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Today, Governor John Kasich rolled out a summary of his plan to reduce Ohio's personal income tax. The 
tax proposal is part of the Governor's Mid-Biennial Review Budget Proposal.   

The Governor's plan achieves his long held goal of reducing Ohio's top personal income tax rate to 
below 5%.  The 8.5% across-the-board personal income tax rate reductions are proposed to be phased-
in over the next three fiscal years.  The top income tax bracket rates will be reduced as follows: 

Fiscal Year Proposed Top Rate 

2015 5.2% 

2016 4.96% 

2017 4.88% 
 

How these new tax rates will apply on a tax or calendar year basis is still not clear. 

In addition to these across the board cuts for all taxpayers, lower income Ohioans will also receive 
added benefits.  The Earned Income Tax Credit will be increased from 5% of the federal credit to 15% of 
the federal credit.  Also, the personal exemption will be increased from $1,700 to $2,700 for Ohioans 
earning less than $40,000 annually and from $1,700 to $2,200 for Ohioans earning between $40,000 and 
$80,000 annually. 

The personal income tax reduction will have a cumulative estimated cost of $2.6 billion over three fiscal 
years.  The total cost is proposed to be funded by four major changes, including a Commercial Activity 
Tax (CAT) rate increase, Cigarette and Other Tobacco Products Tax increase, Severance Tax increase and 
budget cuts.  

1. CAT Increase:  The tax proposal includes a 15.4% increase in the CAT rate.  This increase is referred 
to as "updating the CAT" because the rate has not changed since 2005.  If enacted, the CAT rate 
would be "updated" from its current rate of 0.26% to 0.30%.  Last year, the CAT was also a "go to" 
revenue source for partially funding the 10% personal income tax cuts enacted as part of last year's 
Biennial Budget.  (As you will recall, the $1 million exemption was phased out for businesses that 
generate between $1 million and $4 million of Ohio gross receipts.)  This "update" will cost Ohio 
business taxpayers $743 million over the next three fiscal years.  
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2. Cigarette and Other Tobacco Products Tax Increase:  A 48% rate increase in the Cigarette Tax 
over two years is another important part of Governor Kasich's tax proposal.  The current per pack 
tax of $1.25 would be increased to $1.85.  Also, the plan would increase Other Tobacco Taxes and 
begin taxing e-cigarettes. These changes will raise $848 million over the next three fiscal years. 
 

3. Severance Tax:  The third part of the tax proposal calls for a new Severance Tax, with a gross 
receipts tax rate of 2.75%.  Not all the funds from this new tax would go towards funding the 
personal income tax cut.  Approximately 20% of the tax would be distributed to local governments, 
with much of the balance being applied to fund the proposed personal income tax rate reductions.  
These changes will raise $874 million over the next three fiscal years. 
 

4. Budget Savings:  The fourth and final part of the proposal is funded by budget savings resulting 
from the efficient management of state government, including savings related to debt service and 
property tax rollback savings.  The amount of budget savings has not been disclosed. 

Governor Kasich's proposal reflects his continued commitment to reduce Ohio's highest personal 
income tax rate to below 5%.  However, a significant portion of the cuts are being borne by business in 
the form of the CAT and Severance Tax increases, which will not directly benefit from the personal 
income tax cuts.  Most business leaders find it hard to justify to shareholders their support for a tax cut 
that benefits the company's officers and employees at the expense of return to the shareholders.   

Those impacted negatively by the Cigarette Tax and Other Tobacco Products increase (including many 
businesses that sell such products) will also likely resist this part of the proposal.  If one or more parts of 
the tax plan become jeopardized, then expanding the other legs may become an attractive replacement 
for policy makers.  For example, the General Assembly has already rejected a similar Severance Tax 
proposal.  If that leg of the stool is pulled out from the package, policy makers might consider a further 
CAT rate or other business tax increases to make up the difference. 

The Ohio House Ways and Means Committee is expected to consider the tax proposal over the next 
several weeks. Taxpayers and businesses should review and assess the impact this proposal has on their 
own tax situation.  Zaino Hall & Farrin's professionals assist companies with evaluating legislative 
proposals, as well as advocating appropriate changes.  If you would like to discuss how these proposals 
might impact you and your business, contact one of our professionals listed below. 

 

Thomas M. Zaino, JD, CPA 
(614) 349-4810 

tzaino@zhftaxlaw.com 

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

shall@zhftaxlaw.com 

Richard C. Farrin, JD 
(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 

agarn@zhftaxlaw.com 

Brad Tomlinson 
(non-attorney professional) 

(614) 349-4818 
btomlinson@zhftaxlaw.com 
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