HOUSE

MEMORANDUM |-I$CAL
1 AGENCY

DATE: September 17, 2010

TO: Interested Parties

FROM: Kylel. Jen, Associate Director

RE: House Bill 6453: Michigan Promise Tax Credit

House Bill 6453 would amend the Income Tax Act of 1967 to create, for tax years beginning with 2010, a
refundable tax credit worth up to $4,000 for individuas graduating from high school after 2006, completing a
postsecondary degree or certificate after 2008, and receiving compensation in the tax year following completion
of the degree/certificate as a full-year resident of Michigan. The amount of the tax credit would be reduced by
any payment previously received by the taxpayer under the Michigan Promise Grant Act.

The bill would result in a reduction in state income tax revenue of roughly $160 million per year once the full
impact of the credit was phased in.

Background Information: Michigan Promise Grant

The Michigan Promise Grant Program was created by Public Act 479 of 2006 (the Michigan Promise Grant
Act), replacing the previous Michigan Merit Award Program. Students were eligible for the Promise Grant
Program beginning with the high school graduating class of 2007.

The Michigan Promise Grant Act provided for an award of $4,000 to a student completing two years of
postsecondary education, while incorporating an exam-based element (based on the Michigan Merit Exam)
similar to the previoudy-existing Merit Award. Students were €ligible to receive Promise Grant payments as
follows:

e Exam-based payments totaling $2,000 (two payments of $1,000 each in first two years of postsecondary
enrollment).

e A payment upon completion of two years of postsecondary education: an additional $2,000 for students
who had received the exam-based payments and the full $4,000 payment for students who had not
qualified for the exam-based payments.

Funding for the Promise Grant Program was included in the FY 2007-08 and FY 2008-09 Higher Education
budgets, but the appropriation for the program was eliminated in the FY 2009-10 budget as part of balancing the
General Fund budget for that year. The proposed appropriation for FY 2009-10 was $140.0 million. The costs
of the program were projected to eventually reach roughly $190 million per year.

House Bill 6453: Michigan Promise Tax Credit

The proposed tax credit under House Bill 6453 would effectively reimburse students eligible for the Promise
Grant but not receiving payments due to the elimination of the annual appropriation for the program—with the
exception of students leaving the state or not receiving some form of compensation in the year following
postsecondary completion, and with adelay in the time at which the credit/payment was received in many cases.

Specific provisions of the proposed credit include the following:
e The tax credit would be equal to $4,000 less the amount of any Promise Grant payments the taxpayer had

received prior to the program being defunded. The Department of Treasury would issue certificates to
eligible taxpayers specifying the amount of the credit ataxpayer was digible to claim.




e The credit would be refundable. That is, the portion of the credit exceeding a taxpayer's tax liability would
be paid to the taxpayer by the state as part of the taxpayer's refund.

e A Promise Zone Authority would receive the tax credit instead of the taxpayer if the taxpayer had
authorized such an arrangement.

e Consistent with the Promise Grant Act provisions, ataxpayer could have attended a public or private college
or university (including a community college) or a credential-granting postsecondary education ingtitution
approved by the Department of Treasury.

e The taxpayer would have to have completed an associate's degree, a vocational training program, or a
bachel or's degree within 10 years of initial enrollment at a postsecondary institution.

e Thetaxpayer (1) could not be claimed as a dependent on another taxpayer's return for the relevant tax year,
(2) would have to be a full-year resident of Michigan, and (3) would have to have received compensation
subject to withholding or from self-employment in the tax year following postsecondary completion.

Fiscal Impact
The Department of Treasury estimates the annual reductions in state revenue resulting from the creation of the
Promise Tax Credit would be asfollows:

Tax Year Fiscal Year Revenue L oss
2010 2010-11 $6.8 million
2011 2011-12 $31.0 million
2012 2012-13 $53.9 million
2013 2013-14 $105.2 million
2014 2014-15 $142.2 million
2015 2015-16 $156.4 million
2016 2016-17 $157.6 million
2017 2017-18 $158.9 million
2018 2018-19 $160.2 million
2019 2019-20 $161.5 million

The initia revenue loss would be minimal since (1) a large percentage of students (particularly those in
bachelor's degree programs) would not yet have completed a degree or certificate program and (2) some
taxpayers otherwise eligible for the credit would have received Promise Grant payments prior to the elimination
of the annual appropriation.*

Eventually, however, the credit would result in an annua reduction in state revenue of approximately $160
million per year.

The majority of the revenue loss (at least 77 percent) resulting from the credit would affect General
Fund/Genera Purpose revenue. The remainder would affect School Aid Fund revenue.
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! For example, a student graduating from high school in 2007 and completing a bachelor's degree in four years of study
would not be eligible to claim the tax credit until tax year 2012.

2




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts false
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


