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INSTRUCTIONS FOR COMPLETING
THE FINAL FRANCHISE TAX REPORT
DUE JANUARY 1, 1992 OR LATER

GENERAL INSTRUCTIONS

DO NOT SEND
IRS FORMS

WHO MUST FILE - A corporation that becomes no longer subject to the earned surplus component of the franchisetax must fileafinal report. Thisreport must befiled
evenif thecorporationisstill subject to thetaxabl e capital component.

WHEN TO FILE - Thisreport must befiled with the Comptroller'sofficewithin 60 daysafter the corporation becomesno longer subject to the earned surplus component.
Inthe case of aTexascorporation or anon-Texas corporation with acertificate of authority (COA) to do businessin Texas, acertificate of account status may be requested
at thetimethefinal reportisfiled (seeback of final report or form 05-359, Request for Certificate of Account Status). The certificate will beissued by the Comptroller's
officeand may befiledinthe Texas Secretary of State’ sofficealongwith the proper articlesor application andfiling fee. (See Pub. 98-336, Franchise Tax Quick Reference
forinformation concerningfilingswiththe Secretary of State.)

FOR ASSISTANCE - Call 1-800-252-1381, toll free nationwide. Thelocal number in Austinis512-463-4600. If you' re calling from a Telecommunications Devicefor the
Deaf (TDD) call 1-800-248-4099 toll free. The Austin TDD number is512-463-4621.

TERMINATION OF CORPORATE EXISTENCE - Onceabusinesshasfiled formal Articlesof Incorporation, or an Applicationfor Certificate of Authority withthe
Texas Secretary of State’ soffice, itisrecognized by the State of Texasasalegal corporate entity, whether or not it conductsbusinessor simply existsasan inactive corporate
shell. Assuch, the corporation must fileannual tax reportsuntil it formally terminatesitslegal existencein Texasthrough the Secretary of State soffice.

Texascorporationsmust satisfy all tax liahilitiesbeforefiling Articlesof Dissolution. All other corporate entitiesmust satisfy all franchisetax requirements, or stateinthe
appropriatearticleswhich entity will beresponsiblefor satisfying all franchi setax requirements, beforethey may terminatelegal existencein Texas.

All documentsrequired by the Texas Secretary of Stateto terminatelegal existencein Texasmust ber eceived inthat office before 5:00 p.m. on December 31 to avoid
liability for the next annual franchisetax period. If December 31 fallson aweekend, the documents must bereceived by 5:00 p.m. on thelast working day of theyear.
Postmark dateswill not be accepted. Y ou may refer to the Franchise Tax Quick Reference Guide (Pub. 98-336) for moreinformation onfiling requirements. Thissection

doesnot apply tofinancial institutions.

Foreign corporationswhich have not obtained acertificate of authority with the Texas Secretary of State' soffice, but have been doing businessin Texas, must satisfy all
franchisetax requirements. Inorder to close thefranchisetax account, you must notify the Comptroller’ sofficeinwriting and includethe date the corporation ceased doing

businessin Texas.

CONSOL IDATED REPORTING - Corporationsarerequired tofilebased on their own financial condition. Consolidated reporting isnot allowed.

ITEM 1-"BEGINNING DATE" istheday after the
accounting period ending datefor the earned surplus
component onthecorporation’ spreviousfranchisetax
report. "ENDING DATE" isthedatethe corporation
becomesnolonger subject to theearned surplus
component of thefranchisetax. (a) For aTexasor
foreign corporation, theending dateistheeffective
date of dissolution, merger out of existence, or
conversioninto an entity not subject tothefranchise
tax. (b) For aforeign corporation continuing toexistin
itsstate of incorporation, theending dateisthelater of
(i) theeffectivedate of thewithdrawal withthe
Secretary of State, or (ii) the date the corporation stops
doing the businessin Texaswhich madeit subject to
theearned surpluscomponent of thefranchisetax.

EXAMPLE: A Texascorporationfiled a1998
annual franchisetax report using a12-31-97
accounting year ending datefor the earned surplus
component on ScheduleB. The corporation wantsto
dissolveon 8-3-98. To get acertificate of account
statusfor dissolution, the corporation must fileafinal
report and pay tax on the earned surplus component for
the accounting period from 01-01-98 through 8-3-98.
If the corporationisnot dissolved until 8-16-98, the
corporation must filean amended final report. The
amended final report isdue the 60th day after 8-16-98,
thedatethecorporationdissolves.

ACCOUNTING METHODS: A corporation must
usethesameaccounting methodsinreporting recei pts
(Texasand everywhere) asusedinreporting federal
taxableincome.

TheRevenue Reconciliation Act of 1993 doesnot
apply toreportsoriginally dueprior to January 1,
1996. Franchisetax reportsoriginally dueprior to
January 1, 1996, should usethe Internal Revenue
Codein effect for the 1990 calendar year.

Therefore, acorporation should modify thefederal
taxableincomeasreported onthefederal incometax
return to adjust for any changesto the IRC after
12-31-90. For exampl e, although the Revenue
Reconciliation Act of 1993 increased theamount of
depreciableproperty that canbeexpensed for federal
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income tax purposesto $17,500 (IRC Sec. 179), for
franchisetax purposesthisdeductionislimitedto
$10,000 as required by the 1990 IRC.

ReportsOriginally DueOn or After January 1,
1996 and Before January 1, 1998—The Internal
Revenue Code (IRC) in effect for the 1994 calendar
year must be used in computing earned surplusexcept
asindicatedinthe"NOTE" below.

ReportsOriginally Dueon or After January 1,
1998—Thelnternal Revenue Code (IRC) in effect for
the 1996 calendar year must be used in computing
earned surplusexcept asindicatedinthe"NOTE"
below.

NOTE: Because the franchise tax law applicable to
reports due prior to January 1, 1996, required the
1990 IRC to be used in computing earned surplus (as
indicated above), a corporation may have had
differences between federal taxable income for
federal income tax purposes and federal taxable
income used in computing earned surplus on
franchise tax reports due prior to 1996. If a
corporation had such differences, it should continue
to report the difference based on the 1990 IRC when
computing earned surplus on reports due after
January 1, 1996.

For example, if acorporation claimed a$17,500
Sec. 179 deductioninreporting itsfederal incometax
(in accordance with 1993 |RC amendments), but was
limited to a$10,000 deduction in computing earned
surplus on franchisetax reports due prior to 1996 (in
accordance with the 1990 I RC), the corporation should
compute depreci ation on the asset based on the
$10,000 Sec. 179 deduction in computing earned
surplus on reports due after January 1, 1996. This
treatment allowsthe corporationto maintainitsbasisin
depreciating theaffected assetsfor earned surplus
computations. Itwill resultin agreater depreciation
deductionin computing earned surplusthanwhat is
reported onthefederal incometax return.

ITEM 3- Texasgrossreceiptsshould bereported for
theperiod enteredin Item 1. Grossreceiptsfor taxable
earned surplusmeansall revenuesreportableby a

corporationonitsfederal tax return, without deduction

for the cost of property sold, or other costsincurred,

unlessotherwiseprovidedby law.
Grossreceiptsin Texasinclude:

» salesof rea property located in Texas, including
royaltiesfromail, gas, or other mineral interests;

 salesof tangiblepersonal property whenthe
property isdelivered or shipped to apurchaser
withinTexas;

» salesof tangiblepersonal property whenthe
property isshipped from Texasto astateinwhich
you arenot subject to taxation (the* throwback rule’);

* servicesperformedwithin Texas;

 rentalsof property situatedin Texas,

 royatiesfromuseof patentsor copyrightswithin
Texas,

 revenuesfromtheuseof trademarks, franchises, or
licenses (notincluding thesaleor license of
computer softwareor programs) within Texas,
effectivefor reportsoriginally dueonor after
January 1, 1998;

« thenet gainfromthesalesof investmentsor capital
assets(Seedefinitioninltem4.) A netlossistreated
aszeroreceipts. If thecombination of net gainsand
lossesresultsin anet gain and both Texasand non-
Texassaleshaveoccurred, aseparate cal cul ation of
net gainsand |osses on Texas sl esmust bemade.
Salesof intangibleinvestmentsor capital assets(e.g.,
stocks, bonds, goodwill, partnershipinterests, etc.) to
corporationsincorporatedin Texasaregrossreceipts
inTexas. If the Texasnet gainisgreater thanthe
total net gain, the Texasnet gain to report equalsthe
total net gain; and

« al other businessreceiptswithin Texas.

For example, interest received fromacorporation
incorporatedin TexasisaTexasreceipt.

NOTE: For reports due before January 1, 2000,

dividends and interest received by a banking

corporation or savings and loan association are

Texas receipts if the bank corporation or savings and

loan association has its commercial domicilein

Texas. For reports due on or after January 1, 2000,

dividends and interest received by a banking
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corporation or savings and loan association are

Texasreceiptsif they are paid by a corporation

incorporated in Texas or if they are paid by an entity

or person legally domiciled in Texas.

Any itemof revenuewhichisexcluded from net
taxable earned surplusunder Texaslaw or United
Stateslaw isnot included in Texasreceiptsor gross
receiptseverywhere.

For example, acorporation should notincludein
Texasreceiptsand grossrecei ptseverywherethe
following:

« incomerecorded because of Sections 78 or 951-964
of thelnternal Revenue Code;

« dividendsreceivedfromasubsidiary, associate, or
affiliated corporation that doesnot transact a
substantial portion of itsbusinessor regularly
maintain asubstantial portion of itsassetsinthe
United States;

« dividendsand/or interest received fromfederal
obligationsexcluded from the earned surplustax
base; or

« dividendsforwhicha“dividendsreceived”
deductionisallowed on Schedule C of Form 1120
(alsoreportedin Item 6aof thisreport).

NOTE: Do not include allocated earned surplus

amountsin Item 3 or 4. See ltem 11.

ITEM 4- Grossreceiptseverywhereinclude:

 all salesof tangiblepersonal property;

o dlrentas;

o dlservices;

o dlroyadlties;

« all other businessreceipts;

« all dividendsandinterest not otherwiseexcluded by
operation of law or rules; and

¢ thenet gainfromthesaesof investmentsor capital
assets. (A netlossistreated aszeroreceipts.)

A capital asset isany asset, other than aninvest-
ment, whichisheld for usein the production of
income, andissubyject to depreciation, depletionor
amortization. Aninvestment isany non-cash asset nota
capital asset and not held asinventory or proceedsfrom
thesaleof inventory.

Any itemof revenuewhichisexcluded from net
taxableearned surplusunder Texaslaw or United
Stateslaw isnotincludedin Texasreceiptsor receipts
everywhere. For examples, seeltem 3.

ITEM 5- If Texasgrossreceiptsare zero, enter zero.
If Item 3 and Item 4 are the same and greater than zero,
you should enter 1.0000. Otherwise, divide ltem 3 by
Item 4. Y ou must round to 4 places past the decimal .

ITEM 6 - Except for the adjustmentsindicated bel ow,
1) corporationsand limited liability companies
(LLCs) filingaForm 1120 for federal incometax
purposesshould enter thefederal taxableincome
beforenet operating lossdeductionsand special
deductions; 2) LLCswhich aretreated aspartnerships
for federal incometax purposesand Scorporations
should enter theamount of incomereportabletothe
Internal Revenue Serviceastaxableto themembersor
shareholders(whichincludesordinary incomeand
certainincomeand expenseitemsreflected on Schedule
K of Form 1065 or Form 1120S); 3) LLCswhich are
treated assol e proprietorshipsfor federal incometax
purposesshould report thetaxableincomeand
deductionsreflected on Form 1040, including
attachmentsand schedulesthat relatetotheLLC.

AnLLCtreated asadivision of acorporation for
federal incometax purposesissubject tofranchisetax
asaseparatelegal entity. A consolidated fran-chisetax
report with the corporation cannot befiled.

A Qualified Subchapter Ssubsidiary issubject to
franchisetax asaseparatelegal entity. A consolidated
franchisetax report withits parent cannot befiled.

Beforeenteringthesefederal taxableincome

amountson Item 6, thefollowing adjustments must be

made;

* |f theincomeincludesdividendsand/or interest on
federal obligations, theseamountsshould be
subtracted.

e Any amountswhichmust beincludedinallocated
earned surpluson Item 11 must be subtracted.
ReportsOriginally DuePrior to January 1,

1996 - TheInternal Revenue Code (IRC), in effect for

the 1990 calendar year, must be used in computing

earned surplus. Seethediscussionunder Accounting

Methods.

ReportsOriginally DueOn or After January 1,
1996 - If therequired use of the 1990 IRC in
computing earned surplusonreportsoriginally due
prior to 1996 (asdiscussed above) caused differences
betweenfederal taxableincomefor federal incometax
purposesand federal taxableincomeusedincomputing
earned surplus, the corporation should report the
differencefor earned surpluspurposesbased onthe
19901 RC. Seethediscussion under Accounting
Methods, for additional information about the IRC that
must be used in computing earned surplus. If the
amount isnegative, bracket theamount asfollows:
XXXXX>,

ITEM 7 - a. Enter total deductionsallowed on
ScheduleC, U.S. Corporation Income Tax Return,
Form 1120.

b. Enter amount of incomeincludedin Item 6 which
isincome because of Sections 78 or 951-964 of the
Internal RevenueCode.

Enter amount of dividendsincludedinItem 6 that
werereceived fromasubsidiary, associateor affiliated
corporation that doesnot transact asubstantial portion
of itsbusinessor regularly maintain asubstantial
portion of itsassetsinthe United States.

ITEM 8- Skipthisitemand goto Item 9if the
corporation, bank, or limited liability company isnot a
subsidiary and:

1) has 35 or fewer shareholdersymembersfor theentire
periodinitem 1, or

2) isan Scorporation for the entire period.

Also skipthisitemif the corporation, bank, or
limited liability company isasubsidiary and the parent
qualifiesfor theexception asdescribed above.

If youdo not qualify for oneof theexceptionsabove:
 Corporations(other than banking corporations)

should enter theamount of compensation reportable

to officersand directors on FormsW-2 and 1099 for
the portion of the period in Item 1 during which the
corporation doesnot qualify for anexception. LLCs
whicharetreated ascorporationsfor federal income
tax purposes should enter theamount of compensa-
tion reportableto managersand officerson Forms

W-2 and 1099 for the portion of the periodin Item 1

during whichthe LL C doesnot qualify for an

exception.

» Banksshouldenter compensation of executive
officersand directorsreportableon FormsW-2 and
1099 for the portion of the period in Item 1 during
whichthebank doesnot qualify for an exception.

« Limitedliability companiestreated aspartnerships
for federal incometax purposesshould enter
guaranteed paymentsor compensationto managers
and officersfor servicesfor the portion of the period
inltem 1 during which thelimited liability company
doesnot qualify for anexception.

NOTE: Any person designated as an officer is

presumed to be an officer if the person (1) holds an

office created by the board of directors or by the
corporate charter or by-laws, and (2) has legal
authority to bind the corporation with third parties.

See Rule 3.558 for more information.

ITEM 9- If thisamount isnegative, bracket the
amount asfollows: <X X, XXX>.If [tem6isnegative,

Item 7 will increase the negative amount and ltem 8
will reducethenegativeamount.

ITEM 10- If Item 9isnegative, the percentage of the
negative amount apportioned to Texasshould be
enteredinltem 10in bracketsasfollows: <XX,XXX>.

ITEM 11-If thecorporation’scommercia domicileis
not in Texas, Item 11 should be zero.

CorporationswithaTexascommercial domicile
may need to allocate certainincomeitemsto Texas.
Incomeitemsthat areconsidered non-unitary, except
dividendsand interest, must beallocated to Texasand
reportedinltem11.

Non-unitary incomemust beenteredin Item 11 net
of related expenses. Thisamount must beexcluded
from Items 3, 4, and 6. If the amount isnegative,
bracket theamount asfollows: <XX,XXX>.

NOTE: All incomeis presumed to be unitary. If all
of a corporation’sincomeis used in its operations, it
will be considered unitary income. For example,
investment income from stocks, bonds, etc. that is
part of operating revenue is considered unitary.
Such income will be apportioned and will not be
subject to allocation.

ITEM 13- Enter theamount of businesslossfrom
previousfranchisetax reportsthat will beused to
reduce apportioned and all ocated earned surpluson
thisreport. A business|ossisany negativeamount
after apportionment and all ocation.

Apportioned and all ocated earned surplusmay not
bereduced below zero by abusinesslosscarryover. If
Item 12 iszero or less, enter zeroin Item 13.

ITEM 14 - If ltem12iszeroor less, Item 14 will bezero.

ITEM 16 - Creditsthat may beenteredinltem 16include:

1) Credit amountsreported by banksfor tax
erroneously paid onreportsoriginally dueprior to
January 1, 1992.

2) Credit amountsfor salestax paid on property used
in manufacturing pursuant to Sec. 171.0021 of the
TexasTax Code. Thecreditisthesumof: A) 25
percent of the state tax paid to the state under
Chapter 151 for property purchased on or after
October 1, 1991, and on or before December 31,
1992; and B) 50 percent of the state tax paid to the
state under Chapter 151 for property purchased on
or after January 1, 1993, and on or before
September 30, 1993. (Thecreditisnot availablefor
local taxes.)

Thecredit may beclaimed, until completely used,
onany of thefirst fivereportswhich areoriginally
due on or after January 1, 1994.

Thecredit claimed on areport may not exceed the
tax due. A corporation may not convey, assign, or
transfer thecredit toanother entity.

NOTE: The 1999 report isthe last report for which a

corporation can claimthis credit.

3) Creditsallowed totitleinsurance companies. See
Rule3.566 for credit qualificationsand cal culations.
NOTE: Credits for extension paymentsor prior
payments should not be entered in thisitem. Enter
extension payments or prior paymentsin Item 19.

Total tax creditsfromitem 14 of Schedule D, the
TexasFranchise Tax Credit Summary.

NOTE: The total amount of credit entered in Item 16
cannot be used to reduce Item 17 below zero.

ITEM 18- If Item 17 isless than $100, you do not
owetax. For reports due on or after January 1, 2000, if
Item 4 islessthan $150,000, you do not owetax. Enter
zeroinItem 18 and return thereport.

ITEM 19 - Enter prior payments such asapayment
madewith an original final returnif thisisan amended
final report.





