
lh 
II 

House 
Legislative 
Analysis 
Section 

Olds Plaza Building, 10th Floor 
Lansing, Michigan 48909 
Phone: 5171373-6466 

THE APPARENT PROBLEM: 

The City Income Tax Act allows a city to impose an 
excise tax on resident individuals and corporations and 
on non-resident individuals employed in the city. 
Currently, 22 cities have an income tax. To impose the 
tax, a city's governing board must adopt an ordinance 
incorporating by reference the uniform city income tax 
ordinance provided in Chapter 2 of the City Income 
Tax Act. The ordinance must state the rate of the tax. 
With some exceptions, the rate in cities under one 
million population is one percent for corporations and 
resident individuals and one-half of one percent for non­
resident individuals. (A city with a population over one 
million -- Detroit -- is permitted to levy three percent 
on residents, two percent on corporations, and one-and­
one-half percent on non-residents.) The act provides a 
process whereby petitioners can force a referendum to 
be held on the adoption of a tax prior to its taking 
effect. Some people believe cities should be allowed to 
adopt an income tax rate lower than that called for in 
the statute, which is not now possible, and that a vote 
should be required in all cases before a tax is adopted. 
(There has also been discussion of allowing the local 
tax to be collected with the state income tax.) Officials 
from the city of Wyoming, which is said to be 
investigating an income tax, have expressed an interest 
in such changes. Legislation has been introduced to 
accomplish them. 

THE CONTENT OF THE BILLS: 

The bills would amend the City Income Tax Act (MCL 
141.501) in the following ways: 

House Bill 4587 would allow the governing body of a 
city to impose an income tax at a lower rate than one 
percent on corporations and residents and one-half of 
one percent on non-residents. If a tax was imposed at 
a lower rate, the rate on non-resident individuals could 
not exceed one-half the rate on corporations and 
resident individuals. 

CITY INCOME TAX AMEND:MENTS 

House Bills 4587 and 4589 as enrolled 
Public Acts 233 and 234 of 1995 
Second Analysis (12-19-95) 

Sponsor: Rep. Harold S. Voorhees 
House Committee: Tax Policy 
Senate Committee: Finance 

House Bill 4589 would require that any income tax 
imposed after January 1, 1995, be approved by voters 
in the city. 

FISCAL IMPLICATIONS: 

According to the House Fiscal Agency, House Bills 
4587 and 4589 would have no fiscal impact on the 
state. House Bill 4587 could decrease revenue to a city 
if it decided to switch to the lower tax rate. House Bill 
4589 could increase costs to local units adopting an 
income tax since it would require an election to be held 
beforehand that is not required now (although citizens 
can force a referendum to be held by petitioning). (5-
16-95) 

ARGUMENTS: 

For: 
House Bill 4587 would provide cities adopting a city 
income tax with more flexibility in establishing the rate 
of the tax by permitting a rate lower than the one 
percent on corporations and residents and one-half of 
one percent on non-residents that is mandatory now. 
This is consistent with the concept of local control. It 
may well be the case that a city wants to replace 
property tax revenue or raise additional revenue through 
a city income tax, but does not need the amount of 
revenue that would be generated by the current required 
rates. House Bill 4589 would require the prior 
approval of city voters in implementing a city income 
tax. The process now typically involves the city 
council imposing a tax and then facing a referendum. 
It would be better policy, and better for public attitudes 
towards government, if the law required the election 
prior to the adoption of the tax. Such an approach is 
consistent with the philosophy that taxes should only be 
increased with voter approval, and it also would help to 
improve the climate of elections on city income taxes by 
reducing the sense that the tax was being "forced down 
the throats" of the people by city officials. 
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Against: 
Some people believe that non-residents subject to a city 
income tax should be allowed to vote in elections 
establishing the tax. Otherwise, this is a classic case of 
taxation without representation. 

Response: 
Citizens are often subject to taxes on which they cannot 
vote. Non-resident property owners do not determine 
property tax rates. People must pay income taxes to 
states in which they are not residents. It is also not 
clear how, as a practical matter, such an election could 
be conducted or how the qualifications of non-resident 
voters could be determined. 

• This analysis was prepared by nonpartisan House staff for use by House members 
in their delibemtions, and does not constitute an official statement of legislative 
intent. 
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