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The bill would amend the Income Tax Act to create a new deduction for businesses from the
recently enacted Corporate Income Tax, scheduled to take effect beginning January 1, 2102.
The proposed deduction is related to a current provision (MCL 208.1201(2)(i) and
208.1201(3)) in the Michigan Business Tax (MBT) Act that concerns deferred tax liabilities.
The bill would allow a unitary business group that had taken the MBT deduction to adjust
business income to account for assets reported under the MBT deduction, when computing a
gain or loss on the sale of those assets. Because the Corporate Income Tax will be levied
only on businesses organized as a traditional corporation, the bill would not affect businesses
organized as sole proprietorships, partnerships, S-corporation, or limited liability companies
that elect to be taxed as a partnership or S-corporation.

Income tax laws tend to differ from the financial accounting standards businesses use to
compute their "book value" as stated in their official financial statement. As a result,
temporary timing differences occur between the tax basis and financial accounting basis
measures for key financial statistics. For example, under current Federal income tax law,
assets are depreciated more rapidly than they are under the financial accounting standards
used to compute the official financial statement. The income tax liability is reduced initially
due to the acceleration in depreciation, but then is increased in future years of the life of the
asset as the depreciation adjustment is diminished, relative to the financial accounting
standards. When this happens, a business's official financial statement must include the
amount of income tax liability that has been deferred to future years.

Because the MBT included a traditional income tax, and replaced the Single Business Tax
(which was not an income tax), the MBT deduction was enacted to address situations in
which businesses might realize an increase in their deferred tax liability due to the transition
to an income tax. An increase in a business's deferred tax liability will reduce the "book
value" of that business from what it otherwise would be. The MBT deduction was designed to
reduce the Michigan Business Tax liability in the future, thus creating an immediate deferred
tax asset that would eliminate this potential net increase in a business's deferred tax liability
and thereby avoid a decrease in the business's "book value" as stated in its official financial
statement.

For taxpayers covered by the Corporate Income Tax, the bill would effectively carry the
adjustment through for those assets affected by the transition to the MBT.

MCL 206.623

Page 1 of 2 sb480/1112



FISCAL IMPACT

The bill would reduce General Fund revenue by an unknown amount. When the MBT
provision was enacted, only a portion of the "book value" difference was eligible for a
deduction and the provision affected all firms, not just traditional corporations that were part
of a unitary group. The MBT provision was estimated to reduce revenue by $40.0 million to
$60.0 million per year during the first five years (which were to begin in 2015), when the
allowed portion was 4.0%, and increase to $100.0 million to $150.0 million per year when the
allowed portion reached 10.0% between 2025 and 2029. The total loss over the life of the
MBT provision was expected to be $1.0 billion to $1.5 billion.

Although the Corporate Income Tax will be levied on fewer firms than the MBT is levied on,
the majority of businesses affected by the MBT provision are likely organized as traditional
corporations. Consequently, most of the impact of the MBT change would likely be reflected
in the impact on the Corporate Income Tax. Furthermore, the tax rate on corporations
under the Corporate Income Tax is approximately the same as the rate on such firms under
the MBT. The number of those firms that are part of a unitary business group is unknown.

Fiscal Analyst: David Zin

S1112\s480sa.
This analysis was prepared by nonpartisan Senate staff for use by the Senate in its deliberations and does not constitute an
official statement of legislative intent.

Page 2 of 2 Bill Analysis @ www.senate.michigan.gov/sfa sb480/1112




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles false
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (None)
  /CalCMYKProfile (Photoshop 5 Default CMYK)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.5
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings true
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
    /Helvetica
    /Helvetica-Bold
    /Times-Roman
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Average
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages false
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Average
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages false
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Average
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


