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Form 27 Updates 

Resulting from HB5 NOL 

Implementation

Alicia Kline – Business Compliance Manager

Shylo Carmody – Business Examiner
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 Form Updates

 Examples

 Exceptions to Every Rule

 Additional Points to Consider



Applicable Law



718.01(A)(1)

Definition of municipal taxable income:

"Municipal taxable income" means the following: (a) For a

person other than an individual, income apportioned or

sitused to the municipal corporation under section 718.02 of

the Revised Code, as applicable, reduced by any pre-2017

net operating loss carryforward available to the person for

the municipal corporation.



718.01(SS)(1)

Definition of pre-2017 net operating loss carryforward:

"Pre-2017 net operating loss carryforward" means any net

operating loss incurred in a taxable year beginning before

January 1, 2017, to the extent such loss was permitted, by a

resolution or ordinance of the municipal corporation that

was adopted by the municipal corporation before January 1,

2016, to be carried forward and utilized to offset income or

net profit generated in such municipal corporation in future

taxable years.



718.01(D)(2)

Definition of net profit:

"Net profit" for a person other than an individual means

adjusted federal taxable income reduced by any net

operating loss incurred by the person in a taxable year

beginning on or after January 1, 2017, subject to the

limitations of division (D)(3) of this section.



718.01(D)(3)(d)

Law concerning the pre-2017 NOL carryforward deduction:

Any pre-2017 net operating loss carryforward deduction that

is available may be utilized before a taxpayer may deduct

any amount pursuant to division (D)(3) of this section.



718.01(D)(3)(a)

Law referring to the taxable income limitation:

The amount of such net operating loss shall be deducted

from net profit to the extent necessary to reduce

municipal taxable income to zero, with any remaining

unused portion of the net operating loss carried forward

to not more than five consecutive taxable years following

the taxable year in which the loss was incurred, but in no

case for more years than necessary for the deduction to

be fully utilized.



718.01(D)(3)(c)(i)

Law concerning the phase in of the 50% NOL limitations 

and its duration:

For taxable years beginning in 2018, 2019, 2020, 2021,

or 2022, a person may not deduct, for purposes of an

income tax levied by a municipal corporation that levies

an income tax before January 1, 2016, more than fifty

per cent of the amount of the deduction otherwise

allowed by division (D)(3) of this section.



718.01(D)(3)(c)(ii)

Law concerning when the 50% NOL application changes 

back to 100%:

For taxable years beginning in 2023 or thereafter, a

person may deduct, for purposes of an income tax levied

by a municipal corporation that levies an income tax

before January 1, 2016, the full amount allowed by

division (D)(3) of this section without regard to the

limitation of division (D)(3)(b)(i) of this section.



Form 27 Updates



Pre-2017 vs. Post-2017

 The law is ambiguous as to which loss to use first: 

 Pre-2017 NOL (old) or Post-2017 NOL (new)

 As a result, the Form 27 has been designed to allow 

taxpayers to determine which order to use their 

NOLs. 

Please Note:  Pre-2017 (old) means 2016, 2015, 2014, and 2013 

Post-2017 (new) means for 2017 and later



2018 RITA

Net Profit 

Tax Return
Form  27





A Quick Word about “Un-apportion”

 Sometimes referred to as “Gross Up”

 Why determine an Un-apportioned amount?

 Because the income was apportioned in order to

apply the Pre-2017 NOL, in order to properly apply

the Post-2017 (pre-apportioned) NOL, we must give

the income the same value it had prior to being

apportioned for municipal purposes and therefore

reverse this apportionment.

 The un-apportioned income / Gross Up is calculated

by dividing the subtotal (Apportioned Income less the

Pre-2017 NOL) by the apportionment percentage



Examples
Please Note:  Pre-2017 (Old) means 2016, 2015, 2014, and 2013 

Post-2017 (New) means for 2017 and later



Example 1 & 2 Fact Pattern



Example 1 & 2 Overview



Example 1 Form 27
Using Post-2017 NOL first



Example 2 Form 27
Using Pre-2017 NOL first



Example 2 

Form 27 

Worksheet

Using Pre-2017 NOL first





Example 1 & 2 Form 27
Comparison



Example 3 & 4 Fact Pattern



Example 3 & 4 Overview



Example 3 Form 27
Using Post-2017 NOL first



Example 4 Form 27
Using Pre-2017 NOL first



Example 4 

Form 27 

Worksheet
Using Pre-2017 NOL first





Example 3 & 4 Form 27
Comparison



Example 5 & 6 Fact Pattern



Example 5 & 6 Overview



Example 5 Form 27
Using Post-2017 NOL first



Example 6 Form 27
Using Pre-2017 NOL first



Example 6 

Form 27 

Worksheet

Using Pre-2017 NOL first





Example 5 & 6 Form 27
Comparison



Difference when considering which 

NOL is to use first

 When the Post-2017 NOL CF is greater than the current year

taxable income less Pre-2017 NOL CF, it matters which NOL

is used first.

 It is more favorable to the taxpayer (in the current tax

year) to use the Post-2017 NOL CF first to reduce more

of the income (except when the Pre-2017 NOL CF can

reduce the income to zero)

 Said differently, whenever the loss would be, in effect,

limited to 50% of the income regardless of which NOL CF

is used first, it benefits the taxpayer (in the current

year) to take the Post-2017 NOL CF first. This is because

more of the income can be offset.



Exceptions to Every Rule



Exception when considering which 

NOL to use first

 When the Pre-2017 NOL CF exceeds the current year

income and the apportionment is less than 100%, the

TP benefits from using the Pre-2017 NOL CF 1st

because they are left with more total NOL CF available

to future years.



Example 7 & 8 Fact Pattern



Example 7 & 8 Overview



Additional Points to Consider:

 RITA offers the TP the option to use the new loss first if it 
benefits them.

 Modernized eFiling (MeF) makes these calculations easier 
and is available with software vendors who have 
completed testing with us. For a current list of approved 
vendors, please visit 
http://www.ritaohio.com/TaxProfessionals/Home/MefPart
ners .

 Form 27 Excel Auto Calc will be available soon and is a 
great tool to aid in completing the form. 

http://www.ritaohio.com/TaxProfessionals/Home/MefPartners


Individual Forms Update

Form 32 Est-Ext,10a and 37

Scott Dunford - Individual Tax Processing Manager



Form 32 Est-Ext.

• Developed to allow taxpayers to create or amend

estimates, make balance due payments on extended

returns, and request a RITA extension if no Federal

extension is requested.

• Sections are re-ordered for better flow.

• Section 1 is now to declare estimate

• Section 2 is to make and allocate payment

• Section 3 is the extension

• Section 4 is the verification Section.



Form 32 Est - Ext



Form 32 Est-Ext.

• Please complete all relevant sections.

• When making payment in section 2, please allocate the

amounts on lines 1 and 2 for the balance due for 2018 and

the amount applied to the 2019 estimate if applicable.

• If you need to allocate the payments to more than one

municipality, please do so in section 4. Please do not use

“generic” names in section 4, be specific.



Form 10A  - Application for Refund

• Form used to request a refund of overpaid tax.

• Primarily used for tax withheld by employers, but can also be used to 

request overpayments on individual accounts.

• Major Change for this year is the elimination of 2106 expenses for most 

taxpayers. 

• Can only be claimed by qualified performing artists, fee basis state or local 

government officials or employees with impairment related work expenses.



Form 10a Pg 1.
• Complete demographic 

section at the top with full 
name, address and SSN.

• Select a reason for refund 
from 1-10.

• Complete the Claim section 
at the bottom of the form.

• If you are a RITA 
resident, or will owe tax 
to other municipalites as 
a non-RITA resident you 
can allocate money to 
your account to cover 
this

• List the amount of net 
refund claimed on line 6.



Form 10a, pg. 2

• If applicable, the Employer 

Certification section is 

required to be completed.  

• Employer must complete 

parts 1 and 2, and provide a 

signature in part 2.

• Taypayer signs the bottom of 

the form.

• Mail to the P.O. Box in the 

lower right corner once 

complete.



Form 10a, pg. 3

• If applying for a refund for 
days worked out of the 
municipality, the days out 
calculation should be 
completed.

• Ensures accurate 
accounting for days both 
in and out of the 
municipality.

• Days out log is required 
for all days out requests. 
If additional space is 
needed, or the 
information is contained 
in a different format, 
that is acceptable to 
attach to the 10a.



Form 10A  - Application for Refund

Helpful Hints:

• Send in all required information with the form on submission 

including, W-2 forms, employer certification, days out logs 

and any other documents required for your specific request.

• If you are a resident of RITA, a refund will not be issued until 

the 2018 form 37 is filed and processed. 

• Mail form 37 and 10a in together, it will help in processing 

both.

• Electronically filed returns should send the paper W-2 form 

with the 10a.



Form 37 – Individual Municipal Return

This form is used by all individuals, residents and non-residents 

to report taxable income to RITA municipalities.

• Essentially unchanged from TY 2017.

• 2 new worksheets to account for NOL phase in.

• Can be used to report any income type, by any individual.

• Main parts are Section A, Section B, Schedule J and Schedule 

P.



Form 37 Pg. 1

• Demographic section.  

Names, current address, SSN.

• Informational check boxes.  

Filing status, extension, 

amended return, RITA 

residence.

• City/Village Township of 

residence section.

• Section A for reporting W-2 

and W-2G income.

• Taxpayer and preparer 

signature lines.



Form 37 Pg. 2

• Section B.

• Lines 1-22 used for 

residents of RITA 

municipalities to 

compute tax due to 

resident and workplace 

municipalities.

• Non-Residents use lines 

10-22 to account for tax 

due RITA workplaces.

• Credit rate worksheet for 

residents to compute line 5b.



Form 37 Pg. 3

• Schedule J

• Used to report non-wage 
income from self-
employment, rental, 
farm income or other 
sources.

• Used to report 
Partnership, S-
Corporation or Trust 
income earned in 
Resident city or Non-
Taxing areas ONLY.

• Schedule K used to 
compute tax due or paid 
to other cities on W-2 
earnings.



Form 37 Pg. 4

• Worksheet L

• Used in situations where 

gains and losses exist 

across multiple 

municipalities. 

• Allocates losses against 

gains to compute taxable 

gain amounts for 

municipalities.

• Computes direct 

payments and potential 

credit on the adjusted 

gains for residence tax 

purposes.



Form 37 Pg. 5

• Schedule P

• Used by residents of RITA 

municipalities to report 

income from Partnership, 

S-Corporations and Trusts 

derived from other 

taxing areas.

• Worksheet R

• Used to compute payments 

made on an owner’s behalf 

to the resident municipality 

on Partnership, S-Corp or 

Trust income.  These 

payments are reported on 

line 7b.



Form 37 Pg. 6

• NOL Worksheets

• Resident

• Computes allowable loss 

amounts for residents of 

RITA municipalities.

• Workplace

• Computes allowable loss 

amounts for workplace 

municipalities for both 

RITA residents and non-

residents.

• Both worksheets account for 

the phase-in of 2017 losses 

beginning in 2018.



Form 37 – Individual Municipal Return

Helpful hints for form 37.

• Attach all documentation.

• W-2, W-2G and 1099 forms

• Schedules C, E and F if applicable.

• Any attachments to schedules.

• Sign and date page 1.

• Mail to the appropriate PO box by April 15, 2019.



NOL worksheet examples for 

Individuals.



NOL worksheet example 1.

TP is a full year resident of a RITA municipality.

• All income and loss allocable to resident city.

• Current year rental income of $10000

• Pre 2017 loss of $(2500)

• taken from 2017 form 37 line 28 

• 2017 loss of $(7500)

• Taken from 2017 form 37 schedule J line 29

• Using new loss first.



NOL ex. 1

• Fills out resident worksheet only.

• Total Resident NOL carry forward 

reported on line 1. 

• Pre 2017 loss entered on line 2

• Line 3 determines how much pre 

2017 loss is still available to 

utilize.

• Line 4 computes the 2017 loss 

available in total.

• Lines 4a-4c compute the amount 

of loss  available to utilize at 50%.  

• Line 5 applies the 50% limitation.

• Line 6 is the total amount of loss 

available to report for 2018. This 

number moves to Schedule J, line 

28.



NOL ex. 1 (con’t)

The Schedule J would look like 

this.

Rental income of $10000 

reported to the resident 

municipality.

Resident loss of ($5000) 

reported on line 28.

Net taxable income from 

rental is $5000.

TP still has ($2500) left from 

his 2017 loss to use in 2019.



NOL worksheet example 2.

TP is a full year resident of a RITA municipality.  

• Current year Schedule C income of $7000

• Current year Rental Loss in City B of ($4000)

• 2017 loss of $(5000)

• Taken from 2017 form 37 schedule J line 29



NOL ex. 2

• Fills out resident worksheet only.

• Total Resident NOL carry forward 
reported on line 1. 

• Pre 2017 loss entered on line 2, zero in 
this example.

• Line 3 determines how much pre 2017 
loss is still available to utilize. Zero.

• Line 4 computes the 2017 loss 
available in total.

• Lines 4a-4c compute the amount of 
loss  available to utilize at 50%.

• NOTE: When using 2017 and 
forward losses, the amount 
available to be utilized cannot 
exceed the current year income. 

• Line 5 applies the 50% limitation.

• Line 6 is the total amount of loss 
available to report for 2018. This 
number moves to Schedule J, line 28.



NOL ex. 2 (con’t)

The Schedule J would look like 
this.

Schedule C income of $7000 
reported to the resident 
municipality.

Rental Loss of ($4000) 
reported to City B

Net Current year income of 
$3000

Resident loss of ($1500) 
reported on line 28.

Net taxable income from 
rental is $1500.

TP still has ($3500) left from 
his 2017 loss to potentially use 
in 2019.



NOL worksheet example 3.

TP is a full year non-resident of a RITA municipality.  

• Has rental income of $4000 in City A.

• Has rental Income of $3000 in City B.

• Has NOL carry forward of ($5000) in City A.

• ($2000) from 2017, ($3000) Pre-2017.

• Has NOL carry forward of ($2000) in City B.

• All ($2000) is pre 2017.



NOL ex. 3.

• Fills out workplace worksheet 
only.

• Reports current year income on 
line 1.

• Enters Net income or loss from 
2017 schedule j line 27 on line 
2.

• Enters Pre-2017 loss from 2017m 
schedule J line 30 on line 3.

• Computes total available NOL on 
line 4

• Line 5 Computes the amount of 
2017 loss is available to use at 
50%.

• Line 6 is the total loss allowable 
by Municipality after the 
limitation is applied.



NOL ex. 3 (con’t)

The Schedule J would look like 
this.

Rental income of $4000 in City 
A, $3000 in City B.

Net Current year income of 
$4000 in City A, $3000 in City 
B.

Allowable Loss of ($4000) in 
City A, ($2000) in City B.

Net taxable income from 
rental in City A is $0, $1000 in 
City B.

TP still has ($1000) left from 
his 2017 loss to potentially use 
in 2019 in City A, All Prior loss 
has been exhausted in City B.



- Tax Cuts and Jobs Act

- Pass-Through Entities
Jeffrey P. Sherman – Assistant Legal Counsel



Tax Cuts and Jobs Act
Impact on Municipal Income Taxes



Impacts Four Areas on the Municipal 

Income Tax Return 

 IRS form 2106 deductions

 IRS Schedule C gambling 
losses

 Additional first-year depreciation 
expenses and bonus depreciation

 Qualified Business Income 
(“QBI”) deduction

84



IRS form 2106 deductions

 The new law repeals IRS form 2106
deductions for most taxpayers.

 Form 2106 is (was) used to deduct 
( i)  unreimbursed employee business 

expenses and 
(ii)  miscellaneous expenses.

 Ohio Revised Code section 718.01(A)(2)
allows a municipal income tax deduction
for employee business expenses 
allowed to be deducted on IRS form 2106.



IRS form 2106 deductions

 So for the next several years (years 

2018 – 2025) no municipal income tax 

deduction for those taxpayers who, but for

the new federal income tax law, would be 

eligible to file IRS form 2106.

4



IRS Schedule C Gambling 

Losses 

 The definition of “gambling losses” now 

includes all expenses incurred in 

carrying out the trade or business of 

being a professional gambler.

 That is, a professional gambler’s IRS

Schedule C can no longer show a net
loss.

87



IRS Schedule C Gambling 

Losses 

 So professional gamblers can no longer

deduct business expenses (for example,

travel, transportation, office expenses) to

the extent the sum of (i) gambling losses

and (ii) such business expenses exceed 

gambling winnings.

88



Additional First-year Depreciation Expenses and 

Bonus Depreciation Expenses

 These expenses qualify for 
municipal income tax deductions
to the extent these expenses are
allowed as a deduction on any of
IRS forms C, E, and/or F.

89



Qualified Business Income 

(“QBI”) Deduction

 This deduction is not claimed on
IRS Schedule C, E, and/or F.

 Rather, this deduction is claimed
as a deduction from federal 
adjusted gross income.

 Ohio Revised Code chapter 718
does not provide for the QBI
deduction.

90



Qualified Business Income 

(“QBI”) Deduction

 No municipality for which RITA 
administers the municipal 
income tax has enacted any 
ordinance allowing for the QBI 
deduction.

 So the QBI deduction is not
available on RITA’s municipal 
income tax return, form 37.

91



Pass-through Entities



TODAY’S PTE AGENDA

 Definitions

 Summary of the provisions affecting 

persons owning an interest in a PTE

 Summary of the provisions affecting 

PTE’s, themselves

 Resident credit on account of PTE tax

paid to other municipalities

 Examples
93



94

PASS-THROUGH ENTITY

"Pass-through entity" means a partnership not 
treated as an association taxable as a C corporation 
for federal income tax purposes, a limited liability 
company not treated as an association taxable as a 
C corporation for federal income tax purposes, an S 
corporation, or any other class of entity from which 
the income or profits of the entity are given pass-
through treatment for federal income tax purposes. 
"Pass-through entity" does not include a trust, 
estate, grantor of a grantor trust, or disregarded 
entity. 
Division (N) of Ohio Revised Code section 718.01



95

DISREGARDED ENTITY

"Disregarded entity" means a single 

member limited liability company, a 

qualifying subchapter S subsidiary, or 

another entity if the company, 

subsidiary, or entity is a disregarded 

entity for federal income tax purposes.     

Division (BB) of Ohio Revised Code section 718.01

95



Summary of the Provisions Affecting PTE 

Owners

96



Owners of PTE’s

 PTE income and losses never “flow through” to 
nonresidents. 

 PTE income and losses generally never “flow 
through” to other PTE’s.  See subsequent slides 
for exceptions.

 PTE income and losses generally do “flow 
through” to residents.  See subsequent slides for 
exceptions.

97



Owners of PTE’s

 PTE income and losses some times “flow through” 

to C corporation owners of the PTE.  

See subsequent slides for discussion.

98



Owners of PTE’s

 Each owner of a publicly traded partnership 

(“PTP”) shall exclude from the owner’s income 

the profit or loss of that PTP if  . . .

. . . The PTP is subject to tax in at least 

one Ohio municipality and 

. . . The PTP makes an election to be 

treated as a C corp. for municipal income 

tax purposes (yearly election).
99



Owners of PTE’s

 A “publicly traded partnership” means any 

partnership, an interest in which is regularly 

traded on an established securities market. 

See divisions (D)(4) and (VV) of Ohio Revised Code section 718.01 as 

amended by Amended Substitute House Bill 84, 131st General Assembly.

100



Owners of S Corporations

 Limitations for owners of S corporations still 

apply.

 Income and losses of S corporations do not “flow 

through” to an owner unless the owner lives in a 

municipality that voted in 2003 or 2004 to 

permit taxation of S corporation owners.

 Two methods of taxing the S corp. owners:

- “Ohio-apportioned” (not “city-apportioned”)

income, or

- 100% of the income.
101



C Corporations Owning an Interest in a PTE

 Except as set forth in division (E)(3)(b) of 
section 718.06 of the Revised Code (discussed 
below), the C corporation must deduct any net 
profit, and add any net loss, of each PTE owned 
“directly or indirectly” by the C corporation.

 Source:  718.01(A)(1)(a); 718.01(B)(3); 718.01(D)(1); 
718.01(E), first paragraph; and 718.01(E)(9) & (E)(10).

102



C Corporations Owning an Interest in a PTE

 Except as set forth in division (E)(3)(b) of 
section 718.06 of the Revised Code (discussed 
below), the C corporation must deduct any net 
profit, and add any net loss, of each PTE owned 
“directly or indirectly” by the C corporation.

 “Directly or indirectly” is not defined in 
chapter 718 (or in chapter 1 of Title 
1,”Definitions”).

103



PTE’s Owning an Interest in another PTE

 Except as set forth in division (E)(3)(b) of section 
718.06 of the Revised Code (discussed below), each 
PTE must deduct any net profit, and add any net 
loss, of every other PTE owned “directly or 
indirectly” by the PTE (same rule as for C 
corporations owning an interest in a PTE).

 Source:  718.01(A)(1)(a); 718.01(B)(3); 718.01(D)(1); 718.01(E), 
first paragraph; 718.01(E)(9) & (E)(10); and the first paragraph 
following (E)(10) of 718.01.

104



Division (E)(3)(b) of Section 718.06 of the 

Revised Code

 A corporate “affiliated group” each year can make 
the 718.06(E)(3)(b) election to include in the group’s 
income the “net profit” (loss) of one, some, or all of 
the at-least-80%-owned-by-the-group PTE’s (“owned 
or controlled, directly or indirectly, by an affiliated 
group . . .”).

 Also included are such PTE’s property, payroll, and 
sales (receipts).

105



Summary of the Provisions Affecting PTE’s, 

Themselves

106



Most PTE's Remain Subject to Income 

Tax

107

 Exception:  If a corporate “affiliated group” makes the 
718.06(E)(3)(b) election to include in the group’s 
income the net profit” (loss) of an at-least-80%-
owned-by-the group PTE, then . . .  

. . . the PTE is not subject to municipal income tax.  
See 718.06(E)(3)(b).



Most PTE's Remain Subject to Income 

Tax

108

 Recall that a C corp.’s adjusted federal taxable 

income (“AFTI”) generally excludes net profit or loss 

from any PTE owned by the C corp.  
See 718.01(E)(9) & (E)(10), subject to 718.06(E)(3)(b).

 So, a PTE’s AFTI generally excludes net profit 

(loss) from any other PTE.



Most PTE's Remain Subject to Income 

Tax

 718.01(D)(1) defines “net profit” for “a person other than an 
individual” as “adjusted federal taxable income” (“AFTI”) defined 
at 718.01(E).  

 Just as under previous law, PTE’s must compute AFTI “as if the 
taxpayer were a C corporation, except . . . [for certain PTE 
adjustments discussed on subsequent slides] . . .”.               See 
the first paragraph after 718.01(E)(10).

 Note that Ohio Revised Code section 718.01(E)(8) provides for a 
phased-in five year NOL carryforward deduction for post-2016 
NOL’s.  So, PTE’s can deduct NOL cfd’s, too.

109



Most PTE's Remain Subject to Income 

Tax

 New law – similar to pre-2016 law – expressly requires 
PTE’s to make three add-backs:

- Guaranteed payments – UNLESS 
“such payments are in consideration 
for the use of capital and treated as 
payment of interest under IRC section 
469.” [The “UNLESS” clause is not in 
pre-2016 law]

110



Most PTE's Remain Subject to Income 

Tax

 New law – similar to pre-2016 law – expressly requires 
PTE’s to make three add-backs:

- Amounts paid/accrued to a qualified 
self-employed retirement plan with 
respect to partners, former partners,
shareholders, former shareholders, 
members, and former members.

111



Most PTE's Remain Subject to Income 

Tax

 New law – similar to pre-2016 law – expressly requires 
PTE’s to make three add-backs:

- Amounts paid/accrued to or for life 
insurance for partners, former partners,
shareholders, former shareholders, 
members, and former members.

112



Most PTE's Remain Subject to Income 

Tax

 Per the first paragraph after 718.01(E)(10), adjusted 
federal taxable income for PTE’s is computed “as if the 
taxpayer were a C corporation, except . . . [for three PTE 
adjustments discussed on the immediately preceding slides] . . .”.

 Let’s focus on the clause, set forth above, 

“ . . . as if the taxpayer were a C 
corporation . . .”

113



Most PTE's Remain Subject to Income 

Tax

 On account of that clause (also in pre-2016 law), the PTE must 
make many other adjustments such as the following:

- PTE’s must pay tax on IRC section 291 income which 
applies to “corporate” sales of “section 1250” property
(section 291 does not apply to individuals, estates, and 
trusts).

- PTE’s must compute the charitable contribution limits 
at the entity level.

- PTE’s must add back any additional depreciation 
deduction allowed to (and deduct any depreciation
expense not allowed to) the PTE on account of IRC
sections 743 and 754.

114



Most PTE's Remain Subject to Income 

Tax

 On account of that clause (also in pre-2016 law), the PTE 
must make many other adjustments such as the following:

- PTE’s must add back any additional depreciation
deduction not allowed to a C corporation per IRC
section 362(e).

115



116

If a municipality does not tax the 
resident on the resident’s share of S 
Corp. profit, then the municipality will 
not allow a credit with respect to muni.
tax which the S Corp. paid to one or 
more municipalities.

Resident Credit on Account of PTE 

Tax Paid to Other Municipalities



117

Examples

NOTE #1 REGARDING THE EXAMPLES:  

- In all the examples the “residence”
municipality provides a nonrefundable credit 
equal to the product of . . .

(i) the income taxed elsewhere and 

(ii) the lesser of the “elsewhere” tax rate or the 
residence municipality tax rate.

Resident Credit on Account of PTE 

Tax Paid to Other Municipalities
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Examples

NOTE #2 REGARDING THE EXAMPLES:  

- “PTE” is shorthand for “partnership and includes
S Corp. but only if the resident shareholder(s)
live(s) in a municipality which taxes the 
shareholder(s) on 100% of the S Corp. profit.”

Resident Credit on Account of PTE 

Tax Paid to Other Municipalities



Example #1

- Pat resides in Municipality R (2% tax rate).

- Pat’s only income is a $50,000 distributive share of
PTE income from PTE A doing business solely in 
Municipality A (2% tax rate).

- PTE A paid to A $1,000 with respect to Pat’s   
$50,000 distributive share of income.

- Result:  Pat will owe no tax to R.

- Reason:  The $1,000 R tax, which is 2% X $50,000, before 
credits is reduced by Pat’s $1,000 share of PTE A’s tax 
which PTE A paid to municipality A.

Resident Credit on Account of PTE 

Tax Paid to Other Municipalities



120

Example #2

- Pat resides in municipality R (2% tax rate).

- Pat works in township T and earns qualifying 
wages of $50,000 there.

- Pat has a -$50,000 distributive share of PTE 
loss (assume not a PAL).

- Pat has a $50,000 distributive share of PTE 
income from another PTE.   
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Example #2 (continued)

- Pat’s municipal taxable income for R is 
$50,000:  $50K in qualifying wages - $50K
PTE loss + $50K income from the other PTE.

- Pat’s tax before credits is $1,000:  2% X $50K.

- Pat cannot claim as a credit the $1,000 of tax
paid by the profitable PTE (with respect to Pat’s
+$50K distributive share of income from that 
PTE).



Example #2 (continued)

- Reason:  Credits on account of PTE tax 

paid cannot reduce tax due on qualifying 
wages.



Example #3
- Pat resides in Municipality R (2% tax rate).

- Pat has a $50,000 distributive share of PTE income from 
PTE A doing business solely in Municipality A (2% tax rate).

- PTE A paid to A $1,000 with respect to Pat’s $50K distributive 
share of PTE A profit. 

- Pat has a $40,000 distributive share of PTE income from 
PTE B.  PTE B is not subject to any municipal income tax.

- Pat has a -$40,000 distributive share of PTE loss from PTE 
C (the loss is not a PAL).



Example #3 (Continued)
- Pat’s municipal taxable income is $50,000:

+$50K from PTE A + $40K from PTE B - $40K loss from PTE C.  
Note that in the previous example Pat’s MTI was also 
$50,000.

- In this example Pat’s tax, before credits, due to R is $1,000:  
2% X $50,000 municipal taxable income.

- Note that in the previous example Pat’s tax – before credits -
- due to R was also $1,000.



- However, in this example Pat’s nonrefundable credit will 
be $556 -- not $1,000.

- Reason:  Pat’s -$40,000 loss from PTE C must be 
“apportioned” to (i) the income from PTE A and (ii) the 
income from PTE B.

- The amount of the PTE C’s loss apportioned to PTE A’s 
$50,000 income is -$22,222:
$50K from PTE A/[$50K from PTE A + $40K from PTE B] X 
-$40,000 loss from PTE C.
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- So, the credit with respect to PTE A tax paid will 
be $566:  2% tax rate in municipality A X [$50,000 
PTE A’s profit - $22,222 PTE C’s loss apportioned to 
PTE A].  Recall that PTE B paid no tax; so, the portion of PTE C’s 
loss apportioned to PTE B has no impact on allowable credits.
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Example #4:  Credits

Facts

 Pat lives in municipality R, a 2.5% municipality which allow a 

full credit for municipal income taxes paid elsewhere.

 Pat has invested in PTE A which is located solely in 

municipality A, a municipality imposing a 2.5% tax rate.

 Pat's share of the PTE A's profit is $10,000, and Pat's share of 

the municipality A tax paid by PTE A is $250: $10,000 X 2.5%.
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Example #4:  Credits

 On account of an IRC section 754 election to deduct an 

additional $10,000, Pat's net share of PTE A profit 

reported on IRS Schedule E is -0-.

 Pat also has investment in PTE B which is not located in 

any municipality imposing income tax. 

 Pat's share of PTE B profit is $10,000 which Pat properly 

reports on IRS Schedule E.
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Example #4:  Credits

Results

 Pat's municipal taxable income ("MTI") for municipality R is 

$10,000:

+ $10,000 from PTE A - $10,000 IRC section 754 adjustment + 

$10,000 from PTE B.

 Pat's municipality R tax before credits is $250: $10,000 MTI 

X 2.5%.

 Pat can claim no credit with respect to the $250 tax-paid 

amount passing through from PTE A to Pat.
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Reason:

 The municipality R tax on Pat's share of PTE A's profit, 

after adjustment for the IRC section 754 election, is -0-.

 The $250 credit passing through from PTE A to Pat can 

only be used to reduce the municipality R tax otherwise 

due on account of Pat's investment in PTE A.

 Because the municipality R tax otherwise due on account 

of Pat's investment in PTE A is -0-, no credit, with respect 

to PTE A’s tax paid to municipality A, is available to Pat.
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Example #5:  Credits

Facts

 Pat lives in municipality R, a 2.5% municipality which allows 

a full credit for municipal income taxes paid elsewhere.

 Pat has invested in PTE A which is located solely in 

municipality A, a municipality imposing a 2% tax rate.

 Pat's share of the PTE A's profit is $10,000, and Pat's share of 

the municipality A tax paid by PTE A is $200: $10,000 X 2%.



Example #5:  Credits

Results

 On account of an IRC section 754 election to deduct an 

additional $9,000, Pat's net share of PTE A profit reported on 

IRS Schedule E is $1,000.

 Pat's municipal taxable income ("MTI") for municipality R is 

$1,000:

+ $10,000 from PTE A  - $9,000 IRC section 754 adjustment.

 Pat's municipality R tax before credits is $25: $1,000 MTI X 

2.5%.

 Pat’s allowable credit will be $20, not $25.
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Reason:

 On account of the IRC section 754 deduction, Pat is paying 

to municipality R municipal income tax on only $1,000 of the 

PTE A distributive share (that tax, before credits, is $25:  

2.5% municipality R’s tax rate X $1,000).

 With respect to that net $1,000 distributive share amount, 

the municipal income tax paid by PTE A to municipality A

was only $20:  $1,000 X 2% tax rate in municipality A.
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Reason:

 So, the credit available to Pat is only $20:  The lesser of . . .

. . . the $25 tax, before credits, owed to municipality R with 
respect to the net $1,000 PTE A profit Pat reported on IRS 
Schedule E, 

or
. . . the $20 municipal income tax paid by PTE A to 
municipality A with respect to that net $1,000 profit Pat 
reported on IRS Schedule E. 

 Thus, Pat owes $5 income tax to municipality R.



 So, Pat owes $5 income tax to municipality R even though 

Pat's share of the municipality A tax paid by PTE A is 

$200: $10,000 X 2%.

 However, Pat does not have to pay any net tax due which 

is . . .

. . . “ten dollars or less” per division (G)(1) of 

Ohio Revised Code section 718.05 

or

. . . “less than ten dollars” per division (H)(1) of

Ohio Revised Code section 718.05. 



To submit CPE verification using the 

“11 Code Words”, email the list to 

municipalservices@ritaohio.com.
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