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i Principles

» Encourage and reward businesses that invest

in Michigan

a Provide $700 million in new credits to jump-start
Michigan's struggling economy. Provide credits
for businesses that:
» Invest in Michigan
s Provide jobs in Michigan
= Invest in research and development in Michigan

o Apportionment and sourcing changes reward in-
state businesses

! Principles

» Provide maximum personal property tax refiaf

without hurting schools and local services

o Exempt commercial and industrial personal property
from 24 mills of school taxes

a Provide an extra 50% credit for industrial persanal
proporty taxes paid

o Eliminates approximately 73% of persanal proparty
taxas for manufacturers

o Elimlnates approximately 46% of personal property
taxes for commercial businesses

| Principles

w Protect education, healthcare, public safety,
and other vital services
a Plan includes over $700 mililon in credits for
businesses that invest in Michigan but maintains
overall revenue neutrality

o Parsonal property tax relief is designad in a way
that protects schools and local services

| Principles

= Draw the best elements from other tax
proposals and other states

o Busingss income tax reflacts abllity to pay
» 46 other states have a tax on income

o Networth tax provides a stable base
= About half of states tax nat worth tax ar samathing simifar

u Provide significant personal property tax relief
o Provide reflef for small businesses
o Provide incentives for in-state investment




| Prnciples

a Encourage "New Economy” jobs

o Provide credit for 4% of businesses’ research and
development expenditures

a Nearly $300 million;in relief targeted at small
businesses

o New MEGA cradit for businesses that invest in
R&D start-ups

o Retains start-up credit, Naxt Energy credit, and
other economic development incentives from SBT

[ Principles

= Promote fairness, equity, and simplicity

o Simple tax structure with which businesses are
familiar

o Rebate trigger provides additional effectiva tax -
rate relief and predictability for the business
community

a Mandatory unitary filing closes tax loopholes that
result in out-of-state tax shifiing

| Process

a Scught extensive consultation with tax
experts and members of the business
community

= Drew from the best eleménts of other tax
proposals

= Consensus-building process

| Details of the Plan

m 5.95% business income tax
o 0.488% net worth tax

a Lower 0,318% rate for the financlal / insurance/
real astate sector

u $700 million in new credits
a 4.0% of R&D expenditures
a 0.8% of compensation
a 3.3% Investment lax credit
= 1.25% premiums tax on insurers, retaining
credits

| Details of the Plan

w Take the first step to eliminate the personal proparty
tax
a Exempt Industrial and commercial personal property from the
18 mill {ocal school operating millage and the 6 mi# State
Education Tax

» Protects scheols by raimbursing the School Ald Fund with a
revanua samark

o 50% credit for industrial personal property taxes pald

= Protacts local govemments® ability to provide polica, fire, and
other important sarvicas

| Details of the Plan

u Nearly $300 million in smal! business tax relief
o Retain $350,000 gross racalpts threshok
a No minimum tax

o Eliminate “cliff effect” by providing a phase-in
between $350,000 and $700,000 in gross recaipts

o Small businesses with under $10 million in gross
receipts can opt to pay an altemative tax of 1.8%
on adjusted business income
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| Details of the Plan

» New MEGA credit for businesses that invest
in start-up R&D companies

» Retains existing economic development
incentives in SBT

o MEGA, Brownfields, Renaissance Zones, Historic
Preservation, etc.

| Details of the Plan

u Mandatory unitary filing
o Raquires integrated businesses under common
ownership or controf to file as a group )
o States are moving toward unilary filing to close tax
loopholes '
s Single sales factor apportionment and
“market-based” sourcing

o Avoids punishing businasses that invest and
creata jobs in the state

| Details of the Plan

= Rebate trigger
a If revenues come in 10% or more than budgeted,
the difference is rebated pro rata to taxpayers

o Provides certainty that the business tax burdan
will rerain stable

| Details of the Plan

s 80% or 128,000 businessas are ostimated to see a
reduction or no change in thelr tax llabilities

= 20% or 32,000 businesses are estimated to see an
increase '

= Best winners/losers ratio of any plan

= Keeps our business tax burden below the national
avaerage

Makes our tax structura more responsive to the
changing economy

l Taxpayer example: Service firm

Lffective tax rate after credits =2 54%
[FEOH tncomes SIOMS net worth om SIS AL earmngr wrth 60%

Michigan sals)
Tax Calculation Investment in Michigan
Tolal tax before new credita:  $1,126,800
= Compensation credit 168,000 Joba = $21 miliion
- Investrment cradil 41,500 Proparty = $1.26 milion
= Reaearch cradit __.28.000 Research expendituces = $700 k
Tax after credits $889,300

’ Taxpayer example; Manufacturer

Lffective tax nte affer credits =3 84%
(52081 incomes JIOMY ret worth an XI5 M eamizgs wich 60%

A schiparn sates)
Tax Calculation

Investment in Michigan
Tolal tax bafore new crodiis:  §2,290,000

= Compansation crodit 414,000 Jobs = §52 milion

- Invastment cragit 306,000 Propesty = $9.3 mitkon
- Rasearch credit —235.000 Reasarch expenditures = §5.9

Tax alter crodits $1,343,000 miltion
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I Taxpayer example: Retailer l Taxpayer example: Small Services Firm
Effective tax rzte after credits S| 2855% Effective tax rte after credits # 0.56%
(X200 Encomnse/ S2H0M net worth on JIS8f earmingigrih 50% [LI00k modyfied tncome on SII0k canings wih L3I0k
AMichipan sales/) HMichigan sales = f00% of total sales/
Tax Calcutation inve nt in Michioan Tax Calcujation
. “Tax on income at amall business altemative
Tolal tax before new credits:  $1.536,72¢ & 3
- Compenaation cradit 300,000 Jobs = $37.5 millon : o L i et A
- Irwestment cradit 218,000 Property = $6.6 million - Cther credits 1.100
- Research credit __ 20,000 Resgarch expenditures = $800 k Tax after credits $2,000
Tax after cradits $996,720
| Moving Michigan Forward

« Comprehensive reform addresses both the SBT
replacement and the personal property tax

= Encourage economic development by rewarding
businesses that invest in Michigan

» Reflect the changing economy and encourage
the growth of small and knowledge—based
businesses

a Protect education, healthcare, public safaty, and
other vital services while providing a fair and
equitable tax system
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