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Ohio News | Article published Sunday, March 16, 2003 
Taft wants businesses to pay more 
Governor is seeking to cut back on corporate money 
maneuvers  

By JAMES DREW

 

BLADE COLUMBUS BUREAU  

COLUMBUS 

 

On Jan. 13, a few hours after he was sworn in to a second term as 
governor, Republican Bob Taft was asked why there were not any bold proposals 
in his inaugural address.  

Our budget proposal will be a bold proposal, in a number of respects,

 

he replied.

  

Nearly three weeks later, as Mr. Taft outlined his plan to raise $2.27 billion in 
taxes over the next two years, most agreed with his prediction.  

Mr. Taft wants to make several changes to the state s corporate franchise tax that 
would boost the tax bills of the biggest companies in Ohio.  

Over the past two decades, the tax burden in Ohio has shifted from businesses to 
individuals.  

Mr. Taft s proposal would take a big step toward reversing that trend, says Zach 
Schiller, research director of Policy Matters Ohio, a Cleveland-based research 
group that studies tax issues.  

Multistate businesses have taken advantage of a tax code to shift money and 
reduce how much they pay. That means individuals are paying more of the 
freight,

 

Mr. Schiller says.  

In tax year 2001, about 100,000 businesses were liable for corporate franchise 
taxes, but 44 percent were liable for the minimum $50 before credits, and 36 
percent were liable for less than $2,000, Mr. Schiller says.  

But business groups complain that Mr. Taft s proposals are unfair and built on 
terribly inaccurate

 

assumptions.  

They says that most of the changes to the corporate franchise tax would raise 
taxes on companies that legitimately have tried to lower their tax bills instead of 
evade taxes.  

Growth in taxes paid by consumers has increased by 135 percent over the past 
two decades, says David Ellis, a fellow with the Federation for Community 
Planning, a public policy group based in Cleveland.  

In 1976, business taxpayers paid 40 percent of state and local taxes in Ohio, says 
Edward Ned

 

Hill, an economic development professor at Cleveland State  
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University.  

That has declined to 29 percent, he says.  

The poorest Ohioans 

 
who make less than $15,000 a year 

 
pay 11 percent, 

according to the Institute on Taxation and Economic Policy, based in Washington.  

In Ohio and states across the country, the regressive nature of sales taxes, and 
to a lesser degree property taxes, overwhelms the progressive effect of income 
taxes,

 
says Mr. Schiller, of Policy Matters Ohio.  

Mr. Taft s tax proposals include lowering the personal income tax rates, resulting 
in 550,000 to 600,000 low-income Ohioans who would not owe any state income 
tax.  

At the same time, Mr. Taft wants to overhaul Ohio s corporate franchise tax. It has 
two bases: Corporations pay on whichever is higher 

 

its net worth or its net 
income.  

The problem, says state Tax Commissioner Tom Zaino, is that Ohio has high 
rates, but the tax does not generate as much revenue as other states.  

Corporate franchise taxes also are dwindling as a percentage of the total tax 
revenue that Ohio collects 

 

from 16 percent in the late 1970s to 5 percent 
today, he says.  

To broaden the tax base, Mr. Taft wants to stop large corporations from shifting 
money earned in Ohio out of state.  

Corporate tax returns are exempt from Ohio s public records law, but Mr. Zaino 
says big businesses with layers of affiliated corporations can pick and choose 
which affiliates pay taxes.  

Mr. Schiller calls it legal corporate tax evasion.

  

Mr. Taft also says that the net worth component of the corporate franchise tax is 
unfair. Corporations that pay the tax based on their net worth all pay the same tax 
rate. It is unfair for all corporations to pay the same rate, the governor says, 
because the largest ones get their tax capped at $150,000. As a result, Mr. Taft 
wants to raise that cap to $500,000.  

Mr. Taft also wants to crack down on what is referred to as nowhere

 

income.  

Currently, the sales of a corporation in Ohio to a state without an income tax 

 

or 
where the corporation does not have any presence 

 

is not taxed in any state.  

Mr. Taft wants Ohio to collect that revenue, by factoring it into a corporation s 
sales.  

The governor also wants to give corporations the option of filing a corporate 
franchise tax return that consolidates all of their affiliated entities. If they do not do 
so, however, Mr. Taft wants to force them to file separately.  

Mr. Zaino, a former tax adviser, says the change would combat corporations that 
use armies of lawyers and accountants to reduce their tax liability.  

In 2001-2002, the corporate franchise tax generated $712 million. Mr. Taft says 
his proposals would generate a new $451 million in 2004-2005.  

Dan Navin, a tax expert and lobbyist who has analyzed tax policy for 11 years for   

DENTIST 
Jonathan Frankel, 
D.D.S.

  

FUNERAL DIRECTOR 
Strabler Funeral Home

  

HEARING AIDS 
Hearing Associates, Inc.

  

HEATING AND AIR 
CONDITIONING 
Shamy Heating & Air 
Conditioning

  

HOME MORTGAGE 
EQUITY 
Midwest Mortgage 
Investments, LTD

  

PERSONAL INJURY AND 
MALPRACTICE LAW 
Barkan & Robon Ltd.

  

PLASTIC SURGEON 
Arrowhead Plastic 
Surgeons, Inc.

  

PLUMBING 
CONTRACTOR 
The Clean Plumbers

  

REAL ESTATE 
AUCTIONS 
Beth Rose Auctions

  

REALTOR 
Char Winckowski

  

ROOFING AND 
CHIMNEYS 
Brothers Construction

  
toledoblade.com Page 2

6/28/2005http://www.policymattersohio.org/media/TB_franchise.htm

http://www.policymattersohio.org/media/TB_franchise.htm


the Ohio Chamber of Commerce, says Mr. Taft and his allies are pursuing the 
wrong approach. They are skeptical about the governor following through with 
plans to lower the top marginal corporate franchise tax rate from 8.5 per cent to 7 
per cent in tax year 2006.  

Revenue from the corporate franchise tax has declined because of the recession 
and continued weak economy, Mr. Navin says. Also, starting in tax year 1999, the 
state lowered the net worth rate in exchange for businesses agreeing to 
broadening the personal income tax base, he says.  

Mr. Taft s proposals would increase the tax bills of corporations that do business 
in several states and nations, Mr. Navin says.  

For example, many corporations with affiliated entities in Ohio use holding 
companies to obtain financing, instead of all of the affiliates doing it separately. 
Ohio affiliates get the funds, but they pay interest to the parent corporation.  

Many corporations set up these complex transactions in order to evaluate 
companies

 

expenses, Mr. Navin says.  

Under Mr. Taft s proposal, Ohio affiliates that have those types of expenses would 
no longer be able to get a deduction under the corporate franchise tax, Mr. Navin 
says.  

It s a broad brush; Ohio is trying to ignore the legitimate, business-oriented 
purposes behind these kinds of transactions. We think the state Tax Department 
has the tools to legitimately deny deductions for those which are based on fraud 
and tax evasion, rather than those who have legitimate business purposes,

 

he 
says.  

If the governor prevails, an incentive for corporations to have affiliates in Ohio 
would vanish, Mr. Navin says.  

Mr. Navin says the state could eliminate some of the credits, deductions, and 
exemptions in the corporate franchise tax. Many of them have been added 
because of the burden from the tangible personal property tax, which taxes the 
value of machinery, equipment, and inventory.  

Mr. Taft wants to phase out the inventory portion of the tangible personal property 
tax over 12 years, instead of 24.  

State Rep. Sally Conway Kilbane (R., Rocky River) wants to eliminate the entire 
tangible personal property tax. The struggle is how to replace the tax, given that 
70 percent of its proceeds go to public school districts.  

One proposal is to replace it 

 

along with the corporate franchise tax 

 

with a 
tax that businesses would pay on wages and salaries. The rate would be 1.5 
percent, says Dr. Hill, the economic development professor at Cleveland State 
University. The change would shift tax from manufacturers to service companies, 
he says.  

The problem with the corporate franchise tax is that corporations with operations 
in several states are managing their tax bills to almost zero,

 

Dr. Hill says.  

If these guys will kill for a nickel on a gallon of paint, they ll handle their tax bills in 
the same way,

 

he says.  

Ms. Kilbane says she is examining a new corporate tax based on sales, property, 
and payroll. It would replace the tangible personal property tax and the net worth 
component of the corporate franchise tax. No details are available yet on rates, 
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and Ohio would continue to have a corporate franchise tax on income, she says.  

She says she does not support the governor s proposal to raise the net worth cap 
from $150,000 to $500,000.  

We ve heard from a lot of people that our tax system is so convoluted and an 
obstacle to creating business, and that along the Ohio-Michigan boundary, our 
incentives were not doing the job,

 
she says.  

Mr. Navin says Mr. Taft is using the phrase tax reform

 
under the guise of raising 

taxes.  

Tax changes should not increase the amount that businesses pay in taxes, or that 
amount should be lowered, he says, so Ohio will be better able to compete to 
keep and land new companies, he says.  

But Mr. Schiller, of Policy Matters Ohio, says the state can increase business 
taxes without harming its economy.  

Companies should not be able to flim-flam the system legally,

 

he says.    
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