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Manufacturing moves Michigan

Manufacturing today — and
tomorrow — will not simply be a
reflection of its proud past. In fact,

a historic transformation is well
underway. Success will be built on
the strength and innovation of
individual companies. But it will also
depend on public leaders who are
willing to remove policy barriers that
undercut success in the marketplace.

Positive steps taken by state policy-
makers in 2005 will help Michigan
manufacturers emerge from this
transition stronger and that is good
news for Michigan.

Manufacturing is, by far, the most
important component of Michigan’s
economy, as measured by its contri-
bution to Michigan’s Gross State
Product (GSP) and employment.

The most recent data show that
manufacturing provides 20.5 percent
of Michigan’s GSP, nearly double the
next largest sector, real estate, which
contributed just 11.5 percent. For all
the talk about growth in Michigan’s
finance and insurance sector, it
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contributes just 5.9 percent to the
state’s economic output.

Manufacturing companies provide
more than 670,000 jobs compared
with 590,000 in
the retail trade and

218,000 in the ‘ ‘
financial sector,
including banking,
insurance and real
estate combined.

And manufacturing
jobs pay more.
Industry payrolls total
more than $32 billion,
about 22 percent of the
state’s total payroll,
significantly more than
all other sectors.

What does this data mean? It means
that anyone with a serious interest in
the future of Michigan must look to
those policy issues which undercut
manufacturers’ ability to compete.

No business segment in Michigan is

ready to replace the hundreds of
thousands of
good-paying jobs
provided by our

No business segment

in Michigan is ready to
replace the hundreds of
thousands of good-
paying jobs provided

by our state’s manufac-
turers or the hundreds of
millions of dollars
manufacturers generate
for Michigan’s economy.”

state’s manufacturers

Source: Northeast-Midwest Institute calculations based on data from the U.S.
Department of Commerce, Bureau of Economic Analysis. For calendar year 2004.
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Our state ranks second in the nation

in capital investment, attracting more

than $6.5 billion in total investment

— more than 70 percent of it in the

manufacturing sector — according to

a recent Ernst and
Young study. More
than 20 percent of
that investment came
from overseas.

Auto companies
are investing in
Michigan even as
they revamp their
operations to close
less efficient
operations. Daimler-
Chrysler Corp.s
high-tech engine plant
being developed in
Trenton is one of the
nation’s top capital investment projects,
ensuring good-paying manufacturing
jobs for years to come.

And Detroit was the metro area
receiving the largest influx of foreign
investment, at nearly $5 billion; an
international vote in favor of
Michigan’s manufacturing know
how and skilled workforce.

These investments demonstrate
manufacturing’s commitment to
Michigan, and Michigan is showing
that it is willing to commit to
manufacturing. Despite rhetoric
from some naysayers who suggested
that manufacturing was no longer
the driving force in Michigan,

Gov. Jennifer Granholm and
legislative leaders in 2005 took the
lead on key public policy positions
that will help reduce the heavy tax
and regulatory burdens Michigan
manufacturers face.

Perhaps the most important action
taken by Michigan’s political leaders



— one that had been listed as vital in
the 2005 Michigan Manufacturing
Agenda — was tax relief for
manufacturers.

For too long, manufacturers have paid
far too large a share of the state’s total
business tax burden. Indeed, a study
commissioned by the Michigan
Manufacturers Association from the
Anderson Economic Group showed
that, on average, Michigan manufac-
turers paid more in state and local
taxes than they earned from income
in the state.

The personal property tax (PPT) has
been a particularly heavy burden for
manufacturers to bear, since it
increases every time a factory
modernizes to meet competitive
pressures. Manufacturers pay a
disproportionate share of the PPT.

Late last year, for the first time,
Michigan moved to lower the PPT
burden on industry — an important
step forward, although not as big a
step as manufacturers need to stay
competitive with other states, which
are eliminating the PPT.

As part of a package of tax cut
measures, manufacturers will be
provided with a 15-percent credit to
the single business tax (SBT) on

personal property taxes paid starting
in 2006.

The manufacturing tax cut
package also:

® Adjusts the SBT sales apportion-
ment factor to benefit Michigan-
based companies by increasing
the weighting of sales to 92.5
percent in 2006 and 2007, and to
95 percent in 2008 and beyond;

® Provides a 100-percent PPT
credit for equipment directly

related to jobs “insourced” from
other states or countries in 2007
and 2008 by any manufacturing
or high-tech business, creating an
incentive to bring jobs to
Michigan; and

@ Provides tax cuts for key parts
makers Delphi Corp. and Visteon
Corp. to encourage the firms to
consolidate plants into Michigan.

The legislature and governor also
addressed other policies we urged
action on as part of the 2005

Michigan Manufacturing Agenda.

State departments have streamlined
some permit processes through the
use of industry-based effeciency
methods and have cut air quality
permit timelines from 392 days to
180 days or less. Common sense
water use regulations passed the
legislature that, if signed by the
governor, will protect the Great
Lakes and encourage conservation
while allowing appropriate use of
this valuable natural resource. Steps
were taken to stop “SUTA dumpers”
from avoiding their unemployment
insurance tax obligations, which
will lower costs for all Michigan
businesses.

The implementation of key pieces
of the Michigan Manufacturing
Agenda will pay off in the near
future as Michigan’s manufacturing
economy rebounds. The sector will
continue to lead our state in
contributing to our quality of life,
providing high-paying jobs with
excellent benefits and generous
support for our communities.

There is no doubt, however, that
much work remains to be done to
bring Michigan’s manufacturing
climate into alignment with our
competitor states and nations.

More can be done to support our
state’s manufacturers as they adapt
to intense, global economic pressure
and continue their transition into
operations that can compete with
anyone, anywhere.
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We started issuing the Michigan Manufacturing Agenda
in 2003 to provide policymakers, MMA members and
the public with an easy-to-understand guide to the public
policy positions and needs of manufacturing, Michigan’s
largest and most important business sector.

Since then, we have seen some important progress in key
areas outlined by our agendas. The year just passed,
2005, resulted in the largest tax cuts for manufacturers
since the single business tax (SBT) was implemented in
the 1970s. Manufacturers will see $600 million in cuts
over the next five years, with important reforms to the
SBT and reductions to personal property tax liabilities
leading the way.

Manufacturers have paid more than their fair share of
business taxes for years in Michigan. MMA made tax
reform a priority. And, thanks to the leadership of Gov.
Jennifer Granholm and legislative leaders on both sides
of the aisle, manufacturers were recognized as deserving
of the major tax cut package put in place in the final days
of 2005.

We still have work to do. The 15-percent personal
property tax credit that will be applied to manufacturers’
SBT bills needs to grow — particularly when one
considers that Ohio completely eliminated its personal
property tax last year. But the package was a vital first
step in leveling the playing field for Michigan

manufacturers.

We've seen good progress in other areas of public policy
and the details can be found in other sections of this
report. The MMA’s advocacy team worked hard in 2005
and enjoyed unprecedented collaboration with our
members in the legislative process. Around the state,
companies large and small stepped forward to talk to
lawmakers and state officials, bringing their personal
stories of pain — and success — to those who form
state policies.

Perhaps I can cite contributions of the Cadillac Area
Manufacturers Association as an illustration of the
collaborative effort between our members, regional
manufacturing groups and our staff that made last year’s
legislative efforts so successful.

MMA’s Cadillac-area members heard our requests to
testify before legislative panels on taxes in northern
Michigan and took those requests seriously. People like
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Bruce Schafer, vice president of manufacturing at Rexair,

stepped forward to remind their lawmakers that in small

Wexford County, manufacturers employ more than 4,000
people and have annual payrolls exceeding $210 million.

Tourism and agriculture are important in that communi-
ty but, I daresay that, without manufacturing, the quality
of life in Cadillac would not be as fine as it is today.

Bruce and his fellow Cadillac-area executives representing
companies including BorgWarner Emissions/Thermal
Systems, Four Winns, Avon Rubber and Plastics, Western
Concrete and Rexair, stayed involved after testifying.
They communicated regularly with their state lawmakers
and became an integral part of the MMA lobbying effort.
You bet they made a difference when legislative votes
were counted.

The same kind of story can be told across the state. The
willingness of our members who are part of Automation
Alley, the Jackson Area Manufacturers Association and in
the Grand Rapids area to step out of their offices and
plants and into the legislative arena was a big reason why
we saw key pieces of the 2005 Michigan Manufacturing
Agenda implemented.

This 2006 Agenda is just as ambitious as our previous
efforts. We've listened to our members. We've taken into
account that 2006 will be an important political year —
one in which Michigan will elect a governor, a U.S.
senator, all members of the U.S. House and all members
of the state House and Senate. We've looked at the
impressive changes our members are making to become
more competitive and offered ways public policy can
change to maximize the manufacturing transformation
occurring in our state and nation.

Please invest some time in reviewing the 2006 Agenda.

Then roll up your sleeves and do all you can to keep
manufacturing the leading force in Michigan’s economy.
With your help, we can make even more progress

this year.

John W. Macllroy
President and CEO
Michigan Manufacturers Association



Reduce Health Care Costs

Health care costs continue to be a major problem for manufacturers,
who provide their workers with health insurance benefits at a higher rate
than other sectors of the economy. The MMA helped block new
mandates and other actions that could have added to health care cost
pressures and will continue to fight to keep help care costs down.

Recommendations:

Support a strong Certificate of
Need (CON) process

Educate lawmakers about the
CON process and block any
attempt to weaken or bypass the
CON process.

Major 2005 Successes

Support efficient administration
of the CON program.

Oppose any new health
care mandates

Oppose legislation that interferes
with employers’ right to utilize
mail-order prescription services as
a cost-saving measure.

Oppose passage of
health care mandates,
including mental health

parity.

FACT:

Michigan state government

spends the second highest

amount, $537.72, on

health and hospitals

per capita in the
nation.
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Support consumer-driven health
care systems and legislation

Assist in drafting and seek
introduction and passage of
health savings account conformity
legislation to include incentives
for Michigan businesses to
participate.

Support legislation that
encourages individuals to take
personal responsibility for
health care.



Recommendations:

Block attempts to impose
mandatory, state-based
ergonomic standards

Actively oppose regulatory efforts
to create new state ergonomic
standards that exceed federal
requirements.

Continue to improve efficiency
and reduce paperwork in all

regulatory programs

Reduce and streamline regulation

Michigan manufacturers are responsible members of our society, investing
large sums to limit waste, protect workers and provide valuable products
while they meet international competition. MMA is currently focused on
blocking expensive, state-based ergonomic standards and opposing
unnecessary regulations that make Michigan manufacturers’ ability to

operate in our state more difficult.

or other federal standards
have been promulgated.

Oppose water regulations that are
not rooted in sound science

Support final approval of water
regulations that will protect the
Great Lakes while also
protecting the use of
Michigan’s greatest

natural economic

.h-_

Oppose state or regional mercury
air emissions regulation where
federal rules are promulgated.

Oppose any state- or region-based
greenhouse gas regulation on
manufacturers and utilities. P>

-~ Major 2005 Successes

Advocate repeal of the Annual
Wastewater Report.

Encourage the Michigan
Department of Environmental
Quality (MDEQ) to build on the
success of the revamped air
permitting program and apply
time and efficiency studies to all
regulatory programs.

Encourage the MDEQ to
implement electronic automation
where possible to reduce paper-
work, increase efficiency and
reduce program costs.

Eliminate regulatory duplication
by supporting suspension of
Michigan air toxics rules where
federal Maximum Achievable
Control Technology standards

advantage.

Encourage a regulatory
structure rooted in
sound science that
encourages economic
development while
protecting the
environment

Assist in passage of
legislation that would
provide Michigan with
a State Implemen-
tation Plan to meet
federal clean air
standards through
changing gasoline
formulations, avoiding
disproportionate costs
on manufacturers.

Air Fees Frozen

MMA successfully lobbied to freeze federally
mandated Title V air emission fees for two
years, blocking the Michigan Department of
Environmental Quality’s request for a 40-
percent increase.

Air Permitting Efficiency Improved

The MDEQ introduced its new, streamlined air
quality permit review process in February 2005.
Mike Johnston, MMA director of regulatory
affairs, and professionals from several MMA-
member companies worked with the MDEQ to
redesign the permitting process. The MDEQ
announced in September that the time needed
to process air permits since implmentation of
the new system had been cut in half, from an
average of 380 days to just 180 days. Johnston
was presented a “Crew Award” by General
Motors Corp. for his role in the effort.

Air Offsets Timeline Expanded

A bill MMA helped develop to expand manufac-
turers’ flexibility to acquire air emission offsets

in non-attainment areas was signed in August.
The bill reduces restrictions on growth that
companies had faced formerly under state
administrative Rule 220. Michigan firms in non-
attainment areas are now allowed an additional
year-and-a-half to acquire air emission offsets. P>
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Reduce and streamline regulation

Recommendations (continued):

Work to remove the increasingly
complex regulatory burdens
developing within the brownfield
redevelopment program

Request more state-based
outreach programs to increase
potential participants’ awareness
of brownfield opportunities.

Oppose any efforts to reduce
existing brownfield incentives.

Support economically advanta-
geous recycling efforts that do not
increase manufacturing costs
Encourage the MDEQ to work

more effectively with the EPA
on federally designated
contaminated sites.

Compile concerns regarding the
program and communicate those
concerns to the MDEQ.

Continue to oppose new waste
disposal fees on Michigan manu-
facturers to fund residential
recycling programs.

Continue to oppose efforts to
impose waste disposal fees on

Michigan manufacturers as
a method to block out-of-

. state waste.
Major 2005 Successes

(gon't) Assist in drafting and
seek introduction and
passage of legislation to
allow the beneficial reuse
of industrial by-products
such as fly ash, bottom
ash, cement kiln dust,
composted materials,
sludge and other reusable
materials.




Cut business taxes

The MMA led the charge to revamp the single business tax (SBT), reduce the
personal property tax (PPT) and block unemployment tax “dumping” in
2005. We made great progress, but we need to continue to make the SBT
and PPT more fair to manufacturers.

Recommendations:

Reduce the single business tax Reduce the sales and use tax fee for the federally mandated

burden on manufacturers burden on manufacturers Title V air program.
Work with the executive office Oppose the expansion of sales Oppose fee increases in the
and legislative leaders to seek and use taxes to services. hazardous waste program.
introduction of legislation to ) . ) .
broaden the base of the SBT. Continue to oppose the expan- Oppose fee increases in solid

sion of local sales and use taxes. waste management programs.
Advocate research and

C .
development tax credits. Protect Michigan’s industrial

processing tax exemption from

Continue fighting to eliminate efforts to revamp it in streamlined
the health care add-back to sales tax legislation.
the SBT. Maior 2005 S
Avoid adding new fees rajor HECE

Work to move the sales factor in
the SBT apportionment formula
from 95-percent sales (in 2008)
to 100-percent sales.

and taxes on top of -
existing high business

taxes on manufacturers Tax Relief Enacted

In @ major win for Michigan manufacturers,

Oppose revenue shifts Gov. Granholm in December signed tax relief

Reduce the personal property tax in legislation or exec- bills that represent the most significant cuts for
burden on manufacturers utive orders from the industry since the Single Business Tax was
state’s General Fund enacted in the mid-1970s.

Take a leadership role in eliminat-

ing the PPT.

to fees.

SUTA Dumping Banned

Oppose any new Michigan’s legislation to conform to the federal

Assist in drafting and seek intro- effort to fund the

. P standard to halt State Unemployment Tax Act
duction and passage of legislation workers’ compensa- (SUTA) dumping passed in I\F/)Iar)::h last year, at
tha.t V\éogldl allolw PPTs to be tion system with new the urging of MMA. The new law will better
watved by local governments. employer fees. protect the integrity of the state unemployment

Oppose legislation that would Encourage the compensation rating system and ensure

employers are only paying their fair share of
all}cl)w 1local governments and administration and unepm[))/onment taxyes. ying
Schools to circumvent current Legislature to retain
property tax millage limits. General Fund sup- John Macllroy, MMA president and CEO,
Assist in drafting and advocate port in the air pceirmit and Amy Shaw, director of education and
introduction and passage of legisla- program to avoid employment re_latlons, were recognized py .
. . . dramatic increases in David Plawecki, deputy director of the Michigan
tion that will create a presumption - .
favorine businesses that file the air fee. Departr_nent of Labor & Economic .Growt.h,
% ons f for the important role they played in halting
or exemptions from Lead development SUTA dumping.
FACT: sales taxes on pol- and seek introduction
, ) lution control and passage of legisla- No New Workers’ Compensation Fees
Detrplt had the S?CQ”d . equipment. tion to ensure that MMA helped convince the Granholm
highest effective industrial the state imposes only Administration to pull back its proposal to
property tax rate of any city the federal minimum institute $24 million in new business fees to
in the nation in 2004. support the workers’ compensation

administration fund. 7



Ensure a fair litigation climate

Michigan’s tort reforms of the 1990s have been widely hailed as among

the most progressive in the nation, protecting manufacturers from frivolous
lawsuits while still allowing compensation for those injured by truly

defective products. Those reforms are now under fire from some who would
undermine legal protections given to pharmaceutical companies for products
that have received approval from the U.S. Food and Drug Administration.

Recommendations:
Protect tort reform Seek introduction and passage of
legislation to create statutes of
Oppose legislation that would repose on filing suits against
weaken Michigan’s current manufacturers.
product liability laws.

Maintain workers’
compensation reforms

Oppose legislation that would
weaken the current

Major 2005 Successes workers’ compensation
system.

Oppose any new efforts
to add additional fees to
the current system.
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Promote the creation

of health courts

Support national legislation to
create specialized courts to address
medical malpractice cases.

Seek introduction of health
court legislation in Michigan.

Support a federal solution to the
asbestos litigation crisis

Continue to work for federal
legislation to institute a no-fault
fund to address the asbestos
litigation crisis.



Develop a productive workforce

A productive workforce is vital to Michigan’s economic recovery. Our
education system needs to improve at all levels and MMA is working to
make excellence a reality. Passage of legislation this year to mandate
stronger high school graduation standards is important to MMA.

Recommendations:
Support efforts to increase Oppose any efforts to eliminate replacement of the Michigan
Michigan’s skilled workforce or limit the autonomy of existing Education Assessment
charter schools. Program (MEAP) with the
Seek passage of legislation to ACT/WorkKeys system. The
establish rigorous high school Develop effective career MMA will actively support the
graduation standards, with an development programs implementation process for the
emphasis on math and science. new testing regimen.
Work with the Departments
Work with administration of Education and Labor and
officials to increase manufacturer Economic Growth to continue
app.ointmen.ts and.participation in Career Pathways and " Major 2005 Successes
Regional Skills Alliances across to explore blended F ]
the state. high school/skilled re—
trades/higher
Assist in the enhancement of the education career Manufacturing Careers Web Site Launched
new state-based manufacturing opportunities. MMA helped launch a state Web site to
careers Web site, “Careers in encourage young people to e>_<plore careers
Manufacturing,” launched with Participate in the imple- in industry. The _SIte' Careers in szmufacturlng
MMAs help. mentation of new high (http://www.michigan.gov/ manufa.cturmgcaree_rs),
) is designed to break the negative perceptions
school academic and that still plague the manufacturing industry.
Raise the cap on charter schools workforce skills assess-
ment testing system Student Skills Testing Approved
Seek reintroduction and passage Beginning with the class of 2008, Michigan high
of legislation to raise the cap on The MMA was instru- school students will be required to take the
charter public schools. mental in the state’s American College Test (ACT) and the

WorkKeys work skills assessment in place of

the existing MEAP test, under a measure

signed by Gov. Granholm in September.

MMA actively lobbied for adoption of the

ACT/WorkKeys combination to ensure students
FACT: are adequately prepared for post-secondary

Michigan students’ educational ERIEEIET EMe] LTS TN SeIEE:

progress ranks 25th or below High School Curriculum

compared with other states Requirements Introduced
based on grades 4 and 8 MMA supported the plan, developed by State
reading and math scores, yet Superintendent Mike Flanagan, to expand
we’re ranked number 11 curriculum requirements for the state’s high
nationa”y in per pup” school students. The plan, which would
spending and 5th highest require students to earn a combined 16

credits in math, science, social science,

English, health and fine arts before they can
graduate, was approved by the State Board of
Education and is now making its way through
the Legislature.

in teacher salaries.





