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Michigan Multiple Taxes: Tax Reform Enacted,

Business Tax Replaced

Michigan Gov. Rick Snyder has signed legislation to adopt a
corporate income tax and substantially revise the personal income
tax by lowering the rate, curtailing deductions and exemptions,
and eliminating credits. The corporate income tax is effective
January 1, 2012, and the Michigan business tax is repealed after
all certificated credits and any carryforward have been claimed.
Highlights of the changes are discussed below.

Tax Rate. The corporate income tax is imposed at a rate of 6%.
Corporations and unitary business groups are subject to the tax.
Unlike the Michigan business tax, S corporations and other pass-
through entities, such as limited liability companies, are not
subject to the corporate income tax.

Nexus Standard. The corporate income tax is imposed on every
taxpayer with business activity within Michigan unless prohibited
by P.L. 86-272. A taxpayer has substantial nexus in Michigan if:

e  The taxpayer has physical presence in Michigan for more
than one day;

e  The taxpayer actively solicits sales in Michigan and has
$350,000 or more of gross receipts attributable to state
sources; or

e  The taxpayer has an ownership interest or a beneficial
interest in a flow-through entity that has substantial
nexus in Michigan.

Income Tax Computation. The corporate income tax base is
federal taxable income subject to the following addition and
subtraction adjustments:

e  Bonus depreciation is added back;

e  The federal domestic production activities deduction is
added back;

e Interest and dividends from other states’ obligations are
added back;

e  Taxes measured by net income are added back;
e  Net operating loss carrybacks or carryovers are added back;

e Dividends and royalties received from persons other than
U.S. persons and foreign operating entities may be deducted;

e  Royalty, interest, or other expenses paid to a related person
for use of an intangible asset if the person is not included
in the taxpayer’s unitary business group are added back;

e Interest income from U.S. obligations may be subtracted; and

e  For tax years beginning after 2011, income and expenses
from producing oil and gas subject to the severance tax are
eliminated. With the exception of the oil and gas income
and expenses adjustment, these adjustments are substantially
similar to those made under the Michigan business tax.

After apportionment, the corporate income tax base may be
adjusted by deducting any business loss incurred after December
31, 2011. Michigan adopts the Internal Revenue Code in effect on
January 1, 2012, or, at the taxpayer’s option, in effect for the tax year.

Apportionment. The corporate income tax base is apportioned
using a 100% sales factor. The following are deemed to be
Michigan sales:

e  Sales of tangible personal property if the property is
shipped to a purchaser in the state;

e  Receipts from the sale or lease of real property if the
property is located in Michigan;

e  Receipts from the lease or rental of tangible personal
property to the extent that the property is used in Michigan;

e  Receipts from the performance of services to the extent
that the recipient of the services receives the benefit in
Michigan;

e  Receipts from the origination of a loan secured by
residential real property if the real property is in Michigan,
or more than 50% of the fair market value of the property
is in Michigan, or the borrower is located in Michigan;

e Interest from a loan not secured by real property if the
borrower is located in Michigan;

e  Receipts from credit card receivables if the billing
address of the card holder is in Michigan; and

e Loan servicing fees derived from loans of another person
that are secured by real property if the real property is in
Michigan, or more than 50% of the fair market value of
the property is in Michigan, or the borrower is located in
Michigan.
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The law includes additional specific sourcing provisions for
certain receipts. All other receipts are sourced depending on where
the benefit to the customer is received or, if this cannot be
determined, to the customer’s billing address. These provisions are
similar to those under the Michigan business tax.

Combined Returns. Unitary business groups are required to file
combined tax returns. All transactions between taxpayers in a unitary
business group must be eliminated from the corporate income tax
base and the apportionment formula. A unitary business group is a
group of U.S. persons, other than a foreign operating entity, one of
which owns or controls more than 50% of the ownership interest of
the other U.S. persons and has business activities that result in a
flow of value between the persons in the group. The business
activities may also be integrated with, dependent upon, or contribute
to the other persons in the group. These provisions are similar to
those under the Michigan business tax.

Credits

Small Businesses. Taxpayers with gross receipts that do not exceed
$20 million and with adjusted business income that does not exceed
$1.3 million may claim a credit equal to the amount by which the
tax exceeds 1.8% of adjusted business income. The credit is phased
out based on a sliding scale for compensation ranging from
$160,000 to $180,000. This provision is similar to one under the
Michigan business tax.

Certificated Credits. Taxpayers with certificated credits have the
option to claim those credits and pay the Michigan business tax.
This is in lieu of the corporate income tax, and the taxpayer must
choose for its first tax year ending after 2011. If filing and paying
the Michigan business tax, the taxpayer must continue to do so
until the certificated credit(s) and any carryforward are used up. A
“certificated credit” includes credits for the early stage venture
capital investment program, brownfield plans, film production
expenditures and infrastructure projects, historic preservation,
Renaissance Zones, Michigan Economic Growth Authority credits,
anchor companies, and several advance automotive engineering and
manufacturing credits, among others. The Michigan business tax is
repealed when the last certificated credit and any carryforward has
been claimed.

Personal Income Tax Changes

Rate. The personal income tax rate is reduced to 4.25% beginning
January 1, 2013. The rate was scheduled to be reduced to 4.25% on
October 1, 2011. Accordingly, the current rate of 4.35% will now
continue until January 1, 2013.

Deductions and Exemptions. The deductions for interest and
dividends for senior citizens are not available for senior citizens
born after 1945. Currently, the deductions are limited by a dollar
amount, but no other limitation applies. The personal exemption is
not allowed for single taxpayers with household resources over
$100,000 or for joint taxpayers with household resources over
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$200,000. The additional exemptions allowed for each taxpayer
age 65 and older, each dependent of the taxpayer, and taxpayers
whose unemployment compensation exceeds 50% of their adjusted
gross income are eliminated. The deductions for distributions from
individual retirement accounts if used to pay qualified higher
education expenses, qualified charitable distributions from a
retirement or pension plan, gain from certain initial equity
investments, political contributions, and wages not deductible under
IRC §280C are eliminated.

Pension Benefits. The deduction for pension benefits for senior
citizens is curtailed based on the taxpayer’s birth year and household
resources. Currently, this deduction is limited by a dollar amount,
but no other limitation applies. Specifically, for persons born before
1946, the deduction for pension benefits is unchanged. However, for
persons born in 1946 through 1952, the deduction for pension
benefits is limited to $20,000 for a single return and $40,000 for a
joint return, and after that person reaches age 67, the pension
benefits deduction is no longer applicable, but the taxpayer is
eligible for a deduction of $20,000 for a single return and $40,000
for a joint return against all types of income. For persons born after
1952, when the person reaches age 67, the taxpayer may elect to
take the deduction of $20,000 for a single return and $40,000 for a
joint return against all types of income and forgo the deduction for
Social Security and the personal exemption. Alternatively, persons
born after 1952 (after reaching age 67) may elect the Social Security
deduction and the personal exemption. For all taxpayers, other than
those born before 1946, the available deductions are not available if
the taxpayer total household resources exceed $75,000 for a single
return or $150,000 for a joint return.

Credits. The earned income credit is 6% (previously, 20%) of the
federal credit. Numerous credits are repealed, including taxes paid
on city income, tuition and fees paid, public contributions,
contributions to community foundations and homeless shelters,
food kitchens, and food banks, adoption expenses, automobile
donations, development account contributions, and film production
expenditures, among others.

Withholding. Income tax withholding is required for persons who
disburse pension or annuity payments. Also, every flow-through
entity with business activity in Michigan that has more than $200,000
in business income after apportionment is required to withhold on the
share of business income for each member that is a corporation.

Doeren Mayhew Can Help

If you have any questions about this new legislation, please contact
the professionals at Doeren Mayhew. We can help determine how
the new law affects you.
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