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Ohio Governor John Kasich outlined his FY 2014-2015 biennial budget proposal today, entitled Ohio Jobs Budget 2.0.  

The proposal contains significant policy changes in the following areas: 

 Improving Education for All Children 

 Helping More Students Get Degrees 

 Cutting and Reforming Taxes 

 Making Medicaid Work Better 

 Meeting Ohio’s Crucial Transportation Needs 

 Creating a Smarter, More Efficient State Government 
 
The focus of this SALT Buzz is to highlight the major aspects of Governor Kasich’s tax proposals.  Because the legislative 

language is not currently available, we will provide a more detailed analysis in later editions of SALT Buzz.  The actual 

budget bill should be available next week. 

Governor Kasich’s tax cut and reform plan is certainly an aggressive policy proposal and, according to the “Reforms 

Book” of the proposal, is intended to “reduce the state income tax in order to improve Ohio’s competitive position 

relative to other states and to improve incentives for work and investment, thus leading to faster economic growth in 

the future.”   The multibillion dollar reduction in personal income tax is paid for by raising more revenue from the sales 

and use tax and the severance tax. 

Personal Income Tax Cut Plan   

The plan proposes a 20% across the board income tax rate cut that is phased-in over three years, as follows: 

 Tax Year 2013 Tax Year 2014 Tax Year 2015 

Percentage Reduction in 
Tax Rate 

7.5% 7.5% 5% 

New Highest Marginal 
Tax Rate 

5.481% 5.036% 4.74% 

  

This reduction is predicted by the Kasich Administration to reduce income tax revenues by $1.66 billion in FY 2014, $2.67 

billion in FY 2015, and $2.73 billion in FY 2016.   

One Time Tax Rate Reduction:  Governor Kasich also announced today that because of a $2 billion budget surplus, about 

$980 million will be deposited into the Rainy Day Fund and $400 million will be deposited into the Income Tax Reduction 
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Fund.  The deposit into the ITRF will result in a one-time income tax cut of 4% for tax year 2013, in addition to the 

proposed 7.5% permanent cut. 

Small Business Tax Cut:  Governor Kasich’s plan also calls for reducing income taxes on small businesses that operate as 

pass-through entities and sole proprietorships.  The reduction is achieved by allowing a deduction of 50% of the business 

income to the owner in calculating the owner’s Ohio income tax.  The deduction is limited to the first $750,000 of 

business income of the pass-through entity, meaning the deduction is capped at $375,000 annually.   The deduction 

would be shared prorata among the owners, in proportion to their share of ownership in the business.   

The Governor estimates that approximately $14 billion of pass-through entity income will be exempt under this 

proposal, resulting in an estimated tax savings of $600 - $650 million of income tax.  Of course, the small business owner 

would also benefit from the rate reduction described above.   

Sales Tax Base Broadening and Rate Reduction 

Governor Kasich is proposing a large expansion of the sales and use tax base as a way to pay for the personal income tax 

cuts.   

New Services Subjected to Tax:  The Governor’s proposal would expand the sales and use tax to include many more 

services than are currently taxed, including the following: 

Proposed Taxable Services 

Intrastate Transportation Services Legal Services 

Information Services Accounting Services 

Motion Picture Production Architectural Services 

Cable Broadcasting Engineering Services 

Internet Publishing Design Services 

Financial Services Fee Income Computer System Design Services 

Insurance Related Services (excluding 
premiums) 

Management Consulting Services 

Real Estate Services including rental of non-
residential real estate; agents; brokers; and 
managers 

Scientific Research Services 

Lobbying Services Advertising Services 

Administrative and Support Services Marketing Services 

Collection Services Waste Management Services 

Credit Rating Services Remediation Services 

Travel Agent Services Arts, Entertainment & Recreation Services 

Parking Nonprofit Adjustment Services 

Coin Operated Laundry Services  
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Excluded Services:  The proposal excludes major categories of services that are described as essential for modern life, 

including health care, construction services, rental of residential property (essential because of its connection to 

providing shelter), and education services from the proposed sales and use tax expansion.  The proposal would also 

continue to exempt social assistance services, day care services, insurance premiums, residential trash removal, and oil 

and gas drilling services from the sales and use tax. 

State-Wide Rate Reduction:  The Governor’s proposal also calls for a reduction in the state-wide rate from its current 

level of 5.5% to 5.0%.  Using the new lower rate, the tax on these new services is estimated to generate approximately 

$2,652 million of new GRF tax revenue.    

Piggy Back Tax Adjustment & Guarantee:  The expansion of the sales tax base would also increase the tax base used to 

calculate the county and transit authority piggy-back taxes.  To mitigate a possible local revenue increase of nearly $715 

million, the proposal would mandatorily rollback local piggy-back tax rates so that the local tax revenue increase is 

limited to about a ten percent increase, based on calculations to be performed by the Tax Commissioner.  From 

December 2013 through November 2014, the state would back up the proposed revenue increases by guaranteeing that 

each county and transit authority receives at least a ten percent increase over the amount collected for that month in 

the prior year.   

To ensure the Tax Commissioner’s ability to make the necessary calculations, no additional county or transit sales and 

use taxes will be permitted to be levied during the period from October 2013 through June 2016. 

Severance Tax Proposal 

The Governor is also reintroducing his Severance Tax proposal that he introduced in the Mid-Biennial Budget Review last 

year (H.B. 487).  That proposal was stripped out of the bill by the House of Representatives and not given much 

consideration by the General Assembly last year. 

Similar to his prior proposal, the current proposal imposes a Severance Tax for horizontal wells based on the value of the 

extracted resources, and retains the current system of taxing the volume of resources extracted for vertical wells. 

The proposed changes to Ohio’s Severance Tax system is projected to raise approximately $44.9 million in FY 2014, $156 

million in FY 2015, $307 million in FY 2016, and $413 million in FY 2017.  Much of these revenues would help offset the 

revenue losses resulting from the proposed 20% cut to Ohio’s personal income tax rates. 
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Comparison of Old and Proposed New Severance Tax Structure 

  New Proposed Severance Tax 

 Current Severance 
Tax on All Wells 

Vertical Wells Horizontal Wells 

Product Tax Rate Tax Rate Tax Rate 

Gas* $0.03 per MCF 

Lesser of 1% of value or 
$0.03 per MCF; no tax if 
production is less than 

10 MCF per day 

1% of value 

Oil* $0.20 per barrel $0.20 per barrel 
1.5% of value during 1-year 
cost recovery; 4% of value 

thereafter 

NGL No separate tax No separate tax 
1.5% of value during 1-year 
cost recovery; 4% of value 

thereafter 

Condensate Taxed as oil Taxed as oil 
1.5% of value during 1-year 
cost recovery; 4% of value 

thereafter 

* Current severance tax rates shown include both the severance tax and the "regulatory cost 
recovery assessment” that began in 2010. 

Source: Ohio Jobs Budget 2.0:  Reforms Book, p. 52. 

 

If you have any questions about Governor Kasich’s Tax Reform Proposal and how it may impact you or your business, 

feel free to contact any member of the team at Zaino Hall & Farrin LLC: 

Thomas M. Zaino, JD, CPA 
(614) 349-4810 

tzaino@zhftaxlaw.com 

 
Stephen K. Hall, JD, LLM 

(614) 349-4812 
shall@zhftaxlaw.com 

 
 

Richard C. Farrin, JD 
(614) 349-4811 

rfarrin@zhftaxlaw.com 
 

 
Debora C. (Dardinger) McGraw, JD, LLM, CPA 

(614) 349-4813 
dmcgraw@zhftaxlaw.com 

 
 

John R. Trippier, CPA 
(non-attorney professional) 

(614) 349-4815 

jtrippier@zhftaxlaw.com 
 

Adam L. Garn, JD, LLM 
(614) 349-4814 

agarn@zhftaxlaw.com 
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