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One year and three months later, 
what do we know about the MBT?

ÅPlenty, buté

ÅDo enough people know about 
the MBT?



What ôs the agenda?

ÅWhat is the Michigan Business 
Tax and how does it work?

ÅHow does the MBT affect 
economic development?

ÅWhat does it mean?



What is the Michigan Business 
Tax?



The MBT is a three-part tax levied on 
all entities that do business in 

Michigan, and includes incentive 
credits.

ÅConsistent source of state revenue

ÅVehicle for economic development 
programs

The MBT in one sentence

What:

Why:



X Business Income Tax

XModified Gross Receipts Tax

X Surcharge

XCredits

Four main components

Special Circumstances:
X Financial institutions are taxed on net capital
X Insurance firms are taxed on gross direct premiums



Å4.95% tax on profit

ÅñBusiness Incomeòbased on federal 

standard

ÅNot unique to Michigan

ÅResponse to SBT criticism

ÅFamiliar to tax community, but 
revenue fluctuates

Business Income Tax (BIT)

What:

Why:



Å0.8% tax on revenue

(with some things left out )

ÅTax base is unique to Michigan

ÅMBT designed as a broad-based, 
low-rate tax

ÅMore consistent revenue source

Modified Gross Receipts Tax (MGRT)

What:

Why:



ÅInventory

ÅNewly acquired depreciable assets

ÅMaterials & supplies

ÅTaxes & Other Fees

ÅDeduction for modified ñcost of 
goods soldò(does not include labor 

costs)

ÅEliminates the ñtax on a taxò

What is left out of the MGRT?

What:

Why:



Å21.99% levy on tax liability from BIT 
and MGRT

ÅScheduled to end in 2017

ÅRevenue replacement for failed sales 
tax on services

Surcharge

What:

Why:



ÅNumerous credits for desired 
behavior

ÅVehicles for economic development 
programs

ÅIncent businesses to invest in 
Michigan

Credits

What:

Why:



X Business Income Tax

XModified Gross Receipts Tax

X Surcharge

XCredits

Four main components

Special Circumstances:
X Financial institutions are taxed on net capital
X Insurance firms are taxed on gross direct premiums



How does it work?



If a business is here or they attempt to use the 
Michigan market, they are taxable under the 

MBT.

If the business has less than $350,000 in revenue 
from Michigan, they do not need to file or pay 

the tax.

Questions to ask:

Does the firm ñdo businessò in Michigan?

How much business do they have in 
Michigan?



Related businesses may have to file a combined 
return under the MBT.

Questions to ask, continued:

Is the business a ñUnitary Business Groupò?



The MBT does not care how a business is 
structured.  If you do business in Michigan, you 

are taxable under the MBT.

Note:



Business Income Tax (4.95%)

+ Modified Gross Receipts Tax 
(0.8%)

+ Surcharge (21.99% of BIT & 
MGRT)

ïCredits

Total MBT Liability

Calculation
$350K Filing Threshold

Apportioned to 
Michigan



Sales in Michigan

Sales Everywhere

ÅTax base only applies to Michigan 
sales

ÅñSingle factor apportionmentòdoes 
not deter capital investment or job 
creation

Apportionment

What:

Why:



Business Income Tax

+ Modified Gross Receipts Tax

MBT Liability before Credits

MBT Liability before Credits

x 21.99% Surcharge

Total Surcharge

More about the surcharge



Business Income Tax (4.95%)

+ Modified Gross Receipts Tax 
(0.8%)

+ Surcharge (21.99% of BIT & 
MGRT)

ïCredits

Total MBT Liability

Calculation
$350K Filing Threshold



ÅInvestment Tax Credit

ÅCompensation Credit

ÅResearch & Development Credit

ÅPersonal Property Tax Relief

ÅSmall Business Credits

ÅOther Incentives

Economic development toolbox



Å2.9% credit on total amount of 
ñdepreciable assetsò(M&E, furniture 
& fixtures, real estate, etc.) 
purchased in Michigan during tax 
year
ÅSlightly lower rate in 2008

Å Retained credit from the SBT

Å Designed to encourage capital 
investment in Michigan

Investment Tax Credit

What:

Why:



Å0.37% credit on amount of Michigan 
ñcompensationò

ÅñCompensationòincludes wages, salaries, 
bonuses, employer-paid insurance & other 
benefits

ÅSlightly lower rate in 2008

Å Direct response to inclusion of 
compensation in the SBTôs tax base

Å Definition of ñcompensationòis a 

copy of the definition in the SBT

Compensation Credit

What:

Why:



The Investment Tax Credit and Compensation 
Credit cannot exceed 52% of total MBT liability.

(Slightly lower cap in 2008.)

Note:



Å1.9% credit on R&D expenses made in 
Michigan

ÅTied to federal ñResearch Tax Creditò(IRC 
Sec. 41) ïwatch ñQualified Research 
Activitiesò

ÅWages, supplies, some contractual 
expenses are eligible

Å Encourage R&D activity in Michigan

Å Response to criticism that Michigan 
does not have an R&D credit

Research & Development Credit

What:

Why:



The ITC, Compensation, and R&D credits cannot 
exceed 65% of total MBT liability.

Another note:



ÅBusiness tax reform included significant 
personal property reductions

ÅIndustrial personal property exempt 
from 24 mills

ÅCommercial personal property exempt 
from 12 mills

Å35% refundable credit on industrial 
personal property taxes paid

Å Lower personal property taxes 
encourages capital investment

Personal Property Tax Relief

What:

Why:



ÅPA 198 property eligible for 24 mill 
exemption
ÅLeased personal property is always 

treated as commercial (i.e. only 12 
mill reduction & no MBT credit)
ÅCould mean major tax reductions for 

some firms (25% - 65% average 
reductions)

Personal Property Tax Relief

Note:



ÅBusinesses under $350K in Michigan 
revenue do not file or pay tax
ÅBusinesses between $350K and 

$700K in revenue are eligible for a 
ñSmoothingòcredit

Å Designed not to hinder small 
business growth

Å Responds to criticism that SBT had 
a ñcliffò

Small Business Credits

What:

Why:



Number of Firms

0 10,000 20,000 30,000 40,000 50,000 60,000

$0 - $350,000

$350,001 - $500,000

$500,001 - $750,000

$750,001 - $1,000,000

$1,000,001 - $2,500,000

$2,500,001 - $5,000,000

$5,000,001 - $10,000,000

$10,000,001 - $20,000,000

$20,000,001 - $30,000,000

$30,000,001 - $40,000,000

$40,000,001 - $50,000,000

$50,000,001 - $60,000,000

$60,000,001 - $70,000,000

$70,000,001 - $80,000,000

$80,000,001 - $90,000,000

$90,000,001 - $10,000,0000

$100,000,001 - $250,000,000

$250,000,001 - $500,000,000

$500,000,001 - $750,000,000

$750,000,001 - $1,000,000,000

$1,000,000,001 and Over

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


