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HOUSE BILL No. 6541

September 20, 2006, Introduced by Rep. Kolb and referred to the Committee on Tax Policy.

A Dbill to amend 1967 PA 281, entitled
"I ncome tax act of 1967,"
by amendi ng section 30 (MCL 206.30), as anended by 2005 PA 214.

THE PECPLE OF THE STATE OF M CHI GAN ENACT:

Sec. 30. (1) "Taxable incone" neans, for a person other than
a corporation, estate, or trust, adjusted gross incone as defined
in the internal revenue code subject to the foll owi ng adjustnents
under this section:

(a) Add gross interest incone and dividends derived from
obligations or securities of states other than M chigan, in the
sane anount that has been excluded from adjusted gross incone
| ess rel ated expenses not deducted in conputing adjusted gross

i ncone because of section 265(a)(1) of the internal revenue code.
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(b) Add taxes on or measured by incone 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 income of which this state is
prohi bited fromsubjecting to a net incone tax, to the extent
that the | oss has been deducted in arriving at adjusted gross
i ncomne.

(d) Deduct, to the extent included in adjusted gross incone,
i ncone derived fromobligations, or the sale or exchange of
obligations, of the United States governnent that this state is
prohibited by Iaw 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 income 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 retirement benefits, received for
services in the armed forces of the United States.

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

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

(1i)) Retirenment or pension benefits received froma public
retirenent system of or created by another state or any of its
political subdivisions if the income tax |aws of the other state

permt a simlar deduction or exenption or a reciprocal deduction
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or exenption of a retirenent or pension benefit received froma
public retirement systemof or created by this state or any of
the political subdivisions of this state.

(iii) Social security benefits as defined in section 86 of the
i nternal revenue code.

(iv) Before COctober 1, 1994, retirenent or pension benefits
fromany other retirement 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 September 30, 1994, retirenment or pension benefits
not deducti bl e under subparagraph (i) or subdivision (e) from any
other retirenment or pension systemor benefits froma retirenent
annuity policy in which paynents are nade for life to a senior
citizen, to a maxi mum of $30, 000.00 for a single return and
$60, 000. 00 for a joint return. The maxi mum anmounts al | owed under
t hi s subparagraph shall be reduced by the amount of the deduction
for retirement or pension benefits clained under subparagraph (i)
or subdivision (e) and for tax years after the 1996 tax year by
t he anmount of a deduction clainmed under subdivision (r). For the
1995 tax year and each tax year after 1995, the maxi mum anounts
al | oned under this subparagraph shall be adjusted by the
percentage increase in the United States consumer price index for
the imedi ately precedi ng cal endar year. The departnent shal
annual i ze the anounts provided in this subparagraph and
subpar agraph (iv) as necessary for tax years that end after
Sept enber 30, 1994. As used in this subparagraph, "senior

citizen" neans that termas defined in section 514.
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(vi) The anbunt determined to be the section 22 anount
eligible 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 inconme as
provided in section 36.

(i) Adjustnents resulting fromthe allocation and
apportionnent 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 2 USC 431, not in excess of $50.00 per annum or $100.00 per
annum for 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.

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

(i) The ampunt of paynent nade under an advance tuition
payment contract as provided in the M chigan education trust act,
1986 PA 316, MCL 390. 1421 to 390. 1442.

(i) The amount of paynent made 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
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tuition paynent contract as described in subparagraph (i).

(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 390.1442, or a comunity or junior
col l ege in M chigan.

(C The contract provides for enrollnment by the contract's
qual i fied beneficiary in not |less than 4 years after the date on
which the contract is entered into.

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

(1) The purchaser has had his or her offer to enter into an
advance tuition paynent contract rejected by the board of
directors of the Mchigan education trust, if the board
deternmines that the trust cannot accept an unlimted nunber of
enrol | ees upon an actuarially sound basis.

(I'l') The board of directors of the M chigan education trust
deternmines 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. 1442, or another contract for which the paynment was
deducti bl e under subdivision (I) is term nated and the qualified
beneficiary under that contract does not attend a university,
coll ege, junior or conmunity college, or other institution of
hi gher education, add the anmount of a refund received by the
taxpayer as a result of that term nation or the anount of the

deduction taken under subdivision (I) for paynent nade under that
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contract, whichever is |ess.

(n) Deduct fromthe taxable income of a purchaser the anount
i ncluded as inconme 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. 1442, 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 inconme, 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
subject to the nodifications under section 172(b)(2) of the
i nternal revenue code and subject to the allocation and
apportionnent 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
di scrimnatory self-insurance nedi cal expense rei nbursenent plan

(r) After Septenber 30, 1994 and before the 1997 tax year, a
taxpayer who is a senior citizen may deduct, to the extent
included 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
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before the 1997 tax year, the deduction under this subdivision
shall not be taken if the taxpayer takes a deduction for
retirenment benefits under subdivision (e) or a deduction under
subdivision (f) (i), (i), (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 incone, interest, dividends,
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 nmaxi num anmounts
al | oned under this subdivision shall be reduced by the anount of
a deduction clainmed for retirenment benefits under subdivision (e)
or a deduction clained under subdivision (f) (i), (i), (iv), or (V).
For the 1995 tax year, for the 1996 tax year, and for each tax
year after the 1998 tax year, the nmaxi mrum anounts all owed under
this subdivision shall be adjusted by the percentage increase in
the United States consuner price index for the imedi ately
precedi ng cal endar year. The departnent shall annualize the
amounts provided in this subdivision as necessary for tax years
that end after Septenber 30, 1994. As used in this subdivision,
"senior citizen" neans that term as defined in section 514.

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

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

(1i)) The amount of a refund received in the tax year based on
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taxes paid under the city income tax act, 1964 PA 284, MCL
141.501 to 141. 787.

(1it) 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 anobunt paid by the state on behalf of the
taxpayer 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. 1442, if
the cost of the advance tuition paynent contract was deducted
under subdivision (1) and was financed with a M chigan educati on
trust secured | oan.

(u) For the 1998 tax year and each tax year after the 1998
tax year, deduct the anount cal cul ated under section 30d.

(v) For tax years that begin on and after January 1, 1994,
deduct, to the extent included in adjusted gross incone, any
amount, and any interest earned on that anount, received in the
tax year by a taxpayer who is a Holocaust victimas a result of a
settlenment of clains against any entity or individual for any
recovered asset pursuant to the German act regul ati ng unresol ved
property clainms, also known as Gesetz zur Regel ung of f ener
Ver nogensfragen, as a result of the settlenment of the action
entitled In re: Hol ocaust victimassets litigation, CV-96-4849,

CV-96-5161, and CV-97-0461 (E.D. NY), or as a result of any

simlar action if the inconme and interest are not conmngled in
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any way with and are kept separate fromall other funds and
assets of the taxpayer. As used in this subdivision:

(1) "Hol ocaust victint nmeans a person, or the heir or
beneficiary of that person, who was persecuted by Nazi Germany or
any Axis reginme during any period from 1933 to 1945.

(1i)) "Recovered asset"” neans any asset of any type and any
i nterest earned on that asset including, but not limted to, bank
deposits, insurance proceeds, or artwork owned by a Hol ocaust
victimduring the period from 1920 to 1945, withheld fromthat
Hol ocaust victimfromand after 1945, and not recovered,
returned, or otherw se conpensated to the Hol ocaust victimunti
after 1993.

(w) For tax years that begin after Decenmber 31, 1999,
deduct, to the extent not deducted in determ ning adjusted gross
i ncone, both of the follow ng:

(i) The total of all contributions made on and after Cctober
1, 2000 by the taxpayer in the tax year less qualified
wi thdrawal s made in the tax year to education savings accounts
pursuant to the M chigan education savings program act, 2000 PA
161, MCL 390. 1471 to 390.1486, not to exceed $5,000.00 for a
single return or $10,000.00 for a joint return per tax year

(ii) The ampbunt under section 30f.

(x) For tax years that begin after Decenber 31, 1999, add,
to the extent not included in adjusted gross incone, the anmount
of noney withdrawn by the taxpayer in the tax year from education
savi ngs accounts, not to exceed the total amount deducted under

subdivision (w) in the tax year and all previous tax years, if

04347' 05 * RIA



© 00 N o o0 B~ wWw N P

N N N N N N NN P P P P R R R R P
N~ o o M WN P O © 00N OO0~ WDN P O

10

the withdrawal was not a qualified withdrawal as provided in the
M chi gan educati on savi ngs program act, 2000 PA 161, MCL 390. 1471
to 390.1486. This subdi vi sion does not apply to wi thdrawal s that
are less than the sumof all contributions nade to an education
savings account in all previous tax years for which no deduction
was cl ai med under subdivision (w), |less any contributions for

whi ch no deduction was cl ai med under subdivision (w) that were
withdrawn in all previous tax years.

(y) For tax years that begin after December 31, 1999,
deduct, to the extent included in adjusted gross incone, the
amount of a distribution fromindividual retirement accounts that
qual i fy under section 408 of the internal revenue code if the
distribution is used to pay qualified higher education expenses
as that termis defined in the M chigan education savings program
act, 2000 PA 161, MCL 390.1471 to 390. 1486.

(z) For tax years that begin after Decenber 31, 2000,
deduct, to the extent included in adjusted gross income, an
amount equal to the qualified charitable distribution nade in the
tax year by a taxpayer to a charitable organization. The anount
al | oned under this subdivision shall be equal to the anobunt
deducti ble by the taxpayer under section 170(c) of the interna
revenue code with respect to the qualified charitable
distribution in the tax year in which the taxpayer makes the
distribution to the qualified charitable organization, reduced by
both the anount of the deduction for retirenment or pension
benefits clained by the taxpayer under subdivision (f)(i), (ii),

(iv), or (v) and by 2 tinmes the total amount of credits clained
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11

under sections 260 and 261 for the tax year. As used in this
subdi vision, "qualified charitable distribution" nmeans a

di stribution of assets to a qualified charitable organization by
a taxpayer not nore than 60 days after the date on which the

t axpayer received the assets as a distribution froma retirenent
or pension plan described in subsection (8)(a). A distributionis
to a qualified charitable organization if the distribution is
made in any of the foll ow ng circunstances:

(1) To an organi zati on described in section 501(c)(3) of the
i nternal revenue code except an organi zation that is controlled
by a political party, an elected official or a candidate for an
el ective office.

(ii) To a charitable remainder annuity trust or a charitable
remai nder unitrust as defined in section 664(d) of the interna
revenue code; to a pooled inconme fund as defined in section
642(c)(5) of the internal revenue code; or for the issuance of a
charitable gift annuity as defined in section 501(m(5) of the
i nternal revenue code. A trust, fund, or annuity described in
this subparagraph is a qualified charitable organization only if
no person holds any interest in the trust, fund, or annuity other
than 1 or nore of the follow ng:

(A) The taxpayer who received the distribution fromthe
retirement or pension plan.

(B) The spouse of an individual described in sub-
subpar agraph (A).

(© An organi zation described in section 501(c)(3) of the

i nternal revenue code.
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(aa) A taxpayer who is a resident tribal nenber may deduct,
to the extent included in adjusted gross incone, all nonbusiness
i ncone earned or received in the tax year and during the period
in which an agreenent entered into between the taxpayer's tribe
and this state pursuant to section 30c of 1941 PA 122, MCL
205.30c, is in full force and effect. As used in this
subdi vi si on:

(1) "Business incone" neans business inconme as defined in
section 4 and apportioned under chapter 3.

(i) "Nonbusi ness i ncone" means nonbusi ness i ncone as defi ned
in section 14 and, to the extent not included in business incone,
all of the foll ow ng:

(A) Al incone derived from wages whet her the wages are
earned within the agreenent area or outside of the agreenent
ar ea.

(B) Al interest and passive dividends.

(C Al rents and royalties derived fromreal property
| ocated within the agreenent area.

(D) Al rents and royalties derived fromtangi bl e personal
property, to the extent the personal property is utilized within
the agreenent area

(E) Capital gains fromthe sale or exchange of real property
| ocated within the agreenent area.

(F) Capital gains fromthe sale or exchange of tangible
personal property located within the agreenment area at the tine
of sale.

(G Capital gains fromthe sale or exchange of intangible
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personal property.

(H Al pension incone and benefits including, but not
limted to, distributions froma 401(k) plan, individua
retirement accounts under section 408 of the internal revenue
code, or a defined contribution plan, or paynents from a defined
benefit plan.

(1) Al per capita paynents by the tribe to resident triba
menbers, without regard to the source of paynent.

(J) Al gam ng w nnings.

(iii) "Resident tribal nenber"” neans an individual who neets
all of the following criteria:

(A) Is an enroll ed nenber of a federally recognized tri be.

(B) The individual's tribe has an agreement with this state
pursuant to section 30c of 1941 PA 122, MCL 205.30c, that is in
full force and effect.

(© The individual's principal place of residence is |ocated
within the agreenent area as designated in the agreenent under
sub- subpar agraph (B).

(bb) For tax years that begin after Decenber 31, 2006,
deduct, to the extent included in adjusted gross incone, all or a
portion of the gain, as determ ned under this section, realized
froman initial equity investnent of not |ess than $100, 000. 00
made by the taxpayer before Decenber 31, 2009, in a qualified
busi ness, if an anmobunt equal to the sum of the taxpayer's basis
in the investnent as determ ned under the internal revenue code
plus the gain, or a portion of that anount, is reinvested in an

equity investnent in a qualified business within 1 year after the
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sale or disposition of the investment in the qualified business.
I f the anobunt of the subsequent investnent is |ess than the sum
of the taxpayer's basis fromthe prior equity investnment plus the
gain fromthe prior equity investnment, the anmount of a deduction
under this section shall be reduced by the difference between the
sum of the taxpayer's basis fromthe prior equity investment plus
the gain fromthe prior equity investnment and the subsequent
investment. As used in this subdivision:

(i) "Advanced autonotive, manufacturing, and materials
t echnol ogy" neans any technol ogy that involves 1 or nore of the
fol |l ow ng:

(A) Materials with engineered properties created through the
devel opnent of specialized process and synthesis technol ogy.

(B) Nanot echnol ogy, including materials, devices, or systens
at the atom c, nolecular, or macronol ecular level, with a scale
nmeasured i n nanoneters.

(C© Mcroel ectromechani cal systens, including devices or
systens integrating mcroelectronics with nechanical parts and a
scal e neasured in mcroneters.

(D) Inprovenments to vehicle safety, vehicle perfornmance,
vehi cl e production, or environnental inpact, including, but not
limted to, vehicle equipnent and conponent parts.

(E) Any technol ogy that involves an alternative energy
vehicle or its conponents. "Alternative energy vehicle" nmeans
that termas defined in section 2 of the M chigan next energy
authority act, 2002 PA 593, MCL 207.822.

(F) A new technol ogy, device, or systemthat enhances or
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i mproves the manufacturing process of wood, tinber, or
agri cul tural - based products.

(G Advanced conputing or electronic device technol ogy
related to technol ogy described under this subparagraph.

(H) Design, engineering, testing, or diagnostics related to
technol ogy descri bed under this subparagraph.

(I') Product research and devel opnent related to technol ogy
descri bed under this subparagraph

(1)) "Advanced conputing” nmeans any technol ogy used in the
desi gn and devel oprment of 1 or nore of the follow ng:

(A) Conputer hardware and software.

(B) Data comruni cati ons.

(© Information technol ogies.

(iii) "Alternative energy technol ogy" neans applied research
or conmercialization of new or next generation technology in 1 or
nore of the follow ng:

(A) Alternative energy technology as that termis defined in
section 2 of the Mchigan next energy authority act, 2002 PA 593,
MCL 207. 822.

(B) Devices or systens designed and used solely for the
pur pose of generating energy fromagricultural crops, residue and
wast e generated fromthe production and processing of
agricul tural products, animal wastes, or food processing wastes,
not including a conventional gasoline or diesel fuel engine or a
retrofitted conventional gasoline or diesel fuel engine.

(© A new technol ogy, product, or systemthat permts the

utilization of biomass for the production of specialty,
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commodi ty, or foundational chem cals or of novel or econom cal
commodity materials through the application of biotechnol ogy that
m ni m zes, conplenents, or replaces reliance on petroleumfor the
producti on.

(D) Advanced conputing or electronic device technol ogy
related to technol ogy descri bed under this subparagraph.

(E) Design, engineering, testing, or diagnostics related to
t echnol ogy described under this subparagraph.

(F) Product research and devel opnent related to a technol ogy
descri bed under this subparagraph

(iv) "Conpetitive edge technol ogy" nmeans 1 or nore of the
fol |l ow ng:

(A) Advanced autonotive, manufacturing, and materials
t echnol ogy.

(B) Alternative energy technol ogy.

(C Homel and security and defense technol ogy.

(D) Life sciences technol ogy.

(v) "Electronic device technol ogy" nmeans any technol ogy that
i nvol ves microel ectroni cs, sem conductors, electronic equipnent,
and instrunmentation, radio frequency, mcrowave, and mllineter
el ectronics; optical and optic-electrical devices; or data and
di gital communications and i magi ng devi ces.

(vi) "Honel and security and defense technol ogy" neans
technol ogy that assists in the assessnent of threats or damage to
t he general population and critical infrastructure, protection
of , defense against, or mtigation of the effects of foreign or

donestic threats, disasters, or attacks, or support for crisis or
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response managenent, including, but not limted to, 1 or nore of
the foll ow ng:

(A) Sensors, systens, processes, or equipnent for
communi cations, identification and authentication, screening,
surveil l ance, tracking, and data anal ysis.

(B) Advanced conputing or electronic device technol ogy
related to technol ogy described under this subparagraph.

(C Aviation technology including, but not limted to,
avionics, airframe design, sensors, early warning systens, and
services related to the technol ogy described in this
subpar agr aph.

(D) Design, engineering, testing, or diagnostics related to
t echnol ogy described under this subparagraph.

(E) Product research and devel opnent related to technol ogy
descri bed under this subparagraph

(vii) "Life sciences technol ogy" nmeans any technol ogy derived
fromlife sciences intended to inprove human health or the
overall quality of human life, including, but not Iimted to,
systens, processes, or equi pnent for drug or gene therapies,
bi osensors, testing, nedical devices or instrumentation with a
t herapeutic or diagnostic value, a pharmaceutical or other
product that requires United States food and drug adm nistration
approval or registration prior to its introduction in the
mar ket pl ace and is a drug or nedical device as defined by the
federal food, drug, and cosnetic act, 21 USC 301 to 399, or 1 or
nore of the follow ng:

(A) Advanced conputing or electronic device technol ogy
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related to technol ogy described under this subparagraph.

(B) Design, engineering, testing, or diagnostics related to
technol ogy or the conmercial manufacturing of technol ogy
descri bed under this subparagraph.

(C© Product research and devel oprment related to technol ogy
descri bed under this subparagraph.

(wviii) "Life sciences" nmeans science for the exam nation or
understanding of life or |life processes, including, but not
limted to, all of the foll ow ng:

(A) Bioengineering.

(B) Bionedical engineering.

(G Genom cs.

(D) Proteomcs.

(E) Mol ecul ar and chem cal ecol ogy.

(F) Biotechnol ogy, including any technol ogy that uses |iving
organi sns, cells, macronol ecul es, m croorgani snms, or substances
fromliving organisns to make or nodify a product for useful
pur poses. Bi otechnology or |life sciences do not include any of
the foll ow ng:

(1) Activities prohibited under section 2685 of the public
heal th code, 1978 PA 368, MCL 333. 2685.

(I'l') Activities prohibited under section 2688 of the public
heal th code, 1978 PA 368, MCL 333. 2688.

(') Activities prohibited under section 2690 of the public
heal th code, 1978 PA 368, MCL 333. 2690.

(I'V) Activities prohibited under section 16274 of the public
heal th code, 1978 PA 368, MCL 333. 16274.
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(V) Stemcell research with human enbryonic tissue.

(iX) "Qualified business" means a business that conplies with
all of the foll ow ng:

(A) The business is a seed or early stage business as
defined in section 3 of the Mchigan early stage venture
I nvestment act of 2003, 2003 PA 296, MCL 125.2233.

(B) The business has its headquarters in this state, is
domciled in this state, or has a ngjority of its enpl oyees
working a majority of their tinme in this state.

(C The business has a preinvestnment valuation of |ess than
$10, 000, 000. 00.

(D) The business has been in existence | ess than 5 years.
Thi s sub-subparagraph does not apply to a business, the business
activity of which is derived fromresearch at an institution of
hi gher education |located within this state or an organi zati on
exenpt from federal taxation under section 501c(3) of the
internal revenue code and that is |located within this state.

(E) The business is engaged only in conpetitive edge
t echnol ogy.

(F) The business is certified by the Mchigan strategic fund
as neeting the requirenments of sub-subparagraphs (A) to (E) at
the tinme of each proposed investnent.

(CO FOR TAX YEARS THAT BEA N AFTER DECEMBER 31, 2005, A
TAXPAYER WHO | S 30 YEARS OF AGE OR YOUNGER AND HAS AN ASSQOCI ATE
BACHELOR' S, MASTER S, OR DOCTORATE DEGREE AS OF THE LAST DAY OF
THE TAX YEAR MAY DEDUCT, TO THE EXTENT | NCLUDED I N ADJUSTED GROSS
I NCOMVE, 50% OF H' S OR HER | NCOVE ATTRI BUTABLE TO THE TAX YEAR
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THAT IS SUBJECT TO TAX UNDER THI S ACT.

(2) The foll owi ng persona

nunber of personal

t axpayer's federal

revenue code shal

det erm nes taxabl e

(a) For
(b) For
(c) For
(d) For

and before 1995

(e) For

OF 1996 .. ..o

a tax
a tax
a tax
a tax

a tax

exenptions multiplied by the

or dependency exenptions allowable on the

inconme tax return pursuant to the interna

be subtracted in the cal cul ati on that

i ncone:

year
year
year
year

begi nni ng during 1987 ..
begi nni ng during 1988 ..
begi nni ng during 1989 ..

begi nning after 1989

(f) Except as otherw se provided in

subsection (7),
1006 . ...

(3) A single additional

for a tax year beginning after

$ 1, 600. 00.
$ 1, 800. 00.
$ 2, 000. 00.

$ 2,100. 00.

$ 2,400. 00.

$ 2,500. 00.

exenption determ ned as foll ows

shall be subtracted in the cal culation that detern nes taxable

incone in each of the follow ng circunstances:
(a) For tax years beginning after
$900.00 in each of the follow ng circunstances:

(1) The taxpayer

hem pl egi c,

is a parapl egic,

1989 and before 2000,

a quadriplegic, a

a person who is blind as defined in section 504, or

person who is totally and pernmanently disabled as defined in

section 522.

(i) The taxpayer is a deaf person as defined in section 2 of

t he deaf persons
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(iii) The taxpayer is 65 years of age or ol der.

(iv) The return includes unenpl oynent conpensation that
amounts to 50% or nore of adjusted gross incone.

(b) For tax years beginning after 1999, $1,800.00 for each
t axpayer and every dependent of the taxpayer who is 65 years of
age or older. Wien a dependent of a taxpayer files an annua
return under this act, the taxpayer or dependent of the taxpayer,
but not both, may claimthe additional exenption allowed under
this subdivision. As used in this subdivision and subdi vi sion
(c), "dependent" neans that termas defined in section 30e.

(c) For tax years beginning after 1999, $1,800.00 for each
taxpayer and every dependent of the taxpayer who is a deaf person
as defined in section 2 of the deaf persons' interpreters act,
1982 PA 204, MCL 393.502; a paraplegic, a quadriplegic, or a
hem pl egic; a person who is blind as defined in section 504; or a
person who is totally and pernmanently di sabled as defined in
section 522. Wen a dependent of a taxpayer files an annua
return under this act, the taxpayer or dependent of the taxpayer,
but not both, may claimthe additional exenption allowed under
t hi s subdi vi si on.

(d) For tax years beginning after 1999, $1,800.00 if the
taxpayer's return includes unenpl oyment 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 deducti on under section 151 of the interna
revenue code is allowable to another federal taxpayer during the

tax year is not considered to have an all owabl e federal exenption
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for purposes of subsection (2), but may subtract $500.00 in the
cal cul ati on that determ nes taxable incone for a tax year

begi nning in 1988, $1,000.00 for a tax year beginning after 1988
and before 2000, and $1,500.00 for a tax year beginning after
1999.

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

(6) For a tax year beginning after 1987, in calculating
taxabl e i ncone, a taxpayer shall not subtract from adjusted gross
i ncone the anount of prizes won by the taxpayer under the
McCaul ey- Tr axl er - Law- Bowran- McNeel y | ottery act, 1972 PA 239, ML
432.1 to 432.47.

(7) For each tax year after the 1997 tax year, the persona
exenption all owed under subsection (2) shall be adjusted by
mul ti plying the exenption for the tax year beginning in 1997 by a
fraction, the nunerator 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 made and
t he denom nator of which is the United States consuner price
i ndex for the 1995-96 state fiscal year. The resultant product
shal | be rounded to the nearest $100.00 increnment. The persona
exenption for the tax year shall be determ ned by addi ng $200. 00
to that rounded amount. As used in this section, "United States

consuner price index" neans the United States consumer price
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i ndex for all urban consuners as defined and reported by the
United States departnent of |abor, bureau of |abor statistics.
For each year after the 2000 tax year, the exenptions allowed
under subsection (3) shall be adjusted by multiplying the
exenpti on amount under subsection (3) for the tax year begi nning
in 2000 by a fraction, the nunerator of which is the United
States consuner price index for the state fiscal year ending the
tax year prior to the tax year for which the adjustnent is being
made and the denom nator of which is the United States consuner
price index for the 1998-1999 state fiscal year. The resultant
product shall be rounded to the nearest $100.00 increnent.

(8) As used in subsection (1)(f), "retirenment or pension
benefits" neans distributions fromall of the follow 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:

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

(i) I'ndividual retirenent accounts that qualify under
section 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 72(t)(2)(A) (iv) of the internal revenue code.

(1it) Enpl oyee annuities or tax-sheltered annuities purchased
under section 403(b) of the internal revenue code by
organi zati ons exenpt under section 501(c)(3) of the interna

revenue code, or by public school systens.
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(iv) Distributions froma 401(k) plan attributable to
enpl oyee contributi ons mandated by the plan or attributable to
enpl oyer contri butions.

(b) The followi ng retirenment and pension plans not qualified
under the internal revenue code:

(i) Plans of the United States, state governments other than
this state, and political subdivisions, agencies, or
instrunmentalities of this state.

(ii) Plans mai ntained by a church or a convention or
associ ati on of churches.

(iii) Al'l other unqualified pension plans that prescribe
eligibility for retirenment and predeterm ne contributions and
benefits if the distributions are made from a pension trust.

(c) Retirement 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) Retirenment and pension benefits do not include:

(1) Amounts received froma plan that all ows the enpl oyee to
set the anobunt of conpensation to be deferred and does not
prescribe retirement age or years of service. These pl ans
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 fromplans under section 401(k) of the

i nternal revenue code other than plans described in subdivision

(a) (iv).
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(C Distributions from plans under section 403(b) of the
i nternal revenue code other than plans described in subdivision
(a) (iii).

(i) Premature distributions paid on separation, wthdrawal,
or discontinuance of a plan prior to the earliest date the
reci pient could have retired under the provisions of the plan.

(iii) Payments received as an incentive to retire early unless

the distributions are froma pension trust.
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