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VETTING THE VENDOR DISCOUNT
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What is the vendor discount?
Under Ohio law, retail stores get a tax break for collecting the state and local sales tax and
paying it on time. The state’s tax expenditure report says: “A 0.75 percent discount on sales
tax collected by vendors, and on use tax collected by out-of-state registered sellers, is
granted if the tax due is remitted by the due date of the tax return.”
How much does it cost?
The Ohio Department of Taxation estimates the General Revenue Fund will get $59.7 million
less in fiscal year (FY) 2018 and $61.5 million less in FY 2019 because of this tax break. It
grows fast, too: by 3.6 percent a year over the two-year budget period, higher than the rate
of inflation and higher than growth of the state budget.
Who benefits?
The biggest retailers benefit most. Tax Commissioner Joe Testa testified that Ohio’s discount
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for vendors “essentially functions as a profit center” for big-volume retailers. In 2017, just 0.7
percent of vendors – those that each collect more than $1 million a year, or the very biggest
ones – got more than 60 percent of the value of the tax break (Table 1).
What about jobs?
This tax break wasn’t intended to create jobs. Initially, this kind of discount was used to pay
retailers for their time and effort in collecting, accounting for and remitting the sales tax.
Today, computers and electronic filing make this task easier than in 1981, when it was first
enacted.
What are the trade-offs?
Ohio could use the revenues from this tax break for many underfunded services. State
support for libraries has not been restored to pre-recession levels. Schools have 3,200 fewer
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social workers, guidance counselors and art, music and gym teachers than in 2005. Ohio
funds public transit at a level far below what its own statewide transit needs study
recommends. Local governments get $1 billion a year less from the state today than in 2010,
and the state took another $35 million from cities in the FY 2018-19 budget. Residents and
communities have many unmet needs because of insufficient state funding.
Do other states have a vendor discount?
Ohio is one of only 12 states that give this kind of discount and don’t cap it at a maximum
level. Many states have chosen not to give this discount to vendors. According to the
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Federation of Tax Administrators, the majority of the 28 states that have such a discount
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place a limit or cap on the size of discount any one vendor can receive, ranging from a low of
$30 to $15,000 per month or reporting period. By contrast, the largest Ohio vendors – those
collecting taxes $1 million or more a year – get a discount of more than $31,000 per month on
average.

Table 1
Discount received by sales and use tax accounts and attributable to Ohio General
Revenue Fund, by amount of tax collected, Fiscal Year 2017
Accounts by size of sales
and use tax

Number of
Accounts*

Share
of total

Discount
Received

Share
of total

Average
Discount
Received

Less than $1,000

53,892

33.7%

$74,369.02

0.1%

$1.38

Greater than or equal to $1,000
and less than $5,000

34,671

21.7%

$429,950.45

0.8%

$12.40

Greater than or equal to $5,000
and less than $10,000

17,055

10.7%

$595,438.37

1.1%

$34.91

Greater than or equal to $10,000
and less than $50,000

35,095

21.9%

$4,274,362.18

7.7%

$121.79

Greater than or equal to $50,000
and less than $100,000

9,131

5.7%

$3,439,208.41

6.2%

$376.65

Greater than or equal to $100,000
and less than $500,000

8,126

5.1%

$9,216,061.67

16.6%

$1,134.14

Greater than or equal to $500,000
and less than $1,000,000

1,018

0.6%

$4,053,819.03

7.3%

$3,982.14

Greater than or equal to
$1,000,000

1,061

0.7%

$33,307,822.67

60.1%

$31,392.86

160,049

100.0%

$55,391,031.80

100.0%

$346.09

Total

Source: Policy Matters Ohio, based on data provided by the Ohio Department of Taxation in an e-mail of 1/22/2018. * Note:
Accounts counted in this table are both eligible for and received the discount.

Is this a partisan issue?
Governor Strickland and Governor Kasich both recommended capping the vendor discount.
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Strickland’s cap was set at $3,000 per reporting period and Kasich’s, in the FY 2016-17
budget, at $1,000 per month. The Kasich proposal would have reclaimed $50.7 million for
public services during the course of the two-year budget. Both approaches retained the
discount and neither would have affected most vendors. Kasich’s recommendation would
have, on average, only affected the largest retailers, like Walmart (see Table 1). The General
Assembly rejected both proposals.
What’s the take-away?
The Tax Expenditure Review Committee should evaluate this tax break against the needs of
the people of Ohio. At a minimum, it should be capped. The millions of dollars this tax break
gives Ohio’s biggest retailers should be spent on schools, roads, childcare, public health, clean
water and other programs that make life better for all Ohioans.
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