HOUSE BILL No. 5108
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HOUSE BILL No. 5108

August 24, 2005, Introduced by Rep. Sheen and referred to the Committee on Tax Policy.

A bill to anmend 1975 PA 228, entitled
"Si ngl e business tax act,"
by amendi ng sections 4a, 31, 36, and 45a (MCL 208. 4a, 208. 31,
208. 36, and 208. 45a), section 4a as added by 2003 PA 241, sections
31 and 45a as anended by 1999 PA 115, and section 36 as anended by
1995 PA 284, and by addi ng section 35d.

THE PECPLE OF THE STATE OF M CHI GAN ENACT:

Sec. 4a. (1) For tax years that begin after Decenber 31, 2006
AND BEFORE JANUARY 1, 2008, conpensation for purposes of section
4(3) does not include 50% of paynents under health and wel fare and
noni nsured benefit plans for the benefit of persons who are

residents of this state and paynents of fees for the adm nistration
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of health and wel fare and noni nsured benefit plans for the benefit
of persons who are residents of this state paid by the taxpayer in
the tax year.

(2) FOR PURPOSES OF SECTI ON 4(3), COWVPENSATI ON DCES NOT
I NCLUDE THE FOLLOW NG PERCENTAGES OF PAYMENTS UNDER HEALTH AND

VELFARE AND NONI NSURED BENEFI T PLANS FOR THE BENEFI T OF PERSONS WHO

ARE RESI DENTS OF THI S STATE AND PAYMENTS OF FEES FOR THE
ADM NI STRATI ON OF HEALTH AND WELFARE AND NONI NSURED BENEFI T PLANS
FOR THE BENEFI T OF PERSONS WHO ARE RESI DENTS OF THI S STATE PAI D BY
THE TAXPAYER FOR THE SPECI FI ED TAX YEARS:

(A) FOR TAX YEARS THAT BEG N AFTER DECEMBER 31, 2007 AND
BEFORE JANUARY 1, 2009, 62.5%

(B) FOR TAX YEARS THAT BEG N AFTER DECEMBER 31, 2008 AND
BEFORE JANUARY 1, 2010, 75%

(© FOR TAX YEARS THAT BEG N AFTER DECEMBER 31, 2009 AND
BEFORE JANUARY 1, 2011, 87.5%

(D) FOR TAX YEARS THAT BEG N AFTER DECEMBER 31, 2010, 100%

Sec. 31. (1) Except as provided in subsections (5) and (6),
there is levied and i nposed a specific tax upon the adjusted tax
base of every person with business activity in this state that is
al l ocated or apportioned to this state at the following rates for
t he specified periods:

(a) Before Cctober 1, 1994, 2.35%

(b) After Septenber 30, 1994 and before January 1, 1999,
2.30%

(c) Beginning January 1, 1999 and each January 1 after 1999,

the rate under this subsection shall be reduced as provided in
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subsection (5).

(D) BEG NNI NG JANUARY 1, 2006, THE RATE UNDER THI S SUBSECTI ON
SHALL BE REDUCED AS PROVI DED | N SUBSECTI ON (6) .

(2) As used in this section, "adjusted tax base" nmeans the tax
base all ocated or apportioned to this state pursuant to chapter 3
with the adjustnents prescribed by sections 23 and 23b and the
exenptions prescribed by section 35. If the adjusted tax base
exceeds 50% of the sum of gross receipts plus the adjustnents
provided in section 23b(a) to (g), apportioned or allocated to
M chigan with the apportionnent fraction cal cul ated pursuant to
chapter 3, the adjusted tax base may, at the option of the
t axpayer, be reduced by that excess. |If a taxpayer reduces the
adj usted tax base under this subsection, the taxpayer is not
entitled to the adjustnment provided in subsection (4) for the sane
taxabl e year. This subsection does not apply to an adjusted tax
base under section 22a.

(3) The tax levied under this section and inposed is upon the
privil ege of doing business and not upon i ncone.

(4) Inlieu of the reduction provided in subsection (2), a
person may el ect to reduce the adjusted tax base by the percentage
that the conpensation divided by the tax base exceeds 63% The
deduction shall not exceed 37% of the adjusted tax base. For
pur poses of computing the deduction allowed by this subsection, as
effective for the respective tax year, conpensation does not
i ncl ude anobunts of conpensation exenpt fromtax under section
35(1)(e). This subsection does not apply to an adjusted tax base

under section 22a.
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(5) If the conprehensive annual financial report of this state
for a state fiscal year, published pursuant to section 494 of the
managenent and budget act, 1984 PA 431, MCL 18. 1494, reports an
endi ng bal ance of nore than $250, 000, 000.00 in the countercycli cal
budget and econom c stabilization fund created under section 351 of
t he managenent and budget act, 1984 PA 431, MCL 18.1351, for that
state fiscal year, the tax rate under this section shall be reduced
by 0.1 percentage point on the January 1 followi ng the end of the
state fiscal year for which the report was issued.

(6) EXCEPT AS OTHERW SE PROVI DED IN THI S SUBSECTI ON, BEGQ NNI NG
I N CALENDAR YEAR 2006 AND EACH CALENDAR YEAR AFTER 2006, |IF THE
REVENUE ESTI MATI NG CONFERENCE THAT MEETS I N MAY, AS PROVIDED IN
SECTI ON 367B OF THE MANAGEMENT AND BUDGET ACT, 1984 PA 431, MCL
18.1367B, DETERM NES THAT THE AMOUNT ESTI MATED BY THAT REVENUE
ESTI MATI NG CONFERENCE FOR REVENUES UNDER THI S ACT FOR THAT STATE
FI SCAL YEAR EXCEEDS THE REVENUES UNDER THI S ACT FOR THE STATE
FI SCAL YEAR | MVEDI ATELY PRECEDI NG THE STATE FI SCAL YEAR I N VWHI CH
THE REVENUE ESTI MATI NG CONFERENCE MEETS BY $80, 000, 000. 00 OR MORE
THE TAX RATE UNDER THI S SECTI ON SHALL BE REDUCED BY 0. 05 PERCENTAGE
PO NT ON THE JANUARY 1 | MVEDI ATELY PRECEDI NG THE MAY IN VWH CH THE
REVENUE ESTI MATI NG CONFERENCE MET. A REDUCTI ON UNDER THI S
SUBSECTI ON SHALL BE MADE AFTER THE APPLI CATI ON OF SUBSECTI ON (5)
FOR THE SAME JANUARY 1. A MAXI MUM COF 4 REDUCTI ONS UNDER THI S
SUBSECTI ON ARE ALLOWED.

(7) —6)— The departnment shall annualize the rate under this
section as necessary, and the applicable annualized rate shall be

i nposed.
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SEC. 35D. (1) A PERSON MAY CLAIM A CREDI T EQUAL TO THE SUM CF
THE FOLLOW NG

(A) FOR TAX YEARS THAT BEG N ON OR AFTER JANUARY 1, 2006, 25%
OF THE PROPERTY TAXES PAID IN THE TAX YEAR BY THE PERSON ON
I NDUSTRI AL PERSONAL PROPERTY.

(B) FOR TAX YEARS THAT BEG N AFTER DECEMBER 31, 2005 AND
BEFORE JANUARY 1, 2007, 5% OF THE PROPERTY TAXES PAI D ON COVWMERCI AL
PERSONAL PROPERTY.

(©) FOR TAX YEARS THAT BEG N AFTER DECEMBER 31, 2006, 10% OF
THE PROPERTY TAXES PAI D ON COVMERCI AL PERSONAL PROPERTY.

(2) A PERSON THAT IS NOT OTHERW SE REQUI RED TO FI LE A RETURN
UNDER THI S ACT MAY CLAIM THE CREDI T UNDER THI S SECTI ON.

(3) TO QUALI FY FOR THE CREDI TS UNDER THI S SECTI ON FOR AN | TEM
OF TANG BLE PERSONAL PROPERTY, A PERSON THAT | S OTHERW SE ELI G BLE
TO CLAIM THE CREDI T ALLOAED UNDER THI'S SECTI ON SHALL FILE W THI N
THE TI ME REQUI RED THE STATEMENT OF PERSONAL PROPERTY DESCRI BED I N
SECTI ON 19 OF THE GENERAL PROPERTY TAX ACT, 1893 PA 206, MCL
211. 19, SEPARATELY FOR | TEMS OF TANG BLE PERSONAL PROPERTY USED
THAT ARE CLASSI FI ED AS | NDUSTRI AL PERSONAL PROPERTY AND CLASSI FI ED
AS COMVERCI AL PERSONAL PROPERTY FOR THE LOCATI ON AT VWH CH THE
TANG BLE PERSONAL PROPERTY THAT IS THE BASIS OF THE CREDI T ALLOWED
UNDER THI S SECTI ON | S LOCATED.

(4) IF THE TOTAL OF THE CREDI TS ALLOWED UNDER THI' S SECTI ON
EXCEEDS THE TAX LI ABILITY OF THE PERSON FOR THE TAX YEAR OR | F
PERSON DOES NOT HAVE A TAX LIABILITY UNDER TH S ACT FOR THE TAX
YEAR, THE EXCESS OR THE AMOUNT OF THE CREDI T SHALL BE REFUNDED OR
PAID TO THE PERSON. THE STATE TREASURER SHALL ESTABLI SH A RESERVE
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ACCOUNT I N THE DEPARTMENT TO FUND AND PROVI DE FOR PAYMENT OF THE
AMOUNT OF REFUNDS OR PAYMENTS FOR CREDI TS UNDER THI S SECTI ON THAT
ARE ATTRI BUTABLE TO THE FI SCAL YEARS ENDI NG I N THE TAX YEARS FOR
VWH CH CREDI TS ARE CLAI MED.

(5) AS USED IN THI S SECTI ON:

(A) "COWERCI AL PERSONAL PROPERTY" MEANS PERSONAL PROPERTY
CLASSI FI ED AS COVMERCI AL PERSONAL PROPERTY UNDER SECTI ON 34C OF THE
GENERAL PROPERTY TAX ACT, 1893 PA 206, MCL 211. 34C.

(B) "I NDUSTRI AL PERSONAL PROPERTY" MEANS PERSONAL PROPERTY
CLASSI FI ED AS | NDUSTRI AL PERSONAL PROPERTY UNDER SECTI ON 34C OF THE
GENERAL PROPERTY TAX ACT, 1893 PA 206, MCL 211. 34C.

(© "PROPERTY TAXES' MEANS A TAX LEVI ED UNDER ANY OF THE
FOLLON NG ACTS:

(1) THE GENERAL PROPERTY TAX ACT, 1893 PA 206, MCL 211.1 TO
211. 157.

(1) 1974 PA 198, MCL 207.551 TO 207.572.

(i) THE OBSCOLETE PROPERTY REHABI LI TATI ON ACT, 2000 PA 146, MCL
125. 2781 TO 125. 2797.

Sec. 36. (1) As used in this section:

(a) "Active sharehol der" neans a sharehol der who receives at
| east $10, 000.00 in conpensation, director's fees, or dividends
fromthe business, and who owns at |east 5% of the outstanding
st ock.

(b) "Oficer” means an officer of a corporation other than a
subchapter S corporation including the chairperson of the board,
presi dent, vice-president, secretary, and treasurer, or persons

performng simlar duties.
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(c) "Adjusted business incone" neans business incone as
defined in section 3 with all of the follow ng adjustnents:

(1) Add conpensation and director's fees of active sharehol ders
of a corporation.

(ii) Make the adjustments provided in section 9(4)(a) and (b).

(1i1) Add conpensation and director's fees of officers of a
cor poration.

(d) "Sharehol der” means a person who owns outstanding stock in
t he business. An individual is considered as the owner of the stock
owned, directly or indirectly, by or for famly nmenbers as defi ned
by section 318(a)(1) of the internal revenue code.

(e) "Loss adjustnent” nmeans the anount by which adjusted
busi ness incone was |less than zero in any of the 5 tax years
i medi ately preceding the tax year for which eligibility for the
credit provided by this section is being determ ned. In determ ning
the loss adjustnment for a tax year, a taxpayer is not required to
use nore of the taxpayer's total negative adjusted business incone
than the anount needed to qualify the taxpayer for the credit under
this section. A taxpayer shall not be considered to have used any
portion of the taxpayer's negative adjusted business inconme anmount
unl ess the portion used is necessary to qualify for the credit
under this section. A taxpayer shall not reuse a negative adjusted
busi ness i ncome ampbunt used as a | oss adjustnment in a previous tax
year or use a negative adjusted business incone anbunt froma year
in which the taxpayer did not receive the credit under this
section.

(f) "Subchapter S corporation” nmeans a corporation el ecting
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taxati on under subchapter S of chapter 1 of subtitle A of the
internal revenue code, sections 1361 to 1379 of the interna
revenue code.

(2) The credit provided in this section shall be taken before
any other credit under this act, and is available to any person
whose gross receipts do not exceed $6, 000, 000.00 for tax years
commenci ng on or after January 1, 1984 and before January 1, 1989;
$7, 000, 000. 00 for tax years conmencing in 1989; $7, 250, 000.00 for
tax years commencing in 1990; $7,500,000.00 for tax years
commenci ng in 1991; or $10, 000, 000. 00 for tax years conmencing
after 1991, and whose adj usted business incone mnus the | oss
adj ust nent does not exceed $475,000.00 for tax years comenci ng on
or after January 1, 1985, subject to the follow ng:

(a) An individual, a partnership, or a subchapter S
corporation is disqualified if the individual, any 1 partner of the
partnership, or any 1 sharehol der of the subchapter S corporation
receives nore than $95, 000.00 for tax years conmenci hg on or after
January 1, 1985 and before January 1, 1998 or nore than $115, 000. 00
for tax years comencing after Decenber 31, 1997 as a distributive
share of the adjusted business income mnus the | oss adjustnent of
the individual, the partnership, or the subchapter S corporation

(b) A corporation other than a subchapter S corporation is
disqualified if either of the follow ng occur for the respective
tax year:

(1) Conpensation and director's fees of a sharehol der or
of fi cer exceed $95, 000. 00 for tax years conmenci hg on or after

January 1, 1985 and before January 1, 1998 or exceed $115, 000. 00
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for tax years commencing after Decenber 31, 1997.

(ii) The sum of the foll owi ng amobunts exceeds $95, 000. 00 for
tax years comrenci ng on or after January 1, 1985 and before January
1, 1998 or exceeds $115,000.00 for tax years comenci ng after
Decenber 31, 1997:

(A) Compensation and director's fees of a sharehol der.

(B) The product of the percentage of outstanding stock owned
by that shareholder multiplied by the difference between the sum of
busi ness incone and the adjustnents provided in section 9(4)(a) and
(b) mnus the | oss adjustnent.

(c) Subject to section 36d, for a taxpayer that is eligible
for the credit under this subsection for tax years beginning after
Decenber 31, 1997, the credit determ ned under this subsection
shall be reduced by the foll ow ng percentages in the foll ow ng
ci rcumst ances:

(1) I'f an individual, any 1 partner of the partnership, or any
1 sharehol der of the subchapter S corporation receives as a
di stributive share of adjusted gross inconme mnus the | oss
adj ustnent of the individual, partnership, or subchapter S
corporation; if conpensation and directors' fees of a sharehol der
or officer of a corporation other than a subchapter S corporation
are; or if the sumof the amounts in subdivision (b)(ii))(A) and (B)
is nore than $95, 000. 00 but |ess than $100, 000. 00, the credit is
reduced by 20%

(ii) I'f an individual, any 1 partner of the partnership, or any
1 sharehol der of the subchapter S corporation receives as a

di stributive share of adjusted gross inconme mnus the | oss
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adj ustnent of the individual, partnership, or subchapter S
corporation; if conpensation and directors' fees of a sharehol der
or officer of a corporation other than a subchapter S corporation
are; or if the sumof the amounts in subdivision (b)(ii)(A) and (B)
is $100, 000.00 or nore but |ess than $105, 000.00, the credit is
reduced by 40%

(iit) I'f an individual, any 1 partner of the partnership, or any
1 sharehol der of the subchapter S corporation receives as a
di stributive share of adjusted gross inconme mnus the | oss
adj ustnent of the individual, partnership, or subchapter S
corporation; if conpensation and directors' fees of a sharehol der
or officer of a corporation other than a subchapter S corporation
are; or if the sumof the amounts in subdivision (b)(ii)(A) and (B)
is $105,000.00 or nore but |less than $110, 000.00, the credit is
reduced by 60%

(iv) If an individual, any 1 partner of the partnership, or any
1 sharehol der of the subchapter S corporation receives as a
di stributive share of adjusted gross inconme mnus the | oss
adj ustment of the individual, partnership, or subchapter S
corporation; if conpensation and directors' fees of a sharehol der
or officer of a corporation other than a subchapter S corporation
are; or if the sumof the amounts in subdivision (b)(ii)(A) and (B)
is $110,000.00 or nore but |ess than $115,000.00, the credit is
reduced by 80%

(3) For the purposes of determ ning disqualification under
subsection (2), an active sharehol der's share of business incone

shall not be attributed to another active sharehol der.
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(4) A person who qualifies pursuant to subsection (2) is

allowed a credit against the tax inposed by section 31. For tax

years conmenci ng before January 1, 1989, the credit is a percentage

reduction in tax liability. —Fertax—years——comrencing—on—andafiter

perecentage—of—adjusted business—ineconre—shal—be 2% — The depart nent

shall annualize the rates provided under this subsection as

necessary for tax years that end after Septenber 30, 1994 and the
appl i cabl e annuali zed rate shall be inposed for those tax years.
THE CREDI T UNDER THI S SUBSECTI ON | S THE GREATER OF THE AMOUNT BY
VWH CH THE TAX | MPOSED BY SECTI ON 31 EXCEEDS THE FOLLOW NG
PERCENTAGE OF ADJUSTED BUSI NESS | NCOVE FOR THE SPECI FI ED TAX YEARS
OR A PERCENTAGE REDUCTI ON I N TAX LI ABI LI TY:

(A) FOR TAX YEARS COMVENCI NG ON AND AFTER JANUARY 1, 1989 AND
THROUGH TAX YEARS COMMENCI NG I N 1991, 4%

(B) FOR TAX YEARS COMVENCI NG AFTER 1991 AND BEFORE OCTOBER 1,
1994, 3%

(C BEG NNI NG CCTOBER 1, 1994 AND BEFORE JANUARY 1, 2006, 2%

(D) BEG NNI NG JANUARY 1, 2006 AND BEFORE JANUARY 1, 2007,
1.8%

(E) BEG NNI NG JANUARY 1, 2007 AND BEFORE JANUARY 1, 2008,
1. 6%

(F) BEG NNI NG JANUARY 1, 2008 AND BEFORE JANUARY 1, 2009,
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1.4%

(G BEG NNI NG JANUARY 1, 2009 AND BEFORE JANUARY 1, 2010,
1.2%

(H) BEG NNI NG JANUARY 1, 2010, 1.0%

(5) The percentage reduction provided in subsection (4) is
cal cul ated by subtracting from 100% t he percentage conputed by
di vi di ng adj usted busi ness income by 45% of tax base.

(6) If gross receipts exceed $5, 000, 000.00 for tax years
commenci ng on or after January 1, 1984 and before January 1, 1989;
$6, 000, 000. 00 for tax years commencing in 1989; $6, 250, 000. 00 for
tax years comrencing in 1990; $6,500,000.00 for tax years
commenci ng in 1991; or $9, 000, 000.00 for tax years conmenci ng after
1991, the credit shall be reduced by a fraction, the numerator of
which is the anount of gross receipts over $5, 000, 000.00 for tax
years conmenci ng on or after January 1, 1984 and before January 1,
1989; $6, 000, 000.00 for tax years conmencing in 1989; $6, 250, 000. 00
for tax years commencing in 1990; $6,500,000.00 for tax years
commenci ng in 1991; or $9, 000, 000.00 for tax years conmenci ng after
1991, and the denom nator of which is $1,000,000.00. The credit
shal | not exceed 50% for tax years conmencing before January 1,
1984; 90% for tax years commencing on or after January 1, 1984 and
before January 1, 1988; or 100%for tax years conmenci ng on and
after January 1, 1988 of the tax liability inposed by section 31.

(7) An affiliated group as defined in this act, a controlled
group of corporations as defined in section 1563 of the interna
revenue code and further described in 26 CF. R 1.414(b)-1 and

1.414(c)-1 to 1.414(c)-5, or an entity under conmon control as
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defined by the internal revenue code shall not take the credit
al l owed by this section unless the business activities of the
entities are consolidated.

(8) The departnent shall permt a taxpayer who elects to claim
the credit allowed by this section based on the anpbunt by which the
tax inmposed by section 31 exceeds the percentage of adjusted
busi ness incone for the tax year as determ ned under subsection
(4), and who is not required to reduce the credit pursuant to
subsection (2) or (6), to file and pay the tax inposed by this act
W t hout conputing the tax inposed under section 31.

Sec. 45a. (1) Except as provided in subsection (20— (3) and
for tax years begi nning after Decenber 31, 1998 AND BEFORE JANUARY
1, 2006, all of the tax base, other than the tax base derived
principally fromtransportation, financial, or insurance carrier
services or specifically allocated, shall be apportioned to this
state by nultiplying the tax base by a percentage, which is the sum
of all of the foll ow ng percentages:

(a) The property factor nmultiplied by 5%

(b) The payroll factor nultiplied by 5%

(c) The sales factor nultiplied by 90%

(2) FOR TAX YEARS BEG NNI NG AFTER DECEMBER 31, 2005, ALL OF
THE TAX BASE, OTHER THAN THE TAX BASE DERI VED PRI NCl PALLY FROM
TRANSPORTATI ON, FI NANCI AL, OR | NSURANCE CARRI ER SERVI CES OR
SPECI FI CALLY ALLOCATED, SHALL BE APPORTI ONED TO THI S STATE BY
MULTI PLYI NG THE TAX BASE BY THE SALES FACTOR

(3) (22— For tax years beginning after Decenber 31, 1998 and

before January 1, 2000 if section 23(e) is not in effect, all of
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the tax base, other than the tax base derived principally from
transportation, financial, or insurance carrier services or
specifically allocated, shall be apportioned to this state by
mul ti plying the tax base by a percentage, which is the sumof all
of the follow ng percentages:

(a) The property factor nmultiplied by 15%

(b) The payroll factor nultiplied by 15%

(c) The sales factor nultiplied by 70%

(4) —3)— For purposes of this section, a taxpayer that has a
52- or 53-week tax year beginning not nore than 7 days before
Decenber 31 of any year is considered to have a tax year begi nning

after Decenber 31 of that year.
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