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(The first installment of this two-part article will address the Local Government Fund through the 1980s). 

 

Initial Statute Through World War 2 

The Local Government Fund (LGF) is the main tax revenue sharing mechanism Ohio has with its local 

governments.
1
  Its origin dates back to 1934, when the state first implemented its sales tax.  Revenue from 

the new 3 percent state sales tax was to be used for a county poor relief fund and for a state public school 

fund, with any remaining monies to be used for the new “Local Government Fund.”  In its first year 

(1935), $10.7 million was sent to local governments out of a total of $45.1 million in total state sales tax 

collections.   

 

Until relatively recently, the same basic structure of the LGF existed for many years: A percentage of 

state tax revenue was earmarked for the LGF.  LGF monies were distributed to the 88 counties’ 

Undivided Local Government Fund and subsequently distributed by the counties’ budget commissions to 

eligible subdivisions.  Between 1935 and 1938, the portion of the state sales tax directed to the LGF 

varied (dependent upon amounts directed to the aforementioned funds) between 24 percent and 32 percent 

of the revenue.  For a short period from just before through just after World War II, this mechanism was 

replaced with annual appropriations of $12 million and increasing to $16 million in 1945.   

 

Originally, the state LGF was distributed to each of the 88 County Undivided Local Government Funds 

(CULGF) based on each county’s proportionate share of total municipal valuation of real, tangible 

personal and public utility property.  The average valuation of the preceding five years was used. This 

was altered to a single-year measurement beginning in 1947.  Starting in 1945, the formula was changed 

to 75 percent based upon each county’s share of municipal valuation and 25 percent based upon each 

county’s share of population.  This “75/25 split” and single-year measurement was maintained basically 

until the first decade of the 2000s.  During this period, there were a series of temporary freezes and 

reductions in the fund. HB 119 (127
th
 General Assembly), began to alter the formula again as we will 

discuss in Part 2 of this article.  

 

The counties, after receipt of the distribution from the state to their CULGF, further subdivide the monies 

to their respective local government subdivisions (municipalities/villages, townships, special districts).  

The County Budget Commission was required by law to apportion to their subdivisions based on “need.”  

According to the original statute (HB 134; 90
th
 General Assembly), the County Budget Commission 

convenes to consider facts and information presented by the County Auditor (CA) and then determines 

                                                           
1
 Note:  This article is not addressing the Public Library Fund (previously known as the Library and Local 

Government Support Fund). It will, however, discuss the Local Government Revenue Assistance Fund (which has 
since been merged with the Local Government Fund). 



the amount needed by the subdivision for its current operating expenses (to the extent those expenses 

exceed revenues available from all other sources of the subdivision).  The definition of “need” has been 

discussed, litigated and has had statutory revisions over time.  The division of the CULGF between the 

counties and their respective subdivisions has been an area where the Department of Taxation (TAX) has 

had no historic or current role other than gathering information as required by statute.
2
  However, we will 

discuss some basics further in this article. 

 

As previously mentioned, at the end of World War II the state increased the appropriation to the LGF 

from $12 million to $16 million, annually.  Local revenue sources were not keeping pace with rising 

costs.  In response to this issue, in 1947, TAX issued a study on the Ohio state and local government 

revenue systems.
3
  In response to one of the study’s recommendations, the General Assembly converted 

three state-collected intangibles taxes from being a state revenue source to a local government revenue 

source. These included: 

 

1.  2-mill tax paid by financial institutions on their deposits; 

2.  2-mill tax on the shares and capital of financial institutions; 

3.  5-mill tax on the shares and capital of dealers in intangibles. 

 

In 1947, these three taxes generated approximately $15 million.  The revenues were distributed to each 

CULGF based upon counties of origin (physical location of the deposits, etc).  In 1948, the LGF was 

reduced back to $12 million.  This, added to the $15 million gave the approximate amount that was 

distributed in 1947 ($27.3 million based on the previous formula).  Reducing the direct LGF while adding 

new “origin-based” intangibles taxes created distributional impacts across the counties.  Counties saw 

either increases or decreases.  During the 1950s and 1960s, the intangibles tax grew while there was little 

growth in the appropriated LGF (in fact, there was zero growth from 1958-1969).  The share contributed 

by the intangibles taxes grew from an initial 55 percent to a peak of 68 percent of total fund share in 1969 

($51 million intangibles versus $24 million LGF).    

 

1960s-1970s 

In 1969, SB 114 created most of the LGF statutes that existed through the mid-2000s (and some even 

through today).  One of the specific items it addressed was how the “needs” of the counties’ political 

subdivisions were to be addressed when their Budget Commissions computed their respective 

subdivisions’ share of the LGF.  In ORC 5747.51 and 5747.52, a process is prescribed for how a County 

Budget Commission is to use its respective subdivisions’ tax budget information to derive “need,” which 

is then utilized to determine the subdivisions’ percentage share of the CULGF (“statutory method”).  As 

described above, this statutory method resulted in contention and litigation between the subdivisions and 

the counties.  SB 114 created the “alternative” method of apportionment.  The alternative method allows a 

county to derive a specific formula for their own county, to determine each local subdivisions’ share of 

the CULGF.  This, in turn, eliminated problems under the statutory method where it was perceived that 

County Budget Commissions were manipulating the term “need.”  Currently, 80 of 88 counties use the 

alternative method.
4
  In order to adopt the alternative method, the County Budget Commission develops 
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 A Study of the Tax and Revenue System of the State of Ohio and its Political Subdivisions.  State of Ohio; 1947 

4
 As self-reported on the information required to be file with the Tax Commissioner under ORC 5747.51(I). 



the formula and it must be approved by the:  County Commissioners, the most populous city in the 

county, and a majority of townships and municipalities located in the county. 

 

There are still some restrictions on the CULGF allocations by the County Budget Commissions under the 

alternative formula.   

 

1. The county as a subdivision may receive no more than an established 

percentage of the total CULGF, based on the percentage of the county’s 

population located within a municipal corporation: 

a. Municipal population is less than 41 percent; the maximum county 

share is 60 percent; 

b. Municipal population is between 41 percent and 80 percent; the 

maximum county share is 50 percent; 

c. Municipal population is over 81 percent; the maximum county share 

is 30 percent. 

2. If a county’s population is under 100,000, no less than 10 percent of the 

CULGF is to be distributed to townships. 

 

The LGF had major changes after the adoption of the state income tax in 1972.  In CY 1972, $48 million 

of state income tax revenue was earmarked for the LGF, a 17 percent increase in funds from 1971.  

Simultaneously, 1/12 (8.33 percent) of the LGF was now dedicated to municipalities imposing an income 

tax.  This was justified by the theory that the state’s imposition of an income tax would make it more 

difficult for municipalities to obtain a voter-approved municipal income tax exceeding 1.0 percent.   

 

In 1973, direct appropriations to the LGF was replaced with a “percentage of revenue” concept.  The LGF 

was to begin to receive a dedicated 3.5 percent of the state income tax, sales tax and corporate franchise 

tax revenues.  In the 1970s, the LGF benefited from record growth in the combined intangibles tax and 

LGF distributions.  However, this was offset by high rates of inflation, particularly during the late 1970s.  

The minimum annual CULGF distribution was increased to $150,000 and by 1975, 37 counties were at 

the $150,000 minimum. 

 

1980s 

The severe recession in the late 1970s and early 1980s resulted in a state fiscal crisis.  Major revenue and 

expenditure changes occurred to maintain a balanced state budget.  This also affected the LGF and the 

intangibles taxes.  HB 694 (FY 1982-83 biennial operating budget) eliminated the 2-mill intangibles tax 

on financial institutions’ shares and capital and made them subject to the corporate franchise tax 

beginning in CY 1982.  It also phased-out the 2-mill intangibles tax on financial institutions’ deposits 

(1.375-mills in 1982 and 1983; no tax thereafter).  In order to compensate for this loss, the portion of the 

corporate franchise tax earmarked for the LGF was increased in order to make up for the reduced 

intangibles tax distributions.  In CY 1982, 3.5 percent of the franchise tax was earmarked for the LGF and 

7.75 percent was distributed to counties based upon their 1981 share of the intangibles tax revenue.  The 

minimum CULGF distribution was increased to $225,000.  The state sales tax was increased to 5.0 

percent with the requirement that none of the increase in sales tax revenue in FY 1982-83 would go to the 

LGF.  Therefore, the sales tax percentage share of the contribution was reduced accordingly.  Similarly, a 



“temporary” income tax increase was enacted in 1982 (SB 530, 114
th
 General Assembly) with a provision 

that none of the increase would go to the LGF.  This was made permanent when the income tax increase 

was made permanent in 1983 (HB 100, 115
th
 General Assembly). 

 

Additional changes were enacted during the FY 1984-85 budget (HB 291).  HB 291 repealed the special 

contribution schedule for the corporate franchise tax (for replacement of the intangibles taxes) and instead 

dedicated 14.5 percent of corporate franchise tax revenue to the LGF, without the special allocation to 

counties based upon historic intangibles tax distributions.  This new formula caused a major distributional 

shift among the 88 counties, with 50 counties losing money and 38 gaining.  When that effect became 

apparent, SB 293 was enacted in 1983 to resolve the issue.  The changes in the distributional formula 

existed (in “codified law”) through the various freezes and reductions up until the mid-2000s.  The only 

difference is that the CULGF was to receive 90 percent (less $6 million) of the LGF, whereas previously 

they received 11/12 (91.66 percent) less the $6 million.
5
  SB 293 also increased the contribution from the 

corporate franchise tax share from 14.5 percent to 15.4 percent.  The dealer in intangibles tax remained 

the only part of the intangibles taxes (5-mills on the shares and capital of dealers in intangibles) in effect.  

The tax is distributed to the CULGF based upon location of the dealers’ gross receipts. 

 

The Tax Commissioner calculated the CULGF distribution amounts under two formulas: 

 

1. Each county received its 1983 deposits tax at a 2-mill rate; 90 percent of 

remaining fund (less $6 million) is distributed using municipal valuation (75 

percent) and county population (25 percent) with the guaranteed minimum of 

$225,000. 

2. A 90 percent share of the total CULGF (less $6 million) is distributed based 

on municipal valuation (75 percent) and county population (25 percent) with 

the guaranteed minimum payment of $225,000. 

 

The higher amount of the two allocation methods was identified and assigned to each county. The sum of 

which is the statewide total.  Each county’s percentage share of the statewide total is the county’s 

percentage share of the actual CULGF deposits for the calendar year.  Each county was guaranteed to 

receive its 1983 distribution. 

 

In response to a legislative study of the LGF, HB 171 (FY 1988-87 biennial operating budget) was 

enacted.  It created a new fund, Local Government Revenue Assistance Fund (LGRAF).  However, it did 

not define the fund’s distribution criteria.  The bill also increased the percentage earmarked to the LGF 

from 3.5 percent to 4.5 percent in February 1988 and further increased it to 4.6 percent in July 1989.  The 

bill also created two additional state revenue sources for the LGRAF and LGF:  the use tax and the public 

utility excise tax.  Funding for the LGRAF began in July 1989.  It was originally comprised of 0.3 percent 

of the same major tax sources that fund the LGF.  This percentage increased to 0.6 percent in FY 1991, 

0.65 percent in FY 1992 and 0.70 percent in FY 1993. 
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 The $6 million subtracted from the CULGF was re-directed to the direct municipal LGF distribution. 



HB 111 (FY 1990-91 biennial operating budget) defined the distribution criteria for the LGRAF.  The 

distribution would be based upon each county’s share of total state population, based on the Census 

Bureau’s annually updated population estimates (every tenth year, it prescribed the Census Bureau’s 

decennial census figures; in intervening years, it prescribed their annual estimates).   

 

The distribution of the LGRAF was patterned after the LGF in terms of the distribution procedure 

(distributed by the state to the counties by the 10
th
 of each month, based on tax revenue totals of the 

previous month).  Similarly, the monies were transferred from the state LGRAF to the 88 county 

undivided LGRAF.  The counties, distributed each subdivisions’ proportionate share of the LGRAF as 

determined by the county’s budget commission, by the 20
th
 of each month.   

 

This concludes Part 1 of the article on the history of the Local Government fund.  Part 2 will continue 

from the 1990s and discuss the series of freezes and reductions during the 2000s as well as the funding 

and calculation changes that have occurred since HB 119 (127
th
 General Assembly). 
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