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I. EXECUTIVE SUMMARY

Proposal A

Proposal A dramatically changed the tax structure in Michigan. Local school property taxes were
eliminated and voters were given the choice of funding schools with a higher sales or higher income
tax. Taxpayers voted fora higher sales tax along with a mix of changes in other taxes. The income
tax was affected in two ways. The rate was lowered to 4.4 percent on May 1, 1994, and the
homestead property tax credit decreased due to lower school property faxes. The overall effect of
these changes along with a stronger econonty in 1994 meant increased income tax revenues.

Returns and Revenue

In 1994, Michigan's personal income tax generated $4.7 billion in state revenues, after all credits and
refunds were paid. ‘ '

Net revenue increased $779.7 million (20.1 percent) from 1993 levels. Adjusted gross income
increased by $12.3 billion (8.7 percent) from 1993 to 1994.

Over 4.4 million returns were filed for the 1994 tax year, approximately 65,600 more than the
previous year.

Although the personal income tax was levied at the average nominal flat rate of 4.47 percent, the
effective tax rate varied from negative 7.6 percent for people having income under $2,000 to positive
3.5 percent for taxpayers with an adjusted gross income above $50,000. The overall effective rate
was 3.03 percent. The negative effective rates for lower incomes arise because some {axpayers
receive net payments from the state, due principally to the refundable credits for property taxes and
home heating expenses.

Property Tax Credit

Proposal A reduced property taxes about $3.3 billion in calendar year 1994. This tax cut reduced
the property tax burden and thereby reduced the need for property tax relief through the homestead
property tax credit. Nearly 1.12 million Michigan homeowners, renters and farmers received $435.4
million in property tax credits, including farmland preservation credits for 1994. The average
property tax rebate was $389.05. The total amount of property tax credits decreased by $605.6
million (58.2 percent) with 616,500 fewer taxpayers benefitting compared to tax year 1993,

Senior citizens received over $213.2 million in homestead property tax credits, a decrease of $229.4
million from tax year 1993. For the 400,900 senior citizens receiving homestead property tax
credits, the average credit was $531.83.




Home Heating Credit

Home heating credits totaled $77.6 million for tax year 1994 with 409,500 households qualifying
for an average credit of $189.43. Home heating credits increased $0.7 million from 1993 with 500

fewer taxpayers benefitting.

City Income Tax Credit

In 1994, city income tax credits were claimed by 932,400 taxpayers and amounted to $32.7 million.
This was a $2.5 million increase from the prior year with 29,500 more taxpayers claiming the credit.

College Contribution Credit

Over $19.1 million of 1994 credits were paid for contributions to Michigan colleges, libraries,
museums and public broadcasting stations, approximately the same compared to tax year 1993,
There were 244,900 taxpayers claiming this credit, a decrease of 8,600 from 1993.

Prescription Drug Credit

For tax year 1994, 39,500 taxpayers claimed $17.8 million in prescription drug credits. This is an
increase of 1,300 taxpayers and $1.0 million more than tax year 1993,

Homeless Shelter/Food Bank Credit
There were 95,400 taxpayers who claimed a homeless shelter/food bank credit for $6.2 million in

tax year 1994, Compared to tax year 1993, this represented an increase of $1.2 million with 13,100
more taxpayers claiming a credit. '

Medical Care Savings Account Credit

In tax year 1994, the initial year of the credit, 5,600 taxpayers claimed $0.09 million in medical care
savings account credits.




IT. INTRODUCTION

This report summarizes information regarding the Michigan individual income tax and income tax
exemptions and credits for tax year 1994, It is based on returns filed and processed in calendar year

1995.

Section III reports the history of the Michigan individual income tax. Section IV presents an
overview of the number of taxpayers, revenue collections, refunds, and effective tax rates. Section
V details the major income tax credits, while Section VI discusses the designated contributions listed
on the personal income tax form. Section VII compares Michigan's personal income tax to other
states. Section VIII lists the geographic pattern of revenue and credits by county.

The Federal Tax Reform Act of 1986 resulted in the most significant changes in Michigan's income
tax base since the state income tax was enacted in 1967. Section IX summarizes the Tax Reform
Act changes to Michigan's income tax base. Section X summatizes the Michigan Public Acts of

1994 that affected the Michigan income tax.

Section XI contains tables and charts presenting detailed data on returns, exemptions, credits,
revenue and effective rates. The analysis is based on a random sample of the 4.42 million returns
on file with the Michigan Department of Treasury. Details of the methods used in obtaining the
sample and estimates are available from Treasury's Budget and Accounting Division.







IIL. HISTORY OF THE MICHIGAN INDIVIDUAL INCOME TAX

The Michigan individual income tax became effective on October 1, 1967 under Public Act 281.
When originally enacted, the state income tax was levied at 2.6 percent and allowed a $1,200
personal exemption per dependent. The purpose for enacting a personal income tax was to help
eliminate a state budget deficit. On August 1, 1971, the personal income tax rate was raised to 3.9
percent. In 1973, the personal exemption was raised from $1,200 to $1,500 and the homestead
property tax credit was established. The income tax rate rose to 4.6 percent on May 1, 1975 to
replace revenue lost from the exemption of food and prescription drugs from the state sales tax.
Although scheduled to be rolled back to 4.4 percent on July 1, 1977, the state income tax rate was
permanently raised to 4.6 percent in 1977.

Michigan suffered from budget deficits in the early eighties with a slowing economy. In response,
the income tax rate was raised in 1982 and 1983. The state income tax was temporarily raised to 5.6
percent between April 1 and September 30, 1982. In 1983, the income tax rate was increased to 6.35
percent, In 1984, the income tax rate was lowered to 5.85 percent and to 5.33 percent in 1985 as the
budget deficit decreased. In 1986, the rate was lowered back to 4.6 percent. After voters passed
Proposal A in March 1994, the rate decreased to 4.4 percent on May 1, 1994.

Since Michigan income tax is based on federal adjusted gross income (AGI), changes in federal tax
law affect Michigan income tax collections. The Federal Tax Reform Act of 1986 resulted in many
changes of how federal AGI is caleulated and will be discussed in Section IX. Because the changes
increased the Michigan income tax base, the personal exemption was increased 40 percent from 1986
to 1990. The exemption increased to $1,600 in 1987, $1,800 in 1988, $2,000 in 1989 and $2,100
in 1990. Public Act 2 of 1995 increased the personal exemption to $2,400 in tax year 1995, The
exemption will remain at $2,400 in 1996 and increase to $2,500 in 1997. Public Act 3 of 1995
indexes the personal exemption to inflation and rounds it to the nearest $100 after tax year 1997.

The Michigan individual income tax is a flat rate tax. Graduated income tax rates are prohibited
by the Michigan constitution. Proposals to switch to graduated rates were defeated by voters in
1968, 1972 and 1976. A level of progressivity is achieved with credits and exemptions. Credits,
such as the homestead property tax credit, home heating credit, and special exemptions, help to make
the tax less burdensome on lower income taxpayers.

Income tax revenue is distributed to the General Fund/General Purpose (GF/GP) account, School
Aid Fund (SAF) and revenue sharing to local units. As of September 1996 the distribution formula
of income tax gross collections is as follows: 69.7 percent to GF/GP, 23.0 percent to the SAF and
7.3 percent to revenue sharing, Refunds and credits are paid from GF/GP. Beginning in fiscal year
1996-97, all revenue sharing will be paid from sales tax revenue.







IV. INCIDENCE OF THE INDIVIDUAL INCOME TAX

The Michigan individual income tax is based on federal adjusted gross income (AGI), with additions
(principally interest on obligations issued by other states) and subtractions (including income from
U.S. government obligations, military pay, most pension income, and income attributable to another
state). In 1994, a $2,100 per person personal exemption was allowed, while a $900 extra exemption
was provided for senior citizens, the handicapped and certain unemployed persons. Credits were
provided for property taxes, city income taxes, taxes paid to another state, home heating expenses,
contributions to Michigan colleges and food banks.

Over 4.1 million MI-1040 returns were filed for the 1994 tax year, which represented an increase
of 89,200 from 1993. The increase reflected greater economic activity in Michigan. An additional
297,600 "CR-only" returns (which only claim a property tax credit or home heating credit) were filed
for 1994, compared to 321,200 CR-only returns filed for 1993,

The personal income tax for 1994 generated $4.7 billion in net revenue which is total revenue after
all credits and refunds are paid. Income tax revenues increased $779.7 miltion (20.1 percent) from
1993. Part of the increase was due to the strong growth in the Michigan economy and part was due
to lower property tax credits as Proposal A reduced property taxes.

From 1980 to 1982, the number of returns declined due to the recession and decline in Michigan's
population (Exhibit 1). Returns increased from 1983 to 1990 as the economy performed better. In
1990, 1991, 1993 and 1994 taxpayers filed more than 4.0 million state income tax returns. Changes
in adjusted gross income reflect both real changes in income and definitional changes at the federal
level. For example, ending the federal dividend exclusion increased AGI beginning in 1987.

Even though the nominal personal income tax was levied at a flat 4.47 percent in 1994, exemptions
and credits helped to lessen the relative tax burden of taxpayers with lower adjusted gross income.
As shown in Exhibit 9, the effective tax rate varied from negative 7.6 percent for taxpayers in the
$0 - $2,000 AGI group to positive 3.5 percent for taxpayers with an adjusted gross income above
$50,000. Overall, the effective tax rate was 3.05 percent rather than the nominal 4.47 percent.
Taxpayers with adjusted gross income of less than $8,000 received net payments from the state,
mostly due to refundable credits for property taxes and the home heating credit. The effective rates
in Exhibit 9 were calculated before the deduction of the farmland credit (Public Act 116) because
distribution of this credit by AG! is not available. When farmland credits were subitracted, the
average effective rate dropped an additional .02 percentage points to 3.03 percent. The effective tax
rate is higher in 1994 than in 1993 ductoa reduction of property tax credits from Proposal A tax
changes. Exhibit 2 and Exhibit 3 report net revenue collections and average effective rates,
respectively.




Exhibit 1
Fifteen-Year History of Income Tax Rates and Revenue

Number Average
of 1040s Adjusted Gross  Average Nominal Effective
Year

_Filed | Income AGI Rate _Rate Revenue

1980 3,462,600 $64,173,171,300  $18,533 4.6% 2.65%  $1,703,335,600
1981 3,417,400 68,584,772,300 20,069 4.6 2.55 1,750,258,800
1982 3,310,400 68,143,666,500 20,585 5.1 2.81 1,916,702,400
1983 3,335,800 70,594,973,300 21,163 6.35 3.88 2,740,014,500
1984 3,450,900 79,819,877,500 23,130 5.85 3.76 3,001,955,165

1985 3,517,000 86,201,065,200 24,510 5.33 3.50 3,015,007,700

1986 3,729,300 96,915,547,900 25,988 4.6 3.04 2,942,762,400
1987 3,763,900  103,933,417,600 27,613 4.6 3.01 3,127,237,800
1988 3,880,300 116,315,971,600 29,976 4.6 2.95 3,436,724,700
1989 3,977,900 124,400,414,100 31,273 4.6 2.88 3,579,951,000
1990 4,022,300  127,897,387,600 31,797 4.6 2.85 3,647,260,200
1991 4,011,600  131,533,587,500 32,788 4.6 2.74 3,607,799,000
1992 3,984,600  134,802,283,400 33,831 4.6 2,77 3,730,007,100
1993 4,034,000 141,599,188,400 35,101 4.6 2.75 3,388,847,900

1994 4,123,200  153,895,394,200 37,324 4.47 3.03 4,668,579,100

Exhibit 10 details the effects of the personal exemption, various adjustments and credits on the
distribution of the Michigan income tax burden. The personal exemption and property tax credit
were the major provisions that reduced the effective tax rate. In addition, the personal exemption,
property tax credit and home heating credit make Michigan's income tax more progressive, since
these provisions decline as a percentage of AGI as income increases. In confrast, three
nonrefundable credits (city income tax, college contribution and taxes paid to another state) taken
together have a nearly proportional effect over the entire income range.




Exhibit 4 reveals the influence of the various exemptions and credits on the effective tax rate and
illustrates the data in Exhibit 10. The $2,100 personal exemption and property tax credit benefit
lower income taxpayers the most while reducing the effective tax rate for all taxpayers.

Michigan taxpayers claimed over 8.9 million personal exemptions for the income tax. Since the
amount of exemptions for some taxpayers is greater than their income, not all exemptions were used
at lower income levels. As noted in Exhibit 9, there were 7.5 million effective exemptions
(exemptions that actually offset income). At the very lowest income class (AGI less than $2,000),

the personal exemption offsets all income.

The tax data overstate the aggregate effective rate since taxpayers who itemize on their federal
returns may deduct their state income tax. For tax year 1994, 30.5 percent of Michigan taxpayets
itemized deductions on their federal income tax returns. Nationally, 28.9 percent of all taxpayers
itemized deductions on their federal income tax returns. With federal deductibility, 30.5 percent of
Michigan taxpayers offset part of their state income tax with lower federal tax liability. For
example, taxpayers in the 28 percent federal income tax bracket who itemized would have 28 percent
of their state income tax offset by lower federal income tax liability. Federal deductibility benefits
higher income people, because more high income people itemize their taxes and face higher marginal
tax rates. While providing relief for some taxpayers, federal deductibility reduces the progressivity

of the Michigan income tax.

Michigan income tax revenues are slightly income elastic. The elasticity of income tax revenue
before credits was 1.07 for the period 1969 to 1994. This means that for every 10 percent increase
(decrease) in personal income, revenues increased (decreased) 10.7 percent. Since credits rose at a
much higher rate than personal income, net income tax revenue responded nearly proportionally to
personal income. The income elasticity of net income tax revenue was 1.03. Michigan’s flat rate
and tax credits result in revenues being less elastic compared to states with graduated income tax

rates.




Exhibit 2
Individual iIncome Tax

Annual Collections
(billions of dollars) B4.7
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Source: Michigan Department of Treasury.

Exhibit 3
Individual Income Tax

Effective Tax Rate
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V. INCOME TAX CREDITS

Property Tax Credit

Michigan's property tax credit system is a "circuit breaker" system relating property taxes to total
income. When property taxes exceed specific income thresholds, the system "trips" to provide relief
to taxpayers. Senior citizens received the Jargest credits with other homeowners and renters also
eligible to receive the credits. Homeowners and renters receive credits equal to 60 percent of the
amount by which homestead property taxes (or 20 percent of rent for renters) are greater than 3.5
percent of income. Seniors receive a credit for 100 percent of their property taxes above specified

income percentages, as follows:

Percent Not

neome Refundable
$ 0 - $3,000 0.0%
$3,001 - $4,000 1.0%
$4,001 - $5,000 2.0%
$5,001 - $6,000 3.0%
Over $6,000 3.5%

Over 1.1 million Michigan taxpayers received $416.5 million of homestead property tax credits in
1995 (1994 returns) in the largest property tax relief program in the country. This amount
represented a decrease of $559.8 million from a year ago while 615,100 fewer taxpayers received
assistance. The reduction in credits resulted from property tax cuts that were enacted by Proposal
A. Senior citizens received $213.2 million of the credits, a $229.4 million decrease from 1993.
Exhibit § illustrates the amount of money paid to taxpayets for property tax credits compared to
other credits. :

Exhibit 5
- Individual Income Tax Credits
1994

{mlllions of dollars)

;_Lh—-‘ih 55 =

Property Tax Home Heating  Clty Income College Gontribution

N ]

]

Source: Michlgan Dapartment of Treasury,
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The average 1994 homestead property tax credit was $376.79 which was a $190.69 decrease from
a year ago. Senior citizens' credits averaged $531.83, a $274.03 decrease from 1993, Following is
a summary of the number of credits received by taxpayers, according to adjusted gross income
levels, total dollar amount of property tax credit and average credit.

Number of _
Adjusted Credits Dollar Amount Average
Gross Ipcome Allowed of Credits Credit
Under $10,000 477,100 $193,359,600 $405.28
$10,001 - $20,000 273,500 99,769,200 364.79
$20,001 - $50,000 287,500 96,945,900 337.20
Over $50,000 67,300 26.430.900 392.73
Totals 1,105,400 $416,505,600 $376.79

The table above and Exhibit 10 confirm that the homestead property tax credit is a progressive
element in the state income tax structure. Credits as a fraction of AGI decline continuously as
incomes rise. While accounting for only 3.3 percent of total AGI, taxpayers with AGI under $10,000
received about 46.4 percent of the total homestead credits. On the other hand, taxpayers with AGI
over $50,000 accounted for 61.5 percent of total 1994 Michigan AGI, but received only 6.3 percent
of total credits.

The farmland preservation program, Public Act 116 of 1974, provides property tax relief for farmers.
Under the farmland program, farmers may receive additional property tax relief by entering into an
agreement with the state not to convert the farmland to other uses for seven years. This program
benefitted approximately 13,700 farms in 1994, providing credits of $18.9 million for an average
credit of $1,378.

Public Act 269 of 1982 provides a special tax credit for senior citizens with high rent burdens. For
1994, this alternate credit is the amount by which rent paid exceeds 40 percent of household income.
In 1994, 15,100 senior citizens claimed an additional $6.1 miilion using this alternate caleulation.
These amounts represented a decrease of 4,200 people claiming the credit for $2.1 million less than
a year ago. The amount of this credit is included in the senior citizens' homestead property tax credit
statistics, but shown separately in Exhibit 13,

Home Heating Credit

The home heating credit program, designed to help low income taxpayers afford the high cost of
heating their homes, is financed with state and federal funds. The maximum credit allowable to a
household is based on the number of exemptions claimed by the household. (Senior citizen, disabled
and blind individuals are entitled to extra exemptions.)
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Home heating credits totaled $77.6 million for tax year 1994 with 409,500 households qualifying.

This represented a $0.7 million increase over the previous year while 500 fewer households received

assistance. Prior to 1991, recipients of Aid to Families with Dependent Children or General

Assistance were not eligible for this credit, but were provided comparable benefits from other state
and local programs. Of the $78.2 million of home heating credits claimed on the original filing of

a 1994 return, senior citizens received over $19.9 million,

Number of

Credits Dollar Amount Average

Allowed of Credits Credit
Senior Citizen 135,200 $19,931,100 $147.42
General 259,600 55,655,400 21439
Handicapped 14,600 2,476,800 169.64
Veteran 1,500 187.700 125.13
Totals 410,800 $78,251,000 $190.44

Approximately 50,200 taxpayers used the alternative calculation based on energy consumption
claiming credits worth $17.4 million. The average credit under the standard calculation was $156.34
compared to $346.86 under the alternative calculation, About 84.7 percent of the benefits provided
from this program went to people with household income under $10,000. Even among low income
households the credit was progressive. The credit represented 56.9 percent of income at the lowest
income group, but only 3.3 percent of income at the $10,000 level.

City Income Tax Credit

Partial credit is allowed for taxpayers who paid city income taxes to select Michigan cities. The
credit is based on amount paid less any refunds. The credit converts the flat rate income tax (1.0
percent for most cities) into a slightly progressive tax structure, For low income taxpayers the
effective rate for one percent cities is about 0.7 percent. The effective rate rises to one percent as
income rises. The credit is calculated as follows:

City Income Tax ' Credit

Under $100 20 Percent

$101 - $150 $20.00 + 10 percent of excess over 5100
Over $150 $25.00 + 5 percent of excess over $150

In 1994, 22 cities in Michigan levied an income tax: Albion, Battle Creek, Big Rapids, Detroit,
Flint, Grand Rapids, Grayling, Hamtramck, Highland Park, Hudson, lonia, Jackson, Lansing,
Lapeer, Muskegon, Muskegon Heights, Pontiac, Port Huron, Portland, Saginaw, Springfield and
Walker. City income tax credits amounted to $32.7 million for tax year 1994, a $2.5 million
increase from 1993, while the number of claimants increased by 28,500. The following table lists
the number of city income tax credits, total city income tax credits received and the average city
income tax credit for taxpayers at different levels of adjusted gross income.

12




Number of

Adjusted Credits Dollar Amount Average
Gross Income Allowed of Credits Credit
Under $10,000- 136,700 $ 1,660,700 $12.15
$10,001 - $20,000 158,800 3,717,100 23.41
$20,001 - $50,000 339,000 12,074,200 35.62
Over $50,000 297,900 15.248.800 51.19
Total 932,400 $ 32,700,800 $35.07

College Contribution Credit

Taxpayers may claim partial credits for contributions to Michigan colleges and universities, public
libraries and museums and public broadcasting stations. The credit is equal to 50 percent of the
amount contributed up to a maximum credit of $200 for a joint return (3100 single return). For
1994, 244,900 taxpayers received $19.1 million in credits. Credits remained the same from the prior
year when 253,500 taxpayers also received $19.1 million in credits.

Community. Foundation Credit

The community foundation credit, implemented in tax year 1989, is a partial credit for donations to
specified community foundations. The credit is equal to 50 percent of the donation up to a
maximum of $200 for a joint return ($100 single return). In tax year 1994, 11,500 taxpayers ¢laimed
$1.0 million in community foundation credits, This was an increase of 1,600 taxpayers and $0.2
million in credits from 1993.

Prescription Drug Credit

The prescription drug credit was established to help low income senior citizens pay for medication
prescribed by their doctor. The credit is calculated by subtracting 5 percent of household income
from unreimbursed prescriptions. The maximum credit is $1,200 for a joint return (3600 single
return). State law limits the total amount for all prescription drug credits and grants under a
pharmaceutical assistance program to $20 million. In tax year 1994, there were 39,500 taxpayers
who claimed $17.8 million in prescription drug credits. This was an increase of 1,300 taxpayers and
$1.0 million from tax year 1993,

13
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Homeless Shelter/Food Bank Credit

The homeless shelter/food bank credit provided a partial credit for cash donations to a qualifying
homeless shelter, food bank or food kitchen whose primary purpose is to give accommodations or
food to indigent persons. The credit is equal to 50 percent of the donation up to a maximum of $200
for a joint return ($100 single return). For tax year 1994, 95,400 taxpayers claimed $6.2 million in
food bank credits which represented an increase of 13,100 taxpayers and $1.2 million in credits
claimed over the previous tax year.

Medical Care Savings Account Credit

Created by Public Acts 289 and 290 of 1994, the medical care savings account credit allowed
taxpayers a partial income tax credit for contributions made by a taxpayer or on the taxpayer’s behalf
to a medical care savings account. Contributions are limited to $6,000 for a joint return ($3,000
single return) if both spouses qualify. The credit is computed by multiplying a taxpayer’s net
contribution by 3.3 percent. In the initial year of the credit, 5,600 taxpayers claimed $0.09 million

in credits.

14
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VI. DESIGNATED CONTRIBUTIONS

In 1994 taxpayers were able to designate $3.00 of their tax liability for the State Campaign Fund
which supports the state gubernatorial campaigns. In 1994, taxpayers contributed $1,420,000 to the

State Campaign Fund.

The Children's Trust Fund (CTF), created by Public Act 211 of 1982, allows taxpayers to donate a
portion of their income tax refund or increase their liability to finance this cause. Contributions are
returned to local communities and dedicated to the prevention of child abuse. In 1994, 63,375 filers

contributed $697,414 toward the CTE,

The Michigan Non-Game Wildlife Fund, created by Public Act 189 of 1983, allows taxpayers to
designate a portion of their refund or increase their liability to support the Fund. Contributions are
used for research and management of non-game fish and wildlife. There were 58,056 returns
designating $576,111 in Non-Game Wildlife Fund contributions in 1994.

15







————

VII. INTERSTATE COMPARISONS

In 1994, Michigan along with six other states (Colorado, Connecticut, Illinois, Indiana,
Massachusetts and Pennsylvania) had a flat rate income tax. Seven states (Alaska, Florida, Nevada,
South Dakota, Texas, Washington and Wyoming) had no state personal income tax. Two states
(New Hampshire and Tennessee) taxed only dividend and interest income. All of the other states
had a graduated income tax system. A comparison of state income tax burden per person and by tax
revenue as a percent of personal income is shown in Exhibit 6.

In fiscal year 1994, Michigan ranked 11th in income taxes per person with Massachusetts ranking
first overall. Michigan ranked 12th in state income taxes as a percent of personal income with
Oregon ranking first. Michigan's income tax, as a percent of personal income at 2.64 percent, was
0.55 percentage points above the U.S. average, but only 0.11 percentage points above the average
for the 41 states with a general income tax.
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Exhibit 6

State Individual Income Taxes for FY 1994
Per Person and Percent of Personal Income

Per Person
Individual income Taxes
Income as a Percent
State Taxes Rank of Personal Income Rank
Alabama $324 38 1.81% 36
Alaska No Tax 44 No Tax 44
Arizona $345 37 " 1.80% a7
Arkansas $391 34 2.32% 25
California $559 id 2.50% 19
Colorado $526 17 2.36% 22
Connecticut $683 8 2.35% 24
Delaware $772 5 3.36% 7
Florida No Tax 44 No Tax 44
Georgia - $507 19 2.51% 18
Hawaii $817 4 3.40% 5
Idaho $497 20 2.70% 10
Ninois $429 28 1.82% 35
Indiana $524 18 2.59% 14
lowa $533 16 2.64% 11
Kansas $468 24 2,25% 28
Kentucky $452 26 2.55% 16
Louisiana $226 40 1.20% 40
Maine $496 21 2.54% 17
Maryiand $645 g 2.59% 13
Massachusetts $946 1 3.68% 2
|Michigan $585 11 2.64% 12]
"Minnesota $755 [} 3.39% [
Mississippi $239 39 1.51% . 3g
Missouri $406 30 1.97% 34
Montana $404 32 2.27% 27
Nebraska 344 27 2.12% 3
MNevada No Tax 44 No Tax 44
New Hampshire $32 42 0.13% 42
New Jersey $566 13 2.04% 33
New Mexico $349 36 2.05% 32
New York $883 2 3.43% 3
North Carolina $607 10 3.10% 8
North Dakota $214 41 1.15% 41
Chio $480 25 2.20% 29
Oklahoma $404 31 2.29% 26
Oregon $837 3 4.09% 1
Pennsyivania $363 33 1.77% 38
Rhode Island $531 16 2.41% 21
South Carolina $420 29 2.36% 23
South Dakota No Tax 44 Ne Tax 44
Tennessee $19 43 0.10% 43
Texas No Tax 44 No Tax 44
Utah $485 23 2.82% g
Vermont $493 22 2.45% 20
Virginia $582 12 2.59% 15
Washington No Tax 44 No Tax 44
West Virginia $367 35 2.16% 0
Wisconsin 5716 7 3.43% 4
Wyoming No Tax 44 No Tax 44
U.S. Average $453 2.09%
U.S. Average for States
with a general income tax $553 2.53%

Nole: Tennessee and New Hampshire only tax dividend and interest income,

Source: Census Bureau and Bureau of Economic Analysis, 1.8, Depariment of Commarce.

Complled by: Office of Revenue and Tax Analysis, Michigan Department of Treasury.
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Exhibit 7

State Income Taxes Per Person
Great Lakes Region

FY 1994
$716
$585
- $624 $518
: $460 ~ $453 5429
Wisconsin Michigan Indiana Great Ohio u.s. llinois

Lakes
Source: Advisory Commnission on Intergovernmental Relations, “Slgnificant Features of Fiscal
Federallsm."

Exhibit 8
State Income Taxes

Percent of Personal Income
Great Lakes Region

FY 1994
3.43%
2.84% 259% -
2.37% )
==y 2.20%  2.00%
1.82%
Wisconsin Michigan Indiana Great Ohio U.s. {llinois
Lakes

Source: Advisory Commission on intergovemmentat Relations, "Significant Fealures of Fiscal Federallsm.”
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VIII. GEOGRAPHIC PATTERN OF TAX AND CREDITS

Exhibit 18 reports the distribution of income tax collections and property tax and home heating
credits. Since farms receive special treatment for the homestead property fax credit and the separate
farmland credit, rural counties benefit substantially from these programs.

Exhibit 19 provides a ranking by county of average AG], percentage change in average AGI, average
income tax before and after credits, credits as a percentage of income tax before credits, ratio of

property tax credits to returns filed and average property tax credit.

Following is a summary of Exhibit 19.

Average AGI

Percent Change in Average AGI
1993-1994

Average Income Tax Before Credits

Average Income Tax After Credits

Income Tax Credits as a Percent
of Tax Before Credits

Ratio of Property Tax Credits
to 1040s Filed

Average Property Tax Credits

County High
Average County
$£35,354 $46,769
Qakland
5.35% 97.01%
Roscomimocn
$ 1,266 $1,786
Oakland
$1,118 $ 1,611
QOakland
11.68% 44.01%
- Huron
27.36% 47.44%
Huron
$392 $697
Huron

Low

County

$18,560
Alcona

(29.30)%
Missaukee

$373
Alcona

$251
Alcona

5.56%
Keweenaw

6.28%
Keweenaw

$136
Baraga

Average AGI and income tax are caloulated using the number of 1040s reporting positive AGL

Property tax credits include farmland preservation (Public Act 116) credits.
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IX. FEDERAL TAX REFORM ACT OF 1986

Since the starting point for calculating Michigan income tax is federal AGI, revenue can be
influenced by changes in Federal tax law. The Michigan income tax base increased due to
significant changes in 1986. In response, the personal exemption was raised over a period of years
from $1,500 in 1986 to $1,600 in 1987, $1,800 in 1988, $2,000 in 1989, and rose to $2,100 in 1990,
which is the value in 1994,

Following are the six federal tax reform changes to which Michigan conformed.

1.

Restrict IRAs

The allowable IRA deduction is reduced or eliminated for active participants in an
employer-maintained retirement plan with income over a limit. The phase-out of the
deduction begins for a single person at $25,000 income, $40,000 for a joint return. The IRA
deduction is zero when AGI is $10,000 more than the phase-out amount.

Limit Tax Shelters

Deductions from tax shelters (losses from "passive activities") now may only be used to
offset income from passive activities. ‘

. Eliminate Capital Gains Exclusion

Beginning in 1987, the 60 percent long-term capital gains deduction is repealed. All capital
gains will be taxed as ordinary income.

End Dividend Exclusion

Beginning in 1987, the exclusion of the first $100 of dividend income ($200 on a joint
return) is eliminated.

Change Depreciation

Depreciation allowances on real property generally are slowed while depreciation
allowances on personal property are generally accelerated.

Limit Deductible Expenses

Moving expenses and employee business expenses not reimbursed by an employer are no
longer deductible as an adjustment to gross income. These expenses now may be taken as
an itemized deduction for federal income taxes. They are not deductible for Michigan
income taxes as Michigan does not allow itemized deductions. Note: Moving expenses
were restored as an adjustment to income beginning with the 1994 tax year.
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1.

The three changes modified are:

Eliminate Personal Exemption for Dependents

A person eligible to be claimed as a dependent on another person's return may no longer
claim a personal exemption on histher federal return. For 1994, if these persons have an
AGI of $1,500 or less, they are exempt from Michigan income tax. Other dependents may
claim on their Michigan income tax return an exemption of $1,000 in 1994.

Eliminate Double Personal Exemption for Senior Citizens and the Blind

Michigan law offsets the federal elimination of the double exemption for the blind by
providing a special personal exemption for these persons. The special exemption is for the
amount necessary to provide a $3,000 total exemption for the elderly and biind, the amouint
of exemption received prior to 1987. Therefore, in 1994 the special exemption was $900.

Tax All Unemployment Compensation

Prior to 1987 unemployment compensation was exempt from federal income tax if AGI plus
unemployment compensation was less than $12,000 for a single person or $18,000 for a
joint return. All or a portion of unemployment was taxable at incomes over the threshold.
Now all unemployment compensation is subject to federal income tax. Michigan law
modifies the change by providing a special personal exemption if 50 percent or more of
adjusted gross income is from unemployment compensation, The special exemption was
$900 in 1994,
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X. 1994 PUBLIC ACTS
INCOME TAX

Public Act 119 provided information in the income iax instruction booklet about purchase of an
annual state park motor vehicle permit. This act allowed for administration procedures such as
allowing a taxpayer to indicate the school district where the taxpayer resides and printing a summary
of state expenditures and revenues by major category.

Publie Act 256 extended the community foundation credit and homeless food bank credit through
tax year 1997. In addition, this act removed the cap on the total credit amount reimbursed by the

state.

Public Acts 268 and 269 increased the private pension exemption to $30,000 for a single filer and
$60,000 for a joint filer and indexed the exemption to inflation. Also, seniors without pension
income were allowed an interest and dividend exemption of $1,000 for a single filer and $2,000 for
a joint filer, The amount of income tax revenue dedicated to revenue sharing was increased from
6.91 percent for periods before May 1, 1994, to 7.21 percent for collections for periods after April
30, 1994 and before October 1, 1994, to 7.30 percent for collections for periods after September 30,

1994,

Public Acts 289 and 290 established medical care savings accounts and provided a credit for
contributions made to medical care savings accounts.

Public Act 298 reduced revenue sharing to counties by $7.827 million in fiscal year 1993-94 and

by $10.0 million in fiscal year 1994-93. For cities, villages and townships, revenue sharing was
reduced by $30.3 million in fiscal year 1993-94 and by $40.6 million in fiscal year 1994-95.
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XI. DATA TABLES AND CHARTS
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Exhibit 21

Average Adjusted Gross Income by County
1994

$20,000 - $29,999

$30,000 - $39,999

$40,000 and Higher

Source: Office of Revenue and Tax Analysis, Michigan Depariment of Treasury.
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._ Less Than $250
% $250 - $349.99
| $350 - $449.90
$450 and Higher

Source: Office of Revenue and Tax Analysis, Michigan Department of Treasury.

Exhibit 22

rty Tax Credits by County
1994

Average Prope
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