Michigan Taxes:
Pension Income Subtraction
Credit for Income Taxes Paid Governments Outside MI

Other Topics
SW Michigan United Way
Volunteer Income Tax Training

Michigan vs. Federal
Filing Requirements (for most people):
 In 2020:
 Clients MUST file an income tax return if their income exceeds the following:
 Federal Gross Income (i.e., gross taxable income):
Federal Standard Deduction-$12,400 single, $!8,650 head of household, $24,800
married filing jointly; (See Chart A, page A-1 in IRS Publication 4012 for exceptions)
Lower limit for self employed-$400 (Schedule C filers)
 State of Michigan (2020): If AGI carried over from federal return exceeds:
State of Michigan personal exemption $4,750 per person
(e.g., Single person = $4,750; Married couple = $4,750 x 2 = $9,500;
Single parent with two dependent children = $4,750 x 3 = $14,250)

Michigan Who May Want to File
Clients who had State of Michigan income tax
withheld; in order to get a refund of all or a
portion of their withholdings
Refundable Credits:
Earned Income Credit, Michigan Homestead
Credit, or Home Heating Credit
Identity Theft Protection

Michigan Compiled Laws (MCL)

INCOME TAX ACT OF 1967
Act 281 of 1967, Part 1
MCL 206.1 – 206.532
STATE CONSTITUTION - CONSTITUTION OF MICHIGAN OF 1963
Article IX § 7 Income tax. (Section 7):
No income tax graduated as to rate or base shall be imposed by the state or
any of its subdivisions.
(That’s All Folks!)

Other Reference Sources
Instructions for forms including:


MI-1040, Individual Income Tax Return



MI-1040CR, Homestead Property Tax Credit Claim



MI-1040CR-2, Homestead Property Tax Credit Claim for Veterans and Blind People



MI-140CR-7, Home Heating Credit



Form 4884, Pension Schedule



Schedule 1, Additions and Subtraction



Michigan Treasury Revenue Administrative Bulletins (Authoritative)

Current Year Michigan Taxpayer Assistance Manual available at: Michigan Treasury Tax Professionals web site:
https://www.michigan.gov/taxes/0,4676,7-238-43549---,00.html
Note: 2020 Taxpayer Assistance Manual Not Yet Available

Michigan Pension Subtraction
Qualified Pension Defined
MCL 206.30(8)(a):
 As used in this section, "retirement or pension benefits" means distributions from all of
the following:
(a) …qualified pension trusts… (i.e., Defined Benefit Plans) :
 (i) Plans for self-employed persons, commonly known as Keogh or HR10 plans.
 (ii) Individual retirement accounts…
 (iii) Employee annuities or tax-sheltered annuities purchased under section 403(b) of
the internal revenue code by organizations exempt under section 501(c)(3) of the internal
revenue code, or by public school systems.
 (iv) Distributions from a 401(k) plan attributable to employee contributions mandated
by the plan or attributable to employer contributions.
 (c) Retirement or pension benefits received by a surviving spouse if those benefits
qualified for a deduction prior to the decedent's death.

Michigan Pension Subtraction
Qualified Pension Defined
MCL 206.30(8)(d) Retirement and pension benefits do NOT include:
 (i) Amounts received from a plan that allows the employee to set the amount of
compensation to be deferred and does not prescribe retirement age or years of
service.
 Examples might include optional 401(k) or 403(b) contributions that are not
required nor matched by the employer. See RAB 2017-25:
https://www.michigan.gov/taxes/0,4676,7-238-43551_84522---,00.html

Michigan Pension Subtraction
Qualified Pension Defined


FORM 1099-R DISTRIBUTION CODES:



Recipients of a pension distribution receive Form1099-R. There is a box on Form 1099-R titled “Distribution
code(s).” Look in the “Distribution code(s)” box for the number that describes the condition under which the
pension or retirement benefit was paid



The following are the codes that MAY be eligible for the pension subtraction:



Distribution Code

Description

Eligible for Subtraction

2

Early distribution

Maybe **

3

Disability

Yes

4

Death

Maybe (surviving spouse only)***

7

Normal distribution

Yes

All other

Various

No

Source: 2019 Michigan Taxpayer Assistance Manual
** No,unless:•Part of a series of substantially equal periodic payments made for the life of the employee or the joint lives of the
employee and employee’s beneficiary.•Early retirement under the terms of the plan.
*** Other requirements also apply. See Taxpayer Assistance Manual.

Michigan Pension Subtraction &
Standard Deduction
 Michigan residents age for joint filers: based on age of oldest spouse)
GENERAL RULE REMINDER:
 Michigan residents born before 1946 (i.e., at least 75 years old in 2020):
Recipients born before 1946 may subtract ALL qualifying retirement and pension benefits received
from federal or Michigan public sources, and may subtract qualifying private retirement and
pension benefits up to $53,759 if single or married filing separate, or $107,517 if married filing a
joint return. Tier 1.
 Michigan residents born between 1/1/1946 and 12/31/1952:
Are eligible for a deduction against ALL income and will no longer deduct retirement and pension
benefits. The deduction is $20,000 for a return filed as single or married filing separately, or
$40,000 for a married filing jointly return. Tier 2.
 NEW THIS YEAR: Michigan residents born in 1953 may benefit from a standard deduction
which benefit is reduced by personal exemptions and by Social Security, railroad retirement, and
U.S. military compensation and retirement and Michigan National Guard pension. Tier 3.
(See slide 6 for exceptions which may apply to the above)

Michigan Pension Subtraction
 Taxpayers born before 1946 (married filing jointly based on older spouse)
 Reported on Michigan Pension Schedule Form 4884 then flows forward to
Michigan Schedule 1 then to Michigan 1040 as a subtraction from income
 TaxSlayer entry:
Pension income from forms 1099R that have been entered on federal return
must be confirmed with drop down box in Michigan section of Tax Slayer to
properly report on Form 4884.
Public Pensions include: distributions from the following sources:• The State of
Michigan• Michigan local governmental units (e.g., Michigan counties, cities, and Michigan
Public School Retirement System)• Federal civil service.
Private Pensions include: All other (e.g., private corporations)

Michigan Standard Deduction
 Standard deduction of $20,000 single, $40,000 married
 Clients born from 1/1/1946 to 12/31/1952
 For married filing jointly based on older of the spouses
 TaxSlayer entry:
No special entry required after you enter dates of birth and initiate a Michigan
return.
 Standard deduction reported on Michigan Schedule 1 and flows to
Michigan 1040

Michigan Pension Standard Deduction
Born in 1953 (Clients turning 67 during year)
 Michigan residents born in 1953 (or later once they turn age 67):

 Option A:
Standard deduction of $20,000 single, $40,000 married reduced
by:
Personal exemption(s), subtraction of taxable social security,
railroad retirement benefits, or U.S. military pay or U.S. military or
Michigan National Guard retirement benefits
OR see next slide for Option B
MCL 206.30(9)(e)

Michigan Pension Standard Deduction
Born in 1953 (Clients turning 67 during year)
 Option B:
Person may elect not to take the deduction of $20,000.00 for a
single return and $40,000.00 for a joint return and elect to take
the deduction (for taxable social security benefits) and the
personal exemption if that election would reduce that person's
tax liability. MCL 206.30(9)(e)
(Also retain deduction for railroad retirement, Military pay, or Military or
Michigan National Guard retirement benefits.)

Subtractions from Income:
Schedule 1
The following which are included in federal AGI are subtracted from income
om Schedule 1:
-

Military retirement benefits due to service in U.S. Armed Forces or Michigan
National Guard

-

Taxable railroad retirement benefits

NOTE: An entry in Tax Slayer is required for the subtraction to be reported on
Schedule 1. The above will show on line 11 of schedule (2019 form)
Also:
Social security benefits (line 14 of the schedule (2019 form) no special
entry in TaxSlayer once SSA1099 is entered

Michigan Pension Standard Deduction
Born in 1953 (Clients turning 67 during year)
 Reminder on taxation of social security benefits (TaxSlayer automatically calculates)
Single, Head of Household, Widow(er), or Married Filing Separate*** Taxpayers
Social security is taxable if “combined income” exceeds $25,000.
Combined income includes Total Income from federal 1040 (w/o taxable social security) + tax
exempt interest income + ½ of social security benefits**
Between $25,000 and $34,000 combined income , up to 50% of social security is taxable
Greater than $34,000 combined income, up to 85% of social security is taxable
** If the total of Schedule 1 lines 10-19 adjustments exceed the combined income social
security is not taxable
*** And lived apart from spouse all year

Michigan Pension Standard Deduction
Born in 1953 (Clients turning 67 during year)
Married Filing Joint Taxpayers ***:
Social security is taxable if “combined income” exceeds $32,000.
Combined income includes Total Income from federal 1040 + tax exempt
interest income + ½ of social security benefits
Between $32,000 and $44,000 combined income , up to 50% of social security
is taxable
Greater than $44,000 combined income, up to 85% of social security is taxable
*** Married Filing Separately and lived with Spouse at any time during the year
see Social Security Benefits worksheet in 1040 Instructions.

Michigan Pension Standard Deduction
Born in 1953 (Clients turning 67 during year)
 Example #1:
Taxpayer is single, no dependents, turns 67 in 2020. Social security benefits are
$18,000. Other items in Total Income for federal purposes sum to $15,000.
There are no Schedule 1 Adjustments. Because the combined income is less
than $25,000 ($15,000 + (½ of $18,000)=$24,000) then none of the taxpayer's
$18,000 in social security is taxable.
For Michigan then, taxpayer will want to take the standard deduction of
$20,000. Taxpayer will have the following:
$15,000 federal Total Income
-20,000 standard deduction
----------0-

No Michigan taxable income

Michigan Pension Standard Deduction
Born in 1953 (Clients turning 67 during year)
 Example #2:
Taxpayer is single, no dependents, turns 67 in 2020. Social security benefits are
$18,000. Other Items in Total Income before any taxable social security sum to
$40,000. Assume no Schedule 1 Adjustments. Because the combined income
is more than $34,000 (i.e., $40,000 + ½ of $18,000) the taxpayer has to pay
federal taxes on up to 85% of their $18,000 in social security income.
(In this case, $18,000 x 85% = $15,300)
So, federal Total Income becomes $55,300 ($40,000 + $15,300)
Continued (Note: TaxSlayer calculates the amount of taxable Social Security)

Michigan Pension Standard Deduction
Born in 1953 (Clients turning 67 during year)
 Example #2 continued:
Option A

Option B

 Fed Taxable Income $55,300

$55,300

 MI Personal exemption -0-

- 4,750

 Taxable SSA

- 15,300

-0-

 Standard deduction -20,000
MI Taxable Inc.

-0-

------------

-------------

$35,300

$35,250

Choose this option? NO

YES

Michigan Treasury Calculator

Worksheet 2 (Tier 3 Michigan Standard Deduction) Estimator

Confused?
Treasury has an-line estimator to assist. Find it at:
https://www.michigan.gov/taxes/0,4676,7-238-43513_73446-545865--,00.html
Or for “old school” see the next slide:

Michigan Pension Standard Deduction
Born in 1953 (Clients turning 67 during year)
 This is a draft of the new
worksheet that will be in the
MI-1040 instructions booklet
 To be used for Tier 3 taxpayers
(those born after 1952) who
have reached age 67
o For tax year 2020, it will
apply to those born in
1953
 The worksheet will calculate
the greater benefit for the
taxpayer of Option A or
Option B (see previous slides)

Surviving Spouse
Deduction for Retirement Benefits
 Income Tax Act Amended to Clarify and Expand Election of Surviving Spouse
Deduction for Retirement Benefits
 Public Act 65 of 2020 amended the Michigan Income Tax Act to:
1. Clarify that an un-remarried surviving spouse (survivor) may claim the retirement
benefits deduction of the deceased spouse (decedent) if it is greater than the
survivor’s retirement deduction. This change codifies the Treasury’s current practice.
2. Allow an un-remarried surviving spouse to elect the higher of the survivor’s
standard deduction of $20,000 against all income or the decedent’s retirement benefit
deduction. Prior to the new act, the Department required the survivor to take the
standard deduction at age 67.
Source: Michigan Treasury September 2020 Update and MCL 206.30(9)(f)
or MI 1040 Instruction booklet for clarification

Michigan Credit for
Indiana County or Ohio Municipal Taxes
 Michigan residents who work in Indiana or Ohio do not have to pay Indiana or Ohio state
income taxes on their wages earned in the other RECIPROCAL state. But normally, they do
have to pay Indiana county taxes or Ohio Municipal .
 One exception being clients do not have to pay Indiana county taxes in their first year
working in Indiana. Always ask clients with Indiana withholding listed on their W2 how long
they have worked in Indiana.
 Clients who work in Indiana and their only Indiana income is from wages must file their
Indiana taxes using an Indiana IT40-RNR tax return (RNR = reciprocal non resident).
 Note: clients may have to pay Indiana state income taxes on their casino winnings in
Indiana. Those clients will file their Indiana taxes with Indiana form IT-40PNR
 The client’s W2 should identify the amount of state withholding (Michigan, Indiana, or
Ohio) and Indiana county or Ohio Municipal withholding
 On the Michigan 1040 page 1, the amount of Indiana county taxes or Ohio Municipal
taxes paid should show in the Non Refundable credit section of the MI-1040

Michigan Credit for
Indiana County or Ohio Municipal
Income Taxes
Michigan Has reciprocal agreements with:
Illinois, Indiana, Kentucky, Minnesota, Ohio, Wisconsin
RAB 2017-13
Must complete the other states tax return to calculate the credit

Michigan Homestead
Property Tax Credit
 Michigan residents who lived in Michigan for at least 6 months of the year may
qualify for the Homestead Tax Credit.
 Tax payers may qualify for the credit if they do not exceed the Total Household
Resources (details to follow in afternoon’s presentation) amount of $60,000.
And
 For property owners: If their property taxes LEVIED during the year exceed 3.2%
of Total Household Resources. (Notice: Taxes when levied not when paid.)
Or
 For renters: If 23% of their rent exceeds 3.2% of Total Household Resources
(i.e., if rent exceeds approximately 13.91% of Total Household resources.)

Table With Examples to Help Identify
Who Qualifies for the Homestead Credit

TOTAL HOUSEHOLD RESOURCES (THR)

$10,000
x
3.2%

$15,000
x
3.2%

$20,000
x
3.2%

$25,000
x
3.2%

$30,000
x
3.2%

$35,000
x
3.2%

$40,000
x
3.2%

$45,000
x
3.2%

$50,000
x
3.2%

320

480

640

800

960

1,120

1,280

1,440

1,600

23%

23%

23%

23%

23%

23%

23%

23%

23%

MONTHLY RENTAL AMOUNT MUST EXCEED TO QUALIFY FOR CREDIT

1,391
12
116

2,087
12
174

2,783
12
232

3,478
12
290

4,174
12
348

4,870
12
406

5,565
12
464

6,261
12
522

6,957
12
580

MONTHLY RENT % OF ANNUAL THR TO QUALIFY FOR CREDIT approx.

1.16%

1.16%

1.16%

1.16%

1.16%

1.16%

1.16%

1.16%

1.16%

13.91%

13.91%

13.91%

13.91%

13.91%

13.91%

13.91%

13.91%

13.91%

Statutory percentage
PROPERTY OWNERS:
If 2020 Property Tax Levied Exceeds this amount QUALIFY FOR CREDIT
Statutory percentage
RENTERS:
ANNUAL RENTAL AMOUNT MUST EXCEED TO QUALIFY FOR CREDIT
months

ANNUAL RENT % OF ANNUAL THR TO QUALIFY FOR CREDIT approx.

Avoiding Errors
Related to Service Fee Housing
 What is service fee housing?
 “Service fee housing is an agreement between a municipality and a rental
property owner (private or public) to pay a service fee instead of property
taxes. Regardless of the amount of rent paid, the Income Tax Act provides
that a renter living in service fee housing must calculate the property tax
credit using only 10% of rent paid.”
Volunteers incorrectly recording service fee housing in the “regular” rent
section of MI 1040-CR may be a source of errors, frustration for clients, and
rejected returns.
Fortunately, Treasury started publishing a spreadsheet a few years back to
help volunteers identify service fee housing.

Avoiding Errors
Related to Service Fee Housing
 The Treasury Excel spreadsheet contains over 15,000+ street addresses and
zip codes throughout the state. It looks a little like this:
ZIP code
Address
48611 1929 S ELEVEN MILE ROAD
48601 1711 WALNUT ST
48638 180 S COLONY
48607 2141 BANCROFT
48601 2226 S OUTER DRIVE
48601 1422 THURBER
48655 136485 HANCHETT
48601 1609 PHELON
48601 3240 ROBINWOOD
48606 3200 ROBINWOOD
48601 2504 SHERIDAN AVE
48601 2415 S NIAGARA
48601 2406 THAYER ST
48601 108 N 12
48519 9206 BLACKBERRY CREEK DR

Avoiding Errors
Related to Service Fee Housing
 The VITA Program, which I volunteer with, is sponsored by SW Michigan
United Way. We serve clients primarily in 3 counties: Berrien, Cass, and
Van Buren.
 There are 44 zip codes in the 3 county area. Not all zip codes have service
fee housing on the Treasury spreadsheet. Remembering which ones do or
don’t is a challenge.
 Searching through a Treasury spreadsheet with over 15,000 street addresses
and zip codes can be a challenge especially since city and county are not
identified and street number, direction, and street name are all the same
field.

Avoiding Errors
Related to Service Fee Housing
 Just under 2,300 of the 15,000+ service fee housing street addresses on the
Treasury spreadsheet are in SW Michigan United Way 3 county service area.
Most in Berrien, but some in Cass and Van Buren.
 The following has helped us to make the Treasury service fee housing data
more usable. Maybe your site coordinator would benefit from:
1.

Identify the zip codes in your service area and copy the data for each zip code in your area from
the Treasury spreadsheet to a new spreadsheet. Sort Treasury spreadsheet by zip code.

2.

Using the “Text to column” feature in Excel, with a little work you can separate the street number,
street direction, and street name into separate columns making it easier to sort the data. (It takes
a little work and a few iterations of “text to column” to get the data separated this way.

3.

Possibly add columns for City and County names which are easier to remember than zip codes.

4.

Sort the results by County and or City, then street name, then street number. Making it easier to
research which specific addresses are service fee. The resulting data may look like the following:

Avoiding Errors
Related to Service Fee Housing
 Sample service fee housing data:


County

City

Street #

Direction Street Name

Van Buren

Bangor

Van Buren

Bangor

Van Buren

Bangor

1220 North

Van Buren

Bangor

1222 North

CENTER STREET

Van Buren

Bangor

North

CENTER STREET

Van Buren

Bangor

Van Buren
Van Buren
Berrien

Benton Harbor

601

8TH STREET

Berrien

Benton Harbor

602

8TH STREET

Berrien

Benton Harbor

603

8TH STREET

Berrien

Benton Harbor

604

8TH STREET

605

8TH STREET

345

CEMETERY RD

347

CEMETERY RD
CENTER STREET

701

LINCOLN AVENUE

Bangor

820

SECOND ST

Bangor

1025

SECOND STREET

Berrien

Benton Harbor

Cass

Dowagiac

29503

AMERIHOST DR

Cass

Dowagiac

29505

AMERIHOST DR

Cass

Dowagiac

29507

AMERIHOST DR

Cass

Dowagiac

29553

AMERIHOST DR

Cass

Dowagiac

29555

AMERIHOST DR

Michigan Home Heating Credit
 In order to qualify for Home Heating credit:
 Clients must identify type of home heat for their homestead (i.e., do they have
natural gas, electric, propane, or wood burner)
 Clients must also identify the home heating provider
Natural Gas:
North Berrien County & portions of Van Buren = Michigan Gas
Southern Berrien County & most of Cass county = SEMCO
Electric:
Most of Berrien & Cass counties have Indiana Michigan Power (American Electric)
(some may have a Midwest Energy cooperative for electric e.g., City of Niles)
Van Buren: Consumers Power
TaxSlayer hint: If home heating costs are included in rent amount: check the box in
TaxSlayer to indicate same. Also if client is disabled make sure to identify client as
disabled.

Natural Gas Service Area Map

Michigan Home Heating Credit
Payment Process (From Michigan.gov/taxes link on next page)
If the client is responsible for paying heating bills, State law requires the Michigan
Department of Treasury to issue a credit in the form of a State of Michigan Energy
Draft. Client can only use the draft to pay heat bills. Client should give the draft to
his/her enrolled heat provider who will apply it to current or future heating bills for
your home. If the amount of your draft is more than amount owed, client may
request a refund of the difference by checking the box on line 18. The heat
provider has 14 days to pay a refund, without interest.
If client receives FIP assistance or other MDHHS benefits or he/she is enrolled with
MDHHS for direct payment, the law requires the credit to be sent directly to
his/her heat provider, who will then apply it to his/her account.
If client’s heat is provided by DTE Energy, Consumers Energy, or SEMCO Energy
Gas, his/her home heating credit may be sent directly to the heat provider.

More about Michigan taxes
 If you want to learn more about Michigan taxes, here is a link to the
Michigan Taxpayers Assistance Manual
https://www.michigan.gov/documents/taxes/2019_Taxpayer_Assistance_Manual_675255_7.p
df
Or simply search in Google for the manual.
 For more information about the Michigan Home Heating Credit visit:
https://www.michigan.gov/taxes/0,4676,7-238-43513_66852-330928--,00.html
Homestead Property Tax Credit Claim (MI-1040CR) ADJUSTMENT or DENIAL HOMEOWNER’S

CHECKLIST

https://www.michigan.gov/documents/taxes/MI-1040CROwnersChecklist_405714_7.pdf

P.S. Thank-you to Kathy Holka & Linda Thomson for their patience with me and their diligence in reviewing and
offering constructive criticism as this presentation was developed. Thank-you to Ross and CEDAM for hosting.

