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WHAT WILL REPLACE THE SBT?
After months of uncertainty, two plans emerge.

GRAND RAPIDS, MI — Monday, May 7, 2007 — Last week both the
House and Senate reported out bills that would replace the Single
Business Tax which expires after this year. The business community
had become very nervous with the lack of movement by the
legislature. The governor had proposed a plan that included a two
percent tax on services which failed to gain support. Various
business groups had proposed plans that didn’'t gain support. There
was talk of no replacement which would create a large budget hole or
extending the current SBT.

Finally, last week Wednesday, May 2" the House passed House Bill
4367 by a 61 to 48 margin. Not to be outdone, the Senate on
Thursday, May 3" passed Senate Bill 94 by a 20 to 17 margin. There
are similarities in the two bills, which is encouraging. However, there
are significant differences which will need to be reconciled in
conference committee. Whatever comes out of the conference
committee will need the approval of the governor. The governor
previously stated support for the House version.

House Bill 4367 — The House Democratic Plan

HB 4367 would replace the SBT with a combination business income
tax at a 6.95% rate and a net worth tax at a 0.488% rate. The tax
would apply to businesses with gross receipts over $350,000 with no
minimum tax. It includes a Small Business Credit similar to the SBT
version.

The plan also includes relief from the personal property tax. All
property classified as either industrial or commercial would be exempt
from the 18 mill local school operating millage and the 6 mill State
Education Tax. In addition, property classified as industrial could
claim a 50% credit for personal property taxes paid.

Most of the credits currently in the SBT would be carried over to the
new tax. Any unused credits could be used against the new tax. In
addition, HB 4367 would create three new credits; 0.8% of the
taxpayer's compensation paid to employees in Michigan, 3.3% of a
taxpayer’s investment in depreciable tangible assets in Michigan and
a 4% research credit based on Michigan “qualified research
expenses”.

Senate Bill 94 — The Senate BEST Plan
SB 94 would replace the SBT with a combination business income
tax at a 1.5% rate and a modified gross receipts tax at a 0.54% rate.

The tax would apply to businesses with gross receipts over $350,000
with no minimum tax.
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Relief is provided to small businesses with gross receipts over $350,000
and under $15 million. These qualified businesses could elect to pay
either the income tax or the modified gross receipts tax.

SB 94 would provide a 25% credit for taxes paid on all industrial and
commercial personal property acquired within the past 5 years. All new
purchases of personal property after 2007 would be exempt.

A number of credits currently in the SBT would be carried over to the
new tax. These credits include the Michigan next energy credits,
Michigan Economic Growth Authority (MEGA) credits, Renaissance
Zone exemptions and the Michigan Early Stage Investment tax
vouchers. In addition, the bill would create three other tax credits.

The Michigan Entrepreneurial Credit would equal 100% of an eligible
business’s tax liability. The Smoking Ban Credit would equal 10% of an
eligible business’s tax liability. There is also a headquarters jobs credit.

As with most tax legislation, the devil is in the details. Attached to this
newsletter are the complete versions of the two bills as passed by the
House and the Senate.

Prospects For Passage

Although the two tax bills have some very similar provisions, there is one
significant difference. The House bill is revenue neutral although a large
portion of the tax would be exported to out-of-state businesses. The
Senate bill represents a net tax cut of approximately $600 million.

Only 5% of Michigan taxpayers would have a net tax increase under the
Senate bill. The House bill would increase taxes for approximately 21%
of Michigan businesses according to the Senate Majority Policy Office.

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 kind. The
information provided herein should not be used as a substitute for consultation
with professional tax, accounting, legal, or other competent advisers. Before
making any decision or taking any action, you should consult a professional
adviser who has been provided with all pertinent facts relevant to your particular
situation. Tax articles in this e-newsletter are not intended to be used, and
cannot be used by any taxpayer, for the purpose of avoiding accuracy-related
penalties that may be imposed on the taxpayer. The information is provided "as
is," with no assurance or guarantee of completeness, accuracy, or timeliness of
the information, and without warranty of any kind, express or implied, including
but not limited to warranties of performance, merchantability, and fitness for a
particular purpose.
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