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DATE: December 15, 2015

TO: Members of the LARA/DIFS Subcommittee and Other Interested Parties
FROM: Paul B.A. Holland, Senior Fiscal Analyst

RE: Historical Analysis of the Corporation Fees Fund

Introduction

The Corporation Fees Fund (Fund) is a restricted account within the state’s General Fund into which
numerous filing and other statutorily-determined fees collected from various types of corporations,
companies, and partnerships (hereafter, “business entities”) are deposited. The revenue generated
from these fees exceeds the amount necessary to adequately offset the department’s expenditures to
administer applicable statutory responsibilities. Consequently, the Legislature has appropriated and
the department expended these revenues for diverse and disparate agencies, programs, and
functions. This memo provides a brief description of the relevant functions of the department and an
overview of the revenues for, expenditures from, and balances of the Fund.

Corporations Division

The Corporations Division (Division), currently housed within the Corporations, Securities, and
Commercial Licensing Bureau (CSCLB) within the Department of Licensing and Regulatory Affairs
(LARA), is responsible for receiving, reviewing, recording, retaining, and retrieving official filings and
other documents required by statute to be submitted by various business entities incorporated,
organized, or otherwise transacting business within the state. The Division also issues certificates of
fact and good standing, prepares and provides copies of official documents upon request, and
computes and collects statutory filing, franchise, and other assorted fees. In addition to facilitating the
formation and filings of business entities, the Division registers trademarks, service marks, and
insignias and implements statutes pertaining to fraternal organizations, ecclesiastical entities, summer
resorts, cemeteries, and other specialty corporations.

Legal Authority

The formation and functions of various types of business entities are stipulated by the statutes
detailed below and under which the numerous filings submitted to and concomitant fees collected by
the Division are delineated.

o Profit and professional service corporations are generally incorporated or, in the case of
corporations formed outside of the state, authorized to transact business pursuant to the Business
Corporation Act of 1972

o Nonprofit corporations are incorporated, or authorized if foreign, pursuant to the Nonprofit
Corporation Act of 1982

e Limited liability companies and professional LLCs are organized, or authorized, pursuant to the
Michigan Limited Liability Company Act of 1993

e Limited partnerships are formed or registered pursuant to the Michigan Revised Uniform Limited
Partnership Act of 1982
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e Registration procedures for limited liability partnerships are designated under the Uniform
Partnership Act of 1917

Corporation Fees Fund

The revenues for, expenditures from, and balances of the Fund between FY 2004-05 an FY 2014-15
are exhibited by Appendix | and are further explained in the following sections.

Revenues

The filing and other statutory fees paid by business entities are consolidated and categorized by the
Division into distinct accounting objects, as exhibited by Appendix IV, under which associated annual
revenues are recorded. Overall, revenue deposited into the Fund remained relatively stable (0.8%
increase) between FY 2004-05 and FY 2010-11, yet has increased by 12.8% over subsequent years
as the economy recovers from the Great Recession. While the filing and other associated fees are
established in statute as fixed dollar amounts, the real value of which is continuously eroded by
inflation, an increase in the number business entities and, thus, filings has resulted in steadily
increasing revenue deposited into the Fund.

Corporations and LLCs are required to file annual reports describing statutorily-specified information
and the revenues generated by the fees charged for filing these reports altogether constituted 65.2%
of the revenue deposited into the Fund since FY 2004-05. Beginning in 1993, the year in which the
state sanctioned the formation of LLCs, for-profit business entities have increasingly opted to organize
as LLCs rather than corporations, as exhibited by Appendix Il; accordingly, the revenue generated
from annual reports filed by profit corporations has significantly declined (by 51.0%), while revenue
generated from annual statements filed by LLCs has substantially risen (by 199.3%).

Numerous fees associated with filings of various applications, articles, and certificates; franchise fees
levied on corporations; and miscellaneous charges are grouped and recorded together and
constituted 27.3% of the revenue deposited into the Fund. Much of the remainder of Fund revenue
was generated by fees for expediting filings (2.7%) or copying documents (4.5%).

Expenditures

Over the past decade, money from the Fund has been appropriated and expended to support diverse
departmental administrative and programmatic functions unrelated to the operations of the Division.
Typically, these appropriations were enacted to supplement insufficient balances within other
restricted funds or to supplant reductions in prior year General Fund appropriations. The ability for
LARA to expend money form the Fund on unrelated functions is sustained via a broad interpretation
of the phrase “carrying out those duties of the department required by law” which is found within
several sections of the aforementioned statutes following the authorization and specification of the
filing and other associated fees.

The appropriations from the Fund for both Division-related functions and those of unrelated agencies
throughout the LARA budget include both direct personnel and programmatic expenses and indirect
LARA and DTMB overhead expenses. Expenditures from the Fund have been made both as
occasional supplements and continual subsidies for unrelated agencies, programs, and functions as
described below.

Occasional supplements are illustrated by:
e $2.0 million and $1.4 million for the Bureaus of Construction Codes and Fire Services to offset
reductions in other fund sources supporting fire services
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e $500,000 for grants to Centers for Independent Living awarded by the Michigan Rehabilitation
Service to offset General Fund reduction
$3.0 million transferred to bolster the balance within the Construction Code Fund

e $8.0 million for the Unemployment Insurance Agency to support operations subsequent to a
substantial reduction in federal grants

Whereas, continual subsidies are demonstrated by annual amounts for:

e The CSCLB to support underfunded commercial licensing programs

e The Bureau of Construction Codes (2.2% of total agency expenditures for the agency during FY
2014-15)

e The Michigan Occupational Safety & Health Administration (17.8% of total expenditures for the
agency during FY 2014-15)

e The Workers' Compensation Agency (17.5% of total expenditures for the agency during FY 2014-
15)

¢ Administrative, executive, and centralized functions of LARA and the Department of Technology,
Management, and Budget (DTMB) provided to multiple agencies within LARA

Because the accounting structures utilized within the Michigan Administrative Information Network
(MAIN) do not discretely classify certain expenditures at a sufficient level of detail, it is infeasible to
precisely distinguish between expenditures made to support the responsibilities of the Division and
those supporting unrelated departmental duties. Nonetheless, the calculations exhibited in Appendix
Il utilize a method through which the total expenditures made for the Division are estimated by
averaging, annualizing, and adjusting hourly wage rates for active positions within the Division then
adding a per positon amount formulated by LARA to account for indirect LARA and DTMB overhead
expenses and the annualized cost for the most recent database rewrite project, resulting in total
estimated expenditures of approximately $5.5 million per annum, which is less than a quarter (22.8%)
of the FY 2014-15 revenue deposited into the Fund.

Balances

Year-over-year, the Fund has carried a substantial balance into subsequent fiscal years; averaging
$7.3 million over the past decade, with a minimum of $3.9 million at the close of FY 2011-12 and a
maximum of $9.2 million carried into the current fiscal year. The balances carried forward are the
result of revenues deposited into the Fund typically exceeding expenditures made from the Fund.
While there is no explicit statutory authority to carryforward net revenue, such is the established
practice for the Fund.

Prior to LARA reallocating the order in which revenues are expended from the Fund to implement
budget boilerplate section 315 (renumbered 227) during FY 2008-09, unexpended revenue generated
by profit corporation annual report filing fees lapsed to the General Fund pursuant to the statutory
requirement established by subsection 1060(5) of the Business Corporation Act of 1972.

As noted above, owing to a broad interpretation of particular statutory language, the balance within
the Fund is available for expenditure on any of the duties of LARA required by law.

Conclusion
Over the past decade, the Legislature has appropriated and the department has expended money
within the Fund for diverse and disparate agencies, programs, and functions; often supplementing

expenditures from other restricted funds or supplanting those from the General Fund. These
expenditures were facilitated by the fact that revenues deposited into the Fund substantially exceed
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the expenses necessary to adequately support the Division in carrying out its responsibilities under
statutes governing the formation, functions, and filings of various types of business entities.

Lastly, the lack of statutory language establishing the Fund and directing the deposit of fee revenues
has created an extent of ambiguity in the administration of the Fund that the Legislature may consider
addressing via amendments to the appropriate statutes in order to clarify and simplify Fund
administration.

Appendices

Appendix I:  Revenues, Expenditures, & Balances of the Corporation Fees Fund
Appendix II:  Number of Various Business Entities

Appendix lll: Estimate of Expenditures Related to Corporations Division

Appendix IV: Detailed Listing of Fees Deposited into Corporation Fees Fund
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Appendix II.

Number of Various Business Entities

In Good Standing or Not Cancelled/Expired

Business Entity 1/12/09 1/13/10 1/3/11 1/12/12 1/2/13 10/31/13 1/2/15 10/1/15
Profit Corporation

Domestic 232,594 222,917 213,128 204,767 197,942 191,228 188,289 182,288
Foreign 20,940 20,590 20,755 20,900 21,123 21,323 21,877 21,842
Total 253,534 243,507 233,883 225,667 219,065 212,551 210,166 204,130
Nonprofit Corporation

Domestic 68,862 69,920 70,754 70,165 70,370 69,861 70,822 74,427
Foreign 1,448 1,502 1,559 1,678 1,761 1,805 1,927 2,040
Total 70,310 71,422 72,313 71,848 72,131 71,666 72,749 76,467
Limited Liability Company

Domestic 297,213 316,277 333,473 352,504 374,187 390,102 422,077 434,556
Foreign 10,867 11,457 12,047 12,815 13,847 14,843 16,628 17,652
Total 308,080 327,734 345,520 355,319 388,034 404,945 438,705 452,208
Limited Partnership

Domestic 17,448 17,436 17,490 17,465 17,474 17,443 17,436 17,425
Foreign 2,607 2,579 2,600 2,580 2,574 2,600 2,592 2,635
Total 20,055 20,015 20,090 20,045 20,048 20,043 20,028 20,060
All Business Entities (excl. LLPs)

Domestic 616,117 626,550 634,845 644,901 659,973 668,634 698,624 708,696
Foreign 35,862 36,128 36,961 37,973 39,305 40,571 43,024 44,169
Grand Total 651,979 662,678 671,806 672,879 699,278 709,205 741,648 752,865

SOURCE: Email communications with the Office of Finance & Administrative Services within LARA.
NOTE: The Division has not maintained norretained annual data on the number of, domestic and
foreign, LLPs with active registrations, the total number of which was 630 as of 11/24/15.

Appendix IIl.
Estimate of Expenditures Related to Corporations Division
. Average Average With L
. X Active Hourly Pay . Division
Position Title .. Hourly Annual Fringes &
Positions Range 1 2 Total
Wage Wages Legacy

Departmental Analyst 15 $19.44-532.88 S26.16 $54,622 $98,538 $1,478,073
Departmental Specialist 1 $24.04-543.97 $34.01 $71,002 $128,088 $128,088
Departmental Technician 6 $17.47-S26.71  $22.09 S46,124 $83,208 $499,245
Executive Secretary 1 $18.75-528.45 $23.60 $49,277 $88,895  S$88,895
General Office Assistant 4 $15.31-$22.68 $19.00 $39,662 S$71,549 $286,198
Microfilm Machine Operator 1 $16.08-522.60 $19.34 $40,382 $72,849  S$72,849
Secretary 1 $17.46-S524.21 $20.84 $43,503 $78,480 $78,480
State Administrative Manager 2 $34.73-853.80 $44.27 $92,425 S166,735 $333,471
State Division Administrator 1 $42.36-S57.59  $49.98 $104,348 $188,243 $188,243
Student Assistant 5 $8.15-$22.22 $15.19 531,706 $57,198 $285,991
Word Processing Assistant 6 $15.31-$22.68 $19.00 $39,662 $71,549 $429,297
Total Personnel & Expenses 43 $3,868,831
Overhead Expenses ($20,000 per Position)3 $860,000
Database Rewrite Project ($2.4 Million over Three Years)” $800,000
Estimated Annual Expenditures $5,528,831

SOURCE: Email communications with the Office of Finance & Administrative Services within LARA and HFA
analysis of information provided by the Civil Service Commission and State Budget Office.

NOTES: ‘Calculated utilizing the non-weighted arithmetic mean; ’Includes health and other employment-related
insurance rates, normal and legacy retirement benefitrates and other post-employment benefits prefunding,

FICAtaxliabilities, workers' compensation claims, and longevity pay; *Includes office equipment and supplies,
agencyand department management and oversight, enforcement actions and adjudication proceedings, and
assessments forservices provided under DTMB (e.g., central support, property management, information

technology);4The presently ongoing rewrite of the Division’s information technology database has proceeded
intermittently over the past decade, the current project began in FY 2013-14 and is anticipated for completion

during FY 2015-16.



Appendix IV.

Detailed Listing of Fees Deposited into Corporation Fees Fund

Fee Description Fee Most Recent MCL
Detail Detail Detail Detail Amount Revision Year Citation
Profit $25.00 2015 450.2060(1)(u)
Corporation
Annual Report
Filing Fees
Profit Delinquent $10/mo., </=$50 1983 450.1921(1)
Penalties
Nonprofit Annual Report $20.00 2015 450.3060(1)(u)
Corporation
Annual Report Delinquent $5.00/report 1983 450.2925(1)
Filing Fees Penalties
Limited Liability LLC Statement $25.00 2015 450.5101(1)(g)
Company Annual  pLLC Statement $50.00 2002 450.4909(1)
Statement Filing “p|| ¢ pelinquent $50.00 2002 450.4909(2)
Fees Penalties
Limited Liability Domestic $100.00 1994 449.44(2)&(4)
Partnership
Annual Foreign $100.00 1994 449.47(1)&(4)
Registration Fees
Other Filing, Profit Articles of $10.00 1973 450.2060(1)(a)
Franchise, & Incorporation
Miscellaneous (Domestic)
Fees Application for $10.00 1973 450.2060(1)(b)
Certificate of
Authority
(Foreign)
Amendment to $10.00 1973 450.2060(1)(c)
Articles of
Incorporation
(Domestic)
Amended $10.00 1973 450.2060(1)(d)
Application for
Certificate of
Authority
(Foreign)
Certificate of $50.00 1973 450.2060(1)(e)
Merger,
Conversion, or
Share Exchange
under Chapter 7
Certificate $10.00 1973 450.2060(1)(f)
Attesting to the
Occurrence of
Merger under
Section 1021
(Foreign)
Certificate of $10.00 1973 450.2060(1)(g)
Dissolution
Application for $10.00 1973 450.2060(1)(h)
and Issuance of
Certificate of
Withdrawal
(Foreign)
Application for $10.00 1973 450.2060(1)(i)
Reservation of
Corporate Name
(Domestic)
Certificate of $10.00 1973 450.2060(1)(j)
Assumed Name
or Termination of
Assumed Name
(Domestic)
Statement of $5.00 1973 450.2060(1)(k)

Change of
Registered Office
or Resident
Agent




Restated Articles $10.00 1973 450.2060(2)(l)
of Incorporation
(Domestic)
Certificate of $10.00 1973 450.2060(1)(m)
Abandonment
Certificate of $10.00 1973 450.2060(1)(n)
Correction
Certificate of $10.00 1973 450.2060(1)(o)
Revocation of
Dissolution
Proceedings
Certificate of $10.00 1973 450.2060(1)(p)
Renewal of
Corporate
Existence
Examination of $2.00 1973 450.2060(1)(q)
Special Report
Required by Law
Certificate of $50.00 1983 450.2060(1)(r)
Registration of
Corporate Name
(Foreign)
Certificate of $50.00 1983 450.2060(1)(s)
Renewal of
Corporate Name
(Foreign)
Certificate of $10.00 1983 450.2060(1)(t)
Termination of
Registration of
Corporate Name
(Foreign)
Document Up to $50.00 1983 450.2060(9)
Submitted or
Certificate sent
by Fax or Email
Initial </= 60,000 $50.00 2006 450.2062(1)(a)
Organization and  Shares
Admission Fee > 60,000 & < $100.00 2006 450.2062(1)(b)
(Domestic) 1,000,001 Shares
>1,000,000 & < $300.00 2006 450.2062(1)(c)
5,000,001 Shares
>5,000,000 &< $500.00 2006 450.2062(1)(d)
10,000,001
Shares
> 10,000,000 $500.00 plus 2006 450.2062(1)(e)
Shares $1,000.00 for
Each Additional
10,000,000
Shares or Portion
Thereof
Additional </=60,000 $50.00 2006 450.2062(3)(a)
Organizational Shares
Fee for Increasing > 60,000 & < $100.00 2006 450.2062(3)(b)
Shares 1,000,001 Shares
(Domestic) >1,000,000 & <  $300.00 2006 450.2062(3)(c)
5,000,001 Shares
>5,000,000 &< $500.00 2006 450.2062(3)(d)
10,000,001
Shares
> 10,000,000 $500.00 plus 2006 450.2062(3)(e)
Shares $1,000.00 for
Each Additional
10,000,000
Shares or Portion
Thereof
Initial Admission 60,000 Shares $50.00 2006 450.2062(2)

Fee (Foreign)

Considered
Initially
Attributable to
the State




Additional
Admission Fee
for Increasing
Shares
Attributable to
the State
(Foreign)

</=60,000
Shares

> 60,000 & <
1,000,001 Shares

$50.00

$100.00

2006

2006

450.2062(4)(a)

450.2062(4)(b)

> 1,000,000 & <
5,000,001 Shares

$300.00

2006

450.2062(4)(c)

> 5,000,000 & <
10,000,001
Shares

$500.00

2006

450.2062(4)(d)

> 10,000,000
Shares

$500.00 plus
$1,000.00 for
Each Additional
10,000,000
Shares or Portion
Thereof

2006

450.2062(4)(e)

Nonprofit

Articles of
Incorporation
(Domestic)

$10.00

1983

450.3060(1)(a)

Application for
Certificate of
Authority
(Foreign)

$10.00

1983

450.3060(1)(b)

Amendment to
Articles of
Incorporation
(Domestic)

$10.00

1983

450.3060(1)(c)

Amended
Application for
Certificate of
Authority
(Foreign)

$10.00

1983

450.3060(1)(d)

Certificate of
Merger or

Conversion under

Chapter 7

$50.00

1983

450.3060(1)(e)

Certificate
Attesting to the
Occurrence of
Merger under
Section 1021
(Foreign)

$10.00

1983

450.3060(1)(f)

Certificate of
Dissolution

$10.00

1983

450.3060(1)(g)

Application for
and Issuance of
Certificate of
Withdrawal
(Foreign)

$10.00

1983

450.3060(1)(h)

Application for
Reservation of
Corporate Name
(Domestic)

$10.00

1983

450.3060(1)(i)

Certificate of
Assumed Name

or Termination of

Assumed Name
(Domestic)

$10.00

1983

450.3060(1)(j)

Statement of
Change of
Registered Office
or Resident
Agent

$5.00

1983

450.3060(1)(k)

Restated Articles
of Incorporation
(Domestic)

$10.00

1983

450.3060(1)(1)

Certificate of
Abandonment

$10.00

1983

450.3060(1)(m)

Certificate of
Correction

$10.00

1983

450.3060(1)(n)




Certificate of
Revocation of
Dissolution
Proceedings

$10.00

1983

450.3060(1)(o)

Certificate of
Renewal of
Corporate
Existence

$10.00

1983

450.3060(1)(p)

Examination of
Special Report
Required by Law

$2.00

1983

450.3060(1)(q)

Certificate of
Registration of
Corporate Name
(Foreign)

$50.00

1983

450.3060(1)(r)

Certificate of
Renewal of
Corporate Name
(Foreign)

$50.00

1983

450.3060(1)(s)

Certificate of
Termination of
Registration of
Corporate Name
(Foreign)

$10.00

1983

450.3060(1)(t)

Document
Submitted or
Certificate sent
by Fax or Email

Up to $50.00

1983

450.3060(9)

Privilege of
Exercising
Franchises in
State

$10.00

1983

450.3061

Limited Liability
Company

Certificate of
Correction

$25.00

1993

450.5101(1)(a)

Articles of
Organization
(Domestic)

$50.00

1993

450.5101(1)(b)

Amendment to
Articles of
Organization
(Domestic)

$25.00

1993

450.5101(1)(c)

Restated Articles
of Organization
(Domestic)

$50.00

1993

450.5101(1)(d)

Application for
Reservation of
Name

$25.00

1993

450.5101(1)(e)

Certificate of
Assumed Name
or Termination of
Assumed Name

$25.00

1993

450.5101(1)(f)

Certificate of
Restoration of
Good Standing

$50.00

2002

450.5101(1)(h)

Notice of
Resignation of or
Statement of
Change of
Registered Office
or Agent

$5.00

1993

450.5101(1)(i)

Certificate of
Merger under
Article 7

$100.00

1993

450.5101(1)(j)

Certificate of
Abandonment

$10.00

1993

450.5101(1)(k)

Certificate of
Conversion

$25.00

1997

450.5101(1)(1)

Certificate of
Dissolution

$10.00

1993

450.5101(1)(m)




Application for
Certificate of
Authority
(Foreign)

$50.00

1993

450.5101(1)(n)

Certificate
Correcting
Application for
Certificate of
Authority
(Foreign)

$25.00

1993

450.5101(1)(0)

Certificate
Attesting to the
Occurrence of
Merger under
Section 1005
(Foreign)

$10.00

1993

450.5101(1)(p)

Application for
and Issuance of
Certificate of
Withdrawal
(Foreign)

$10.00

1993

450.5101(1)(q)

Document
Submitted or
Certificate sent
by Fax or Email

Up to $50.00

1993

450.5101(2)

Limited
Partnership

Certificate of
Limited
Partnership

$10.00

1983

449.2107(1)

Certificate of
Amendment to
Certificate of
Limited
Partnership

$10.00

1983

449.2107(2)

Restated
Certificate of
Limited
Partnership

$10.00

1983

449.2107(3)

Certificate of
Cancellation of
Certificate of
Limited
Partnership

$10.00

1983

449.2107(4)

Application for
and Issuance of
Certificate of
Registration
(Foreign)

$10.00

1983

449.2107(5)

Certificate
Correcting
Application for
Registration
(Foreign)

$10.00

1983

449.2107(6)

Certificate of
Cancellation of
Registration
(Foreign)

$10.00

1983

449.2107(7)

Application for
Reservation of
Name

$10.00

1983

449.2107(8)

Certificate of
Assumed Name
or Termination of
Assumed Name

$10.00

1983

449.2107(9)

Certificate Filed
Under Section
304(a)(2)

$10.00

1983

449.2107(10)

Service on
Corporation and
Securities
Commission Fees

$3.00

1963

600.2582




Profit $50.00 - 2006 450.1131(7)
Corporation $1,000.00
Expedited Filing
Fees
Nonprofit $50.00 - 2006 450.2131(7)
Corporation $1,000.00
Expedited Filing
Fees
Limited Liability $50.00 - 2006 450.4104(8)
Company $1,000.00
Expedited Filing
Fees
Limited $50.00 - 2006 449.1206(8)
Partnership $1,000.00
Expedited Filing
Fees
Corporation, Per Certificate $10.00 1991 450.2060(6),
Company, & 450.3060(4),
Partnership Copy 450.5101(4),
Fees Per folio $1.00 1991 449.2107(c),
449.48(6)
Trademark, Registration, $5.00 1984 430.7
Service Mark, & Search, &
Insignia Fees Certification of
Names & Insignia
Registration of $50.00 1984 429.33(4)
Trademark &
Service Mark
Renewal of $25.00 1984 429.35(1)
Trademark &
Service Mark
Registration
Assignment of $15.00 1984 429.36

Trademark &
Service Mark

SOURCE: Michigan Compiled Laws accessed at http://www.legislature.mi.gov/(S(qpaazotoukb10slbgsommpza))/mileg.aspx?page=Home.
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