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Highlights

®  Excluding subcontractor payments under a construction contract from taxpayers’
commercial activity tax (CAT) liability would result in a revenue loss roughly between
$26.7 million and $53.3 million per year. The revenue loss may begin as early as FY 2027.

" All revenues from the CAT are currently deposited into the GRF after 0.65% of CAT
collections are set aside to defray administrative costs in the Revenue Enhancement Fund
(Fund 2280). Thus, 98.25% of all remaining revenue losses, or roughly between
$26.0 million and $52.1 million per year would be borne by the GRF.

®  Under existing law, each month 1.75% of total GRF tax revenue is distributed to the Local
Government Fund (LGF). Thus, the LGF would bear nearly 1.75% of the CAT revenue loss
or roughly between $464,000 and $927,000 per year.

Detailed Analysis

The bill excludes receipts under a construction contract to the extent the taxpayer is
obligated to pay those receipts to a subcontractor under a subcontract from gross receipts, which
would exclude subcontractor payments from the commercial activity tax (CAT) liability.

The CAT is a business privilege tax measured by taxable gross receipts (TGR), paid by
persons or entities doing business in the state and having more than $6 million of such receipts
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in a calendar year (CY), beginning on January 1, 2025.1 Any TGR that is more than the exclusion
amount is subject to the 0.26% tax rate.

Fiscal effect

The bill is expected to result in a loss of revenue from the CAT by roughly between
$26.7 million and $53.3 million per year, assuming the bill is effective by April 1, 2026. The
estimated amounts are based on data and assumptions below.

Currently, all revenues from the CAT are deposited into the GRF after 0.65% of CAT
collections are set aside to defray administrative costs in Fund 2280. Thus, 98.25% of all revenue
losses, or roughly between $26.0 million and $52.1 million per year would be borne by the GRF.
Under existing law, each month 1.75% of total GRF tax revenue is distributed to the Local
Government Fund (LGF). Thus, the LGF would bear nearly 1.75% of the CAT revenue loss under
the bill or roughly between $464,000 and $927,000 per year.

Estimate of construction work done by subcontractors

Ohio construction sector statistics are sourced from Construction: Summary Statistics for
the U.S., States, and Selected Geographies: 2022, 2022 Economic Census, prepared by the U.S.
Census Bureau, which include gross value of construction work in the state, cost of construction
work subcontracted out to others, and value of construction work subcontracted in from others.?
In 2022, the total gross value of construction work in the state was $81.10 billion, including
$18.62 billion in cost of construction work subcontracted out to others. Thus, the share of work
subcontracted to others equals about 23% of the value of all work completed. The percentage is
comparable to the share in the previous economic census, which indicated that 21% of the value
of construction work completed in 2017 was attributable to subcontractors. Based on the recent
data, LBO staff estimated the CAT revenue loss by assuming the cost of construction work
subcontracted out to others ranges between 15% and 30% of the gross value of construction
work in the state.

Potential revenue loss

Based on data in the CAT-1 FY 2025 Commercial Activity Tax: Number of Returns and
Reported Financial Data, by Industrial Classification, dated October 15, 2025, prepared by the
Ohio Department of Taxation, in FY 2025 the construction sector’s CAT gross TGR amounted to
$68.37 billion. After an exclusion of $13.48 billion (which was near the tax year 2024 statutory
maximum of nearly $3 million per taxpayer), the net TGR was $54.90 billion. Applying 0.26% CAT
rate, the total tax liability for all taxpayers in the construction sector was about $142.7 million.
In addition, based on current rule, Rule 5703-29-13, Commercial activity tax definition of “agent,”

! Prior to January 1, 2025, businesses with more than $3 million TGR a year in Ohio had to pay the CAT. In
addition, businesses that made more than $150,000 a year in TGR prior to January 1, 2024, had to pay the
CAT.

2 Cost of construction work subcontracted out to others represents payments to subcontractors for
construction work. It excludes the cost of nonconstruction work subcontracted out unless it is incidental
to the primary construction activities of the subcontractor.
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payments made to subcontractors under certain construction contracts may be excluded from
CAT gross receipts.

Assuming between 15% and 30% of future construction projects’ value is done by
subcontractors, the additional estimated payments to subcontractors that would be excluded
under the bill roughly range between $10.26 billion and $20.51 billion per year. Applying the CAT
rate of 0.26%, the estimated revenue loss would range roughly between $26.7 million and
$53.3 million per year. Based on the aforementioned rule, some payments made to
subcontractors may have already been excluded from the TGR, thus actual revenue losses could
be somewhat lower than the estimated range depending on taxpayers’ actual liability and actual
payments made to subcontractors that would be excluded from gross receipts.
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