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Simple, Fair and Efficient

e Michigan’s business tax structure has long been a barrier to
job growth. The MBT (and the SBT before it), are both
complicated and unfair. The MBT uses an elaborate system of
credits to give preferences to certain businesses, leaving
many others with an unreasonably high liability, even in the
absence of profits.

e This culture of picking winners and losers is not conducive to
job growth. Our employers deserve a system that is fair,
treating Michigan job providers the same, regardless of
industry or access to decision makers.
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Business Tax Reform

e We need a low, competitive rate that makes the statement
that Michigan is “open for business.” Jobs are our top
priority, and job growth is the only way to achieve true long
term structural balance in our budget.

e We need a simple tax code that is predictable and easy to
comply with.
 The Governor’s proposed Corporate Income Tax achieves

these objectives and would be an important and major step
toward creating an environment where jobs can flourish.
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Important Elements of the Plan

 For decades, Michigan has levied a double tax on pass through entities (LLCs, S Corporations,
Partnerships and Sole Proprietors) — all of which pay both the personal income tax and the
MBT on all business profits. The corporate income tax ends that practice as it only applies to
C Corporations, exempting all such pass through entities. Thus, over 95,000 small and mid-
sized businesses would not even have to file a tax return.

e The tax base is tied to Federal Taxable Income, making it the simplest State Corporate Tax
Code in the country. As often described by the Governor, the tax works like this: Take you
federal taxable income, times 6%, get a number, write a check, go run your business. Simple,
Fair and Efficient.”

 The rate would be a flat 6% with a single sales factor apportionment. This represents a
nearly $1.8 billion tax cut for Michigan employers.

* The extensive credit scheme of the previous tax is wiped clean, abandoning the practice of
picking winners and losers.

e Existing certificated credit awards will be honored, but there will be no new awards.

e The Small Business Alternative Rate would be maintained, as would the Insurance Premiums
Tax and the Financial Institutions Tax.
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Corporate Income Tax

* The Corporate Income Tax provides a fair and
competitive rate for all tax payers. It will help
create a positive environment for job creation
across all industries without picking winners
and losers. More jobs mean more

opportunity and prosperity for our kids and
grandkids.

)%; State of Michigan
,{ = j@‘* Executive Office

I



Individual Income Tax Reform

e The same value of shared sacrifice and model of simple, fair and
efficient is also being applied to the Individual Income Tax. The
overarching goal with this tax reform proposal is to create an
environment for job growth, maintain important services for those
in need, and to structurally fix Michigan’s budget in a complete and
comprehensive way.

* |In current law, the income tax rate is set to decline from 4.35% to
4.25%. Our plan incorporates this rate reduction.

e Additionally, our plan would end most exemptions and credits,
treating income the same, regardless of source. This includes
ending the exemption for both public and private pensions as well
as discontinuing the state’s Earned Income Tax Credit.
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Tax Reform

 Michigan is one of only three states in the nation that exempt most or
all of pension income from state income tax. The average senior will
not reach a tax liability until over $40,000 in household income. Also,
over $26 billion in social Security income in Michigan is exempt.

e Onthe EITC, it is crucial to note the generous Federal EITC remains in
place. The Federal EITC is the real driver here—not the state add on.

e This plan takes substantial steps to mitigate liability for those in need.

* The Personal Exemption of $3,700 is maintained, but phased out after
$75,000 for individuals and $150,000 for joint filers. The disability
exemption and all military exemptions are maintained as is.
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Tax Reform

e The Homestead Property Tax Credit is maintained but modified to
treat tax payers more evenly. Instead of having some tax payers at
100% and others at 60% credit, we give all of those who qualify an
80% credit. The credit phases out between $61,000 and $70,000.
This credit also applies to rent and therefore it insures that most
low income people would not achieve a positive state tax liability.

e For seniors, all Social Security Income remains exempt from
taxation.

e These tax changes represent the shared sacrifice needed to move
Michigan forward. Most credits and exemptions on the personal
and business side are eliminated in the interest of giving a
competitive and fair rate to everyone.
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Summary

At the same time, the budget is structurally balanced, protecting
priority areas and helping those that are truly in need.

e |tiscritically important to create an environment where jobs
can grow. A return to opportunity and prosperity is the best
way to keep our young people here in Michigan.

 This budget and tax reform message represents a clear
departure from the past where the can was continually kicked
down the road. We have the opportunity to change the course
of our state and we look forward to partnering with you in this
effort to reinvent Michigan.
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