DEPARTMENT OF TREASURY
BUREAU OF REVENUE

INCOME TAX

(By authority conferred on the department of treasury by sections 3 and 13 of Act No. 122 of the Public
Acts of 1941, as amended, and sections 9 and 83 of Act No. 380 of the Public Acts of 1965, being
§S205.3, 205.13, 16.109, and 16.183 of the Michigan Compiled Laws)

R 206.1 "Business income" defined.

Rule 1. "Business income" means that income which is derived during the regular course of a taxpayer's
trade or business. The expenses incurred in deriving the income are allowed as a deduction from gross
income in determining the taxpayer's adjusted gross income.

History: 1979 AC.

R 206.2 Employee.

Rule 2. (1) The term "employee” is defined in section 8(2) of Act No. 281 of the Public Acts of
1967, as amended, being S206.8(2) of the Michigan Compiled Laws.

(2) The term "employee" includes every individual performing services if the relationship between him
and the person for whom he performs such services is the legal relationship of employer and
employee. The term includes officers and employees, whether elected or appointed, of the United
States, a state, territory, Puerto Rico, or any political subdivision thereof, or the District of
Columbia, or any agency or instrumentality of any 1 or more of the foregoing.

(3) Generally, the relationship of employer and employee exists when the person for whom services are
performed has the right to control and direct the individual who performs the services, not only as to the
result to be accomplished by the work, but also as to the details and means by which that result is
accomplished; that is, an employee is subject to the will and control of the employer, not only as to what
shall be done, but also as to how it shall be done. However, it is not necessary that the employer
actually direct or control the manner in which the services are performed; it is sufficient if he has the right
to do so. The right to discharge is also an important factor indicating that the person possessing that right
is an employer. Other factors characteristic of an employer, but not necessarily present in every
case, are the furnishing of tools and the furnishing of a place to work to the individual who performs
the services. In general, if an individual is subject to the control or direction of another merely as to the
result to be accomplished by the work but not as to the means and methods for accomplishing the result,
he is not anemployee.

(4) Generally, physicians, lawyers, dentists, veterinarians, contractors, subcontractors, public
stenographers, auctioneers, and others who follow an independent trade, business, or profession, in
which they offer their services to the public, are not employees.

(5) Whether the relationship of employer and employee exists shall, in doubtful cases, be determined
upon an examination of the particular facts of each case.

(6) If the relationship of employer and employee exists, the designation or description of the relationship
by the parties as anything other than that of employer and employee in immaterial. For example, it
is of no consequence that the employee is designated as a partner, coadventurer, agent, independent
contractor, or the like.

(7) All classes or grades of employees are included within the relationship of employer and
employee. Thus, superintendents, managers, and other supervisory personnel are employees. Generally,
an officer of a corporation is an employee of the corporation. However, an officer of a corporation
who as such does not perform any services, or performs only minor services, and who neither receives
nor is entitled to receive, directly or indirectly, any remuneration, is not considered to be an
employee of the corporation. A director of a corporation in his capacity as
a director is not an employee of the corporation.



(8) The term "employee" includes every individual who receives a supplemental unemployment
compensation benefit, which is treated as wages.

History: 1979 AC.

R 206.3 Employer.

Rule 3. (1) The term "employer" is defined in section 8(3) of Act No. 281 of the Public Acts of
1967, as amended, being S206.8(3) of the Michigan Compiled Laws.

(2) The term "employer™ means any person for whom an individual performs or performed any service, of
whatever nature, as the employee of such person.

(3) It is not necessary that the services be continuing at the time the wages are paid in order that the
status of employer exist. Thus, for purposes of withholding, a person for whom an individual has
performed past services for which he is still receiving wages from such person is an employer.

(4) An employer may be an individual, a corporation, a partnership, a trust, an estate, a joint-stock
company, an association, or a  syndicate, group, pool, joint venture, or other unincorporated
organization, group, or entity. A trust or estate, rather than the fiduciary acting for, or on behalf of, the
trust or estate, is generally the employer.

(5) The term "employer" embraces not only individuals and organizations engaged in a trade or
business, but also organizations exempt from income tax, such as religious and charitable
organizations,  educational institutions, clubs, social organizations and societies, as well as the
governments of the United States, the states, territories, Puerto Rico, and the District of Columbia,
including their agencies, instrumentalities, and political subdivisions.

(6) The term "employer" also means any person paying wages on behalf of a nonresident alien
individual, foreign partnership, or foreign corporation, not engaged in trade or business within the
United States, including Puerto Rico as if a part of the United States.

(7) If the person for whom the services are or were performed does not have legal control of the
payment of the wages for such services, the term "employer" means, except for the purpose of the
definition of "wages," the person having such control. For example, where wages, such as certain
types of pensions or retirement pay, are paid by a trust and the person for whom the services were
performed has no legal control over the payment of such wages, the trust is the employer.

(8) The term "employer" also means a person making a payment of a supplemental unemployment
compensation benefit when it is treated as if it were wages under the internal revenue code, 26 U.S.C.
S3401. For example, if supplemental unemployment compensation benefits are paid from a trust which
was created under the terms of a collective bargaining agreement, the trust shall generally be deemed
to be the employer. However, if the person making such payment is acting solely as an agent for
another person, the term “"employer" shall means such other person and not the person actually
making the payment.

(9) It is a basic purpose to centralize in the employer the responsibility for withholding,
returning, and paying the tax, and for furnishing the statements required under chapter 7 of the
Michigan income tax act of 1967.

History: 1979 AC.

R 206.4 "Household income" defined.

Rule 4. (1) "Income" means the sum of federal adjusted gross income as defined in the internal revenue
code, 26 U.S.C. S62 plus:

(a) Benefits received from federal social security, including supplemental security income (SSI),
and railroad retirement benefits.

(b) Cash public assistance payments paid by a governmental unit.

(c) Unemployment insurance benefits.

(d) Worker's compensation payments whether for temporary disability, permanent disability, or death.

(e) Veteran's disability payments, pension benefits, or mustering out payments.

(f) Amounts received for loss of wages due to permanent disability.

(9) Amounts received as damages for personal injury or sickness.



(h) Amounts in excess of the claimant's contributions received from a pension plan or annuity.

(i) Life insurance proceeds, except benefits from insurance on a spouse.

(i) Money received from a person not a member of the same household who is legally obligated to
support a member of the household.

(k) An inheritance, bequest, or devise, excluding an inheritance from a spouse.

(I) Educational benefits received under federal or state legislation with respect to services in the
military or naval forces of the United States.

(m) A scholarship or other educational grant.

(n) Income from an obligation issued by a state or its political subdivisions, including this state.

(o) Gifts in cash or kind from nongovernmental sources exceeding $300.00.

(p) The portion of capital gains and dividends excluded or deducted from federal gross income.

() Death benefits paid by, or on behalf of, an employer.

(r) The portion of lump sum distributions from pension deducted from federal gross income.

(s) Earned income from foreign sources excluded from federal grossincome.

(t) Accumulation distributions received from a trust not previously included in the claimant's adjusted
gross income.

(2) "Household income" does not include:

(a) Surplus foods.

(b) Relief in kind by a governmental unit such as medicaid payments to a nursing home or doctor, or
rent paid, in whole or in part, directly to the landlord. Chore service payments are income to the provider
but not to the person receiving the benefits.

(c) Governmental grants which must be used by the claimant to improve a homestead.

(d) State and city income tax refunds, including homestead property tax credits. Farmland preservation
tax credits shall be included in federal adjusted gross income and household income.

(e) Amounts deducted from social security or railroad retirement benefits for medicare premiums.

(f) Amounts paid by an employer for life, health, or accident insurance.

(9) The first $300.00 in income from gambling, bingo, lottery, or prizes and awards.

(3) Effective with the calendar year 1977, any health or accident insurance premiums paid, in whole
or in part, by the claimant, and not by an employer, for himself and his family are deductible from gross
income to arrive at household income.

History: 1979 AC.

R 206.5 Residency; determination guidelines.

Rule 5. (1) A person who is domiciled in this state is a resident of this state. "Domicile” means the
fixed, permanent, and principal home to which a person, wherever temporarily located, always intends
to return. A person may have several residences or dwelling places but only may have 1 domicile at a
particular time. Domicile, once established, is not lost until there is a concurrence of all of the
following:

(a) The specific intent to abandon the old domicile.

(b) The intent to acquire a specific new domicile.

(c) Actual physical presence in the new state of domicile. Generally, the domicile of the wife follows
that of the husband.

(2) To overcome the presumption of residency, as stated in subrule (1), a taxpayer shall present detailed
factual data to the department. Factors to be considered in determining a taxpayer's residency or domicile
include where he keeps his most important possessions, houses his family, votes, maintains club and
lodge memberships, buys automobile licenses, maintains a mailing address and banks, operates a business,
or sues for divorce. However, no one of these factors is controlling. The failure of a person to pay
income taxes in the state to which he claims to have domicile is very significant.

(3) A person whose residency cannot be determined by the above guidelines shall be deemed a
resident of Michigan if he lives within the state for not less than 183 days during the tax year or for
more than 1/2 the days during a taxable year of less than 12 months.

History: 1979 AC.



R 206.6 Income from obligations and securities of states other than Michigan.

Rule 6. (1) Gross interest and dividend income from obligations and securities of states other than
Michigan, and their  political subdivisions, not subject to federal income taxes, including such
interest and dividends from qualifying mutual funds, shall be added to adjusted gross income.

(2) The income may be reduced by related expenses not deducted in computing federal adjusted
gross income because of the internal revenue code, 26 U.S.C. S265(1).

(a) Example:

Gross interest income from state of Ohio bonds $600.00
Expense (investment counseling fees, bank charges

brokerage fees) 32.00
Interest income to be added to adjusted gross income  $568.00

(b) Interest on indebtedness incurred in carrying the obligation or security is not deductible from the
interest or dividend income.

History: 1979 AC.

R 206.7 Add back of taxes on or measured by income.
Rule 7. (1) Taxes on or measured by income deducted in computing federal adjusted gross income shall
be added back to federal adjusted gross income to determine the income subject to Michigan income tax.
(2) An individual who receives distributive income from partnerships, joint ventures, and subchapter S
corporations is required to make the adjustment in subrule (1) if the partnership, joint venture, or
subchapter S corporation paid city or state income tax on its distributive income and did not add back such
taxes to the amounts distributed to the partners or shareholders.

History: 1979 AC.

R 206.8 Losseson sale or exchange of United States obligations; reporting.

Rule 8. Losses on the sale or exchange of United States obligations, the income of which the state is
prohibited from taxing, shall be subtracted from federal adjusted gross income. To do this, file form
MI-1040D and enter a zero in column "Z" of the line on which the loss is reported.

(a) Example:

Mr. Smith is reporting a gain from the sale of stock in the amount of $2,100.00 and a loss from the
sale of United States obligations in the amount of $900.00

(b) These transactions are reported on form MI-1040D as follows:

Federal Michigan
Date Date Gain Gain
Acquired Sold Col. Y Co.Z

6. Stock 9-30-68 10-1-77 $2,100.00  $2,100.00

U.S. Obligation  4-1-69 7-10-77 (900.00) -0- 7.
Capital gain distribution 8. Enter gain if applicable from form MI-4797 line 4(a)(1) 9. Enter your share of
net ling-term gain or (loss) from partnerships and fiduciaries 10. Enter your share of net long-term gain
from small business corporations (subchapter S) 11. Net gain or (loss) combine lines 6 through 19
$1,200.00 $2,100.00 12. Long-term capital loss carryover attributable to yers beginning after 1969

( ) ( ) 13. Net long term gain of (loss) combine lines 11 and 12
$1,200.00 $2,100.00 14.
Combine the amounts shown on line 5 and 13 and enter the net gain (loss) here

$1,200.00  $2,100.00 15. If line 14 shows a gain -

(a) Enter 50% of line 13 or 50% of line 14, whichever is smaller. Enter zero if there is a loss or no entry
on line 13 600.00 1,050.00

(b) Subtract line 15(a) from line 14. Enter



here and carry amount in column Y to MI-1040 line 39(a) carry amount in column Z to MI-1040 line
32(a) 600.00 1,050.00

History: 1979 AC.

R 206.9 Interest income and gains from sale or disposal of United States obligations exempted from
state taxation; treatment; interest on federal income tax refunds.

Rule 9. (1) Interest income and gains from the sale or disposal of United States obligations, which are
exempted from state taxation by the United States Constitution, treaties, and statutes, are deductible
from adjusted gross income. The deduction for such income shall be reduced by any interest on
indebtedness incurred in carrying the United States obligation and by any other expense, including
amortized bond  premiums, deducted from gross income to arrive at adjusted gross income. The
income from the following United States obligations is not subject to state income tax:

(a) United States treasury bonds, notes, bills, and savings bonds.

(b) Bonds, notes, debentures, and other obligations issued by:

(i) Federal intermediate credit banks.

(ii) Federal land banks.

(iii) Federal home loan banks.

(iv) Central banks for co-operatives.

(v) Regional banks for co-operatives.

(vi) Tennessee valley authority.

(vii) United States postal service obligations.

(2) Interest on federal income tax refunds is not exempted from state taxation and shall not be claimed
as a deduction.

History: 1979 AC.

R 206.10 Compensation for service in the armed forces of the United States; treatment.

Rule 10. (1) Compensation paid from federal appropriations, including retirement benefits, for military
services in the armed forces is exempt from Michigan income tax, and is deductible from adjusted gross
income by the recipient to the extent it is included in federal adjusted grossincome.

(a) Example 1. Active duty personnel

All military compensation is exempt.

(b) Exampe 2. Reservist

Figure for 206.10

(b} Example 2. Reservist
$10,000.00 Compensation from civilian emplayment
S500.00 Active duty military pay
10,500.00 Federal adjusted gross income
50000 Dedwer military pay

$10,000.00 Income subject to Michigan income tax

ettt
The $500.00 active duty military pay was paid from federal appropriations and
is nat subject ta Michizan income tax.
{e) Example 3. National guardsman
$10,000.00 Compensation—Civilian employment
ED0.00 Two weeks' camp and monthly military pay
25000 Riot duty {emergency declared by governor)
10,750.00 Adjusted gross income
S00.00 Deduct

£10.250.00 Income subject to Michigan income tax



The guardsman was federalized during the 2 weeks at camp and at the monthly military drills. The pay
for these came from federal appropriations.

The $250.00 paid for riot duty came from state funds and is subject to Michigan income tax.

(d) Example 4. National guard technicians
National guard technicians, although paid from federal funds, are full-time civilian employees. Their
civilian pay is subject to Michigan income tax. They are members of the national guard,
however, and compensation paid for the 2 weeks' encampment and the monthly drills is military pay
and is exempt from Michigan income tax as in example 3.

(e) Example 5. Armory board of control

Compensation for serving as a member of an armory board of control is subject to Michigan income tax.

(f) Example 6. Retirement benefits

Retirement benefits paid to retirees of the armed forces for services performed while a member of the
armed forces are exempt from Michigan income tax.

(2) Employee business expenses attributable to military income shall reduce the subtraction for military
income. If the expenses exceed the military income, there can be no subtraction for military income.

History: 1979 AC.

R 206.11 Rescinded.

History: 1979 AC; 1998 - 2000 AACS.

R 206.12 Allocation and apportionment of income; adjustments.

Rule 12. (1) Salaries, wages, and other compensation received by a Michigan resident are allocated to
Michigan. The credit provided in section 255 of Act No. 281 of the Public Acts of 1967, being §206.255
of the Michigan Compiled Laws, may be claimed if the compensation was earned in another state and
taxed by that state.

(2) Salaries and wages earned in Michigan by a nonresident are allocated to Michigan.

(3) Income from a trade or business as defined in R 206.1 is allocated or apportioned to the state in
which the activity takes place.

(4) Business income that is attributable to Michigan and 1 or more other states shall be apportioned as
provided in sections 115 to 195 of Act No. 281 of the Public Acts of 1967, as amended, being §8206.115 to
206.195 of the Michigan Compiled Laws.

(5) Net rents and royalties from real property are allocated to the state in which the real property is
located.

(6) Net rents and royalties from tangible property are allocated to Michigan, if either of the following
provisions applies:

(a) The personal property is utilized in Michigan.

(b) The rent is received by a Michigan resident or the recipient has a commercial domicile in Michigan
and is not organized under the laws of, or subject to tax by, the state in which the property was utilized.

(7) Capital gains and losses from the disposition of real property are allocated to the state in which the
real property is located.

(8) Capital gains and losses from the disposition of personal property are allocated to Michigan if any of
the following provisions apply:

(a) The property was located in Michigan at the time of sale.

(b) The taxpayer is a Michigan resident.

(c) The taxpayer has a commercial domicile in this state and is not taxable in the state in which the
property had a situs.

(9) Capital gains and losses from the disposition of intangible personal property are allocated to
Michigan if received by a Michigan resident.

(10) Interest, dividends, and pension and annuity income are allocated to Michigan if received by a
Michigan resident.



(11) Patent and copyright royalties are allocated to Michigan if either of the following provisions applies:

(a) The patent or copyright is used in Michigan.

(b) The owner is a Michigan resident or has a commercial domicile in Michigan and is not taxable in
the state in which the patent or copyright was used.

(12) A patent is used in Michigan if the patented product is produced in Michigan or the patent is
used in Michigan production, fabrication, manufacturing, or other processing.

(13) A copyright is used in Michigan if the printing or publication of the copyrighted item takes place in
Michigan.

(14) Income includable in federal adjusted gross income not specifically allocated or apportioned by this
rule is allocated to Michigan when received by a Michigan resident. Credit for tax paid to another state
on income subject to tax in the other state may be claimed by the Michigan resident.

(15) The following forms of income may be claimed as a subtraction from adjusted gross income if
not allocated or apportioned to Michigan; conversely, losses not allocated or apportioned to Michigan
shall be added to adjusted gross income:

(a) Trade or business, including farming.

(b) Rents and royalties from real and personal property.

(c) Capital gains from the disposition of real and tangible personal property.

(d) Capital gains from the disposition of intangible personal property.

(e) Interest and dividends.

(f) Pensions and annuities.

(9) Patent and copyright royalties.

(16) Distributive share items received by a partner are allocated or apportioned as follows:

(a) Ordinary income is apportioned to Michigan by the partnership apportionment factors provided
in sections 115 to 195 of Act No. 281 of the Public Acts of 1967, as amended, being 88206.115 to
206.195 of the Michigan Compiled Laws.

(b) Salary allocated to Michigan when received by a Michigan resident. Credit may be claimed for tax
paid to another state if the salary was earned in the other state. Salary earned in Michigan by a
nonresident partner is allocated to Michigan.

(c) Short-term capital gains (losses), long-term capital gains (losses), involuntary conversion gains
(losses), and other gains (losses) from real or personal property that had a situs in Michigan at the time
of sale are allocated to Michigan. Capital gains from the sale of intangible personal property are allocated
to Michigan when received by a Michigan resident.

(d) Additional first-year depreciation on property located in Michigan is allocated to Michigan.

(e) Distributive items from a partnership not allocated or apportioned to Michigan may be claimed as
a deduction from adjusted gross income. Conversely, losses and deductions not allocated or
apportioned to Michigan shall be added to adjusted gross income.

(17) All distributive income from a subchapter S corporation includable in the shareholder's adjusted
gross income is subject to tax if allocated or apportioned to Michigan.

(18) Dividend distributions taxable as ordinary income, plus undistributed income taxable as ordinary
income, are apportioned to Michigan if all of the corporation's business activities are confined to
Michigan. If the corporation is taxable both within and without Michigan, such income is
apportioned to Michigan as provided in sections 115 to 195 of Act No. 281 of the Public Acts of 1967, as
amended, being §8206.115 to 206.195 of the Michigan Compiled Laws.

(19) Dividend distributions taxable as long-term capital gains and undistributed long-term capital
gains are allocated as follows:

(a) Capital gains from the disposition of real property are allocated to Michigan if the property is located
in Michigan.

(b) Capital gains from the disposition of tangible personal property are allocated to Michigan if the
property has a situs in Michigan at the time of sale.

(c) Capital gains from the sale of intangible personal property are allocated to Michigan when
received by a Michigan resident.

(20) Distributive income from a subchapter S corporation not allocated or apportioned to Michigan may
be claimed as a subtraction from adjusted gross income. Conversely, losses not allocated or apportioned to
Michigan shall be added to adjusted gross income.

History: 1979 AC; 1998 - 2000 AACS.



R 206.13 Exemption allowance; proration for nonresident or part-year resident; death of taxpayer.

Rule 13. (1) A person who is permanently leaving Michigan and is filing a final federal return covering
less than 12 months shall file a Michigan return covering the same period and prorate the exemption
allowance on the basis of months in Michigan during the calendar year to 12 months.

(2) A proration of the exemption allowance is not required because of the death of the taxpayer during
the tax year.

History: 1979 AC; 1998 - 2000 AACS.
R 206.14 Moving expenses.
Rule 14. Persons moving into or out of the state of Michigan shall allocate all adjustments to gross

income resulting from the move to the state of destination as shown in the following examples:
(a) Example 1. Wage earner moves to Michigan.

Figure for 206.14 (1 of 4)

Michigan wages ..o 8 600000 Reported on MI-1040 as Follows:
Nonresident wages ... 4,000.00  Federal adjusted gross
s [ 10, (H 00 TREEITIE oot e s $ 5.500.00
Moving expenses ... (1,50000}  Income atiributable to
Adjusted gross income.....$ & 50000 another state .. 000,00
[ncome subject to
Michigan tax ..o 3 4,500.00

Mate: The Michigan incame is rediseed by the moving expenses,

Note: The Michigan income is reduced by the moving expenses.
(b) Example 2. Taxpayer moves to Michigan and his reimbursed expenses exceeded the amount that
could be deducted on his federal return.

Figure for 206.14 (2 of 4)



Michigan wages............ 512,000.00

Reported on MI1-1040 as fallows:

sanresident wages E,Cﬂ)ﬂ.m Federal adjusted gross _
Tatal COITIE sy sreeen e oo 20, 500,00

AT e s Income attibatable 1o |
Feimbursed meving amother sEate i _E000.00

EXPEISES oo 3,000.00 Inceme subject to
Not allowsble Michigan (k. .., oo 812500000

moving

CAPETSES (onsrene 2,500.00
Dhlference. i _ ‘.rmm
Federal adjusted ~

ETOSE INCUTE e B0, 300,00

Wete: Reimburssd moving expenses include reimbrarsement for the cest of selling & howse in former
state, a3 Ihiz (% & wparate transaction oot included in the compatation of the gain from the sale of the

riesid e, . . )
sgbe: Taxpayer's sxcess reimbursed moving expense is fanable in Michigan.

Note: Reimbursed moving expenses include reimbursement for the cost of selling a house in former
state, as this is a separate transaction not included in the computation of the gain from the sale of the

residence.

Note: Taxpayer's excess reimbursed moving expense is taxable in Michigan.

(c) Example 3. Wage earner moves from Michigan to another state.

Figure for 206.14 (3 of 4)

Michigan income ... 5 800000
Nonresident income ,
Tatal o s

Reported an ML 1040 a5 fallows:
Federal adjusted gross

INCOME. et ieeiere v % B 50000
Allowsble moving Inceme attributable ta
EXPIETMEES v _ 150000 another state.............. 500,00
Federal adjusted Income subject ta
ErOsE IGO0 e 5 850000 Michigan tax...oo. e £ 8,000.00

ot Taxpayers subtraction of income atmbatzble ro state of destination i redseed by the
VNG P[RS '

Note: Taxpayer's subtraction of income attributable to state of destination is reduced by the moving
expense.

(d) Example 4. Taxpayer moving out of Michigan whose reimbursed moving expenses exceeded the
amount that could be deducted on his federal return.



Figure for 206.14 (4 of 4)

Michigan wages ... B 120000 Reported an MI- 1040 as fallows:

Nonresident wages ... 5,000.00 Federal adjusted gross

Total i, . 20,000.00 et 1 S 820, 500,00
. Income attributable to

Reimbursed N
moving another state ... _5,500.00
EXPOTSES i 300000 Income subject to

Allowahle Michigan tax....cown o 312,000,00
moving
EXPENSES covvvvn 2,500.00

Difference ...oooovveeeenenee. 500

Federal adjusted
EOOES INCOME e, 30, 300,00

wate: Taxpayer's subtraction of ncome zttmbidable o sfate of destination includes the sxosss

reimbursed moving expense.
Hirtoryes 1984 ACS B, 30 13, BN Age, 5. 1578

Note: Taxpayer's subtraction of income attributable to state of destination includes the excess
reimbursed moving expense.

History: 1979 AC.

R 206.15 Credit for income tax withheld from compensation.

Rule 15. (1) The income tax deducted and withheld from compensation under chapter 7 of Act No.
281 of the Public Acts of 1967, as amended, is allowed as a credit against the income tax of the person
from whose wages the tax was withheld. Credit shall be given to the employee even though such tax
has not been paid to the department by the employer.

(@) Example 1. An employee received compensation of $15,000.00 from his employer for the year. The
employer withheld tax of $500.00 from the employee and furnished him witha W-2 wage and tax
statement showing $500.00 withheld. The department shall give the employee credit for tax withheld
of $500.00.

(b) Example 2. The employer paid his employees by check and withheld tax from each payment of
wages. Each check contained a stub which itemized all deductions. One of the deductions was headed
"Michigan Tax." The employees did not have W-2 wage and tax statements to attach to their
individual income tax returns because the employer did not give the employees the statements. The
employees shall receive credit against the tax established by their individual income tax returns for all tax
they can prove was withheld. A copy of each check stub shall be accepted as evidence of the
tax withheld unless the department can prove otherwise. If the employee cannot support his claim for
tax withheld by W-2 wage and tax statements or check stubs, he shall file an employee complaint form
with his income tax return.

(2) If a taxpayer files individual income tax returns on any basis other than a calendar year basis, the tax
deducted and withheld during any calendar year is allowed as a credit against the income tax on the
person from whose wages the tax was withheld for the taxable year which begins in such calendar year. If
the person from whose wages the tax was withheld has more than 1 taxable year beginning in that
calendar year, the credit shall be allowed against the tax for the last taxable year beginning in such
calendar year.

(a) Example 1. Aman and his wife own a business and file their individual income tax return, Ml-
1040, on a fiscal year basis ending June 30th. They made 4 estimated payments totaling $700.00



toward their tax liability for their year ending June 30, 1976. The husband also worked for another
business and the employer withheld $325.00 tax from his compensation for calendar year 1975.
The tax liability of the husband and wife established by the MI-1040 for fiscal year ending June 30,
1976, was $1,100.00. The taxpayer should take credit for the $700.00 estimated payments made for
the fiscal year ending June 30, 1976, plus the $325.00 tax the husband's employer withheld during
calendar year 1975. They must pay $75.00 with the MI-1040 when they file.

(b) Example 2. The situation in this example is the same as in example 1 except the husband worked
from January 15, 1976, to May 31, 1976, for the employer but did not work for him during calendar year
1975. The husband and wife cannot claim the $325.00 tax the employer withheld from the husband's
compensation in 1976 on their MI-1040 for fiscal year ending June 30, 1976, and must pay $400.00 at
the time they file their annual return, MI-1040. They must take credit for the $325.00 tax withheld in
1976 on their MI-1040 for the year ending June 30, 1977.

(c) Example 3. After filing his 1976 tax return on a calendar year basis, a taxpayer decides to change
his filing to a fiscal year basis using the fiscal period of July 1 to June 30. He must file a return for
the period of January 1, 1977, to June 30, 1977, and pay the tax. He shall not receive credit for the tax
withheld during that period. When filing his full year return for the fiscal period July 1, 1977, to June
30, 1978, he shall report his income for the last 6 months of 1977 and the first 6 months of 1978 and
shall receive credit for the full amount of tax withheld during calendar year 1977. The 1977 W-2
wage and tax statement
shall be attached to the return.

Figure for 206.15



{a)} Example 1. Wage earner moves to Michigan.
Michigan wages.......o.... ¥ 600000 Reported on MI-1040 as follows:
Monresident wages ... 400000  Federal adjusted gross

weee 10,000.00 117011 O

Total e i SRR I %) 1.1
Moving cxpenses ........... (LS} Income attributable to
Adjusted gross income.....$ 8,500.00 another state ..o 400000
[ncome subject to
Michigan tax ..o 3 4,500.00

Note: The Michigan incems is reduced by the maving expenses

{b) Example 2. Taxpayer moves to Michigan and his reimbursed cxpenses
exceeded the amount that could be deducted on his federal return.

Michigan wages ... S12,000.00 Reported on MI-1040 as follows:
Monresident wages ... 5.000.00 Federal adjusted gross -
111197 { | L2, 5 4
Tatal _.__..SED.DWW Income attributable to
Reimbursed moving another state ... S00000
PEDAMAES oo veeees 3, 00000 Income subject to
Mot allowable MiChIZAN 12Xcr e $12,500,00
moving
SRPETIZES coveenns 230000
B0 1) - 300,040
Federal adjusted
ETass ineoms e 590 300,00

Wate; Reimbursed moving sxpenzes inglede reimbursement For (e cost of sellinga boase in former
seate, as this is 2 separate transaction cot included in the computation of the gein irom the sale af the

residence. . ) )
ssate: Taxpayer's excess reimbursed moving expense is table in Michigan.

(¢} Example 3. Wage earmner moves from Michigan to another state.

sfichigan income .............% 8,000,00 Beported on MI-1040 as follows:
MNonresident income ... <4,000.00 Federal adjusted gross
Total coevrnrvemsesamssesseesovenees 10,00 e e JORURRUOUOOON:. J - . | 1 1.1
Allewable moving Income attributable o

EXPCIELS 1 arervmemsconsnssansns 1,500,040 another state . 2&.%
Federal adjusted [neome subject to

FrOS5 INCOME e 550000 Michigan tax. ... § 8,000.00

Spte: Taxpaver's sobtraction of income atiributable to state of destination i geduped by the
Mo VINE EXpEnse.

{d} Example 4. Taxpayer moving out of Michigan whose reimnbursed moving
expenses exceedsd the amount that could be deducted on his federal returmn.

Michigan wWages ..o £12,000.00 Reported on MI-1040 as follows:

Nonresident wages ... 3,000.00 Federal adjusted gross

Total oo eees e 20, CaH) (WD Income. ... S 520 500.00
. Income attributable to

F.eambyrsm] another stake ..o 8, 300.00
pri Income subject to

Allowable %M00.00 Michigan (%, $12,000.00
moving
EXQETISES .0y 0000

D ETENEE oo eaeerereenne SO0

Federal adjusted
ErOSS INCOME o S20,500.00

wate: Taxpayer's subtraction of income atiributable to state of destnation incledes the excess
reimbursed moving expense.

History: 1979 AC.

R 206.16 Credit allowed resident for income tax paid to other states.

Rule 16. (1) A resident taxpayer is allowed a credit for tax imposed on income which is also subject to
tax by another state of the United States, or political subdivision thereof, or the District of Columbia. This
credit is limited to the smaller of (a) the Michigan tax on such income or (b) the tax imposed by the other
state. The credit is that portion of the Michigan income tax that the income which is subject to tax
in both states bears to total taxable income. Example:

Michigan wages $8,000.00



Wages earned in another state 2,000.00

United States government bond interest 1,000.00
Adjusted gross income 11,000.00
United States government bond interest 1,000.00
Total taxable income 10,000.00

Income subject to tax in both states $2,000.00 or 20%
Taxpayer has 2 exemptions

2 X $1,500.00 3,000.00

Taxable balance 7,000.00

Tax @ 4.6% 322.00

Tax paid to other state; $70.00

Maximum credit allowed 20% of $322.00 $ 64.00

In this example, the taxpayer cannot claim the full $70.00 paid to another state as his credit is limited
to 20% of $322.00 or $64.40. The credit cannot exceed the amount paid to another state.

(2) Since Michigan allows a subtraction of income attributable to other states the credit is ordinarily
limited to tax imposed on compensation received for services rendered in another state.

History: 1979 AC.

R 206.17. City income tax credit.

Rule 17. (1) Each person subject to tax under Act No. 281 of the Public Acts of 1967, being §8206.1
through 206.532 of the Michigan Compiled Laws, may claim a credit for a portion of the income taxes
levied by cities in Michigan that are deductible if that person had not elected the standard deduction. For
purposes of computations of this credit, city income taxes do not include penalties or interest paid.

(2) The amount of city income taxes used as a basis for computation of this credit shall be the city income
tax paid by the taxpayer in the tax year. The tax paid shall be reduced by any refund of overpaid taxes of a
prior year.

(3) If a person is assessed and pays additional city income taxes applicable to prior years, the
additional taxes paid shall be added to the city income tax of the year in which they are paid for
purposes of computation of this credit.

History: 1979 AC; 1998 - 2000 AACS.

R 206.18 Rescinded.

History: 1979 AC; 1998 - 2000 AACS.

R 206.19 Adjustment of pre-tax gains or losses.

Rule 19. (1) A taxpayer, whose federal adjusted gross income includes gains and losses realized in the
tax year from the disposition of property acquired prior to October 1, 1967, which are described in and
subject to the provisions of subchapter P of the internal revenue code, 26 U.S.C.S1201 et seq., may
reduce taxable income by the portion of gain or loss attributable to the period before October 1, 1967.
When this election is made, it shall include all items of gain or loss realized during the taxable
year.

(2) To compute this adjustment a fraction is applied to the gain. The denominator is the total months
held and the numerator is the number of months held after October 1, 1967. In making this
calculation, property acquired or disposed of from the first to the fifteenth of the month shall be counted
from the first of the month and property acquired or disposed of after the fifteenth of the month shall be
counted from the last day of the month.

(3) Losses resulting from the application of this rule shall not be carried forward.



History: 1979 AC.

R 206.20 Withholding generally.

Rule 20. (1) Every employer, over whom Michigan has jurisdiction, required to withhold federal
income tax from compensation paid anemployee, shall also withhold Michigan income tax from (a)
compensation paid to the employee if the employee is a resident of Michigan, and (b)
from that portion of the compensation earned in Michigan if the employee is not a resident of Michigan,
unless (i) the compensation is paid to an employee from whom the employer is prohibited from
withholding  Michigan income tax because of a federal law, or (ii) the employer is not required to
withhold Michigan income tax because of a reciprocal agreement between Michigan and another state
or between Michigan and another city. (See employer's tax guide.)

(2) Churches, schools, governmental agencies, and nonprofit organizations exempt from income
tax shall withhold Michigan income tax from compensation paid employees the same as any other
employer.

(@) Example 1. A church has a full-time secretary and withholds federal income tax from her
compensation. The church shall also withhold Michigan income tax from her compensation.

(b) Example 2. A machine shop is located in Michigan close to the Indiana state line. It employs
residents of both Michigan and Indiana and is required to withhold federal income tax from all employees.
The firm shall withhold Michigan income tax from Michigan residents, but will not be required to
withhold Michigan income tax from residents of Indiana who provide the employer with a certificate
of nonresidency. Michigan and Indiana have a reciprocal agreement.

(c) Example 3. A contractor from Pennsylvania builds a shopping center in Michigan. He employs
residents of Michigan from the local labor force and brings 2 of his permanent employees from
Pennsylvania to Michigan for 3 months to supervise the construction. The contractor shall register
and withhold Michigan income tax from the compensation paid to all employees engaged in the project
including the compensation paid to the 2 residents of Pennsylvania for the compensation paid for the
work performed in Michigan. This contractor has the same obligation to withhold the Michigan tax as
a Michigan contractor who performs all of his business in Michigan.

History: 1979 AC.

R 206.21 Failure to withhold; withholding less than correct amount; liability of employer.

Rule 21. (1) If an employer erroneously fails to withhold Michigan income tax from compensation
paid to an employee, or withholds less than the correct amount, he is liable for payment of the amount
which should have been withheld, whether or not it is collected from the employee by the employer.
The employer should correct the error within the same calendar year, if possible, by deducting the
difference between the amount withheld and the amount required to be withheld from any
compensation still owed the employee.

(2) If the failure to withhold is in a year other than the current year, the employer is still liable for the
amount that should have been withheld and shall pay it to the department. Any reimbursement by the
employee to the employer is a matter between the employer and the employee.

(3) If the employer fails to withhold the tax as required and, thereafter, the income tax against
which the tax may be credited is paid, the tax required to be deducted and withheld shall not be
collected from the employer. Such payment does not, however, operate to relieve the employer from
liability for penalties and interest on the tax that should have been withheld.

(a) Example 1. An individual started a business on March 1 of the current year. He was an employer
and the people on his payroll were employees subject to collection of federal income tax at source
on wages under chapter 24 of the internal revenue code, 26 U.S.C. S4101 et seq. The employer did not
register and start withholding Michigan income tax until August 1. The employer is liable for
withholding the correct tax from the compensation he pays his employees. He should compute the tax
he should have withheld from each employee from March 1to August 1 and withhold
this from each employee during the remainder of the year in addition to the correct tax that must be
withheld from each payment of compensation. This is according to subrule (1) above.



(b) Example 2. An employer was withholding federal

income  tax

from wages, but was not

withholding Michigan income tax. The department made an audit in June, 1976, and determined the

following:
Figure for 206.21
- [k ] 1974
Wages Shauld have Wages ) Should have
Employee ___5'»&_:-:} withheld _E.'ml'-d withhe ld
N, 1 £15,255.00 328,000 %15,425.00 5438.00
N 2 $12,000.00 A0 1.3,000.00 416.00
Tax due SR25.00 EH50
- a s 1 _
Wages Shihd have Wages Should hive
Employes _|_ui-i ) withheld [uld_ withheld
ol 516,000 E450.00 55, 000.00 222500
Mo 2 S14,000.00 HE0 7,000,000 23400
Tax due 355600 4900
The department assessed tax of $2,829.00 plus penalty and interest against the employer.

Subsequently, the employer obtained signed

employee wage statements from the employees and sent

them to the department.

Employee no. 2 claimed he filed MI-1040 returns for the years 1973, 1974, and 1975. The
department checked its records and found returns for all 3 years and that the employee did pay the tax
on his own MI-1040. Since the assessment had not been paid, the department reduced the assessment
by $1,164.00, which is the tax in the audit for the years, 1973, 1974, and 1975. If the assessment had
been paid, the department would have issued a refund to the employer. This is according to subrule
(3) above. Employee no. 1 also gave his employer signed employee wage statements claiming he filed
MI-1040 returns and paid his own tax on the wages he received from the employer. The department
checked its records and could not find a return for 1973. They found a joint return for 1974, but the
adjusted gross income on the return was $12,000.00. This was compensation the wife received as a
schoolteacher. It agreed with the compensation shown on the W-2 issued by the school district.
The department also found a joint return for 1975 and the employee and his wife reported the
compensation from both their employers. The department reduced the assessment against the
employer by $450.00 for the tax included in the audit for 1975 since the employee paid the tax on
this compensation on his own MI-1040. This is according to subrule (3) above. The department cannot
give the employer relief for the tax he should have withheld from employee no. 1 in 1973 and 1974
since the employee did not report on any MI-1040 the compensation he received from the employer.

Employee no. 1 is delinquent for the year 1973 and filed a false MI-1040 for 1974. The department will
give the employee credit as tax withheld of $328.00 in 1973 and $438.00 in 1974 at the time it confronts
him about his individual income tax returns. The employer shall look to the employee if he wishes to get
reimbursed for these 2 amounts. This is a matter between the employer and the employee. See subrule (2)
above. The employer may recover the $449.00 tax he did not withhold in 1976 by deducting it from
future compensation paid the employee during the remainder of the year according to subrule (1).
The employees shall be given credit for these amounts on their 1976 W-2 plus any additional tax to
be deducted for the remainder of 1976.



History: 1979 AC.

R 206.22 Overwithholding or withholding in error.

Rule 22. (1) If an employer overwithholds income tax from an employee's wages, or if he withholds
Michigan tax where he should not have withheld Michigan tax, he may repay the amount withheld in
error to the employee at any time within the same calendar year. He shall obtain a receipt from the
employee for the amount refunded and keep it as a part of his own records. The employer may adjust his
records internally and deduct the amount refunded from the tax owing on his next return or he may ask
for a cash refund.

(2) The fact that an employer is withholding more on 1 basis than he would if he were using another
method, for example, the wage bracket method as compared to the percentage method, does not mean
that there has been an overcollection. The employer may choose whichever method he prefers and
if his computation is correct according to the method selected, there is no overcollection. Similarly,
if an employee does not file an exemption certificate so that more is withheld than would have been
if he had claimed his exemptions, there is no overcollection on that account and no repayments to him by
the employer would be authorized.

(3) If the employer does not repay the employee for the overcollection, the employee's remedy lies in
claiming credit for the amount withheld on an individual income tax return.

(a) Example 1. An employee was a resident of Michigan and lived and worked in Michigan through
June of the current year. On July 1, his employer reassigned the employee to New York state. The
employee moved to and became a legal resident of New York state on July 1.

The employer correctly withheld $600.00 Michigan tax from January through June, but
erroneously withheld another $200.00 Michigan tax instead of New York tax during July and August
and paid Michigan $800.00 tax which was withheld from this 1 employee.

The employer should refund $200.00 to the employee and obtain a receipt for his records. The employer
may either reduce his next Michigan return by $200.00 or ask for a refund. The W-2 shall show $600.00
Michigan tax withheld.

(b) Example 2. A coding error resulted in Michigan tax being withheld from an employee who is a
resident of Minnesota. The employee never lived or worked in Michigan. The employee found the error
when he received his W-2. If the employer can recover the W-2 and issue a corrected W-2 showing no
Michigan tax withheld, he may refund the tax to the employee, obtain a receipt, and either deduct it
from the amount withheld the following month or ask the department for a refund. If the employer cannot
recover the W-2 from the employee, the employee shall obtain relief by filing a Michigan individual
income tax return.

History: 1979 AC.

R 206.23 Withholding tax returns.

Rule 23. The income tax withheld from compensation paid to employees is a personal obligation of the
employer (taxpayer) and is due and payable on or before the fifteenth day of the month next succeeding
the month in which the tax was withheld. The commissioner of revenue may require filing of returns
on other than a monthly basis. The taxpayer shall make out a tax return for the preceding month on the
form required by the department, showing the amount of the tax for which he is liable and mail the
return, together with a remittance for the amount of the tax, payable to the state of Michigan, to the address
as indicated on the return, on or before the fifteenth day of the month. The return shall be signed by
the taxpayer or the duly authorized agent of the taxpayer.

History: 1979 AC.

R 206.24 Withholding exemption certificate.



Rule 24. (1) Every employee shall file a signed employee's Michigan withholding exemption
certificate, form MI-W4, with his or her employer. The number of personal and dependency exemptions
claimed on the MI-W4 shall not exceed the number of personal and dependency exemptions the
employee is entitled to claim on his or her individual income tax return.If married, and the employee and
his or her spouse are both employed, they shall not claim the same personal and dependency
exemptions with their employers at the same time. If a person is unmarried and holds more than 1 job,
the person shall not claim the same exemption with more than 1 employer at the same time.

(2) An employee may claim exemption from Michigan income tax withholding, which shall be
renewed annually, if all of the following conditions exist:

(a) He claimed exemption from federal income tax withholding.

(b) He did not incur a Michigan income tax liability for the previous year.

(c) He does not anticipate a Michigan income tax liability for the current year because his
employment is less than full time, intermittent, or temporary, and his personal and dependency
exemptions will exceed his annual compensation.

(3) An employee shall file a new certificate within 10 days if the number of exemptions previously
claimed decreases because:

(@) The spouse for whom the employee has been claiming exemption is divorced or legally separated,
or claims her or his own exemption on a separate certificate.

(b) The employee finds that a dependent claimed as an exemption on the certificate must be dropped
for federal purposes.

(4) The death of a spouse or a dependent does not affect the employee's withholding until the following
year.

(5) If an employee fails or refuses to furnish an exemption certificate, the employer shall withhold tax
from the employee's total compensation without allowance for any exemptions.

History: 1979 AC.

R 206.25 "Homestead" defined.

Rule 25. (1) "Homestead" means a dwelling, or a unit in a multiple unit dwelling, which is subject to
property tax or a service charge in lieu of taxes pursuant to section 15a of Act No. 346 of the Public
Acts of 1968, and is occupied as a home by the owner or renter. Real property classified as agricultural
land for property tax purposes is part of a person's homestead under any of the following conditions:

(@) If the gross receipts from the taxpayer's agricultural or horticultural operations are greater than
his household income, all taxes on farmland may be claimed for credit.

(b) If gross receipts from the taxpayer's agricultural or horticultural operations are less than his
household income, the credit for property taxes is limited to the property taxes on land that he has lived
on for 10 years or more and which is adjacent or contiguous to his home.

(c) If the taxpayer has not lived on the land for 10 years and the gross receipts from agricultural or
horticultural operations do not exceed the taxpayer's household income, only the taxes on the home and
5 acres of land may be claimed for credit.

(2) The taxes on a homestead, which is an integral part of a larger unit of assessment, shall be the
proportion of the total property tax that the value of the homestead is to the total value of the assessed
property.

(a) Example 1. The taxpayer is an insurance agent and is using the first floor of his 2-story house as a
business office. He and his wife live on the second floor. Assuming the value of the real property
used for business is equal to the value of the real property used as a home, the taxpayer may claim for
credit one-half of the property taxes.

(b) Example 2. The taxpayer has converted the second floor of his home to an apartment which he rents
for $175.00 per month. To determine the property taxes applicable to the apartment, the annual rent
of $2,100.00 (12 x $175.00 = $2,100.00) is multiplied by 17%. This amounts to $357.00 which is
subtracted from the total property taxes assessed to arrive at the homestead property tax the taxpayer
may claim for credit. This example is used when the homestead is a part of a larger unit of assessment
and that portion of the assessed property not used as a homestead by the taxpayer is rented or
leased to another person who occupies it as his home.



(3) A mobile home or trailer coach in a trailer park is a homestead. See R 206.28 for the property taxes
that may be claimed for credit by persons residing in a mobile home in a trailer park.

(4) A nursing home or foster care home or home for the aged is the homestead of a permanent
resident. A homestead maintained elsewhere by the spouse is considered a part of the same homestead.

(5) A single person who is a permanent resident of a nursing home, foster care home, or home for
the aged and also owns the house he formerly occupied may claim for credit either the taxes on the house
or his share of the taxes paid by a nursing home, foster care home, or home for the aged, but not both.

(6) See R 206.28 for the property taxes that may be claimed for credit by a person residing in a nursing
home, foster care home, or home for the aged.

History: 1979 AC.

R 206.26 Property taxes claimable for homestead property tax credit; sale of property; apportionment of
taxes; computation of credit.

Rule 26. (1) Property taxes which may be claimed for a property tax credit are:

(a) Taxes based on the state equalized value of the homestead, including collection fees. Special
assessments based on state equalized value may also be claimed.

(b) The property must be located in Michigan and be the principal residence of the claimant.

(c) The taxes shall be the taxes billed for the year the credit is claimed. For example, a property tax
credit claimed for 1976 shall be based on taxes billed to the owner for 1976, usually in July and
December.

(2) If the property is sold during the year, the taxes shall be apportioned between the buyer and
seller according to the number of days in the calendar year that each occupied the house.

Example 1. The taxpayer sold his home in April, 1976, which he occupied until May 31, 1976. The
property taxes for 1976 amounted to $600.00 (summer taxes $200.00, winter taxes $400.00) billed to
the new owner in July and December of 1976. On August 1, 1976, he purchased a new home
which he first occupied on October 1, 1976. The 1976 taxes on the new home totaled $800.00 (summer
taxes $300.00, winter taxes $500.00). The taxes that may be claimed for credit are computed as follows:

Homestead Homestead Computation

Steps Sold Bought
1. Number of days occupied 152 92 2. Divide line 1
by 366 days 41.5% 25.1% 3. 1976 property taxes

$600.00 $800.00 4. Prorated taxes line 3 X line 2
$249.00 $200.80 5. Total taxes for credit
$449.80

The taxpayer rented a home for the period June 1 to September 30, 1976,
and may also claim the 17% of tax in rent.

History: 1979 AC.

R 206.27 Homestead property tax credit; "owner" defined.

Rule 27. (1) The term "owner," for the purpose of claiming a homestead property tax credit, means a
natural person who owns his home or is:

(a) Purchasing a homestead under a mortgage or land contract.

(b) Purchasing a dwelling on leased land.

(c) A tenant stockholder of a cooperative housing corporation.

(d) Holding a life lease in a homestead previously sold.

(e) The sole occupant of a homestead in which he is a joint owner.

(2) Claimants not related as husband and wife, who jointly own and occupy the same dwelling, shall
file separate claims on their prorated share of the taxes.



History: 1979 AC.

R 206.28 Homestead property tax credit; renter.

Rule 28. (1) A person renting a homestead that is subject to a property tax is entitled to a homestead
property tax credit similar to the credit allowed the homeowner.

(2) The renter, in his computation of the credit, shall use 17% of gross rent for taxes on his homestead.

(3) Gross rent is the contracted rental amount the renter or lessee pays to the landlord. If the department
has reason to believe that the amount charged is excessive, the department may adjust the rent to
fair market value for purposes of computing the credit.

(4) Persons living in a mobile home park may claim credit on the $3.00 per month specific tax and
17% of the remaining charges as rent.

Example 1. Monthly charges for the lot are $65.00, including the $3.00 per month specific tax. Rent
paid for the entire year, $62.00 x 12 =$744.00.

Property tax in rent, 17% X 744.00 $126.48
Specific tax at $3.00 per month 36.00
Homestead property taxes for credit computation $162.48

(5) A person renting a homestead which is subject to a service fee as provided by section 15a of Act
No. 346 of the Public Acts of 1966, being S125.1415a of the Michigan Compiled Laws, in lieu of
an ad valorem property tax, shall base his property tax credit on the service fee included in the rent
he pays. He does not use 17% of rent paid. For example, John Doe rents a home for $160.00 per
month or $1,920.00 per year. The home is tax exempt but a service fee of 7% of rent is paid to the
city by the owner. In the computation of the credit, John Doe uses 7% of $1,920.00 or $134.40 for property
taxes. The service fees can vary from 1% to 10% of the rent paid depending on the city and type of
housing. Therefore, occupants of service fee housing should ask their ~management agent for the
percentage that applies to their homestead.

(6) Persons residing permanently in homes for the aged, nursing homes, or foster care homes that issue
a lump sum billing for rent, food, nursing, and other services shall use their allocated share of
the property taxes levied on the facility in the computation of their credit.For example, Mary Doe is a
permanent resident of a nursing home licensed by the department of public health as a 40-bed facility
which was assessed property taxes of $4,840.00 for the tax year. Mary Doe's allocated share of the taxes
is $121.00 ($4,840.00: 40 = $121.00). The number of occupants designated by the license or
permit issued by the department of public health or department of social services shall be used in
the allocation of the taxes.

(7) Other renters of homesteads that have their meals furnished by the landlord and received a lump
sum billing shall compute their credit on the property taxes levied on the homestead. If the homestead is
located in a multi-dwelling complex, the property taxes on the entire complex are allocated to each
apartment in the complex. The allocation is to be based on the square feet of each apartment to the total
square feet of all apartments. For example, Mr. and Mrs. Doe rent a 600-square-foot apartment in a
100-unit apartment complex. They are billed $750.00 per month for rent and meals. The rent is not
stated separately. The total square feet of all of the apartments is 62,000. The taxes on the complex,
including carports, swimming pool, and common laundering facilities, amounted to $54,000.00. The
taxes that Mr. and Mrs. Doe may claim for credit are $523.80 (600 : 62,000 = 0.97% x $54,000 =
$523.80).

(8) This rule to become effective for the tax year starting January 1, 1978.

History: 1979 AC.

R 206.29 Homestead property tax credit; separation or divorce of

claimants.

Rule 29. (1) For the period prior to separation or divorce, the taxes or rent paid shall be prorated on the
basis of each spouse's income to total income for the period. However, if 1 spouse's income does not



equal 1/2 the taxes or tax in rent for the period, the other spouse may claim all of the taxes or tax in rent
for that period. In the example in subrule (5) Alice is not entitled to claim part of the property taxes
during the period they lived together because for that period she did not have income equal to 1/2 of the
taxes.

(2) During the period of separation or divorce, the occupant of the homestead is entitled to the credit.

(3) If 1 of the parties to a separation or divorce is required to continue the house payments and taxes
or the rent on the dwelling occupied by the other, the occupant shall include these payments in his or
her household income.

(4) Household income is that income received during the period the claimant is entitled to claim
property taxes or tax in rent.

(5) Example 1. Bob and Alice Jones separated June 1 and were divorced November 3. They owned a
home on which the taxes for the year were $900.00. Alice continued to occupy the home and
received title to the property upon their divorce. Bob moved into an apartment June 1 and paid
$225.00 per month rent for the balance of the year. Bob's income for the year was $15,000.00 and, at the
time they separated, he was ordered to pay Alice $200.00 per month plus the payments on the house
($240.00 per month, including taxes and insurance). The divorce decree called for alimony to Alice of
$200.00 per month. Alice earned $30.00 per month on a part-time job through July but quit to go to
work full time on August 1 for a salary of $500.00 per month. Their homestead property tax credits are
computed as follows:

Figure for 206.29
Alice
Wages:
Part-time  June L-July 3L i i, 3 G000
Full-time  Aug. 1-Dec. 3ot escs s e s e 2,500,000
Alimaony and separate maintenance
Tornomths B BB o et e r et e e s 1,400,060
S maonths @ 524000 ..., et ST 1, 200,00
Total household income
June 1-Dec, Bl i e e s s s e 5, 16000
Prapérty taxes
Jam. 1-BHay L e vvsenssvomes nonsnes sasnessamsnsnase ssss s et 11063 15288882 8220ms  pmmrm s venes ——
June 1-Dec. 310 Rex 380000 = 54500
Taotal taxes
Amount not refundahle
ST of 85, B0 ccr ittt st o 180,60
BBLANEE oo e et ee s s s e e e e et e A4 40
Property tax credit (B08) .. & MG RY
Bob
Wages: Jamie L0800 3 wuesvinsinssnss vimsass sisnssnmmnnss ues ivanessionsun viaass viussns sise $15, 0000
Total household THommmE o et e s eeeeeenee e D DR
SN
Property taxes
Jan. L:May 31 Rex 390000 = i i e i 375.00
Tax in rent
Total taxes
Amount not refundable
T of $15,000.00..., 525.00
Balance ..o 11775

Presperty tax credit {60F) ... 5255 344588 i i imin SRS G SRERES HiE L Badkrindsan £ TOBS



History: 1979 AC.

R 206.30 Homestead property tax credit; part-year resident.

Rule 30. A person who moved into or out of the state during the tax year and was a resident for at least 6
months may compute a property tax credit on his or her Michigan household income. For purposes of
computing the credit, the taxes on the Michigan home bought or sold shall be reduced to the ratio of
days occupied to total days in the tax year.

(a) Example 1. Mr. Jones came to Michigan on May 1, purchased a home, and moved into it with his
family on June 1. The taxes on the home for the full year were $720.00. Mr. Jones received the following
income:

Figure for 206.30
Saurce af Income Tatal Michigan Other Stutes
Wages $1.3,400.00 § 5 400.00 33, 000,00
Moving reimbursement 300000 3,000, 0
Total 16, 40000 11,400,600 500000
Moving expense 2. 700,00 B T00.00 —0—
Federal adjusted gross income $13.700.00  § S700.00 £5, 000,00
The homestead pioperty tax credit is computed as follows:
Household ineome e o P — febiuns 8 T00.00
Property tax "a = 30T« $720000. e 42480
Amount not refundable 3.58 of 35T ..o S04, 50
BalaTICR oo e e s e bt e e aen 120.30
L {10 O e tvet s as e et ennn e et o T8

History: 1979 AC.

R 206.31 Homestead property tax credit; death of taxpayer.

Rule 31. The 6-month residency rule does not apply to deceased taxpayers. The taxes on which a
credit may be based are those taxes billed to, and paid by, the claimant for the current tax year. For
renters, the tax is 17% of the rent paid up to the date of death.

History: 1979 AC.

R 206.32 Veteran's homestead property tax credit.

Rule 32. (1) The credit allowed servicemen, veterans, or their widows under the requirements of
section 506 of Act No. 281 of the Public Acts of 1967, being S206.506 of the Michigan Compiled Laws,
shall be known as a veteran's homestead property tax credit.

(2) A person eligible for the veteran's credit may file a claim for the year in which he first became
eligible and all years thereafter for which he remains eligible, including the year in which his
eligibility is terminated. Eligible claimants of a veteran's homestead property tax
credit who buy or sell and rent a home during the tax year shall compute their credit as shown in the
following example:

John Brown is an eligible veteran with a 30% service-connected disability which entitles him to a
state equalized value allowance of $3,500.00. He sold his home in March and moved out on April 30.



Its state equalized value was $10,500.00. The taxes for the entire year amounted to $546.00. He rented
a home for the next 5 months for $275.00 per month. He purchased a new which he moved into on
October 1. The state equalized value is $15,000.00. Taxes of $780.00 were assessed for the entire
year. Mr. and Mrs. John Brown's household income for the tax year amounted to $12,000.00.

Figure for 206.32
Cradit computation—
Hamestead Hi tend H tead
Bought Sold Rented
Caol, A Cal. B Col. C
37, Number of days ccoupied o 120 82 133
38, Dhvide line 37 by 3685 davs oo e, 32.9% 25.3% 41.5%

39, Property taxes for calendar vear....... § 3600 § 730,00
40. Prorated taxes (multiply line 39 b-}

line 38)... - 1749 .63 108,56
41, State equ.all'z.ed value al!nuance 3,500,000 350000
42, State equalized value .o 10k, 30000 15,0000 00
43, Divide line 41 by line 42 33,38 23.3%
44, Multiply line 40 b} line 4{! 39.52 4550

45. Praperty tax credit on homes purchwad and sald, add columns

A and B of line 44, If vou rented a home for part of the YEar,

complete lines 46 thmugh.‘:’vﬂ S T {1
48. Bent pauﬂ ............................... - — 137500
47. Multiply line 46 by 17% .. et et et s sanenn s amer s 23375
48. Household Income .o e RLEiY
49, Multiply line 48 by line 38, Col. C.... 502500
S0 Multiply line 49 by B8F .o e e e 175.85

al. Subtract line 30 from line 47 . 87T
52 Multiply line 51 by 608 .. .65
53. Homestead property tax med]t add Imp-: 43 :mri 52 e B 140 28

Note: Veterans renting a homestead subject to a service fee in lieu of property taxes should enter their
share of the service fee on line 47 instead of 17% of rent paid. See your management agent for your
share of the service fee.

History: 1979 AC.

R 206.33 Income tax return preparers.

Rule 33. (1) An income tax return preparer shall furnish a completed copy of any return or refund
claim he prepares to the taxpayer before or at the time he presents it to him for signing.

(2) The preparer shall retain a completed copy of the return or refund claim, or retain on a list the
name, taxpayer's social security number and taxable year of the taxpayer for whom such return or claim
for refund was prepared.

(3) The preparer shall make such copy or list available for  inspection upon request by the
commissioner of revenue or his representative. The return copy or list shall be retained for the 3-year
period following the close of the return period during which such return or claim for refund
was presented to the taxpayer for filing. However, in the case of a return which becomes due during a
return period (including extensions, if any) following the return period during which the return was
presented to the taxpayer for filing, then such materials as described in this paragraph shall be
retained and kept available for inspection upon request for the 3-year period following the close of such
later return period in which the return became due. For the definition of "return period” see the internal
revenue code, 26 U.S.C. S6060(c).



(4) For the purpose of this rule, the term "income tax return preparer" means any person who prepares
for compensation, or who employs 1 or more persons to prepare for compensation, any return of tax
imposed by Act No. 281 of the Public Acts of 1967, or any claim for refund under the same act. For the
purpose of the preceding sentence, the preparation of a substantial portion of a return or claim for
refund shall be treated as if it were the preparation of such return or claim for refund.

(5) In the case of an employment between 2 or more income tax return preparers, the person who
employs 1 or more other preparers to prepare for compensation any claim for refund other than for such
person (and not the other preparer) shall be considered to be the income tax return preparer.

(6) In the case of a partnership arrangement for the preparation of returns and claims, the partnership
shall be considered to be the income tax return preparer.

History: 1979 AC.



