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August 24, 1988 

Dear Taxation Section Members: 

Welcome to the third issue of Michigan Tax Lawyer; we hope that you en
joyed the first two issues. Michigan Tax Lawyeris a centerpiece of the 
Taxation Section Council's efforts, and we have organized a new Taxation 
Section Committee to spearhead its publishing. David M. Rosenberger of the 
Taxation Section Council and Editor of Michigan Tax Lawyerwill chair the 
new Committee, and Andrew M. Savel, former Taxation Section Chairperson, 
Theresa C. Joswick, Stephen J. Lowney, and Kaplin S. Jones will serve on the 
Committee. 

The Summer Tax Conference at Grand Hotel, Mackinac Island, July 7-9, was 
honored with forty-seven paid attendees for a group that exceeded one hun
dred with spouses and children. We achieved our hoped-for socializing and 
networking, and the speakers provided full measure of knowledge to attentive 
attendees. Congratulations are well earned by Roger Cook and Kathleen Wil
liams Newell, who did great service in making a notable success of this 
first-time Taxation Section event, the "First Annual" Summer Tax Conference. 

The Taxation Section's continuing legal education activities will continue 
into the Fall and year to come, with eight sessions in our "After Hours Tax 
Seminars" for 1988-1989 beginning with Current Subchapter S Issueson Octo
ber 4 and continuing withCurrent Employee Benefit Issueson November 1. A 
complete schedule appears at the end of this issue, but Section members also 
will receive a mailing that contains full details on all eight seminars. 

Finally, Taxation Section members should plan to attend Section functions 
at Cobo Hall, Detroit on September 29. The Section General Meeting is 
scheduled for 9:15 a.m., followed at 10:00 a.m. by a roundtable discussion 
on the tax legislative outlook, including audience participation. Mark 
McGowan,has assembled an impressive group of participants, in addition to 
organizing all Section functions that day. Committee Chairpersons also in
vite you to Committee meetings scheduled for 2:00 p.m. at locations in or 
near Cobo Hall. The day will conclude with Mark's presentation on Recent 
Developments in Taxation, beginning at 3:40p.m. Mark's efforts have cre
ated a rewarding day for those who attend! 

Best regards, 
Taxation Section Council 

By: William J. Sikkenga 
Chairperson 
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Report of the . 
Corporation Committee 
August 22, 1988 
Jeffrey A. Levine, Chairperson 
33533 W. Twelve Mile Road, Suite 150 
Farmington Hills, Ml 48331-5645 
(313) 489-8600 

1. Chairperson's Message. 
The 1987-88 Corporation Committee 
year has been an exciting one. Dur
ing this year, the Committee has 
seen many new members join its 
ranks. These new members, along 
with the existing active member
ship, provide the backbone of a very 
strong relationship. This relation
ship allows tax practitioners to meet 
with others actively involved in the 
area of corporate tax practice to dis
cuss practical issues of importance 
and concern. 

It is my hope and expectation that 
the new Corporation Committee year, 
which begins on October 1st, will con
tinue to fulfill its goal of providing a 
forum for practitioners to meet infor
mally. I look forward to continued 
active participation by those cur
rently involved and would like to 
invite additional members to join the 
Corporation Committee. 

2. Recent Activities. 
As many of you are aware, the Tax
ation Section sponsored a seminar 
at Mackinac Island on Current Is
sues Affecting Employee Benefit 
Plans and Corporations. John 
Collins, Jr. and Roger Cook dis
cussed choice of business entity con
siderations. Professor Allan Schenk 
talked about tax problems associ
ated with conducting business as a 
C corporation and John Collins, Jr. 
and Roger Cook analyzed tax prob
lems associated with converting to 
and conducting business as an S 
corporation. 
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Additionally, the seminar cov
ered topical employee benefits 
issues. 

I know those in attendance 
received the speakers and topics 
warmly and were gratified that they 
attended the meeting. 

3. Future Schedule. 
The Corporation Committee is hold
ing its next meeting in conjunction 
with the Annual State Bar Meeting, 
on Thursday, September 29, 1988. 
There will be two topics discussed at 
the meeting. Bob Stead will facili
tate the first discussion regarding 
corporate tax planning opportuni
ties and pitfalls to be considered 
before 1989. 

Ben Steinhower will facilitate 
the second discussion regarding 
what's new with NOL's and Section 
1060 (relating to asset acquisition 
allocations). 

4. Important Developments. 
The House of Representatives 
recently passed the Miscellaneous 
Revenue Act of 1988. Further, the 
Senate Finance Committee adopted 
the Technical Corrections Act of 
1988. 

It is, therefore, likely that legis
lation will be enacted this year 
which will clarify the provisions of 
the 1986 and 1987 Acts. A number 
of provisions in the House bill and 
Senate Finance Committee propos
als relate to corporations. The Cor
poration Committee presents an ex
cellent opportunity to discuss these 
new proposals as well as recent 
legislation when it is enacted. 

The Department of Treasury re
cently issued proposed and tempo
rary regulations under Code Section 
1060 relating to asset allocations. 
Ben Steinhower will discuss these 
new provisions at our September 29 
meeting. 
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5. Other Business. mittee meeting will be held on Sep-
Once again, the March 1989 issue of tember 29 at 2:00 p.m. in Coho Hall 

l the Michigan Bar Journal will be a in conjunction with the State Bar 
tax theme issue. The Corporation Annual Meeting. Bob Schemenauer 
Committee will be sponsoring one will bring his employee benefit crew 
article in the Bar Journal for its tax from Cincinnati to discuss current 
issue. I invite anyone interested in developments. This should be of 
writing for the Bar Journal to con- particular interest now that 401(k) 
tact me regarding topics for inclu- regulations have been published. 
sion on behalf of the Corporation This in turn may open up the 1986 
Committee. Tax Act determination letter pro-

I look forward to seeing everyone gram, and also the mass submitter 
on September 29 and look forward program. Bob's group will be pre-
to a positive and successful Corpora- pared to speak on these subjects. 
tion Committee year. There also will likely be a topic on 

employee plan audits. We hope to 
see you at the meeting. 

Report of the Employee 3. Important Developments. 

Benefits Committee As noted above, both final and pro-
posed regulations have been promul-

August16, 1988 gated under Internal Revenue Code 
Robert B. Stevenson, Chairperson Sections 401(k) and 401(m). These 
201 South Main, Suite 902 were published on August 5 and re-
Ann Arbor, Ml48104 ceived by this writer on August 9. 
(313) 747-7050 As of this writing, I have not ana-

1. Chairperson's Message. 
lyzed same, but trust that a spirited 
discussion will be available at our 

The Mackinac Island Conference Coho Hall meeting. 
was wonderful, from both a recrea- Regulations also have recently 
tional and an educational stand- been published under Code Section 

j 
point. The weather was sultry but 411(d)(6). Also, Congressional action 
dry, as was the norm in early July. for a moratorium or virtually confis-
As far as employee benefits topics catory penalty taxes on asset rever-
went, the meeting was equally hot. sions from overfunded defined bene-
Lee Irish and Bill McClure pre- fit plans has been heating up. AI-
sented a lively panel, and many of though it may be a sultry summer in 
the tax practitioners in the audience Washington, it appears that em-
gave them a run for their money. In ployee benefits never sleep. 
particular, I had the impression that 
Bill McClure was surprised at the 
sophistication of the provincials in 

Report of the Estate Michigan. 
Hopefully, the experience can be and Trust Committee 

repeated next year. Although the August 23, 1988 
Grand Hotel may not be Coho Hall Dennis M. Mitzel, Chairperson (see next item), they do have more 
fudge on Mackinac Island than in 600 Woodbridge Place 

Detroit, Ml 48226 
Detroit. (313) 567-1000 

2. Future Schedule. 1. Chairperson's Message. 
Our next Employee Benefits Com- With the coming elections taking up 7 
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much of the time and energy of the 
legislators, and with the election 
year reluctance to discuss tax chan
ges, we have had a relatively quiet 
year compared to recent years with 
many Federal tax law changes. The 
respite is quite welcome as we are 
still trying to comprehend the full 
impact of the recent changes on the 
estate plans for clients, particularly 
clients with closely held businesses. 
The American Bar Association Real 
Property, Probate and Trust Law 
Section recently recommended to the 
Bar Association House of Delegates 
that the association support a law 
change which would help slow down 
the constant law changes and bring 
stability to the Federal transfer tax 
system. The proposal suggested that 
any further proposed tax changes be 
made only if the legislature carries a 
heavy burden showing that the 
change corrects an inequity or inef
ficiency under the current law, that 
the change would be a material im
provement, and that it would out
weigh the disruptive effect upon the 
transfer tax system. When changes 
are in fact made, they would be 
made through an orderly legislative 
process with participation of tax 
practitioners, including advance cir
culation of the proposals and the 
holding of hearings on the proposed 
changes, allowing for adequate input 
before passage rather than merely 
receiving reaction after passage of 
the tax acts. 

The Estate and Trust Committee 
has indicated its support of this rec
ommendation to the American Bar 
Association House of Delegates. The 
effect of such a change in the legisla
tive system would be to eliminate 
the constant changes being present
ed on an annual basis and would 
help to insure that the law changes 
that are passed are carefully 
thought out, understandable and ad
ministrable. 

Michigan Tax Lawyer-3rd Quarter 1988 

2. Recent Activities. 
No summer meeting was held in lieu 
of the Taxation Section's first sum
mer tax conference on Mackinac 
Island on July 7, 8 and 9. The sem
inar was extremely enjoyable and 
informative and hopefully will be
come an annual Taxation Section 
event. 

3. Future Schedule. 
The next Estate and Trust Commit
tee meeting will be held on Thurs
day, September 29, 1988 at 2:00 p.m. 
in conjunction with the State Bar 
Annual Meeting in Coho Hall. We 
will be meeting in the offices of 
Miller, Canfield on the 25th Floor of 
the Comerica Building, which is lo
cated across the street from the 
northeast corner of Coho Hall. 
Robert Ketchum, a pension plan 
specialist with Miller, Canfield, will 
discuss how the estate attorney 
should handle the taxation and the 
disposition of pension plan benefits. 
He will review the recent legislative 
changes and the elections available 
to the estate. He also will discuss 
document drafting suggestions in 
dealing with the new pension plan 
provisions. This is an open commit
tee meeting and all members of the 
Bar are invited to attend. 

4. Important Developments. 
The Senate version of the Technical 
Corrections Act of 1988 has now 
been published, and it includes sev
eral changes or corrections in the 
trust area. Some of those proposed 
changes are as follows. 

The bill provides, in connection 
with the 2% floor for miscellaneous 
deductions, that the distribution de
duction to the estate or trust benefi
ciaries will be allowable in comput
ing the adjusted gross income of the 
estate or trust. The effect of this will 
be to reduce the adjusted gross in
come of many estates and trusts to 
zero. The Treasury will be allowed 
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to regulate the pass through of indi
rect deductions to beneficiaries as it 
shall provide in regulations. The 
bill also clarifies that a charitable 
deduction of an estate or trust is not 
considered to be a miscellaneous 
itemized deduction subject to the 2% 
floor. 

The bill clarifies what interest 
would be considered by an estate or 
trust to be "qualified residence in
terest." Special qualified residence 
treatment will be allowed if the res
idence on which interest is being 
paid would be a qualified residence 
if it were owned by a beneficiary of 
the estate or trust. 

The bill indicates that common 
trust funds will also be required to 

.··.change their tax years to a calendar 
year. This would be effective for 
taxable years beginning after De
cember 31, 1987. A four year rat
able division of the short taxable 
year income will be permitted by the 
participant. 

Welcome changes to the esti-
, mated payment requirements are 

· included in the bill. The two year 
exception granted to decedent's es
tates has been extended to grantor 
trusts, specifically, trusts which 
were treated as being owned by the 
decedent, and "to which the residue 
of the decedent's estate will pass 
under his Will." The existence of a 
pour-over Will is a requirement for 
special treatment to the trust. 
Hopefully the actual existence of 
probate assets will not be required. 

The State Bar Taxation Section 
program on Thursday morning, Sep
tember 29th, is scheduled to include 
speakers from the House of Repre
sentatives and from the Joint Com
mittee on Taxation. It will be inter
esting to receive the speakers' per
spectives on when we can expect to 
see passage of the corrections . 

Report of the 
Partnership Committee 
September 1, 1988 
David J. Ohlgren, Chairperson 
320 N. Main, Suite 300 
Ann Arbor, Ml 48104 
(313) 769-2691 

1. Chairperson's Message. 
The Committee has three new 
members: 

1. James Bossenbroek of 
Warner, Norcross & 
Judd in Grand Rapids; 

2. Steven M. Rivkin of 
Kramer, Mellen, Wagner & 
Ishbia, P.C. in Southfield; 

and 
3. James L. Hughes ofButzel, 

Long, Gust, Klein & 
VanZile, P.C. in Detroit. 

Discussions with some members of 
the Committee indicate that the vol
ume of work in the partnership tax 
area has declined over the past year. 
This presumably results from the 
impact of the 1986 Act on partner
ship syndications. 

Committee members are again 
invited to communicate to the Chair
person in advance of meetings with 
suggestions for topics to be discussed 
in the roundtable format. In this 
way, the notice of the meeting can 
alert the whole Committee as to 
matters of interes.t and encourage 
wide participation in the meetings. 

2. Recent Activities. 
Owing to the greenhouse effect, the 
Committee took the summer off fol
lowing its regular quarterly meeting 
on May 25, 1988. 

3. Future Schedule. 
A regular meeting of the Committee 
will be held in conjunction with the 
Detroit Annual Meeting on Septem
ber 29, 1988 at 2:00 p.m. at the of-
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fices ofPlunkett & Cooney, 900 Mar
quette Building in Detroit. Richard 
Soble will discuss the definition of 
an "activity" under Internal Revenue 
Code Section 469 and summarize the 
new temporary regulations (if issued 
by that time). 

4. Important Developments. 
IRS Notice 88-75 was issued on July 
5, 1988, to provide guidance as to 
when a partnership will not be 
treated as publicly traded for the 
purposes of Internal Revenue Code 
Sections 469(k) and 512. The former 
section applies modified and un
favorable passive loss limitation 
rules to publicly traded partner
ships. The latter section treats 
income from publicly traded partner
ships as taxable unrelated business 
income for partners that are tax 
exempt organizations. See I.R.B. 
188-27. 

Temporary Reg. Section 1.755-2T 
was issued on July 15, 1988 to 
coordinate new Internal Revenue 
Code Section 1060 with Section 755. 
Briefly, the purchase price allocation 
rules of Section 1060 will be applied 
in determining what portion of the 
basis adjustment of a transferee 
partner will be allocated to "good
will". 

IRS Notice 88-87, dated August 
22, 1988, amends the regulations 
under Internal Revenue Code Sec
tion 704(b) by extending until No
vember 1, 1988, the time within 
which a partnership with a taxable 
year beginning before May 1, 1986 
may amend its agreement to make 
the capital account adjustments re
quired by the regulations. We are 
advised that many partnerships 
failed to make the required adjust
ments by the original deadline set by 
the regulations, in part because of 
the cost and complexity of the ad
justments. Partnerships now have 
an opportunity to reconsider. See 
I.R.B. 1988-34. 
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Temporary regulations defining 
an "activity" for the purposes of 
Internal Revenue Code Section 469 
are now expected sometime in Sep
tember. 

Report of the 
Practice and 
Procedure Committee 
August 23, 1988 
Richard Daguanno, Chairperson 
25140 Lahser Road, Suite 252 
Southfield, Ml 48034 
(313) 352-9770 

1. Chairperson's Message. 
As the summer winds down, we are 
also winding down the period in 
which, traditionally, little formal 
activity occurs with our Committee. 
Our last meeting was March 29, 
1988, and our next meeting will take 
place at the State Bar Annual Meet
ing in September. Nevertheless, 
several matters have been attended 
to during this period of relative in
activity. I have had informal discus
sions with other Committee members 
regarding future direction and activi
ties ofthe Committee. The establish
ment of subcommittees continues to 
be a topic of interest, and implemen
tation will be discussed at our next 
meeting. 

2. Recent Activities. 
Although we have not had a formal 
meeting since our last Report, our 
Committee continued to be active in 
service to the Taxation Section and 
the State Bar as a whole. We ex
plored and commented upon the 
American Bar Association's support 
of Section 136 of S. 2223, as reported 
by the Senate Finance Committee on 
March 30, 1988, which provides that 
the United States Tax Court shall 
have jurisdiction, concurrently with 
the United States District Courts and 
the United States Claims Court, over 
suits for refund of income taxes, es-
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tate taxes, gift taxes and certain 
excise taxes relating to exempt or
ganizations. 

Two Committee members at
tended the Taxation Section's 1988 
Summer Tax Conference on Macki
nac Island and found it a very worth
while experience. 

Our Committee members con
tinue to be active in the creation of 
timely and informative articles for 
the Michigan Bar Journal. 

3. Future Schedule. 
The next scheduled meeting of the 
Practice and Procedure Committee 
will be held in conjunction with the 
Annual State Bar Meeting. The 
Committee meeting will take place on 
Thursday, September 20, 1988 at 
2:00 p.m. The location of the meeting 
is the 24th Floor of the Comerica 
Building in downtown Detroit. In ad
dition to our regularly scheduled mat
ters we will have as a guest speaker, 
the Internal Revenue Service'~ Dis
trict Counsel, Charles S. Stroad, Esq. 

4. Important Developments. 
As previously mentioned, Section 136 
of S. 2333, referred to as the Tax
payer Bill of Rights, proposes tha~ 
the United States Tax Court becgiven 
jurisdiction over suits for refund of 
taxes over which it has deficiency 
jurisdiction, primarily, income, estate 
and gift taxes. Under current law, 
such refunds suits must be litigated 
in either the United States District 
Courts or the United States Claims 
Court. The United States Tax 
Court's jurisdiction is limited to 
deficiency litigation. Interested 
practitioners should become familiar 
with this legislation. 

Report of the State and 
Local Tax Committee 
August 23, 1988 
Patrick R. Van Tiflin, Chairperson 

313 S. Washington Square 
Lansing, Ml 48933 
(517) 372-8050 

1. Chairperson's Message. 
During the last year, our Committee 
has served three important and dis
tinct functions within the Taxation 
Section. The first and perhaps the 
most important is the monitoring of 
proposed legislation and providing . 
analysis and feedback to the Taxation 
Section Council, or occassionally, the 
State Bar of Michigan. Secondly, our 
Committee monitors judicial develop
ments and informs Committee mem
bers of those developments and their 
significance to Michigan tax lawyers 
through round table discussions at 
Committee meetings as well as meet
ing minutes and this report. Finally, 
our Committee serves as a source of 
the written materials reproduced in 
other portions of this magazine in
eluding feature articles and digests of 
recent cases involving state and local 
tax issues. Our Committee also gath
ers and publishes informational re
leases from taxing authorities within 
the state, including the Michigan De
partment of Treasury. 

I'm sure you will agree that all of 
these activities are very beneficial to 
Michigan tax practitioners and have 
proven to be rewarding activities from 
the standpoint of our Committee 
members who have assisted in these 
endeavors. 

2. Future Activities. 
The next meeting of the State and 
Local Tax Committee will be in De
troit on Thursday, September 29, 
1988. The meeting will start at 2:00 
p.m. on the 25th floor of the ~omeri~a 
Building in downtown Detrmt. It Will 
follow the 10:00 a.m. panel discussion 
on the Tax Reform Act of 1988/1989 
and will precede the 3:40 p.m. "State 
of the Law '88-Recent Developments 
in Taxation" presentation. 
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Tax Planning Opportunities for the 
Michigan Multistate Taxpayer 

By: Gregory A. Nowak 

Businesses operating in more than 
one state are generally familiar with 
the idea of"multistate" tax planning. 
The importance of state taxes has 
become increasingly critical as such 
taxes represent a larger proportion of 
the overall corporate tax burden, par
ticularly with lower corporate tax 
rates at the federal level. In addition, 
the states' needs for additional reve
nue and increased enforcement proce
dures have heightened taxpayer 
awareness and exposure to potential 
state tax liabilities. 

Michigan businesses subject to the 
Michigan Single Business Tax (SBT) 
and operating in a multistate market 
have unique challenges and opportu
nities to minimize their overall state 
tax liabilities. Since the SBT is not an 
income tax but rather a value-added 
tax on Michigan business activities, it 
differs dramatically from the income
based taxes imposed by most other 
states. This unique taxing scheme 
creates unconventional state tax 
planning strategies for busin:esses op
erating in Michigan. 

Use of a Michigan Corporation to 
Shelter Investment Income 
Because the Michigan SBT generally 
does not tax investment income in the 
form of interest, dividends, royalties, 
or partnership income, substantial 
state tax savings can be obtained 
through housing such income in a 
Michigan corporation. A multistate 
taxpayer normally treats "nonbusi
ness" investment income as allocable 
to its state of commercial domicile, 
rather than subjecting such income to 
apportionment among the various 
states in which that taxpayer does 
business. Most states impose an in
come tax and directly allocate invest-

ment income in this manner. How
ever, Michigan excludes all interest, 
dividend, royalty, and partnership 
income from tax, and therefore any 
such income "allocated" to Michigan 
avoids state taxation. 

This concept of utilizing a passive 
investment company or ''PIC" in a tax 
shelter state is not new. 

Separate corporations established 
to house passive assets in states 
which impose no tax or a very low tax 
upon corporate income, such as Dela
ware, Wyoming, South Dakota or 
Nevada, have been popular in recent 
years. However, it has not been wide
ly recognized that a similar planning 
incentive exists to establish a Michi
gan subsidiary or structure a Michi
gan business activity for this purpose. 

To illustrate, assume that a cor
poration which has its domicile in 
Ohio and does a substantial portion of 
its business in Michigan has nonbusi
ness interest and dividend income of 
$1.0 million. The corporation would 
pay as much as $91,000 of ~orporate 
tax to Ohio on this interest income. If 
the corporation established a Michi
gan subsidiary to carry on its Michi
gan activity and transfered the inter
est and dividend generating property 
to this entity, it would pay no state 
tax on this income. The interest and 
dividends would be completely elimi
nated from the Michigan SBT base. 
The same result could be acheived by 
changing the corporation's commercial 
domicile to Michigan, since the divi
dend and interest income would be 
allocated 100% to Michigan for Ohio 
purposes. 

A taxpayer considering the strat
egy of establishing a subsidiary 
should analyze the dividend received 
rules of the subject state to determine 
the effect of subsidiary dividends on 



1 
( 

I 
J 

Michigan Tax Lawyer-3rd Quarter 1988 

the state tax base. While many states 
follow the federal treatment, others 
will disallow the deduction or tax sub
sidiary capital in some other manner. 
In addition, a taxpayer must consider 
whether it could be deemed taxable as 
a financial organization for Michigan 
SBT purposes and, and therefore 
taxed on its interest income. Gener
ally this status applies only where the 
taxpayer's charter identifies it as a 
bank, savings and loan, or other finan
cial organization, and where it has 
90% ofits gross receipts from items 
such as dividends or interest. 

Since the Michigan SBT does tax 
certain elements of passive income 
that are subject to allocation in other 
states, such as rental income and capi
tal gains, there are limitations to the 
use of a Michigan entity to shelter this 
income. However, Michigan does not 
directly allocate such income to the 
state, but rather subjects it to appor
tionment along with all other income. 
Thus, only the income apportioned to 
the state is taxed. Michigan sourced 
rental income and capital gains may 
therefore be partially subject to the 
SBT tax. On the other hand, a poten
tial double tax may occur on non
Michigan source rental income and 
capital gains since they may be subject 
to an out-of-state tax and the Michi
gan SBT. 

The following example illustrates 
this point. Taxpayer A does business 
in Michigan and State X. It has $4.0 
million of federal taxable income, in
cluding $2.0 million of nonbusiness 
rental income from rental property 
located in Michigan. Ten percent of 
its property, payroll, and sales are in 
Michigan and ninety percent are in 
State X. Taxpayer B has the same in
come and business activity, but it 
owns rental property located in State 
X. Taxpayer B would allocate 100% of 
the rental income directly to State X, 
where the entire $2.0 million would be 
subject to tax. Also, ten percent of the 
rental income would be subject to the 

Michigan SBT resulting in taxation 
on 110% of the rental income. On the 
other hand, taxpayer A would not al
locate any of this income to State X, 
but would subject the income to ap
portionment in Michigan, where only 
ten percent of $2.0 million or 
$200,000 would be subject to tax. 

Planning for the Disposal of 
Personal Property 
A peculiar feature of the Michigan 
SBT rules regarding the disposal of 
personal property used in a business 
can create planning opportunities for 
the multistate taxpayer. Most states 
allow some form of depreciation and 
treat the sale or disposal of personal 
property in a manner similar to the 
federal treatment. Thus gain or loss 
on the sale is recognized, and then 
subject to apportionment. Michigan, 
however, provides an immediate de
duction for the cost of apportioned 
Michigan personal property in the 
year of acquisition and disallows fu
ture deduction for depreciation taken 
for federal tax purposes. The method 
of sourcing property to Michigan for 
this purpose is the basis for certain 
tax saving strategies. 

The deduction for the acquisition 
of Michigan personal property of a 
multistate business is computed by 
multiplying the total cost of all per
sonal property acquired during the 
year by a capital acquisition factor 
equal to the ratio of Michigan prop
erty owned and payroll incurred to 
total property owned and payroll 
incurred during the year. On dis
posal, a taxpayer "recaptures" the 
undepreciated book value of its 
property by multiplying the book 
value of its total disposals by the 
factor computed in the year of dis
posal. It is significant that the 
recapture is not necessarily based on 
the same factor as the original deduc
tion. 

Commentators have noted that 
the mechanics of this recapture 
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provision can produce inconsistent 
results. For instance, if a manufac
turer has 50% of its property and pay
roll in Michigan and 50% in State B 
it will have a capital acquisition ap-' 
portionment factor of 50% for Michi
gan purposes. Ifit acquires $2.0 mil
lion of equipment for its Michigan 
facility, it will receive only a $1.0 
million capital acquisition deduction. 
It would receive the same $1.0 million 
deduction if it purchased the equip
ment for its facility in State B, and 
none of the equipment was located in 
Michigan. Thus, the deduction does 
not reflect the actual property placed 
in service in Michigan or disposed of 
during the year, but assumes that all 
acquisitions and disposals are made 
in proportion to the taxpayer's exist
ing property and payroll in Michigan. 

This provision can provide sub
stantial opportunites in planning for 
the purchase or sale of a Michigan 
business. Assume that an Ohio corpo
ration with $1.0 million of Ohio prop
erty and $1.0 million of Ohio payroll 
owns 100% of the stock of a Michigan 
corporation with $1.0 million of Mich
igan personal property and $1.0 mil
lion of Michigan payroll. If the Ohio 
corporation wishes to dispose of the 
assets of its Michigan subsidiary, the 
sale ?f.these.assets by the Michigan 
subsidiary directly would trigger a 
capital acquisition deduction recap
ture on 100% of the net book value of 
the property. However, ifthe parent 
first liquidated the subsidiary in a tax 
free transaction, and then disposed of 
the assets, the recapture would be 
apportioned by 50% or less. Substan
tial Michigan tax savings can be 
acheived by this strategy. The reason 
for this opportunity is that the recap
ture provision operates without re
gard to the capital acquisition factor 
that applied at the time of the origi
nal deduction, or the actual location 
of the disposed property. 
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Apportionment Factor Planning 
An opportunity may exist to decrease 
overall state tax liabilities by examin
ing the apportionment of property, 
payroll and sales among the states in 
which a Michigan multistate tax
payer does business. 

1. Property Factor 
Normally the property apportion

ment factor includes a taxpayer's real 
and tangible personal property owned 
or rented and used within the state 
divided by the total of all of the tax: 
payer's property of such nature loca
ted everywhere, valued at original 
cost. This factor should be examined 
to ensure that the numerator in
cludes only the property required to 
be sourced to Michigan. For instance 
it may be possible to partially allo- ' 
cate certain mobile property outside 
of Michigan in proportion to the time 
that the property is used elsewhere. 
Because property is valued at original 
cost rather than net book value, in 
determining the denominator of the 
factor, taxpayers should be sure to 
include all non-Michigan property 
owned at original cost even after the 
property is completely depreciated. 
Until disposed, all such property is 
included in the factor. 

2. Payroll Factor 
Careful review of the payroll fac

tor of a multistate entity can often 
lower the total state tax liability. 
Payroll is sourced to Michigan if an 
?mpl.oy~e performs services entirely 
m Michigan or performs only inciden
tal service. outside of the State, if the 
employee IS controlled from Michigan 
and performs some services in the 
State, or resides in Michigan but is 
not controlled from a state in which 
services are performed. Thus a 
Michigan employer can exclude for 
the numerator all nonresident em
ployees controlled from Michigan who 
do not perform any services within 
Michigan. Sales representatives or 
other out-state employees may there
fore be excluded from the numerator 
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but included in the apportionment 
denominator. It is possible for some 
payroll to avoid being sourced to any 
state, since Michigan and most other 
states do not have a "throwback" rule 
requiring payroll excluded from ap
portionment factors elswhere to be 
added to the factor in the state of 
commercial domicile. 

3. Sales Factor 
In determining the source of sales 

of a multistate taxpayer, Michigan 
generally provides that sales are 
sourced to the state of destination, de
termined by the location shipped or 
the place where title has transferred. 
Michigan then applies a "throwback" 
rule to add back sales that are ship
ped from Michigan into a state where 
the taxpayer is not taxable. 

An essential state tax planning re
quirement for any Michigan taxpayer 
is the identification of those states in 
which the taxpayer is or may be "tax
able." If a taxpayer is subject to a 
state's jurisdiction to impose a busi
ness privilege tax~ net income tax, 
franchise tax for the privilege of doing 
business, corporation stock tax, or any 
value-added SBT-type tax, the tax
payer will be deemed "taxable" in that 
state. It is often possible to substan
tially reduce a taxpayer's Michigan 
SBT liability by structuring its activi
ties to subject it to one of the taxes 
listed above in another state. It may 

be possible, for instance, for a tax
payer to structure its activity to sub
ject it to a privilege tax based on net 
worth, such as the one imposed in 
Ohio, without becoming subject to the 
higher tax imposed on a net income 
basis in Ohio. Sales to destinations 
within that state would therefore 
avoid throwback to Michigan, while 
generating only a nominal tax else
where. 

In addition to this strategy, tax
payers who do business in more than 
one state and who therefore are en
titled to apportion their business 
activity should be sure to include all 
foreign sales in the denominator of 
the sales apportionment factor. The 
throwback rule does not apply to for
eign sales, and therefore they can be 
included in the denominator and ex
cluded from the numerator of a multi
state taxpayer regardless of whether 
the sales are taxed in the foreign 
country. 
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Reallocation of Purchase Price -
The Ticking Time Bomb 

By: Stephen M. Feldman 

In days of old (those days before May 
6, 1986), a buyer and seller negoti
ated the purchase and sale of assets 
from, in most cases, diametrically 
opposed tax perspectives. The seller 
was desirous of selling only "capital 
gain" assets, minimizing depreciation 
recapture and ordinary income. The 
buyer, on the other hand, was desir
ous of obtaining the highest allocation 
to those assets which could either be 
expensed during the initial taxable 
year or were depreciable over the 
shortest useful life or recovery period. 
Allocations of purchase price con
tained in asset purchase agreements 
were generally accepted by the courts1 

on the theory that each party had ne
gotiated the document to maximize 
their respective tax advantage. There 
was even a suggestion in some court 
decisions that "strong proof' was nec
essary to overcome the negotiated 
allocations of the parties.2 

With the enactment of Code Sec
tion 10603 by the Tax Reform Act of 
1986,4 Congress has provided the In
ternal Revenue Service with a strong 
and potentially lethal weapon to be 
used in connection with the perceived 
abuses of negotiated allocations of 
purchase price. Section 1060 pro
vides, in general, that in any appli
cable asset acquisition, the considera
tion received for assets must be allo
cated in accordance with the rules 
prescribed under Section 338(bX5) 
which generally causes the taxpayer 
to use the residual allocation method. 
In very broad terms, this method 
requires that the taxpayer allocate 
the consideration paid first to Class I 
assets consisting of cash, demand de
posit and like accounts in depository 
institutions (and other similar items 

to be designated by the Internal Reve
nue Service). The remaining consid
eration is allocated among Class II 
assets (Certificates of Deposit, U.S. 
Government Securities, readily mar
ketable stock and securities, Foreign 
Currency and other items designated 
by the Internal Revenue Service) and 
Class III assets, which are all other 
assets other than Class I, II and IV 
assets, both tangible and intangible, 
whether or not depreciable, depletable 
or amortizable including furniture 
and fixtures, land, buildings, equip
ment, accounts receivable and cove
nants not to compete. Class IV assets 
are intangible assets in the nature of 
goodwill and going concern value. 5 

These allocations are used for pur
poses of determining the seller's gain 
or loss on the transaction as well as 
for determining the buyer's basis in 
the acquired assets. 

The Code defines "applicable asset 
acquisition" as any transfer of assets 
which constitute a "trade or business" 
and with respect to which the trans
feree's basis in the assets is deter
mined wholly by reference to the con
sideration paid. 6 There is, however, 
an exception to this rule for certain 
non-recognition exchanges, which, 
according to the Proposed Regula
tions, are also covered by Section 
1060.7 

Both the Committee Reports8 and 
the Blue Book9 explanation of Code 
Section 1060 state that the avowed 
purpose of the Section is to avoid the 
price allocations that have been an 
endless source of controversy with the 
Internal Revenue Service by requiring 
the taxpayer to "apply the residual 
method in allocating basis to goodwill 
and going concern value in all pur
chases of a going business" .10 The 
Committee Reports go on to state that 
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the enactment of Section 1060 will 
reduce controversies between the 
Service and taxpayers. 11 In order for 
this to occur, practitioners involved in 
asset sales need only follow the clear 
and concise directions set out below. 

The Proposed and Temporary 
Regulations under Section 1060 
specify that both the buyer and the 
seller in an "applicable asset acquisi
tion" are required to file Form 8594 
(Asset Acquisitions Statement under 
Section 1060). This return is due 
along with the taxpayer's income tax 
return for the taxable year that 
includes the purchase date. 12 To reit
erate, an "applicable asset acquisi
tion" consists of the transfer of assets 
which constitute a trade or business 
in the hands of either the seller or the 
buyer. The Regulations go on to state 
that a group of assets that would con
stitute a trade or business pursuant 
to the definitions of Section 355 would 
qualify as assets constituting a trade 
or business. 13 In clarification, the Reg
ulations go on to state that assets 
that do not qualify as· an active trade 
or business under Section 355 could 
also, in appropriate circumstances, 
qualify as assets that do constitute a 
trade or business for purposes of Sec
tion 1060. Lastly, any sale of assets 
will constitute assets connected with 
a trade or business if their character 
is such that goodwill or going concern 
value could, under any circumstances, 
attach to the group.14 This evaluation 
is' based upon facts and circumstan
ces, but two factors the Regulations 
state must be considered are: (i) the 
existence of an excess of total consid
eration over the aggregate book value 
of the assets purchased, and (ii) any 
related transactions, including lease 
agreements, licenses, covenants not to 
compete, employment agreements, 
management agreements or other 
similar agreements between the 
buyer and the seller (or managers, 
directors, owners or employees of the 
seller) in connection with the trans-

fer. 15 Thus, it would appear that 
most, if not all, asset sales will re
quire the filing of Form 8594 by both 
the buyer and the seller, even if the 
assets are not to be used by the buyer 
in a trade or business and even if the 
assets do not constitute a trade or 
business for purposes of Section 355 
(i.e., rental real estate). 

The Regulations also provide that 
subsequent adjustments (either in
creases or decreases) in the considera
tion paid for the assets generally will 
be reallocated among the various 
classes of assets in proportion to fair 
market value.16 

In order to implement the Con
gressional intent of minimizing the 
confrontations between the taxpayer 
and the Internal Revenue Service, the 
Regulations provide that "in connec
tion with the examination of a return, 
the Internal Revenue Service may 
challenge the taxpayer's determina
tion of the fair market value of any 
asset by any appropriate method and 
take into account all facts (including 
any lack of adverse tax interests be
tween the parties)."17 This Regulation 
also provides that the Internal 
Revenue Service can determine that 
the purchase price allocation is incor
rect based on a computation by the 
Internal Revenue Service showing the 
value of goodwill and going concern 
value in order to "call into question 
the validity of the taxpayer's valu
ation of other assets."18 This Regula
tion alone should preclude substantial 
litigation and disagreement between 
the taxpayer and the Internal Reve
nue Service. 

Based upon the above 'discussion, 
the issue is what the seller and buyer 
should document at the time of sale in 
order to prepare for the audit arising 
out of filing of Form 8594. Due to the 
efficiency of the Internal Revenue 
Service, one can assume the passage 
of a substantial period of time be
tween the actual purchase/sale and 
the request for additional information 
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substantiating the allocation. It, 
therefore, would be advisable to pre
pare for the inevitable series of ques
tions. In that regard, the following 
are offered as suggestions: 

1. Every sale of an asset poten
tially falls within the category of a 
"applicable asset acquisition." This 
potentially includes sales of partner
ship interests in certain circum
stances, 19 even though the underlying 
assets owned by the partnership are 
not sold. When in doubt, file Form 
8594, especially if no valuation issue 
exists. 

2. Precise and accurate valua
tions of assets are now a must. Ap
praisals, to the extent available, 
should be made at the time of pur
chase. In addition, discussions be
tween the buyer and the seller re
garding the "fair market value" of the 
assets should be documented at or 
near the time of the purchase/negotia
tion in order to carry more weight in 
the event litigation occurs. You 
should be aware that any modifica
tion (either an increase or decrease) 
in consideration to be paid for assets 
requires a filing of a modified Form 
8594 for the tax return of the taxpay
ers' year of the modification. This 
includes modifications made to asset 
sales which otherwise would not be 
required to file Form 8594 (i.e., those 
sales made after May 6, 1986 that 
were subject to a binding contract in 
effect at that time). 

3. Valuations and reasons behind 
entering into management agree-
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ments, leases, license agreements, 
consulting agreements, and cove
nants not to compete should be docu
mented at or near the sale date. Al
though difficult to value, the basis of 
the agreed upon valuation between 
the buyer and the seller should, at 
least, be documented for purposes of 
later substantiation. 

In conclusion, it would appear 
that the expressed Congressional 
intent to eliminate or minimize dis
putes between taxpayers and the 
Internal Revenue Service in connec
tion with asset allocations has, in 
fact, been unsuccessful. In actual 
fact, the dispute may now be more 
evident than ever, due to the report
ing requirements and the broad 
authority given to the Internal Reve
nue Service to challenge the alloca
tions. Proper guidance by the practi
tioner as well as proper documenta
tion of all transactions is now more 
important than ever. 

----------------------------FOOTNOTES----------------------------
1. Partice/livComr., 212 F.2d498 (9th Cir. 1954). 2. MajorvComr., 76 T.C. 239 (1981). 
3. ·All references hereafter to "Code," "Regulations" and "Proposed Regulations• refer t9 sections of 
the Internal Revenue Code of 1986, treasury regulations and proposed regulations promulgated thereunder. 
4. P.L. 99-514, Act Sec. 641. 
5. See Temporary and Proposed Regulation §1.1060-1 T(d)(1) and (2). 
6. Code Section 1060(c)(2). 7. Proposed Regulation §1.1060-1T(b)(4). 
8. Joint Committee Reports to P.L. 99-514 (hereinafter cited as "CR"). 
9. Congressional Explanation of P.L. 99-514 (hereinafter cited as "Bluebook"). 
10. Bluebook at 359. 11. CR to Tax Reform Act of 1986 Section 641. 
12. Proposed Regulation §1.1060-1T(a)(2)(i). 13. Proposed Regulation §1.1060-1T(b)(2). 
14. /d. 15. /d. 16. Proposed Regulation §1.1060-IT(f). 
17. Proposed Regulation §1.1060-IT(e)(4). 18. /d. 19. See Temporary Regulation §1.755-2T. 
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Sales and Use Tax-Personal 
Liability of Corporate Officers 
A corporate officer responsible for the 
preparation of returns or payment of 
Michigan taxes may be held person
ally liable for failure to file a corpo
rate sales and use tax return or to 
pay taxes. The officer may not con
test the assessment in his individual 
capacity if he has not contested on be
half of the corporation after receiving 
adequate notice of the assessment. 

Lee G. Keith v Michigan Depart
ment of Treasury, Michigan Court 
of Appeals No. 87675, December 9, 
1987. 

Facts: 
The petitioner, Lee G. Keith, held the 
office of vice president, secretary and 
general sales manager for Metro 
GMC Truck Center, Inc., which is no 
longer in operation. The petitioner is 
listed on the tax registration with the 
Department of Treasury as the officer 
responsible for the preparation of 
Michigan tax returns. The petitioner 
attended business meetings and was 
kept up to date as to the financial 
activities of Metro GMC. When 
Metro GMC failed to file the required 
sales tax return, the Department 
issued an intent to assess against 
Metro GMC, and the assessment was 
never contested. Ultimately, a final 
assessment was issued but has never 
been paid. Three separate notices of 
final assessment were sent to either 
Metro GMC or Keith in his corporate 
capacity. The petitioner argued that 
he was not responsible for the prepa
ration of Michigan sales tax returns, 
and thus is not a responsible officer 
within the meaning of the statutory 
term. Second, the petitioner argued 
that in the event the court should 
find he is a responsible officer within 
the meaning of the statutory term, he 
should be entitled to contest the 

amount of the final assessment. The 
Tax Tribunal held petitioner person
ally liable as a responsible officer. 

Held: 
The Court of Appeals held the Depart
ment has the burden of showing that 
the individual is an officer of the cor
poration, and either that the officer 
has control over the preparation of the 
corporation's tax returns and the pay
ment of taxes, or that the officer su
pervises the preparing of the corpor
ation's tax returns and payment of 
taxes, or that the officer is charged 
with the responsibility of preparing 
the corporation's tax returns and 
payment of taxes. The Court of Ap
peals upheld the Tax Tribunal's fact
ual determination that the petitioner 
was a responsible corporate officer 
within the meaning of the statute. 

Second, the court addressed the 
petitioner's argument that he was en
titled to contest the final assessment if 
the court determined the petitioner 
personally liable for the corporation's 
tax liability. The court reasoned that 
because only a corporate officer re
sponsible for preparation of Michigan 
tax returns or payment of Michigan 
taxes could be held personally liable 
for tax liability of a corporation, such 
officer must have been on notice as to 
the initial assessment in order to be 
held personally liable. The court re
asoned that if a corporate officer fails 
to contest the tax on behalf of the cor
poration, it does not violate due proc
ess to thereafter deny the corporate 
officer the right to contest the amount 
of the tax when he is personally asses
sed for the tax. It would be incongru
ous to find that a corporation's sales 
tax liability is final as to the corpora
tion, and yet allow a corporate officer 
to contest individually the amount of 
the sales tax liability. 19 
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The court remanded to the Tax 
Tribunal for a determination of 
whether proper notice had been re
ceived by petitioner. 

On remand, the Tax Tribunal held 
that both Lee G. Keith and Metro 
GMC had been given adequate notice 
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of the final assessment. The Tribunal 
held the due process test is satisfied if 
the means chosen to serve notice are 
reasonably calculated to reach the 
party and does not depend on whether 
notice is actually received. 

Michigan Tax Tribunal Jurisdiction -
Timely Appeal of a Tax Assessment 

20 

Failure to timely file an appeal of a 
tax assessment causes the Michigan 
Tax Tribunal to lose jurisdiction over 
the petitioner's claim. 

Gregory Kelser v Michigan De
partment of Treasury, 167 Mich 
App 18; 421 NW2d 558 (1988). 

Facts: 
The petitioner, Gregory Keiser, was 
issued a "Decision and Order of De
termination and a Notice of Final 
Assessment" on March 11, 1986 in 
the amount of $17,084.48 for income 
tax deficiencies for tax years 1981 
thr?~gh 1983. On April1, 1986, 
petitioner sent a letter requesting re
determination ofthe Notice of Final 
~ssessment. On April29, 1986, peti
tioner sent a letter to the Tax Tribu
nal requesting an appeal of the as
sessment. On May 29, 1986, the peti
tioner was notified that the petition 
requesting an appeal was defective. 
On June 11, 1986, the petition was 
refiled with the Tax Tribunal. The 
State of Michigan moved for sum
mary disposition on the grounds that 
the Tax Tribunal lacked subject mat
ter jurisdiction because the appeal 

was not filed within 30 days of the de
termination of which review is sought. 
The Tax Tribunal found in favor of 
the respondent and granted a motion 
for summary disposition against the 
petitioner. The petitioner appealed 
the Tax Tribunal's determination. 

Held: 
The Court addressed two arguments 
on appeal. The first was that the peti
tioner did not receive a statement 
advising him of his right to appeal the 
Notice of Final Assessment and, the 
second was that the Tax Tribunal 
erred in granting the respondent's 
motion for summary disposition on 
the ground that the petitioner failed 
to timely file. The Court found that 
the Notice of Final Assessment con
tained specific appeal information, 
and that the petitioner had exceeded 
the 30-day filing limit by two months. 
The Court summarized its holding in 
the final sentence of its opinion: 
''While petitioner may have graced the 
basketball court with many game
saving jump shots, in the Tax Court 
his attempt came after the final 
buzzer." 
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The Due Process Right to Notice of 
Tax Sale and Governmental Immunity 

The due process clause of the Michi
gan Constitution mandates that 
notice be given to the owners of land 
before that land is sold for nonpay
ment of taxes. Governmental immu
nity offers no protection to the Gov
ernment when its actions result in a 
violation of the Constitution. 

Nathaniel Burdette and John C. 
Smith v State of Michiqan, 166 
Mich App 406; 421 NW2d 185 (1988). 

Facts: 
Plaintiffs were the owners of real es
tate located in the Detroit area. The 
real estate was seized for nonpay
ment of property tax and subse
quently sold to the City of Detroit for 
$1. Plaintiffs brought suit against 
the defendant in the Court of Claims, 
alleging that no notice was given to 
the plaintiffs prior to the sale. The 
defendant does not dispute that the 
City of Detroit failed to give notice 
prior to the sale; however, the defen
dant maintains that the oversight 
was mere negligence in the perform
ance of a government function. As 
such, the defendant maintains that it 

is immune from liability under the 
theory of governmental immunity set 
forth in Ross v Consumers Power Co., 
420 Mich 567; 363 NW2d 641 (1984). 
The Court of Claims agreed with the 
defendant and granted summary 
disposition. The plaintiff appealed. 

Held: 
The Michigan Court of Appeals 
reversed the Court of Claims' deci
sion granting summary disposition 
to the defendant and remanded. 
The appellate court said the defen
dant could not claim immunity 
where the plaintiff alleges that de
fendant has violated its own consti
tution. Noting that constitutional 
rights serve to restrict government 
conduct, the court observed that 
these rights would never serve this 
purpose if the State could use gov
ernmental immunity to avoid consti
tutional restrictions. 

State and Local 
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The following letter provides details concerning the Department's new publica
tion, the Official Michigan Tax Guide, that promises to be a valuable addition to 
the library of Michigan tax practitioners. 

August 23, 1988 

Mr. David M. Rosenberger 
State Bar of Michigan 
Taxation Section 
505 North Woodward Avenue 
Suite 3000 
Bloomfield Hills, MI 48013 

Re: Michigan Tax Guide 

Dear Mr. Rosenberger: 

Thank you for your letter of August 2, 1988 expressing an interest in the 
Official Michie-an Tax Guide. The Guide will contain all statutes and rules 
(full text) applicable to taxes administered by the Bureau of Revenue. Histori
cal notes, court decisions (including Court of Claims and Michigan Tax Tribu
nal), law review articles and library references are cited. Additionally, the 
Guide will include full tax position statements of the Department regarding 
various tax issues. These position statements are in the form of Revenue 
Administrative Bulletins and Letter Rulings. All information is cross-refer
enced for convenient and efficient research. 

The first three soft cover volumes of the Official Michie-an Tax Guide will be 
available on or about October 1, 1988. These volumes will contain Individual 
Income Tax, including Fiduciary and Withholding; Sales and Use Taxes, 
including Airport Parking and Convention Facility Development Taxes; and 
Motor Fuel Taxes. These volumes will be updated on a quarterly basis. 

Beginning September 1, 1988, the Department will begin the second phase of 
the project, compiling information for Single Business Tax, Miscellaneous 
Taxes including Inheritance and Intangibles and Administrative Practices and 
Procedures (Revenue Act). These volumes are scheduled for completion in 
approximately one year. 

The Official Michie-an Tax Guide is available through West Publishing Com
pany of St. Paul, Minnesota. Complete d~tails, including cost of volumes, will 
be announced by West Publishing Company. 

Again, thank you for your interest in the Official Michie-an Tax Guide. The 
Department trusts the Guide will be of significant value to Michigan tax 
practitioners. 

Very tru:ly yours, 

Thomas M. Hoatlin 
Deputy Revenue Commissioner 
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NEWS/ ACCOMPLISHMENTS 
Bureau of 
Revenue 
Update Administrative Services 

Division 
Files: 4.2 million income tax filers 
.5 million business accounts 
Registrations: Maintains compu
terized name and address file for bus
iness accounts .. This system is direct 
on-line update to the Treasury main
frame computer. This file is acces
sible to some 1,200 terminals 
throughout the state for inquiry 
purposes. Update capability is re
stricted to specific terminals and 
staff. 
Taxpayer Services: Provides direct 
service to taxpayers in district offices, 
~oil-free telephone bank and through 
1ts Problem Resolution Office. Serv
ices such as forms preparation ac
coun~ audit, problem resolutio~, gen
eral mformation, and training were 
provided to some 950,000 taxpayers 
thus far in 1988. 

The Correspondence Center pro
vides indirect services to taxpayers 
by handling most of the outgoing cor
respondence generated by taxing di
visions within the Bureau. Some 
45,000 letters have been prepared by 
the .Center on its word processing 
eqmpment so far this year. 

Major initiatives this year include 
examination of electronic filing as an 
option in district offices and a set of 
enhancements to our computerized 
refund information system to make 
Teletax Available statewide. 

Audit Division 
The Bureau has completed the transi
tion from pencil and paper to com
puter automation. Audits are being 
processed on the laptop computers 
and production which dropped due to 
the training on the laptops has re
cently begun to improve. Based on 

learning how to perform the audit on 
the laptop, the Department is testing 
updated computers for replacement 
acquisitions and is negotiating the 
contract to revise the laptop audit 
templates. 

Training for the outstate offices -
Chicago (9), New York (7), Los Ange
les (8), Dallas (7) and Cleveland (9)
~as been. co~pleted. Efforts expended 
m estabhshmg outstate audit offices 
have proven to be successful. An in
crease of 63% in net tax deficiency 
has occurred during FYE 88 com
pared to FYE 87. 

Other training issues are: a new 
audit training manual is under devel
?pment, plans for instructing all aud
ltors and supervisors in the audit 
plan documentation and performace 
appraisal review system are sched
uled for September and October 1988. 

In addition to providing auditors 
with state of.the art technology, the 
Department 1s upgrading the audit 
selection program. Equipment and 
programs, including the use of artifi
?ial intel~igence, to process taxpayer 
mformatwn from the main frame 
computer through the audit selection 
process will be developed beginning 
during late August 1988. 

Additional staff will be hired 
during the next fiscal year for place
ment in the various audit office loca
tions. 

Discovery Division 
Discovery's activities are identifying 
nonfilers ofboth individual and busi
ness taxes by utilizing information in 
Treasury's existing tax files and com
PB;ring this information to data sup
phed by the Internal Revenue Service 
other state agencies, and other ' 
~ources through computerized match
mg process. 23 
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Since October 1, 1987, over 42.5 
million in assessments and collections 
have been generated through July 22, 
1988. 

Intangible Taxes 
We have revised our processing sys
tem using social security or federal 
identification numbers as the prime 
identification number. It will afford 
better coordination between other 
taxes administered by the depart
ment and, of course, the new system 
will reduce the manual handling of 
tax returns. 

Sales, Use & Withholding 
Tax Division 
Technical Support Unit: Due to 
the beefed up enforcement of tax laws 
after Amnesty, many taxpayers are 
voluntarily coming forward with tax 
payments on cars, boats and planes. 
We have received over $1 million in 
payments in July 1988. In June 1988 
approximately $150,000 was received. 
Furthermore, investigations are be
ing initiated as results of callers dis
closing information leading to taxpay
ers who have not paid taxes on their 
cars, boats and planes. 

The Technical Support Unit is 
currently working with a backlog of 
less than two months for answering 
tax letter rulings, and approximately 
three months for refunding tax paid 
on vehicles. In the past, the Unit has 
been approximately seven months be
hind on letter rulings and six months 
on refunds. 
SUW Audit Section: The annual 
return for sales, use and withholding 
taxes (Form C-3~04) is being revised 
to allow for more prompt processing. 
The bottom 1/3 of the return will be a 
summary of tax due and paid which 
will be separated from top 2/3's for 
processing with the payment by Re
ceipts Accounting as received. Post
ing to SUW ledgers would be done 
that night. This will allow us to lo-
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cate payment and correct previously 
computed assessment within a few 
days, rather than several months 
under the current procedure. 

Review of the delinquent sales, 
use and withholding taxes accounts 
has been delayed from 30 days follow
ing the due date to 60 days. This al
lows the taxpayer an additional30 
days to get his returns in before De
partment action. As a result, the 
number of deliquent notices sent to 
taxpayers was reduced 19% to 45% 
and the number of computed assess
ments by 20% to 26%. The numbers 
of incoming correspondence has re
duced by 48% and telephone calls by 
19%. 

A revised delinquent letter will 
not only advise the taxpayer of the 
delinquency, but provide a form tore
port information about the deliquen
cy. It will include a preidentified 
sales, use and withholding taxes re
turn form with OCR scannable infor
mation line. One section can be used 
to provide us with information to 
trace the payment if previously made. 
Another section can be used to inform 
us about discontinuance of the ac
count. We feel this will result in 
more taxpayers giving us the infor
mation we need to straighten out the 
account because he has a document in 
hand that can be used. 
Division: We have three student as
sistants in our division. They are 
reviewing our procedures, policies 
and organizations to find ways to 
reduce work, increase revenues or 
improve taxpayer services. One is in 
the Technical Section, one in the 
Audit Section and one working on 
filing and use ofW-2 information on 
magnetic media, as well as, our mi
crocomputer setup. 

There has been a dramatic de
crease in the backing of correspon
dence from January 1988 to July 
1988. January 1988 backlog was 
12,358 and July was 5,774. Several 
factors have impacted this decrease. 



I 
I 
I 
l 

l 

Michigan Tax Lawyer-3rd Quarter 1988 

The addition of temporary employees 
to do "leg work'' necessary for review 
of accounts has assisted greatly. A 
correspondence log which is relied 
upon heavily to locate taxpayer cor
respondence, related pieces, and re
solvedinformation. This log also al
lows for a more accurate as well as 
timely count of this correspondence. 
There also has been a reassignment 
of priorities. At present, oldest corn~
spondence is worked first, and the 
correspondence log is checked for 
related pieces which are pulled and 
worked as well. Refund requests 
have their own place with our present 
priorities, higher than what they 
were in the past. 

Single Business 
Tax Division 
In May 1988, go-ahead was given for 
a Single Business Tax System Rede
sign. Redesign will greatly improve 
our ability to process returns faster. 
The redesign will affect all aspects of 
Single Business Tax from forms re
design to an "on-line" system of error 
correction. Target date for comple
tion of redesign is October 1989. 

Tax Fraud Division 
Michigan is improving our ability to 
catch the tax cheat (those individuals 
that evade paying their fair share). 

Also, the Tax Fraud Division 
receives calls on the Cigarette and 
Tobacco Central Hotling Reporting 
(CATCH) network, coordinating and 
dissemination information. The 
states include Illinois, Indiana, Iowa, 
Kansas, Kentucky, Michigan, Minne
sota, Missouri, North Carolina, North 
Dakota, Nebraska, Ohio, South 
Dakota and Wisconsin. (1-800-29-
CATCH) 
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NEWS ABOUT TAX LAWYERS 

The Taxation Section has over 2,000 
members, but despite this size, there 
are many close friendships within 
the Section and many joint activities. 
This column brings you news about 
your fellow tax lawyers to further 
that spirit of collegiality within our 
Section. 

TAMRA J. TOBIN, ofNational 
Bank of Detroit, was promoted to 
Assistant Trust Officer in NBD's Tax 
Department. She has now assumed 
responsibilities in the Estate Settle
ment Section of the Trust Depart
ment. 

E. JAMES GAMBLE, an attor
ney with the Detroit office of Dykema 
Gossett, will be speaking at the 
Twenty-Third Annual Philip E. 
Heckerling Institute on Estate Plan
ning to be held at the Sheraton Bal 
Harbour Hotel in Miami Beach, 
Florida, January 9-13, 1989. Jim 
will be explaining Code Section 
2036(c) and its effects on pre-existing 
trust arrangements. 

FREDERICK R. KEYDEL, a 
partner in the firm of Joslyn, Keydel, 
Wallace & Joslyn of Detroit, will also 
speak at the Twenty-Third Annual 
Philip E. Heckerling Institute on 
Estate Planning in January. Fred 
will discuss trustee selection, succes
sion and removal. 

DIRK HOFFIUS, a partner of 
Varnum, Riddering, Schmidt & 
Howlett of Grand Rapids, has been 
elected a Fellow of the American 
College of Probate Counsel ("ACPC"). 
Dirk joins Gordon Boozer and Fred 
Sytsma as the third partner from 
Varnum, Riddering, Schmidt & 
Howlett to receive an ACPC Fellow
ship. 

KATHLEEN FULTON COOK, 
a partner in the Battle Creek firm of 
Vandervoort, Cook, McFee, Christ, 
Carpenter & Fisher, P.C., is teaching 
a course this fall in the Paralegal 
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Program at Kellogg Community 
College on Wills, Trusts and Probate 
Administration. 

PETER J. LIVINGSTON, J.D., 
C.P.A., has recently joined the Kala
mazoo office of Howard & Howard 
(which also has an office in Bloomfield 
Hills). His practice will concentrate 
on estate planning, emphasizing the 
use of sophisticated planning tech
niques as a means of minimizing 
exposure to estate and income taxes 
when seeking opportunities for the 
preservation of one's wealth or the 
transfer thereof to family, friends or 
charity. Before joining Howard & 
Howard, Mr. Livingston was affiliated 
with the Kalamazoo office of the inter
national public accounting firm of 
Ernst & Whinney for five years. 

JEFFREY R. HEINZE has re
cently joined the firm of Smith, 
Johnson, Brandt & Heintz, P.C., in 
Traverse City. He will be specializing 
in individual and corporate taxation, 
employee benefits, and estate plan
ning. 

WALTERJ. RUSSELL, of 
Russell & Batchelor, became Chair
man of the ABA's Section of Taxation 
Committee for Attorneys in Small 
Firms. He also has been instrumental 
in the formation of a newly estab
lished Tax Committee of the Grand 
Rapids Bar Association (GRBA). The 
purpose of the Tax Committee is to 
provide a liaison group to work out 
problems with the IRS, provide the 
general membership of th~ GRBA 
with information on tax matters, and 
to provide a meeting place for those 
engaged in tax practice. 

ROGER H. OETTING, a partner 
at Warner, Norcross & Judd in Grand 
Rapids, Michigan, also has been in
strumental in formation of the Tax 
Committee of the GRBA. In addition, 
he has recently been appointed a 
Fellow of the American College of Tax 
Council. 
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Spreadsheet 

By: Paul R. Trigg, Jr. 

A valuable time-saver for the tax law
yer is a spreadsheet program. To ex
plain the use of a spreadsheet pro
gram, the best way is to deal with a 
specific spreadsheet program. One of 
the best of these is Excel published 
by Microsoft for use on the Macin
tosh. Lotus, 1-2-3, for use on the IBM 
PC and its clones, is probably as good 
although the aficionados of each pro
gram will argue endlessly about the 
relative merits of each. In general, 
what one will do, the other will do, so 
the discussion of one is the discussion 
of both. 

The spreadsheet is the descen
dant of the multicolumnar spread
sheet that the accountants once used. 
Armed only with the pencil and 
sheet, they would fill in columns of 
figures, determine figures by addi
tion, subtraction, multiplication and 
division and create more spread
sheets to show the effect of variations 
in their initial assumptions. It was a 
slow procedure. Adding machines 
and hand held computers speeded up 
the process, but it remained slow. 
Not long after the Apple Microcom
puter was introduced, Dan Bricklin 
and an associate conceived of an elec
tronic spreadsheet which they named 
VisiCalc. VisiCalc made the original 
Apple Computer a huge success and 
the Computer made VisiCalc a huge 
success. In one sense, all of todays 
spreadsheets are descendants of 
VisiCalc. 

Spreadsheets have columns and 
rows. Where a line and a row inter
sect, there is a cell for the entry of 
information and direction. Excel's 
electronic spreadsheet is large. 
There are 256 columns and 16,384 
rows which means over 4,000,000 
cells. Only a small part of the 
spreadsheet can be accommodated on 
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and down and back and across on the 
tube so that the operator can effec
tively use far more than he can see at 
one time. 

The basic magic of the electronic 
spreadsheet is the use of directions in 
the form of formulae. Assume a 
spreadsheet in which you have typed 
Assets, Liabilities and Net Worth in 
the first three cells of column A with 
the dollar numbers for these items in 
the first three cells of column B. Sup
pose that in the third cell in column B, 
instead of entering a figure, you 
entered the formula "Cell B1 minus 
cell B2." The spreadsheet will auto
matically do just that and enter in cell 
B3 the amount thus derived. Observe 
now that if you change either or both 
of the figures in cells B1 and B2, cell 
B3 will automatically recalculate to 
give you a new net worth figure. This 
simple concept is the most important 
aspect of the spreadsheet. 

Excel not only has many formulae 
to select from for use in a cell, it has 
large numbers of so-called functions 
which are intricate combinations of 
formulae. The result is great flexibil
ity in programming Excel. This is not 
the kind of programming associated 
with the writing of programs in Basic 
or the other computer languages. It is 
programming a spreadsheet and the 
process can be understood and applied 
by any lawyer with a little study and 
work. 

The first question a tax lawyer 
who is thinking about spending money 
on a microcomputer might ask is ''Yes, 
I know, but what do you use the thing 
for?" Concrete examples are the best 
way of answering this question. 

Over the past several years, the 
interest rate charged on tax deficien
cies has varied. Computing interest 
on a current deficiency for a past year 
is not difficult but it is tedious and 
time consuming. You must first trace 
through the statute the prevailing 31 
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interest rates at different periods of 
time. You must then compute the 
interest for a number of days which 
must, in turn, be calculated and then 
add up all the results to get the inter
est on the deficiency. This process 
can be done once on a spreadsheet 
and if the spreadsheet is properly 
programmed, from that point on, all 
that has to be entered for a different 
taxpayer is the amount of his defi
ciency, the taxable year, and the 
current date of payment contem
plated. The spreadsheet will then 
give you the interest to be added to 
the deficiency. You will save a lot of 
time. All computers do for you is to 
save time. Whatever a computer can 
do, you can do without a computer al
though it may take you a month 
instead of a minute. 

Tax lawyers are occasionally faced 
with problems involving mutually de
pendent variables. For example, a 
Will directs that estate taxes be char
ged against the residue and then pro
vides that 50% of the residue shall go 
to a charity. The deduction for the 
gift to charity cannot be determined 
without determining the residue and 
the residue cannot be determined 
without determining the amount of 
residue so that the charitable deduc
tion can be determined. A spread
sheet program using a function that 
involves iteration permits the calcula
tion of the tax and the amount of the 
residue in a matter of a few minutes. 

Another obvious use of the 
spreadsheet is to create a form 1040 
income tax return on it. The form 
1040 is a like a river with tributaries. 
Schedules and exhibits flow into 
other schedules and exhibits but 
finally, the results of all the calcula
tions flow into the form 1040 proper 
where they are converted to a state
ment of the tax due. The 1040 proper 
can be set up on the spreadsheet, to
gether with the several exhibits and 
schedules. Cells that are to contain a 
total coming from a schedule are 
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given a formula-insert here the total 
in cell X which, in turn, is the total of 
the dividends listed in schedule B. 
The table containing the tax rates is 
put in another section of the spread
sheet. The cell for the tax contains a 
formula that takes the figure from 
the cell for taxable income, searches 
the tax table for the applicable rates, 
computes the tax and enters it in the 
celL If you overlook an item that is 
deductible, simply type it into the cor
rect list, the total will be automati
cally recalculated which, in turn, will 
be immediately changed in the 1040 
and the revised tax will be automati
cally recalculated. Compare this pro
cedure with the time spent on recal
culation using paper, pencil and a 
hand calculator. 

Any tax problem that involves 
numerous variables and assumptions 
is a natural for the spreadsheet. Sec
tion 6166 of the Internal Revenue 
Code permits an estate with a closely 
held business interest to defer the 
estate tax attributable to the closely 
held business over a 14 year period. 
For the first five years, no payments 
of tax are required. During the re
maining 9 years, the principal of the 
tax with interest is paid. Interest on 
the tax is deductible either from the 
estate's gross income or from the es
tate as an adminis.trative expense, 
thus reducing the estate tax. If the 
interest is deducted as an administra
tion expense for estate tax purposes, 
the estate tax obligation is reduced as 
ofthe due date ofthattax rather 
than several years later when the 
interest is actually paid. Moreover, if 
the interest is taken as an adminis
trative expense deduction in the es
tate tax calculation, the Michigan in
heritance tax, if it equals the credit 
allowed for it in computing estate tax 
liability, will be reduced. It is impor
tant to be able to make a reasonable 
estimate of the ultimate Michigan 
inheritance tax liability because 
while an over-payment will be re-
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funded by the State, no interest will 
be paid on the refund. A little 
thought will indicate a multitude of 
assumptions that must be made as 
well as numerous variables that must 
be taken into account. My partner, 
Jim Gamble, who has dealt with this 
problem, tells me that a manual com
putation requires at least three days 
of work and what you emerge with is 
a single result under only one set of 
assumptions. If, for example, you 
wish to compare results on several 
different assumptions as to probable 
future interest rates, it is almost im
possible to make the calculations 
manually. 

Working with a Macintosh and 
the spreadsheet program Excel, Jim 
Gamble developed an Excel program 
which very quickly makes as many 
calculations based on different as
sumptions as might be desired. 

The most important single fact 
about this is that a skilled tax practi
tioner with no formal computer back
ground was able to combine a micro
computer program with his knowl
edge of tax law to make himself more 
accurate and efficient in solving a tax 
problem. 

If you have never run a personal 
computer or, having a personal com
puter, you have never gotten into 
spreadsheets, don't be reticent. Even 
old dogs can learn new tricks in this 
field. 

Shortcuts is a regular feature of the Michigan Tax Lawyer that provides sugges
tions and tips to expedite your work and help you get the answers you need 
quickly. This issue features a recap of the Taxation Section's first Summer Tax 
Conference on Mackinac Island. 

1988 Summer Tax 
Conference 
Mackinac Island, Michigan 
July 7 - 9, 1988 

By: Theresa C. Joswick 

Approximately 50 members of the 
Taxation Section attended the 1988 
Summer Tax Conference on Macki
nac Island on July 7- 9, 1988. Mem
bers and their families met infor
mally Thursday evening at a cocktail 
reception held on the Grand Hotel's 
front porch overlooking the Mackinac 
Straits. The conference's meetings of
ficially began Friday morning with a 
presentation by Professor Leon E. 
Irish of the University of Michigan 
Law School and William McClure of 

the Dallas law firm, Johnson & 
Swanson. Messrs. Irish and McClure 
led a discussion on unresolved 401(k) 
plan issues, specifically focusing on 
problems with monitoring the $7,000 
elective deferral limit, income tax 
withholding on excess deferrals left in 
plans, monitoring d~ferrals in corpo
rations with divisions or subsidiaries 
at different locations and with no 
centralized payroll system, and deter
mining the highly compensated 
employee group. 

The second half of the morning 
conference focused on Internal Reve
nue Code Section 89 welfare plan 
compliance and on ESOPs. Mr. 
McClure responded to inquiries 
concerning the effective date of the 
Section 89 requirements and whether 
that date will be delayed by the IRS. 
According to Mr. McClure, the Sec-
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tion 89 effective date will not be de
layed beyond January 1, 1989. Mr. 
McClure then summarized the writ
ten plan and new complex nondis
crimination requirements of Code 
Section 89 and discussed the prob
lems of how to value benefits, deter
mine the number of plans main
tained by an employer, and deter
mine whether there exist separate 
lines ofbusiness. Messrs. Irish and 
McClure also discussed the penalties 
that are imposed on both the em
ployer and employees if plans do not 
pass the nondiscrimination test and 
the application of these new require
ments to plans covering union em
ployees. 

In the final portion of the morn
ing's meeting, Professor Irish dis
cussed how a shareholder may elect 
to defer the recognition of gain real
ized from the sale of stock to an 
ESOP under amended Internal Rev
enue Code Section 1042. Friday's 
meeting adjourned at 12:30 p.m., 
and section members and their fam
ilies enjoyed the amenities of the 
Grand Hotel and the sightseeing 
attractions of the Island during the 
afternoon hours. 

At 6:00 p.m., while the children 
attended a children's dinner and 
activity program organized espe
cially for them, the adults reconve
ned for a cocktail reception on the 
Grand Hotel's front porch that over
looks the Hotel's pool and gardens. 
Conference speakers were in atten
dance and discussed with various 
members issues concerning pension 
plan reversions, medical reimburse
ment accounts, alternate funding 
vehicles for medical benefits and the 
problems associated with the distri
bution of stock to correct an excess 
401(k) plan contribution. 

Mr. William Sikkenga, Chairman 
of the Michigan Bar Taxation Sec
tion, presided over the dinner that 
followed. The guest speaker for the 
evening, Mr. Thomas Hoatlin, Dep-
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uty Revenue Commissioner for the 
State of Michigan, discussed Michigan 
use tax compliance and the Depart
ment's enforcement activities with re
spect to catalog sales and boat owners' 
annual registration fees. Mr. Hoatlin 
also informed members that the De
partment is establishing offices in 
other states to assist in administering 
Michigan tax compliance in those 
states and that a Michigan tax com
pliance manual, which will contain. 
Treasury letters, policy statements 
and other Department compliance 
publications, will be available for dis
tribution in October 1988. 

The conference meeting continued 
Saturday morning with a presenta
tion by Professor Alan Schenk of 
Wayne State University Law School. 
Professor Schenk discussed post-tax 
reform tax planning techniques for C 
corporations. His presentation fo
cused on methods of avoiding double 
taxation in transactions involving a 
closely held corporation and its share
holder(s). Professor Schenk analyzed 
transactions where the shareholder 
transfers stock to the corporation, 
where the shareholder makes loans to 
the corporation, and where the corpo
ration makes distributions to the 
shareholder. He also discussed the 
theory of constructive dividends in 
connection with distributions to 
shareholders. 

Following Professor Schenk, John 
Collins, Jr. and Roger Cook, practic
ing tax attorneys at Miller, Canfield, 
Paddock & Stone and Honigman, 
Miller, Schwartz & Cohn, respec
tively, jointly discussed the advan
tages and disadvantages of choosing 
an S corporation over a C corporation 
and the tax problems associated with 
converting to, and conducting busi
ness as, an S corporation. Issues 
focusing on the timing of an S elec
tion, the limitations on the number of 
shareholders, classes of stock, and 
corporate activities applicable to S 
corporations, and the tax impact on 
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the S corporation shareholders were 
discussed. In addition, a case study 
was used to discuss an S corporation 
shareholders' agreement, and a spec
imen shareholders' agreement was 
provided. 

The formal meetings of the Sum
mer Tax Conference ended at noon on 
Saturday. · · 

Each speaker provided a very use
ful and thorough outline. Extra 

copies of the Conference manual con
taining all of the outlines are avail
able by calling Ms. Zenaida Stevens 
at (313) 256-7124. The cost is $45.00 
per manual. 

The following is a regular part of each issue, providing brief summaries of 
publications that should be of interest to tax practitioners, where to obtain these 
publications, and their prices. 

By: Matt W. Zeigler 

Taxation of Real Estate Transac
tions, 2nd Ed. 
Sanford M. Guerin. Shepard's! 
McGraw-Hill, Inc., Post Office Box 
1325, Colorado Springs, Colorado 
80901-9943, Phone: (800) 562-0245. 
2looseleafVolumes. 1988 Edition. 
$180.00. 

The tax ramifications of real es
tate transactions have been drasti
cally modified over the past two years 
as a result of sweeping changes in 
case law, statutes and regulations. 
This set brings you an up-to-date and 
extensive coverage of these changes. 

Subjects covered are: an in-depth 
analysis of precedent setting case 
law; multiparty tax-free exchanges 
(Sec. 1031), deferred exchange rules 
and statutory provisions, condomin
ium conversions and land subdivi
sions, wraparound finances install
ment sales, installment sales of en
cumbered property, alternative mini
mum tax, amounts realized and im
puted interest, sale of personal resi
dences, default, foreclosure, reposses-

sion and abandonment, taxation and 
characterization of capital gains and 
losses, depreciation recapture provi
sions, illustrative examples of general 
rules and their exceptions, and finan
cial analysis of after-tax consequences 
and alternative disposition tech
niques. 

1989 Federal Tax Course 
Prentice Hall, Englewood Cliffs, New 
Jersey 07632. 1looseleafVolume, 
1,000 pages. $97.50. Ready in 
November 1988. 

This edition of the Course in
cludes new tax action under 1988-89 
tax law changes, 200 pages of tax 
deductions, suggested year-end tax 
moves and tax savings ideas for in
dividuals, tax forms checklist, new 
income arid deduction checklists, 
guide to tax-savings elections, and a 
free handbook with explanations and 
filled-in sample forms and schedules. 

It deals with seven areas of fed
eral taxation: personal, corporate 
taxes, withholding, partnership and 
self-employed taxes, federal estate 
taxes, gift taxes and social security 
taxes. 
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Employee Benefit Notes and ERBI 
Issue Briefs with Government 
Mandating of Employee Benefits1 

Employee Benefit Research Institute, 
2121 K. Street NW, Suite 600, Wash
ington, DC 20037-2121. Phone: (202) 
659-0670. Published monthly. 
$100.00. 

This is a step-by-step walk 
through the key issues and proposals 
regarding the mandating of employee 
benefits, and discusses the implica
tions from the corporate, governmen
tal, academic, labor and consumer 
points ofview. 

Some changes discussed in past 
reports were: on 1/1/88 employers' 
payments for premiums of group term 
life policies valued at $50,000 or more 
are subject to income and FICA tax; if 
an ESOP is a part of a "floor offset" 
arrangement, only 10% ofits total 
assets may be invested in company 
securities; in 1988, sponsors of de
fined benefit plans may no longer 
deduct contributions, if plan assets 
exceed 150% of its termination liabil
ity. 

1. Free with paid subscription to Employee 
Benefit Notes and ERBllssue Briefs, $100.00 
for a one year subscription. (Value $18.00) 

Michigan Closely Held 
Corporations 
Louis W. Kasischke. Institute of 
Continuing Legal Education, 1929 
Green Street, Ann Arbor, MI 48109-
1444. Phone: (313) "'764-0533. Hard
bound. 1987. 944 pages. Periodic 
supplements. Subscription service. 
$110.00 

This monograph identifies the 
most common problems encountered 
in advising corporation clients and 
offers concrete advice on how to solve 
them. The 46-chapter volume dis
cusses the impact of the Tax Reform 
Act of 1986 and provides detailed 
instructions for handling every aspect 
of incorporating a closely held corpo
ration, maintaining annual records 
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and reports, and dissolving the corpo
ration. It includes checklists that 
summarize every step at critical 
points in the incorporation and disso
lution process. 

Nonqualified Deferred Compensa
tion Arrangements 
Neal A. Mancoff and David M. 
Weiner. Callaghan & Company, 3201 
Old Glenview Road, Wilmette, IL 
60091. Phone: (800) 323-1336. 1987. 
1 Volume. $100.00. (Supplementa
tion for 6 months following purchase, 
if any, is included.) 

This work addresses stock related 
arrangements, bonus plans and sup
plemental retirement plans for key 
employees and executives not fully 
compensated through qualified plans. 
It compares nonqualified and quali
fied plans and has 12 chapters, each 
dealing with a specific nonqualified 
deferred arrangement, with forms, a 
table ofU.S. statutes, regulations and 
rulings, and a table of cases. Federal 
income tax treatment, both for the 
employer and employee, are dis
cussed, including funding mecha
nisms that may be used. 

The changes made by the Tax 
Reform Act of 1986 are also reflected, 
and the effects of the elimination of 
the deduction for long term capital 
gains, the substitution of lower tax 
rates, and whether these arrange
ments are still viable today are also 
discussed. 

Nonprofit Enterprises: Law and 
Taxation 
Marilyn E. Phelan. Callaghan & 
Company, 155 Pfingsten Rd., Deer
field, IL 60015. Phone: (800) 323-
1336. 2 Volumes. 1986-1987. 
$155.00. (Supplementation for 6 
months following purchase, if any, is 
included.) 

This work lists the advantages 
and disadvantages of corporation, 
charitable trust and association set-
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ups, tax issues, the effects of the 1986 
Tax Reform Act, the federal exemp
tion status ofpublic charities, split 
interest trusts, credit unions and 
homeowners associations and the dif
fering treatment for unrelated busi
ness taxable income for hospitals, col
leges and museums. 

It includes checklists of key 
points, legal and tax forms and com
pleted forms. 

Consolidated Tax Returns, 3rd 
Ed. 
Fred W. Peel, Jr. Callaghan & Com
pany, 3201 Old Glenview Road, 
Wilmette, IL 60091. Phone: (800) 
323-1336. 1984-1987. 2 Volumes. 
$200.00. (Supplementation for 1 year 
following purchase, if any, is in
cluded.) 

Volume I explains the advan
tages, disadvantages and ramifica
tions of filing a consolidated tax re
turn and the details of federal con
solidated tax laws including the Tax 
Reform Act of 1986 changes. It con
tains references to cases and model 
returns. 

Volume II, prepared by Price 
Waterhouse staff, has detailed guides 
to preparing consolidated tax returns, 
contains case studies and over 100 

private letter rulings not found else
where, shows completed model forms 
illustrating variations and options 
available, and includes the full text of 
all the 1986 changes to the new Con
solidated Tax Return sections and the 
full text of the pertinent regulations. ,, 

General Explanation of the Tax 
Reform Act of 1986 (The "Blue 
Book'') 
Prepared by the Staff of the Joint 
Committee on Taxation, Commerce 
Clearing House, Inc., 4025 W. Peter
son Ave., Chicago, IL 60646. Phone: 
(800) 228-8353. Softbound. 1400 
pages. 1987. $15.00 

The "Blue Book" was prepared by 
the staffs of the Senate Finance Com
mittee and the House Ways and 
Means Committee. It contains infor
mation found nowhere else, including 
an overall chronology of the legisla
tive background of the Act, general 
reasons for the legislation, as well as 
explanations of the provisions, espe
cially of the variations, that appeared 
in the final version of the Act from 
earlier Committee reports. 
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