HB5978, As Passed House, September 22, 1998

SUBSTITUTE FOR
HOUSE BILL NO. 5978

A bill to anmend 1967 PA 281, entitled

"I nconme tax act of 1967,"

by anendi ng sections 30 and 51 (MCL 206. 30 and 206.51), section

30 as amended by 1997 PA 86 and section 51 as anended by 1995 PA

194; and to repeal acts and parts of acts.

THE PEOPLE OF THE STATE OF MICHIGAN ENACT:

1 Sec. 30. (1) "Taxable inconme" neans, for a person other
2 than a corporation, estate, or trust, adjusted gross inconme as
3 defined in the internal revenue code subject to the foll ow ng
4 adjustnents and the adjustnents provided in subsections (2) to
5 (4):
6 (a) Add gross interest inconme and dividends derived from
7 obligations or securities of states other than M chigan, in the
8 sanme anount that has been excluded from adjusted gross incone

9 less rel ated expenses not deducted in conmputing adjusted gross
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i ncone because of section 265(a)(1l) of the internal revenue
code.

(b) Add taxes on or neasured by inconme to the extent the
t axes have been deducted in arriving at adjusted gross incone.

(c) Add | osses on the sale or exchange of obligations of the
United States governnent, the inconme of which this state is pro-
hi bited fromsubjecting to a net incone tax, to the extent that
the | oss has been deducted in arriving at adjusted gross incone.

(d) Deduct, to the extent included in adjusted gross incone,
i ncone derived fromobligations, or the sale or exchange of obli-
gations, of the United States governnent that this state is pro-
hibited by aw from subjecting to a net incone tax, reduced by
any interest on indebtedness incurred in carrying the obligations
and by any expenses incurred in the production of that inconme to
the extent that the expenses, including anortizable bond prem -
uns, were deducted in arriving at adjusted gross incone.

(e) Deduct, to the extent included in adjusted gross incone,
conpensation, including retirenment benefits, received for serv-
ices in the arned forces of the United States.

(f) Deduct the followng to the extent included in adjusted
gr oss i ncone:

(1) Retirenent or pension benefits received froma federal
public retirement systemor froma public retirement system of or
created by this state or a political subdivision of this state.

(11) Retirement or pension benefits received froma public
retirement systemof or created by another state or any of its

political subdivisions if the incone tax |laws of the other state
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permt a simlar deduction or exenption or a reciprocal deduction
or exenption of a retirenment or pension benefit received froma
public retirement systemof or created by this state or any of
the political subdivisions of this state.

(11m) Social security benefits as defined in section 86 of
the internal revenue code.

(1v) Before Cctober 1, 1994, retirement or pension benefits
fromany other retirenent or pension systemas foll ows:

(A) For a single return, the sumof not nore than
$7, 500. 00.

(B) For a joint return, the sumof not nore than
$10, 000. 00.

(v) After Septenber 30, 1994, retirenent or pension benefits
not deducti bl e under subparagraph (1) or subdivision (e) from any
other retirenment or pension systemor benefits froma retirenent
annuity policy in which paynents are made for life to a senior
citizen, to a maxi nrum of $30,000.00 for a single return and
$60, 000.00 for a joint return. The maxi mum anounts al | oned under
t hi s subparagraph shall be reduced by the anount of the deduction
for retirement or pension benefits clainmed under subparagraph (1)
or subdivision (e) and for tax years after the 1996 tax year by
t he amount of a deduction clained under subdivision (r). For the
1995 tax year and each tax year after 1995, the naxi mum anounts
al | oned under this subparagraph shall be adjusted by the percen-
tage increase in the United States consunmer price index for the
i mredi ately precedi ng cal endar year. The departnent shal

annual i ze the anounts provided in this subparagraph and
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subpar agraph (1v) as necessary for tax years that end after
Septenber 30, 1994. As used in this subparagraph, "senior
citizen" means that termas defined in section 514.

(vi) The anmpbunt determned to be the section 22 anount eli -
gible for the elderly and THE permanently and totally disabl ed
credit provided in section 22 of the internal revenue code.

(g) Adjustnents resulting fromthe application of section
271.

(h) Adjustnments with respect to estate and trust incone as
provided in section 36.

(1) Adjustnents resulting fromthe allocation and apportion-
ment provisions of chapter 3.

(j) Deduct political contributions as described in section 4
of the M chigan canpaign finance act, 1976 PA 388, MCL 169. 204,
or section 301 of title Ill of the federal election canpaign act
of 1971, Public Law 92-225, 2 U S.C. 431, not in excess of $50.00
per annum or $100.00 per annumfor a joint return.

(k) Deduct, to the extent included in adjusted gross incone,
wages not deducti bl e under section 280C of the internal revenue
code.

(1) Deduct the follow ng paynents made by the taxpayer in
the tax year:

(1) The ampbunt of paynent made under an advance tuition pay-
ment contract as provided in the M chigan education trust act,
1986 PA 316, MCL 390. 1421 to 390. 1444.
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(11) The amount of paynment nade under a contract with a
private sector investnent manager that neets all of the follow ng
criteria:

(A) The contract is certified and approved by the board of
directors of the Mchigan education trust to provide equival ent
benefits and rights to purchasers and beneficiaries as an advance
tuition paynent contract as described in subparagraph (1).

(B) The contract applies only for a state institution of
hi gher education as defined in the M chigan education trust act,
1986 PA 316, MCL 390. 1421 to 390. 1444, or a community or junior
coll ege in M chigan.

(C The contract provides for enrollnment by the contract's
qualified beneficiary in not less than 4 years after the date on
whi ch the contract is entered into.

(D) The contract is entered into after either of the
fol | ow ng:

(I') The purchaser has had his or her offer to enter into an
advance tuition paynent contract rejected by the board of direc-
tors of the M chigan education trust, if the board determ nes
that the trust cannot accept an unlimted nunber of enrollees
upon an actuarially sound basis.

(I'l) The board of directors of the M chigan education trust
determ nes that the trust can accept an unlimted nunber of
enrol | ees upon an actuarially sound basis.

(m If an advance tuition paynent contract under the
M chi gan education trust act, 1986 PA 316, MCL 390.1421 to

390. 1444, or another contract for which the paynent was
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deducti bl e under subdivision (1) is termnated and the qualified
beneficiary under that contract does not attend a university,
coll ege, junior or community college, or other institution of

hi gher education, add the anount of a refund received by the tax-
payer as a result of that term nation or the anount of the deduc-
tion taken under subdivision (1) for paynment nade under that con-
tract, whichever is |ess.

(n) Deduct fromthe taxable inconme of a purchaser the anount
i ncluded as incone to the purchaser under the internal revenue
code after the advance tuition paynent contract entered into
under the M chigan education trust act, 1986 PA 316, MCL 390. 1421
to 390.1444, is term nated because the qualified beneficiary
attends an institution of postsecondary education other than
either a state institution of higher education or an institution
of postsecondary education |ocated outside this state with which
a state institution of higher education has reciprocity.

(o) Add, to the extent deducted in determ ning adjusted
gross incone, the net operating | oss deduction under section 172
of the internal revenue code.

(p) Deduct a net operating | oss deduction for the taxable
year as determ ned under section 172 of the internal revenue code
subj ect to the nodifications under section 172(b)(2) of the
internal revenue code and subject to the allocation and appor-
tionnment provisions of chapter 3 of this act for the taxable year
in which the | oss was incurred.

(q) For a tax year beginning after 1986, deduct, to the

extent included in adjusted gross incone, benefits froma
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di scrimnatory self-insurance nedi cal expense rei nbursenent
pl an.

(r) After Septenber 30, 1994 and before the 1997 tax year, a
taxpayer who is a senior citizen may deduct, to the extent
i ncluded in adjusted gross incone, interest and dividends
received in the tax year not to exceed $1,000.00 for a single
return or $2,000.00 for a joint return. However, for tax years
before the 1997 tax year, the deduction under this subdivision
shall not be taken if the taxpayer takes a deduction for retire-
ment benefits under subdivision (e) or a deduction under
subdivision (f)(1), (11), (iv), or (v). For tax years after the
1996 tax year, a taxpayer who is a senior citizen may deduct to
the extent included in adjusted gross inconme, interest, divi-
dends, and capital gains received in the tax year not to exceed
$3,500.00 for a single return and $7,000.00 for a joint return
for the 1997 tax year, and $7,500.00 for a single return and
$15,000.00 for a joint return for tax years after the 1997 tax
year. For tax years after the 1996 tax year, the maxi num anounts
al |l oned under this subdivision shall be reduced by the anount of
a deduction clained for retirenent benefits under subdivision (e)
or a deduction clainmed under subdivision (f)(1), (11), (1v), or
(v). For the 1995 tax year, for the 1996 tax year, and for each
tax year after the 1998 tax year, the maxi num anmounts al |l owed
under this subdivision shall be adjusted by the percentage
increase in the United States consuner price index for the i me-
diately preceding cal endar year. The departnent shall annualize

the amounts provided in this subdivision as necessary for tax
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years that end after Septenber 30, 1994. As used in this
subdi vi sion, "senior citizen" neans that termas defined in sec-
tion 514.

(s) Deduct, to the extent included in adjusted gross incone,
all of the follow ng:

(1) The anpbunt of a refund received in the tax year based on
taxes paid under this act.

(11) The amount of a refund received in the tax year based
on taxes paid under the city inconme tax act, 1964 PA 284, MCL

141.501 to 141. 787.

(11m) The amount of a credit received in the tax year based
on a claimfiled under sections 520 and 522 to the extent that
the taxes used to calculate the credit were not used to reduce
adj usted gross incone for a prior year.

(t) Add the amount paid by the state on behalf of the tax-
payer in the tax year to repay the outstanding principal on a
| oan taken on which the taxpayer defaulted that was to fund an
advance tuition paynent contract entered into under the M chigan
education trust act, 1986 PA 316, MCL 390. 1421 to 390. 1444, if
the cost of the advance tuition paynent contract was deducted
under subdivision (1) and was financed with a M chi gan education
trust secured | oan.

(u) —Fer—the—1998tax—year—and—each—tax—year—after—the—1998
tax—year—deduct—the—arount—catcutated—under—seeti-on—36c— DEDUCT
THE " CH LD CARE ACT OF 1997" DEDUCTI ON PROVI DED UNDER THI S
SUBDI VI SION. FOR THE 1998 TAX YEAR AND EACH TAX YEAR AFTER THE
1998 TAX YEAR, A TAXPAYER NMAY DEDUCT THE FOLLOW NG AMOUNTS:
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(1) AN AMOUNT EQUAL TO $600. 00 MULTI PLI ED BY THE NUMBER OF

EXEMPTI ONS CLAI MED BY THE TAXPAYER UNDER SUBSECTI ON ( 2)

N THE

TAX YEAR FOR DEPENDENTS OF THE TAXPAYER VWHO ARE CHI LDREN YOUNGER
THAN 7 YEARS OF AGE ON THE LAST DAY OF THE TAX YEAR IN WH CH THE
DEDUCTI ON UNDER THI'S SUBDI VI SION | S CLAI MED

(11) AN AMOUNT EQUAL TO $300. 00 MJULTI PLI ED BY THE NUMBER COF

EXEMPTI ONS CLAI MED BY THE TAXPAYER UNDER SUBSECTI ON ( 2)

N THE

TAX YEAR FOR DEPENDENTS OF THE TAXPAYER VWHO ARE CHI LDREN AND WHO
ARE AT LEAST 7 YEARS OF ACE AND YOUNCER THAN 13 YEARS OF ACE ON
THE LAST DAY OF THE TAX YEAR I N WHI CH THE DEDUCTI ON UNDER THI S

SuUBDI VI SION IS CLAI MED

(2) The follow ng personal exenptions nultiplied by the

nunber of personal or dependency exenptions all owable on the

taxpayer's federal incone tax return pursuant to the interna

revenue code shall be subtracted in the cal cul ation that deter-

m nes taxabl e incone:
(a) For a tax year
(b) For a tax year
(c) For a tax year

(d) For a tax year

(e) For a tax year

begi nning during 1987......... $1, 600.
begi nning during 1988......... $1, 800.
begi nning during 1989......... $2, 000.

begi nning after 1989 and before

.............................. $2, 100.
begi nning during 1995 or 1996 $2, 400.

(f) Except as otherw se provided in —stubseetton—{(+—

SUBSECTI ONS (7) AND (8),

for a tax year beginning after

.............................. $2, 500.

(3) A single additional exenption of $1,400.00 for a tax

year beginning during 1987, $1,200.00 for a tax year beginning
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during 1988, $1,000.00 for a tax year begi nning during 1989, and
$900.00 for a tax year beginning after 1989 shall be subtracted

in the calculation that determ nes taxable inconme in each of the
foll ow ng circunstances:

(a) The taxpayer is a paraplegic, a quadriplegic, a hem ple-
gic, a person who is blind as defined in section 504, or a PERSON
WHO | S totally and permanently di sabl ed —persoen— as defined in
section 522.

(b) The taxpayer is a deaf person as defined in section 2 of
t he deaf persons' interpreters act, 1982 PA 204, MCL 393.502.

(c) The taxpayer is 65 years of age or ol der.

(d) The return includes unenpl oynment conpensation that
anounts to 50% or nore of adjusted gross incone.

(4) For a tax year beginning after 1987, an individual with
respect to whom a deduction under section 151 of the internal
revenue code is allowable to another federal taxpayer during the
tax year is not considered to have an all owabl e federal exenption
for purposes of subsection (2), but may subtract $500.00 in the
cal cul ation that determ nes taxable inconme for a tax year begin-
ning in 1988 and $1,000.00 for a tax year beginning after 1988.

(5 A nonresident or a part-year resident is allowed that
proportion of an exenption or deduction all owed under subsection
(2), (3), or (4) that the taxpayer's portion of adjusted gross
i nconme from M chi gan sources bears to the taxpayer's total
adj usted gross incone.

(6) For a tax year beginning after 1987, in cal cul ating

taxabl e i ncone, a taxpayer shall not subtract from adjusted gross
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i ncome the amount of prizes won by the taxpayer under the
McCaul ey- Tr axl er - Law- Bowman- McNeel y | ottery act, 1972 PA 239, MCL
432.1 to 432.47.

(7) —+Fer— EXCEPT AS OTHERW SE PROVI DED I N SUBSECTI ON (8),
FOR each tax year after the 1997 tax year, the personal exenption
al | oned under subsection (2) shall be adjusted by multiplying the
exenption for the tax year beginning in 1997 by a fraction, the
numerator of which is the United States consuner price index for
the state fiscal year ending in the tax year prior to the tax
year for which the adjustnent is being nade and t he denom nat or
of which is the United States consuner price index for the
1995-96 state fiscal year. The resultant product shall be
rounded to the nearest $100.00 increment. The personal exenption
for the tax year shall be determ ned by addi ng $200.00 to that
rounded anmount. As used in this section, "United States consuner
price index" means the United States consuner price index for al
urban consuners as defined and reported by the United States
departnent of |abor, bureau of |abor statistics.

(8) FOR THE 1999 TAX YEAR AND EACH TAX YEAR AFTER THE 1999
TAX YEAR, A TAXPAYER WHO PAYS THE TAX RATE AS PROVI DED I N SECTI ON
51(1) (C) MAY CLAI M PERSONAL EXEMPTI ONS EQUAL TO $5, 000. 00, AS
ADJUSTED UNDER THI S SUBSECTI ON, MULTI PLI ED BY THE NUMBER OF PER-
SONAL OR DEPENDENCY EXEMPTI ONS ALLOMABLE ON THE TAXPAYER S FED-
ERAL | NCOVE TAX RETURN PURSUANT TO THE | NTERNAL REVENUE CODE
VWH CH SHALL BE SUBTRACTED I N THE CALCULATI ON THAT DETERM NES TAX-
ABLE | NCOVE UNDER THI S SECTION. FOR THE 2000 TAX YEAR AND EACH
TAX YEAR AFTER THE 2000 TAX YEAR, THE PERSONAL EXEMPTI ON ALLOWED
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UNDER THI S SUBSECTI ON SHALL BE ADJUSTED BY MJLTI PLYlI NG THE
EXEMPTI ON FOR THE TAX YEAR BEG NNI NG I N 1999 BY A FRACTI ON, THE
NUVERATOR OF VHICH IS THE UNI TED STATES CONSUVMVER PRI CE | NDEX FOR
THE STATE FI SCAL YEAR ENDI NG | N THE TAX YEAR PRI OR TO THE TAX
YEAR FOR WHI CH THE ADJUSTMENT | S BEI NG MADE AND THE DENOM NATOR
OF WHHCH | S THE UNI TED STATES CONSUMER PRI CE | NDEX FOR THE
1997-98 STATE FI SCAL YEAR AND ROUNDI NG THE RESULTANT PRODUCT TO
THE NEAREST $100. 00 | NCREMENT.

(9) —8)— As used in subsection (1)(f), "retirenment or pen-
sion benefits" nmeans distributions fromall of the foll ow ng:

(a) Except as provided in subdivision (d), qualified pension
trusts and annuity plans that qualify under section 401(a) of the
internal revenue code, including all of the foll ow ng:

(1) Plans for self-enployed persons, commonly known as Keogh
or HR 10 pl ans.

(11) Individual retirement accounts that qualify under sec-
tion 408 of the internal revenue code if the distributions are
not made until the participant has reached 59-1/2 years of age,
except in the case of death, disability, or distributions
descri bed by section —F2t3{2+v)— 72(t)(2) (A (iv) of the inter-
nal revenue code.

(11m) Enployee annuities or tax-sheltered annuities pur-
chased under section 403(b) of the internal revenue code by
organi zati ons exenpt under section 501(c)(3) of the internal rev-

enue code, or by public school systens.
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(iv) Distributions froma —46tk— 401(k) plan attributable to
enpl oyee contributi ons mandated by the plan or attributable to
enpl oyer contributions.

(b) The following retirement and pension plans not qualified
under the internal revenue code:

(1) Plans of the United States, state governnents other than
this state, and political subdivisions, agencies, or instrunmen-
talities of this state.

(11) Plans maintained by a church or a convention or associ -
ation of churches.

(m1m) Al other unqualified pension plans that prescribe
eligibility for retirement and predeterm ne contri butions and
benefits if the distributions are nade froma pension trust.

(c) Retirenent or pension benefits received by a surviving
spouse if those benefits qualified for a deduction prior to the
decedent's death. Benefits received by a surviving child are not
deducti bl e.

(d) Retirenent and pension benefits do not include:

(1) Anpunts received froma plan that allows the enployee to
set the amount of conpensation to be deferred and does not pre-
scribe retirenment age or years of service. These plans include,
but are not limted to, all of the foll ow ng:

(A) Deferred conpensation plans under section 457 of the
i nternal revenue code.

(B) Distributions from plans under section 401(k) of the
i nternal revenue code other than plans described in

subdi vision (a)(1v).
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(C Distributions from plans under section 403(b) of the
internal revenue code other than plans described in
subdi vision (a)(111).

(11) Premature distributions paid on separation, wthdrawal,
or discontinuance of a plan prior to the earliest date the recip-
ient could have retired under the provisions of the plan.

(11m) Paynents received as an incentive to retire early
unl ess the distributions are froma pension trust.

Sec. 51. (1) For receiving, earning, or otherw se acquiring
i ncome from any source whatsoever, there is |evied and i nposed
upon the taxable inconme of every person other than a corporation
a tax at the followng rates in the foll ow ng circunstances:

(a) Before May 1, 1994, 4.6%

(b) After April 30, 1994 AND BEFORE JANUARY 1, 1999, 4.4%

(C ON AND AFTER JANUARY 1, 1999, FOR TAXPAYERS WHO CLAI M
THE PERSONAL EXEMPTI ON AMOUNTS ALLOWED UNDER SECTI ON 30( 8),

4. 4%

(D) FOR TAXPAYERS WHO CLAI M THE PERSONAL EXEMPTI ON AMOUNTS
ALLOVNED UNDER SECTI ON 30(2), THE FOLLOW NG RATES APPLY:

(1) ON AND AFTER JANUARY 1, 1999 AND BEFORE JANUARY 1, 2000,
4. 3%

(11) ON AND AFTER JANUARY 1, 2000 AND BEFORE JANUARY 1,
2001, 4.2%

(111) ON AND AFTER JANUARY 1, 2001 AND BEFORE JANUARY 1,
2002, 4.1%

(1v) ON AND AFTER JANUARY 1, 2002 AND BEFORE JANUARY 1,
2003, 4.0%
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(v) ON AND AFTER JANUARY 1, 2003 AND BEFORE JANUARY 1, 2004,
3. 9%

(vi) ON AND AFTER JANUARY 1, 2004, 3.8%

(2) The follow ng percentages of the net revenues coll ected
under this section shall be deposited in the state school aid
fund created in section 11 of article I X of the state constitu-
tion of 1963:

(a) Beginning Cctober 1, 1994 and before Cctober 1, 1996,

14. 4% of the gross collections before refunds fromthe tax |evied
under this section.

(b) After Septenber 30, 1996, 23.0% of the gross collections
before refunds fromthe tax |l evied under this section.

(3) The departnment shall annualize rates provided in subsec-
tion (1) as necessary for tax years that end after April 30,

1994. The applicabl e annualized rate shall be inposed upon the
taxabl e i ncone of every person other than a corporation for those
tax years.

(4) The taxable incone of a nonresident shall be conputed in
the same manner that the taxable inconme of a resident is conput-
ed, subject to the allocation and apportionnent provisions of
this act.

(5) A resident beneficiary of a trust whose taxable inconme
includes all or part of an accunul ation distribution by a trust,
as defined in section 665 of the internal revenue code, shall be
allowed a credit against the tax otherw se due under this act.
The credit shall be all or a proportionate part of any tax paid

by the trust under this act for any preceding taxable year that
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woul d not have been payable if the trust had in fact nmade
distribution to its beneficiaries at the tines and in the anmounts
specified in section 666 of the internal revenue code. The
credit shall not reduce the tax otherw se due fromthe benefi-
ciary to an anount |ess than woul d have been due if the accunul a-
tion distribution were excluded fromtaxable incone.

(6) The taxable incone of a resident who is required to
include inconme froma trust in his or her federal incone tax
return under the provisions of subpart E of part | of subchapter
J of chapter 1 of the internal revenue code, 26 U S.C. 671 to
679, shall include itenms of inconme and deductions fromthe trust
in taxable inconme to the extent required by this act with respect
to property owned outright.

(7) It is the intention of this section that the incone
subject to tax of every person other than corporations shall be
conputed in |ike manner and be the sanme as provided in the inter-
nal revenue code subject to adjustnents specifically provided for
in this act.

(8) As used in this section:

(a) "Person other than a corporation" neans a resident or
nonr esi dent individual or any of the foll ow ng:

(1) A partner in a partnership as defined in the internal
revenue code.

(11) A beneficiary of an estate or a trust as defined in the
i nternal revenue code.

(110) An estate or trust as defined in the internal revenue

code.
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(b) "Taxabl e inconme" neans taxable incone as defined in this
act subject to the applicable source and attribution rules con-
tained in this act.

Enacting section 1. Section 30d of the incone tax act of
1967, 1967 PA 281, MCL 206.30d, is repeal ed.

Enacting section 2. This anendatory act does not take
ef fect unl ess House Joint Resolution BB of the 89th Legislature
beconmes a part of the state constitution of 1963 as provided in
section 1 of article XII of the state constitution of 1963.

05710'98 * (H3) Fi nal page. RIA



