand, renovate or occupy a fa-
cility pursuant to an enterprise zone agreement and that cre-
ate new jobs in a certified enterprise zone without reducing
employment elsewhere in Ohio may be entitled to a series of
tax benefits on their Ohio corporation franchise tax report.
Among these benefits are an employee training credit, a
daycare credit, and treatment of the qualifying property as an
exempted asset under the net worth base.

To qualify, businesses must hold a Tax Incentive Qualification
Certificate (issued by the Department of Development) and
must hire new employees to fill nonretail positions at the facil-
ity. Also, at the time of employment at least 25 percent of the
new employees must have been at least one of the following:
• Unemployed persons who had resided at least six months

in the county in which the enterprise’s project site is locat-
ed;

• Job Training Partnership Act eligible employees who had
resided at least six months in the county in which the enter-
prise’s project site is located;

• Recipients of aid to dependent children, general relief or
unemployment compensation benefits who had resided at
least six months in the county in which the enterprise’s
project site is located;

• Handicapped persons, as defined under O.R.C. section
3304.11(A), who had resided at least six months in the county
in which the enterprise’s project site is located;

• Residents for at least one year of a zone located in the county
in which the enterprise’s project site is located. See O.R.C.
sections 5709.64 and 5709.65.

In addition to the enterprise zone franchise tax benefits de-
scribed above, a taxpayer may apply to the Director of Devel-
opment for an “employee tax credit certificate” for each eligi-
ble new employee the enterprise hires after June 30, 1994 at
the facility to which the enterprise zone agreement applies
provided that the taxpayer is complying with an enterprise zone
agreement and has not closed or reduced employment at any
place of business in Ohio within the 12 months preceding the
application. A taxpayer that is issued a tax credit certificate for
an eligible employee may claim a $1,000 nonrefundable cred-
it for each taxable year covered under the enterprise zone
agreement during which the eligible employee is employed by
the taxpayer. An “eligible employee” is a new employee who
at the time the employee was hired to work at the facility was
a recipient of aid to dependent children or general assistance
and resided for at least one year in the county in which the
facility is located. See O.R.C. section 5709.66. Credit applica-
tions are available from the Office of Tax Incentives, Ohio De-
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partment of Development, P.O. Box 1001, Columbus, OH
43216-1001 or  (614) 466-4551 or 1-800-848-1300.

For a further discussion and summary of Ohio’s enterprise
zone program see Stempfer, “Economic Development Program
Opportunities in Ohio, Summary and Update Focusing on Re-
cent Tax-Related Legislation,” Ohio Tax Review, vol. 8.3 (1994),
at page 2.

17.ASSESSMENTS
The tax commissioner may issue an assessment against the
taxpayer for any deficiency within three years after the later of
the following dates:
• The final date the report subject to assessment was required

to be filed, or
• The date the report was filed.

However, both the assessment statute of limitations and the
refund statute of limitations may be extended for an agreed
upon period if both the taxpayer and the tax commissioner
consent in writing to the extension by signing form FT WAIV-
ER.

An amended franchise tax report filed as a result of an adjust-
ment to the corporation’s federal income tax return is deemed
a report subject to assessment. However, the amended report
does not reopen those facts, figures, computations or attach-
ments from a previously filed report no longer subject to as-
sessment or refund that are not affected, either directly or in-
directly, by the adjustment to the corporation’s federal income
tax return. Furthermore, once the three-year refund statute of
limitations has passed, the taxpayer may not offset the addi-
tional franchise tax resulting from IRS audit adjustments against
franchise tax that the taxpayer erroneously overpaid due to
errors or mistakes unrelated to the federal adjustments. See
Gen. Motors Corp. v. Limbach (1993), 67 Ohio St. 3d 90.

The statute of limitations does not prohibit either the tax com-
missioner or the taxpayer from adjusting the net operating loss
carried forward from a year closed to assessment or refund to
a year still open to assessment or refund; nor does the statute
of limitations prohibit either the tax commissioner or the tax-
payer from adjusting the unused credits carried forward from
a year closed to assessment or refund to a year still open to
assessment or refund. See Consumer Direct v. Limbach (1991),
62 Ohio St. 3d 180.

If the taxpayer does not pay the assessment within 60 days of
receipt of the assessment, and does not file a petition for re-
assessment within 60 days of receipt of the assessment, in-
terest accrues on the assessment at the rate prescribed in
O.R.C. section 5703.47 from the date the tax commissioner
issues the assessment until the date the taxpayer pays the
assessment. If the taxpayer disagrees with an assessment,
the taxpayer may object to the assessment by timely filing a
petition for reassessment. See general instruction #18.

18.APPLICATION FOR REFUND AND PETITION
FOR REASSESSMENT
Franchise taxpayers may request a refund by filing either pre-
scribed form FT REF, Application for Corporation Franchise
Tax Refund, or by filing an amended report accompanied by
the full and complete reason for the refund claim. Please do
not file an application for refund if the claimed overpay-
ment is shown on the originally-filed franchise tax report.

Please indicate that a report is amended by checking the
box on the front of the report. Upon filing an amended
report, please do not send it to the address shown on the
report. Rather, an amended report that reflects an over-
payment should be mailed to the following address:

Ohio Department of Taxation
Corporation Franchise Tax

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

An amended report that reflects a balance due or a no
change in liability should be mailed to the following ad-
dress:

Ohio Department of Taxation
Corporation Franchise Tax

P.O. Box 2476
Columbus, Ohio  43216-2476

Application for Corporation Franchise Tax Refund. Form
FT REF applies to claimed overpayments by a taxpayer, wheth-
er made voluntarily or as the result of the payment of an as-
sessment issued by the Ohio Department of Taxation. If the
overpayment is not the result of an IRS adjustment and the
statute of limitations has not been extended by form FT WAIV-
ER (see general instruction #17), then the Department must
receive the application for refund or an amended report ac-
companied by the full and complete reason for the refund claim
within three years of the date of the illegal, erroneous, or ex-
cessive payment. See Abitibi-Price Corporation and Subsid-
iaries v. Tracy, BTA No. 98-N-401 (3-12-01).

Refund Statute of Limitations Law. Effective September 6,
2002 for purposes of the refund statute of limitations, payment
made before the due date or extended due date for filing the
report to which the payment relates are deemed to have been
made on the due date or extended due date. See O.R.C. sec-
tion 5733.12 as amended by Substitute Senate Bill 200 (Tax-
payer Services Bill II), 124th General Assembly, effective Sep-
tember 6, 2002. For additional information please see general
instruction #27 in the franchise tax instruction booklet for cor-
porations that are not financial institutions available on the
Department of Taxation’s Web site.

If the claimed overpayment is the result of a change in federal
taxable income, then the Department must receive the claim
for refund within the later of the following:  (a) the three-year
time period set forth above or (b) the one-year period set forth
in general instruction #15 in the franchise tax instruction booklet
for corporations that are not financial institutions available on
the Department of Taxation’s Web site. However, if the refund
claim is filed outside the three-year refund statute of limita-
tions and the statute of limitations has not been extended by
form FT WAIVER (see general instruction #17), the refund
claim can include only the direct and indirect effects of the
federal adjustments. See Gen. Motors Corp. v. Limbach (1993),
67 Ohio St. 3d 90 and The First Federal Savings Bank v. Tra-
cy, BTA Case No. 94-T-1353, August 23, 1996.

Regardless of the above provisions to the contrary, a fran-
chise tax refund claim that is based on a capital loss carryback
is timely if the refund claim is filed within three years from the
due date of the franchise tax report (including extensions there-
of) for the taxable year in which the capital loss arose. See
Prechter v. Tracy, BTA Case No. 95-M-1214, April 4, 1997.

A taxpayer may not appeal an assessment by filing a claim for
refund unless the taxpayer has paid the assessment. For ex-
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ample, if the taxpayer fails to file a petition for reassessment
within sixty days of receipt of the assessment, then the tax-
payer cannot file a refund claim protesting the assessment
until after the taxpayer has paid the assessment.

Uniform Application for Refund Procedure. Substitute Sen-
ate Bill 200, 124th General Assembly, effective June 7, 2002
enacted O.R.C. section 5703.70 to establish a uniform appli-
cation for refund procedure applicable to franchise tax and
various other taxes (but not to individual income tax, school
district income tax, withholding tax or pass-through entity tax).
If a taxpayer properly files an application for refund under a
law that specifies that the O.R.C. section 5703.70 uniform pro-
cedure applies, then the tax commissioner and the taxpayer
must proceed as follows:
1. If the commissioner determines that the amount of the re-

fund to which the applicant is entitled is less than the amount
that the applicant claimed, the commissioner must notify
the applicant in writing by ordinary mail of the disallowed
portion of the claimed refund.

2. The applicant has 60 days from the date the commissioner
mails the notification to provide additional information to the
commissioner and/or to request a hearing.

3. If the applicant neither requests a hearing nor provides ad-
ditional information within the 60-day period described in
#2 above, the commissioner will take no further action and
the refund amount denied becomes final. That is, the tax-
payer may not appeal to the Board of Tax Appeals the de-
nied portion of the refund.

4. If the applicant requests a hearing within the 60-day period
described in #2 above, the commissioner must assign a
time and place for hearing. After the hearing, the commis-
sioner may make such adjustments to the refund as the
commissioner finds proper and must issue a final determi-
nation. The taxpayer may appeal the commissioner’s final
determination to the Board of Tax Appeals pursuant to O.R.C.
section 5717.02.

5. If the applicant does not request a hearing within the 60-
day day period described in #2 above, but does provide
additional information within that period, the commissioner
must review the information, may make such adjustments
to the refund as the commissioner finds proper, and must
issue a final determination. The taxpayer may appeal the
commissioner’s final determination to the Board of Tax Ap-
peals pursuant to O.R.C. section 5717.02.

Petition for Reassessment. Franchise taxpayers may initiate
review proceedings pertaining to a franchise tax assessment
issued by the Department of Taxation by filing form FT PR,
Petition for Reassessment. Form FT PR applies only to as-
sessments issued by the Ohio Department of Taxation. A tax-
payer must file its petition within sixty days of receipt of the
assessment. If the taxpayer sends the petition by certified mail,
the date of postmark is considered the date filed. If the tax-
payer sends the petition by regular mail, the date the Depart-
ment receives the petition is considered the date filed. The
petition must specify the items of the assessment objected to
and the reasons for those objections. However, a taxpayer who
has timely filed a Petition for Reassessment may raise addi-
tional written objections to the assessment at any time prior to
the date of the tax commissioner’s final determination. If a
taxpayer fails to file the petition for reassessment within the
60-day period described above, the tax commissioner will dis-
miss the petition as the tax commissioner has no jurisdiction
to consider a late-filed petition.

The portion of an assessment that must be paid upon the fil-
ing of a Petition for Reassessment is as follows:
1. If the sole item objected to is the assessed penalty or inter-

est, the assessed corporation must pay the entire assess-
ment except for the penalty.

2. If prior to the date of issuance of the assessment the as-
sessed corporation failed to file (i) the annual report required
by O.R.C. section 5733.02, (ii) any amended report required
by O.R.C section 5733.031(C) for the tax year at issue, or
(iii) any amended report required by O.R.C. section
5733.067(D) to indicate a reduction in the amount of the
credit provided under that section, the assessed corpora-
tion must pay the entire assessment except for the penalty.

3. If prior to the date of issuance of the assessment the as-
sessed corporation filed (i) the annual report required by
O.R.C. section 5733.02, (ii) all amended reports required
by O.R.C. section 5733.031(C) for the tax year at issue,
and (iii) all amended reports required by O.R.C. section
5733.067(D) to indicate a reduction in the amount of the
credit provided under that section, and if a balance of the
taxes shown due on the reports as computed on the reports
remains unpaid, the assessed corporation must pay only
that portion of the assessment representing any unpaid
balance as shown on those reports together with all related
interest.

4. If the assessed corporation does not dispute that it is a tax-
payer but claims the protections of section 101 of Public
Law 86-272, 73 Stat. 555, 15 U.S.C.A. 381, as amended,
the assessed corporation must pay only that portion of the
assessment representing any unpaid balance of taxes
shown due on the corporation’s annual report.

5. If none of the conditions specified in (1), (2), (3), and (4)
above apply, or if the assessed corporation claims that it is
not a taxpayer (that is, if the assessed corporation disputes
that it is subject to the franchise tax), the assessed corpora-
tion is not required to pay any portion of the assessment.

However, any unpaid portion of the assessment which upon
final determination is found to be correct bears interest at the
rate prescribed in O.R.C. section 5703.47 from the date the
Department of Taxation issues the assessment until the date
the taxpayer pays the assessment. See O.R.C. section 5733.11
as amended by Amended Substitute House Bill No. 215 (Bud-
get Bill), 122nd General Assembly and section 213 of Budget
Bill. If the taxpayer decides to pay the assessment in full, such
payment is not acknowledgment of agreement and will not
prejudice the final determination of the petition, and the tax-
payer will receive interest on any refund found due. See gen-
eral instruction #9 for interest on underpayments and over-
payments.

Refunds of Amounts Paid Toward an Assessment. The
amount of an assessment that may be refunded under a time-
ly filed petition for reassessment is limited to the amount of
the assessment that the taxpayer paid. No portion of the
amount paid with the filing of the franchise tax report is avail-
able for refund under the O.R.C. section 5733.11 petition for
reassessment statute because there is no provision in O.R.C.
section 5733.11 which grants the commissioner the authority
to refund any amount greater than the amount that the taxpay-
er paid toward the assessment. The fact that the taxpayer raises
additional objections to the assessment prior to the tax com-
missioner’s final determination and the fact that the taxpayer
mentions in those objections that the taxpayer is overpaid with
respect to amounts paid with the original report does not con-
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vert a petition for reassessment into a timely filed refund claim
with respect to amounts paid with the original report. See In-
ternational Business Machines Corp. v. Zaino (2002), 94 Ohio
St.3d 152.

Uniform Petition for Reassessment Procedure. Substitute
Senate Bill 200, 124th General Assembly enacted O.R.C. sec-
tion 5703.60 to establish a uniform petition for reassessment
procedure and a uniform assessment correction procedure ap-
plicable to franchise tax, individual income tax, pass-through
entity tax, withholding tax, school district income tax and vari-
ous other taxes. If the taxpayer has properly filed a petition for
reassessment, this law permits the tax commissioner, upon
receipt of additional information from the taxpayer, to correct
an assessment without issuing a final determination and with-
out a hearing. The commissioner’s corrected assessment is-
sued in response to the taxpayer’s petition may increase the
original assessment outside the assessment statute of limita-
tions period. In addition, this law permits the commissioner to
correct an assessment even if the taxpayer did not properly
file a petition for reassessment or did not file a petition for
reassessment. A more in-depth summary of this law is avail-
able in general instruction #27 of the franchise tax instruction
booklet for corporations that are not financial institutions. Those
instructions are available on the Department of Taxation’s Web
site.

If (a) the tax commissioner issues a corrected assessment or
final determination, (b) the corrected assessment or final de-
termination reduces the assessment below the amount the
taxpayer has already paid toward that assessment, and (c)
the reduction is made as a result of the taxpayer’s properly
filed petition for reassessment or other written request, then
the commissioner may certify any overpayment as a refund
only to the extent that a refund could have been claimed at the
time the party assessed made the written request. If tax com-
missioner reduces an assessment on the commissioner’s own
motion, then the commissioner will certify any overpayment
only to the extent a refund could have been claimed at the
time the commissioner made the reduction.

19.TAXPAYER’S BILL OF RIGHTS – REQUESTS FOR AN
OPINION
The Taxpayer’s Bill of Rights (Amended Substitute Senate Bill
147, 118th General Assembly) established and amended cer-
tain administrative procedures relating to Department of Taxa-
tion audits and assessments. The law provides that at or be-
fore the commencement of an audit, the Department of Taxa-
tion must provide to the taxpayer a written description of the
roles of the Department and the taxpayer during an audit and
a statement of the taxpayer’s rights. A brochure which discuss-
es the Department of Taxation’s interpretation of this law is
available upon request from the Ohio Department of Taxation,
Attn: Bill of Rights, P.O. Box 2476, Columbus, Ohio 43216-
2476.

In addition, this law permits the tax commissioner to issue bind-
ing opinions regarding the taxation of proposed activities of
the taxpayer. As set forth in Ohio Administrative Code (Rule)
5703-1-12 a request for an opinion of the tax commissioner
must comply with the following:
• Be in writing;
• Explicitly request an “Opinion of the Tax Commissioner”;
• Specifically refer to O.R.C. section 5703.53;
• State all facts of the activity or transaction for which the opin-

ion is requested;

• Identify the parties involved in the activity or transaction
about which the opinion is requested;

• Set out the specific legal question or questions for which
the opinion is requested; and

• Be signed by an officer of the corporation authorized to act
on its behalf.

For further information see O.R.C. section 5703.53 and Rule 5703-
1-12, Requests for an Opinion of the Tax Commissioner.

20. SHAM TRANSACTION, ECONOMIC REALITY,
SUBSTANCE OVER FORM, AND STEP TRANSACTONS
The tax commissioner has authority to apply the doctrines of
“economic reality,” “sham transaction,” “step transaction,” and
“substance over form.”  Generally the tax commissioner bears
the burden of establishing by a preponderance of the evidence
that these doctrines should apply. However, with respect to
transactions between members of a controlled group, the tax-
payer bears the burden of establishing that a transaction or
series of transactions between members of the controlled group
was not a sham transaction.

For purposes of this provision the term “controlled group”
means two or more persons related in such a way that one
person directly or indirectly owns or controls the business op-
erations of another member of the group. In the case of per-
sons with stock or equity, one person owns or controls anoth-
er if it directly or indirectly owns more than 50 percent of the
other person’s common stock with voting rights or other equity
with voting rights. The term “sham transaction” means a trans-
action or series of transactions without economic substance
because there is no business purpose or expectation of profit
other than obtaining tax benefits. See O.R.C. sections 5733.111
and 5703.56 as enacted by Amended Substitute House Bill
95, 125th General Assembly.

Note:  House Bill 95, 125th General Assembly law repealed
the franchise tax sham transaction provision contained in
O.R.C. section 5733.111 (see section 2 of the bill) and replaced
it with the more encompassing provision set out above. The
new law applies to all taxes and fees administered by the tax
commissioner.

21. RIGHT TO OFFSET REFUND
The tax commissioner may apply a taxpayer’s franchise tax
refund against the taxpayer’s indebtedness to the State of Ohio
for any tax or fee and any charge, penalty, or interest arising
from such a tax or fee which is administered by the tax com-
missioner and paid to the State or to the clerk of courts. In
addition, the tax commissioner may apply a taxpayer’s fran-
chise tax refund in satisfaction of the corporation’s indebted-
ness to Ohio for workers’ compensation premiums, unemploy-
ment compensation contributions, or unemployment compen-
sation payments in lieu of contributions and interest on such
amounts. The offset can be made only if those debts have
become “final.” See O.R.C. section 5733.121 as amended by
Amended Substitute House Bill 95, 125th General Assembly.

LINE INSTRUCTIONS
SCHEDULE A – COMPUTATION OF FRANCHISE TAX

Line 7 – Overpayment Carryforward from 2003. Enter the over-
payment shown on the originally filed 2003 report that was credit-
ed to estimated tax payments for tax year 2003. An overpayment
claimed on an amended report cannot be credited against the tax
liability for any other year. If an amended report reflects an over-
payment, please see general instruction #18.
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Line 8 – Estimated payments made in 2004. Enter the estimat-
ed payment paid with form FT 1120E - Declaration of Estimated
Franchise Tax, form FT 1120ER - Application for Automatic Ex-
tension, and form FT 1120EX - Request for Additional Extension.

Line 9 – Refundable credits.
New jobs refundable credit. Enter the new jobs credit as provid-
ed by O.R.C. sections 5733.0610 and 122.17 and attach a copy
of the certificate of verification issued by the Department of De-
velopment. The refundable new jobs credit is considered a pay-
ment made on January 1 of the tax year. The amount of the credit
equals the amount of Ohio income tax the taxpayer withheld from
compensation paid to “new employees” during the taxpayer’s tax-
able year multiplied by the percentage specified in the taxpayer’s
agreement with the Tax Credit Authority.

The Tax Credit Authority and the Ohio Department of Develop-
ment administer this credit. Tax Credit Agreement application forms
are available from the Ohio Department of Development, Eco-
nomic Development Division, P.O. Box 1001, Columbus, Ohio
43266-0101 or call (614)-466-4551 or 1-800-848-1300.

The term “new employee,” as used above, means a full-time em-
ployee first employed by the taxpayer in the project that is the
subject of the tax credit agreement after the taxpayer enters into
the agreement. New employees include employees hired after
the Tax Credit Authority approves the taxpayer’s project but be-
fore the taxpayer signs the tax credit agreement with the Tax Credit
Authority as long as the taxpayer signs the agreement within 60
days after receiving the agreement from the Department of De-
velopment. If the Authority determines that it is appropriate, a “new
employee” also may include an employee rehired or called back
from layoff to work in a new facility or on a new product or service.
If the taxpayer claims the refundable new jobs credit with respect
to an employee, the taxpayer may not claim the nonrefundable
O.R.C. section 5709.66 enterprise zone new employee credit with
respect to that same employee.

Credit for tax withheld by the Ohio Lottery Commission. Enter
the amounts that the Ohio Lottery Commission withheld from its
payments to the taxpayer pursuant to O.R.C. section
5747.062(B)(2). For background information with regard to this
credit please see the line instructions for form FT 1120, schedule
C, line 7 (applicable to taxpayers other than financial institutions).

Line 12 – Interest and Penalty. Enter any interest and penalty
due as explained in general instructions #9, #10, and #11.

Line 15 –  Amount of line 14 to be credited to year 2005 esti-
mated tax and/or

Line 16 – Amount of line 14 to be refunded.
Enter the amount of overpayment to be refunded and/or to be
credited against next year’s tax liability.

Note:  An overpayment shown on an amended report cannot be
credited against the tax liability for any other year. If an amended
report reflects an overpayment, please see general instruction
#18.

SCHEDULE B – BALANCE SHEET

Attach to the franchise tax report a balance sheet that reflects the
books of the taxpayer as of the beginning and the end of the tax-
payer’s taxable year.

SCHEDULE C – EXEMPTED ASSETS
(NET BOOK VALUE)

Exempted assets are determined from the books of the taxpayer
as of the beginning of the taxpayer’s annual accounting period
that includes the first day of January of the tax year. (See O.R.C.
section 5733.056(B)). For example, assume that an Ohio fran-
chise taxpayer has a taxable year beginning July 1, 2002 and
ending June 30, 2003. The taxpayer’s exempted assets for tax
year 2004 are determined as of July 1, 2003, the beginning of the
taxpayer’s annual accounting period that includes the first day of
January of 2004. Generally, the figures at the beginning of the
taxpayer’s annual accounting period that includes the first day of
January of the tax year (in this example, July 1, 2003) will be the
same as the figures at the end of the taxable year that concludes
prior to January 1 of the tax year (in this example, June 30, 2003).

Line 1 – Goodwill. Enter the amounts that reflect goodwill as
shown in the annual report to shareholders. “Goodwill” is the cost
in excess of fair value of net assets acquired. An intangible asset
is not goodwill if it can be separately purchased and sold and has
a separate, identifiable value. See GCC Beverages, Inc. v.
Limbach, B.T.A. Case Nos. 87-H-1278 and 87-B-1279, August
25, 1989.

Line 2 – Abandoned Property. Enter the amounts which reflect
abandoned property as shown in the annual report to sharehold-
ers.

Line 3 – Appreciation. Enter the amounts that reflect apprecia-
tion as shown in the annual report to shareholders. Appreciation
is an increase in asset value that occurs after acquisition. A tax-
payer who accounts for its investment in subsidiaries under the
equity method of accounting and maintains on its books a sepa-
rate investment account for each individual investee may exclude
as exempt appreciation the sum of the positive appreciation
amounts and is not required to net positive and negative appreci-
ation amounts. SHV North America Corp. v. Tracy (1994), 70 Ohio
St.3d 395. (Under the equity method of accounting the investor
initially records an investment in stock of an investee at cost and
increases the carrying amount of the investment to recognize its
share of the earnings of the investee after the date of acquisition.
Likewise, the investor reduces the carrying amount of an invest-
ment by its share of the investee’s losses and by dividends re-
ceived from the investee.)

Following a reorganization and merger in which there has been
no substantial change of ownership, a taxpayer may deduct as
exempt appreciation the undistributed earnings of the merged cor-
poration which it previously deducted prior to the reorganization
and merger and which after the reorganization and merger are
reflected in the taxpayer’s investment in the new corporation. See
Sun Refining and Marketing Co. v. Limbach. B.T.A. Case No. 90-
R-464, June 30, 1993.

A holding company may not deduct as exempt appreciation the
amount of retained earnings of an operating company at the time
the shareholders of the operating company contributed their shares
of the operating company to the holding company in return for an
equal number of shares of the holding company pursuant to an
IRC section 351 tax free exchange. See Edwards Industries, Inc.
v. Tracy (1996), 74 Ohio St.3d 643.

Line 5 – Other. The following qualify as exempted assets but
generally do not apply to financial institutions: (1) the net book
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value of air, noise and water pollution control facilities for which
the State of Ohio has issued a pollution control certificate, (2) the
net book value of property with respect to which the State of Ohio
has issued an exemption certificate for a coal gasification facility,
coal conversion demonstration facility, energy conversion facility,
solid waste energy conversion facility or thermal efficiency im-
provements facility, (3) the net book value of qualifying improve-
ments to land or tangible personal property in an enterprise zone
for which the Department of Development has issued a Tax In-
centive Qualification Certificate, (4) the net book value of proper-
ty within Ohio which is used exclusively during the taxable year
for qualified research, and (5) the book value of land in Ohio that
pursuant to section O.R.C. section 5713.31 the county auditor of
the county in which such land is located has determined is devot-
ed exclusively to agricultural use.

Note: For taxable years ending on or after June 26, 2003, the net
worth base exempted asset deduction no longer applies to air,
noise, and water pollution control facilities, coal gasification facil-
ities, coal conversion demonstration facilities, energy conversion
facilities, solid waste energy conversion facilities or thermal effi-
ciency improvement facilities for which the State of Ohio has is-
sued an exemption certificate. See O.R.C. section 5709.25(B) as
amended by Amended Substitute House Bill 95, 125th General
Assembly.

SCHEDULE D – APPORTIONMENT FORMULA

Note: Terms appearing in italics are defined in the law. The
definitions of the terms begin on page 15.

Sales Factor

The sales factor is a fraction, the numerator of which is the tax-
payer’s Ohio receipts during the taxable year and the denomina-
tor of which is the taxpayer’s everywhere receipts during the tax-
able year. The method of calculating receipts for purposes of the
denominator is the same as the method used in determining re-
ceipts for purposes of the numerator. The sales factor includes
the taxpayer’s receipts from the following sources:

Line 1 – Receipts from the lease, or rental of real property
owned by the taxpayer and receipts from the sublease of real
property. The numerator of the factor (within Ohio) includes re-
ceipts from the lease, rental or sublease of real property located
in Ohio.

Line 2 – Receipts from the lease or rental of tangible person-
al property owned by the taxpayer. The numerator of the factor
includes receipts from the lease or rental of tangible personal prop-
erty other than transportation property if the property is located
in Ohio when first placed in service by the lessee. The numerator
of the factor also includes receipts from the lease or rental of trans-
portation property owned by the taxpayer to the extent that the
property is used in Ohio. The extent an aircraft is deemed to be
used in Ohio and the amount of receipts included in the numera-
tor of the factor is determined by multiplying all the receipts from
the lease or rental of the aircraft by a fraction, the numerator of
which is the number of landings of the aircraft in Ohio and the
denominator of which is the total number of landings of the air-
craft. If the extent of use within Ohio of any transportation proper-
ty cannot be determined, the property will be deemed to be used
wholly in the state in which the property has its principal base of
operations. A motor vehicle is deemed to be used wholly in the
state in which it is registered.

Line 3 – Interest (and fees or penalties in the nature of inter-
est) from loans secured by real property. The numerator of the
factor includes interest (and fees or penalties in the nature of in-
terest) from loans secured by real property located in Ohio. If the
real property that secures the loan is located both within Ohio and
one or more other states, such amounts are included in the nu-
merator of the sales factor if more than 50 percent of the fair mar-
ket value of the real property is located in Ohio. If more than 50
percent of the fair market value of the real property is not located
within any one state, then such receipts are included in the nu-
merator of the sales factor if the borrower is located in Ohio.
The determination of whether the real property securing a loan is
located in Ohio is made at the time the original loan agreement
was made and all subsequent substitutions of collateral are dis-
regarded.

Line 4 – Interest (and fees or penalties in the nature of inter-
est) from loans not secured by real property. The numerator of
the factor includes interest (and fees or penalties in the nature of
interest) from loans not secured by real property if the borrower
is located in Ohio.

Line 5 – Net gains from the sale of loans (including income
recorded under the coupon stripping rules of section 1286 of
the Internal Revenue Code) secured by real property. The
amount of net gain from the sale of loans secured by real proper-
ty included in the numerator of the factor is determined by multi-
plying such net gains by a fraction the numerator of which is inter-
est (and fees or penalties in the nature of interest) from loans
secured by real property located in Ohio and the denominator of
which is the total amount of interest (and fees or penalties in the
nature of interest) from loans secured by real property.

Line 6 – Net gains from the sale of loans (including income
recorded under the coupon stripping rules of section 1286 of
the Internal Revenue Code) not secured by real property. The
amount of net gain from the sale of loans not secured by real
property included in the numerator of the factor is determined by
multiplying such net gains by a fraction the numerator of which is
interest from loans not secured by real property to borrowers
located in Ohio and the denominator of which is interest from
loans not secured by real property to borrowers everywhere.

Line 7 – Interest (and fees or penalties in the nature of inter-
est) from credit card receivables and receipts from fees
charged to credit cardholders, such as annual fees. The nu-
merator of the factor includes interest (and fees or penalties in
the nature of interest) from credit card receivables and receipts
from fees charged to credit cardholders, such as annual fees, if
the billing address of the cardholder is in Ohio.

Line 8 – Net gains from the sale of credit card receivables.
The amount of such net gains included in the numerator of the
factor is determined by multiplying such net gains by a fraction,
the numerator of which is the sum of (1) interest (and fees or
penalties in the nature of interest) from credit card receivables if
the billing address of the cardholder is in Ohio and (2) fees
charged to credit cardholders, such as annual fees, if the billing
address of the cardholder is in Ohio. The denominator of the frac-
tion is the sum of such amounts for credit cardholders everywhere.

Line 9 – Credit card issuer’s reimbursement fees. The amount
of credit card issuer’s reimbursement fees included in the numer-
ator of the factor is determined by multiplying such fees by the
fraction determined in the instructions for line #8, above.
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Line 10 – Receipts from merchant discount. Such receipts are
computed net of any card holder charge backs, but are not re-
duced by any interchange transaction fees or by any issuer’s re-
imbursement fees paid to another for charges made by its
cardholders.

The numerator of the factor includes receipts from merchant dis-
counts if the commercial domicile of the merchant is in Ohio.

Line 11 – Loan-servicing fees derived from loans secured by
real property. The amount of such loan servicing fees included
in the numerator of the factor is determined by multiplying such
fees by a fraction the numerator of which is the amount included
in the numerator of the sales factor pursuant to the instructions
for line #3 above, and the denominator of which is the total amount
of interest (and fees or penalties in the nature of interest) from
loans secured by real property.

Line 12 – Loan-servicing fees derived from loans not secured
by real property. The amount of such loan servicing fees includ-
ed in the numerator of the factor is determined by multiplying such
fees by a fraction the numerator of which is the amount included
in the numerator of the sales factor pursuant to the instructions
for line #4 above, and the denominator of which is the total amount
of interest (and fees or penalties in the nature of interest) from
loans not secured by real property.

Line 13 – Loan-servicing fees for servicing either the secured
or unsecured loans of others. The numerator of the factor in-
cludes loan-servicing fees for servicing either the secured or un-
secured loans of another if the borrower is located in Ohio.

Line 14 – Receipts from services not otherwise apportioned.
The numerator of the factor includes receipts from services not
otherwise apportioned if the service is performed in Ohio. If the
service is performed both within and without Ohio, the numerator
of the sales factor includes receipts from such services, if a great-
er proportion of the income producing activity is performed in Ohio
based on cost of performance.

Line 15 – Interest, dividends, net gains, and other income
from investment assets and activities and from trading as-
sets and activities. “Investment assets and activities” and “trad-
ing assets and activities” include but are not limited to: invest-
ment securities, trading account assets, federal funds, securities
purchased and sold under agreements to resell or repurchase,
options, futures contracts, forward contracts, notional principal
contracts such as swaps, equities, and foreign currency transac-
tions.
A. Components of the denominator with respect to interest, divi-

dends, net gains and other income from investment assets
and activities and from trading assets and activities:
(i) With respect to investment assets and activities and trad-

ing assets and activities, the factor includes the amount
by which interest from federal funds sold and securities
purchased under resale agreements exceeds interest ex-
pense on federal funds purchased and securities sold un-
der repurchase agreements.

(ii) With respect to trading assets and activities, the factor
includes the amount by which interest, dividends, gains,
and other income from trading assets and activities, in-
cluding, but not limited to assets and activities in the
matched book, in the arbitrage book, and foreign curren-
cy transactions, exceed amounts paid in lieu of interest,
amounts paid in lieu of dividends, and losses from such
assets and activities.

B. Average value method for determining components of the nu-
merator with respect to interest, dividends, net gains and oth-
er income from investment assets and activities and from trad-
ing assets and activities described above. “Average value” as
used below is determined using the same rules for determin-
ing the average value of tangible personal property for pur-
poses of the property factor.
(i) The amount of interest and dividends (other than interest

and dividends from a subsidiary corporation at least 51
percent of whose common stock is owned by the taxpay-
er) and the amount of net gains and other income from
investment assets and activities in the investment account
included in the numerator of the factor is determined by
multiplying all such income from such assets and activi-
ties by a fraction, the numerator of which is the average
value of such assets which are properly assigned to a reg-
ular place of business of the taxpayer within Ohio and
the denominator of which is the average value of all such
assets.

(ii) The amount of interest from federal funds sold and pur-
chased and from securities purchased under resale agree-
ments and securities sold under repurchase agreements
included in the numerator of the factor is determined by
multiplying the amount by which interest from federal funds
sold and securities purchased under resale agreements
exceeds interest expense on federal funds purchased and
securities sold under repurchase agreements by a frac-
tion, the numerator of which is the average value of feder-
al funds sold and securities purchased under agreements
to resell which are properly assigned to a regular place
of business of the taxpayer within Ohio and the denomi-
nator of which is the average value of all such funds and
such securities.

(iii) The amount of interest, dividends, gains, and other income
from trading assets and activities, but excluding amounts
described in B(i) and B(ii) above included in the numera-
tor of the factor is determined by multiplying the amount
described in A(ii) above, by a fraction, the numerator of
which is the average value of such trading assets which
are properly assigned to a regular place of business of
the taxpayer within Ohio and the denominator of which is
the average value of all such assets.

(iv) Dividends and interest received from subsidiaries - amount
included in numerator. The amount of dividends received
on the capital stock of, and the amount of interest received
from loans and advances to, subsidiary corporations at
least 51 percent of whose common stock is owned by the
taxpayer included in the numerator of the factor is deter-
mined by multiplying such dividends and interest by a frac-
tion the numerator of which is the sum of the net book
value of the payor’s real property owned in Ohio and the
payor’s tangible personal property owned in Ohio and
whose denominator is the sum of the net book value of
the payor’s real property owned wherever located and the
payor’s tangible personal property owned wherever locat-
ed. For purposes of determining this fraction, the taxpayer
must determine net book value in accordance with gener-
ally accepted accounting principles.

C. Gross income method for determining components of the nu-
merator with respect to interest, dividends, net gains, and oth-
er income from investment assets and activities and from trad-
ing assets and activities described above. In lieu of using the
average value method set forth in the instructions for item 15(B)
above, the taxpayer may elect, or the tax commissioner may
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require in order to fairly represent the business activity of the
taxpayer in Ohio, the following alternative method:
(i) The amount of interest and dividends (other than interest

and dividends from a subsidiary corporation at least 51
percent of whose common stock is owned by the taxpay-
er) and the amount of net gains and other income from
investment assets and activities in the investment account
included in the numerator of the factor is determined by
multiplying all such income from such assets and activi-
ties by a fraction, the numerator of which is the gross in-
come from such assets and activities which are properly
assigned to a regular place of business of the taxpayer
within Ohio, and the denominator of which is the gross
income from all such assets and activities.

(ii) The amount of interest from federal funds sold and pur-
chased and from securities purchased under resale agree-
ments and securities sold under repurchase agreements
included in the numerator of the factor is determined by
multiplying the amount by which interest from federal funds
sold and securities purchased under resale agreements
exceeds interest expense on federal funds purchased and
securities sold under repurchase agreements by a frac-
tion, the numerator of which is the gross income from such
funds and such securities which are properly assigned to
a regular place of business of the taxpayer within Ohio
and the denominator of which is the gross income from all
such funds and such securities.

(iii) The amount of interest, dividends, gains and other income
from trading assets and activities but excluding amounts
described in 15C(i) and 15C(ii) above, included in the nu-
merator is determined by multiplying the amount described
in 15A(ii) by a fraction, the numerator of which is the gross
income from such trading assets and activities which are
properly assigned to a regular place of business of the
taxpayer within Ohio and the denominator of which is the
gross income from all such assets and activities.

(iv) Dividends and interest received from subsidiaries - amount
included in numerator. The amount of dividends received
on the capital stock of, and the amount of interest received
from loans and advances to, subsidiary corporations at
least 51 percent of whose common stock is owned by the
taxpayer included in the numerator of the factor is deter-
mined by multiplying such dividends and interest by a frac-
tion, the numerator of which is the sum of the net book
value of the payer’s real property owned in Ohio and the
payer’s tangible personal property owned in Ohio and
whose denominator is the sum of the net book value of
the payer’s real property owned wherever located and the
payer’s tangible personal property owned wherever locat-
ed. For purposes of determining this fraction, the taxpayer
must determine net book value in accordance with gener-
ally accepted accounting principles.

D. If the taxpayer elects or is required by the tax commissioner
to use the method set forth in 15C above, the taxpayer must
use this method on all subsequent reports unless the taxpay-
er receives prior permission from the tax commissioner to
use a different method or the tax commissioner requires a
different method.

E. The taxpayer has the burden of proving that an investment
asset or activity or trading asset or activity was properly as-
signed to a regular place of business outside of Ohio by
demonstrating that the day-to-day decisions regarding the
asset or activity occurred at a regular place of business out-
side Ohio. Where the day-to-day decisions regarding an in-

vestment asset or activity or trading asset or activity occur at
more than one regular place of business and one such regu-
lar place of business is in Ohio and one such regular place of
business is outside Ohio such asset or activity is considered
to be located at the regular place of business of the taxpayer
where the investment or trading policies or guidelines with
respect to the asset or activity are established. Unless the
taxpayer demonstrates to the contrary, such policies or guide-
lines shall be presumed to be established at the commercial
domicile of the taxpayer.

Line 16 – All other receipts. The numerator of the factor includes
all other receipts if either the income-producing activity is per-
formed entirely in Ohio or the income-producing activity is per-
formed both within and without Ohio and a greater proportion of
the income-producing activity is performed within Ohio than in
any other state, based on costs of performance.

Property Factor

Note: If the property factor as determined below is less than
1.00, please attach to the report a schedule that separately
lists the taxpayer’s Ohio and everywhere cost values at the
beginning and the end of the taxpayer’s taxable year for the
following assets: (1) buildings and other depreciable assets,
(2) land, (3) credit card receivables, (4) loans to subsidiaries,
and (5) loans other than loans to subsidiaries.

Line 18 – Real property and tangible personal property owned,

Line 19 – Real property and tangible personal property rent-
ed x 8, and

Line 20 – Loans and credit card receivables.
The property factor is a fraction, the numerator of which is the
sum of the following: (1) the average value of the taxpayer’s real
property owned and tangible personal property owned and
physically located or used in Ohio during the taxable year, (2) the
average value of real property and tangible personal property that
the taxpayer has rented from another and which is physically lo-
cated or used in Ohio during the taxable year, and (3) the average
value of the taxpayer’s loans and credit card receivables that
are located within Ohio during the taxable year. The denominator
of the property factor is the average value of all such property
located or used both within and without Ohio during the taxable
year.

The value of the taxpayer’s real property owned and tangible per-
sonal property owned is the original cost or other basis of such
property for federal income tax purposes without regard to depre-
ciation, depletion or amortization. The value of loans and credit
card receivables is the outstanding principal balance of such ac-
counts without regard to any reserve for bad debts. However, if a
loan or credit card receivable is charged-off in whole or in part for
federal income tax purposes, the portion of the loan or credit card
receivable charged-off is not outstanding. Furthermore, a specifi-
cally allocated reserve which is established pursuant to generally
accepted accounting principals and treated as charged-off for fed-
eral income tax purposes will be treated as charged-off for pur-
poses of determining the property factor.

The average value of owned property (including loans and credit
card receivables) is computed annually by adding the value of
the property on the first day of the taxable year and the value on
the last day of the taxable year and dividing the sum by two. How-
ever, the tax commissioner may require or the taxpayer may elect



to average on a more frequent basis. When averaging on a more
frequent basis is required by the tax commissioner or elected by
the taxpayer, the same method of valuation must be used consis-
tently by the taxpayer with respect to property within and without
Ohio, and the same method must be used on all subsequent re-
ports unless the taxpayer receives prior permission from the tax
commissioner or the tax commissioner requires a different meth-
od of determining value. The average value of rented property is
determined by multiplying the gross rents payable during the tax-
able year by eight.

A motor vehicle is deemed to be used wholly in the state in which
it is registered. All other transportation property is included in
the numerator of the property factor to the extent that the property
is used in Ohio. The extent that an aircraft is deemed to be used
in Ohio and the amount of value that is to be included in the nu-
merator of the property factor is determined by multiplying the
average value of the aircraft by a fraction, the numerator of which
is the number of landings of the aircraft in Ohio and the denomi-
nator of which is the total number of landings of the aircraft every-
where. If the extent of use within Ohio of any transportation prop-
erty cannot be determined, then the property is deemed to be
used wholly in the state in which the property has its principal
base of operations.

A credit card receivable or a loan, other than a loan to a subsid-
iary corporation at least 51 percent of whose common stock is
owned by the taxpayer, is assigned to the taxpayer’s regular place
of business with which the credit card receivable or loan has a
preponderance of substantive contacts. A credit card receivable
or loan is located in Ohio if it is properly assigned to a regular
place of business of the taxpayer within Ohio, and a credit card
receivable or loan is located outside Ohio if it is properly assigned
to a regular place of business of the taxpayer outside Ohio.

A credit card receivable or a loan is presumed to have been
properly assigned if:

• The taxpayer assigned the credit card receivable or loan to
a regular place of business and the assignment is consis-
tent with federal or state regulatory requirements;

• The assignment is based upon substantive contacts of the
credit card receivable or loan to such regular place of busi-
ness; and

• The taxpayer uses the assignment for filing all state and
local tax returns for which an assignment of credit card re-
ceivables or loans is required.

In determining the state in which the preponderance of substan-
tive contacts relating to a credit card receivable or a loan have
occurred, the facts and circumstances regarding the credit card
receivable or loan at issue must be reviewed on a case-by-case
basis with consideration given to such activities as solicitation
(both active and passive), investigation, negotiation, approval, and
administration.

• “Active solicitation” occurs when an employee of the tax-
payer initiates the contact with the customer. Active solicita-
tion is located at the regular place of business which the
employee is regularly connected with or working out of, re-
gardless of where the employee’s services were actually
performed.

• “Passive solicitation” occurs when the customer initiates the
contact with the taxpayer. If the customer’s initial contact
was not at a regular place of business of the taxpayer, the
regular place of business, if any, where the passive solicita-
tion occurred is determined by the facts in each case.

• “Investigation” is the procedure whereby the taxpayer’s em-
ployees determine the credit worthiness of the customer

and the degree of risk in making a loan. Investigation is
located at the regular place of business which the taxpay-
er’s employees are regularly connected with or working out
of, regardless of where the services of such employees were
actually performed.

• “Negotiation” is the procedure whereby employees of the
taxpayer and its customer determine the terms of the loan
agreement such as the amount, duration, interest rate, fre-
quency of repayment, currency denomination, and security
required. Negotiation is located at the regular place of busi-
ness to which the taxpayer’s employees are regularly con-
nected or working from, regardless of where the services of
such employees were actually performed.

• “Approval” is the procedure whereby the taxpayer’s employ-
ees or board of directors make the final determination wheth-
er to enter the loan agreement. Approval is located at the
regular place of business to which the employees are reg-
ularly connected or working from, regardless of where the
services of such employees were actually performed. If the
board of directors makes the final determination, such ac-
tivity is located at the taxpayer’s commercial domicile.

• “Administration” is the process of managing the account.
Administration includes bookkeeping, collecting payments,
corresponding with the customer, reporting to management
regarding the status of the agreement, and proceeding
against the borrower or the security interest if the borrower
is in default. Administration is located at the regular place
of business from which the taxpayer oversees these activ-
ities.

Absent any change of material fact, a loan (other than a loan or
advance to a subsidiary corporation at least 51 percent of whose
common stock is owned by the taxpayer) that has been properly
assigned to a state shall remain assigned to that state for the
length of the original term of the loan. Thereafter, the loan may be
properly assigned to another state if the loan has a preponder-
ance of substantive contacts to a regular place of business there.

The amount of a loan or advance to a subsidiary corporation at
least 51 percent of whose common stock is owned by the taxpay-
er to be included in the numerator of the property factor is deter-
mined by multiplying the average value of the loan by a fraction
the numerator of which is the net book value of the subsidiary’s
physical assets in Ohio and the denominator of which is the net
book value of the subsidiary’s physical assets everywhere. The
fraction is determined as of the end of the subsidiary’s taxable
year that is included in the taxpayer’s taxable year. If the subsid-
iary corporation owns at least 51 percent of the common stock of
another corporation, the ratio must be calculated by including the
other corporation’s real property and tangible personal property.
The calculation of the ratio applies with respect to all lower-tiered
subsidiaries, provided that the immediate parent corporation of
the subsidiary owns at least 51 percent of the common stock of
that subsidiary. As noted above, the average value of a loan is
computed by adding the outstanding principal balance of such
loan on the first day of the taxable year and the outstanding prin-
cipal balance of such loan on the last day of the taxable year and
dividing the sum by two.

Payroll Factor

Line 22 – Compensation paid to employees. The payroll factor
is a fraction, the numerator of which is the taxpayer’s total com-
pensation paid in Ohio during the taxable year, and the denomi-
nator of which is the taxpayer’s total compensation paid every-
where during the taxable year. Compensation is paid in Ohio if
any one of the following three tests, applied consecutively, is met:
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1. The employee’s services are performed entirely within Ohio.
2. The employee’s services are performed both within and with-

out Ohio, but the service performed without Ohio is inciden-
tal to the employee’s service within Ohio. The term “inci-
dental” means any service which is temporary or transitory
in nature or which is rendered in connection with an isolat-
ed transaction.

3. The employee’s services are performed both within and with-
out Ohio and:
(a) The employee’s principal base of operations is within

Ohio; or
(b) There is no principal base of operations in any state in

which some part of the services are performed, but the
place from which the services are directed or controlled
is in Ohio; or

(c) The principal base of operations and the place from
which the services are directed or controlled are not in
any state in which some part of the service is performed,
but the employee’s residence is in Ohio.

Alternative Apportionment Methods. If the above apportionment
provisions do not fairly represent the extent of the taxpayer’s busi-
ness activity in Ohio, the taxpayer may request or the tax com-
missioner may require, in respect to all or any part of the taxpay-
er’s business activity, if reasonable:

• Separate accounting;
• The inclusion of one or more additional factors which will

fairly represent the extent of the taxpayer’s business activ-
ity in Ohio; or

• The employment of any other method to effectuate an equi-
table allocation and apportionment of the taxpayer’s value.

SCHEDULE D-2 – DEPOSITS FACTOR

In lieu of using the property, payroll, and sales factors as set forth
above, qualified institutions may elect to use a single deposits
fraction whose numerator is the deposits assigned to branches
in Ohio and whose denominator is the deposits assigned to branch-
es everywhere. Deposits are assigned to branches within and
without Ohio in the same manner such assignment is made for
regulatory purposes. Qualified institutions can make this election
on: (1) an original report, (2) an amended report and refund claim
filed within the statute of limitations, or (3) a timely filed petition
for reassessment. The election applies only to the tax year spec-
ified in the election and can be revoked at any time within the
statute of limitations.

DEFINITIONS

Billing address means the address where any notice, statement,
or bill relating to a customer’s account is mailed, as indicated in
the books and records of the taxpayer on the first day of the tax-
able year or on such later date in the taxable year when the cus-
tomer relationship began.

Borrower or credit cardholder located in Ohio means: (1) a
borrower, other than a credit card holder, that is engaged in a
trade or business and maintains its commercial domicile in Ohio,
or (2) a borrower that is not engaged in a trade or business, or a
credit cardholder, whose billing address is in Ohio.

Branch means a “domestic branch” as defined in section 3 of the
“Federal Deposit Insurance Act,” 64 Stat. 873, 12 U.S.C. 1813(o),
as amended.

Commercial domicile means the principal place from which the
trade or business of the taxpayer is directed or managed. (The

term “commercial domicile” is not defined in O.R.C. section
5733.056; the definition here is taken from O.R.C. section
5733.04.)

Compensation means wages, salaries, commissions, and any
other form of remuneration paid to employees for personal ser-
vices that are included in such employee’s gross income under
the Internal Revenue Code. In the case of employees not subject
to the Internal Revenue Code, such as those employed in foreign
countries, the determination of whether such payments would con-
stitute gross income to such employees under the Internal Reve-
nue Code is made as though such employees were subject to the
Internal Revenue Code.

Credit card means a credit, travel or entertainment card.

Credit card issuer’s reimbursement fee means the fee a tax-
payer receives from a merchant’s bank because one of the per-
sons to whom the taxpayer has issued a credit card has charged
merchandise or services to the credit card.

Deposits has the meaning given in section 3 of the “Federal De-
posit Insurance Act,” 64 Stat. 873, 12 U.S.C. 1813(1), as amend-
ed.

Employee means any individual who, under the usual common
law rules applicable in determining the employer-employee rela-
tionship, has the status of an employee of the taxpayer.

Gross rents means the actual sum of money or other consider-
ation payable for the use or possession of property. Gross rents
includes: (1) any amount payable for the use or possession of
real property or tangible personal property whether designated
as a fixed sum of money or as a percentage of receipts, profits, or
otherwise, (2) any amount payable as additional rent or in lieu of
rent, such as interest, taxes, insurance, repairs, or any other
amount required to be paid by the terms of a lease or other ar-
rangement, and (3) a proportionate part of the cost of any im-
provement to real property made by or on behalf of the taxpayer
which reverts to the owner or lessor upon termination of a lease
or other arrangement. The amount to be included in gross rents is
the amount of amortization or depreciation allowed in computing
the taxable income base for the taxable year. However, where a
building is erected on leased land, by or on behalf of the taxpayer,
the value of the building is determined in the same manner as if
owned by the taxpayer.

Gross rents does not include: (1) reasonable amounts payable as
separate charges for water and electric service furnished by the
lessor, (2) reasonable amounts payable as service charges for
janitorial services furnished by the lessor, (3) reasonable amounts
payable for storage, provided such amounts are payable for space
not designated and not under the control of the taxpayer, and (4)
that portion of any rental payment which is applicable to the space
subleased from the taxpayer and not used by it.

Loan means any extension of credit resulting from direct negoti-
ations between the taxpayer and its customer, or the purchase, in
whole or in part, of such extension of credit from another. Loans
include debt obligations of subsidiaries, participations, syndi-
cations, and leases treated as loans for federal income tax pur-
poses. Loan does not include: properties treated as loans under
section 595 of the Internal Revenue Code; futures or forward con-
tracts; options; notional principal contracts such as swaps; credit
card receivables, including purchased credit card relationships;
non-interest bearing balances due from depositor institutions; cash
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items in the process of collection; federal funds sold; securities
purchased under agreements to resell; assets held in a trading
account; securities; interests in a real estate mortgage investment
conduit or other mortgage-backed or asset-backed security; and
other similar items.

Loan secured by real property means that 50 percent or more
of the aggregate value of the collateral used to secure a loan or
other obligation, when valued at fair market value as of the time
the original loan or obligation was incurred, was real property.

Merchant discount means the fee, or negotiated discount,
charged to a merchant by the taxpayer for the privilege of partic-
ipating in a program whereby a credit card is accepted in pay-
ment for merchandise or services sold to the cardholder.

Participation means an extension of credit in which an undivided
ownership interest is held on a pro-rata basis in single loan or
pool of loans and related collateral. In a loan participation, the
credit originator initially makes the loan and then subsequently
resells all or a portion of it to other lenders. The participation may
or may not be known to the borrower.

Principal base of operations
With respect to an employee, the “principal base of operations”
means the place of more or less permanent nature from which
the employee regularly (a) starts work and to which the employee
customarily returns in order to receive instructions from the em-
ployer, or (b) communicates with the employee’s customers or
other persons, or (c) performs any other functions necessary to
the exercise of the trade or profession at some other point or points.

With respect to transportation property, “principal base of oper-
ations” means the place of more or less permanent nature from
which the transportation property is regularly directed or controlled.

Qualified institution means a financial institution that has at least
9 percent of its deposits in Ohio as of the last day of June prior to
the beginning of the tax year and meets one of the following three
tests:

1. On or after June 1, 1997, the financial institution has con-
summated one or more approved transactions with insured
banks with different home states that would qualify under
section 102 of the “Riegle-Neal Interstate Banking and
Branching Efficiency Act of 1994,” Public Law 103-328, 108
Stat. 2338; or

2. The financial institution is a federal savings association or
federal savings bank that on or after June 1, 1997 has con-
summated one or more interstate acquisitions that result in
a financial institution that has branches in more than one
state; or

3. On or after June 1, 1997 the financial institution has con-
summated one or more approved interstate acquisitions
under authority of Title Xl of the Ohio Revised Code that
result in a financial institution that has branches in more
than one state.

The definition of “qualified institution,” as set forth above, reflects
the change to that definition made by Amended Substitute House
Bill 405, 124th General Assembly, effective December 13, 2001.

Real property owned and tangible personal property owned
means real property and tangible personal property, respectively,
on which the taxpayer can claim depreciation for federal income
tax purposes or to which the taxpayer holds legal title and on which
no other person can claim depreciation for federal income tax

purposes, or could claim depreciation if subject to federal income
tax. Real property and tangible personal property do not include
coin, currency, or property acquired in lieu of or pursuant to a
foreclosure. Federal income tax treatment (not book treatment) of
a lease governs whether property is considered “owned” or “rent-
ed” by the lessee. Property is rented by the lessee if a transaction
between lessor and lessee is considered a lease or rent for feder-
al income tax purposes; property is owned by the lessee if the
transaction is considered a purchase for federal income tax pur-
poses.

Regular place of business means an office at which the taxpay-
er carries on its business in a regular and systematic manner and
which is continuously maintained, occupied, and used by employ-
ees of the taxpayer.

State means a state of the United States, the District of Colum-
bia, the commonwealth of Puerto Rico, or any territory or posses-
sion of the United States.

Syndication means an extension of credit in which two or more
persons fund and each person is at risk only up to a specified
percentage of the total extension of credit or up to a specified
dollar amount.

Transportation property means vehicles and vessels capable of
moving under their own power as well as any equipment or con-
tainers attached to such property.

SCHEDULE E – NET VALUE OF STOCK

Note:  Qualifying Amount Debt to Equity Adjustment. For fran-
chise tax years 2002 and thereafter, a financial institution that
is a related member to a company that makes the qualifying
holding company election is not required (nor is it permitted)
to make the schedule E “qualifying amount” debt to equity
adjustment set forth in O.R.C. section 5733.05(C).

The value of issued and outstanding shares of stock is determined
from the books of the taxpayer as of the beginning of the taxpay-
er’s annual accounting period that includes the first day of Janu-
ary of the tax year. See O.R.C. section 5733.056(B). For exam-
ple, assume that an Ohio franchise taxpayer has a taxable year
beginning July 1, 2002 and ending June 30, 2003. The taxpayer’s
franchise tax net value of stock for tax year 2004 is determined as
of July 1, 2003 the beginning of the taxpayer’s annual accounting
period that includes the first day of January of tax year 2004. Gen-
erally, the figures at the beginning of the taxpayer’s annual ac-
counting period that includes the first day of January of the tax
year (in this example, July 1, 2003) will be the same as the figures
at the end of the taxable year that concludes prior to January 1 of
the tax year (in this example, June 30, 2003).

Line 2 – Ownership interest of depositors. With respect to a
financial institution that does not have capital stock “issued and
outstanding shares of stock” includes, but is not limited to owner-
ship interests of depositors in the capital employed in such an
institution (see O.R.C. section 5733.04(A)). Except for the amounts
determined under the instructions for line 4 below, ownership in-
terest of depositors does not include any amount which is treated
as a liability in accordance with generally accepted accounting
principles.

Line 4 – Reserves and net deferred tax liabilities. Reserves
and net deferred tax liabilities (that is, deferred tax liabilities less
deferred tax benefits) are includable in the computation of net
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value of stock. See Kroger v. Bowers (1965), 3 Ohio St. 2d 76;
Baldwin Piano and Organ Company v. Kosydar (April 7, 1975)
First District Court of Appeals Hamilton County, Case No. 7425500;
and Allied Stores of Penn-Ohio, Inc. v. Limbach, B.T.A. Case No.
85-B-484, February 19, 1988. The debit balance of the taxpay-
er’s deferred income tax account (that is, the excess of de-
ferred tax benefits over deferred tax liability) accounted for in
accordance with generally accepted accounting principles is
deductible from net worth as a negative reserve, thereby de-
creasing taxable net worth. See USX v. Tracy, BTA Nos. 92-
1479, 92-1480 (1-22-99).

The gross profit portion of income received but not yet earned is
includable in the net value of stock. For example, the gross profit
portion of unearned subscription revenue received by a maga-
zine publisher is includable in the net worth computation.
Contingent liabilities are includable in the net worth computation
if:

• The taxpayer cannot reasonably estimate the amount of the
liability; or

• The taxpayer cannot establish from information available
prior to the issuance of the financial statements that it is
probable that a liability had been incurred at the balance
sheet date.

A taxpayer is not required to add to its net worth as a reserve any
account, whether shown on the taxpayer’s books as a liability or a
reserve, if that account results from and is maintained in accor-
dance with FASB Statement No. 106 (see Tax Commissioner’s
Rule 5703-5-10). Deferred income that is neither earned nor re-
ceived is not generally includable in the net worth computation.
However, the gross profit portion of income from an installment
sale is includable in the net worth computation.

SCHEDULE F – ADJUSTED NET VALUE OF STOCK
FOR HOLDING COMPANIES

This schedule applies to:
• Financial institutions that own at least 25 percent of the is-

sued and outstanding shares of common stock of another
financial institution,

• Financial institutions that own at least 80 percent of the is-
sued and outstanding shares of common stock of a public
utility as defined in O.R.C. section 5727.01, and

• Financial institutions that own at least 80 percent of the is-
sued and outstanding shares of common stock of an insur-
ance company as defined in O.R.C. section 5725.01.

The taxpayer’s excludable investment, total assets and net value
of stock are determined from the books of the taxpayer as of the
beginning of the taxpayer’s annual accounting period that includes
the first day of January of the tax year. See O.R.C. section
5733.056(B). For example, assume that an Ohio franchise tax-
payer has a taxable year beginning July 1, 2002 and ending June
30, 2003. For tax year 2004 the taxpayer’s franchise tax exclud-
able investment, total assets and net value of stock are deter-
mined as of July 1, 2003 the beginning of the taxpayer’s annual
accounting period that includes the first day of January of tax year
2004. Generally, the figures at the beginning of the taxpayer’s
annual accounting period that includes the first day of January of
the tax year (in this example, July 1, 2003) will be the same as the
figures at the end of the taxable year that concludes prior to Jan-
uary 1 of the tax year (in this example, June 30, 2003).

Line 1 – Excludable Investment. If the taxpayer owns the appli-
cable percentage of the common stock of a public utility, insur-
ance company or another financial institution, as set forth above,

enter the taxpayer’s investment in such public utility, insurance
company, or other financial institution net of goodwill and appre-
ciation included in such investment. Appreciation does not include
“negative appreciation”. See SHV North American Corp. v. Tracy
(1994), 70 Ohio St.3d 395.

Line 2 – Total Assets. Enter the taxpayer’s total assets as shown
by the books of the corporation net of all appreciation and good-
will.

SCHEDULE A-1
NONREFUNDABLE CREDITS

O.R.C. section 5733.98 sets forth the order in which franchise
tax nonrefundable credits and unused credit carryforward
amounts must be used. A nonrefundable credit may be used
to reduce the tax liability (before considering any payments)
to the minimum fee, but a nonrefundable credit may not re-
duce the tax liability (before considering any payments) be-
low the minimum fee. A lower ranking credit must be used
before any higher-ranking credit is used. The order is impor-
tant if the corporation is entitled to more than one nonrefund-
able credit and the corporation is unable to utilize some por-
tion of the total credit amount in the year the credits were
generated (because the total credit amount exceeds the tax
due before the credit). Nonrefundable credits that are not used
in the year generated can generally be carried forward to fu-
ture years. However, the carryforward period is limited and
varies from credit to credit. Any unused credit amount that
remains after the carryforward period for that credit has ex-
pired is lost. The unused amount of a particular credit that is
carried forward to a later year is used prior to the same credit
generated in the later year and prior to any higher numbered
credit listed in O.R.C. section 5733.98.

Note 1:  The new jobs credit is not summarized below because
the new jobs credit is a refundable credit which is considered a
payment of the tax. See line instructions for Schedule A, line 9.

Note 2:  The credit for employers that enter into agreements with
child day-care centers (O.R.C. section 5733.36) and the credit for
employers that reimburse employee child day-care expenses
(O.R.C. section 5733.38) do not appear on the 2004 franchise tax
report because these credits expired in 2003 and have no un-
used credit carryforward provision.

Note 3:  Amended Substitute House Bill 180, 124th Ohio General
Assembly recently enacted the Ohio Venture Capital (OVC) Pro-
gram the purpose of which is to increase the amount of private
investment capital available to both (i) Ohio-based business en-
terprises in the seed or early stages of business development
that require initial or early stage funding, and (ii) established Ohio-
based business enterprises that require funding for developing
new methods or technologies. In addition, the General Assembly
enacted a new franchise tax and individual income tax credit –
the Credit for Losses on Loans Made to the Ohio Venture
Capital Program. The purpose of the credit is to provide OVC
lenders and investors some security against losses on their loans
to the OVC program. Although the OVC Authority may authorize
tax credits any time after the Authority establishes its investment
policy, the law specifically provides that taxpayers may not claim
the credits during the first four years of the Ohio Venture Capital
program (measured from the date the Authority establishes its
investment policy). So, this new credit does not appear on the
2004 Ohio franchise tax report or the 2003 individual income tax
return. See O.R.C. sections 150.01 to 150.10, 5733.49, 5733.98,
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5747.80, and 5747.98 as enacted by Amended Substitute Senate
Bill 180, effective April 9, 2003.

Note 4:  The Department of Taxation maintains that the O.R.C.
section 5733.33 second credit for purchases of new manufac-
turing machinery and equipment (the 7.5% - 13.5% Credit) does
not apply to a lessor that purchases new manufacturing ma-
chinery and equipment and leases that equipment to a man-
ufacturer (other than a manufacturer that is a member of the les-
sor’s qualifying controlled group – see the consolidated credit pro-
vision in O.R.C. section 5733.33(I)). In support of that position
the Department of Taxation relies upon the Board of Tax Appeals
decision in the case of Duramed Pharmaceuticals, Inc. v. Zaino,
BTA No. 2002-V-164 (3-7-03).

In Duramed the Board of Tax Appeals held that Duramed could
claim the O.R.C. section 5733.33 manufacturer’s credit on manu-
facturing equipment that it leased from Ortho-McNeil Pharmaceu-
ticals in 1994 (prior to the qualifying purchase period) and pur-
chased during the qualifying purchase period by exercising an
option in the lease agreement. Finding nothing in the record to
suggest that the lease was treated as a purchase for federal in-
come tax purposes or under Generally Accepted Accounting Prin-
ciples, the Board held that the existence of the lease does not
operate to defeat the credit. The Board found that the definition of
“new” machinery is unambiguous and requires only that the orig-
inal use in Ohio begin with the taxpayer and such original use is
not restricted or limited to the qualifying purchase period.

Because the Board of Tax Appeals held that the original use in
Ohio of equipment that Ortho-McNeil purchased and leased to
Duramed began with Duramed, the original use of the equipment
in Ohio could not have begun with Ortho-McNeil, the original pur-
chaser and lessor, and thus the equipment was not “new” as to
Ortho-McNeil. Accordingly, a lessor that purchases manufactur-
ing machinery and equipment and leases that equipment to a man-
ufacturer is not entitled to the credit on such equipment because,
as to the lessor, the manufacturing machinery and equipment is
not “new manufacturing machinery and equipment” as defined in
O.R.C. section 5733.33(A)(2).

1. Credit for Taxes Paid by a Qualifying Pass-Through En-
tity (O.R.C. section 5733.061). Upon filing a corporation fran-
chise tax report, a qualifying investor corporation in a qual-
ifying pass-through entity can claim a nonrefundable credit
equal to the corporation’s proportionate share of the tax paid
by the qualifying pass-through entity. To claim this credit,
the qualifying investor must attach to its franchise tax report
a copy of the IRS form K-1 indicating the qualifying inves-
tor’s proportionate share of the amount of the pass-through
entity tax for which the qualifying investor seeks to claim a
credit. For an explanation of the tax on qualifying pass-
through entities see the instructions for form IT 1140, Tax
Return for Pass-Through Entities and Trusts. This credit has
an unlimited carryforward period.

2. Credit for dealer in intangibles tax paid by member of
qualifying controlled group (O.R.C. section 5733.45). If
on January 1 of the franchise tax year a financial institution
is a member of a qualifying controlled group of which a dealer
in intangibles is also a member, the financial institution is
allowed a nonrefundable franchise tax credit. (A “qualifying
controlled group” is defined in O.R.C. section 5733.04(M)
as two or more corporations that meet the O.R.C. section
5733.052(A) ownership and control requirements to file a
combined report, whether or not the corporations actually
file a combined report and whether or not the corporations

are subject to the franchise tax). The franchise tax credit
equals the lesser of the amounts described in (a) or (b),
below:
(a) The amount of the dealer in intangibles tax paid by the

dealer during the calendar year preceding the financial
institution’s tax year (reduced by any refund of such tax
received), or

(b) The product of the amounts described in (i) to (iii), be-
low:
(i) The cost of the financial institution’s direct invest-

ment in capital stock of the dealer in intangibles (ex-
clusive of goodwill and appreciation associated with
such investment) as of the last day of the financial
institution’s taxable year ending immediately preced-
ing the franchise tax year for which the financial in-
stitution is claiming the credit.

(ii) The dealer in intangibles’ “percentage allocable to
Ohio” ratio included in Exhibit B or C of dealers in
intangibles tax form 980 for the calendar year im-
mediately preceding the franchise tax year for which
the financial institution is claiming the credit.

(iii) The dealer in intangible tax rate for the calendar year
immediately preceding the franchise tax year for
which the financial institution is claiming the credit.

3. Credit for Savings and Loan Association Fees (O.R.C.
section 5733.063). Savings and loan associations are per-
mitted a credit against the total tax due equal to the amount
of the annual assessment the association paid during the
taxable year to the Ohio Division of Savings and Loan As-
sociations under O.R.C. section 1155.13 less the amount
the association paid in supervisory fees during the taxable
year to the Federal Savings and Loan Insurance Corpora-
tion or in the case of a savings and loan association not
insured by the Federal Savings and Loan Insurance Corpo-
ration, the amount it would have paid if insured thereby. To
qualify for this credit, the association must file with the fran-
chise report a document certified by the Superintendent of
the Division of Savings and Loan Associations verifying the
amount of state annual assessment fees and supervisory
fees paid by the association during the taxable year.

4. Job Training Credit (O.R.C. section 5733.42). This tempo-
rary credit applies to franchise taxpayers that incurred “eli-
gible training costs” and received a tax credit certificate
from the Director of Job and Family Services with respect
to an “eligible training program” for “eligible employees.”
The Director will review job training credit applications and
authorize credits to qualified applicants in the order in which
the applicants submit complete and accurate applications.
The Director may not issue tax credit certificates in excess
of  $20 million dollars per calendar year;

The credit also applies to individuals and to investors in
pass-through entities that incur eligible training costs and
received a tax credit certificate from the Director of Job and
Family Services with respect to an “eligible training program.”
Each investor in a pass-through entity on December 31 pri-
or to the investor’s tax year may claim a proportionate share
of the pass-through entity’s credit.

For tax year 2004 the amount of the credit equals one-half
of the average of the eligible training costs paid or incurred
by the taxpayer during calendar years 1999, 2000, and 2001.
For tax year 2005 the amount of the credit equals one-half
of the average of the eligible training costs paid or incurred
by the taxpayer during calendar years 2002, 2003, and 2004.
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For tax year 2006 the amount of the credit equals one-half
of the average of the eligible training costs paid or incurred
by the taxpayer during calendar years 2003, 2004, and 2005.
(The credit is based upon costs incurred during a calendar
year regardless of whether the taxpayer has a fiscal year
end.)  The credit claimed by a taxpayer each tax year may
not exceed $100,000 and for each tax year is not to exceed
$1,000 for each eligible employee on account of whom eli-
gible training costs were paid or incurred by the taxpayer
during the calendar years applicable to that tax year.

“Eligible training program” means a program to provide
job skills to eligible employees who are unable to function
effectively on the job due to skill deficiencies or who would
otherwise be displaced because of their skill deficiencies or
inability to use new technology or to provide job skills to
eligible employees that enable them to perform other job
duties for the taxpayer. Eligible training programs do not
include executive, management, or personal enrichment
training programs, or training programs intended exclusive-
ly for personal career development.

“Eligible training costs” are the sum of the following
amounts:  (1) direct instructional costs, such as, instructor
salaries, materials and supplies, textbooks and manuals,
videotapes, and other instructional media and training equip-
ment used exclusively for the purpose of training “eligible
employees,” and (2) wages paid to eligible employees for
time devoted exclusively to an “eligible training program”
during normal paid working hours.

“Eligible employees” are individuals who are employed
full-time by the taxpayer in Ohio and have been so employed
by the taxpayer for at least one hundred eighty consecutive
days before the day an application for the credit is filed.
“Eligible employees” do not include executive or manageri-
al personnel except for the immediate supervisors of
nonexecutive, nonmanagerial personnel, employees for
whom the taxpayer claims the enterprise zone training credit
pursuant to O.R.C. section 5709.65(A) or employees that
are not full-time employees. See credit #16 for a summary
of the enterprise zone training credit.

A taxpayer that proposes to conduct an eligible training pro-
gram for which the taxpayer intends to claim the credit must
apply to the Director of Job and Family Services for a tax
credit certificate for each tax year with respect to a calendar
year in which the taxpayer incurred eligible training costs.
The Director may charge an application fee to cover the
expenses incurred in administering the credit program, and
the Director may adopt rules to implement and administer
the credit.

Upon receipt of an application the Director of Job and Fam-
ily Services may authorize a credit by granting the appli-
cant a tax credit certificate if the Director determines that all
of the following conditions are satisfied:
(i) The proposed training program is an “eligible training

program,” as defined above;
(ii) The proposed training program is economically sound

and will benefit the people of Ohio by improving work
force skills and strengthening the economy of Ohio;

(iii) Receiving the credit is a major factor in the taxpayer’s
decision to implement the program;

( iv) Authorization of the credit is consistent with the follow-
ing:

• The aggregate amount of credits authorized may not
exceed $20 million dollars per calendar year;

• No more than $10 million dollars in credits per calen-
dar year may be authorized for corporations engaged
primarily in manufacturing;

• No less than $5 million dollars per calendar year will
be set aside for corporations engaged primarily in
activities other than manufacturing and having fewer
than five hundred employees.

If the director issues the taxpayer a tax credit certificate
and later determines that the training program fails to
meet the above requirements, the director may reduce
the amount of the credit previously granted. If the Direc-
tor reduces the credit, the director must certify the re-
duction to the tax commissioner, and the tax commis-
sioner will reduce the credit accordingly. The taxpayer
can appeal the reduction or denial of the credit to the
Director of the Department of Job and Family Services
and can appeal the director’s determination to the Board
of Tax Appeals.

Taxpayers must use the credit in the order established in
O.R.C. section 5733.98 and may carry forward unused credit
amounts for three tax years following the tax year for which
the credit is computed.

The Job Training Credit did not appear on the 2003 franchise
tax report because this temporary credit did not apply to tax
year 2003. As a result of Amended Substitute House Bill 94,
124th General Assembly (the Budget Bill enacted in June
2001), the credit now applies to tax years 2001, 2004, 2005
and 2006. The Legislature significantly amended the credit
in Amended Substitute Senate Bill 287, 123rd General As-
sembly.

5. Credit for Employers that Establish On-Site Child Day-
Care Centers (O.R.C. section 5733.37). A taxpayer that es-
tablishes an Ohio licensed day-care center that serves only
children of the taxpayer’s employees and is located at the
employees’ worksite may claim a credit equal to the lesser of
one hundred thousand dollars or 50 percent of the amount
the taxpayer incurred for equipment, supplies, labor, and real
property, including renovation of real property, to establish
the day-care center. The taxpayer can claim the credit only
for the tax year immediately following the taxable year in which
the child day-care center begins operations, and the taxpay-
er can claim the credit only for tax year 1999, 2000, 2001,
2002, or 2003. The credit amount that the taxpayer does not
use in the tax year claimed may be carried forward for five
taxable years. However, if the taxpayer ceases to operate the
center within the five-year carryforward period, any unused
portion of the credit is lost. O.R.C. 5733.37.

6. Ethanol plant investment credit (O.R.C. sections 5733.46
and 901.13). This nonrefundable franchise tax and individual
income tax credit equals 50 percent of the amount of money
that the taxpayer invests in O.R.C. section 901.13 certified
ethanol plants in the calendar year preceding the tax year
(the investment period is the calendar year preceding the tax
year regardless of whether the taxpayer’s taxable year is a
calendar year). The credit is limited to $5,000 per taxpayer
per certified ethanol plant regardless of the number of years
in which the taxpayer makes such investments. The credit
applies to tax years 2003 through 2013. Credits not used in
the tax year following the calendar year in which the taxpayer
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makes the investment may be carried forward for three tax
years.

Note:  Although the credits listed in the table on page 22 are
available, they generally do not apply to financial institutions.
For information regarding the credits listed in the table, please
see the franchise tax instructions applicable to general tax-
payers (that is, taxpayers that are not financial institutions);
those instructions are available on the Department of Taxa-
tion’s Web site: www.tax.ohio.gov.

Tax Commissioner’s Rules Applicable to Financial
Institutions in Determining the Ohio

Corporation Franchise Tax

5703-5-01 Definitions applicable to rules 5703-5-01 to 5703-5-
05 of the Administrative Code

5703-5-02 Date as of which the value of a taxpayer’s issued and
outstanding stock is determined

5703-5-03 Dates on which a taxpayer’s taxable year begins and
ends

5703-5-04 Changes of a taxpayer’s annual accounting period
5703-5-05 Taxes excludable in computing the corporation tax un-

der the net worth basis
5703-5-08 Books from which the value of issued and outstand-

ing shares of stock is determined under the net worth
basis of the corporation franchise tax

5703-5-10 Corporation franchise tax; accounts maintained un-
der Statement of Financial Accounting Standards No.
106

5703-5-12 Requests for an opinion of the tax commissioner

Information Releases

Since 1991 the Income Tax Audit Division has issued the follow-
ing Information Releases:

• Ohio Bonus Depreciation Adjustment and the Internal Rev-
enue Code’s Passive Activity Loss, Basis Limitation and At-
Risk Rules, November, 2002

• Recently Enacted Ohio Legislation Affects Depreciation De-
ductions for Taxable years Ending in 2001 and Thereafter,
July, 2002

• Pass-through Entity Tax:  Certain Estimated Tax Payments
Due September 16, 2002, July 3, 2002

• Corporate Franchise Tax – Nexus Standards, September,
2001

• Corporation Franchise Tax Nexus for Non-resident Limited
Partners Following the UCOM Decision, March 15, 2001

• IRC Section 482 Study:  Safe Harbor to Avoid Ohio Corpo-
rate Franchise Tax Report Required or Expanded Combi-
nations, June 23, 2000

• Withdrawal of Special Instructions, October 31, 1997
• Am. Sub. H.B. No. 215, 122nd General Assembly (Budget

Bill), Summary of Franchise Tax & Income Tax Provisions,
September 18, 1997

• IRS “Check the Box” Entity Selection Regulations, August
19, 1997

• Revisions to May 6, 1996 Information Release, June 18,
1996

• Alternative 20% Credit, May 7, 1996
• Examples Setting Forth the Division’s Interpretation of Ohio

Revised Code Sections 5733.33 and 5747.31, “Second
Credit for Purchases of New Manufacturing Machinery and
Equipment,” May 6, 1996

• Second Credit for Purchases of New Manufacturing Machin-
ery and Equipment, September 22, 1995

• 20% Threshold Test Credit for Purchases of New Manufac-
turing Machinery and Equipment, September 21, 1995

• Newly enacted Investment Tax Credit Law, October 14, 1994
• Recently enacted Legislation Revises the Requirements for

Corporations Paying Corporate Franchise Tax by Electron-
ic Funds Transfer (EFT), July 31, 1994

• Taxation of S Corporations and Their Shareholders, July
31, 1994
New Legislation Requires Certain Corporations to Pay Cor-
porate Franchise Tax by Electronic Funds Transfer, Octo-
ber 29, 1993

• Safe Harbor Leases: Franchise Tax Policy Change, Novem-
ber 10, 1992

• Application of Ohio Revised Code Section 5733.053 (Trans-
feror Statute) to the Merger of a C Corporation into an S
Corporation, September 24, 1992

• Schedule B-3 (Combined) – Related Entity and Related
Member Adjustments for Corporations Included in a Com-
bined Franchise Tax Report, May 6, 1992

• Exempt Federal Interest, January 9, 1992
• Credit for Investment in Qualified Subsidiaries, July 16, 1991
• Taxpayer Elected Franchise Tax Combinations, May 15,

1991
• Foreign Technical Service Fee Deductions, May 15, 1991

Tax Information Releases are not Opinions of the Tax Commis-
sioner within the meaning of O.R.C. section 5703.35. Neverthe-
less, the releases do reflect the Department of Taxation’s inter-
pretation of the law. Information Releases are available on the
department’s Web site: www.tax.ohio.gov.
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Visit the department’s web site: www.tax.ohio.gov

Ohio Corporation Franchise Tax Forms
Many of the department’s forms are available on the department’s web site at: www.tax.ohio.gov

Latest Revision
Form Description Date

FT COM Request for Permission to File or to Amend a Combined Corporation Franchise Tax Report 7/00

FT 1120E Declaration of Estimated Corporation Franchise Tax 12/03

FT 1120ER Application for Automatic Extension 12/03

FT 1120EX Request for an Additional Extension of Time for Filing Corporation Franchise Tax Report 12/03

FT 1120 Corporation Franchise Tax Report 12/03

FT 1120VL Valuation Limitation on Gains and Losses from Sales or Exchanges of Property 7/00

FT 1120C Corporation Franchise Tax (Combined Report) 12/03

FT WAIVER Consent to Extend the Time to Assess or Refund the Ohio Corporation Franchise Tax 05/02

FT OTAS Ohio Taxpayers’ Affiliation Schedule No Revisions

FT EXPORT Corporation Franchise Tax Credit for Increasing Export Sales 12/99

FT 1120 FI Corporation Franchise Tax Report for Financial Institutions 12/03

FT 1120 S Notice of S Corporation Status 12/03

FT REF Application for Corporation Franchise Tax Refund 12/02

FT PR Petition for Reassessment 11/02

FT HELP Special Handling Notice 12/03

FT QHC Qualifying Holding Company Election No Revisions

FT Electric Supplemental Schedules for Electric Companies 12/03
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Credits that Generally Do Not Apply to Financial Institutions

Rank Credit Carryforward Period O.R.C. Section
1 Credit for recycling and litter prevention donations None 5733.064
2 Credit for maintaining railroad crossing warning devices None 5733.43
3 Credit for purchases of lights and reflectors for tractors None 5733.44

4 Job retention credit Three years 5733.0610(B) &122.171

5 Second credit for purchases of new manufacturing Three years 5733.33
machinery and equipment (7.5%/13.5% Credit)

6 Credit for qualified research expense Seven years 5733.351

7 Credit for eligible new employees in an enterprise zone Three years 5709.66

8 Credit for eligible costs associated with a voluntary action Three years 5733.34
(brownfield site clean-up)

 9 Credit for grape production property Seven years 5733.32
10 Export sales credit 1994-2005 5733.069

11 Edison Center credit for research & development investors Fifteen years 5733.35, 122.15,
122.151, 122.152
122.153, 122.154

12 Enterprise zone day care and training credits Unlimited* 5709. 65(A)

*Unused credit amounts may be carried forward until fully utilized.



Akron Taxpayer Service Center
Akron Government Center
161 South High St., Suite 501
Akron, OH   44308-1600

Cincinnati Taxpayer Service Center
900 Dalton Ave. at West 8th St.
Cincinnati, OH   45203-1171

Cleveland Taxpayer Service Center
Cleveland State Office Tower
615 West Superior Ave., 5th Floor
Cleveland, OH   44113-1891

Columbus Taxpayer Service Center(s)
800 Freeway Drive North
Columbus, OH   43229        OR
30 East Broad St., 20th Floor
Columbus,  OH    43215

Internet: www.ohio.gov/tax
Tax Forms
Instructions
Information Releases
E-mail us

Phone: Toll-free 1-888-405-4039

Walk-in: Walk-In Services are available
at all Office Locations
Monday through Friday,
8:00 a.m. to 5:00 p.m.

For the Deaf, Hearing Impaired or Speech Impaired Who Use TTY or
TDD Only: Please contact the Ohio Relay Service at 1-800-750-0750 and
give the communication assistant the Department of Taxation phone num-
ber that you wish to contact.

Income and Corporate Franchise Tax Division
P.O. Box 2476
Columbus, OH   43216-2476

Taxpayer Services Division
P.O. Box 182382
Columbus, OH    43218-2382

Business Taxpayer
Services: 1-888-405-4039

Registration Unit: 1-888-405-4089
Forms Requests: 1-800-282-1782

Taxpayer Assistance

Taxpayer Service Locations
Dayton Taxpayer Service Center
15 E. Fourth St., 5th Floor
Dayton, OH   45402-2162

Toledo Taxpayer Service Center
One Government Center,  Suite 1400
Toledo, OH   43604-2232

Youngstown Taxpayer Service Center
242 Federal Plaza West, Suite 402
Youngstown, OH   44503-1294

Zanesville Taxpayer Service Center
601 Underwood St.
Zanesville, OH   43701-3786


