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Governor John Kasich 
signs Ohio Budget Bill 

into Law 
 

Bill delivers significant Personal Income 
and Small Business Income Tax Cuts 

 

Today, Ohio Governor John Kasich signed Ohio's Biennial Budget Bill, Am. Sub. H.B. 64 (the Budget Bill), 
into law.  The Budget Bill delivers a 6.3% across-the-board personal income tax cut for all Ohioans, along 
with broad tax cuts for the owners of small businesses that are phased in over two years.  The $1.85 
billion of tax cuts are largely funded by the improving economy and a 35 cents per pack Cigarette Tax 
increase.  While the Governor exercised his line item veto power on several tax related provisions, the 
major tax provisions borne out of the General Assembly have stayed largely intact. 

Background 

In February, Governor John Kasich unveiled his Blueprint for a New Ohio. The Governor's proposal 
included major tax law changes which decreased taxes for some by approximately $5.7 billion and 
increased taxes for others by approximately $5.2 billion, for a net tax cut of about $500 million.  The 
Governor's tax proposal would have reduced the income tax burden of individuals and small business 
owners, while increasing the tax burden of all other businesses, especially C corporations. 

In April, the Ohio House of Representatives passed a revised budget plan and sent it to the Senate for 
consideration.  The House version of the budget scrapped the Kasich Administration's proposed tax 
increases on business, but still provided for across-the-board personal income tax cuts, enhanced tax 
cuts for small businesses, and phased out some personal income tax credits and deductions for higher 
income individuals. 

Earlier this month, the Ohio Senate passed its version of the budget plan, also rejecting broad tax 
increases on businesses and others, and adding additional small business income tax cuts on top of the 
House tax cuts. 

Last week, the resulting Conference Committee issued the final version of the Budget Bill, which 
incorporated compromises between the House and Senate versions of the bill. 
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Overview of the Budget Bill's Tax Provisions 

Personal Income Tax:  The Budget Bill includes a 6.3% across-the-board cut in personal income tax rates, 
which lowers the top rate from 5.333% to 4.997%.  The tax rate cut is effective for taxable years 
beginning in 2015 (i.e., retroactive back to January 1st of this year). 

The new law also includes a significant benefit for the owners of pass-through entities, which are often 
thought of as small businesses.  The existing Small Business Deduction is effectively increased in 2015 
from 50% to 75% of up to $250,000 of Ohio business income.  In 2016, the deduction percentage is 
increased from 75% to 100% of up to $250,000 of Ohio business income.  Further, Ohio business income 
exceeding the applicable deduction will be subject to a flat 3.0% tax rate beginning with taxable year 
2015. 

Other major changes to the Personal Income Tax include the following: 

• Means testing of the following credits for those with Ohio adjusted gross income exceeding 
$100,000:  

o $50 Credit for those that are 65 years of age and older 
o Lump Sum Distribution Credit  
o Retirement Income Credit 

• A new income tax refund check-off for Wishes for Sick Children. 

Business Tax Increases:  The Budget Bill does not include most of the Kasich Administration's proposed 
business tax increases.  The one exception is a 35 cent per pack increase of the tax imposed on 
cigarettes (also, see our SALT Buzz dated February 13, 2015 for more details on the Kasich 
Administration tax plan). 

Sales & Use Tax Changes:  The Budget Bill includes a few changes to Ohio's sales and use tax.  The 
changes include the following: 

• A sales and use tax exemption is provided for the rental of a vehicle provided to someone whose 
motor vehicle is undergoing repair or maintenance, if the cost for the rental is reimbursed by a 
manufacturer, warrantor, or provider of a maintenance or service contract, or agreement with 
respect to the vehicle being repaired or maintained.  The provision also requires refunds of tax 
be issued for past payments on these types of rentals. 

• Sanitization services provided to a meat processing operation that are necessary to comply with 
U.S. Department of Agriculture rules and regulations adopted pursuant to 21 U.S.C. 608 are 
excluded from the definition of taxable building maintenance and janitorial service. 

• Remote Sellers:  Various provisions are designed to impose sales and use tax collection 
responsibilities on remote sellers, similar to other states' click-through nexus standards. 
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Business Activity Tax Changes:  The Budget Bill includes a variety of changes to the major business taxes, 
including the Commercial Activity Tax (CAT), Petroleum Activity Tax (PAT), Financial Institutions Tax (FIT), 
and Insurance Premiums Tax (IPT).  These changes include the following: 

• A new CAT exclusion is provided for certain beauty and health care product supply chain receipts 
generated from operations located in a city meeting certain criteria, which by definition is New 
Albany, Ohio.  This exclusion is deemed to apply for tax periods beginning on or after July 1, 2011. 

• Clarification that production credit associations and agricultural credit associations are subject 
to the CAT rather than the FIT. 

• Changes the base upon which the PAT is imposed in the case of propane or LPG by using the 
average market price of propane, rather than the average market price of diesel. 

• If a supplier of motor fuel has acquired blend stocks or additives to motor fuel and PAT has 
already been paid on such blend stock or additives, the supplier may exclude such blend stock 
and additives from the supplier's gross receipts for PAT purposes. 

• Requires that the Treasurer of State issue an IPT bill for domestic insurance companies on or 
before May 15th of each year and requires payment of such taxes by June 15th.  No actual 
calendar due date for payment of the tax was provided under prior law. 

Tobacco Taxes:  The Budget Bill increases the Tobacco Excise Tax rate imposed on cigarettes from $1.25 
per pack to $1.60 per pack, a 35 cent per pack increase.  The Tax Commissioner is required to provide 
quarterly reports to the General Assembly regarding the Department of Taxation's cigarette tax 
enforcement efforts.  The new rate applies effective July 1, 2015 (tomorrow). 

Miscellaneous Tax Changes: 

• A special program is created to allow certain municipalities to fund grants, tax reductions, and 
other financial assistance to the user of wind-generated electricity.  The program only applies to 
municipalities having at least 7 million kilowatt-hours of wind-generated electricity generated 
inside the municipality. 

• Changes are made to the New Markets Tax Credit program, including allowing foreign insurance 
companies to claim the credits against the retaliatory tax, requiring approval of the Director of 
Development Services, limiting the program to low-income community businesses located in 
Ohio, and authorizing owners of pass-through entities to allocate the credits among themselves. 

• A township of over 15,000 is permitted to extend a TIF agreement that was in place before 1995 
for an additional 15 years. 
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Municipal Income & Net Profits Tax 

The Budget Bill includes several technical corrections related to last year's Municipal Income Tax 
uniformity law, Am. Sub. H.B. 5.  These changes, which will be effective for taxable years beginning on or 
after January 1, 2016, include the following: 

• Makes consistent with federal, state and current municipal tax law the tax return due date for 
entities with a fiscal year-end other than a calendar year-end. 
 

• Specifies that taxpayers that do not request an automatic federal extension may request an 
automatic municipal tax return extension.  This extension does not extend the due date for 
remitting tax. 
 

• Requires municipal corporations to publish a summary of the taxpayers' bill of rights and 
responsibilities online, as well as publish its municipal tax ordinances and regulations.  This 
language was inadvertently deleted in Am. Sub. H.B. 5.  
 

• Eliminates personal liability of tax administrators for violations of taxpayer rights regarding 
municipal income tax.  The municipality remains liable for such violations. 
 

• Clarifies that any losses that cannot be used due to the 50% net operating loss limitation may be 
carried forward to the next tax year, including years in which the 50% limitation will again apply. 
 

• Allows a publicly traded partnership to elect to be taxed as a C corporation for municipal income 
tax purposes. 
 

• Clarifies the treatment of foreign sourced income, which is currently subject to municipal 
income tax. 
 

• Provides that taxpayers may file an affidavit with a municipal tax administrator to certify the 
taxpayer is no longer required to file tax returns in the municipality. 
 

• Allows the two municipalities that use Ohio Adjusted Gross Income as the base of their income 
taxes to allow deviations from that base and to request that the resident's Ohio 1040 form be 
included with the municipal tax return (this provision currently applies only to the village of 
Indian Hills and city of Wyoming). 
 

Under a separate provision, municipalities and school districts are authorized to propose to voters an 
income tax to support schools, pursuant to a written agreement between the city and the schools.  To 
qualify, at least 70% of the municipal corporation must be inside the school district.  
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Job Creation and Job Retention Tax Credit Adjustments 

Ohio often makes financial commitments to businesses through the use of Job Creation Tax Credits 
(JCTC) and Job Retention Tax Credits (JRTC).  These commitments help businesses finance new 
investments and job creation/retention over several years.  Because past job creation and job retention 
tax credits have been measured by state tax withholding, across-the-board personal income tax cuts 
correspondingly decrease the value of the these credits.   

The Budget Bill provides for a tax credit adjustment factor to be applied to pre-2014 JCTC and JRTC 
agreements.  As a result, the value of the original tax credit commitments can be realized by the 
companies even though income tax rates decreased since 2013.  To qualify to use the adjustment factor 
in any given year, the taxpayer must be in 100% compliance with the job creation/retention 
requirements of the underlying agreement.  The tax credit adjustment factor will be established by the 
Tax Credit Authority and will take into account all income tax cuts enacted since 2013, as well as any 
future tax rate changes (up or down).  We expect that a rule will be issued detailing the calculation of 
the adjustment factor.  Impacted companies should consider participating in or monitoring the rule 
making process to ensure the credit provides the full benefit for their situations. 

For agreements entered into after 2013, the Budget Bill provides that companies may amend their JCTC 
and JRTC agreements to account for the impact of lower personal income tax rates.  However, to obtain 
approval for such amendment, the company must submit to a new way to calculate the credit and 
subject itself to new clawback provisions, both of which will also apply to any new agreements.  The 
credit will be based on the amount of compensation paid and used in computing the employer's 
withholding requirements, and will also include retirement and other benefits and compensation paid to 
nonresident employees not exempt from Ohio income tax under a reciprocity agreement.  The new 
clawback provisions permit the Tax Credit Authority to require repayment of previously utilized credits if 
the company fails to meet its commitments under the JCTC/JRTC agreement. 

Ohio 2020 Tax Policy Study Commission 

The Ohio 2020 Tax Policy Study Commission ("2020 Commission") is now established to review the 
state's tax structure and policies and to make recommendations to the General Assembly on the 
following topics: 

1. How to maximize Ohio's competitiveness by the year 2020; 

2. How to transition Ohio's personal income tax rate to a 3.5% or 3.75% flat rate by tax year 2018; 

3. How to make the Historic Rehabilitation Tax Credit more efficient and effective, including 
converting it to a refundable tax credit or grant program;  and 

4. How to reform Ohio's Severance Tax in a way that maximizes competitiveness and enhances the 
general welfare of Ohio.   



 

 

    
   
 

41 S. High St., Suite 3600 ● Columbus, OH 43215 ● 614-326-1120 ● www.zhftaxlaw.com 

June 30, 2015 

 

The 2020 Commission is also tasked with reviewing and evaluating every credit against a tax levied by 
the state and authorized in the Revised Code. 

Being bipartisan, the 2020 Commission will be comprised of three legislators from each branch of the 
General Assembly and a person appointed by the Governor.  It will be co-chaired by each Chamber's 
Ways and Means Committee chair and is required to use dynamic analytical tools to aid in its review.  
The 2020 Commission must publish its findings regarding Severance Tax by October 1, 2015, its findings 
regarding the Historic Rehabilitation Tax Credit by October 1, 2016, and all its other findings and 
recommendations by October 1, 2017.  

Historic Rehabilitation Tax Credit  

The Budget Bill retains and flat-funds the Rehabilitation Tax Credit program.  It also allows a holder of 
certain Rehabilitation Tax Credit certificates to claim a credit against CAT for tax periods ending on or 
before June 30, 2017, but only if the taxpayer is unable to claim the credit under some other tax, such as 
the Financial Institutions Tax, the Dealer in Intangibles Tax, the Corporation Franchise Tax, one of the 
Premium Taxes, or the Personal Income Tax.    

The Senate had initially considered terminating the Rehabilitation Tax Credit program and replacing it 
with a grant program that would not be funded until after June 30, 2017.  This proposal drew significant 
criticism from many civic and business groups.  Therefore, the final bill retained the Rehabilitation Tax 
Credit, but also requires the 2020 Tax Policy Study Commission to identify how to make the credit more 
efficient and effective, including converting it to a refundable tax credit or grant program. 

Governor Kasich's Line Item Vetoes 

Under Ohio law, the governor may line item veto any provision contained in an appropriations bill.  Ten 
tax-related provisions that made it to Governor Kasich's desk were vetoed, including the following: 

1. Tangible Personal Property Tax for the Electric Industry:  Under current law, the tangible 
personal property of electricity generators is assessed at 24% of true value.  Tangible personal 
property for electric transmission and distribution is assessed at 85% of true value.  The Budget 
Bill would have eliminated the tangible personal property tax for electric companies on 
electricity generating equipment and other tangible personal property not used for transmission 
and distribution of electricity ("generation equipment").  It also would have required that the 
85% assessment rate applied to transmission and distribution property be increased by the 
percentage necessary to raise the amount of taxes that would have been collected with respect 
to generation equipment. 
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2. Water Works Company Tangible Personal Property Tax:  The Budget Bill would have required all 
new water-works company tangible personal property first subject to taxation in tax year 2015 
or thereafter be assessed at 25%, rather than 88%, of its capitalized costs less depreciation 
allowances. 

3. Donated Dental Services Deduction:  A new personal income tax deduction for dentists and 
dental hygienists who provide services free of charge under the Hope for a Smile program would 
have been available. 

4. Tax Amnesty Program:  The language would have provided Ohio's fourth tax amnesty program 
in just 14 years.   

5. Taxpayer Questioning:  Restrictions would have been placed on the Tax Commissioner's use of 
verifying information to reduce refund fraud and require the Tax Commissioner to issue a report 
to the General Assembly about the effectiveness of its anti-fraud measures. 

6. Sales Tax Remission on Car Sales:  The language would have allowed car dealers to elect to remit 
sales tax directly to the tax commissioner, rather than to the clerk of courts. 

7. Appraisal of Real Property:  This provision would have required that methods and definitions 
used for appraisals that are not included in rules would be governed by the 14th edition of the 
Appraisal of Real Estate and the 5th edition of the Dictionary of Real Estate Appraisal published 
by the Appraisal Institute. 

8. Veto of Expenditures:  Certain revenue realized from the Governor's veto of expenditures would 
have been applied to a further reduction of personal income tax rates. 

9. Railroad Fuel and the PAT:  The PAT rate would have been reduced from 6.5 mills to 2.6 mills for 
gross receipts received from the sale of dyed diesel fuel if the end user of the fuel is a railroad. 

10. Tax on Aviation Fuel:  The Department of Transportation would have been required to work 
with the aviation industry and draft legislation to direct all revenue derived from the sales and 
use tax on aviation fuel be used for airport improvement projects. 

We do not currently anticipate that the General Assembly will attempt to override any of these tax-
related vetoes. 

Items Considered, But Not Making the Final Bill 

If you have been following the budget process in Ohio over the last five months, you heard about many 
tax proposals that could have impacted you or your company.  The final version of the bill eliminated 
many prior tax proposals.  Below is a list of a few interesting tax items that were in previous versions of 
the bill (either from the Governor, House or Senate), but did not make the final version of the Budget Bill 
and were not otherwise mentioned above. 
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Items not included in the Budget Bill: 
• A 23% commercial activity tax (CAT) rate increase. 
• A 8.7% state sales and use tax rate increase. 
• An expansion of the sales and use tax to services primarily purchased by businesses and 

some individuals. 
• An increase in the severance tax on oil and gas. 
• A new tax on vapor products. 
• A prescribed method of estimating the real property true value of golf courses. 
• The creation of a tax expenditure review committee.  Note:  A separate bipartisan bill, Sub. 

H.B. 9, providing for a tax expenditure review process has passed the House and is pending 
in the Senate. 

• An income tax deduction for persons serving in the Commissioned Corps of the National 
Oceanic and Atmospheric Administration (NOAA) and the Commissioned Corps of the Public 
Health Service (PHS). 

• The repeal of the political contribution income tax credit. 
• The proposed sales tax on hotel intermediary services. 
• A reduction of the sales tax vendor discount. 
• A sales tax exemption for certain forklifts. 

 

Observations 

Ohio's policy leaders have successfully crafted a Budget Bill that provides significant cuts to personal 
income taxpayers and small businesses, while also avoiding other major tax increases on businesses.   

With the creation of the Ohio 2020 Tax Policy Study Commission and its obligation to begin issuing 
reports as early as this year, businesses and taxpayers should closely monitor and participate in the 
Commission's efforts, remaining vigilant to ensure Ohio's tax system retains its competiveness from a 
national and international level.   

If you would like to discuss the budget bill tax provisions, please contact any of our professionals.  
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(614) 349-4810 

tzaino@zhftaxlaw.com 

Stephen K. Hall, JD, LLM 
(614) 349-4812 
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(614) 349-4811 

rfarrin@zhftaxlaw.com 

Debora D. McGraw, JD, LLM, CPA 
(614) 349-4813 

dmcgraw@zhftaxlaw.com 

John R. Trippier, CPA 
(non-attorney professional) 

(614) 349-4815 
jtrippier@zhftaxlaw.com 

Adam L. Garn, JD, CPA, MT 
(614) 349-4814 
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(non-attorney professional) 

(614) 349-4818 
btomlinson@zhftaxlaw.com 
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(non-attorney professional) 
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chickcox@zhftaxlaw.com 

 
Jennifer R. Turner, CPA 

(non-attorney professional) 
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(non-attorney professional) 
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