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April 26, 2007

HOUSE DEMOCRATS “MICHIGAN BUSINESS TAX” PROPOSAL

The House Democrats proposed a replacement plan to the Single Business Tax (SBT) today that would have businesses paying a 6.95 percent tax on business income (profit) and a 0.488 percent tax on net worth with a lower 0.318 percent rate for the financial, insurance and real estate sector.  The substitute to House Bill 4367, sponsored by Representative Barb Farrah (D-Southgate), which is the key legislation to the Democratic SBT replacement plan, will be tie-barred to bills that are part of Governor Jennifer Granholm’s plan to bring personal property relief to businesses.

Principles and Details of the plan include:

Business investment in Michigan

· $700 million in new credits for in-state compensation, investment, and research and development.  

· New Michigan Economic Growth Authority (MEGA) credit to match the investment of established companies in new start-up research companies.

· Single sales factor apportionment and market-based sourcing.

· Small Business tax relief including:

· $350,000 gross receipts filing threshold and gradual phase-in through $700,000.

· Small business with less than $10 million in gross receipts and income for a single owner not over $115,000 can opt to pay a tax of 1.8 percent of adjusted business income.

· No minimum tax.

· Federal “physical presence” nexus standard for income tax and broader nexus standard for the worth tax.

· SBT credits retained include: start-up business credit, early state venture investment credit, Next Energy credit, supplemental worker’s compensation credit, Community Foundation credit, charitable contributions credit, and homeless shelter/food bank credit.

Maximum personal property tax relief

· Exemption for commercial and industrial personal property on 18 mill local school operation millage and 6 mill State Education Tax.

· Additional 50 percent refundable credit for industrial personal property taxes paid.

· The exemptions eliminate an average of 46 percent personal property tax for commercial businesses and 73 percent for manufacturers.

· SBT credits retained include: Renaissance Zone credit, Historic Rehabilitation credit, and the Brownfield credit.

Fair and equitable tax distribution 

· Rebate trigger in revenues exceed revenue neutral by 10 percent or more; excess is rebated pro rata through a credit on the subsequent year’s tax liability to taxpayers who claimed a credit for compensation, investment, or research and development.

· The tax on insurance companies increases from 1.07 percent to 1.25 percent, but insurers will retain credits from the SBT.

· Mandatory unitary filing requires groups of companies under common ownership or control to combine their business activity for tax filing purposes.

Karoub Associates will continue to update you on the Single Business Tax replacement plans as they progress through the Legislature and Administration.
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