
Tax credits  
and guidance for  
manufacturers 

INDUSTRY TAX FOCUS: 

Tax credits are available to benefit 
your manufacturing business. Here’s a 
breakdown of credits to consider. 

R&D qualifying expenses   

When activities associated with a project are deemed 
to be qualified R&D, certain expenses connected with 
the project — wages, supplies, and contract — may be 
applied toward the credit. 

Types of projects typically eligible for  
the R&D Credit 

• New product development 

• Product improvements 

• New manufacturing processes 

• Manufacturing process improvements 

• Development of new tooling 

• New formulas or techniques 

• In some cases, the development of software and 
revising software

The Research and Development (R&D) Tax Credit is a government-
sponsored tax incentive offered to companies that create or improve a 
product or process in the course of their business. Manufacturing-related 
R&D encompasses improvements in existing methods or processes, or 
wholly new processes, machines or systems.  

R&D CREDIT  

Action steps for manufacturing companies:   

• Discuss 2020 eligibility with your advisor to determine if you meet the gross 
receipts decline or had a partial suspension of operations 

• Determine Q1 2021 eligibility – compare gross receipts Q1 2021 to Q1 2019 
or Q4 2020 to Q4 2019 to see if there is a greater than 20% reduction 

The Employee Retention Credit (ERC) was established under the CARES ACT in March of 
2020 to assist employers in retaining and compensating employees during the pandemic. The 
credit was expanded under the Consolidated Appropriations Act, 2021 (CAA), making more 
employers eligible for the credit and allowing for a larger benefit. 

For 2020: 

• Carrying on a trade or business 
during 2020 

• Partial or full suspension of 
operations due to COVID-19 
government orders or have to have 
a greater than 50% reduction in 
quarterly gross receipts compared 
to same quarter in 2019 

For 2021: 

• Carrying on a trade or business 
during 2021 

• Partial or full suspension of 
operations due to COVID-19 
government orders or have to 
have a greater than 20% reduction 
in quarterly gross receipts (or 
prior quarter) compared to same 
quarter in 2019

2020 

• $5,000 per employee   

• 50% of $10,000 of eligible  
wages paid from March 13, 2020 
to Dec. 31, 2020 by an eligible 
employer 

2021 

• $28,000 per employee  ($7,000 
per quarter) 

• 70% of $10,000 of eligible wages 
paid during an eligible 2021 
quarter by an eligible employer 

2020 

• Limited to $10,000 wage and 
healthcare expense per employee 

• Employers with 100 or fewer 
employees: all wages paid to all 
employees during a qualified period 

• Employers with more than 
100 employees: wages paid to 
employees for time that they are 
not providing services during a 
qualified period 

2021 

• Limited to $10,000 wage and 
healthcare expense per employee 

• Employers with 500 or fewer 
employees: all wages paid to all 
employees during a qualified period 

• Employers with more than 
500 employees: wages paid to 
employees for time that they are 
not providing services during a 
qualified period 

An employer is eligible to use ERC when the following criteria are met: 

Refundable payroll tax credit up to these amounts, in 2020 and 2021: 

Qualified wages: 

The Michigan Department of Treasury has been focused on use tax, which is a tax on the privilege of 
using, storing, or consuming tangible personal property in Michigan. Sales tax, meanwhile, is on the 
privilege of selling tangible personal property at retail and is not garnering as much audit activity. 

Capital purchases – office   

An audit focus is on non-manufacturing equipment (not exempt for industrial 
processing). This includes: 

• Computers, printers, and peripherals 
• Office furniture, desks, cubicles, etc.  

Note that computers used in the industrial process are still exempt – this 
includes engineering, design, production, etc. 

Consumable supplies    

• Cleaning fluid 
• Mops, paper towels   

Note that that anything that serves the industrial processing equipment 
is exempt  

Utilities    

Gas, water, and electricity that serve the industrial process are exempt. 
Treasury is looking at areas of a facility that are before/after the 
manufacturing process or in an office. Considerations: 

• Square footage analysis for gas 
• Electricity (non-industrial may be minor) 
• Separate meters 
• Exempt percentage on purchase from utility 

Use tax issues:   

Treasury auditors will focus on these four areas:

• Capital purchases of office equipment and furniture 
• Capital purchases used before or after the industrial process 
• Consumable supplies 
• Utilities 

EMPLOYEE RETENTION CREDIT MICHIGAN USE TAX AUDITS

Capital purchases – before/after process    

• Items used before TPP begins to move from raw materials storage 
• Items used after finished goods first come to rest in finished goods inventory 
• Forklifts   
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