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MICHIGAN ADOPTS THE MICHIGAN BUSINESS T AX
By StaTE AND LocaL Tax Group

Effective January 1, 2008, the Michigan Business Tax (MBT) will replace the Michigan Single Business Tax
(SBT). Therevenueraised by theMBT isderived two-thirdsfrom amodified grossrece ptstax and one-third froma
businessincometax. The objectiveof thedraftersof the MBT wasto create abus nesstax with abroad base and alow tax
rate, and to provide personal property tax relief and incentivesto create an attractivetax environment for businessto stay
inor relocateto Michigan.

Someprincipal featuresof themodified grossreceptstax include:
* Ataxbasewhichincludestheentireamount received by thetaxpayer from any activity whether inintrastate or
interstate commerce carried onfor direct or indirect gain to the taxpayer, lessinventory, assets, materials,

supplies, repair partsand fuel purchased.

*  New apportionment rule that apportions salesto Michigan based solely on the business'sMichigan gross
receipts.

* Ataxrateof 0.8 percent.

* Anexemptionfromthetax for taxpayerswith grossreceiptslessthan $350,000 sourced to Michiganand a
phase-in for modified gross receiptsfor taxpayerswith grossrecei pts greater than $350,000 but lessthan
$700,000.

* Thenew law definesnexusasaphysica presencein Michigan for morethan oneday or solicitation of salesin
Michigan with salesin excess of $350,000.

* A 1.25% tax ongrossdirect premiumson insurance companies on property or risk located or residingin
Michigan. Thetax doesnot gpply to thefirst $190,000,000 of disability insurance premiumswrittenin Michigan,
except for creditinsurance and disability incomeinsurance.

* A.235%tax onafinancia ingtitution’snet capital asdefinedinthenew law.

“The objective of thedraftersof the MBT wasto create
a business tax with a broad base and a low tax rate,
and to provide personal property tax relief and
Incentives to create an attractive tax environment for
businessto stay in or relocate to Michigan.”

continued page2...
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MICHIGAN ADOPTS THE MICHIGAN BUSINESS TAX covmvuep...
Someprincipal featuresof thebusinessincometax include:

* A broad tax base, which startswith federal taxableincome, subject to severa adjustmentsand exclusions.
Compensation and health careareno longer part of thetax base.

e A taxrateof 4.95%.

» New apportionment rulesthat apportion salesto Michigan based solely on the business'sMichigan gross
receipts.

* Anexemptionfromthetax for taxpayerswith grossreceiptslessthan $350,000 sourced to Michiganand a
phase-in for modified grossrecei ptsfor taxpayerswith grossrecei ptsgreater than $350,000 but |essthan
$700,000.

Someprincipal tax creditsinclude:
“This article is a summary of a

» Thesmadl businesscreditisretained for businesseswith complex new law. Clients are
less than $20,000,000 in gross sales and adjusted advised to review the new law with
business income less than $1,350,000 adjusted for their professional tax advisers.”
inflation and owner and officer compensationlessthan
$180,000.

» Personad property taxesare reduced by 12 millsfor commercia property and 24 millsfor industria property,
with a35% refundabl e crediit.

* A 0.37% credit for compensation paid in Michigan and aninvestment tax credit of 2.9% of the net cost of new
capital assetslocated in Michigan limited to 65% of total tax liability.

* Aninitid 1.9% credit on theamount abus ness spends on research and devel opment activity in Michigan. This
credit, after adding the compensation and investment credit, islimited to 75% of total tax liability. A second
credit, limited to $300,000, equals 30% of the contributionsabusiness makesto asmall businessto finance
research and devel opment that is of interest to the contributing business. The second credit isapproved only
for tax years 2008 though 2010.

» Acreditequa totheincreaseinliability attributableto employment increasesfor tax years 2008 through 2010
for businessesthat have grossreceiptslessthan $25 million adjusted for inflation. Retail establishmentsin
general arenot eligiblefor thecredit.

* Ataxpayer that isaqudified start-up businessand hasno incomefor two consecutiveyearsmay claim acredit
for the second year and each consecutive year the taxpayer does not have businessincome equal to the
taxpayer’sliability. Thecredit may only beclaimedfor atota of fiveyears.

There are several other credits under the MBT including a motor sports entertainment complex credit,
sports/entertainment facility credit, a motor vehicle dealer credit, and a special compensation credit. Several
credits available under the SBT continue to be available under the MBT, including the Michigan Early State
Venture Credit, Public Contribution Credit, Worker’s Disability Credit, MEGA Credits, Renaissance Zone Credit
and Brownfield Credits.
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This article is a summary of a complex new law. Clients are advised to review the new law with their
professional tax advisers. This article does not constitute legal or tax advice. Please contact any member of the
Fraser State and Local Tax Group listed below with questions about the new law.

Edward J. Castellani
517-377-0845
ecastellani @fraserlawfirm.com

Michael S. Ashton
517-377-0875
mashton@frraserlawfirm.com

Michael H. Perry
517-377-0846
mperry @fraserlawfirm.com

Michael C. Levine
517-377-0885
mlevine@fraserlawfirm.com

John D. Miller
517-377-0879
jmiller@fraserlawfirm.com

Vincent M. Pecora
517-377-0890
vpecora@fraserlawfirm.com

n

ATTORNEY ACTIVITIES OF NOTE

The team of Michael Perry, Graham Crabtree and n

Edward Castellani won amajor case on behalf of the
auto dedl ership community whenon May 25, 2007, the
Michigan Supreme Court ruled infavor of one of our
auto desler clients, finding that the* purchasefor resale”’
exemption from use taxes was an independent and
enforceable exemption separate and apart from the
“demonstrator” exemption. The “demonstrator”
exemptionislessattractive becauseit hasanumerical
cap per deal ership based upon the number of salesin
the prior year. No such cap applies to the “resale”
exemption.

Jennifer Utter Heston was a speaker at the Michigan
Energy Fair a the Manistee County Fairgroundson June
23, 2007. TheMichigan Energy Fair is sponsored by
the Great L akes Renewable Energy Association. The
topic of Ms. Heston’s presentation was, “ Alternative
Energy Legidative Update from the 94th Legidative
Session”. If you would like to receive acopy of Ms.
Heston’'s slide presentation, please e-mail her at
jheston@fraserlawfirm.com
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Visit our newly redesigned web site,
www.fraserlawfirm.com.
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Lansing Office:

124 West Allegan S., Ste 1000
Lansing, Michigan 48933
Telephone: (517) 482-5800

Detroit Office:

One Woodward Ave., Ste 1550
Detroit, Michigan 48226
Telephone: (313) 237-7300
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IS The Law & Business is published as a source of general information

about current developments in the practice of business law. If you
TREBILCOCK  have questions regarding any of the articles included in this issue or
DAVI business law in general, please contact our lawyers prior to taking
DUNLAP PC.  action. The material in this newsletter may be reproduced only with
I e acknowledgment of its source and copyright.
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