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SNYDER SCORES HUGE WIN AS BUSINESS, INCOME TAX OVERHAUL CLEARS LEGISLATURE; MAY 31 BUDGET COMPLETION APPEARS FIRMLY IN SIGHT
The most sweeping overhaul of state taxes in a generation overcame its most difficult obstacle Thursday when the Senate, despite great reluctance among several of members of the Republican majority, scrounged up the votes to pass the legislation.
Two hours later, the House concurred in the Senate version of the bill, sending it to Governor Rick Snyder for his signature.
Final legislative approval of the replacement of the Michigan Business Tax with a 6 percent corporate income tax, the first-ever meaningful taxation of pensions and the elimination of most income and business tax credits and exemptions puts Mr. Snyder and the Legislature in good position to complete the 2011-12 fiscal year budget by Mr. Snyder's May 31 deadline.
"Who would have thought that tax legislation of this sort could have gotten passed, let alone passed by May?" Mr. Snyder said at a Capitol news conference moments after the Legislature adjourned. "If you look at the legislation, it's not perfect, but if you were trying to start a state, you said you were going to build a state and you had to put in a tax system that would be simple, fair and efficient, much of that was accomplished in this legislation."
The vote is the biggest legislative victory yet for Mr. Snyder and certainly the most impressive, considering that he, with critical help from House Speaker Jase Bolger (R-Marshall) and Senate Majority Leader Randy Richardville (R-Monroe), persuaded deeply conservative Republican majorities to swallow the controversial pension tax. Coupling the pension tax and the elimination of popular income tax breaks like the child care credit with the replacement for the hated MBT proved key.
But it took some last-minute wheeling and dealing to secure the final votes. Senate officials said Mr. Snyder, Mr. Richardville and Sen. Mike Nofs (R-Battle Creek) struck an agreement to back a bill Mr. Nofs will introduce exempting police officers and fire fighters from the pension tax, Mr. Nofs' main concern on the legislation for some time because those workers are not eligible for Social Security. So unlike other workers, whose Social Security income would remain exempt from the new tax on retirement income, police and fire workers would not have seen that benefit. Mr. Snyder said at the news conference that he is open to that legislation.
Originally, an amendment was expected to put that proposal into the bill, but eventually officials decided not to do so to avoid creating a potential problem with getting House concurrence.
[bookmark: HB436101]The main bill, HB 4361[image: *], passed 20-19 with Lt. Governor Brian Calley casting the decisive tie-breaking vote. Seven Republicans - Sen. Jack Brandenburg of Harrison Township, Sen. Patrick Colbeck of Canton Township, Sen. Dave Hildenbrand of Lowell, Sen. Joe Hune of Hamburg Township, Sen. Rick Jones of Grand Ledge, Sen. Tory Rocca of Sterling Heights and Sen. Dave Robertson of Grand Blanc - joined all 12 Democrats in opposition. Of that group, all are eligible for re-election and four represent competitive districts.
Democrats said the contents of the bill are at odds with what Mr. Snyder promised it would contain.
"We were told our old business tax picked winners and losers and this new tax would not," said Senate Minority Leader Gretchen Whitmer(D-East Lansing). "However, when I read the bill I saw something completely different. I see that winners are businesses while the losers are working families, retirees and schools."
Sen. Coleman Young II (D-Detroit) said the bill as written would be a financial blow to seniors. "So let's don't give grandma a flying drop-kick," he said.
Several Republicans from competitive districts who are eligible for re-election voted for the bill, such as Sen. Tom Casperson of Escanaba,Sen. Mike Green of Mayville, Sen. Goeff Hansen of Hart, Sen. Mike Nofs of Battle Creek and Sen. Tonya Schuitmaker of Lawton. Mr. Casperson, who last week indicated he was a no vote at that point, said he grew tired of hearing the bill's critics beat up on business.
"I just found out I guess I'm not part of the middle class because I owned a business," Mr. Casperson said of his time running a small business. "I owned a business. I don't count."
THE LEGISLATION: The legislation would repeal the MBT and replace it with a 6 percent income tax on C-corporations. S-corporations, limited liability companies, partnerships and other business entities that, unlike C-corporations, do not sell stock, would instead pay tax on their profits through the personal income tax. However, a number of businesses are likely to remain under the MBT so that they can continue to claim credits that otherwise disappear in the corporate income tax.
For those born in 1946 and afterward, the bills would end the total exemption of pension income from public-sector jobs and end the existing $45,120 exemption ($90,240 for married couples) for pension income from private sector jobs. Those born before 1946 would see no change.
Those born between 1946 and 1952 could claim an exemption of $20,000 ($40,000 for married couples) on their pension income unless their total household income exceeded $75,000 ($150,000 for married couples). And those born after 1952 would only get the $20,000/$40,000 exemption once they turn 67 unless household income topped $75,000/$150,000.
The income tax rate would remain at 4.35 percent through 2012 and then drop to 4.25 percent on January 1, 2013, where it would remain. The rate had been scheduled to fall by 0.1 percentage point a year starting October 1 until it reached 3.9 percent.
The Earned Income Tax Credit would drop from a state credit equal to 20 percent of a filer's federal EITC to 6 percent.
The $3,700 personal exemption would begin phasing out for those with incomes of $75,000 or more ($150,000 or more for married couples). The $2,300 special exemption for seniors and those receiving unemployment compensation would end. The $600 per child credit for child care expenses would end. And the Homestead Property Tax Credit would be drastically scaled back.
The legislation includes a $1 million appropriation to cover the cost to the Department of Treasury to implement the corporate income tax. That money also has the effect of blocking a voter referendum on the soon-to-be law.
[bookmark: HB436201][bookmark: HB447901][bookmark: HB448001][bookmark: HB448101][bookmark: HB448201][bookmark: HB448301][bookmark: HB448401]Also passed as part of the package were HB 4362[image: *] (27-10), HB 4479[image: *] (29-9), HB 4480[image: *] (20-19), HB 4481[image: *] (20-19), HB 4482[image: *] (30-8), HB 4483[image: *] (20-19) and HB 4484[image: *] (20-19). On the companion bills, usually the same seven Republicans voted no although on HB 4479, three Democrats (Sen. Glenn Anderson of Westland, Sen. Steve Bieda of Warren and Sen. John Gleason of Flushing) voted yes. And on HB 4482, Mr. Anderson, Mr. Bieda, Mr. Gleason and Ms. Whitmer voted yes.
DOUBT IN FEBRUARY BECOMES CERTAINTY IN MAY: As the day opened, there seemed little doubt that the main bill would pass. The only question was whether the Senate Reforms, Restructuring and Reinventing Committee would report the legislation or have the full Senate yank the bill from the committee through a discharge because there were insufficient votes on the Republican side.
And at 9:30 a.m., Sen. Mark Jansen (R-Gaines Township), the committee chair, said the committee lacked enough votes and expected a discharge motion would be needed. But 45 minutes later, Mr. Jansen reconvened the meeting, and Mr. Colbeck agreed to vote for the bill in committee to keep the process moving. Also voting yes were Mr. Jansen, Mr. Casperson and Sen. Mike Kowall (R-White Lake Township).
"We need to move the process forward. I hope this body is not in the habit of impeding votes on key policy issues," he said. "I want to get this out on the floor so we can get all 38 of our senators to vote on it."
Mr. Jansen called the legislation "historic" after the committee vote.
Then the process of finalizing amendments to cement the necessary votes intensified. At 1:45 p.m., the Senate began working through Democratic amendments and defeated them all. The amendments, among other actions, would have struck the pension tax and restored the child care tax credit. The former failed by only one vote.
As the final passage vote neared, it became clear Republicans would settle for a 19-19 vote and have Mr. Calley break the tie. Senate Democrats had indicated all 12 of their members would vote on the legislation. Had one of them not voted, that would have meant a 19-18 vote in which Mr. Calley could not vote and failure of the legislation.
But Democrats appeared to pull the trick on a companion bill, HB 4480, in which Sen. Glenn Anderson (D-Westland) initially voted yes, and it appeared the bill would pass 20-18. But he switched to no at the last second while Ms. Whitmer simultaneously pulled her no vote off the board, leading to a 19-18 vote and the bill's defeat. However, Ms. Whitmer said she did so only because she was investigating a possible conflict of interest for her in voting on the bill. When it came up for a second vote, it passed 20-19.
Ms. Whitmer said every Democrat wanted to cast his or her vote because of the magnitude of the issue.
"We all have been opposed to the pension tax from the get-go," she said.
A BUSY LIEUTENANT GOVERNOR: Mr. Calley broke five ties, an extraordinary number of votes for a lieutenant governor to have to cast. Years can pass without 19-19 tie votes. But Mr. Calley irritated Democrats when he delivered a short speech prior to casting the vote to pass the main bill in which he said the state cannot cling to the past.
"Shall we not pretend that the status quo has been some resounding success for us? Or shall we take a chance on the future," he said.
Democrats derided his comments as a "lecture" and likely outside the Senate rules. Ms. Whitmer called them unprofessional. Earlier, Mr. Calley had mocked from the presiding officer's microphone a Democratic attempt to prevent Republicans with business interests from voting due to conflicts of interest by equating the concept with preventing senators with children in child care from voting because they were deciding repeal of the child care tax credit.
"Will the presiding officer continue to make editorial remarks?" Senate Minority Floor Leader Tupac Hunter (D-Detroit) retorted.
Mr. Calley responded: "Duly noted, it will be taken under consideration. Thank you, Senator Hunter"
Even though the 29 Senate Republicans eligible for re-election do not face voters until 2014, Ms. Whitmer said they absolutely would pay a price with the electorate. Several legislators are facing potential recall elections, in part, because they supported the tax legislation. Of the recalls, Ms. Whitmer said: "I haven't studied it. I'm not involved with it. But I'm not surprised by it."
Immediate effect also proved to be a nonissue. All seven Republicans who voted against the main bill and any of the companion bills voted for immediate effect, giving the legislation the two-thirds majority needed for immediate effect. There was a brief hiccup when Mr. Brandenburg was not on the floor for the immediate effect vote on the main bill, leading to immediate effect falling one vote short. But he returned a moment later, and the bill swiftly got the 26 votes it needed.
HOUSE ACTS AND BUSINESS EXULTS: House concurrence came two hours later, sending the legislation to Mr. Snyder's desk once the clerk's office completes enrollment.
"Today the House of Representatives advanced bills that structurally balanced our budget, reformed taxes and significantly reformed welfare," Mr. Bolger said.
House Minority Leader Richard Hammel (D-Flushing) said the Senate at least improved the tax bills. "They came back from the Senate a hair better, but not good enough," he said.
The House concurred in the Senate changes on essentially the same votes by which it had passed the original plan, with 56-52 votes on most of the package.
HB 4362 again picked up an additional vote, with the House concurring 57-51.
Supporters of the plan were jubilant. When Mr. Snyder and Mr. Calley walked into the news conference, leaders of business organizations cheered and applauded.
"Congratulating members of the Mich Senate and Lt Gov Brian Calley who just voted to repeal and replace job-killing MBT!!!" tweeted Rich Studley, president and CEO of the Michigan Chamber of Commerce after the vote.
Said Rob Fowler, president and CEO of the Small Business Association of Michigan: "This is literally a once-in-a-generation step forward toward creating a business climate that encourages business owners to grow their companies, create jobs and revitalize their communities. We are proud of the state senators who withstood a withering barrage of attacks by opponents and had the courage to vote for a measure that moves Michigan much closer to a prosperous future."
The retention of EITC, albeit at the reduced 6 percent level, drew praise from Gilda Jacobs, president and CEO of the Michigan League for Human Services.
"This measure preserves the spirit of the Michigan Earned Income Tax Credit," Ms. Jacobs said. "The 6 percent state EITC is a simpler, more efficient and more effective way for Michigan to helps its low-income working families than the earlier complex proposal that included a $25 per child tax credit. We appreciate the willingness of the administration and Senate leaders to work with us to find a way that best targets help to low-income working families. While we would prefer to have the state EITC continued at 20 percent of the federal EITC, we believe this an acceptable compromise given the budget balancing plans of Gov. Snyder and the Legislature."
Democrats beat up Mr. Snyder and the Republicans for being unable to say how many jobs the tax changes would create.
"Can we quantify all the numbers? No," Mr. Snyder said. "But we know it's going to happen."
All along, Mr. Snyder had remained optimistic his plan would pass even as several Republican senators had publicly voiced deep doubts on the pension tax. Mr. Snyder thanked the Legislature, and the legislative leadership who shepherded the bill to passage.
And Mr. Snyder said he did not think legislators who voted for the plan would pay a price with voters.
"I believe we're going to get our economy going," he said. "Voters are going to respect that and say isn't it great to see Michigan doing well."
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