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School of Law 651 E. Jefferson A venue, Detroit, Michigan 48226 Telephone: (313) 961·5444 

This is the first issue of the Michigan Tax Law 
Journal to be publishe-d by a new group of University Ofoetroit 
law students and faculty. We are pleased t6 have this oppor
tunity to disseminate current information in the always ex
panding tax field and at the same time to be of service to the 
State Bar of Michigan. 

We recognize and willingly accept our responsibility 
to produce a high quality and accurate Journal, and will do our 
best to do so consistently. For any communication to succeed, 
it must be two-way. Please let us know your observations, 
suggestions, criticisms and complaints. If there are topics 
you would like us to cover, or if you would like to prepare a 
brief article (perhaps with a student assistant), please write 
us at the Law School. 

We are pleased to announce that after due considera
tion Steve Gittleman has been selected as the student Managing 
Editor. Steve is currently employed at the Michigan Tax 
Tribunal, and is in an excellent position to gain perspective 
on State tax matters. 

We hope you find this issue useful in your practice. 
We look forward to a long and fruitful relationship of service 
to the Taxation Section. 

Norbert T. Starr, II 
Executive Editor 

Steven Gittleman 
Managing Editor 

Eugene A. Gargaro, Jr. 
Journal Chairperson 

Patrick A. Keenan 
Professor of Law 
Editor in Chief 

Laura Reyes Kopak 
Sally Wood 
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Members of the Taxation Section: 

This issue of the Tax Journal represents the continuing 
efforts of the Taxation Section Council to upgrade the quality 
and usefulness of this quarterly publication. Professor 
Patrick A. Keenan of the University of Detroit School of 
Law has agreed to act as our new editor~ Under his direction 
and with the cooperation of the members of the Section, 
we hope to provide you with better· and more regular issues. 
We welcome comments and criticisms from the readers. We 
would also appreciate the opportunity to publish any articles 
or items of interest which you ~ay come across in your practic~ 
concerning any area of federal and state taxation. Please 
forward your comments to: Professor Patrick A. Keenan, 
University of Detroit School of Law, 651 E. Jefferson, Detroit, 
Michigan 48226. 

The Taxation Section's Annual Meeting is scheduled 
for 9:00 a.m. on September 24, 1980. This meeting is schedule< 
in conjunction with the Annual Meeting of the State Bar 
to be held at the Book Cadillac Hotel, Detroit Michigan. 
In addition to the business meeting, we have two excellent 
speakers - Mr. Vernon J. Owens, Regional Counsel Internal 
Revenue Service, who will speak on "Tax Shelters and other 
Current Federal Income Tax Developments" and Professor L. 
Hart Wright, University of Michigan, who will speak on 11 Coming 
Revolutionary Changes in our Federal Tax System 11

• Mr. Owens 
has indicated that he would like to focus his presentation 
on areas which concern· the practitioner with respect to 
IRS policies and procedures. Although there will be a questior 
and answer period provided at the end of his presentation, 
he would prefer to receive questions from the members of 
the Section in advance of the program. If you have any 
such questions or would like to. hear a discussion in a specific 
area, please drop a note to that effect to 11 Peter s. Sheldon, 
121 E. Allegan St., Lansing, Michigan 48933." 

We hope you will make an effort to attend this year's 
annual meeting and take this opportunity to become more 
involved with the Taxation Section•s activities~ 
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MINUTES OF REGULAR MEETING OF 
COUNCIL OF TAXATION SECTION OF 

STATE BAR OF MICHIGAN 

The Council of the Taxation Section met at 4:00 p.m. April 16, 
1980, at the University Club of Michigan State University, East Lansing, 
Michigan. 

Allan J. Claypool 
Eugene A. Gargaro, Jr. 

Lawrence J Murphy 
Peter S. Sheldon 
James A. Durkin 

Andrew M. Savel 
Michael L. Robinson 

Present 

Absent 

Joseph F. Dillon 
John W. McNeil 

Lawrence R. Van Til 
John G. Gibbons 
John N. Seaman 

Erwin A. Rubenstein 

Also in attendance were Janice B. Shatzman, Liaison from 
MACP A Federal Tax Committee; and Richard L. Harden, Liaison from 
MACP A State and Local Tax Committee. 

MINUTES: The Minutes of the February 6, 1980, Tax Council 
meeting were approved as submitted. 

TREASURER'S REPORT: Mr. Claypool reported that the Tax
ation Section Income Statement as of Apri115, 1980, showed a balance of 
$13,069.85. 

TAX SECTION JOURNAL: Mr. Gargaro reported on his search 
for a new Editor of the Tax Section Journal. The Council unanimously 
supported Mr. Gargaro in his efforts to retain the services of Professor 
Patrick A. Keenan, University of Detroit School of Law, to serve as Edi
tor. Mr. Gargaro Will continue to serve as Publications Chairman. 
Professor Keenan's work in connection with the Corpoations, Finance and 
Business Law Section Journal was reviewed and highly regarded by the 
Council. 

Mr. Gargaro, based on the Council's enthusiastic support of 
Professor Keenan, will proceed to retain the new Editor. Members of the 
Taxation Section who have written on state tax matters are invited to send 
their work directly to Professor Keenan so that it may be considered for 
publication. The Council discussed the inclusion of tax legislative develop
ments in the Tax Section Journal. 

TAX COURT LUNCHEONS: Mr. Gibbons indicated that the 
final luncheon for this year is tentatively scheduled for June 3, although it 
has not been determined which Judge will be the guest of honor. 
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ANNUAL STATE BAR MEETING: Mr. Sheldon discussed his 
tentative plans for the annual meeting to be held 9:00a.m., Wednesday, 
September 24, 1980, at the Radisson Cadillac in Detroit. An interesting 
and informative program is anticipated. The only confirmed speaker at this 
date is Vernon Owens, Regional Counsel, IRS Central District (Cincin
nati). 

EMPLOYEE BENEFITS COMMITTEE: Mr. Murphy 
reported that Chairman George L. Whitfield has been in contact with the 
Detroit IRS office (Employee Plans) and has invited representatives of the 
Service to participate in a meeting with employee plans practitioners. 
Members of the Section who are interested in being advised of future 
plans for the propsoed meeting are invited to write Mr. Whitfield at 900 
Old Kent Building, One Vandenberg Center, Grand Rapids, Michigan 
49505. 

LEGISLATIVE REVIEW COMMITTEE: Mr. Sheldon had 
nothing new to report on the activities of the committee. Mr. Murphy 
announced that his appointees to the Committee, in addition to himself, 
are PeterS. Sheldon, Benjamin 0. Schwendener, Allen Schenk, Loren M. 
Opper, John Mitchell, Ernest Getz, Louis Kasischke and Samuel J. 
McKim. 

INHERITANCE TAX PROPOSED LEGISLATION: Mr. 
Murphy reported t.hat Mr. Savel is working directly with Revenue Com
missioner Goodman in regards to the proposed legislation. Several mem
bers of the Section have contacted Mr. Savel and expressed an interest to 
work with him. in this regard. 

TAX SEMINAR FOR GENERAL PRACTITIONERS: Mr. 
Dillon reported that he met with Austin Anderson of ICLE and that the 
Tax Seminar for General Practitioners is presently scheduled for live pre
sentations the first two Thursdays in December with follow-up video 
programs. Plans for speakers and handbook materials are being finalized. 

FEDERAL TAX COMMITTEE: Ms. Shatzman reported on 
plans for a very interesting annual joint CPA-attorney tax seminar 
schedule June 19, 1980, at the Roma Hall in Bloomfield. Subject matter 
will include Cafeteria Plans, the Estate Freeze, "Burnout" Tax Shelters, 
Professional Corporations and more. 

STATE AND LOCAL TAX COMMITTEE: Mr. Harden had 
nothing new to report on the activities of the Committee. 

FIFTH ANNUAL TAX INSTITUTE: Mr. Van Til reported on 
tentative plans for the annual seminar sponsored jointly by the Section and 
ICLE. The format will follow last year's program. Tentative speakers have 
been contacted. It was moved and the Council unanimously approved the 
following resolution: 

RESOLVED, that Mr. Van Til is authorized to offer $500 
honorariums to national speakers who participate in the Annual Tax 
Institute. 
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TAX TRIBUNAL AND ADMINISTRATIVE 
CHANGES: Mr. Van Til reported that he and Ernest Getz appeared 
before the Michigan Senate Finance Committee and made numerous 
comments, objections and suggestions relative to the proposed legislation 
discussed at the February 6, 1980, Council meeting. Revenue Commis
sioner Goodman indicated that his office desired to give further considera
tion to several items in view of the Senate Finance Committee hearings. 
Mr. Murphy noted that the Council and practitioners generally were 
appreciative of the valuable contributions which Messrs. Getz, Van Til 
and others have expended in an effort to improve proposed tax legislation. 

NOMINATING COMMITTEE: Mr. Murphy announced that 
he had appointed Ernest Getz, John King and Lee Murphy to the annual 
Nominating Committee. 

CHAIRPERSON'S REPORT: Mr. Murphy reported on the 
contacts made by himself and others with representatives of the Detroit 
IRS office in regards to their restrictive policy on granting extensions of 
time to file protests. The policy of the Detroit office has been liberalized 
but still appears to be more restrictive than the policy of other IRS Dis
tricts around the country. Consideration will be given to such matters as 
taxpayers change of legal or accounting representatives and illness. Con
sideration will not be given solely for reasons such as work load or filing 
period activities. When extensions are granted it appears that they will be 
for short periods of time such as 15 or 30 day periods. 

MAILING LIST: The policy of the Council has been to deny 
requests for access to the mailing list. After considerable deliberation 
regarding several new requests for use of the mailing list, the following 
resolution was moved and unanimously adopted: 

RESOLVED, that the Tax Council will permit the Section mailing 
0 list to be made available only for educational programs and after the pro-
!. posed educational program has been presented to and approved by the 

Council. 
n 
l 

~~ 

)0 
a 

NEXT COUNCIL MEETING: The next Council meeting is 
scheduled for 8:00 a.m., September 24, 1980, at the Radisson Cadillac 
Hotel, Detroit, Michigan. 

sf Allan J. Claypool 
Allan J. Claypool, Secretary 

Approved by: 

sl Lawrence J. Murphy 
Lawrence J. Murphy, Chairperson 
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1980 ANNUAL REPORT 

TAXATION SECTION 
STATE BAR OF MICHIGAN 

The Taxation Section held four regular council meetings in adc 
tion to the meeting prior to the Section's Annual Meeting. During tl 
course of the past year we have continued a number of programs whi< 
appear to have been well received by Section members in the past. In co 
junction with the Institute of Continuing Legal Education, the Secti{ 
produced the Fourth Annual Michigan/Federal Tax Institute which w 
held on October 18-19, 1979. This annual program has again bet 
scheduled for October 16-17, 1980. The speakers and program content~ 
this year's program were carefully reviewed by a committee whi< 
received substantial assistance from current and former members of tl 
Tax Council as well as from Austin Anderson of the ICLE. This year 
program will again focus on Federal tax developments although one-thi 
of the program will be devoted to Michigan tax law. As was done in 197 
the program will include an informal cocktail reception where tax prac 
tioners will have the opportunity to meet with Michigan tax administr 
tors. Revenue Commissioner Sidney D. Goodman will preside this portic 
of the program. 

The Section is also co-sponsoring with the ICLE a tax seminar f 
General Practitioners. It is expected that this program will be present< 
live on the first two Thursdays in December with follow-up vid1 
programs being presented at various locations around the state. In co 
junction with the Michigan Association of Certified Public Accountan 
the Section sponsored a seminar dealing with Federal taxes. This progra 
was held on June 19, 1980. 

The quarterly section publication entitled "Tax Journal" has co 
tinued to be published during the year. Efforts are continually being ma1 
to upgrade the usefulness of this publication. Professor Patrick A. Keena 
University of Detroit School of Law, has been appointed to serve as tl 
new editor for this publication. Members of the Section who have writtt 
on State tax matters or who would like to are invited to send their wo 
directly to Professor Kennan so that it may be considered for publicatio 

The Taxation Section has renewed its subscription to the Bureau 
National Affairs Tax Management Portfolios located at the Michigan Sta 
Law Library in the Law Building, Lansing. Michigan practitioners a 
invited and encouraged to telephone or to write to the librarian for she 
term loans of specific portfolios. 
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The Section has continued to sponsor luncheons which honor visit
ing U. S. Tax Court judges. A luncheon is held to honor the judges each 
time the Tax Court has a session in Detroit. Two luncheons were held this 
past year at the University Club on November 27, 1979 and January 16, 
1980. Section members who are qesirous of having their names placed on 
the mailing list for invitations for these luncheons should contact John G. 
Gibbons, 24700 Northwestern Hwy., Suite 418, Southfield, Michigan 
48075. 

With respect to employee benefits, George L. Whitfield is chair
man of a committee which has attempted to keep the communication lines 

'open between the Employee Benefit Section of the Internal Revenue Ser
vice and the Taxation Section. We are in the process of trying to arrange a 
formal liaison type meeting with the Internal Revenue Service so as to pro
vide an opportunity for a discussion of the problems faced by the tax prac
titioner. Anyone interested in becoming involved with this program 
should contact Mr. Whitfield at: 900 Old Kent Building, Grand Rapids, 
Michigan 49503. 

Three members of the Section attended the Annual Central Region 
Internal Revenue Service-Bar Association Liaison meeting held last Octo
ber in Cincinnati, Ohio. The minutes from this meeting have been pub
lished in the Tax Journal. 

During the past year the Council has made an effort to become 
more closely involved with legislation which affects the Michigan Tax 
practitioner. To that end, representatives of the section have testified at 
hearings in Lansing dealing with proposed legislation which would have an 
effect on the Michigan Tax Tribunal. In addition a committee has been 
formed to work with Revenue Commissioner Sidney Goodman reviewing 
rules to be promulgated under the Michigan Single Business Tax Act. 
Commissioner Goodman has also indicated that there is a possibility that 
the Inheritance Tax statute may be revised in the near future. The section 
appointed Mr. Andrew Savel to act as our liaison representative in order to 
keep up to date with respect to any changes in this area. The Section was 
also represented at a meeting with the Detroit District of the Internal 
Revenue Service recently when the Detroit District announced its change 
of position with respect to granting of entension requests for filing pro~ 
tests. 
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CURRENT MICHIGAN TAX PROPOSALS 

by Laura Reyes Kopack 

Tax limitation is a growing concern throughout the country and 
seems inevitable in Michigan. As many as nine tax proposals were sug
gested early this year as alternatives to current forms of taxation. 

Time summarized the national concern: "Any new tax reduction 
will be welcomed by inflation-weary voters. The average American's taxes 
have gone from 19.4% of his income in 197 5 to 21.9% today, and will reach 
22.7% in 1981. Federal taxes next year are due to increase by about $45 
billion because of higher Social Security payroll deductions, the new 
windfall profit tax on oil companies and the so-called bracket creep, 
whereby inflation pushes taxpayers into higher income and tax catego
ries." 1 

Citizens around the nation are supporting legislation to reduce 
taxes and limit spiraling government spending. In some states, notably 
California, tax reduction proposals have been successful in limiting taxes 
while essential services are still maintained. But other states and com
munities which have passed tax reductions have experienced disasterous 
effects on local governments Many of the proposals in such communities 
had to be repealed or revised in order to allow effective functioning of 
government Some tax reduction proposals have not been true reductions 
but rather tax increases or tax shifts. 

In Michigan, a year and a half after the enactment of the Headlee 
tax limitation it appears that many taxpayers feel that they have been 
deceived. One editor opined that "many politicians are spending time try
ing to circumvent the law rather than live with its terms. Instead of trying 
to cut the fat out, they've spent time trying to circumvent the will of the 
people."2 

After the mixed success of Headlee, House Speaker Bobby Crim, 
(D-Davison) said: "The Headlee Tax Limitation Amendment was misun
derstood when it was passed. Some of its supporters were a little over
zealous and a lot of people got the idea their property taxes would not 
increase. Now they want to know what happened. "3 

In the State of Michigan many expect that Robert Tisch's tax slash
ing ideas which failed in 1978 may have stronger impact on voters on 1980 
since many taxpayers feel that they have been misled. The deadline for fil
ing tax proposal petitions was July 7, 1980, and it seems that the 
Shiawassee County Drain Commissioner sponsoring the tax cur has more 
than enough signatures to get his proposal on the November ballot. The 
other tax measures likely to be on the November ballot include the 
Milliken-Crim proposal, a legislative alternative, and the Simth-Bullard 
proposal. (See Ed. Note at end of Article.) 
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The groups that oppose the Tisch Amendment and are supporting 
the Smith-Bullard proposal include the League of Women Voters of 
Michigan, Michigan Education Association, and Michigan State Troopers 
Association. These groups have taken the postition that the Tisch proposal ' 
would be too drastic a tax cut and also feel that Smith-Bullard would pro- I 
vide equal opportunity in education. 

1. The Milliken-Crim Proposal (Proposal X) 

There have been various legislative alternatives proposed to 
counter the alleged drastic effects that the Tisch proposal would have on 
state government. One such idea, the Milliken-Crim proposal, is Senate 
Joint Resolution X of the Eightieth Legislature4 which was the result of a 
coalition between the executive branch and various members of the 
Legislature. The proposal was introduced by Senators Corbin, Gast, Faust 
and VanderLaan. The proposal passed the Senate by the required two
thirds majority on June 5, 1980 and concurred with House amendments by 
a vote of 79 to 24. 

If approved in November, the legislative tax proposal would raise 
the sales tax to 5.5 percent, a one-and-one half percent increase. This tax 
shift would offset the -loss of revenue from property tax reductions of 
approximately $350 a year for some homeowners and $140 a year for ren
ters. According to this proposal a homeowner would also get a property tax 
relief and the $1500 personal state income tax exemption would be index
ed to the rising inflation rate. Another provision of the proposal is to phase · 
out sales tax on utility bills by 1985. 

If this tax measure is approved by the voters in November, it would 
not only include the essence of Senate Joint Resolution X, (Milliken-Crim 
Proposal), but would also include the following; Senate Bill Numbers: 
1169, 1170, 1171, 1172, 1173, 1174, 1175, 1176, and 1177. The media 
emphasis has been on the ramifications of Senate Joint Resolution X, but 
not on the additional bills whose enactments are contingent upon sixty 
percent voter approval of the Milliken-Crim Joint Resolutions.5 

One tax lawyer charges that the media .has not provided sufficient 
analysis of the additional provisions which may not be enacted unless 
Senate Joint Resolution X is passed by the voters. The allegations include; 

(a) "The sales tax increase would amount to about $700-$800 
million a year and would take effect at the beginning of 1981; 
property tax reductions would not take effect until July or 
December 1981. Thus, the State would gain $400-$800 mil
lion before any payments would be made to reimburse local 
government.'' 

(b) "The $6,500 assessment exemption would eliminate all pro
perty taxes on over 25 percent of the homes in Detroit. This 
would also eliminate all circuit-breaker payments from the 1 
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state to those senior citizens and homeowners who have 
assessments under $6,500. 

"When these amounts are added to the sales tax increase, 
the state will end up with approximately $1.1 billion to offset 
the claimed $800 million in property tax relief to home
owners. This so-called shift thereby becomes a tax increase 
of several hundred million dollars. 

(d) "The Milliken-Crim proposal would reduce state payments 
to local government if federal funds are reduced. "6 

Thus it appears that the Milliken-Crim tax proposal is not a tax 
reduction, but simply a tax shift. In fact the so-called tax shift would result 
in a tax increase, a defeat of the basic goal that most taxpayers demand, 
and additional revenue to the government likely to result in turn in higher 
government expenditures. 

2. The Smith-Bullard Proposal 

According to the Smith-Bullard proposal there would be a max
imum statewide levy of 24.5 mills and reduced property taxes. Senior 
Citizens would pay no property tax on their first $25,000 of state equalized 
value, which is equivalent to $50-60,000 actual cash value. The $25,000 
would be indexed for inflation. Renters·and disabled persons would also 
get relief. Property taxes would be rolled back by class (i.e. commercial, 
residential, agricultural) of property instead of by total assessed valuation. 
A statewide commercial property tax of no more than 30.5 mills on all 
industrial development and commercial property would generate revenue 
ear marked for public education, K-12, on an equal per-pupil basis. This 
proposal also provides educational funding for all school children, and a 
local option of "school enrichment" funds. 

The basic intent of the Smith-Bullard Proposal is to provide 
equality of education and to establish a fund for such a purpose. The shift 
to provide for such funding is expected to come from personal income tax. 
The estimated income in the personal income tax would be from 4.6% to 
6.1 %. In the final analysis this tax proposal does not appear to be a tax 
reduction in any sense of the word but another tax shift with a marked 
income tax increase for Michigan taxpayers. 

The League of Women Voters' position paper on the Smith-Bullard 
ProposaJ7, states that they "support the general provisions of the proposed 
constitutional amendment sponsored by state representatives Roy Smith 
(R-Ann Arbor) and Perry Bullard (D-Ann Arbor) because it corresponds 
more closely than any of the other tax proposals currently being discussed 
to the goals stated in our education and newly revised taxation position." 

The major considerations given by the League of Women Voters 
are:8 
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"Overall goal of assuring equal educational opportunity for 
all would be specifically stated in the Constitution and a 
change in the present system of financing schools would be 
established better to ensure the achievement of this goal" 

''The three broad based taxes (income, sales, and property) 
would still be used for financing education and the tax shift 
elements of this plan would mean a greater reliance on the 
income tax, which members of the League consider more 
fair" 

"The state would bear the greatest responsibility for financ
ing public education while local districts would continue to 
bear some responsibility through either the enrichment 
millage option or the equivalent local income tax option" 

"The sharing of industrial development and commercial 
property wealth on a statewide basis does fit with the League 
of Women Voters of Michigan support for a statewide pro
perty tax for school financing. This is also a factor in ensur
ing equality of opportunity for education." 

"Substantial local control over hiring of personnel and 
determining program would be constitutionally guaranteed 
under the Smith-Bullard Proposal." · 

"The provision in the Smith-Bullard proposal for rollback of 
property taxes by class will permit a reduction of individual 
property tax which voters have indicated they support." . 

In a "letter to the editor"9 Rep. Bullard indicated that the state 
budget for fiscal year 1981 is approximately 10.45 billion dollars. He also 
stated that a two-billion dollar budget reduction (20%) as required by the 
Tisch Proposal would cut essential state services by 54 percent. To illustr
ate this point Mr. Bullard sets out the following statistics: 

Chart A: Total State Budget and Expenditures Required by 
Federal Law or State Constitution (Figures from 
Govenor's January Budget) 

Total State Budget ....................... . $10.45 Billion 

-2.55 Billion 

I 

subtract FEDERAL AID (not state controlled) 

subtract STATE SPENDING PAID TO 
LOCAL (required by "Headlee" amendment) -3.30 Billion! 

51.7% of total to school aid and community col
lege 

14.0% of total to local transportation 

5.8% of total mental health 
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28.4% of total to other local grants 

subtract TEACHER RETIREMENT FUND 
(required by the constitution) ............. . 

subtract STATE HIGHWAY FUND (required 
by the constitution) ...................... . 

subtract BONDED DEBT (debts must be paid 
by law) ................................. . 

MONEY LEFT TO FUND ESSENTIAL SER-
VICES TODAY ......................... . 

subtract TISCH TAX RIPPER ............. . 

MONEY LEFT TO ESSENTIAL SERVICES 
AFTER TISCH .......................... . 

CUTS IN ESSENTIAL SERVICES MADE 
NECESSARY BY TISCH ................. . 

3. The Tisch Amendment 

-0.50 Billion 

-0.30 Billion 

-0.10 Billion 

$3.70 Billion 

-2.00 Billion 

$1.70 Billion 

54% 

The Tisch Proposal will provide a tax cut, although it appears to be 
a rather drastic measure. The 1980 Tisch Amendment proposes to cut 
taxes in half against all classes of property based on 1978 S.E.V. tax bill, 
and limit any new assessment increases to two percent in a year. It would 
prohibit any new taxes on property that is the principal homestead of the 
householder. Senior Citizens, beginning on their sixty-second birthday, 
would be exempt from that portion of ad valorem property tax which is 
slated for school district operating millage. But the Amendment provided 
there can be no cuts in education, and the state cannot alter the school aid 
formula or any other school funding to impair the mandated rights of 
school aged children. Further, Tisch requires that state government make 
up all or most of the revenue loss to schools and local governments. It pro
vides relief to renters, and bans any new state taxes without voter 
approval. It is estimated that the Tisch Proposal if passed by the voters 
would cost the state treasury approximately $2 to 2.5 Billion per year. 

There is a growing concern that taxpayers will be deceived and that 
they will end up with hastily drawn tax proposals on the November ballot. 
Mr. Tisch is quoted as saying10, "People do not want to be deceived. The 
legislature did a number on the Headlee Amendment. It was dastardly and 
irresponsible. We don't intend to let the legislature tamper with this 
amendment." 

Tisch's amendment, although drastic, may appeal to many tax
payers after the experience with the Headlee Amendment. It is obvious 
that taxpayers in Michigan agree that the property tax is too burdensome. 
But, finding an alternative form of taxation which is equitable for everyone 
is an extremely, and perhaps impossibly difficult task. 
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Conclusion 

The three basic forms of taxation in Michigan are the income tax, 
property tax and sales tax. There is wide agreement among taxpayers that 
the property tax has risen to ridiculous levels and there appears to be no 
relief in sight. The shift to an increase in a sales tax, excluding drug and 
food items, may at first glance appear equitable, but such a shift would 
affect the people at the lower end of the economic spectrum. A last alter
native would be to increase income tax, but it is unlikely that Michigan 
taxpayers will support such a proposal since many feel that they are already 
too highly taxed in this area. Any proposal that does not offer some tax 
reduction will have strong opposition from the Tisch supporters and pro
bably from the general population of taxpayers. 

On the surface many tax proposals appear to be the tax gift givea
way of the century to taxpayers. The proposals must be closely scrutinized, 
and Michigan taxpayers should know the objectives and ramifications of 
each proposal before deciding to lend their support. 

In conclusion, "property tax relief' has not only become a house
hold word in the State of Michigan, but it promises to be a raging battle 
betewen taxpayers and legislators. Once the signatures on the proposals 
have been verified and tallied, the campaign will begin in full force to 
market the "tax relief' plan that the state's citizenry will support. 

FOOTNOTES 

1. Time, July 7, 1980, at 8, Col.l 

2. Birmingham Eccentric, June 23, 1980, at 1 A 

3. The Detroit Free Press, March, 30, 1980, at 3A 

4. Senate Joint Resolution X, 6853 '80 
(Milliken-Crim Proposal) 

5. Const, 1963 Art XII, Sec 1. 

6. Conversation with Allen Schmid, Esq., Saginaw, MI, August 19j 
1980. Mr. Schmid expressed these views in various letters to EdH 
tors of Michigan Newspapers in July, 1980. 

7. League of Women Voters of Michigan Position on Smith-Bullard' 
Proposal, April 29, 1980 
202 Mill Street 
Lansing, MI 48933 
(517) 484-5383 

8. !d. 
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9. "Letter to the Editor", April 25, 1980 
Perry Bullard 
House of Representatives 
560 Roosevelt Building 
Lansing, MI 48909 
(517) 373-1289 

10. The Eccentric, June 23, 1980 

Editor's Note: 

As of August 15, 1980, all three proposals described in this Article will be 
on the November, General Election Ballot. 

The Siljander Tax Reform Amendment did not have sufficient signatures. 
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1980 PROPERTY TAX CALENDAR 
AND NOTES 

by Steve Gittleman 

Property taxes, once a quiet eddy in the onrushing stream of taxa
tion, have become a raging torrent of controversy as the property tax 
burden has increased; The purpose of this paper is to provide a basic 
understanding of the real property tax system in Michigan through an 
examination of the calendar of events that comprise the 1980 property tax 
calendar. It should be noted that some dates will be omitted as they relate 
to personal property taxes or intragovernmental duties and do not effect 
the real property taxpayer. 

The first date of note is tax day, December 31, of the preceeding 
year, which in the 1980 tax year was December 31, 1979. On tax day the 
taxable status of real property, and the assessed value of real property is 
determined. 1. Taxable status is determined by an examination of the 
statutory requirements for tax exemption and a conclusion as to whether 
the subject property fits within the appropriate statutes. Since most proper
ty will fall outside the tax exemption statutes, the next step is to determine 
assessed value. The constitution provides tht assessed value shall not 
exceed fifty percent of true cash value of the subject property.2 While it is 
clear that assessed value shall not be greater than fifty percent of true cash 
value, in practice this is not always the case and state taxation authorities 
struggle to maintain the fifty percent level. However, the struggle is 
generally to keep the local taxing districts at the fifty percent level of true 
cash value. 

The recent Dearborn situation is a prime example of this ongoing 
struggle. Dearborn had been assessing its residential property at twelve to 
thirteen percent of true cash value, while industrial and commercial pro
perties were assessed at a rate closer to the statutory maximum.3 The net 
effect of this differential was to shift the burden of taxation to the 
industrial and commercial property owners. However desirable this shift 
may be from the homeowner's point of view, the lack of uniformity in tax-· 
ation violates the constituion. 4 The State Tax Commission discovered this 
practice, and stopped it, and ordered a new assessment of residential pro
perty to raise the assessed values to the statutorily required uniform level. 
Thus assessed values in Dearborn would increase at least from the present 
twelve-thirteen percent level of true cash value to a much higher level of 
true cash value, and the resultant increase in value will cause tax assess
ments to rise as they are based on assessed value. 

The next important date for the real property taxpayer is seven days 
before the second Monday in March. On that date notices must be sent to 
inform the taxpayer of any changes in his assessment for the tax year and · 
the taxpayer must be informed of the time and place of meeting of the 
Board of Review. The notice date may vary but it must be caluculated to 
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assure an opportunity to attend the Board of Review session.5 The Board 
of Review, consisting of three taxpaying electors, who are property 
owners, will meet on that second Monday in March to hear individual 
appeals of assessed values.6 The Board has the power to change assess
ments, and add omitted property to the tax rolls. 7 Appearance at the Board 
of Review is vital if the taxpayer seeks to contest his assessed value, as the 
Board may agree with the taxpayer and order the desired change in the 
assessment of the subject property. Even if the Board disagrees with the 
taxpayer, appearance is vital as it provides the basis for jurisdiction of the 
Michigan Tax Tribunal, a quasi-judicial body with power to review assess
ments. 

Relief granted by a Board of Review does not always guarantee a 
lowered assessment as the recent Detroit case indicates. The City of 
Detroit, in response to an outpouring of citizen appeals of assessed values 
decided to grant a percentage reduction in assessments to all the homes in 
certian neighborhoods whose community organization complained. But 
the State Tax Commission reminded the Community Council Board of 
Review that the Property Tax Act does not provide for mass appeal, and 
the city rescinded the reductions. But the State Tax Commission frowned 
upon the procedure and the city was forced to rescind the reductions. 
Citizens would then have to appeal to the Michigan Tax Tribunal to obtain 
relief. The reason for the disallowal of the mass reduction lies within the 
statute controlling the actions of the Board of Review, that requires 
individual consideration of each request for relief.9 In allowing a mass 
reduction, without considering the circumstances fo each individual 
request for relief, Detroit violated the law and the State Tax Commission 
was forced to act. · 

A further problem exists in the Detroit Board of Review structure 
in that appellants are required to go before an assessor's board prior to 
going before the Board of Review, thus a two-tiered system of review 
operates in the City of Detroit.10 This two-tier system is not sanctioned by 
the General Property Tax code, and therefore is of questionable authority. 
At least in Detroit this is the condition precedent for an appearance before 
the Common Council Board of Review, and Detroit will not permit such 
appearances without the prior appearance before the assessor's board. 
Thus a taxpayer who is denied an appearance before the Board of Review 
is forclosed from further appeals as a Board of Review appearance is 
necessary to invoke the jurisdiction of the Tax Tribunal, the next step in 
the appeal !Jrocess. 

The Board of Review process must be completed by the first Mon
day in April, 11 and the revised tax roll is sent to the County Board of Com
missioners. On the second Tuesday in April the Board of Commissioners 
meet in an equalization session. 12 Equalization is the process where·by the 
total assessed values of all the taxing districts within a county are totaled 
and compared to the county's estimate of assessed values. Any discrepan
cies are then adjusted by the application of a county equalization factor to 
the various assessments of the taxing districts that will raise or lower the 
assessments based on the county's data. 
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As an illustration of the process, assume the County of Blackacre 
has three taxing districts X, Y and Z. Each taxing district submits to the 
County of Blackacre 's Board of Commissioners a Board of Review 
adjusted tax roll estimating a one hundred dollar aggregate assessed value 
for X, Y and Z. The county determines that X taxing district is really worth 
one hundred dollars in the aggregate, therefore the county equalization 
factor applied is 1.0. In the case of taxing district Y, the county determines 
that Y is really worth one hundred and ten dollars in the aggregate, thus 
the county equalization factor is 1.1. Taxing district Z, is determined by 
the county to be worth ninety dollars in the aggregate, so the county 
equalization factor applied is .90. In the real world it is the usual case that 
the county equalization factor will be at or greater than one, rarely is it true 
that the county equalization factor will be less than one. 

However, County Boards of Commissioners sometimes do propose 
equalization factors of less than one, as Macomb County's recently did. 
The rationale for the factor was the perception by the Macomb County 
Board that real estate values were falling. Real estate values may be falling 
in some areas, but the State Tax Commission determined that the aggreg
ate value of the county was still rising, and the lower factor was not justifia
ble. It must be noted that the county equalization figure is applied on an 
aggregate tax district wide basis and the county does not examine values of 
individual parcels of land. 

The entire process of county equalization must be completed by the 
first Monday in May and the tablated values must be turned over to the 
State. 13 The State then repeats the process described above, but on a 
statewide level, comparing its data on assessed value per county with that 
the county submits. On the second Monday in May a preliminary State 
Equalization report issued, and preliminary State Equalization Factors are 
published. 14 The reports are issued by the State Equalization Board, which 
consists of the State Tax Commission plus four persons whom the govenor 
appoints.15 Equalization is only part of the State Tax Commission's func
tion; it supervises the entire property tax system, 16 as noted above in the 
Dearborn, Detroit, and Macomb County controversies. 

Two major events on the tax calendar occur in June. First, and for 
most taxpayers who live in home rule cities, the most important, city tax 
bills are sent to taxpayers. The exact dates vary according to the various 
city charters.17 Secondly, June 30 is the final date for filing an appeal with , 
the Michigan Tax Tribunal, if one has appeared before the Board of 
Review, establishing jurisdiction over the dispute in the Tribunal. 18 Since 
the Tribunal has two divisions, Small Claims and Full Tribunal, the peti
tioner should consult the Tribunal rules as the filing requirements are 
different for each division. 19 

In addition, the petitioner should be aware of the primary 
differences between the divisions of the Tribunal: the Small Claims divi
sion exists primarily to adjudicate disputes where twenty thousand dollars 
or less of assessesd value is at issue.20 No records of the proceedings are 
kept, nor are any fees charged21 and the right to appeal is limited.22 The 
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Full Tribunal division adjudicates all other Tribunal matters, with full 
recording of hearings, 23 a sliding scale of filing fees24 and a right to appeal 
to the Court of Appeals.25 

The entire appeals process, from notification of change in assess
ment to the close of the filing date for petitioner to the Tax Tribunal is 
based on the property assessment made by the local taxing district. 
However the ultimate tax bill that a property owner is responsible for is 
not totally determined by that assessment. Equalization plays a large role, 
as the tax bill is determieed by multiplying the State equalized value by the 
rate of local, county and state taxation.26 State equalized value is derived 
from the assessed value multiplied by the county and state factors arrived 
at through the equalization process descfibed above.27 Thus an individual 
tax payer would suffer an increase in his property taxation, without an 
increase in assessment by the actions of the County or the State in applying 
in a larger factor than the one used in the previous year. Further, increases 
in taxation due to a greater equalization factor are not subject to appeal by 
individual taxpayers. Only assessments are appealable. 

As an illustration, consider the taxing district of X. X's taxing 
authorities decide for whatever reason not to increase the assessments of 
X's property owners this year, even though the property is underassessed. 
In fact all property in X is assessed at twenty-five percent of its true cash 
value. Since no increase in assessment was contemplated, no notice of 
change of assessment is sent out and the Board of Review is a dull affair 
with few if any protesters. Blackacre County Equalization, in light of its 
inadequate staff and lack of data about X decides to accept X's contentions 
and passes them to the State with a county factor of one. The State Tax 
Commission discovers the discrepancy and imposes a factor of two, thus 
doubling the assessed value of all property in X and doubling the taxes of 
X's property owners. The hapless taxpayers learn of this when they receive 
their bills, but there is no appeal. The local authorities who caused the 
entire mess by not increasing assessments can be portrayed as champions 
of the people because they did not increase taxes. The big bad State did. 
Thus X 's authorities can have the best of both worlds, a popular percep
tion of being against increased taxation with extra funds created by the 
increase in taxation. (X's authorities could appeal the equalizaton ruling, 
but in the above hypothetical it is assumed they would not). 

In December, the end of the road is reached as taxes are due on the 
First.29 A special Board of Review is convened on the Tuesday following 
the second Monday in December to correct mutual mistakes or clerical 
errors in the December billing. If the arithmetical error cannot be cor
rected to the taxpayers satisfaction, appeal may be filed with the Tax Tri
bunal within sixty days after the mailing of the bilJ.30 On December 31, 
the whole process begins anew as that date is the tax day for the following 
year.31 
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For further information contact: your City or Township Assessor; 
your County Equalization Department; the Michigan Tax Tribunal at 
Logan Center; 32222 South Logan, Lansing, Michigan 48922 or at 144 
West Lafayette, Detroit, Michigan 48226; The State Tax Commission, 4th 
floor, Stevens T. Manson Building, Lansing, Michigan 48922. 
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Commencement of proceedings. 

Rule 620. (1) Subject to the provisions of rule 612 requiring an 
election, a proceeding before the small claims division may be commenced 
by mailing or delivering a letter to the tribunal within the time prescribed 
by statute giving the mailing address of the petitioner and respondent. In 
property tax appeals, include the township or city and county in which the 
property is located, and , if available, attach a copy of the notice or action 
taken by the local board of review. In non-property tax appeals, attach a 
copy of the assessment notice. 

(2) Upon receipt of the letter from the petitioner, the clerk of the 
tribunal shall send the petitioner a form to be completed and returned to 
the tribunal within 30 days after mailing. Failure to complete and return 
the form within 30 days shall result in a dismissal of the Petition. 
MTRR 201 (Full Tribunal) 

Rule 201 Except in the small claims division, an appeal, application 
for review, or any other proceeding is commenced by filing a petition with 
the tribunal within the periods prescribed by statute. A petition shall be 
considered filed when mailed by certified mail addressed to the tribunal or 
when mailed by certified mail addressed to the tribunal or when delivered 
in person, as permitted by GCR 1963, 107. 
20. MTTR 610 (Small Claims): 

Jurisdiction: 
Rule 610. (1) A property tax matter may be heard in the small 

claims division if any 1 of the following properties is exclusively involved: 
(a) Residential or homestead property. 
(b) Agricultural property. 
(c) Income producting residential property consisting of less 

than 4 rental units. 
(d) Any other property where the assessed valuation of the pro

perty, after applying the state equalization factor, shall not 
be increased or decreased by more than $20,000.00 

(2) A non-property tax matter may be heard in the small claims 
division if the amount of tax in dispute does not exceed $1 ,000.00, 
exclusive of interest and penalty charges. 

21. MTTR 605 
22. MTTR 648 
23. MTTR 410 
24. MTTR 115 
25. MTTR 471 
26. M.C.L. 211.24b; M.S.A. 7 24(2) 
27. M.C.L. 209.4; M.S.A. 7.604 
28. M.C.L. 211.43; 211.44; M S.A. 7.84, 7.87 
29. M.C.L. 211.44; M.S.A. 7 87 
30. M.C.L. 285.735; M.S.A 7.650(35) 
31. M.C.L. 211.1; M.S.A. 7.2 
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TRUE CASH VALUE FOR 
ASSESSED PURPOSES IN 

A LAND CONTRACT MARKET 

AS ANALYZED IN AN INCOME APPROACH TO VALUE 

By: Laurence G. Allen, MAl, ASA and 
;,;; Roland D. Nelson, MAl, CRE, SREA, ASA.* 

The Constitution of the State of Michigan states that all property 
(Real and Personal) shall be assessed at 50% of True Cash Value. The 
term True Cash Value has since seen interpreted by the courts in the State 
of Michigan to be synonymous with the term Market Value. 

Market Value is typically defined in Michigan as the highest price in 
terms of money a property will bring in the open market providing the pro
perty is offered for sale for a reasonable time with typically well-informed 
buyers and sellers as to all the legal uses the property can be used for and 
with neither the buyer nor seller acting under any abnormal pressure or 
adverse influence. 

The mandate to assess at 50% of True Cash Value (Market Value) 
seems easy enough to understand but is often misused by many appraisal 
practitioners in the field. 

The word "Cash" in "True Cash Value" along with the definition 
of Market Value means cash or its equivalent to the seller. 

The writers have observed many appraisers (both assessors and 
non-assessors) failing to understand the simple principle of cash value 
when examining market sales data and applying this market data to proper
ties under appraisal. All market data should be reduced to cash value 
before comparisons are made to the property under appraisal. This 
becomes especially important in a market dominated by land contract 
sales. 

The emphasis of this article is to acquaint the appraiser with a for
mula for adjusting land contract terms on a property best valued via an 
income approach. It is our judgment that the best and sometimes the only 
viable appraisal approach on an income-investment property is via the 
capitalization of the Net Operating Income with a Capitalization Rate that 
includes an Overall Rate plus a Tax Capitalization Rate 1. The use of a 
Capitalization Rate that includes an Overall Rate and a Tax Cap Rate with 
produce a value where the property taxes are based upon an equalized 
assessed value which is 50% of appraised value. 

Reprinted by permission from The Michigan Assessor, July 1980. 
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The writers have prepared a Land Contract Valuation Procedure for !~ 
use as a guideline when presented with income investment properties ,\ 
where conventional mortgage financing basically is unattainable. 1 

For years there has been a great number of properties in the State of 
Michigan that are not typically sold for cash or its equivalent. These pro
perties are often suffering,not only heavy physical deterioration, but also 
suffering from various forms of functional and economic obsolescence. 
The list of properties where conventional mortgage financing is not readily 
obtainable has been growing because of the money crunch and inflation. 
The major alternatives to an all-cash transaction or conventional mortgage 
financing is the installment loan in the form of a Purchase Money 
Mortgage known most commonly in Michigan as a Land Contract. 

In a Land Contract sale, title to the property does not change at the 
time of sale whereas with conventional mortgage financing title changes 
hands at the time of sale. 

( 
r 

f 
r 
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The various forms of alternative financing on price can be dra
matic.2 Sellers desiring to dispose of their properties where conventional 
mortgage financing is not available, out of economic necessity, will turn to 
the land contract sales vehicle. This means of financing almost always 
results in Market Price greater than would be obtainable for cash. Most 
generally the land contract interest rate is lower than prevailing mortgage 
interest rates and lower than competitive money market rates for 
unsheltered taxable income streams. r 

For instance, a 9.5% land contract is not readily negotiable at par 
(1 00% of the face amount on the land contract) when the investor for the 
land contract vendor's interests can go to the Bond Markets, Treasury Bills 
and commercial paper (such as GMAC and Ford Motor contracts) and 
obtain a higher return with less risk. The risks involved in land contracts 
are usually much greater than those of money market certificates, corpor
ate bonds, etc. Land Contract receivables are also not very liquid as it 
usually takes considerable time to sell these contracts. 

The rate of return on the required Yield Rate to the land contract 
purchaser is not going to be analyzed in this article. The factors which inf
luence the yield can vary from the direct terms of the transaction (percent 
downpayment, interest rate, amortization periods) as well as type of pro
perty, management, quantity and quality of the income stream and 
underlying property value. 

What also should be noted is the typical way the Subject property 
would be sold in the land contract marketplace. This is possible by looking 
to similar properties that have sold in the current marketplace. By this 
market analysis the appraiser can predict a typical sales price and terms for 
the property under appraisal. 

To give an example, the writers have selected a hypothetical 
income property having a stabilized Net Operating Income Before Real 
Estate Taxes of $100,000. 
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With this example property we have made the market observation 
the property would typically sell on a land contract with 20% down and the 
balance payable on a 25-year amortization period with monthly payments 
including interest at 9.5% per year with the unpaid balance due and paya
ble in full 15 years after the sale. 

Following are the basic steps utilized in arriving at a total capitaliza
tion. This is calculated such that the capitalized value represents the True 
Cash Value of the property subject to property taxes based upon an 
equalized assessed value at 50% of True Cash Value. 

1. Determine the cash value of the land contract which is the 
present value of the monthly payments over the loan term 
plus the present value of the balloon payment at an appropr.i
ate yield rate. 

2. Find the true weighted average of the equity cash invested 
plus the discounted value of the land contract. 

3. Use the cash equity and contract weighting to develop a cash 
value Overall Rate using a Band of Investment and then add 
the Tax Capitalization Rate to the cash value Overall Rate to 
get the total Capitalization Rate. 

4. Capitalize the projected Net Operating Income Before Pro
perty Taxes by the cash value Overall Rate and calculate the 
property taxes. 

5. Prove the answer by calculating the following values: Land 
Contract payments; Land Contract balloon; Land Contract 
Value; Down Payment; Cash Equivalent Value. 

The following is an example of this process using the example property: 

LAND CONTRACT VALUATION 

1. Projected Terms of Sale 
20% down payment 
9.5% interest rate 
25-year amortization 
15-year balloon 

2. Cash Value of Land Contract 
.675203% owing at end of term (Al 

.008737 Monthly payment constant (Bl 

.15 Yield Rate 

.072165 Present Value of Balloon (Cl 

.624256 Present Value of Payments (D) 

.696421 Cash Value of Land Contract (E) 
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Weighted Capital Contributions 
.20000 Down Payment ................... 264153 
.557137 Discounted L/C (F) .......•.•..•.... 735847 
.757137 Total Value .................... 1.000000 

Band of Investment for an Overall Rate 
.264153 Down x .10 Cash Flow Rate = .026415 
.735847 Disc. Con .. 150547 =Debt Constant= .110779 

Cash Value Overall Rate ................... 137194 
Tax Capitalization Rate .................... 030000 
Total Capitalization Rate .................. 167194 

Valuation - True Cash Value and Property Taxes 
Net Income before Prop. Taxes ............ $100,000 
Total Capitalization Rate .................... 167194 
Indicated Cash Value ..................... $598,108 
50% Equalized Value ...................... $299,054 
Tax Rate/$10,000 ............................. $60 
Property Taxes ............................ $17,943 

Analysis of the Foregoing 
.20 Down .10 Cash Flow Rate = ............ 020000 
.80 L/C .104844 L/C Constant = ............ 083875 

Land Contract Overall Rate = ............. 1 03875 
Net Income before Prop. Taxes = .......... $100,000 
Less Property Taxes . . . . . . . . . . . . . . . . . . . . . . . $17,943 (G) 

Net Operating Income ...................... $82,057 
Land Contract Price ...................... $790,000 (H) 

Down Payment (20%) .................... $158,000 
Land Contract (80%) ..................... $632,000 
Land Contract Payments ................. $5,521.76/mo 
Land Contract Balloon .................... $426,728 
Present Value of Payments ................ $394,528 
Present Value of Balloon ................... $45,608 
Land Contract Value ...................... $440,136 
% Discount ................................... 30% 
Down Payment ........................... $158,000 
Land Contract Value ...................... $440,136 
Cash Value .............................. $598,136 

EXPLANATIONS 

A. Balloon Balance is the present value of the last 10 years of 
payments at the monthly interest rate. The Monthly Pay
ment is .008737 times Present Value of 120 payments at 
9.5% interest divided by 12 months. 

B. Monthly Payment Constant is the Annual Constant of a 25 
year, 9 1/2% loan divided by 12 (.104844 :- 12 = .008737). 
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Present Value of balloon is the percent owing at the end of 
the loan term discounted to the present at a nominal annual 
rate of 15% (P.V. of .675203 at 1.25%/month for 180 
months). 

D. Present Value of Payments is the present value of the 
monthly payment constant over the term of the mortgage at 
the Yield Rate (P.V. of .008737/month for 180 months at 
1.25%/month). 

E. This column is the first column reweigh ted to sum to 100%. 

F. This is the discounted contract percent times the 80% 
weighting. 

G. The property taxes are the equalized value times the 6% tax 
rate. 

H. The land contract price is the Net Operating Income divided 
by the land contract Overall Rate. 

~~ 

The preceding guideline indicates a sample form that an appraiser 
can go through to estimate a reasonable True Cash Value to an income 
investment property based upon a Land Contract sale where the equalized 
assessed value is at 50% of Cash Value. 

Quite interesting and in support of the Cash Value Concept is the 
State Tax Tribunal's decision in Woodgate Associates vs. City ofLansing.3 
wherein the Tribunal said: 

It makes little difference whether the comparative sale price 
is artificially inflated (because of a trade-off of favorable 
terms at sale) or artifically depressed (because of a forced 
sale), because both result in something other than True 
Cash Value as defined by statute and case law. If the net 
effect is that a reported sale price is either artificially 
depressed or elevated, and if that sale price directly affected 
the computation of True Cash Value (and therefore assess
ment) of another property, such assessment is erroneous. 

Not only should the appraiser process the Subject property into a 
cash value by a discounting process, but the appraiser should similarly 
treat all land contract sales and reduce them to a cash value. The appraiser 
should recognize preferential financing which produces a sales price in 
excess of a cash selling price. The appraiser should look to the land con
tract terms at the date of sale (down payment, amortization period, 
interest rate, type property, floor cash value, management, etc.) A dis
count rate can be obtained from an analysis of competing money markets 
(bonds, etc.) and contact with those who deal in the sales of land contracts. 
When the appropriate yield rate is ascertained this yield rate is applied to 
the contract payments for a cash value of the land contract payments for a 
cash value of the land contract. Add the cash value of the land contract to 
the downpayment and a cash value of the sale property is indicated. 
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An understanding and a utilization of these land contract valuation 
methods are necessary for an appraiser to value property in markets such 
as the current market, where normal financing is not available. In addi
tion, without use of these techniques appraisers will continue to misrepre
sent the values of properties by arriving at value estimates that may repre
sent market prices but do not represent Market or True Cash Values. 

* 

FOOTNOTES 

Both authors are with Dean Appraisal Co., 800 City National 
Bank Bldg. Detroit, MI 48226 

"Real Estate Taxes and Value," AppraisaJ,Journal, January, 
1966 t 

2 "The Effects of Financing on Value," The Appraisal Journal, 
April 1972 

3 Woodgate Asso. vs. City of Lansing, Ingham County, MTT 
Docket No. 6719, 1980. 
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CASE DIGESTS 

Below are case digests from recent decisions of particular interest to the 
tax practitioner. Cases digested are for the period through June 1980. 

PROPERTY TAX/ACCOUNTING METHODS 

"LIFO" is not an acceptable method for valuing Taxpayer's manufacturing 
inventories for puroses of the general property tax act. 

City of St. Joseph v. Whirlpool Corporation MTT Docket No. 10570, 
· .r Entered March 28, 1980. 

FACTS: Respondent filed its personal property statement using the 
"LIFO" method of calculating inventory value. Petitioner City of St. 
Joseph filed a petition to review upward the assessment roll, alleging 
incorrect reporting of personal property by Respondent. 

HELD: The assessments are to be revised upward. The State Tax Com
mission, the agency charged with supervision of the property tax system in 
its assessor's manual ruled that the LIFO (last-in first-out) method of 

· · inventory valuation is unacceptable. In addition the forms that the Res
\ pondent used noted that LIFO is unacceptable. It is the value of inventory, 

·f.:;. 
1

! not the cost of production or profits that is to be assessed, and the exclu-
j sion of LIFO is not an abuse of discretion. Nor did Respondent demonstr

. · ate an unfair result or discrimination due to Petitioner's rejection of its 

rl LIFO compuMirinPROPERTY TAX/EXEMPTIONS 

t,, Multiple parsonage exemptions are allowable if the structures are owned 
'! by a religious organization, occupied by duly ordained ministers in that 

church, who perform religious functions for that church, and the occupan
cy is permanent in nature. 

! ~~,Congregation B'nai Jacob under the assumed name of Hillel Institute For 
, ''" Advanced Learning v. City of Oak Park, MTT Docket No. 24808, Entered 
' February 22, 1980 

FACTS: Petitioner, an ecclesiastical corporation, claims property tax 
exemptions for six parsonages in tax year 1977, and five in tax yar 1978. 
The subject properties are owned by the Petitioner and occupied by its rab
bis and their families as the rabbis' residences. 

·• Petitioner relies upon MCLA 211.7 (Fifth) for the exemptions as par-
sonages. Respondent denied the exemptions, contending the statue allows 

...

.. f'" exemption for only one parsonage which is occupied as a residence by the 
parson or settled and incumbant head of the religious congregation. 
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HELD: Exemptions granted. The Tribunal noted that the statue, MCLA 
211.7 (Fifth) does not contain any li.miting language as to the number of 
exempt parsonages per church. Therefore it concluded that so lopg as the 
parsonages met the test of religious ownership, occupation by a duly 
ordained minister of that religious organization, who performed religious 
functions for that church and a permanent occupancy, any number of par
sonages would be exempt. 

PROPERTY TAX/SPECIAL ASSESSMENTS 

The front-foot method of opportunity road paving assessments is not exclusive. 
As long as a method of assessing costs is shown to be reasonably fair, equitable, 
and uniformly applied it is acceptable in the absence of a showing of the contr
ary. 

'( 
( 

i \( 

i 
( 

r Edward L. Whalen, et al v. The Township of Fenton; The Board of County , 
Road Commissioners of the County of Genesee, MTT Docket No. 33086, j 
Entered May 22, 1980. ( 

FACTS: Petitioners are property owners in a special assessment road 
paving district. Petitioners challange the method of apportionment of the 
cost of the road paving project as not representative of the parcels in the 
district, therefore, arbitrary and unrealistic. Respondent claimed its use of 
a base lot with a declining curve basis method was not arbitrary or 'f· 
unreasonable. 

HELD: The assessments are valid. The base lot method establishing a 
70' base lot minimum benefit and the application of declining curve on a 
sliding scale, and not on a front foot basis is an equitable method of assess
ment. This method does not punish smaller than base lot parcels because 
there is a flat rate benefit for even the smallest lot. Testimony established i') 
that the base lot method is a uniform method applicable to all types of new ~ 
road paving districts. The method is reasonably fair, equitable, and ~ 

uniformly applied. I 
PROPERTY TAX/VALUE OF OWNER-OCCUPIED 

INDUSTRIAL FACILITY 
... ~ 

Large industrial "in use" properties do not have a market value as such for the . 
reason that there are not enough sales of truly comparable facilities to establish 
a reliable market value. 

Clark Equipment Company v.· Lenawee Twp., Jackson County MTT Docket 
No. 33508, Entered May 30, 1980 

FACTS: Petitioner appealed the valuation of its owner occupied 
industrial facility. Petitioner's expert relied totally upon the market value 
approach to value in arriving at his valuation conclusions and did not con· 
sider the cost approach to test his valuation conclusions. 
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HELD: The Tribunal's value conclusions exceeded both the Petitioner's 
expert opinion and the contested assessment. Petitioner's expert in relying 
solely on the market value approach to valuation did not utilize various 
other acceptable approaches to value as a test in support of his valuation 
conclusions. Large owner occupied and utlized industrial facilities, such as 
Petitioner's property, have no established market and as such have no 
market value per se. The Tax Tribunal rejected both Petitioner's expert 
opinion and the original assessment and found its own higher assesst<d 
value: 

"We believe we have demonstrated herein the fallacy of trying to 
use the 'market approach' to value in use owner occupied industrial 
facilities of the size and tailormade characteristics of subject property to 
arrive at a proper valuation that will also lend itself to the requirement that 
all owners be treated eqully by way of uniform assessing. 

We believe that the cost of replacement less depreciation approach 
detailed above will arrive at the best indication of true cash value that can 
be had and for certain if applied to all similar single purpose properties will 
provide fair and uniform assessments. 

Simply put the cost of replacement less depreciation approach leads 
to uniformity while the 'market data' approach does not and cannot, simp
ly because, as aforesaid, enough 'market' sales of actually comparable pro
perties do not exist." 
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LEGISLATIVE UPDATE ~ 
~ 

The Michigan Tax Law Journal acknowledge and thanks the Michigan I 
CPA Association for supplying the report on pending legislation. · 

TAX BILL NO. EXPLANATION ) 

Motor 
Fuel 

Grain 

Tax 
Tribunal 

Income 

Income 

Income 

Income 

Income 

Income 

P.A. 66 
Effective 4/2/80 

P.A. 68 
Effective 4/3/80 

P A. 162 
Effective 9!18/80 

SB 1048 
Sen. Ross 

HB 5594 
Reps. Ostling, 
Stapczynski 
and Randall et al. 

HB 5631 
Rep. Smith 
SB 1100 
Sen. Allen 

HB 5660 
Reps. Bullard, 
Henry and 
Andrews, et al. 

SB 1110 
Sen. Monsma 

SB 1124 
Sen. Hertel, 
et. al. 

Extends the expiration date of tax on 
diesel fuel from March 31, 1980 to 
November 30, 1980. Provides for a 
decrease if federal tax is increased. 

Repeals Act which provided for a specific 
tax on grain. 

Amends the Tax Tribunal Act to expand 
jurisdiction of Tax Tribunal to all state 
taxes - abolished Board of Tax Appeals. 

A taxpayer may file an amended amended 
property tax credit claim within 3 years 
after the end of the taxable year for which 
the credit is claimed. 

In computing taxable income, a taxpayer 
must add general relief payments, includ
ing general relief paid during a temporary 
emergency as defined. 

Permits a taxpayer to claim a tax credit for 
purchase and installation of a wood burn
ing apparatus, as defined, in taxpayer's 
domicile. 

Allows a taxpayer to deduct the fair 
market value of artwork created by per
sonal effort of taxpayer, which is donated 
to an organization exempt from taxation 
under 501 (c) (3) of the l.R.C. 

Increases the basic personal exemption to 
$1,800.00 per dependent; provides for 
exemption to be adjusted annually accord
ing to the Consumer Price Index for 
Detroit. Increase the tax rate to 5.1 %~ pro
vides for a taxpayer to deduct the amount I 
of the property tax voucher received from ! 

the property tax credit allowable in the tax 1 

year for which the claimant is filing. 
Increases income levels but changes for
mula for homestead property tax credit. 

Allows a taxpayer to claim up to a $25.00 
credit for contributions to or the payment 
of dues of a neighborhood organization 
which represents the neighborhood where 
the taxpayer's homestead is located. 
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TAX 

Income 

1
,A Income 

BILL NO. 

HB 5739 
Reps. Ballantine, 
Smith and 
Sheriden, et a!. 

HB 5773 
Reps. Gnodkte, 
Stacey and 
Kennedy, et a!. 

Income HB 5794 
Reps. Gnodtke, 

Sales 

Sales 

Sales 

Property 

Property 

Stacey and 
Kennedy, eta!. 

H.J.R. (BB) 
Reps. Sietsema, 
Brown and Griffin 

S.J.R. (V) 

HB 5797 
Rep. Binsfield 

SB 1112 
Sen. Bishop 

SB 1115 
Sen. Corbin 

EXPLANATION 

Provides for a taxpayer to claim a tax 
credit equal to the cost of the cost of the 
purchase of non"acoustically coupled 
telecommunications equipment. 

Allows a taxpayer to deduct amounts 
received through an accident or health dis
ability insurance plan for personal injuries 
or sickness which results in loss of income 
from employment. 

Provides for a taxpayer to receive a 100% 
tax credit for property tax on a homestead 
on which the state equalized value 
increased more than 11.3% 

Proposes to amend Art 9 sees. 3, 8, 11 and 
26 of the State Constitution to increase the 
state sales tax to 8%. Entire 4% increase 
would be credited to State School Aid 
Fund. Provides for residential and agri
cultural homesteads to be assessed at 0% 
of true cash value for .ad valorem real pro
perty taxes for public elementary and 
secondary schools. Subject to a vote of the 
people. 

Proposes to amend Art 9 sees. 3, 6, 8, 10 
and 11 of the State Constitution to provide 
for the reduction in the mills levied on ag
ricultural and residential Classes of land 
owned by persons over 62 years of age, 
when tax is levied for school district 
operations. Increases the sales tax to 5.5% 
and alters distribution of it with 11% to go 
to local units of government and 71% to 
State School Aid Fund subject to a vote of 
the people. 

For purposes of this act, "Sale at Retail" 
includes the sale of tangible personal pro
perty to persons directly engaged in the 
business of construction, altering, or 
repairing property for others except pro
perty affixed to and made a structural part 
of a county medical care facility. 

Exempts real property which is leased, 
loaned, or otherwise made available to a 
municipal water authority as defined. 

Factors used in determining the State 
Equalized Value for real and personal pro
perty shall be rounded up to not less than 
the fourth decimal place. 
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TAX BILL NO. 

Property SB 1128 
Sen. Sederberg 

Property HB 5732 
Reps. Brotherton, 
Watkins and 
Skrel, et al 

Property HB 5762 
Rep. Jacobetti 

Property S.J.R. (T) 
Sen. Faxon, et al. 

Motor SB 11I8 
Fuel Sen. Corbin 

Motor HB 5706 
Fuel Rep. Ryan 

Motor HB 5707 
Fuel Rep. Ryan 

Inheritance HB 566I 
Reps. Bullard, 
Henry and 
Andrews, et al. 

EXPLANATION 

Property shall be assessed at 25% of true 
cash value when used for recreational or 
other living purposes less than six months 
during the year and when children resid
ing on the property do not attend school in 
the district where property is located. 

Expands the definition of non-profit cor
poration or association to include an 
organization which was organized to con
struct and operate housing solely for occu
pancy by elderly or handicapped families 
or persons and which is operating such a 
facility. 

( 

l 
l 
·~ 

l 
I 
~j 

Property shall be assessed at 30% of its I 
true cash value. 

Proposes to amend Art. 9, sees. 7, 8, and 
II of the State Constitution to require the 
legislature to provide by law beginning on 
January I, I98I for a 2% increase in the 
State income tax and to increase the state 
sales tax by I%. Funds would be used to 
fund State School Aid and the Legislature l 
would provide a formula for the reduction 
of ad valorem taxation. Subject to a vote j 
of the people. l 
Transfers administration of this Act from l 
the Secretary of State to Treasury. ~ 

Imposes a tax on all motor carriers as ~ 
defined calculated upon the amount of I 
motor fuel consumed by vehicular opera
tions tions on public roads in this state. 
Carriers to be licensed censed by the 
Revenue department, and must file quar
terly reports. Provides penalties for failure 
to file and appropriates $250,000.00 for 
the administration of the act. 

Increases tax on diesel fuel used in this 
state to II cents a gallon, but provides for 
a discount of 6 cents a gallon if fuel is 
delivered into tanks of a commercial 
motor vehicle. 

Exempts the transfer of a work of art cre
ated by personal efforts of decedent to a 
qualified heir from tax imposed by this act. 
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LOREN E. MONROE. State Treasurer LANSING, MICHIGAN 48922 

Sec. 41. 

SINGLE BUSINESS TAX BULLETIN 1980-1 

JURISDICTIONAL STANDARD 
MAY 1, 1980 

"A taxpayer whose business activities are taxable both within and 
without this state, shall apportion his tax base as provided in 
this chapter." 

Sec. 42. "For purposes of apportionment of the tax base from business 
activities under this act, a taxpayer is taxable in another state 
if, (a) in that state he is subject to a business privilege tax, 
a net income tax, a franchise tax measured by net income, a 
franchise tax for the privilege of doing business or a corporate 
stock tax, a· tax of the type imposed under this act, or (b) that 
state has jurisdiction to subject the taxpayer to 1 or more of 
the taxes regardless of whether, in fact, the state does or does 
not ... 

Three court cases have an affect on the jurisdiction position: 

Sec. 31(4). 

Steckler vs Department of Treasury, 75 Mich App 649 (1977) 

Complete Auto Transit, Inc. vs Brady, 430 u.s. 274 (1977) 

Association of Washington Stevedoring Companies, 98 S. Ct. 1388 (1978) 

"The tax so levied and imposed is upon the privilege of doing 
business and not upon income." 

In Steckler, the court indicated: 

"We do not perceive the SBT as an income tax. Although 
federal taxable income is used as the starting. point in 
computing the tax base, it is possible that a taxpayer 
may have no income and still be subject to the payment of 
the SBT. Other components of the tax base, e.g., wages, 
include expenses incurred, a theory not synonomous with 
income taxes." 

In Complete Auto and Washington Stevedoring, the court ruled a state tax on 
"privilege of doing business" is not unconstitutional when applied to an 
interstate activity if: 

(1) There is substantial nexus with the taxing state. 

(2) The activity within and without the state is fairly 
apportioned. 

37 



SBT Bulletin 1980-1 Page 2 

(3) Does not discriminate against interstate activity. 

(4) It is fairly related to the services provided by the state. 

) In arriving at sufficient nexus, the Department will use the court cases 
developed under Public Law 86-272 as a guide. 

The fact that a taxpayer is represented in Michigan by an emp~oyee exploring 
the Michigan market and taking orders to be approved and shipped from outside 
Michigan will not subject the taxpayer to the SBT. When the employee 
representing the taxpayer goes beyond the solicitation of sales and provides 
services for the customer, including but not limited to technical assistance, 
inventory, stock rotation, or services for the employer, including but not 
limited to collection of delinquent accounts, warranty work, exchange of 
damaged merchandise or negotiate settlement of a claim,. sufficient nexus is 
established. 

,I ' 
r 
r 
r 
( 

"I' 
I 

A business physically located in Michigan. A physical (l' 

Specifically, the following activities will subject out-of-Michigan persons 
(including corporations) to the SBT: 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

( 8) 

(9) 

(10) 

location includes property owned or rented or an office 
maintained in a salesperson's home in which the company ['' 
has a telephone listing in the company name. 

:::v~:::r::::e::dr::t:l p::c::::::t:u~:e:s i:n:e:~:::::: ::::::::· ·~, 
of stock, building of counter displays, technical assistance !, 
in the techniques of using the product. ( 

The ownership of stock on consignment or in public warehouses, f., 
a portion of which is committed to the Michigan market. 

The authority to accept orders. 

The negotiation of complaints or problem accounts. 

t 
I 

f 
~( 

( 

The exchange of damaged merchandise or warranty assistance. 

Conduct credit checks and/or collect delinquent accounts. 

Performance of a contract. 

Performance of service 

t 
( 

( 
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APPORTIONMENT 

A Michigan taxpayer using a multi-state market will be subject to the same 
nexus test for a business activity without Michigan as a taxpayer not 
domiciled in Michigan is subject to when conducting a business activity 
within· this state, whether or not a return is filed in the foreign state. 

When a taxpayer has minimal contact with a state in which the taxpayer is 
apportioning and by apportioning is avoiding taxation in another, the 
Department will so advise the foreign state under the provision of Section 
103. 

"An officer, agent, or employee of this state or of any 
department or agency of this state may divulge any information 
set forth or disclosed in a return or report filed under this 
act or by an investigation or audit authorized under this act 
to an office or department of the state gover~ment when it is 
required for the more effective administration or enforcement 
of the laws of this state, to any proper officer of the United 
States depa·rtment of treasury, and to any proper officer of any 
other state imposing a tax of a substantially similar nature 
and reciprocating in this privilege. The commissioner may enter 
into reciprocal agreements with the United States department of 
treasury, or taxing officials of other states for the enforcement, 
collection, and exchange of data in connection with the adminis
tration of this act." 

When nexus in a foreign state is questionable, the Department will require 
the taxpayer to obtain a ·written statement from the foreign state identifying 
the taxpayer and specific activity conducted which would subject the taxpayer 
to their jurisdiction. 
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FOR PUBLICATION 

On June 18, 1980, Governor Milliken signed into law a major revision of the 
tax administration system in Michigan. This takes effect on September 16, 
1980 and includes the following provisions: 

(1) Effective September 16, appeals from all taxes administered by the 
Revenue Commissioner will be accepted by the State Tax Tribunal. The State 
Board of Tax Appeals is abolished that date and will accept no appeal petitions. 
The Board of Tax Appeals will, however, hold hearings on petitions already 
filed, until December 31, 1980. The Board will have until December 31, 1981 
to issue all remaining orders. Cases not heard by December 31, 1980 will be 
transferred to ,the State Tax Tribunal. 

(2) A uniform procedure will go into effect for the payment of interest 
on tax refunds. Interest will be paid at the rate of 9% per annum beginning 
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45 days following receipt of a return or refund request. 

(3) All state taxes administered by the department will 
statute of limitations. 

have a 4 year I 

'• """"~'· ~ (4) The right of th~ department to levy upon third party assets 

The bills involved and associated public acts and references are: 

House Bill 4717, Income Taxes , PA 169, 1980 

House Bill 4718, , Revenue Act, PA 162, 1980 

House Bill 4719, Intangibles Tax, PA 168, 1980 

House Bill 4720, Cigarette Tax, PA 167, 1980 

House Bill 4721, Severance Tax, PA 166, 1980 
House Bill 4722, Use Tax, PA 165, 1980 

House Bill 4956, Sales Tax, PA 164, 1980 

House Bill 4957. Motor Fuel Taxes PA 163, 1980 

The Single Business Tax is not included in the package of bills as that statute 
already carries those provisions. 
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Revenue Conunissioner Sydney Goodman conunenting on the new law noted that , 
Michigan's tax laws have been enacted over a period of sixty years and each 
contain separate administrative and enforcement provisions. The new approach ,JI 
will standardize all procedures which will provide benefits to taxpayers and ~ 
will allow more efficient administration. -. 
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