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Bill to Revise Taxation of Horizontal Wells Introduced in Ohio House 

A new bill has been introduced in the Ohio House, H.B. 375, that would revise the manner in 

which oil and gas producers would be taxed in Ohio.  The bill reduces the severance tax rate on 

persons extracting oil and natural gas by means other than horizontal wells; imposes a tax on the 

net proceeds of oil and natural gas produced through horizontal wells; provides a credit against 

the state income tax equal to the amount of tax paid by taxpayers using horizontal wells; and 

providing an exclusion from the commercial activity tax for proceeds of the sale of oil and gas 

by persons paying the severance tax applicable to the use of horizontal wells. 

Currently, a severance tax of 10 cents per barrel of oil and 2.5 cents per thousand cubic feet of 

natural case is imposed by R.C. 5749.02(B).  In addition, there is imposed a regulatory 

assessment of 10 cents per barrel of oil and one-half of 1 cent per thousand cubic feet of natural 

gas.  Uncodified section 2 of the bill proposes to repeal the section that imposes these additional 

assessments, R.C. 1509.50. 

In addition, the bill amends R.C. 5749.02(B)(5) and (6) and limits the existing severance tax rate 

of 10 cents per barrel to oil that is severed through the use of a well that is not a horizontal well.  

The bill reduces the rate of the existing severance tax for natural gas that is severed through the 

use of well that is not a horizontal well from 2.5 cents per thousand cubic feet to 1.5 cents. 

The bill amends R.C. 5749.02(C) to provide a tax upon persons who extract oil and natural gas 

from the ground through the use of a horizontal well on and after April 1, 2014.  The tax is 

imposed at a rate of 1 per cent on the net proceeds from the oil or natural gas during the first 5 

years and increases to 2 per cent of the net proceeds in subsequent years.  In addition, the tax is 

imposed at a rate of 1 per cent where production falls below prescribed minimums.  “Net 

proceeds” means gross receipts from the severance of oil and natural gas less any post-

production costs related to the sale of the oil or natural gas.  “Post-production costs” include 

costs related to gathering, processing, transporting, fractionating, and delivery for sale of oil or 

natural gas, and any adjustment for shrinkage. 

New R.C. 5749.02(D)(7) provides that annually, the tax commissioner shall calculate the 

difference between the amount of severance tax collected from the horizontal well severance tax, 

and the amount that would have been collected if the regular severance tax rates had applied.  

Any difference between the two amounts is earmarked for the income tax reduction fund, to be 

used to provide temporary income tax rate reductions. 

New R.C. 5747.63 provides a nonrefundable income tax credit for taxpayers equal to the amount 

of the horizontal well severance tax paid by the taxpayer for calendar quarters that end during the 

taxpayer’s taxable year.  Unused amounts may be carried forward up to seven years.  In addition, 

the owner of oil or natural gas in the ground may designate another taxpayer who has a working 

interest or royalty interest in the minerals and who is liable for the horizontal well severance tax 

to claim the credit.  The credit may be claimed by one party or the other, but not by both.  

Moreover, a taxpayer that is a direct or indirect investor in a pass-through entity that pays the 

horizontal well severance tax may claim the taxpayer’s distributive or proportionate share of the 

credit. 
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In addition, a new exclusion from the definition of gross receipts for the commercial activity tax 

is created in R.C. 5751.01(F)(2)(jj).  Receipts from the sale of oil or natural gas by a person 

paying the horizontal well severance tax are excluded from the definition of gross receipts.  This 

means that the commercial activity tax will not apply to such gross receipts. 


