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Facts Matter

Senior Tax Preferences:
Can Michigan Afford Such Generosity?

What is a Senior Tax Preference?

Individual s65 years of ageand older are eligibleto receivetax exemptions
and credits, which vary by state. These exemptionsand creditsaremainly
appliedto Socia Security income, pensionincome, and property taxes.

Senior Poverty—Then and Now

Senior tax preferences originated at atimewhen many seniorswereliving
below the poverty level. Today, age doesnot have asstrong acorrelation
with poverty asin previousyears:
e 1970—25 percent of individuals65 years of ageand older had
incomebelow poverty level.

e 2006—Only 10 percent of individuals65 years of ageand older had
incomebelow poverty level.

Even so, dl Michigan seniors, regardlessof income, aredligibleto
receivevarious Statetax exemptionsand credits, not availableto those
under 65.

Michigan’s Senior Tax Preferences

Michigan Exemption Credit
Social Security Income Fully exempt from income fax
Public Pension Income Fully exempt from income tax
Private Pension Income Partially exempt from income tax

Cap: $45,120/single—S$90,240/joint

Additional Personal

Exemption $2,300/single—3$4,600/joint
Homestead Property Tax Up to $§1,200
Renters’ Tax Up to $1,200
Other Exemption of $8,595/single

$17.190/joint in inferest, dividends,
capital gains, federal elderly
tax credit deduction




How Does Michigan Compare to Other
States?

e Michiganleadsall other stateswith the most-
generous senior incometax preferences.

e Michigan’'ssenior tax preferenceisabout
doublethe average of the other Great L akes
states.

e Michiganismuch moregenerousthan Ken-
tucky, the second leading statein senior
preferences.

e Asof 2006, Michigan wasone of 28 states
that fully exempted Social Security income
from taxation.
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How Does Michigan Compare to the
Federal Government?

Michigan’ssenior tax preferenceisover threetimes
thenational average. 1nthe mid-1980s, thefederal
government began to tax aportion of Social Security
incomein order to restore thefinances of the Social
Security system. Today, 14 statesarefollowing the
federal government’ssenior taxing guidelines, but
Michiganisnot oneof them.

Why Should This Be Addressed?

Michigan’ssenior popul ation isexpected to grow con-
siderably over thenext 20 years. Inturn, Michigan's
revenueswill beincreasingly drained asaresult of
generous senior exemptionsand credits. Thisstrain
on staterevenueswill come at atimewhen spending
on senior needsand serviceswill beincreasing.

e |n2005, 12 percent of Michigan’spopulation
was 65 and older. By theyear 2030,
Michigan’ssenior populaionwill riseto amost
20 percent of thetotal state population.

e The Center on Budget and Policy Priorities
estimatesthat over $688 millionisannualy
forgoneasaresult of Michigan’sgenerous
senior tax exemptionsand credits, mostly from
pension and retirement income tax exemp-
tions.

e Based onthegrowth of the senior population,
Michiganwill forgo an estimated $1.15billion
ayear by 2030. Thiswould represent 6.2
percent of general fund revenuesfor the state.

Alternatives for Senior Tax Preferences

Michigan must recogni ze the difference between
effectivetax relief for seniorsand ** poorly targeted
tax giveaways.” Itisestimated by theMichigan
Leaguefor Human Servicesthat effectively targeted
senior tax preferences, smilar to thoseimplemented in
Kentucky, could return $200 millionin much needed
revenuesto the state. There are also anumber of
other waysto do thisthat do not involvethe limina-
tion of exemptionsand creditsatogether:

Social Security taxation options:
e Follow thefederal standardsfor Social
Security tax exemptions.
e Set Michigan'sspecified limitto Social
Security tax exemptions.
Pension limitsand capsoptions:
o Freezetheexemption at thecurrent level.

¢ Phaseout pension exemptionsat acertain
incomelevel.

e Only offer pension exemptionsto taxpayers
withincome bel ow aspecifiedlevel.

o Lower the cap ontheamount of private
pension that can be exempted.

e Grant pensonexemptionsonly toindividuals
aboveacertainagelevel.

¢ Eliminatethe exemption altogether and
grandfather in the seniorswho currently
benefit.



