











A business leaders’ guide

Zaino: The new tax structure is expected to help encourage increased What business
exports from Ohio-based companies. If you were CEO of a company with leaders think
non-U.S. customers, does the new tax structure offer you an advantage to
profitably increase your business?

Bass: During the last three years, our company has begun exporting to Mexico. With
the elimination of the personal property tax and restructuring of the corporate income
taxes, we can manufacture in Ohio and move product down to Mexico quicker and
with no duties (NAFTA). With modern logistics, getting product from Ohio to anywhere
in North America is quite easy and allows us to keep our executives and management
teams centrally located, while being able to support sales activities virtually anywhere.
The costs of doing business in Ohio are lower, which discourages us from looking
elsewhere because of tax overhead decision-making.

““As we've grown,
Magnacca: Goodyear is a major exporter, of course, and with our thousands of Ohio has been an

non-U.S. customers, these reforms are helping to increase our business. important business
partner. Recent tax

reforms have created

opportunities for even

greater success in the

years to come."

Scott Farmer

CEO

Cintas Corporation
Cincinnati




Ohio tax reform: Year 2 in review

Zaino: In addition to helping to grow Ohio’s economy, among the
guiding principles of the tax reform initiative were fairness, equity and
simplicity. How would you assess the results of tax reform from those
three perspectives?

Kemen: Ohio’s tax reform has clearly helped most in-state businesses, as it has shifted
the tax burden to companies that earn income from their sales within Ohio but may
not have a large physical presence in the state. Clearly, the tax reform has drastically
reduced our company'’s Ohio tax compliance efforts. We spent almost four months

of a full-time tax manager’s time in the tax compliance effort to complete our Ohio
multi-county property tax return and corporate franchise tax return. The new CAT
requires minimal effort each month to extract the data and submit our return, and

the work is now being done by administrative resources versus tax technical experts.

Bass: Now that the state is closing in on the four- or five-year phase-in cycle,
manufacturers are seeing the “daylight” to the administrative burdens which we're
all worried about. We are trusting our legislators to maintain the simplicity of CAT
and not add additionals just when the “eureka” is achieved.

Magnacca: There can be no doubt that the Ohio tax reforms have leveled the playing
field on fairness, equity and simplicity. Everyone (in particular former companies
outside of Ohio that may be paying little or no Ohio tax) should be paying the CAT.
As it is currently set up, there is no hiding from it, and with the low tax rate; the

CAT alone should not be a hindrance for companies to do business in or with Ohio
companies. As long as the rate stays low, equity and fairness will be possible.

What business
leaders think
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“The two aspects of
the tax reform that
are of greatest inter-
est to entrepreneurs
are 1) no tax on the
first $1 million in
annual gross receipts
and 2) the elimination
of taxes on the sales
of goods and services
to customers outside

of Ohio.”

Tim Tsao

Vice President
Sales & Marketing
Kahiki Foods, Inc.
Columbus




A business leaders’ guide

Zaino: Some policymakers and business people are advocating a “wait What business
and see” attitude before proposing any more changes to the state tax leaders think
code. How important is it that the assumptions underpinning the new
tax structure are playing out as valid two years into implementation
of the new tax structure? Is tax reform working, in your view?

Kemen: Businesses require a stable
tax environment. Therefore, it is very
critical that we adopt a “wait and
see” mentality before considering
any further changes. Revenues raised
by the CAT tax since its inception
have met or exceeded initial
projections, which indicates the
assumptions made at the time of

the tax reform were valid. The fact
that revenues have exceeded initial
estimates may be an indication that
the tax reform is, in fact, accomplishing
its objective of increasing Ohio’s
business opportunities. A good
gauge of the tax reform’s success
will be measured by the ability to
sustain a relatively low CAT tax rate
over an extended period.
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““Ohio’s tax reform was
extremely instrumental
in our investment in
the facility in Butler
County. In our business,
it is very important to
make wise decisions
about where to locate
a facility and why.
The tax reform bene-
fits absolutely put
Ohio at the forefront

of attractive locations,
Bass: As a business manager in the United States, everyone expects us to be credible, and we definitely made
honorable and trustworthy in our agreements and projections. Financial institutions, the right choice.”
governmental agencies and customers are all pressuring us to adhere to their strict

policies and regulations. From our perspective, all of these constrictions are roadblocks Ron Ricotta
President & CEO

Century Mold Co., Inc.
company'’s budgetary process, we've been duped too often at the federal, state and Middletown

to doing business and managing costs downward. In the tax and fiscal area of a

local levels where legislation is passed and never given enough operational cycle

to stabilize a businessman’s planning process. We've become suspicious of how
legislators change the rules of the game too quickly and too often. Instead of the
“wait and see” attitude, we need a “prove it to me” mindset before passing judgment.
My hope is that Ohio implemented its CAT tax reform for all of the right reasons, and
it will let the process function for a considerable length of time to show everyone how
effective it truly is in helping Ohio compete.
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A look at the Tax Foundation :’Z:Z:::‘:f;;fs

2008 Business Tax “Climate” Index
Why the numbers DON'T add up
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Executive Summary
William Driscoll and Howard Fleeter
Education Tax Policy Institute
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The Tax Foundation released its 2008 business tax climate
ETPI index in the Fall of 2007 Ohio ranked 46th out of 50 states
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g where the ranking proceeds from #1 as best to #50 as worst.
Brorer w4 “Lincoln Electric built
ol i TheTax Foundation report assigns a score to each state. The its business on inno-
—’ report claims that the score quantifies the state’s business .
Why the Findings ) ] ) vative products and
DON'T Add Up tax climate. Each state’s final score results from the creation management. Ohio's
EXECUTIVE SUMMARY of scores from five areas of tax policy — corporate tax, busi PR
=S . . usiness-friendly tax
e personal income tax, sales and excise tax, property tax

. . environment encour-
and unemployment compensation tax. A separate “index”

. ages and stimulates
for each of these tax types results from two scores developed from the sub-indexes < e

of rate structure and tax base for each of the five areas. Ll o i
and expansion.”

The deeply flawed nature of the “research” behind the index appears in many ways:

John M. Stropki

. . - . . Chairman
1. The ranking system involves a process of assigning arbitrary weights to President & CEO

different aspects of each state's tax system. Not only does no research support Lincoln Electric
the assignment of these weights, but the report does not even show the full Cleveland
distribution of those weights among the various parts of each tax system. As

a result, readers have no opportunity to assess the details underlying the index.

2.TheTax Foundation explicitly endorses anecdotal “evidence” as a sound basis
for tax research.

3.The ranking system intentionally excludes the one method of comparison
used by other assessments of tax climates: relative per capita or per
income tax burdens. Such comparisons of tax burdens rely upon objective
measures of taxes rather than a subjective scoring system with its
opportunities for manipulation.




A business leaders’ guide

4. Four faults characterize the Tax Foundation index:

A.

Reduction of a Principle to Absurdity

The business climate index rests upon the principle that the best taxes
have a broad base and a low rate. In fact, most tax experts agree with this
principle, but the Tax Foundation takes this general guideline to extreme
lengths. For example, its comparison of state income taxes emphasizes

rate structures. The comparison method rewards states with flat rates and
penalizes those with graduated rate structures. This rating method scores
Oregon as a better tax climate state than Ohio because Oregon has fewer
rate brackets, and its highest rate engages at a much lower level of income
compared to Ohio.The absurdity of Oregon's higher score appears in a
comparison of the actual tax burdens imposed in the two states. At every
income level, Oregon taxpayers pay higher income taxes than Ohioans.

At incomes between $40,000 and $120,000, Oregon income taxes equal
about one and one-half times the amount of Ohio income tax burdens.

A simple rate structure has value. However, the amount of actual taxes paid
is unquestionably the most important aspect of tax climate. To its detriment,
the Tax Foundation index relies on the rate structure principles and ignores
actual tax burdens.

Arbitrary Benchmarks

The method used to rank state tax climates assigns different percentage
weights to different parts of each tax system — corporate taxes, income
taxes, sales taxes, property taxes and unemployment taxes. Each of these
parts of the tax system is divided into a tax rate division and a tax base
division. The two divisions weigh equally. However, the application of this
method to Ohio's property tax system shows how arbitrarily the method
works. The “rate” division of the property tax actually compares per capita
property taxes and property taxes as a percent of income. The property
tax base division assigns a score based on whether a state does or does
not levy seven specific kinds of taxes, such as intangible property taxes,
inventory taxes or estate taxes. The ranking index punishes a state for
imposition of one or more of these taxes. Ohio does impose some of
these taxes, but their total burden equals about $1 billion. In contrast, the
taxes considered in the property tax rate division raise $13 billion. Yet, the
Tax Foundation ranking method assigns equal weight to both divisions.

What business
leaders think
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‘‘Strategically, we see

serving the global
market as a key to
future growth. Ohio's
new tax structure
promises to be a
wonderful enabler
for us. The fact that
revenues generated
outside of Ohio are
not taxed is a great

benefit."”

Paul Kolada
Principal & Founder
Priority Designs
Columbus

000000000000



Ohio tax reform: Year 2 in review

C. Emphasis on Some Principles While Ignoring Others
The business climate index claims to follow the principle that taxes should
employ low rates on the broadest possible base. However, the ranking
method does not extend this principle beyond each individual tax to the
whole tax structure of a state. Instead, it does the opposite. The ranking
method rewards states for avoiding the use of a particular tax. For example,
Oregon gets the highest possible sales tax score because it does not have
a sales tax. Washington gets the highest possible income tax score because
it does not have an income tax. Both states have relatively unbalanced
systems in which the omission of one tax from the tax structure tends to
require over-reliance on another tax. Washington has relatively high sales
taxes, and Oregon has relatively high income taxes. In fact, public finance
experts recommend revenue systems in which a state balances reliance on
different sources of revenue: consumption (sales and excise taxes), income,
and wealth (property and estate taxes). Ohio's tax structure follows this
principle. Indeed, the principle amounts to an extension of the notion
that taxes should apply at low rates to a broad base. However, the Tax
Foundation index punishes states like Ohio for following this principle.

D. Subjectivity of the Tax Climate Index
In 2004, the Tax Foundation ranked Ohio 29th in its tax climate index. For
2006, the organization changed its method by dropping a sub-index based
on a state's fiscal balance in favor of a wealth tax sub-index. The change
dropped Ohio's rank from 29th to 49th although no change had occurred
in the Ohio tax structure itself. The changes in the ranking method from
2004 to 2006 show the extent to which the Foundation's subjective
selection of categories for comparisons and the weights used in them
can be manipulated to make dramatic changes in states' rankings without
any changes in the underlying reality of state tax structures.

Conclusion

The Tax Foundation business tax climate index provides a poor indication of Ohio's
true tax situation:

1. The index focuses on tax structure rather than actual tax burdens. A state
with a more attractive tax structure (at least in the eyes of the Tax Foundation)
but higher actual taxes can receive a more favorable ranking than a state
with a less attractive structure but lower taxes. This is completely contradictory
to universally accepted economic theory regarding consumer and producer
behavior. While the Foundation proudly proclaims that they are not attempting
to compare tax burdens across states, this admission is the study’s fatal flaw,
as this is the only valid comparison to be made.

What business
leaders think
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‘“The new tax structure

is designed to help
companies with

a global book of
business. The fact
that new machinery
and equipment is
exempt from property
tax encourages
companies to upgrade
and become more
efficient. The fact that
sales to customers
outside of Ohio are
not taxed helps
companies be more
competitive in pricing
while maintaining

margin.”

Eric Boltz

President

Marathon Sensors Inc.
West Chester
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2.The actual construction of the tax climate index is based wholly on subjective
judgments made by the Tax Foundation regarding the relative role of different
factors. In some cases, different factors are weighted equally in a simple
“check-off” fashion, creating a bias against states with more balanced tax
systems. In other cases, factors are weighted on the basis of the variability
across states rather than the actual revenue importance, as would be the case
in a more standard interstate tax analysis. As a result, a state which performs
unfavorably on a low revenue tax with a wide variance can score lower than
a state which performs unfavorably on a high revenue tax with lower variance.
In dollar terms, which are the only terms that influence consumer and producer
behavior, the second state truly has the less favorable tax climate though the
Tax Foundation methodology would lead to the opposite result.

3.The methodology is inconsistent, and arguably irresponsible, in the extent to
which it takes future tax changes which have already been enacted into account
in its rankings. The Tax Foundation intentionally used the year 2008 in the title
of this report, implying that readers should use the findings as they think ahead
to future decisions. In light of this, the choice to not incorporate all known
information about future tax changes which have already been enacted is
both incomprehensible and indefensible.

4. Modification of the Tax Foundation Methodology shows great fluctuation in
state rankings. The Tax Foundation has, perhaps inadvertently, performed a
type of sensitivity analysis of its state ranking methodology. By modifying the
methodology used to construct the rankings and then retrofitting the results to
prior versions of the study, the Tax Foundation has shown that the old method
and the new method lead to very different assessments of the same state tax
systems. While the Foundation might argue that the new methodology is now
superior to the old, the reality is that both the old and new methodologies are
based upon subjective, though differing, judgments about what is important
and how it should be weighted. Close scrutiny, however, shows that neither
methodology provides a reliable or useful measure of relative state tax climate.

Based upon the above considerations, policymakers would be well-advised to rely
upon more traditional methods for assessing comparative state taxes provided by
analysts driven by objective motives rather than by ideological beliefs.

A more detailed analysis of the Tax Foundation’s business tax climate index appears
at the Education Tax Policy Institute’s website: www.etpi-ohio.org.

What business
leaders think
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““Our partnership
with Ohio gives us
a competitive edge
in developing and
commercializing
new products. We are
excited about bringing
our company's
technology, global
business and financial
leadership together

in Ohio.”

Craig S. Shular
President & CEO
GrafTech
International, Inc.
Lakewood
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FAQ

Why do the national rankings continue to rate Ohio as a high tax state?

Most of the rankings rely on analysis of national databases that report state level
tax burden in a consistent manner. Unfortunately, these databases are typically two
years in arrears. Consequently, the numbers do not yet reflect the positive impact
Ohio companies and citizens are realizing from Ohio’s tax reform. Additionally, the
Ohio tax reform is being rolled out over a five-year period ending 2010. This means
most databases will not accurately reflect the full impact of Ohio’s tax reform until
the 2012 rankings.

Why does the Tax Foundation rank Ohio as a high tax burden state?

We respectfully disagree with the Tax Foundation’s characterization of Ohio’s tax
burden.The Tax Foundation studies provide additional evidence on Ohio’s non-
competitiveness prior to reform. However, they provide no practical insight into the
impacts of the new Ohio tax system. Their studies are looking backwards at the old
system and, at best, only reflect the first year’s impact of the reformed system. On

a more fundamental basis, the Tax Foundation analysis is not based on actual dollars
paid by businesses in state and local taxes. That is, in part, why the top states in the
list tend to be states with no individual income taxes and/or no general sales tax.

If you are interested in making a capital investment in Ohio, we would recommend
that the best way to understand the real impact of Ohio’s tax reform on your bottom
line is to request a custom report from the Ohio Department of Development. They
will take your projected data and provide an estimated tax figure. You can contact the
Ohio Department of Development at their toll-free number (1-877-466-4551) and ask
for a business development specialist.

Has CAT collection been consistent with the original forecast?
Actually, according to the Ohio Tax Department, CAT revenue is ahead of forecast.
In FY 06, collection ran +27% ahead of forecast, and in FY '07, it ran +17% ahead

of forecast. This is a very positive indicator and suggests the supporting financial
projection of tax reform impact was appropriately conservative.

CAT revenue performance ($ millions)

FORECAST ACTUAL INDEX (%)
FY ‘06 214.4 273.4 127
FY ‘07 506.6 594.9 17

What business
leaders think
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““The new tax structure
sends a clarion call
to the investment
community and busi-
ness leaders across
the country that Ohio,
indeed, means business
— breathing life into
the defining vision
the BRT established
at the outset of its
tax reform initiative:
Ohio's tax climate will
be viewed across the
country as a distinctive
public asset in our
state's economic growth
and standard of living;
by the end of the decade,
we will begin to see
an upturn in business
investment and job
creation that is directly
attributable to changes
in state and local

tax policy.”

Richard A. Stoff

President

Ohio Business
Roundtable
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Is there any confirmation that the new tax structure is actually resulting
in a further improvement in the cost of doing business?

The new tax law is being implemented over a five-year period. But there are early
important signs it is having a positive effect on the Ohio business climate.

FIRST REASON TO BELIEVE — The Milken Institute, an independent third party
organization, produces a Cost-of-Doing-Business Index (www.milkeninstitute.org).
In 2007, Ohio’s overall ranking improved three places versus the last published report.

SECOND REASON TO BELIEVE — Another way to assess the impact is to look at how
competitive Ohio is in new job creation. Ernst & Young compiles an annual assessment
of new job creation by state and reports it inThe U.S. Investment Monitor publication.
In 2006, Ohio ranked best in the Midwest and 4th overall nationally. Ohio accounted for
5.9% of new job growth in America. This is an index of 103 versus 2005, and 136 versus
2004, suggesting a positive impact of tax reform on job creation.

New Job Growth Trend

% OF U.S. NEW JOB CREATION

OH IN IL Ml MN wi

2004 2005 [ 2006

THIRD REASON TO BELIEVE — A third way of triangulating an answer is to look
at the number of capital investment projects completed. Site Selection magazine
reports these data annually and awards the Governor’s Cup to the state with the
most completed projects. In both 2006 and 2007, Ohio won the prestigious Governor’s
Cup by leading the nation in the number of executed capital investment projects.

The above three independent indicators strongly suggest Ohio’s tax reform is
having a positive impact on the state economy. More and more capital investors are
looking at Ohio as a great place to build a successful global business and enhance
shareholder value.

A postscript...
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Ohio’s successful tax
reform effort exemplifies
“best-in-class” of the
public-private partner-
ship. This publication
speaks through the
voice of many of those
public and private
sector leaders — from the
executive and legislative
branches of state
government to members
of the Ohio Business
Roundtable and other
business and community
leaders. Without dimin-
ishing any of this leader-
ship, we especially
acknowledge the sus-
tained professionalism
and outstanding
technical support of

the staffs of the Ohio
Department of Taxation,
Ohio Department of
Development, the Ohio
Legislative Service
Commission and legisla-
tive caucuses in each
chamber. Ohio’s citizens
are fortunate to have
such talented and dedi-
cated public servants
working on their behalf.

Members of the Ohio
Business Roundtable
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AK Steel — James L. Wainscott

American Electric Power — Michael G. Morris*
American Financial Corporation — Carl H. Lindner
The Andersons — Richard R Anderson*

AT &T Ohio - Thomas C. Pelto

Aultman Health Foundation — Ed Roth

Battelle — Carl F Kohrt*

Bricker & Eckler LLP — Rich Simpson

Calfee, Halter & Griswold - Brent Ballard

Cardinal Health — R. Kerry Clark

The Castellini Group of Companies — Robert Castellini*
Catholic Health Partners — Michael Connelly
Chemical Abstracts Service — Robert Massie
Cincinnati Bell — Phillip Cox*

Cincinnati Children’s Hospital — Jarmes M. Anderson
Cintas Corporation — Scott D. Farmer

Cleveland Clinic Foundation — Delos M. Cosgrove, M.D.*
Columbia Gas of Ohio — John W. Partridge, Jr.
Convergys Corporation — David Dougherty

Deloitte & Touche LLP - John McEwan

Diebold, Incorporated — Thomas Swidarski

Dispatch Printing Company — John F Wolfe
Dominion Resources — Bruce Klink

Duke Energy — Sandra Meyer

Eaton Corporation — Alexander M. Cutler

Ernst & Young LLP - Michael Ventling

Fifth Third Bancorp — Kevin T. Kabat*

FirstEnergy Corp. — Anthony J. Alexander*

Forest City Enterprises — Albert Ratner

Frisch’s Restaurants — Craig F Maier

General Electric — Scott Donnelly

The GoodyearTire & Rubber Company - Robert Keegan
Honda of America Mfg., Inc. — Tsuneo Tanai
Huntington Bancshares Incorporated — Thomas E. Hoaglin
The J. M. Smucker Company - Timothy P Smucker
Jones Day - Lyle Ganske

KeyCorp — Henry L. Meyer III*

Kokosing Construction Co., Inc. - Wm. Brian Burgett
KPMG, LLP - Phillip R. Smith

LexisNexis — Kurt Sanford

Limited Brands - Leslie H. Wexner*

Longaberger Company — Tami Longaberger

Macy's - Thomas G. Cody

McKinsey & Company — John Warner

Medical Mutual of Ohio — Kent W. Clapp

Milacron, Inc. — Ronald Brown

The Milenthal Group — David Milenthal

National City — Peter Raskind and Michael Gonsiorowski
Nationwide - Jerry Jurgensen*

NetJets — Daniel H. Rosenthal

New Albany Company — John W. Kessler

OhioHealth - David P Blom

The Ohio State University — E. Gordon Gee

Owens Corning — Michael Thaman*

PNC Bank, N.A. - S. Kay Geiger

PolyOne Corporation — Steven Newlin

Porter, Wright, Morris and Arthur — Robert W. Trafford
Premier Health Partners — Tom Breitenbach
PricewaterhouseCoopers — Michael Petrecca

The Procter & Gamble Company - A.G. Lafley
Rockwell Automation — Steve Eisenbrown

RPM International, Inc. — Frank C. Sullivan*

Scotts Miracle-Gro — James Hagedorn
Sherwin-Williams — Christopher Connor

Soin International — Rajesh K. Soin

Squire Sanders & Dempsey — Thomas Stanton

State Farm Insurance — Ed Rust and Paul Smith
STERIS Corporation — Walter Roseborough

Time Warner - Terry O’Connell

The Timken Company — Ward J. Timken, Jr.*
TriHealth — John Prout

University Hospitals Health System - Thomas Zenty
Vorys, Sater, Seymour and Pease — Russell M. Gertmenian
Western & Southern Financial Group — John F. Barrett*

* Member of the Executive Committee

The Ohio Business Roundtable is a partnership of the chief executive
officers of the state’s major business enterprises. Established in 1992,
the BRT was created in the belief that business leaders in a pluralistic
society should have an active and effective role in the formulation
and evaluation of public policy. The BRT’s mission is to apply the
knowledge, experience and insight of its CEO members, working in
partnership with public leaders, to solve complex problems affecting
Ohio’s overall social and economic vitality. The principal strength

of the BRT is the extent of participation of the CEOs of the member
firms, working together on specific issues where their business
experience can make a significant contribution in effecting innovative
change. In an effort to provide a broad base of information for the
decision-making process, membership is diversified by industry
sector and geographic location. Thus the CEOs, representing some
100 companies in all fields, can present a cross-section of thinking
on critical statewide issues. The Ohio Business Roundtable is highly
selective in the issues it addresses; a principal criterion is the impact
on global competitiveness. The chief executives are committed to
advocating public policies that foster vigorous, sustained economic
growth and an improved standard of living for all Ohioans.

Ohio Business Roundtable, Inc.

Michael G. Morris, Chairman

Jerry Jurgensen, Vice Chairman

John F. Barrett, Inmediate Past Chairman
Richard A. Stoff, President

41 South High Street
Columbus, Ohio 43215
(614) 469-1044
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