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Present law reduces numerous credits to the income and franchise taxes through June 30, 2018 by 28% (Act 125 of 2015 as 
amended by Act 29 of 2016 ES1). After which the credits return to their full 100% value. 

Proposed law repeals the June 30, 2018 termination of the credit reductions on Act 125, making the reductions permanent,
except for the offset against corporate income tax for premium tax remitted by insurance companies, which is allowed to
return to 100% of value.

 Effective upon governor's signature.

There is no anticipated direct material effect on governmental expenditures as a result of this measure.

The credit reductions of Act 125 were expected to generate from $31.5 million to $27.6 million per year over FY16 to FY18
before expiring in FY19 and beyond. This expectation was based on actual credit claims over a number of years prior to the
effectiveness of the Act. The applicability of the Act to returns filed on or after July 1, 2015 rather than filed for particular tax
years, as well as the temporary life of the Act likely distorted the behavior of taxpayers and has made income and franchise
tax collections more uncertain, especially with regard to tax credits.

The Dept of Revenue (LDR) estimated the revenue effect of continuing the credits addressed by the original version of this
bill as a net revenue gain of some $21.5 million. Allowing the credit that insurance companies can take against their
corporate income tax liabilities for the premium taxes they remit (removing that credit from the bill’s credit reduction
continuation) reduces the estimated net revenue gain by some $9 million. Thus, this version of the bill is estimated to result
in a net revenue gain of some $12.5 million. However, upon further evaluation, it is likely that some amount of net receipts
associated with the premium tax credit should not have been included in the estimated effect of the bill originally, since as a
group insurance companies tend to have substantially more premium tax credit available to them than they do corporate
income tax liability, even after accounting for the 28% reduction in credit allowance imposed in Act 125. First effects of this
bill would be realized in FY19.

Not included in these estimates are the potential effects of changes to the priority of credits made in Act 23 of 2016 ES1, and
the 3-year recoupment provisions of credits lost to taxpayers from 2014 tax year returns filed under extension in 2015.

While permanent continuation of credit reductions will work to ultimately increase net tax receipts, the timing and magnitude
of that effect is more uncertain than before Act 125 was enacted. Actual revenue gains may take some time to normalize as
taxpayers incorporate the likely permanence of the credit reductions, and will likely differ from those estimated above.
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Removes the June 30, 2018, sunset provision and makes permanent reductions to certain income and corporation franchise
tax credits. (gov sig)
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