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HB 186: The Calculation of the Tax Credit Factor & Section 5 Payment

Overview

HB 186 authorizes an “inflation cap credit” reduction. This reduction is applied only when a county meets
both the following criteria:

e Indexed property tax revenue exceeds floor tax revenue.
e The excess occurs in the county’s portion of a school district that underwent a minimum-
guarantee floor adjustment in the county’s year of reappraisal or triennial update (RU year).

Calculation of Indexed Property Tax Revenue and Floor Tax Revenue

Indexed Property Tax Revenue
The sum of:
e Part (a): Taxes charged & payable (TC&P) on qualifying property from all the school district inside

levies and outside, non-floor levies for the RU year.!

e Part (b): TC&P on qualifying property from all school district outside floor levies for the year prior
to the RU year.?

e Part (c): Part (b) amount multiplied by the GDP deflator for the RU year.

Floor Tax Revenue
The taxes charged and payable (TC&P) on qualifying property from all the school district levies in the RU

year.?

Calculation of Certified Credit Factor
If floor tax revenue is greater than indexed property tax revenue, the qualifying property will receive a
certified credit factor.

The certified credit factor is equal to:

Indexed property tax revenue

Floor tax revenue

! Reported by the county auditor on DTE Form 186, Line 2.
2 Reported by the county auditor on DTE Form 186, Line 3.
3 Reported by the county auditor on DTE Form 186, Line 4.
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Calculation of Credit Reduction
The certified credit factor is multiplied by the floor tax revenue (TC&P) for tax year 2025* to calculate the
credit reduction in dollars.

Credit Reduction (Dollars) = Certified Credit Factor x TY 2025 Floor Tax Revenue

Calculation of Division (F) Factor Adjustment
When the credit reduction in dollars is greater than or equal to the district reduction in dollars®, the
Division (F) factor adjustment is equal to:

Credit reduction in dollars — TY 2025 District reduction in dollars

Credit reduction in dollars

Calculation of Final Tax Year 2025 Tax Credit Factor
The final tax year 2025 tax credit factor is equal to the certified credit factor multiplied by the Division (F)
factor adjustment.

Certified Credit Factor x Division (F) factor adjustment

Calculation of Inflation Cap Credit Reduction
The inflation cap credit reduction in dollars is equal to the tax year 2025 tax credit factor multiplied by the
tax year 2025 floor tax revenue (TC&P).

TY 2025 Tax Credit Factor x TY 2025 Floor Tax Revenue (TC&P)

Calculation of Section 5 Payment
Section 5 of HB 186 authorizes a 2026 payment to the school districts that saw inflation cap credit
reductions in counties with a RU year of 2023 or 2024.

The section 5 payment is calculated for each eligible county’s portion of each school district. Counties
with a RU year of 2025 are excluded from the 2026 payment calculation.

4 Reported by the county auditor on DTE Form 186, Line 5.
® Reported by the county auditor on DTE Form 186, Line 6.
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The inflation cap credit reduction in dollars is subtracted from the floor tax revenue (TC&P) for tax year
2025°. This TY 2025 TC&P less reductions is then subtracted from the TY 2024 TC&P". If the resulting

amount is greater than zero, this is the section 5 payment amount to be made for the county’s portion of
the school district.

[TY24 TC&P - (TY25 Floor Tax Revenue (TC&P) - Inflation Cap Credit Reduction)]

¢ Reported by the county auditor on DTE Form 186, Line 5.

" Reported by the county auditor on DTE Form 186, Line 4, for counties with RU year of 2024, or on DTE Form 186(B) for counties
with RU year of 2023.
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