
  
STATE OFFICIAL WANTS REFORM OF LAWS ON CORPORATE 
TAXES  

Tax Commissioner Thomas M. Zaino knows how companies beat the government out of taxes.  

He used to help them do it.  

Zaino, 39, left the private sector -- he was a partner in the Columbus office of the PricewaterhouseCoopers accounting 
firm -- to join the Taft administration in 1999.  

The accountant and lawyer was a specialist in state and local taxes, helping clients to minimize their tax liability.  

"No business should be paying more tax than the ladies and gentlemen in the legislature tell them to,'' he said.  

Since changing hats, Zaino has been a leading advocate for reforms to limit the creative accounting that diverts tax 
dollars from Ohio. It now bothers him that six of the state's 100 largest companies -- all with annual U.S. sales 
exceeding $5 billion -- paid the minimum $50 in franchise tax.  

Because returns are confidential, the state won't disclose what individual companies pay.  

"It's all perfectly legal and legitimate,'' he said, "but from a tax-policy perspective, it's not fair and just.''  

The most common strategy for beating the system is called income-stripping, he said.  

The system lets a company with multistate operations create a subsidiary for its Ohio operations, which then pays fees, 
royalties and interest to affiliate companies in other states to "strip'' income from Ohio.  

To fight back, 16 states have adopted so-called mandatory combined reporting, under which companies with multistate 
affiliates are treated as a single taxpayer. If Ohio did so, the state would receive about $200 million a year in additional 
tax revenue, said Zach Schiller, research director of Policy Matters Ohio.  

In North Carolina, tax officials have been challenging the tax-avoidance efforts of Columbus-based Limited Brands. A 
county-level judge ruled last month that Limited Brands can't use holding companies to reduce its state income-tax 
burden.  

Limited Brands created a set of nine holding companies in Delaware to reduce its income taxes by lowering reported 
income for its retail operations in North Carolina and other states. 
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The company paid the holding companies licensing fees to use Limited Brands names on stores, including Victoria's 
Secret and Bath & Body Works. The stores then would deduct the cost of the licensing fee from their income to lower 
taxes.  

If the ruling stands, the retailer could owe North Carolina $2 million.  

Limited spokesman Anthony Hebron said the holding companies were established to protect retail trademarks and not 
to avoid taxes.  

"We're paying income taxes and sales and use taxes on all retail transactions for every brand in every state,'' Hebron 
said.  

The company is appealing the verdict.  

Dan Navin, managing director of legislative affairs for the Ohio Chamber of Commerce, said tax-avoidance is not 
widespread.  

Navin said that the recession has hurt corporate profits and that two-thirds of franchise-tax receipts are based on 
income. Also, many small corporations pay their taxes through the personal income of owners, which does not show up 
as corporate-tax revenue.  

"Ohio companies are paying $10.6 billion in state and local taxes in this state,'' he said. "To me, that is a substantial tax 
burden.''  

And while six of the largest companies owed the minimum $50 franchise tax last year, he said 22 others owed more 
than $1 million each.  

"There's more than one side to this story,'' Navin said.  

jsheban@dispatch.com 

  

Caption: Before becoming state tax commissioner, Thomas M. Zaino helped companies minimize their tax liability.    
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