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BILL SUMMARY

e Incorporates into Ohio income tax law changes to federal tax law taking effect since
December 15, 2010.

e Declares an emergency.

CONTENT AND OPERATION
Incorporation of Internal Revenue Code changes

The bill incorporates into Ohio tax law recent changes to the Internal Revenue
Code (IRC) or other federal law taking effect after December 15, 2010.! The changes
being incorporated are those enacted by the "Tax Relief, Unemployment Insurance
Reauthorization and Job Creation Act of 2010," which took effect December 17, 2010.
The incorporation applies to only general, undated references to the IRC or other
federal laws, and does not apply to references that specify a date.

IR.C. 5701.11.



Ohio tax law incorporates by reference parts of the IRC and other federal laws.
Periodic amendments to federal law do not become part of Ohio law unless they are
incorporated by an act of the General Assembly.

The principal amendments to the IRC that the bill incorporates are the following
income tax provisions:

e Elementary and Secondary School Teacher Deduction

e Qualified Tuition Expenses Deduction

e Exclusion of IRA Distributions for Charitable Purposes

e Exclusion for Employer-Provided Educational Assistance

e Increased Deduction for Certain Environmental Remediation
Expenditures

e Increased Depreciation for Certain Qualified Leasehold Improvements,
Restaurant Property, and Retail Improvement Property

e Bonus Depreciation Deductions
e Enhanced Expensing of Small Business Property

e Exclusion of National Health Service Corps and Armed Forces
Scholarships

e Exclusion of Employer-Provided Adoption Assistance
e Dependent Care Credit

Most of the foregoing provisions are extensions of pre-2011 federal provisions. Many of
them are extended only for a limited period of time. (For more information about the
federal amendments, see the "Technical Explanation Of the Revenue Provisions
Contained In The 'Tax Relief, Unemployment Insurance Reauthorization, And Job
Creation Act of 2010' Scheduled For Consideration By The United States Senate,"
December 10, 2010, by The Joint Committee on Taxation, available at www jct.com.)

2 Cf. State of Ohio v. Gill (1992), 63 Ohio St.3d 53.
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Effect of incorporation

All but one of the federal amendments relate to exclusions or deductions
affecting a taxpayer's federal adjusted gross income (or taxable income for trusts and
estates), the starting number for determining the taxpayer's Ohio adjusted gross income
or Ohio taxable income. If these amendments were not incorporated, a taxpayer would
have to add these exclusions or deductions to the taxpayer's federal adjusted gross
income or taxable income for purposes of computing the taxpayer's Ohio tax liability for
taxable years beginning in 2011 and thereafter. (For 2010, taxpayers who applied the
adjustments in computing their federal tax must add these amounts back to compute
Ohio taxes because the adjustments were not incorporated.)

With respect to bonus depreciation deductions (IRC §168(k)) and enhanced
expensing of small business property (IRC §179), ongoing Ohio law requires a taxpayer
to claim the additional deductions over six years.> In the first taxable year an asset is
depreciated, or in the taxable year an item that may be expensed is purchased, Ohio law
requires the taxpayer to add five-sixths of the bonus depreciation or enhanced expense
to taxable income, permitting the taxpayer to receive only one-fifth of the bonus
depreciation or enhanced expense. The remaining five-sixths of bonus depreciation or
enhanced expense may be claimed in equal amounts over the ensuing five taxable
years, in effect spreading out the enhanced deductions over six years.

The bill also revises Ohio tax law with respect to an election available to
taxpayers whenever federal amendments become incorporated. Current law authorizes
a taxpayer whose taxable year ended after October 16, 2009, and before December 15,
2010, to irrevocably elect to apply to the taxpayer's state tax calculation the federal tax
laws that applied to that taxable year. (The October and December dates are the date of
the two most recent incorporations.) The election was available to taxpayers who were
subject to the corporation franchise tax or personal income tax and to electric companies
that are subject to municipal income taxes.

The bill updates this election so that it may be made for a taxpayer's taxable year
ending after December 15, 2010, but before the bill's effective date. The act retains a
provision specifying that similar elections made under prior versions of the law remain
effective for the taxable years to which the previous elections applied.

Emergency clause

The bill declares an emergency, causing the bill to become effective immediately
and exempting it from the referendum.

3R.C. 5747.01(A)(20) and (21) and (S)(14).
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HISTORY

ACTION DATE

Introduced 01-26-11
Reported, H. Ways & Means 02-10-11
Passed House (89-7) 02-15-11
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