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• This document and information is provided by Ary Roepcke 
Mulchaey, P.C. and the presenter for general guidance only, and does 
not constitute the provision of legal advice, accounting services, 
investment advice, written tax advice, or professional advice of any 
kind.

• The information provided herein should not be used as a substitute 
for consultation with professional tax, accounting, legal, or other 
competent advisors.

• Before making any decision or taking any action, you should consult 
with a professional adviser who has been provided with all pertinent 
facts relevant to your particular situation.

• The information is provided “as is” with no assurance or guarantee 
of completeness, accuracy, or timeliness of the information, and 
without warranty of any kind, express or implied, including but not 
limited to warranties of performance, merchantability, and fitness 
for a particular purpose.

Disclaimer



• First $250,000 of business income not taxed

• Business income over $250,000 is taxed a flat 
rate of 3%

• Highest Ohio tax bracket is 3.99%

Ohio Business Income



• What is considered business income?
– Schedule C income

– Flow-through income from partnership and S-
Corporation

– Wages paid to at least 20% or more owners

– Gain from sale of business assets

– What about gain from sale of stock or membership 
interest?

Ohio Business Income



Ohio Business Income



• On June 24th, Governor DeWine signed House Bill 515 into law.  The law became 
effective September 21, 2022

– Clarifies that the sale of an equity or ownership interest in a business qualifies 
for the Ohio Business Income Deduction

– The bill’s changes apply to any transactions, refund applications, audits, 
petitions for reassessments and appeals pending on or after the bill’s 90-day 
effective date

– To qualify as business income, certain requirements must be met including 
either 

• a) the sale must be treated for federal tax purposes as the sale of assets 
or 

• b) the seller materially participated in the activities of the business during 
the taxable year in which the sale occurs or during any of the five 
preceding taxable years

Ohio Business Income



• Sale of Assets

– The sale of 100% of disregarded single-member LLC treated for federal 
income tax purposes as an asset sale.

– Transactions qualifying under I.R.C. Sec. 336(e).

– An entity making an I.R.C. Sec. 338(h)(10) election with the sale of S-
Corp stock.

– The sale of a 100% of a Q-Sub treated as the sale of assets for federal 
income tax purposes.

– Any transactions treated as a deemed sale of assets for federal tax 
purposes.

Ohio Business Income



• Materially Participation test

– The tax law references the description in the U.S. 
Code of Federal Regulations 26 C.F.R. 1.469-5T to 
define material participation in the activities of 
the business

Ohio Business Income



• Refund Claim

– Taxpayers who engaged in the sale of a business in the 
past several years where the transaction was not eligible 
for Ohio BID…file refund claim!

– Deadline to file an amended return and refund claim in 
Ohio is four years from the date the return was filed or 
required to be filed, whichever is later.

– Make sure future sales are properly treated as business 
income.  

Ohio Business Income



• Federal state and local tax (SALT) cap is $10,000

• Many states now have a workaround for individual business 
owners to workaround the cap deduction of $10,000.

Ohio SALT Workaround



• Example

– Assume $1,000,000 of business income in 2023.

– $30,000 tax would be paid by entity, which would 
reduce Federal adjusted gross income since the 
tax would be a business deduction that reduces  
K-1 income.

– The $30,000 of income would be added back 
when calculating Ohio business income.

Ohio SALT Workaround



Ohio SALT Workaround



Ohio SALT Workaround



• Use tax is a complementary tax to the sales tax.

• In general, use tax is owed by a purchaser on a 
transaction when the vendor does not collect sales tax.

• Ohio will conduct audit to verify that appropriate 
sales/use tax is being paid.

• Many companies are now withholding sales tax, but not 
all!

Ohio Audit Areas



Ohio Audit Areas



• ISOs

– Also referred to as qualified options or statutory options, 
ISOs are entitled to preferential federal income tax 
treatment. 

– However, ISOs also are subject to some special restrictions 
and unfavorable handling under the Alternative Minimum 
Tax (AMT) system. 

• NQSOs (Non-qualified stock options)

– Employer-issued stock options that are not ISOs are NQSOs 
by default.

Stock Options



Exercise

• When an NQSO is exercised, the bargain 
element (difference between FMV and exercise price 
at the time of exercise) is treated as income from 
compensation (included on Form W-2).

• Arithmetic dictates that the tax basis in NQSO shares 
equals the market price on the exercise date.

NQSOs Exercise



Exercise and sell immediately 

• No gain or loss since basis will be equal to FMV.

Exercise and hold with appreciation

• When the shares are ultimately sold, any subsequent 
appreciation would be capital gain.  Long-term gain if held for 
over a year.

Exercise and hold with decline

• If shares are eventually sold for less than the FMV on the 
exercise date, the result is a capital loss that's subject to the 
dreaded capital loss deduction limitation rule.

NQSOs 



• Difference between FMV and Exercise Price included in income

• Review exercise confirmations to make sure that tax withholding is 
appropriate.  Run tax projections to set aside any shortfall.

Wage Income



• Brokerage statement shows the FMV of 
$55,409 and basis of $15,269 (Exercise price)

• Thus, brokerage statement shows $40K gain

• NOT CORRECT!!!

Brokerage Reporting



• Need to make adjustment to basis

• This is missed (even by tax preparers) and can 
result in significant tax overpayments.

Adjustment



• Example : On 3/1/20, your client, Sarah, was 
granted an NQSO allowing her to buy 2,000 
shares of company stock at $25 per share. 

• On 12/15/20, she exercised the option when the 
stock was trading at $34 per share. Ordinary 
income of $9 per share (34-25).  Basis in shares 
would be $34 (25+9).

• On 10/18/22, after much stock market 
turbulence, the shares are trading at $52 per 
share, and Sarah sells the shares.

NQSO Example



• Sarah paid 2020 federal income tax at her 
ordinary rate on the $18,000 bargain element 
when she exercised the NQSO (2,000 shares x 
$9 per-share bargain element). 

• Assume she paid $4,320 in tax (24% x 
$18,000). Sarah's per-share tax basis is $34 
(FMV on the exercise date), and her holding 
period began on 12/16/20.

NQSO Example



• When Sarah sells her shares on 10/18/22 for 
$52 per share, she triggers a $36,000 long-
term capital gain (2,000 shares x $18 per-
share difference between sales price and tax 
basis). 

• Assume the gain gets taxed at the 15% long-
term capital gain rate, resulting in a $5,400 
federal income tax hit (15% x $36,000).

NQSO Example



• When all is said and done, Sarah nets an after-tax profit 
of $44,280 [sales proceeds of $104,000 (2,000 shares x 
$52 per share) - exercise price of $50,000 (2,000 shares x 
$25 per share) - $4,320 tax upon exercise - $5,400 tax on 
the sale of the option shares]. 

• But if Sarah had exercised earlier in 2020 when the stock 
was worth less than $34 per share, she could have cut 
her tax bill for that year and increased the gain taxed 
later at the lower 15% rate.

• Planning consideration: Exercise early to minimize the 
current tax hit and maximize the amount treated as long-
term capital gain when the option shares are sold.  

NQSO Example



Volatile



• Advantages and disadvantages of waiting:
– What are your expectations of your company’s growth and stock appreciation?
– Do you believe it has reached its peak?

• Stock option expiration date:
– Do you have time to wait or is the expiration date looming?

• Current and future financial needs:
– Are you considering selling early because you need to raise cash now for events such as buying 

a new home or paying for your child’s college tuition?

• Current and potential future tax situation:
– Do you anticipate being in the same, lower, or higher income bracket when you exercise?

• Risk tolerance:
– Are you willing to tolerate the potential ups and downs of the stock market?
– Would you prefer a more conservative investment or do you believe an alternative investment 

will appreciate at a higher rate?
– Does your portfolio need risk diversification (if the majority of your investments are in your 

company’s stock)?

Other Factors



Stock chart



NQSO – Exercise Choice



NQSO Taxation



• ISOs at Exercise
– Neither the receipt nor the exercise of an ISO is subject to regular 

income tax. 

– The bargain purchase element at exercise is considered to be 
income when figuring your AMT.

– Even if you're usually not subject to the AMT, exercising ISOs may 
push you into its range. 

– If you are subject to the AMT in the year you exercise ISOs, you 
may be entitled to an AMT credit carryover for use in some later 
year.)

Incentive Stock Option



• ISOs at sale of stock
– When you sell ISO stock, you generally are taxed at favorable long-

term capital gain rates on the difference between the price you paid 
for the stock and the amount you realize on its sale.

– However, if you sell the stock within two years of the option grant or 
within one year of the option exercise, you'll have compensation 
income to the extent of your bargain element at exercise.

– The balance of your gain is capital gain, which will be taxed at 
favorable rates if you've held the stock for more than one year on the 
sale date.

Incentive Stock Option



• ISOs at sale of stock

– Any income on disposition of the stock isn't 
subject to FICA or FUTA taxation, but it is subject 
to City tax.

– Additionally, any income resulting from a 
disqualifying disposition of stock acquired under 
an ISO isn't subject to withholding, which makes it 
very important to run a tax projection to 
determine the amount of tax due.

Incentive Stock Option



• Example

– John has 1,000 ISOs with an exercise price of $10 
per share.

– John exercises the shares when the stock price is 
$100 per share.

– What is the regular income tax when John 
exercises all 1,000 shares?  

Incentive Stock Option



• Example

– John would have no regular income tax associated 
with the exercise.

– For AMT purposes, he would need to include the 
bargain element in AMT taxable income.

– Bargain element would be $90 per share.  
$90*1,000 shares = $90,000.

Incentive Stock Option



Incentive Stock Option



Incentive Stock Option



• Example

– In 2023, John now sells his shares for $100 per 
share after holding the shares for over a year.

– Previously, he had no regular income tax, but now 
he has to pick up a $90,000 long-term capital gain 
for regular tax purposes.

– For AMT purposes, he has a basis of $100 in the 
shares, thus no long-term gain to pick-up for AMT. 

Incentive Stock Option



Incentive Stock Option



Incentive Stock Option



• Planning Opportunity

– Exercise enough shares at year-end to start the 
holding period for long-term capital gain, but 
avoid having to come out of pocket for AMT.

– Note: The AMT adjustment is calculated at the 
time the shares are exercised, thus be sure to 
have cash set aside for any AMT tax liability.

– Note:  Stock price/investment risk matters!

Incentive Stock Option



Incentive Stock Option



• How many people live in a non-taxing city?

• How many people ever travel for work or 
work from home?

Days out of city



• John makes $400k per year 

• Travels or works from home 34 days during 
the year

• Works in city with tax rate of 2.5%

• Lives in non-taxing city  

Case study



• If you work 34 days outside of the 2.5% taxing district and received a $400,000 salary, you 
would only be required to pay city tax on $340,844 of those earnings.  Your total city tax 
refund would be $1,479.

Days out calc



• Governor DeWine signed into law, House Bill 197 on March 27th, 2020.

– Employees working from home during the pandemic are considered to be working 
in the location where they would typically be reporting on a regular and ordinary 
basis (i.e., their principal place of work).  To expire 30 days after emergency order 
ends.

– Ohio’s emergency order ended June 18th, 2021, thus withholding modification 
ended July 18th, 2021.

– Several taxpayers have filed suit against Cleveland and Columbus, among other 
cities, to secure 2020 tax refunds for days that were not worked at their principal 
place of work due to Ohio’s stay-at-home order.

– On June 7, 2022, the Supreme Court of Ohio accepted an appeal of a decision by the 
Court of Appeals for Hamilton County to uphold Cincinnati's imposition of income tax 
on a nonresident working remotely during the COVID-19 pandemic.

– As we wait for further 2020 guidance, employees may file protective refund claims 
if they believe a refund is due to the temporary municipal withholding provisions.

Ohio City Tax Change



• Governor DeWine signed into law, House Bill 110 on July 1, 2021

– HB 110 allows, but does not require, employers to extend the 
HB 197 withholding procedures through December 31, 2021.

– Effective January 1, 2022, employers will be required to revert 
back to the pre-COVID 20-day rule.

– HB 110 will allow employees to file refund claims with their 
principal place of work city for days they did not work within the 
withholding city during 2021 only.

– Some legislators also wanted to extend the refund opportunity 
back to 2020, but ultimately decided to leave the 2020 
employee municipal refund opportunity up to the courts.

Ohio City Tax Change



• There have been significant city income tax 
withholding changes for 2022. These new rules were 
effective January 1, 2022, therefore action may need 
to be taken immediately to comply with these rules.

• If you are an employer you are now required to 
withhold city tax on your remote workers based on 
their actual work location, if their work days at that 
location exceed 20 days. 

City Withholding



• For example, if your business is located in Columbus 
but you have an employee working from his/her 
home in Upper Arlington, you should be withholding 
Upper Arlington city tax on wages paid to that 
employee for work days in Upper Arlington. 

• If the remote employee works less than 20 days in a 
location, withholding is not required but permissible.

City Withholding



• If you are an employee working remotely, you should 
verify that the correct city tax is being withheld 
based on your actual work location. 

• For example, if your employer’s office is located in 
Columbus but you routinely work from your home in 
Grove City two days a week, your employer should 
be withholding Columbus city tax on 60% of your 
wages and withholding Grove City tax on 40% of your 
wages.

City Withholding



• Increased income tax filing requirements for 
businesses.

• Having an employee working from home would 
result in the business having to file an income tax 
return in that city.

• If many people working from home in several cities, 
there can be a significant increase in filing 
requirements. 

City Withholding



Centralized Filing



Volatile Market 

• Roth Conversions
– Client in gap years

– Younger client with small pre-tax IRA

– High income/business owner with low income year

• Tax loss harvesting

• Safe harbor estimates appropriate?  Run tax 
projections.

• Back-door Roth – Complete early in the year?



10 Year Rule
• https://www.kitces.com/blog/irs-proposed-regulations-secure-act-rmds-eligible-designated-beneficiaries-

see-through-trusts/

https://www.kitces.com/blog/irs-proposed-regulations-secure-act-rmds-eligible-designated-beneficiaries-see-through-trusts/


10 Year Rule



10 Year Rule



• On October 7, 2022, the IRS waived the 50% 
penalty on missed 2021 and 2022 inherited 
retirement account RMDs for beneficiaries 
subject to the SECURE Act 10-year payout 
period. 

• The guidance was in IRS Notice 2022-53.

10 Year Rule - Update



• The Notice says the IRS will not impose the penalty for 
missed 2021 or 2022 RMDs within the 10-year period if 
the account owner died in 2020 on or after his required 
beginning date with a beneficiary who is not an eligible 
designated beneficiary (“EDB”). (The “required 
beginning date” is April 1 of the year after the year the 
IRA owner turns 72.) 

• The IRS also will not impose a penalty for a missed 
2022 RMD within the 10-year period by a beneficiary 
who is not an EDB, if the account owner died in 2021 
on or after his required beginning date.

10 Year Rule - Update



• The IRS says that a penalty on missed RMDs 
within the 10-year term will not be imposed until 
2023 at the earliest. 

• If a beneficiary already paid the penalty for a 
missed 2021 RMD, the beneficiary can request a 
refund from the IRS.

• Although the Notice is not clear, it appears that, 
since the penalty is waived, the missed RMDs do 
not have to be taken at all.

10 Year Rule - Update



• Energy Efficient Home Improvement Credit
– Extension and expansion of the residential energy property 

credit for homeowners. 

– New energy-efficient windows, doors, water heaters, 
furnaces, air conditioners, etc.

– So, if you spread out your qualifying home projects, you 
can claim the maximum credit each year.

– The annual limitation increases to $1,200 per taxpayer per 
year.  The lifetime limit on the credit of $500 has been 
repealed.  

Federal Tax Reform



• Beginning in 2023
– $150 for home energy audits;

– $250 for an exterior door ($500 total for all exterior doors);

– $600 for exterior windows and skylights; central air 
conditioners; electric panels and certain related equipment; 
natural gas, propane, or oil water heaters; natural gas, propane, 
or oil furnaces or hot water boilers; and

– $2,000 for electric or natural gas heat pump water heaters, 
electric or natural gas heat pumps, and biomass stoves and 
boilers (for this one category, the $1,200 annual limit may be 
exceeded).

Federal Tax Reform



• Residential Clean Energy Credit

– Previously, the credit was worth 26% of the cost to 
install qualifying systems that use solar, wind, 
geothermal, biomass or fuel cell power to produce 
electricity, heat water or regulate the temperature 
in your home.

– The credit amount jumps to 30% from 2022 to 
2032. It then falls to 26% for 2033 and 22% for 
2034. The credit will then expire after 2034.

Federal Tax Reform



• High-Efficiency Electric Home Rebates
– The High-Efficiency Electric Home Rebate Program 

will also help American families go green. 

– Provides rebates to low- and middle-income 
families who purchase energy-efficient electric 
appliances. 

– To qualify for a rebate, your family's total annual 
income must be less than 150% of the median 
income where you live.

Federal Tax Reform



• Qualifying homeowners can get rebates as high 
as:
– $840 for a stove, cooktop, range, oven, or heat pump 

clothes dryer;
– $1,750 for a heat pump water heater; and
– $8,000 for a heat pump for space heating or cooling.

• Rebates for non-appliance upgrades will also be 
available up to the following amounts:
– $1,600 for insulation, air sealing, and ventilation;
– $2,500 for electric wiring; and
– $4,000 for an electric load service center upgrade.

Federal Tax Reform



• Credits for purchasing both new and used 
electric vehicles. 
– EVs placed into service after December 31, 2022, the 

Inflation Reduction Act extends the up to $7,500 EV 
tax credit for 10 years—until December 2032. 

– The exact amount of the credit will be based on a 
calculation that considers factors like the vehicle’s 
sourcing and assembly. 

– Additionally, used EVs will now have a separate tax 
credit of either up to $4,000 or 30% of the price of the 
vehicle, whichever is less. 

Federal Tax Reform



• Beginning in 2024, you can take the EV tax credit 
as a discount at the time you purchase the 
vehicle. 

• Essentially, you would be transferring the credit 
to the dealer, who would be able to lower the 
price of the vehicle by the amount of the credit. 

• This means that you won’t have to wait until tax 
time to benefit from the EV tax break.

Federal Tax Reform



• If you’re single, and your modified adjusted 
gross income is over $150,000, you won’t 
qualify for the EV tax credit. 

• The income limit for married couples who are 
filing jointly is $300,000. 

• And if you file as head of household and make 
$225,000 or more, you also won’t be able to 
claim the credit.

Federal Tax Reform



• Vans, pickup trucks, and SUVs with a manufacture’s retail 
suggested price (MSRP) of more than $80,000, won’t 
qualify for the credit. 

• For clean cars to qualify for the EV tax credit, the MSRP 
can’t be more than $55,000.

• If you buy a used clean vehicle, it will only qualify for the 
tax credit if it costs $25,000 or less.

• The Inflation Reduction Act removes the manufacturer cap, 
which means that some cars made by manufacturers who 
exceeded the 200,000 limit (e.g., General Motors, Toyota, 
and Tesla) will now be eligible to claim the credit.

Federal Tax Reform



Federal Tax Reform



Questions?


