
 

 

 

 

 
 

 

  

 
 

 
 

 

 

 

 

Corporation Franchise Tax
 

The corporation franchise tax is a business privilege 
tax that dates back to 1902. For most taxpayers, Ohio 
has completed the process of phasing out the corpora­

tion franchise tax in favor of the new commercial activity tax 
(CAT). The 2009 franchise tax report (based on the taxable 
year ending in 2008) was the last report that most taxpayers 
will fi le. 

For report years 2011 and thereafter, the franchise tax 
applies only to financial institutions and a relatively small 
number of other corporations described in Ohio Revised Code 
5733.01(G)(1)(b). These corporations were not subject to the 
phase out and do not pay the CAT. 

Financial institutions pay a 13 mill tax measured by net 
worth. Other taxpayers compute the tax on both net worth 
and net income and pay on the base that produces the higher 
tax. The net worth tax rate for other taxpayers is 4 mills; the 
net income rate is 5.1 percent on the first $50,000 of net 
income and 8.5 percent on remaining net income. These latter 
corporations are also subject to a litter tax based on either net 
worth or net income. 

During fiscal year 2011, the corporation franchise tax gen­
erated about $237.2 million in total revenue. The tables in this 
chapter provide data from reports due and filed in 2010.  

Data on financial institutions are reported separately from 
general corporations and are shown in the final table. Finan­
cial institutions reported tax liability before credits of $175.6 
million for the 2011 report year. 

Of the total tax liability before credits for general corpora­
tions, about 72 percent came from taxpayers that paid on a 
net income basis. Of the general corporation franchise tax­
payers, approximately 10 percent paid tax on net income, 22 
percent paid tax on net worth, and the remaining 58 percent 
paid the minimum tax. 

Of financial institutions, banks filed 67 percent of all re­
turns and paid 83 percent of the total tax liability. Savings and 
loans filed 24 percent of returns and paid 17 percent of the 
total liability. Other types of financial institutions accounted 
for the balance of returns and tax liability. 

Taxpayer 
(Ohio Revised Code 5733.01) 

The Ohio corporation franchise tax is imposed on certain 
domestic and foreign corporations for the privilege of doing 
business in Ohio. Starting with report year 2010, the tax is lim­
ited to financial institutions as well as the following entities 
identified in R.C. 5733.01(G)(1)(b): 

• 	certain fi nancial holding companies, bank holding com­
panies and savings and loan holding companies; 

• 	certain affi liates of these holding companies and certain 
affi liates of fi nancial institutions; 

• 	certain affi liates of insurance companies; and 
• 	securitization companies. 
The tax applies to the corporations described above as 

long as they: 
• are organized for-profi t; 

• own capital or property in Ohio;
 
• 	 hold a charter or certifi cate of compliance authorizing 

business operations in Ohio; or 
• 	 have nexus with Ohio. 

Tax Base 
(R.C. 5709.65, 5733.04, 5733.05, 5733.051, 5733.056) 

The franchise tax is levied on the value of a corporation’s 
issued and outstanding shares of stock. 

Financial institutions pay tax based on their net worth. 
Other taxpayers determine the value of their stock under both 
a net income base and a net worth base, and pay on the base 
that produces the greater tax. For examples of calculations of 
the tax for non-financial institutions, see the exhibit. 

Qualifying holding companies pay tax on the net income 
base only. 
Net Worth Base (R.C. 5733.05(C)) 

The net worth base value of issued and outstanding shares 
of stock is determined by subtracting from book net worth 
items excluded by statute; see Exemptions, Exclusions, De­
ductions and Additions for details. For fi nancial institutions, 
the tax is determined by multiplying the taxpayer’s adjusted 
net worth by the taxpayer’s Ohio apportionment ratio and by 
the net worth rate of 13 mills (1.3 percent). For other corpora­
tions, the tax is calculated by multiplying this adjusted net 
worth by the net worth apportionment ratio and by the net 
worth tax rate of four mills (0.4 percent). See this chapter’s 
exhibit for more information. 

The net worth tax for financial institutions differs substan­
tially from the net worth tax for other corporations. 
Net Income Base (R.C. 5733.05(B)) 

The net income base value of issued and outstanding 
shares is calculated by making certain deductions from and 
additions to federal taxable income, then applying net operat­
ing loss deductions and special deductions for the taxable 
year (see Exemptions, Exclusions, Deductions and Additions). 
The adjusted income is then either allocated (in the case of 
nonbusiness income) or apportioned (in the case of business 
income) in and outside of Ohio as follows: 

• 	Allocable Income – Unless the Tax Commissioner re­
quires an alternative method of allocation or approves 
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the taxpayer’s requested alternative method, only non-
business income is allocated in and outside Ohio (R.C. 
5733.051). 

• 	Apportionable Income – All income is presumed to be 
apportionable business income unless the taxpayer 
shows otherwise or the Tax Commissioner approves 
or requires an alternative method of apportionment. 
Business income is apportioned to Ohio according to 
a weighted three-factor formula: property, payroll, and 
sales (see the exhibit for details). 

Ohio taxable (net) income is equal to the sum of nonbusi­
ness income allocated to Ohio and business income appor­
tioned to Ohio less Ohio net operating losses carried forward 
from an earlier year. 

Rates 
(R.C. 5733.06) 

Financial institutions rate 
Financial institutions are subject to tax on their net worth 

at a rate of 13 mills (1.3 percent). 
Rates for other entities 

The other franchise taxpayers (described in R.C. 5733.01(G) 
(1)(b)) compute the tax on both a net worth and a net income 
basis and pay on the base that produces the higher tax. These 
corporations are also subject to a litter tax based on either net 
worth or net income. 

Net worth rate – Net worth taxable value is taxed at the 
rate of four mills (0.4 percent). The maximum tax on the 
net worth base for taxpayers other than fi nancial institu­
tions is $150,000 per taxpayer. 
Net income rates – Net income is taxed at the rate of 5.1 
percent on the first $50,000 of Ohio taxable income and 
8.5 percent on Ohio taxable income in excess of $50,000. 
Corporations that meet the ownership requirements to 
file a combined report must share the $0 to $50,000 tax 
bracket to which the 5.1 percent rate applies, regardless of 
whether or not they actually file a combined return. 
Litter Tax Rates (R.C. 5733.066 and 5733.065) – In addition 
to the general franchise tax calculation rate, tier 1 litter tax 
applies to taxpayers other than fi nancial institutions. 
Tier I litter tax –The Tier I litter tax is a base litter tax com­

puted on both the net income base and net worth base and 
paid on the base that produces the greater tax. The rates are: 

• 	 Net Worth – 0.14 mills (0.014 percent) on the taxable 
value (adjusted net worth) of the corporation, or 

• 	 Net Income – 0.11 percent on the fi rst $50,000 of Ohio 
taxable income plus 0.22 percent on taxable income in 
excess of $50,000. 

The maximum Tier I litter tax charged any taxpayer or 
group of combined taxpayers is $5,000. 
Minimum fee 

For taxable years ending after June 25, 2003, the minimum 
tax liability for certain large taxpayers is $1,000. For taxpayers 
other than large taxpayers, the minimum fee is $50. 

Exemptions, Exclusions, Deductions
and Additions 
Exempt Corporations (R.C. 1733.43, 5733.01, 5733.04, 5733.06, 
5733.09, and 5733.10) 

Entities not subject to the franchise tax include: 
• 	nonprofi t corporations; 
• 	credit unions; 
• 	 subject to certain restrictions, “real estate investment 

trusts,” “regulated investment companies,” and “real 
estate mortgage investment conduits” as defi ned in the 
Internal Revenue Code (I.R.C.); 

• 	 corporations electing to be treated as an “S” corpora­
tion under the I.R.C., as well as their qualifi ed subchap­
ter S subsidiaries (QSSS); 

• 	 limited liability companies (LLCs), if treated as a part­
nership for federal tax purposes; and 

• 	 corporations in Chapter 7 bankruptcy proceedings (ex­
cept for the portion of the current tax year such corpo­
ration had the power to exercise its corporate franchise 
unimpaired by such proceedings). 

Additions and Deductions in Determining Net Worth (R.C. 
5709.25, 5709.65, 5915.29, 6111.36 and 5733.056) 

In determining net worth, entities other than fi nancial in­
stitutions add to book net worth (assets minus liabilities) the 
“qualifying amount” as defined by R.C. 5733.05(D)(1). 

In determining net worth, entities deduct from book net 
worth: 

• 	certifi ed Ohio civil defense structures; 
• 	 land in Ohio devoted exclusively to agriculture; 
• 	qualifi ed improvements to property located in an enter­

prise zone (generally does not apply to fi nancial institu­
tions); and 

• 	 appreciation and goodwill (applies only to fi nancial in­
stitutions). 

Adjustments in Determining Ohio Net Income (R.C. 5709.35, 
5733.04, 5733.042, 5733.053, 5733.054, 5733.055, and 
5733.058) 

In determining Ohio net income, corporations start with 
federal taxable income. Corporations then make a number of 
adjustments, including: 

• 	 deduction of certain income from sources outside the 
United States; 

• 	 deduction of the “dividends received” deduction pro­
vided by section 243 of the I.R.C.; 

• 	 to the extent not otherwise deducted, deduction of 
dividends received from public utilities, insurance com­
panies, and fi nancial institutions in which the taxpayer 
has the ownership interests as described by statute. (In 
addition, receipts from these companies are eliminated 
in determining the sales factor for apportioning net in­
come and net worth); 

• 	 deduction of gains and addition of losses from the sale 
of capital assets and I.R.C. section 1231 assets to the 
extent such gains and losses occurred prior to becom­
ing a taxpayer; 
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• 	 deduction of interest on Ohio public and purchase obli­
gations and gains from the sale of; 

• 	 Ohio public obligations (losses from sales of Ohio pub­
lic obligations are added to net income); 

• 	 deduction of wage and salary expenses not otherwise 
deducted for federal tax purposes because of the tar­
geted jobs tax credit and/or the work opportunity tax 
credit; 

• 	 deduction of net interest income on federal government 
obligations; 

• 	 deduction of Ohio net operating losses carried forward 
from the prior 20 years (there is no Ohio net operating 
loss carry back provision); 

• 	 deduction of amounts contributed to an individual de­
velopment account program; 

• 	 deduction of net income attributable to an “exempted 
investment” in a public utility (net loss from exempted 
investment in a public utility is added to net income); 

• 	 deduction of taxable temporary differences in connec­
tion with the commercial activity tax credit for franchise 
tax net operating losses; 

• 	 addition of the amount claimed as a credit for taxes 
paid by a qualifying pass-through entity to the extent 
that the amount was deducted or excluded from the 
corporation’s federal taxable income; 

• 	 addition of interest and intangibles expense paid to cer­
tain related members; 

• 	 addition of income (and deduction of losses) earned by 
a transferor corporation that merges into the taxpayer 
in a tax-free reorganization; 

• 	 addition of depreciation expense adjustment for I.R.C. 
section 168(k) bonus depreciation and additional I.R.C. 
section 179 depreciation and miscellaneous federal tax 
adjustments as required. Deduct one-fifth of this add 
back in each of the fi ve subsequent years. Deduct any 
miscellaneous federal tax adjustments as required; 

• 	 addition of distributive or proportionate share of pass-
through entity expenses paid to, losses incurred from 
transactions with, and excess inventory costs paid to 
related members; and 

• 	 addition of deductible temporary differences in connec­
tion with the commercial activity tax credit for franchise 
tax net operating losses. 

Credits 
A number of business tax credits may be claimed against 

more than one tax. Information about these credits has been 
consolidated in the Business Tax Credits chapter of this annual 
report. 

Several other credits primarily apply to franchise taxpay­
ers. They include: 
Qualifying affi liated groups (R.C. 5733.068) 

If as a result of the related entity and related member 
adjustments, an affiliated group would pay over $3.5 million 
more franchise tax than the members of the group otherwise 
would have paid had the members of the group not made the 
related entity and related member adjustment, then the mem­
bers of the affiliated group may claim a nonrefundable credit 
equal to the difference between the additional tax and $3.5 
million. However, the credit is limited to $1.5 million for the 
affiliated group (even if the additional tax exceeds $5 million). 

Recycling and litter prevention donations (R.C. 5733.064) 
Taxpayers may claim a nonrefundable credit equal to 50 

percent of cash donations for litter control made to munici­
palities, counties, and townships that qualify for grants from 
the litter control and recycling special account. This credit is 
limited to the lesser of cash donations or 50 percent of the 
additional tax liability from litter tax rates. 
Savings and loan association fees (R.C. 5733.063) 

Savings and loan associations are permitted a nonrefund­
able credit against the tax due that is equal to the annual as­
sessment the association paid to the Division of Savings and 
Loan Associations under R.C. 1155.13, less the amount the 
association paid in supervisory fees during the taxable year to 
the Federal Savings and Loan Insurance Corporation (or the 
amount it would have paid if insured). 
Taxes paid by a qualifying pass-through entity (R.C. 5733.04(I) 
(14), 5733.0611) 

A corporation that is a qualifying investor in a qualifying 
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. However, corporation claim­
ing this credit must add to federal taxable income the amount 
claimed as a credit, to the extent that the amount claimed was 
not included in the corporation’s federal taxable income. 

Special Provisions 
Exit tax (R.C. 5733.06(H)). 

Corporations ceasing business in Ohio may be subject to 
an “exit tax” on unreported Ohio net income recognized in 
the two calendar years prior to the tax year. 
Ownership of pass-through entities (R.C. 5733.057). 

Each franchise taxpayer must include in its adjusted quali­
fying amounts, allocable and apportionable income or loss, 
property, compensation, and sales, the taxpayer’s proportion­
ate or distributive share of such items for any pass-through 
entity in which the taxpayer has a direct or indirect ownership 
interest. 
Related members (R.C. 5733.042) 

Intangible expenses and costs paid to certain related mem­
bers are added to income. 
Combining net incomes of corporations (R.C. 5733.052) 

If more than half of a taxpayer’s capital stock with voting 
rights is owned or controlled directly or indirectly by another 
corporation or by a related interest, the Tax Commissioner 
may permit or require the combining of net income to calcu­
late the tax base. A qualifying controlled group of taxpayers 
may elect to file a combined report if each has non-dividend 
income from Ohio sources. This election may not be changed 
by the taxpayer without the Tax Commissioner’s consent. 
(These combination provisions do not apply to the net worth 
base). 
Transferee corporation subject to transferor’s tax liability (R.C. 
5733.053) 

A transferee corporation in a tax-free reorganization is 
required to include in its income the income of the transferor 
if the transferor is not subject to the franchise tax. 

Filing and Payment Dates 
(R.C. 5733.02, 5733.021, 5733.022 and 5733.13) 

Key filing and payment dates include: 
• 	 Jan. 31. If by Jan. 31 of the report year the corporation 

does not fi le the annual report and make full payment 
of the tax due, then by that date the corporation must 
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fi le form FT 1120E and pay one-third of that estimated 
liability. If the estimated tax liability is the minimum 
fee, the corporation must make full payment by Jan. 31. 

• 	 March 31. By March 31 of the report year the corpora­
tion must either fi le its franchise tax report and pay the 
remaining tax due or fi le a request for extension (form 
FT 1120ER) and pay the second one-third of its estimat­
ed tax liability. 

• 	 May 31. By May 31 of the report year the corporation 
must either fi le the annual report and pay the remain­
ing tax due or fi le a request for additional extension 
(form FT 1120EX) and pay the remaining one-third of its 
estimated tax liability. A corporation fi ling this exten­
sion must fi le its annual report and pay any remaining 
tax liability by the 15th day of the month following the 
extended due date for fi ling its federal corporation in­
come tax return. 

Interest 
The interest rate on both underpayments and overpay­

ments is based on the average federal short-term rate in 
effect for that calendar year, plus three percentage points, 
pursuant to R.C. 5703.47. 
EFT 

Taxpayers are required to pay by electronic funds transfer 
(EFT) if, for the second preceding tax year, the taxpayer’s total 
franchise tax liability after reduction for nonrefundable credits 
exceeded $50,000. Taxpayers that are required to pay by EFT 
must register with the Treasurer of State. 

Disposition of Revenue 
(R.C. 4981.09, 5733.12, 5733.122) 

In House Bill 119, the FY 2008-2009 biennium budget bill 
enacted in 2007, the General Assembly revised the formula 
and the revenue accounting associated with the local govern­
ment funds. Starting in January 2008, all franchise tax rev­
enue was directed to the General Revenue Fund after deposits 
with the Attorney General Claims Fund and the Litter Control 
Tax Administration Fund. For details on the local government 
fund changes, see the Local Government Funds chapter. 

Administration 
The corporation franchise tax is administered by the De­

partment of Taxation. Some tax credits and grants are admin­
istered by the Ohio Department of Development. Tax pay­
ments are payable to the Treasurer of State but are received 
by the Department of Taxation. 

Ohio Revised Code Citations 
Chapters 122, 1733, 4981, 5703, 5709, 5733, 5751 and 5915. 

Recent Legislation 
House Bill 1, 128th General Assembly (FY 2010-2011 biennium 
budget bill; budget provisions were effective July 17, 2009, 
other provisions have various effective dates). 

Tax credits –The bill significantly restructured the job 
creation and job retention tax credits, made important 
changes to the historic building preservation and tech­
nology investment credits, and created a pair of new tax 
credits: a motion picture production tax credit and the new 
markets tax credit. For details, see the Recent Legislation 
section of the Business Tax Credits chapter. 

House Bill 58, 129th General Assembly (Internal Revenue 
Code (I.R.C.) conformity)

 –The bill amended the definition of “Internal Revenue 
Code as amended” found in R.C. 5701.11, thereby adopting 
the I.R.C. amendments enacted by Congress from Dec. 15, 
2010 (the effective date of H.B. 495’s amendment to R.C. 
5701.11) through March 7, 2011 (the effective date of H.B. 
58’s amendment of R.C. 5701.11). 
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Exhibit

    The purpose of this exhibit is to explain how the corporation franchise tax is calculated on either the net worth or net income base 
for taxpayers other than financial institutions. 

Net worth base 
The net worth tax base of the tax is calculated this way: 

Ohio taxable value1 = net value of stock × apportionment ratio 

Net income base 
The net income base of the tax is calculated this way: 

Ohio Business Nonbusiness Ohio Net Operating 
Taxable = Income + Income Allocated – Loss Carry 
Income2 Apportioned to Ohio Forward Deduction 

to Ohio 

Apportionment ratios and factors
 On either tax base, an apportionment ratio3 is used to distinguish net income or worth in Ohio from net 

income or worth everywhere else. Apportionment ratios are calculated according to this weighting: 

Apportionment ratio = (Property factor × 0.20) + (Payroll factor × 0.20) + (Sales factor × 0.60) 

The individual factors are calculated this way: 

Average cost of owned or rented real and tangible personal property 
Property used in business in Ohio= Factor Average cost of such property used everywhere 

Total compensation paid in Ohio Payroll = 
Factor Total compensation paid everywhere 

Sales Sales in Ohio= Factor Sales everywhere 

On the net income base of the franchise tax, the factors do not include property, payroll or sales relating to non-
business income. On the net worth base of the tax, they do. 

Also, for sales of tangible personal property, sales inside and outside Ohio are determined by the final destination 
of the property sold; other sales are sitused according to where the purchaser received the benefit of that which was 
purchased. 

Specific adjustments apply to each factor, as follows: 
Property – Neither the numerator nor the denominator include the original cost of property used exclu­

sively for qualified research or property in Ohio for which the state has issued an Air Pollution, Noise Pol­
lution, or an Industrial Water Pollution Control Certificate. Also, the numerator does not include the original 
cost of qualifying improvements to land or tangible personal property at an enterprise zone facility for which 
the taxpayer holds a Tax Incentive Qualification Certificate issued by the Ohio Department of Development. 

Payroll – Neither the numerator or denominator include compensation paid in Ohio to employees en­
gaged in qualified research. The numerator does not include compensation paid to certain new employees 
at an enterprise zone facility for which the taxpayer holds a Tax Incentive Qualification Certificate issued by 
the Ohio Department of Development. 

Sales – Does not include sales derived from non-business allocable income. Also does not include 
interest and dividends. 

1 The value of pollution control, coal conversion and energy conversion facilities property is excluded from the net value of stock. Also excluded: qualified property in an  
enterprise zone and land devoted exclusively to agriculture. 

2 Taxable income also includes income or losses from a a transferor corporation and includes positive or negative adjustments for related entities and related members.  
3 A different apportionment formula applies to financial institutions. 
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Table 1 

Corporation Franchise Tax Collections 
Fiscal Years 2007-2011 

Fiscal Year 

2007 

2008 

2009 

2010 

2011 

Gross Tax Collections 

$1,302,582,440 

963,244,229 

710,875,661 

367,982,261 

312,516,576 

Refunds 

$176,928,156 

208,611,265 

189,512,254 

225,664,540 

75,311,473 

 Net Tax Collections 

$1,125,654,284 

754,632,965 

521,363,407 

142,317,721 

237,205,103 

Table 2 

Corporation Franchise Tax 
Number of Corporations by Tax Base 

Tax Year 2011 

Industry 

Finance 
Insurance 
Real Estate 
Rental & Leasing 
Holding Companies 
All Other Industries 

Minimum 

241 
183 

87 
19 

161 
29 

Net 
Worth 

101 
40 
30 
28 
18 
20 

Net 
Income 

55 
21 
2 
8 

11 
6 

Total 

397 
244 
119 

55 
190 
55 

TOTAL 720 237 103 1,060 

Table 3 

Corporation Franchise Tax 
Number of Corporations by Tax Base and 

Tax Liability Class:
 Tax Year 2011

Tax Liability Class 

Minimum ($50 or $1,000) 
$51 - $1,000 

$1,000 - $5,000 
5,001 - 10,000 

10,001 - 25,000 
25,001 - 50,000 
50,001 - 100,000 

100,001 - 500,000 
500,001 - 1,000,000 

Over $1,000,000 

       Number of Corporations by Tax Base 
Minimum Net Worth 

720 --
-- 49 
-- 71 
-- 36 
-- 27 
-- 13 
-- 17 
-- 24 
-- 0 
-- 0 

Net Income 

--
20 
21 
11 
13 
11 
11 

9 
4 
3 

Total 

720 
69 
92 
47 
40 
24 
28 
33 

4 
3 

TOTAL 720 237 103 1,060 
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Table 4 

Corporation Franchise Tax 
Reported Tax Liability by Tax Base and Industry: 

Tax Year 2011 

Tax Liability Before Litter Tax and Credits By Tax Base 

MinimumIndustry Net Worth Net Income Total 

Finance 87,100 3,225,516 14,428,517 17,741,133 
Insurance 74,700 498,993 581,898 1,155,591 
Real Estate 11,000 348,127 29,926 389,053 
Rental & Leasing 7,600 1,003,807 473,701 1,485,108 
Holding Companies 38,450 452,819 405,145 896,414 
All Other Industries 12,850 552,360 84,753 649,963 

Total Non-
Refundable and 

Refundable 
Tax Credits

3,050,672 
402,604 

6,560,741 
0 

222,992 
88,495 

 Tax Liability 
After Tax Credits 

14,690,461 
752,987 

(6,171,688) 
1,485,108 

673,422 
561,468 

TOTAL $231,700 $6,081,622 $16,003,940 $22,317,262 $10,325,504 $11,991,758 

Table 5 

                 Tax Liability Class 
Minimum ($50 or $1,000) 

$51 - $1,000 
$1,000 - $5,000 

5,001 - 10,000 
10,001 - 25,000 
25,001 - 50,000 
50,001 - 100,000 

100,001 - 500,000 
500,001 - 1,000,000 

Over $1,000,000 

Corporation Franchise Tax
 
Reported Tax Liability by Tax Base and Tax Liability Class:
 

Tax Year 2011


Tax Liability Before Litter Tax and Credits By Tax Base Total Non- 
Refundable and 

Net Net Refundable Tax Liability After 
Minimum Worth Income Total Tax Credits Tax Credits 

231,700 -- -- $231,700 $6,475,819 -$6,244,119 
-- $17,617 $5,895 23,512 1,009 22,503 
-- 168,969 57,899 226,868 3,995 222,873 
-- 261,123 76,632 337,755 9,487 328,268 
-- 484,405 195,092 679,497 207,292 472,205 
-- 454,432 407,103 861,535 352,270 509,265 
-- 1,294,581 822,821 2,117,402 239,540 1,877,862 
-- 3,400,495 1,569,898 4,970,393 3,036,092 1,934,301 
-- 0 3,265,813 3,265,813 0 3,265,813 
-- 0 9,602,787 9,602,787 0 9,602,787

  TOTAL $231,700 $6,081,622 $16,003,940 $22,317,262 $10,325,504 $11,991,758 
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