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President Reagan in late May of this year announced his recommendations for
reforming the federal tax system. The President's proposal generally would attempt to
eliminate nonproductive deductions, exclusions, and credits while providing reduced tax
rates for many taxpayers. The proposal is designed to have a relatively neutral impact
on federal revenue. ‘ '

In terms of state tax collections, the primary impact of the President's tax
proposal would be in the area of personal income tax collections. Michigan uses
federal adjusted gross income as a starting point in calculating state taxable income.
Under the President's proposal, additional income would be included in the definition
of federal adjusted gross income through the inclusion of some types of fringe
benefits, limitations on business deductions, and other minor provisions. If
the President's proposal is passed in its entirety and the State adopted the expanded
definition, revenue from individual income tax collections in Michigan would increase.
However, the State Legislature could pass legislation to exclude any part of the
federal adjusted gross income which is used as a starting point in calculating Michigan
taxable income. ;

The President's tax proposal could have a major effect on personal income tax
collections in the state subject to legislative acceptance of the proposed additions to
federal adjusted gross income. While the President's proposal was initially met with a
great deal of bipartisan enthusiasm and support, difficulties in reaching a compromise
on the fiscal year 1986 budget have forced. Congress to put the tax proposal on the
back burner for now. ‘
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