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

A Plenty, buté

A Do enough people know about
the MBT?
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What & the agenda?

A What is the Michigan Business
Tax and how does it work?

A How does the MBT affect
economic development?

A What does it mean?
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What Is the Michigan Business
Tax?
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The MBT In one sentence

What: The MBT Is a three-part tax levied on
all entities that do business In
Michigan, and includes incentive
credits.

A Consistent source of state revenue

Why: A Vebhicle for economic development
programs
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Four main components

X Business Income Tax

X Modified Gross Receipts Tax
X Surcharge

X Credits

Special Circumstances:
X Financial institutions are taxed on net capital
X Insurance firms  are taxed on gross direct premiums
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Business Income Tax (BIT)

What: A 4.95% tax on profit

A fBusiness Incomedbased on federal
standard

A Not unique to Michigan

A Response to SBT criticism

A Familiar to tax community, but
revenue fluctuates
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Modified Gross Recelpts Tax (MGRT)

A 0.8% tax on revenue
(with some things left out)
A Tax base is unique to Michigan

What:

A MBT designed as a broadbased,
Why- low-rate tax

A More consistent revenue source
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What:

What is left out of the MGRT?

A Inventory

A Newly acquired depreciable assets
A Materials & supplies

A Taxes & Other Fees

A Deduction for modified ftost of
goods soldo (does not include labor
COStS)

A Eliminates the ftax on a taxo
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Surcharge

What: A 21.99% levy on tax liability from BIT
and MGRT

A Scheduled to end in 2017

Why A Revenue replacement for failed sales
tax on services
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Credits

What:

A Numerous credits for desired
behavior

A Vebhicles for economic development

Why programs
A Incent businesses to invest in
Michigan
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Four main components

X Business Income Tax

X Modified Gross Receipts Tax
X Surcharge

X Credits

Special Circumstances:
X Financial institutions are taxed on net capital
X Insurance firms  are taxed on gross direct premiums
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How does it work?



MICHI( AN

ECONOMIC DEVELOPMENT CORPORATION

THE UPPER HAND

Questions to ask:

Does the firm ndo Db

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

How much business do they have In
Michigan?
If the business has less than $350,000 in revenue

from Michigan, they do not need to file or pay
the tax.
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Questions to ask, continued:

| s t he busi ness a nur

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

The MBT does not care how a business Is
structured. If you do business in Michigan, you
are taxable under the MBT.
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Calculation Apportioned to
Michigan
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+ Surcharge (21.99% of BIT &
MGRT)

I Credits

Total MBT Liabllity
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What:

Apportionment

Sales in Michigan
Sales Everywhere

A Tax base only applies to Michigan
sales

A iSingle factor apportionmento does
not deter capital investment or job
creation
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More about the surcharge

Business Income Tax
+ Modified Gross Recelpts Tax

MBT Liability before Credits

}

MBT Liability before Credits
X 21.99% Surcharge

Total Surcharge
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Calculation
$350K Filing Threshold

Business Income Tax (4.95%)

+ Modified Gross Recelpts Tax
(0.8%)

+ Surcharge (21.99% of BIT &
MGRT)

I Credits

Total MBT Liabllity
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Economic development toolbox

A Investment Tax Credit

A Compensation Credit

A Research & Development Credit
A Personal Property Tax Relief

A Small Business Credits

A Other Incentives
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Investment Tax Credit

A 2.9% credit on total amount of
What: rdepreciable asset (M&E, furniture
' & fixtures, real estate, etc.)
purchased in Michigan during tax
year

A Slightly lower rate in 2008

A Retained credit from the SBT

Why: A Designed to encourage capital
Investment in Michigan
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Compensation Credit

A 0.37% credit on amount of Michigan

What' fcompensationo

A fCompensatiomincludes wages, salaries,
bonuses, employer-paid insurance & other
benefits

A Slightly lower rate in 2008

A Direct response to inclusion of
Why: compensation in the SBT® tax base

A Definition of ftompensationdis a
copy of the definition in the SBT
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Note:

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

(Slightly lower cap in 2008.)
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Research & Development Credit

A 1.9% credit on R&D expenses made in
Michigan
What: A Tied to federal fResearch Tax Credid (IRC
Sec. 41) 1 watch Mualified Research
Activitieso
A Wages, supplies, some contractual
expenses are eligible

A Encourage R&D activity in Michigan

A Response to criticism that Michigan
does not have an R&D credit
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Another note:

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

A Business tax reform included significant
What: personal property reductions

A Industrial personal property exempt
from 24 mills

A Commercial personal property exempt
from 12 mills

A 35% refundable credit on industrial
personal property taxes paid

Why: A Lower personal property taxes
encourages capital investment
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Personal Property Tax Relief

A PA 198 property eligible for 24 mill
exemption

Note: A Leased personal property is always
Ot€. treated as commercial (i.e. only 12
mill reduction & no MBT credit)

A Could mean major tax reductions for
some firms (25% - 65% average
reductions)
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Small Business Credits

A Businesses under $350K in Michigan
What: revenue do not file or pay tax

A Businesses between $350K and
$700K in revenue are eligible for a
riSmoothingo credit

A Designed not to hinder small

Why: pusiness growth
A Responds to criticism that SBT had
a rcliffo
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$1,000,000,001 and Over
$750,000,001 - $1,000,000,000
$500,000,001 - $750,000,000
$250,000,001 - $500,000,000
$100,000,001 - $250,000,000
$90,000,001 - $10,000,0000
$80,000,001 - $90,000,000
$70,000,001 - $80,000,000
$60,000,001 - $70,000,000
$50,000,001 - $60,000,000
$40,000,001 - $50,000,000
$30,000,001 - $40,000,000
$20,000,001 - $30,000,000
$10,000,001 - $20,000,000
$5,000,001 - $10,000,000
$2,500,001 - $5,000,000
$1,000,001 - $2,500,000
$750,001 - $1,000,000
$500,001.-$7350,000
£350,001 - $500,000

$0 - $350,000

Number of Firms

10.000 20,000

30,000

40.00C

50,000
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Source: Office of Revenue and Tax Analysis, Michigan Department of Treasury




