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I he Michigan Legislature recessed this week for a month long pre-election break after

finally wrapping up the F'Y 2004-2005 budget and passing a host of other major bills.
Lawmakers will return for three session days after the November 2 election and then break again
until November 30 when they will return for the final stretch of what may be an action-packed
lame duck session.

Gov. Granholm is already saying she would like to see passage of a major over-haul of
the state’s business tax structure in lame duck, but Senate Republicans and several key business
groups say the post-election session may not be the time to tackle the issue. The governor seems
likely to endorse a re-write of the State’s Single Business Tax (SBT), not its abolition, and also
call for a sales tax on at least some services. The personal property tax on certain business assets
may also be a target for significant change or even outright abolition. Meantime, Senate Majority
Leader Ken Sikkema (R) says tax restructuring should be tied to long-term governmental
restructuring and efficiencies.

The new state budget which took effect October 1 was passed after major skirmishes on
several fronts. The document reflects $450 million in new revenue and nearly $955 million in
spending cuts and “accounting adjustments,” including the highly controversial early collection
of county property taxes. Whether executive order cuts will be necessary once the budget year is
underway remains an open question. Meanwhile, the Senate Fiscal Agency is projecting
modestly better times in 2005-2006. State revenues appear to be holding steady or even
increasing, while several structural budget deficiencies will not re-appear in the *05-’06 fiscal
year. The series of scheduled annual income tax cuts will come to an end and the loss of two
previous sources of special federal Medicaid funding will have been made-up by state general
funds. Meantime, some insiders say the outlook for the state school aid fund looks reasonably
good over the next few years, and certainly better than the general fund outlook.







push for legislative action. Also, the outcome of a pending Edison rate case could be expanded
by law to other utilities, Patterson said. The committee chair so far seems most concerned about
“return to service” and “cherry picking” issues whereby in the first case, some customers seek to
return to regulated rates after going with a competitive supplier and, in the second case,
competitors select only profit-generating customers and leave less profitable entities to

traditional regulated companies. Electric de-reg reform promises to be a major issue well into
2005.

Telephones: The Legislature will soon take up a bill that would restore the PSC’s ability
to promulgate telephone service quality rules. The PSCF adopted rules in 2002 but the Court of
Appeals last month overturned the rules and raised questions about the PSC’s existing authority.
Also, the PSC last month approved an increase of up to 15% in the rate local exchange carriers
pay to use SBC lines and switches. “Today’s order will result in higher phone bills for consumer
and will negatively impact local business,” says Greg Boyd, executive director of the Michigan
Alliance for Telecommunications Competition. Local competitive providers have been paying
SBC an average of $14.50 per month, with the increases likely to range from 73 cents to $2.18

per month.
* * *

And These Items: A supplemental appropriations bill (HB 5527) which would have the
state exercise its right to buy a building it now leases from a Lansing developer, could save the
state $12 million in the next dozen years and greatly reduce its management fees. The developer,
who was caught by surprise by the bill, fought passage strenuously but ultimately to no avail.
Meantime, a capital outlay bill addressing college and university building projects, has been put
off until after the election . . . A report by the Citizens Research Council predicts that by FY
2007-2008 retirement costs will constitute 20% of K-12 school payrolls, equaling $1,200 per
pupil, up from the current 14.87% . . . Ballot Proposal One at the November 2 election
essentially pits existing casino operators against horse racing interests and
supporters/beneficiaries of the existing state lottery. An analysis by the same Citizens Research
Council sides with opponents of Proposal One, including farmers and education groups, who say
passage could sharply limit the ability of the revenue-generating state lottery to expand or keep
up with changing technology . . . Efforts to make “water” a big issue in next month’s election
gained momentum when House Republicans approved a proposed constitutional amendment to
ban Great Lakes diversion while House Democrats criticized it for only reinforcing existing
state law while doing nothing to expand statutory protection . . . A package of House-passed bills
that would allow objections on moral and religious grounds to providing of certain medical
services met a firestorm of opposition in a recent Senate hearing. One observer said it was ironic
that while the package of bills was supposedly designed to protect health care providers and
insurance companies, every representative of the two industries at the hearing opposed the bills.
Sen. Virg Bernero (D-Lansing) called the package “one of the wackiest ideas masquerading as
public policy” ever seen . . . Indications are growing that the Cherry Commission will endorse a
plan to scrap the MEAP exam for high school students. Sen. Wayne Kuipers (R-Holland), chair
of the Senate Education Committee, has held hearings of his own and supports replacing the
controversial MEAP with a national exam. Kuipers says he wants to pass bills before the end of
the year, but move slowly on implementation of a new test.




