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April 3, 2007

DECLINING BUDGET CRISIS

A meeting of Governor Jennifer Granholm’s cabinet was held last week to discuss the worsening crisis of the State of Michigan’s cash flow after Treasurer Robert Kleine announced that the state is facing a $400 million shortage in the common cash fund (the state’s checkbook) by late May.  This deficit could lead to a government shutdown and temporary lay-off for workers, which prompted Governor Granholm to order all state departments to put together a plan on how to function without general funds, including a moratorium on all state grant payments, new agency subscriptions, travel, service contracts, performance pay awards and new hires.

Adding to the problem of the budget shortfall is that the state cannot borrow any additional money to solve this crisis since the state Constitution limits the state to short-term borrowing of no more than 15 percent of its general fund in any fiscal year.  The state is currently at that limit.  The state is looking at delaying school aid and local government payments as a method in which to work its way through the crisis.

The Governor and the Senate earlier signed off on an Executive Order for $344 million in spending reductions ($180 million of which are actual budget cuts while the rest are delayed payments and adjustments to retirements).  Late last week the House approved the Executive Order cuts as well.  

Speaker Dillon’s Solution

Last week Speaker Andy Dillon (D-Redford) and House Democrats announced the Caucus was working to propose a utilities tax that could generate roughly $500 million annually to plug state budget holes.  The tax plan is not fully developed as the Speaker is still working on safeguards against large rate increases for consumers.  Speaker Dillon has reported that several House committees will be meeting during the cancelled spring break to take up components of the plan to fix the state budget.  While details of the plan have not been announced, anticipated elements include reforms to state and local government, new revenues and cuts.  It is reported that the House has plans to achieve significant cuts in the area of the Department of Corrections.  Some cuts may mirror those of the Senate Republican negative supplemental of two weeks ago, but are stated to not touch the areas of education, health care, public safety or economic development.

Speaker Dillon announced that the House would be passing a negative supplemental bill in the coming weeks to cut the budget even further, leaving the caveat that cuts should not impact health care, education, or police and fire services.  

Details of the Speaker’s plan will be posted at www.karoubassociates.com once they are introduced and become available.

SINGLE BUSINESS TAX REPLACEMENT

Senate Republican Plan

After sitting on the calendar for more than six weeks, the Senate advanced three bills into third reading last week, creating a new business tax that would raise some $1.5 billion.  Senate Bills 94-96, otherwise known as the Senate B.E.S.T. plan, were amended to set tax rates for the gross receipts and business income taxes at what Senate Finance Committee Chair Senator Nancy Cassis (R-Novi) said would be very competitive rates compared to other states.  The rate for the gross receipts tax in Senate Bill 94 would be set at .54 percent under this plan.

Senator Cassis said the bill was also changed to smooth the “tax cliff” that smaller companies would face as sales grow, which would favor companies with sales between $15 million and $50 million a year; and provide an entrepreneurial credit for companies with sales of less than $25 million a year.  The entrepreneurial credit would exempt those companies from taxes for five years, so long as the companies hire at least 20 people and invest $2 million each of those five years.   The bill also boosted the personal property tax credit for companies from 20 to 25 percent and grants restaurants that go smoke-free a 10 percent credit on their taxes.  The plan would prohibit large companies with headquarters in another state from representing themselves as a small business in order to pay lower business taxes in Michigan.  This will increase business tax revenue by an undetermined amount.

House Democratic Plan

House Speaker Dillon is contemplating a revenue-neutral SBT replacement that would eliminate the personal property tax (PPT) and give in-state companies a $1 billion tax reduction at the expense of out-of-state companies, which would pay $1 billion more.  The plan, as of now, is a combination of net worth tax (assets less liabilities) and a fairly high corporate income tax without the loopholes in today’s SBT.  Tax credits would be given for compensation (payroll and health care), research and development, etc., benefiting in-state companies.  Under the current SBT/PPT taxation system, in-state companies make up 83 percent of the business tax revenue that comes into the state; under the proposed “Dillon Plan”, less than 50 percent of the income would come from in-state businesses.  The plan is still in the developmental phase; Speaker Dillon will release further information as decisions become concrete.
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