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SBT Replacement Introduced Today

GRAND RAPIDS, M| — Tuesday, November 28, 2006 — Sources in
Lansing have told us that a replacement to the Michigan Single
Business Tax will be introduced. Also, we have heard hearings will
be held on Wednesday regarding the plan to replace over $1.9 hillion
in lost revenue.

Last week Tuesday, Governor Jennifer Granholm said she will
propose a Single Business Tax replacement this week in hopes the
legislature will approve it in the lame duck session currently slated to
end December on 14". Political rhetoric aside, there are very good
reasons to pass a replacement tax now. However, to craft a
completely new business tax in two weeks seems overly optimistic.

What Will The Governor’s Plan Look Like?

The Governor says it would incorporate the principles of her former
SBT restructuring plan with a low rate and a broad base. She said it
will not be a warmed-over version of the SBT. I'm not so sure.

We believe the Department of Treasury is heavily leaning toward a
plan that incorporates a “factor” tax. They may consider a gross
receipts tax or even a combination of both. Whatever is proposed, it
will be broad based with a low rate. WHY?

A broad based low rate tax has significant advantages for both state
government and business. The broad base guarantees government
a steady flow of revenue devoid of the fluctuations associated with
taxes based on income. The broad tax base, if based on gross
receipts in whole or part, provides government with a built in inflation
adjustment. The low rate would make the tax an insignificant factor in
business decisions. The low rate would also render useless tax
avoidance schemes which undermine the tax.

Back to the “factor” tax. A nebulous term, it involves a broad tax base
comprising four factors; property, payroll, sales and income to be
weighted, apportioned or allocated. No other states currently use a
“factor” tax.

Stay tuned, there will be more to come.

Our firm provides the information in this e-newsletter for general guidance
only, and does not constitute the provision of legal advice, tax advice,
accounting services, investment advice, or professional consulting of any
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