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Tax Update
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SALT
Workarounds,
generally

FTE taxes are direct response to Tax Cuts
and Jobs Act of 2017 implementation of
S10,000 State and Local Deduction Tax
(SALT) deduction limitation

Designed to provide business owners
benefit of full deductibility of state and local
taxes, generally without any revenue
consequences on the state

Originally some uncertainty as to whether
workaround would be accepted, but
ultimately recognized under Notice 2020-75
(November 9, 2020)



2021 PA 135, Signed December

20, 2021

The
Michigan

s Retroactive to January 1, 2021

-low- ,
mm Overview —
Through
. * Who Can Pay?
E I tlty TaX e How to Elect to Pay?
e How to Calculate the Tax?
e What must members report?




* Electing “Flow-through entities” —

* S corporation

* Partnership

* No publicly traded partnerships

* Any person subject to tax under CIT

* No disregarded entities (e.g., SMLLC) '
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* Electing flow-through entities -
* Irrevocable election
* Generally, lasts for 3 years

* Made by submitting payment of any amount
through MTO

Who can

Pay? For most tax years,* elect by
|5t day of 34 mo. in the tax year

Calendar 2022 March 15,2022

*Special timing due to retroactive
implementation for TY 2021 only.



% How to Pay the

All returns and payments must be
made through Michigan Treasury
e Online (MTO)




How to Pay the Tax

— ¢ Annual Return (Form 5772)

* Due last day of third month after the end of
the tax year (i.e., March 31 for calendar filer)

* 6-month extension
e Estimated Tax Payments
 Required if liability > S800

* Due April 15, June 15, September 15, and
January 15 (same dates used by individuals)

e Safe-harbor available




* FTE tax is levied on the positive “business
income tax base” (BITB) of each electing
flow-through entity

How to * BITB is defined, but some general features —
* 4.25% tax rate
Ca |CU Iate the » Adjustments generally mirror those used by
individuals

Tax?

* No business losses carryforwards or net
operating losses

* Designed to benefit individual members — no tax
is paid on any share of the BITB allocable to
members who are subject to the CIT /
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* Hybrid provisions —
e Starting point is FTI — with S corps and

Partnerships determined to be Corporations for
purposes of that computation (US Form 1120)

: * But also includes items of income and expense
SpEC.Ia-| attributable to business activity that are
Provisions separately reported to partners
related to
the BITB * Tiered entities —

 Electing FTEs must exclude income from direfj
and indirect electing FTEs to avoid duplicatio
of tax (FTEs may not claim credits)

* Nonelecting FTE income is included in BIT%ut

separately apportioned P
o




FTE Allocation
and

Apportionment

» Same rules as used for individuals, trusts
& estates

* Apportionment: single sales factor (Ml
sales / Total Sales)

* For Tiered entities — Any BITB included
from non-electing FTEs gets apportioned
under Chapter 3 using that non-electing
FTE’s factors



* Both electing and non-electing FTEs are
required to report

* Due same day as annual return

* Required Information:
FTE * Allocation & Apportionment

* Share of FTE’s income taxes deducted in arriving
at FTI

Requir’ements * Share of FTE taxes levied and paid

* Share of refund received in the tax year of

Michigan state or city income tax to extent
included in FTI '

* Same information must be passed through
from lower-tier FTEs, separately. /

Reporting
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* Refundable Credit - Member will receive
credit for M| FTE taxes paid by FTE

* Timing of credit depends on timeliness of FTE
What must M
mem be 'S * Pay by March |5 (return due 3/31)— credit allowed in
member’s same tax year
report? * Pay after March 15 (return due 3/31) — credit is

allowed in member’s following year
* No e-file capability for those claiming credits in
2021 only '
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What must o Addition: share of Ml taxes deducted via
members

distributive share

report? * Subtraction: share of Ml refund included in
income via distributive share




General Example

* Partnership elects into MI FTE Tax.

 Reported BITB of $100

* Partnership pays MI FTE tax of $4.

e The MI FTE tax is deducted
federally

* Individual Member receives a
Schedule K-1 showing a
distributive share equal to $96.

e Individual Member is allocated all
S4 in tax.

Individual MI-1040

AGI 96

Add:

FTE Tax deducted 4

MI Taxable Income 100
Tax (@ 4.25%) 4

FTE Credit (4)
Tax Owed 0




* All returns and payments must be made
through MTO; no paper returns

Update on * Phased implementation

Mich |ga N * Phase 1 — Barebones payment and return
filing functionality

* Phase 2 — ETA June (allow attachments,

Treasury Online

(|\/|TO) other technical fixes)
* Phase 3 — ETA December (full system '

functionality; amended FTE returns)
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* FTE Webpage (FAQs, notices, MTO
Additional walkthrough, other updates)

FTE

* January 14, 2022 Implementation Notice

Resources

* Michigan Treasury Online (MTO)
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* Launched January 2022

_ o o o
 www.michigan.gov/taxes ° . °
* www.Michigan.gov/treasury SR RS
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MiTreas

Modernization
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Streamline Make & view View
customer payment Assessments
portal history

0o e

Submit POA View letters Send inquiries
from Treasury  electronically



Revenue Bulletins
Treasury Notices
Tax Newsletters
Tax Policy Updates




Revenue Administrative Bulletins

2021-17: Estimated Payments for

Individuals & Fiduciaries

2021-18: Exemption Claim Procedures
& Formats

2021-19: Treatment of Alimony &

Separate Maintenance Payments




Revenue Administrative Bulletins

2021-21 Nexus Standards for Remote Sellers

2021-22 Marketplace Facilitators & Sellers

2021-23 Treatment of Motor Vehicle Insurance
Premium Refunds

2021-24 Retirement & Pension Benefits Deduction
for a Surviving Spouse




Revenue Administrative Bulletins

2021-25 Homestead Property Tax Credit
Calculation

2021-26 Farmland Preservation Tax

Credit Eligibility

2022-4 Food for Human Consumption




Amend MI Tax Return

Exclude up to S 10,400

2020
Unemployment

Benefits Received in 2020 only

NO retroactive benefits count




Important
Publications

e 01/13/2022 — Wagering Losses for
Casual Gamblers

e 03/14/2022 — Cancellation or
Discharge of Student Loans for
Disabled Veterans

e 04/06/2022 — Ml Flow-Through
Entity Tax

e 05/19/2022 First Time Home Buyer
Savings Account

e 08/26/2022 — Federal Partnership
Audit Adjustment



Important
Publications

¢ 08/2021 — Authority for Tax
Preparer

©11/2021 — Sales & Use Tax

¢02/2022 — Wagering Losses
for Casual Gambler

©02/2022 — First-Time Home
Buyers Savings Program

¢ (08/2022 — POA Form 151
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WHAT AUTHORITY DOES CHECKING THE BOX
PROVIDE THE TAX PREPARER
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NEW INCOME TAX DEDUCTION FOR
WAGERING LOSSES FOR CASUAL GAMBLERS

af Bath prr_'-lr. i
are reported at the federal |
capiured in Michigan taxable income
dule A af the federal level, which is not a

f*l._.n o
i on their feder:

ith federal -_1|1| usted
ver, prior o PA 168 due
professional and casual gamble
~asual gamblers report their WOENNC

component of AGI, the casual gambler's

e deduction for purposes of the City Income Tax Act and does not affect the fax

ligbility,
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Flow-Through Entity Distributions P78

Taxpayer’s Distributive Share
Allocation & Apportionment

Form MI 1040-H Schedule of Apportionment
Portfolio Income




Business, Rental & Royalty Worksheet P 79

Type & Location of Business Activity

Description of income NOT taxable in Michigan

NOT a required attachments

|dentify location of Michigan & Non-Michigan
business/rental activity




Composite IIT Returns P79

Form 807 — Composite Individual income Tax
Return
Estimated payments > S 500

MI-1040ES — only for participants
NO Subtraction on Composite return
Credit on MI-1040 for share of tax paid




Flow-Through Entity Tax P 80

Entity Level Election
4.25% tax
Tax Base = Michigan only

www.Michigan.gov/taxes/business-

taxes/flowthrough-entity-tax



Apportionment of Income from Flow-Through rsos:

U.S. Supreme Court — multistate business

apportionment

Unitary Business Principle

e Functional

¢ |ntegration

e Economies of Scale

e Centralized managment




Method of Apportionment P 80-81

Combined

Single Entity Multiple
Entity




|.R.C. §172 must apply

Net

Operating

055 (NOL) | MI-1045 Net
82-83 Operating Loss

Schedule



The relevant rules regardmng Michigan NOLS can be summanzed i the following table:

Group 1 Group 2 Group 2
NOL CARES NOL TCJANOL
Net Creaed fomlosses| . yi0 | 2018 2010 200 021 and beyoud
mcurred in tax vear ’

Operating

Carryback rule two-year fve.vear canyback No camryback (exception: two-year

N O L carryback carryback for farming losses)
— O S S ( ) Carryforwardrmle | 20 vears Unlimited Unlimsted
D Deduction to % of 100% if used prior to 2021;
- " . priof to 2021; W -
8 2 8 3 T b 100% 0% if wsed after 2020 80% of taxable income
Appropnate No carryback (exception: fanmers

Michigan formto | MI-1043 5603-CARES Act use Form 5603 for the carryback
file for camyback of farming losses)




Casual
Gamblers

Federal
ltemized
Deductions —
deduct on MI-
1040

January 1,
2021

Don’t Itemize
— unable to
deduct on MI-
1040
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