A state VAT tax is possible – Michigan proves
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Michigan’s single business tax (SBT) is a value-added tax (VAT), and the only major tax of its kind in the United States. For this reason, the SBT is perhaps the least well understood of the major taxes levied in Michigan.
This publication explains the rationale for the tax and its various provisions by reviewing the tax’s history—including business taxes that preceded the SBT, the original adoption of the SBT, and the numerous changes that have been made to the SBT over time. This history is intended to provide context for future decision making regarding the SBT and business taxation in general.
This report was written by Kyle I. Jen, Fiscal Analyst; Jeanne Dee, Administrative Assistant, prepared the report for publication. We appreciate the review comments and suggestions of Terry Bergstrom, Legislative Service Bureau; Howard Heideman, Michigan Department of Treasury; Bob Kleine, Public Sector Consultants; and Rebecca Ross and Jim Stansell, House Fiscal Agency. Please contact me or Rebecca Ross if you have questions regarding the information in this publication.
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The single business tax (SBT) is a major source of revenue for the State of Michigan, generating $2.0 billion and accounting for 23 percent of General Fund/General Purpose revenue in Fiscal Year 2001-02. At the same time, the SBT is the least well understood of Michigan’s major state taxes due to its unique nature as a value-added tax (VAT). This publication will explain both the theory and history of the tax.
The report begins by discussing the economic rationale for value-added taxation, presenting a brief history of business taxation in Michigan prior to 1975, and summarizing the debate over the adoption of the SBT during that year. Next, a brief explanation of the SBT’s mechanics is offered, and the changes to the provisions of the SBT over the last 27 years are outlined. Historical revenue collections and the distribution of those collections are also discussed. In light of the fact that the SBT will be repealed after tax year 2009, the conclusion discusses alternative methods of business taxation.
Figures are used to illustrate the calculation of tax liability as well as to show how revenue collections have changed over time. Appendices A and B present historical SBT collections and a detailed chronological listing of each public act related to the SBT. Because the text of this report does not generally cite specific public act numbers in order to maintain narrative continuity, Appendix B should be useful to those who require more detailed information.
This report accounts for all changes to the SBT made through October 2003.
The single business tax is, arguably, the most unique characteristic of the State of Michigan’s fiscal structure It holds a position in Michigan’s tax system which is equivalent to the corporate income tax in most states. (Michigan is one of only six states which does not levy a corporate income tax.)1
In the last decade, however, several states (West Virginia, Minnesota, Texas, and Louisiana) have considered adopting a tax similar to the single business tax; a VAT has also been considered by the District of Columbia.2 New Hampshire adopted a value-added type tax (the business enterprise tax) in 1993, but with a much lower rate (0.25 percent) and as a complement to its business profits tax.
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