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Breaking News 

On February 4, 2013, Ohio Governor John 
Kasich released his Executive Budget proposal 
for fiscal years 2014 – 2015.  The common 
theme throughout the proposal is continued 
job creation with a variety of changes 
including significant tax reform, Medicaid 
expansion and increased school funding.  With 
regard to tax reform, Governor Kasich is 
proposing substantial changes to the 
administration of the Personal Income Tax, 
Sales Tax and Severance Tax all in an effort 
to reduce Ohioans’ tax burden by $1.4 billion 
over three fiscal years.   
 
The following is a brief overview of the 
proposed tax changes: 
 
Personal Income Tax  
 
The most significant direct tax change in the 
proposed budget comes in the area of income 
tax reductions.  Stating that Ohio’s high 
personal income tax rate has been a 
hindrance in job creation in recent years, the 
proposal includes: 
 

 A 20% reduction in the personal 
income tax rate phased-in over three 
years.  The reduction would be 
applied equally across all nine income 
tax brackets; 

 Reducing the tax burden on owners of 
pass-through entities (i.e. LLCs, 
Partnerships and S-Corporations) by 
allowing for a 50% deduction of 
business income up to $750,000 (a 
$375,000 deduction).   

 

If enacted in its current form, the budget will 
cause a $400 million surplus in the budget 
reserve, or “rainy-day fund”, and would 
trigger a statutorily required refund to 
taxpayers.  This refund would accelerate tax 
savings in 2013, but the net effect would not 
increase the permanent rate reduction beyond 
the three-year 20% proposal. 
 
Sales Tax  
 
In order to offset the revenue loss from the 
reduction in the personal income tax rates, 
the Governor is proposing substantial changes 
to Ohio’s sales tax structure.  Citing various 
studies that embrace the concept, the 
proposal would decrease sales tax rates and 
expand the tax base to include most services. 
 
Highlights of the sales tax reform include: 
 

 Reduction of the state sales tax rate 
from 5.5% to 5%; 

 Expansion of the sales tax base to 
include all “non-essential” services; 

 Exempt services would include health 
care, construction, rental of 
residential property, education, social 
assistance (day care and elderly 
care), insurance premiums, residential 
trash removal, and oil and gas 
drilling; 

 Reduction of county and transit 
authority tax rates to offset the 
additional collections from the broader 
tax base. 
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Despite the overall reduction in sales tax 
rates, collections are expected to rise under 
the proposal due to the expanded list of 
taxable services, such as legal, accounting 
and collections services. 
 
Severance Tax  
 
To further offset the reduction in personal 
income tax rates, Kasich continues his push to 
overhaul Ohio’s Severance Tax structure, 
specifically as it relates to oil and gas 
produced through horizontal drilling.  The 
proposed changes, which are largely 
consistent with the Governor’s previous 
proposal in HB 487, address the substantial 
difference in both process and volume 
production between horizontal drilling and 
traditional vertical drilling.  The proposed 
changes to Ohio’s severance tax include: 
 

 Taxing horizontal wells based on the 
value of the extracted resources 
rather than volume; 

 Natural gas extracted from a 
horizontal well will be taxed at 1% of 
its market value; 

 Natural gas liquids, oil and 
condensate extracted from a 
horizontal well will be taxed at 4% of 
its market value; 

 A temporary reduced tax rate of 1.5% 
would apply to the extraction of 
natural gas liquids, oil and condensate 
during the first year of production in 
order for the operators to recover 
initial costs; 

 Production of natural gas from vertical 
wells will be reduced to the lesser of 
1% of the market value or $0.03 per 
one thousand cubic feet (MCF); 

 Any vertical wells which produce less 
than 10 MCF per day would be wholly 
exempt from the Ohio severance tax. 

 
Under this proposal, Severance Tax revenue 
generated from horizontal wells will be 
distributed to the state Gross Revenue Fund, 
as opposed to the Ohio Department of Natural 
Resources, which receives the tax revenue 
from vertical wells. 
 
Next Steps 
 
This budget proposal is in its early stages and 
will undergo multiple levels of review and 
revision as it moves through the Ohio General 
Assembly before being finalized by June 30, 
2013.   GBQ will provide updates as they 
become available.  Complete details of 
Governor Kasich’s proposal can be found on 
the Office of Budget and Management’s 
website at: http://obm.ohio.gov/ 
 
Contact a member of the GBQ SALT team if 
you have any questions about Ohio’s 
proposed budget. 
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For more information, please contact: 
 
Matthew E. Stamp, JD, LLM 
Director, State & Local Tax Services 
614.947.5302            
mstamp@gbq.com 
 
Anthony C. Ott, CPA 
Senior Manager, State & Local Tax Services 
614.947.5311 
aott@gbq.com 
 
Sara L. Goldhardt, CPA 
Senior Manager, State & Local Tax Services 
614.947.5243 
sgoldhardt@gbq.com 
  
Kacey T. Sweeney, CPA 
Senior Manager, State & Local Tax Services 
614.947.5306 
ksweeney@gbq.com 
 
Judson G. Ballard, CPA 
Manager, State & Local Tax Services 
614.947.5207 
jballard@gbq.com 
 
 
 
 
 
 
 
 


