SB0486, As Passed House, December 13, 2001

REPRI NT
SUBSTI TUTE FOR
SENATE BILL NO 486
(As passed the Senate Novenber 29, 2001)

A bill to anmend 1975 PA 228, entitled
"Singl e business tax act,”
by anendi ng section 9 (MCL 208.9), as amended by 1998 PA 539.

THE PEOPLE OF THE STATE OF M CHI GAN ENACT:

Sec. 9. (1) "Tax base" neans business inconme, before appor-
tionnment or allocation as provided in chapter 3, even if zero or
negati ve, subject to the adjustnents in —subsections—{2y—to(9)
TH S SECTI ON.

(2) Add gross interest inconme and dividends derived from
obligations or securities of states other than Mchigan, in the
sane anmount that was excluded fromfederal taxable incone, |ess
the related portion of expenses not deducted in conputing federal
t axabl e i ncome because of sections 265 and 291 of the internal
revenue code.
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Senate Bill No. 486 2

(3) Add all taxes on or neasured by net incone and the tax
| nposed by this act to the extent the taxes were deducted in
arriving at federal taxable incone.

(4) Add the following, to the extent deducted in arriving at
federal taxable income:

(a) A carryback or carryover of a net operating |oss.

(b) A carryback or carryover of a capital |oss.

(c) A deduction for depreciation, anortization, or inmediate
or accelerated wite-off related to the cost of tangible assets.

(d) A dividend paid or accrued except a dividend that repre-
sents a reduction of prem unms to policyhol ders of insurance
conpani es.

(e) A deduction or exclusion by a taxpayer due to a cl assi -

fication as, or the paynent of conm ssions or other fees to, a
donestic international sales corporation or any |ike special
classification the purpose of which is to reduce or postpone the
federal incone tax liability. This subdivision does not apply to
the special provisions of sections 805, 809, and 815(c)(2)(A) of
the internal revenue code.

(f) Al interest including amounts paid, credited, or
reserved by insurance conpani es as anounts necessary to fulfill
the policy and other contract liability requirenents of
sections 805 and 809 of the internal revenue code. Interest does
not include paynents or credits made to or on behalf of a tax-
payer by a manufacturer, distributor, or supplier of inventory to
defray any part of the taxpayer's floor plan interest, if these
paynments are used by the taxpayer to reduce interest expense in
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determ ning federal taxable income. For purposes of this
section, "floor plan interest"” nmeans interest paid that finances
any part of the taxpayer's purchase of autonobile inventory from
a manufacturer, distributor, or supplier. However, anounts
attributable to any invoiced itens used to provide nore favorable
fl oor plan assistance to a taxpayer than to a person who is not a
t axpayer is considered interest paid by a manufacturer, distribu-
tor, or supplier.

(g) Al royalties except for the follow ng:

(i) On and after July 1, 1985, oil and gas royalties that
are excluded in the depletion deduction cal cul ati on under the

i nternal revenue code.

(i7)) Cable television franchise fees described in
section 622 of part Il of title VI of the comunications act of
1934, 47 U.S.C. 542.

(iii) Except as provided in subparagraph (iv), for the tax
years 1986 and after 1986, a franchise fee as defined by
section 3 of the franchise investnent [aw, 1974 PA 269,
MCL 445.1503, in the follow ng anounts:

(A) For the tax years 1986, 1987, and 1988, 20% of the fran-
chi se fee.

(B) For the tax years 1989 and 1990, 50% of the franchise
fee.

(C For the tax years 1991 and after 1991, 100% of the fran-
chi se fee.

(iv) For the tax years ending before 1991, this subdivision
does not apply to a fee for services paid by a franchi see that,
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with respect to a specific provision of a franchi se agreenent, a
court of conpetent jurisdiction, before June 5, 1985, has deter-
mned is not a royalty paynent under this act.

(vv Filmrental or royalty paynents paid by a theater owner
to a filmdistributor, a filmproducer, or a filmdistributor and
producer.

(vi) Royalties, fees, charges, or other paynments or consid-
eration paid or incurred by radio or television broadcasters for
program matter or signals.

(vii) Royalties, fees, charges, or other paynents or consid-
eration paid by a filmdistributor for copyrighted notion picture
films, programmatter, or signals to a film producer

(viii) For tax years that begin after Decenber 31, 1993,
royalties paid by a |licensee of application conputer software,
operating system software, or system software pursuant to a
| icense agreenent. As used in this subparagraph and
subsection (7)(c) (vi):

(A) "Application computer software" nmeans a set of state-
ments or instructions that when incorporated in a nmachi ne usabl e
medi um i s capabl e of causing a machine or device having inform-
tion processing capabilities to indicate, perform or achieve a
particul ar business function, task, or result for the nontechni-
cal end user. Application conputer software includes any ot her
computer software that does not qualify under
sub- subpar agraph —{b)y—er—(ecj— (B) OR (O

(B) "Operating systemsoftware" neans a set of statenents or
I nstructions that when incorporated into a machine or device
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havi ng i nformati on processing capabilities is an interface

bet ween the conputer hardware and the application conputer soft-
ware or system software.

(C "System software"” neans a set of statenents or instruc-
tions that interacts with operating systemsoftware that is
devel oped, licensed, and intended for the exclusive use of data
processing professionals to build, test, manage, or maintain
application conputer software for which a |icense agreenent is
signed by the licensor and licensee at the tinme of the transfer
of the software and that is not transferred to the |icensee as
part of or in conjunction with a sale or |ease of conputer
har dwar e.

(ix) FOR TAX YEARS THAT BEG N AFTER DECEMBER 31, 2000, ROY-
ALTI ES, FEES, OR OTHER PAYMENTS OR CONSI DERATI ON PAI D OR | NCURRED
BY A FRANCHI SEE TO A FRANCHI SOR TO ESTABLI SH OR MAI NTAI N THE
FRANCHI SE RELATI ONSHI P OTHER THAN PAYMENTS FOR THE SALE OR LEASE
OF | NVENTORY, EQUI PMENT, FIXTURES, OR REAL PROPERTY AT FAIR
RENTAL OR FAI R MARKET VALUE.

(h) A deduction for rent attributable to a | ease back t hat
continues in effect under the forner provisions of
section 168(f)(8) of the internal revenue code of 1954 as that
section provided i mediately before the tax reformact of 1986,
Public Law 99-514, becane effective or to a | ease back of prop-
erty to which the anmendnents made by the tax reform act of 1986
do not apply as provided in section 204 of the tax reform act of
1986.
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(5) Add conpensati on.

(6) Add a capital gain related to business activity of
individuals to the extent excluded in arriving at federal taxable
I ncone.

(7) Deduct the following, to the extent included in arriving
at federal taxable incone:

(a) A dividend received or considered received, including
the foreign dividend gross-up provided for in the internal reve-
nue code.

(b) Al interest except anmounts paid, credited, or reserved
by an insurance conpany as anounts necessary to fulfill the
policy and other contract liability requirenents of sections 805

and 809 of the internal revenue code.

(c) Al royalties except for the foll ow ng:

(i) On and after July 1, 1985, oil and gas royalties that
are included in the depletion deduction cal cul ati on under the
I nternal revenue code.

(i) Except as provided in subparagraph (i), for the 1986
tax year and after the 1986 tax year, a franchise fee as defined
in section 3 of the franchise investnment [aw, 1974 PA 269,

MCL 445.1503, in the follow ng anounts:

(A) For the tax years 1986, 1987, and 1988, 20% of the fran-

chi se fee.

(B) For the tax years 1989 and 1990, 50% of the franchise
fee.

(C) For the tax years 1991 and after 1991, 100% of the
franchi se fee.
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(i) For the tax years ending before 1991, this subdivision
does not apply to a fee for services paid by a franchi see that,
With respect to a specific provision of a franchise agreenent, a
court of conpetent jurisdiction, before June 5, 1985, has deter-
mned is not a royalty paynent under this act.

(iv) Filmrental or royalty paynents paid by a theater owner
toa filmdistributor, a filmproducer, or a filmdistributor and
pr oducer.

(v) Royalties, fees, charges, or other paynents or consider-
ation paid or incurred by radio or television broadcasters for
program matter or signals.

(vi) Royalties, fees, charges, or other paynents or consid-
eration paid by a filmdistributor for copyrighted notion picture
filnms, programmatter, or signals to a film producer

(vii) For tax years that begin after Decenber 31, 1997, roy-
alties received by a licensor, distributor, devel oper, marketer,
or copyright holder of application conputer software or operating
system software pursuant to a |icense agreenent. System software
I's not included within the exception under this subparagraph.

(viii) FOR TAX YEARS THAT BEG N AFTER DECEMBER 31, 2000, ROY-
ALTIES, FEES, OR OTHER PAYMENTS OR CONSI DERATI ON PAI D OR | NCURRED
BY A FRANCHI SEE TO A FRANCHI SOR TO ESTABLI SH OR MAI NTAI N THE
FRANCHI SE RELATI ONSHI P OTHER THAN PAYMENTS FOR THE SALE OR LEASE
OF | NVENTORY, EQUI PMENT, FI XTURES, OR REAL PROPERTY AT FAIR
RENTAL OR FAI R MARKET VALUE

(d) Rent attributable to a | ease back that continues in
ef fect under the fornmer provisions of section 168(f)(8) of the

S02584' 01 (S-1)



© 00 N o o A W DN P

e i
N O

SB0486, As Passed House, December 13, 2001

Senate Bill No. 486 8
i nternal revenue code of 1954 as that section provided
I mredi ately before the tax reformact of 1986, Public Law 99-514,
becane effective or to a | ease back of property to which the
anendnents nmade by the tax reformact of 1986 do not apply as
provided in section 204 of the tax reform act of 1986.

(8) Deduct a capital |oss not deducted in arriving at fed-
eral taxable incone in the year the | oss occurred.

(9) To the extent included in federal taxable incone, add
the loss or subtract the gain fromthe tax base that is attribut-

able to another entity whose business activities are taxable
under this act or would be taxable under this act if the business
activities were in this state.

Enacting section 1. This anendatory act does not take effect

unl ess Senate Bill No. 877 or House Bill No. 5474 of the 91st
Legislature is enacted into | aw.
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