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June 29, 2007

BUSINESS TAX APPROVED

Following approval by a bi-partisan House-Senate Conference Committee yesterday afternoon, the House and Senate immediately approved a new business tax to replace the Single Business Tax (SBT) which will expire December 31, 2007.  The House approved the measure by a 75-34 vote and the Senate passed the bill with a 32-3 vote.  The Governor stated she will sign the measure.  According to legislative leaders the complex legislation is designed to replace the   $1.9 billion generated by the existing SBT.  Officials acknowledged that there will likely need to be technical changes enacted to the bill and they expect those amendments will be enacted in the fall.

The Michigan Chamber of Commerce opposed the bill indicating they are convinced the legislation will result in an overall tax increase on business.  Chamber officials stated they had found many flaws in the bill’s language including at least 35 “backdoor” tax increases on business.  They also stated there are changes that will have to be made to prevent a flood of litigation.

Two-thirds of the new Michigan business tax will be based on a company's gross receipts, which will be taxed at about .8 percent.   To establish a company's gross receipts, total revenues will be reduced by the cost of tangible property.   Contracting firms will be permitted to deduct the cost of sub-contractors and LLC companies will be able to deduct the cost of salaries paid to            co-owners.  The profits tax will be based on a company's federal taxable income - or the comparable amount for partnerships and subchapter S corporations - and taxed at 4.95 percent.  Small businesses will have the option to pay an alternative tax of 1.8 percent.

Offsetting the taxes are a series of credits, including a major series of credits on the personal property tax, especially for manufacturing companies.  The tax establishes a 35 percent personal property tax credit for all businesses.   Industrial personal property would also be exempt from both the 6-mill state education tax and the 18-mill local school property tax, meaning that industrial companies would see an effective personal property tax credit of nearly 65 percent.  In addition, the tax establishes a compensation credit of .37 percent and an investment tax credit of 2.9 percent of the cost of new capital assets.  It should be noted that local units of government will be held harmless for the lost revenue resulting from the personal property tax credit.

Also established are research and development credits, and for smaller businesses, (those with gross receipts of less than $25 million) the tax establishes a Michigan Entrepreneurial Credit for the tax years 2008-2010 if the companies create at least 20 jobs and invested at least $1.25 million for each year.  The tax provides the greatest reward to companies that are headquartered in the state and do business in Michigan.  Additional analyses of the Michigan Business Tax will be forwarded as they are developed.
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