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Disclaimer:  The information presented is general information and is not intended to be relied upon without 
consulting a tax professional regarding your specific facts and circumstances.  This advice is not intended or 
written to be used for, and it cannot be used for, the purpose of avoiding any federal tax penalties that may be 
imposed, or for promoting, marketing or recommending to another person, any tax-related matter.

Given the current state of the economy and 
the budget shortfalls experienced by most 
states and local jurisdictions, companies 
should expect more aggressive sales and 
use tax collection efforts and increased 
audit activity.  Audit notices may arrive not 
only from your home state but also from 
other states where you may be conducting 
business.   Some states are even requesting 
that individuals conduct self-use tax audits 
in regard to their own personal purchases.  

Since sales and use taxes are one of the 
largest revenues sources for many state 
and local governments, the likelihood of 
more sales and use tax audits is a distinct 
possibility.  Some factors that may indicate 
that your company is a potential sales and 
use tax audit target include:

your company regularly files sales and use •	
tax returns;
your company has large remittances of •	
sales and use taxes;
your company has a large number of •	
exempt sales;
your company is conducting business in •	
multiple states;
your company is receiving nexus •	
questionnaires from states where you are 
not registered to collect sales and use tax;
your company has a complex business •	
model that does not fit neatly with most 
state sales and use tax rules;
your company’s last audit was 3 or 4 years •	
ago; and 
one of your vendors or customers has •	
been recently audited.

As the odds of receiving a notice for a sales 
and use tax audit increase, companies should 
be considering a review process to address 
potential issues before an audit occurs.  Some 
steps may include:

reviewing registration and filing •	
requirements in states where your company 
is doing business and making sure your 
company is properly registered;
making sure all tax returns are filed and •	
payments are remitted on a timely basis;
periodically reviewing sales invoices to make •	
sure the proper sales tax rate is charged and 
the sale is properly sourced;
reviewing exemption certificate procedures •	
to ensure that all exempt sales are properly 
documented with a valid exemption 
certificate;
reviewing use tax procedures for purchases •	
to verify that all necessary accruals have 
been made;
reviewing previous sales and use tax audits •	
to identify potential exposure areas;
correcting exposure areas identified in •	
previous audits; and
consulting with your state and local tax •	
professional about new developments and 
expanded markets related to your business.  

Some advance thought and preparation can 
pay substantial dividends in the future with 
less time spent on state audits.   

West virginia Requires combined 
Reporting as of January 1, 2009

Combined reporting in West Virginia began 
on January 1, 2009, with the first annual 
returns due in 2010.  Combined reporting 
requires all members of a unitary group to 
determine their net income based on the 
activities of the group.  A commonly controlled 
group of businesses is considered a unitary 
business.  All members of the unitary group 
that have nexus with West Virginia must 
apportion the total income of the group to the 
state through an apportionment formula based 
upon property, payroll and a double weighted 
sales factor.

The introduction of combined reporting by 
West Virginia is allowing the state to phase-
out the business franchise tax with a tax rate 
reduction in 2009 to 0.48% and eventual 
phase-out in 2015.  The corporate net income 
tax rate is reduced to 8.5% in 2009 and will be 
reduced to 6.5% by 2014.

Other tax changes for 2009 include the 
development of the Job Creation Tax Credit, 
targeting qualified companies that create 
fewer than 20 new jobs for a regular business 
and fewer than 10 jobs for a small business.  
The credits are $3,000 per year for five years 
for each job created.  In order to qualify, the 
jobs must be full-time positions with annual 
salaries of $32,000 or more and provide health 
benefits.

In addition, withholding requirements for state 
income tax in 2009 will mirror those of the 
IRS.  Taxpayers must pay by the 15th of each 
month or on the same day employees are paid.  
Taxpayers, except those with withholding less 
than $600, must file quarterly returns.  The 
first payment under the new changes is due 
February 15, 2009, and the first return is due 
April 30, 2009.  



TAx UPDATES FRoM SchnEIDER DoWnS              

Call 412.697.5200 To receive tax updates electronically, please email salt@schneiderdowns.com.

Insight is information filtered through experience. Schneider 
Downs’ interdisciplinary teams understand the complex 
issues businesses face. Using the latest technology and 
in-depth resources, we help you make the most of your 
opportunities. Innovation occurs when creative ideas 
are tempered by study and vision. Clients trust Schneider 
Downs to stay current with new regulations and changing 
economic conditions. We aggressively seek a range of 
integrated, innovative solutions to each business situation. 
Experience results from applying lessons learned to new 
situations. Our shareholders have directed corporations, owned 
small businesses and managed nonprofits. They can understand 
your business and offer flexible paths to success.
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Pittsburgh:
Timothy Adams, (412) 697-5250
tadams@schneiderdowns.com
Jennifer Koehler, (412) 697-5244
jkoehler@schneiderdowns.com
Jack Stewart, (412) 697-5443
estewart@schneiderdowns.com

Columbus:
Frank Dantonio, (614) 586-7218
fdantonio@schneiderdowns.com

For more information about any of these tax issues, 
contact:

Nexus Guidance

Guidance for the nexus standards under 
the Michigan Business Tax (“MBT”) has 
been issued by the Michigan Department 
of the Treasury.  There are two alternative 
standards for determining if a taxpayer has 
nexus for the MBT.  Both standards are 
effective retroactively to January 1, 2008.

Nexus exists if the taxpayer has a physical 
presence in Michigan for more than one 
day during the year.  Physical presence 
occurs if the taxpayer conducts activities 
in Michigan or owns, rents or leases 
tangible or real property in the state.  Other 
activities that may create nexus include, but 
are not limited to, attending trade shows 
or meetings; meeting with suppliers; or 
holding hiring events.  

Alternatively, nexus is created if the 
taxpayer actively solicits sales in Michigan 
and has Michigan gross receipts equal to or 
exceeding $350,000.  P.L. 86-272 protects 
taxpayers who are only soliciting sales in 
Michigan from the income tax component 
of the MBT.  Those same taxpayers are 
subject to the gross receipts portion of 
the MBT if they meet the gross receipts 
threshold.

If any member of a unitary business group 
establishes nexus with Michigan, all group 
members are considered to have nexus.  
All group members must be included in 
calculating apportionment formulas and tax 
bases for the MBT.  Once nexus has been 
established, it lasts for the entire tax year.

Modified Definition of “Gross Receipts”

The definition of “gross receipts” under the 
MBT has been modified and is effective for 
taxes levied on or after January 1, 2008.  The 
change in definition excludes additional items 
from “gross receipts” for MBT purposes.  
Among other things, the following may be 
excluded from gross receipts:

Bad debt amounts deducted under  •
federal income tax law that correspond to 
items in the tax base, based on phase-in 
percentages;
Interest and dividends from federal or  •
Michigan bonds;
Royalties and dividends received from  •
a foreign operating entity, according to 
phase-in percentages;
Specific taxes and fees including: sales or  •
use tax collected from consumers, excise 
taxes paid on tobacco, and motor fuel 
taxes (phase-in percentages apply);
Amounts from an ownership interest in a  •
pass-through entity, regulated investment 
company, or a real estate investment trust;
Receipts from investment activity by a  •
regulated investment company; and
Proceeds from certain sales, less any gain,  •
where the gain is included in federal 
taxable income and the property qualifies 
as: a capital asset; land used in trade or 
business; a hedging transaction; or an 
investment/trading asset managed as part 
of a treasury function.

Depreciation Changes and Other Credits

Michigan requires taxpayers to calculate 
federal taxable income without the 
deductions for bonus depreciation (IRC 
§ 168(k)) and domestic production 
activities (IRC § 199).  A new credit for 
the MBT has been established to offset the 
decoupling from bonus depreciation for tax 
years that begin after 2008 and end before 
2011.  Taxpayers can claim a credit against 
MBT in the amount of 0.42% of the bonus 
depreciation deduction for tax year 2008.  
The bonus depreciation deduction must be 
apportioned consistently with the tax base 
and can be carried forward for ten years.

Combined investment and compensation 
credits applied against the MBT remain 
capped at 50% of the taxpayer’s liability.  
Effective on and after January 1, 2008, the 
cap has been increased to 80% of the tax 
liability after the surcharge for taxpayers 
who invest in assets for electrical or gas 
distribution.

For additional details on the Michigan 
Business Tax, visit: 
www.michigan.gov/mbt.  

9 SALT Questions for 2009
Be on the lookout for a new series, "9 State and 
Local Tax Questions for 2009," featuring the 
essential questions every business should ask about 
their State and Local Tax situation. Coming soon to 
your mailbox and to www.schneiderdowns.com. 


