MINUTES
MONTANA SENATE
51st LEGISLATURE - SPECIAL SESSION
COMMITTEE ON TAXATION
Call to Order: By Senator Bob Brown, Chairman, on June 23,
1989, at 8:00 a.m.
ROLL CALL
Members Present: Senator Brown, Senator Hager, Senator
Norman, Senator Eck, Senator Bishop, Senator Halligan,
Senator Walker, Senator Harp, Senator Gage, Senator
Severson, Senator Crippen
Members Excused: Senator Mazurek

Members Absent: None

Staff Present: Jill Rohyans, Committee Secretary
Jeff Martin, Legislative Council

Announcements/Discussion: None

HEARING ON SENATE BILL 14

Presentation and Opening Statement by Sponsor:

Senator Crippen, District 45, sponsor, said the bill
provides for quarterly payment of corporation and
income taxes. The proceeds would be used to fund
building projects in the university system. He
pointed out the University of Montana School of
Business is housed in an antiquated building which is
equipped to accommodate only one third its average
usage. Numerous buildings at Montana State University
and Eastern Montana College are in need of repair or
expansion and there is a great need for new facilities
on most all the campuses.

Senator Crippen noted there was legislation introduced in
the regular session which would have accelerated the
payment of corporation and income tax to a quarterly
basis. Although the bills passed out of the Senate
Taxation Committee, they were not presented for
consideration as it was determined the funding they
provided was not a necessary component of the budget
balancing process. However, Senator Crippen feared the
funds this bill could generate will be used either in
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this special session or in the next regqgular session as
a short term solution to some problem that must be
addressed. He felt a better use for the money would be
to create a long term funding mechanism to pay for
maintenance and fund new buildings on the university
system campuses throughout the state.

The bill accelerates the quarterly estimated payments in the
same manner as the federal payments. It would affect
taxpayers with a tax liability of $400 and corporate
taxpayers with a liability beginning at $5000.

Senator Crippen said it is his experience as the Past
~ President of the University of Montana Board of
Trustees that corporations which make large donations
want those funds used for programs, not buildings.
They feel it is the obligation of the state to provide
and maintain the facilities.

List of Testifying Proponents and What Group they Represent:

Carrol Krause, Commissioner of Higher Education

Sheila Stearns, University of Montana

Dr. William Tietz, President, Montana State University

Krystin M. Deschamps, Associated Students of the University
of Montana

Mike Holland, Montana Society of CPA's

Stacy Farmer, Association Students of Montana State
University

List of Testifying Opponents and What Group They Represent:

None

Testimony:

Carrol Krause, Commissioner of Higher Education, reviewed
building needs for each campus in the system. He
stated MSU has the highest priority in terms of
need and noted the last new building in the system
was the Fine Arts Building at the U of M which was
built in 1981. He said the electrical system at
Montana Tech is archaic and the compressed campus
at Eastern is causing real problems. He invited
committee members to visit the campuses and become
familiar with the problems that exist. There is
an evergrowing need for new space and a source of
on-going funding for campus expansion.

Sheila Stearns, University of Montana, noted the U of M
School of Business has been placed on probation because
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of the space limitations it faces. She reviewed the
needs of the U of M and urged the committee to
establish a source of funding for buildings.

Dr. William Tietz, President, Montana State University,

reviewed the building needs of MSU stating the science
and technology buildings were built in 1927 and 1953.
They are no where close to keeping up with the advances
and space considerations of developing technology of
today. This hurts the students in terms of developing
their potential which in turn reflects badly on the

_institution itself. Monies for programs are available,

however, funds for buildings and infrastructure
development just do not exist. It becomes very hard to
develop new programs when there is no place to house
them.

Krystin Deschamps, Associated Students of the University of

Mike

Montana, said most classroom space is old, inadequate,
small and crowded. She asked the committee to give
favorable consideration to the bill.

Holland, Montana Society of CPAs, said his organization
supports legislation which provides for quarterly
payments of taxes as it eases the burden on the
taxpayer.

Stacy Farmer, Associated Students of Montana State

University, said her organization would appreciate the
support of the Committee and the Legislature in
consideration of a capital building fund for the
university system.

Questions From Committee Members:

Senator Harp asked for some specific dollar amounts

regarding the science building at MSU and the Business
School at the U of M.

Dr. Krause said the science building costs would be $18

million and the Business School $14 million.

The building most in need at Eastern would be $8.5 -$14
million, renovation of the building at Montana Tech
would be about $2.5 million, and the technology
building at Northern would be about $1 million.

Senator Crippen said the principal should amount to

approximately $60 million. Senator Crippen said
depending on the interest and the amortization schedule
a fairly substantial bonding program should develop.
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Closing by Sponsor:

Senator Crippen said the bill could be amended to bring the
penalty and interest provisions in line with the
federal guidelines. He said this is an important issue
and one which needs to be addressed now as delays will
only increase the problems and the dollars needed to
solve them. This is an opportunity to establish a long
range funding mechanism with money that will certainly
be used in the near future for a "quick fix" solution
if we do not look ahead and make provisions now for the
future of the campuses of the university system.

EXECUTIVE SESSION
DISPOSITION OF SENATE BILL 14

Discussion: See Following

Amendments and Votes:

Senator Halligan Moved to amend the bill to comply with the
penalty and interest provisions of federal law in
regards to quarterly payment of corporate and
individual income tax.

The motion CARRIED unanimously.

Recommendation and Vote:

Senator Halligan MOVED SB 14 Do Pass As Amended.

Senator Harp suggested felt the money, approximately $52
million, should be split up with some of the money
going to schools and property tax relief.

General discussion followed regarding the flow of the money
and various ways of dividing the proceeds. No
consensus was reached, rather, there was just an
exploration of possible alternatives.

The motion CARRIED on a roll call vote (Exhibit #1).

DISPOSITION OF SENATE BILL 6

Discussion:

Ken Nordtvedt, Director, Department of Revenue, presented
proposed amendments to the bill to the Committee
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(Exhibits #2 and #3).

Amendments and Votes:

Senator Crippen MOVED to adopt the proposed amendments
(Exhibit #3).

The motion CARRIED unanimously.

Recommendation and Vote:

Senator Crippen MOVED SB 6 Do Pass As Amended.

The motion CARRIED on a roll call vote (Exhibit #4).

ADJOURNMENT

Adjournment At: 10:00 a.m.

(5 (D

SENATOR BOB BROWN, Chairman

BB/jdr

MIN623.jdr
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MK. FRESIDERT:

We, vyour committee on Taxation, having had under consideration
8B & (first reading copy -- white), respectfully report that B8R 6
be amended and ag so0 amended do pabs:

1. Title, line 6.
Strike: "CAPITAL GAINS OR LOSSES”
Inserty “THE COST BASIS OF CAPITAL ASSETS"T

2. Title, line 7.
Following: "15-30-111"
Insert: ", 15-30-136, 15%-31-114,"

3. Fage 1, line 13.

Following: “(1)"

Strike: "Notwithstanding the provigioneg of 15-30-11@"
Ingert: "For capital aseets sold after December 31, 12867

4. Tage 2, line 5.
Strike: "factorg”
Ingert: “factorxr®

5. Page 2, line 6.
Strike: "all holding pericods of capital agsets”
Ingerxrt: "the previous yeare’ holding period”

6., Faye 2, line 8.
Following: "aswets”
Insext: “each yvear”

7. Faye 2, linc 9.
Styikie: "appropriate
Inseyt: "previcus years

"

Ew

B, Fage 22, linesg 10 and 11.
Following: "period”
Strike: remainder of line 1@ through "agreement” on line 11

9. Fage 2.

Following: line 14

Insert: "{7) On a sale oy exzchange of an aseet ¢#ither for cash or
under an installment agreement, the taxpayer may vee the cost
basis ag adjusted for inflation under thisg egection.

(8) For purposee of this chapter, "capital gains” eguals the
selling price less the Montana adjusted bhasis. For an agget
acguired after December 31, 198%, the adjusted barsie for Montana
purposeg is calculated by multiplying the cogt of the arset by the
inflation factor in the year of the sale, less the accumulated
depreciation calculated under the Internal Revenue Code of 1986,

e shetg ., G246
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ag amended, and lesg any depreciation taken under 15-36-111(23(4g)
or 1%-31-114{(2){(b)."

16. Page 3, line 6.
Following: "asd”
Insert: "and”

11. Page 3, line 8.
Following: "33-25-10%(15)"
Strike: "; and”

Insert; "."

12. Page 3, lineg 9 and 16.
Strike: subsection (e} in its entilrety

12, Page 5, line 13,
¥Yollowing: "orange™™
Strike: "."

”

Ingerxt: : and”

14, Paye 5.

Following: line 13

Invert:s "“{p) the difference between the capital gaing and losges
included in the federal adjusted gross income and the capital
gaing and logsges ap calculated in [wmection 1]: and
{g) Tfor an asgsget purchaged and gold after Decoember 31, 1969,

and held for its entire federal depreciable life, an additicnal

depreciation expense ig allowved for the year tolloving the fTinald
veayr  of fedeoral depreciration. The  amounl ot additionad

depreciation  that may be claimed in the  subrogueni year io
calculated Ly maltiplying the oviginel cort of the ascet by the
infletion factoy an defined in Jeecotion 1], leos Lhe woounuloted
depreciation claimed for that asset undeyr the Internal Revenue (Cude
of 1986, ag amended.”

15. Page 8.
Following: line 6
Ingsert: "Section 3. Section 1%-306-136, MCA, ig aswended to read:

"315-30-136, {Computation of income of egtates or trusgts --
exemption. (1) Bxcept arc otherwise provided in thig chapter, "groess
income” of egtates or trusts means all incowe from whatever souwrce
derived in the taxable vyear, including but not limited to the
following items:

{a) dividends;

(b) dnterest received or accrued, including interest received
on obligations of another gtate or territory or a county,
municipality, district, or other political subdivision thereof, but
excluding intereegt income from obligationg of:

(i) the United Stateg government or the state of Hontana;

£l ehoeht, 606
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{ii) a school district; or

(1idi}) a county, wunicipality, district, or other political
subdivision of the state;

(¢} income from partnerships and other fiduciaries;

{(d) groes rentg and royalties;

{e} gain frowm gale or exchange of property, including those
gains that are excluded from groseg income for federal fiduciary
income tax purposes by section 641(c¢) of the Internal Revenue Code
of 1954, as amended;

(f) gross profit from trade or business; and

(g refunde recovered on federal income tax, to the extent
the deduction of such tax resulted in a reduction of Montans income
tax liability,

(2} In computing net Income, there are allowed as deductions:

{a) interest expenseg deductible for federal tax purposes
according to section 163 of the Internal Revenue Code of 19%4, as
amended;

{b) tazes paid or accrued within the taxable vear, including
but not. limwited to fedzral income tax, but excluding Moatsna incows
tax;

{c¢) that fiduciary’'s portion of depreclation or depletion
which is deductible for fedexral taz purposes according to gections
167, 611, and 642 of the Internal Revenuve Code of 19%4, ar amended;

(d) charitable contributions that are doductible for federal
tax purpeses accerding te section 642{c) of the Internal Revenus
Code of 19%4, as amended;

{e) adminigtrative expenper claimed for federal incowe tax
purposce, according Lo gectiong 212 apd 642{(g) of the Interval
kevenue Code of 1954, aw amended, 11 such capcusen vere pot clained
at a deduction in the Jdetermination of Hontapa inheritance tax,

(t} loseeg from fire, etorm, shipwreck, or other cagualty or
from theft, to the extent pot cowpensgated for by insursnce or
otherwige, that are deductible for federal Lax purposes according
to gection 16% of the Internal Revenue Code of 1954, as amended;

{g} net operating loss deductions allewed for federal income
tax under section 642{(d) of the Internal Revenue Code of 19%4, ag
amended, except estates may not claim logses that are deductible
on the decedent’'s final return;

{h) all benefits, not in excess of $3,600, received:

(i) as federal employees’ retirement;

(i1) ag retirement from public employment in a state other
than Hontana; ox

{1ii) as an anpnuity, pensgion, or endowvment under private or
coyporate retirement plans or systems;

(i} all benefits paid under the Montana teachers’ retirement
system that are specified ag exempt from taxation by 19-4-7006;

sCrebtOddc, 626
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(3) @all benefits paid uwnder the Hontana Public Ewuployees’
Retirement System Act that are specified as exempt from taxation
by 192-3-10%;

(k} all bhbenefits paid under the Montana highway psatiol
officerg’ retirement system that are speclfied ag exempt from
taxation by 19-6-7¢5;

{1) MHontana incowme taw refunds or credits thereof;

{m) all benefits paid vnder 19-11-602, 19-11-6€4, snd 19-11-
60% to retired and disabled firemen or their curviving spouges or
children;

{n) &all benefits paild under the municipal police officers’
retirement system that are specified ag exempt from taxation by
19-9-100%.

{3) In the cage of a shareholder of a corporation with
respect to which the election provided for under subchapter 8. of
the Internal Revenue Code of 19%4, ag amended, ieg in effect but
with respect to vhich the election provided for undey 15-21-2¢2 ig
not in effect, net income does not include any part of the
corporation’s undistributed tawable income, net oporating lossg,
capital gains or other gains, profite, or lozges joegulired Lo be
included in the shareholdexy’'s federal income tax nct income by
reason of the election wunder subchapter 8. However, the
shareholder’'s net income g£hall include actual distvibuvtion from
the corporation to the extent it would be treated as taxal:le
dividends 1f the subohapter &, election were not in effect,

{4) The following additional deductioas ghiall Le alloved in
deriving tazable income of cstates and trusts:

{a} any amcunt of dincews for the taxable year cwrveuntly
yeguired 1o be distributed to Beneticiavics fop such year;

(L) apy othey amounts properldy paid or eredited o reguired
Lo be distributed for the vtauable year

(C)  FHhe-mmovipbt——ef-ob—io it e dei gtd Lo frete—~dong -4t 2 rm
eapttal--gati-over-—the—fret -giorb—terp-—capita-logss—dor-the—taralle
year for an asgsel s580ld aftey Decembey 31, 198¢, the difference
hetvween the capital gaing and logses included in the federal
fiduciary grose income and the capital gains and losgses  ae
calcnlated in jeection 11;

{d) for an aspget purchaged and gold after Necember 231, 1989,
and held for its entire federal depreciable life. an additional
depreciation expense is allowved for the yemr following the final
year of federanl depreciation. The amount of additional
depreciation that way be clajmed in the rubseguent vear is
calculated by multiplving the original cost of the asset by the
inflation factoxr as defined in [section 11, less the accumulated
depreciation claimed for that asset under the Internal Revenue Code
of 1986, as amended.

{5) The exemption allowed for esgtategs and trusts is that
exemption provided in 15-306-112(2)(a}) and 1%-3@-112(8).

{6) A trust or estate excluding benefits under subsections

serehafPé . 626
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(2)(i) through (2)(k}, (2)(m}), or (2)(n) may not exclude benefits
described in subsection (2){h) from net incowe unlesgs the benefits
received under subsections (2) (i) through (2} (k), (2){(m), or (2)(n)
are less than $3,600, in which case the trust or estate may combine
benefits to exclude up to a total of $3,600 from netl income."

Section 4. Section 1%5-31-114, HCA, ig amended to read:

"15-31-114, Deductions alloved in coxputing income, In
computing the net income, the following deductions shall be allowed
from the grosg income received by such corporatien within the year
from all sources,

{1} All the ordinary and necessary expenges paild or incurred
during the taxable year in the maintenance and operation of its
business and properties, dincluding rearonable allowance for
salaries for personal sgervices actually rendered, subjcct to the
lJimitation bereinafter contained, rentals or other pavments
regquired to be made as & condition to the continued use oOX
pusression of property to which the corporation has not taken or
is not taking title or in which it has no equity. No deduction
shall be allowed for salaries paid upon which the recipient thereoi
hags not paid Hontana gtate income tax; provided, howvever, that
vhere domegtic corporationg are taxed on income derived from
without the state, galaries of officers paid in connection with
securing such income shall be deductible.

(2) (a) A1l losses actually svstained and charged off within
the year and not compensated by insurance or otherwviese, including
a reaponable allowance for the wear and tear and chsgolescence of
property weged in the tLrade orvr business, guch allowance to Le
determined scocording Lo the provisions of vection 167 of the
Internal Revenuve Code in effect with rezpect to Lthe taxable vear,
Al —edevtdeons Bxeept  as provided  in  sgubseetion  {(2i{by, all
electiong for depreciation shall ke Lhe sawe as the elections made
for federal income tax purposers. No deduction shall be allowed for
any amount paid out for any buildings, permanent improvementsg, oy
betterments made to increase the value of any property or estate, -
and no deduction shall be wmade for any amount of expense of
regtoring property or making good the exhaustion thereof for which
an allowance is or has been made. No depreciation or amortization
deduction shall be allowed on a title plant as defined in 33-25-
105(15).

(b} For ap asset purchasged and sold after December 31, 1989,
and _held for 1ts entire federal depreciable life, an additional
depreciation expenee is allowed foxr the vear following the final
vear of federal depreciation, The amount of additional
depreciation that way be elaimed in the subsequent vyear igs
calculated by multiplving the eoriginal coet of the agset by the
inflation factor as defined in [section 1], less the accumulated
depreciation claimed for that asset under the Internal Revenue Code
of 1986, as amended.

Hersb0e6 . 626
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{+¥3{c) Thexre rhall he allowed ag a deduction for the taxable
period a net operating loss deduction determined according to the
provisions of 15-31-119.

{3) For an asget gold after December 31, 1989, the difference
betvueen the capital gains and losges included in the federal
adjusted qaroes income and the capital gaing and lossee asg
calculated in [section 11,

+33+{4}) In the case of mineg, other patural deposgite, oil and
gasz wells, and timber, a reasonable allowance for depletion and for
depreciation of improvewents; such reasgsonable allowance to be
determined according to the provisione of the Internal Revenue Code
in effect for the taxable year. All elections made under the
Internal Revenue Code with respect to capitalizing or expensing
exploration and developuwent cogts and intangible drilling expenzes
for corporation licenpe tax purposes ghall be the same ag the
e¢lections made for federal income tax purposes.

$+44(5) The awount of interegt paid withip the yeaxr on itg
indebtedness Incurred in the operation of the bapiness from which
ite income igs derived; but po interest shall be allowed as a
dedvection if paid on an indebtedness created for the purchase,
waintenance, or improvement of property or for the conduct of
busginess unless the income from such property or buginess would be
taxable under this part.

53{6) (a) Taxer psaild within the year, except the following:

{i) Taxes imposed by this part.

(ii) Taxes assessed against local henefite of a kind tending
to invreanse the value of the property assegsed.

{ii1) Taxes on or according to or wmeasured by net incomwe ox
profits ijwmpoged by guthority of the governwment of the United
States.

{iv}) Tayxes impored by any other ptate or countiy upon orv
mecazuied by uwet Income opr profits.

{b} Taxes deductible under this part ghall be congtrued Lo
include taxes imposed by any county, eschool district, 01
sunicipality of this gtate.

+64{7) That portion of amn energy-related investment allowed
ar a deduction under 1%-32-103.

4+3+4+{8) {(a) Except as provided in subsection (8){bh]},
charitable contributions and gifte that gqualify for deduction under
gection 172 of the Internal Revenue Code, as awmended.

{b) The public gervice commisegion gshall not allow in the rate
base of a regulated corporation the inclusion of contributions made
under this subeection,

4834{9) In lieu of the deduction allowed under subsection
+++{8), the taxpayer may deduct the fair warket value, not to
exceed 30% of the taxpayer’'s net incomeof a computer or other
gophigticated technological egquipment or apparatus 1lntended for
uge with the computer donated to an elementary, secondary, or
accredited postsecondary school located in Montana if:

g1 ebeO6. 626
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{a) the contribution i& made no later than % years aftexr the
manufacture of the donated property ie substantially completed;

(b) the property is not traneferred by the donee in exchange
for money, other property, or services; and

{c} the taxpayver receivee a written statement from the donee
in which the donee agreeg to accept the property and representing
that the use and disposition of the property will be in accordance

with the provisions of {(b) of this subgection 83+{(9}."
Renumber: subsgequent sections

DO PASS AS AMENDED RN .

Signed: fig;:’// f;w

4 } ety
Bobh Brown, Chairwman
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HELENA, MONTANA 58620

MEMORANDUM
!
To: Senator Bruce Crippen
From: Steve Bender, Acting Deputy Director f
Department of Revenue
Re: Explanation of Amendments to SB 6
Date: June 22, 1989 }

Attached to this memo please find:

* Proposed amendments to SB 6 providing corrections,
clarifying the application of the bill to assets sold and
assets retained, and extending this treatment to «
taxpayers subject to the Corporate License Tax. ;

* Examples of how SB 6, as amended, would work '
As we have discussed this bill is intended to remove from
taxation the element of " gains " attributable solely to
inflation. This is accomplished by indexing the cost basis of
an asset. Under this bill the adjustment will occur whether the
business asset is sold or retained past its "useful life". ‘

In the former instance, the bill provides for the calculation ‘of
an adjusted cost basis to be used in arriving at the true gain
subject to Montana taxation. The Montana adjusted capital gain
will be compared to the federal gain reported to calculate the
adjustment necessary to remove the effects of inflation. Since
the full amount of the gain will have been included in fedegal
AGI, the adjustment will be an additional deduction for Montana
purposes assuming the asset was held over an inflationary period.

“AN EQUAL OPPORTUNITY EMPLOYER"
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In the case of an asset retained past its useful life, ie. fully
depreciated for federal purposes, the bill provides for a
calculation of an additional depreciation deduction to mitigate
the effects of inflation. This is accomplished by providing a
one time,: additional, deprecation deduction without radically
departing ifrom federal depreciation methods.

Briefly, the additional depreciation deduction is equal to the
amount the cost basis of the asset, adjusted by the inflation
factor, exceeds the accumulated federal depreciation specific to
that asset. The deduction is granted in the year following the
final year. of federal depreciation. This provision will address
the disparity created in inflationary periods by 1limiting the

write off. of business investments in depreciable assets to
historical: dollars.

If we can provide anything further, please advise.

[ 7N
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. SB 6 AS AMENDED EXAMPLES o w24
CAPITAL GAIN AND DEPRECIATION INDEXING
ASSUMPTIONS
1. There is an inflation factor of 4% per year
2. The inflation factor is compounded each year
3. Indexing starts in 1988
EXAMPLE $1 .
Item: ~ Stock Sales Price: $15,000
Bought:  Jan. 1990 Cost: 10,000
Sold: Feb. 1991 :
Gain Under: Present Law SB #6 :
$15,000 © $15,000
(10,000) 10,000 x 1.04 = 10,400
5,000 ' 4,600

$400 less 'gain would be reported under SB 6 because of the
indexing of the inflation factor.

EXAMPLE 2
Item: Land Sales Price: SGO;OOO
Bought: Jan. 1990 Cost: : 30,000
Sold: Jan. 1994 : .
Gain OUnder: Present Law SB 16 :
$60,000 : $60,000
(30,000) 30,000 x 1.17 = . 35,100
30,000 i 24,900

$5,100 1less gain would be reported under SB 6 because of the
indexing of the inflation factor.



When depreciation is involved there is a two step process. First
the adjusted basis has to be calculated. Then the ga1n is found
by subtracting the adjusted basis from the sales price.

EXAMPLE 3

Item: Depreciable Machinery
Bought: Jan. 1988

Sold: Jan. 1993

Inflation

factor: 1.22

Gain Under: Present Law

Step 1:

Cost 100,000
Depreciation (50,000)
Adjusted Basis 50,000
Step 2:

Sales Price $120,000
Adjusted Basis 50,000
Gain 70,000

Sales Price: $120,000

Cost: 100,000,
Depreciation ;
taken 50,000

SB $6 |

100,000 x 1.22 = 122,000
(50,000)
72,000

i

$120,000
72,000
~48,000

After the cost of the machinery is indexed, the accumulated
depreciation is deducted to arrive at the Montana adjusted basis.
There would be $22,000 less gain reported under SB 6 with the

indexing of the cost basis of the asset.

EXAMPLE #4

Assume the same facts as in the above example except the Sales

Price was $60,000.

Gain Under: Present Law

Step 1:

Cost $100,000
Depreciation {( 50,000)
Adjusted Basis 50,000

SB $6
5

100,000 x 1.22 = 122,000
50,000
72,000



Step 2:

Sales Price

Adjusted Basis (50,000) (72,000)
Gain 10,000 (12,000)
Under this example there would be $22,000 less gain reported

$ 60,000 $ 60,000

under SB 6 because of the indexing.

EXAMPLE 5 ASSET HELD PAST THE FEDERAL DEPRECIABLE LIFE
Asset purchased Jan. 1, 1990

Cost $12,000

Annual Depreciation $4,000 / year , 3yr. useful life

Inflation factor 1993 = 1.25

Depreciation Expense deducted on 1990, 1991, & 1992 returns

totals $12,000.

Additional Depreciation Expense deductible in 1993 =

!
t

t

Inflation factor X Cost Basis - Accumulated Depr.= Add'l Deprf

(1.25 X

$12,000) - $12,000 = $3,000 Add'l Depreciation
Per SB 6 as amended.
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June 22, 1989

TO: Steve Bender, Deputy Director
FROM: Jeff, Miller, Administrator
RE: Proposed Amendments to SB 6

l. Title, line 6
Following: “CAPITAL"
Strike: - -"GAINS OR LOSSES"
Insert: "“ASSETS COST BASIS"

2. Title, line 7
Following: "15-30-111"
Insert: 15-30-136, 15-31-114

3. Page 1, line 13

Following: “(1)" '
Strike: "Notwithstanding the provisions of 1£-30-110"
Insert: "For capital assets sold after December 31, 1989"

4. Page 2, line 5
Following: "adjustment"
Strike: "factors"
Insert: "factor"

5. Page 2, line 6

Following: "for"

Strike: "all holding periods of capital assets"
Insert: "the previous years' holding period"

6. Page 2, line 8
Following: " assets"
Insert: "each year"

7. Page 2, line 9
Following: "the"

Strike: ‘"appropriate"
Insert: ‘“previous years'"

8. Page 2, line 10
Following: “period"

Strike: "for a purchase or a sale of assets either for cash or

under an installment agreement"

9. Page 2
Following: line 21
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‘Insert: "(7) On a sale or exchange of assets either for cash or
under an installment agreement the taxpayer may use the cost
basis as adjusted for inflation under this section.

(8) For purposes of this chapter, capital gains equals the
selling price less the Montana adjusted basis. For assets
acquired after December 31, 1989 the adjusted basis for Montana
‘purposes is calculated by multiplying the cost of the asset by
the inflation factor in the year of the sale less the accumulated
‘depreciation calculated under the Internal Revenue Code, and any
depreciation taken under 15-30-111(2)(qg) or 15-31-114(3)(c)."

10, Page 3, line 6
Following: “income;"
Strike: "and"
Insert: "and"

‘11. Péée 3, line 8
;Following: "33-25-105(15);"
Strike: "and"

12. Page 3, line 9
Strike: "(e) capital gains or losses as described in 15-30-110
‘or in [section 1]"

1

'13. Page 5, line 13
,Following: "orange""
Strike: "."

Insert: "and"

'14., Page 5

Following: line 13

Insert: "(p) the difference between the capital gains and losses
included in the federal adjusted gross income and the capital
‘gains and losses as calculated in [section 1]; and

? (gq) for assets purchased and sold after December 31, 1989
\and held for its entire federal depreciable life, an additional
:depreciation expense is allowed for the year following the final
year of federal depreciation. The amount of additional
depreciation which can be claimed in the subsequent year would be
calculated by multiplying the original cost of the asset by the
inflation factor as defined in [section 1] less the accumulated
depreciation claimed for that asset under the Internal Revenue
Code of 1986, as amended."

15. Page 8

Following: 1line 6

Insert: "Section 3. 15-30-136, is amended to read:

"15-30-136. Computation of income of estates or trusts-
exemption. (1) Except as otherwise provided in this chapter,
"gross income" of estates or trusts means all income from
whatever source derived in the taxable year, including but not
limited to the following items:

-
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(a) dividends;
(b) interest received or accrued, including interest
received on obligations of another state or territory or a
county, municipality, district, or other political subdivision
thereof, but excluding interest income from obligations of:
(i) the United States government or the state of Montana;
(ii) a school district; or
(iii) a county, municipality, district, or other political
subdivision of the state; '
(c) income from partnerships and other fiduciaries;
(d) gross rents and royalties; :
(e) gain from sale or exchange of property, including those
gains that are excluded from gross income for federal fiduciary
income tax purposes by section 641(c) of the Internal Revenue
Code of 1954, as amended; :
(£) gross profit from trade or business; and :
(g) refunds recovered on federal income tax, to the extent
the deduction of such tax resulted in a reduction of Montana
income tax liability. '
(2) In computing net income, there are allowed |as
deductions: :
(a) interest expenses deductible for federal tax purposes
according to section 163 of the Internal Revenue Code of 1954,' as
amended; .
(b) taxes paid or accrued within the taxable year, including
but not 1limited to federal income tax, but excluding Montana
income tax; '

(c) that fiduciary's portion of depreciation or depletion

which is deductible for federal tax purposes according to
sections 167, 611, and 642 of the Internal Revenue Code of 1954,
as amended: . ;

() charitable contributions that are deductible for federal
tax purposes according to section 642(c) of the Internal Revenue
Code of 1954, as amended;

(e) administrative expenses claimed for federal income tax
purposes, according to sections 212 and 642(g) of the Internal
Revenue Code of 1954, as amended, if such expenses were not
claimed as a deduction in the determination of Montana
inheritance tax; ,

(f) losses from fire, storm, shipwreck, or other casualty or
from theft, to the extent not compensated for by insurance or
otherwise, that are deductible for federal tax purposes according
to section 165 of the Internal Revenue Code of 1954, as amendeg;

(g) net operating loss deductions allowed for federal income
tax under section 642(d) of the Internal Revenue Code of 1954, as
amended, except estates may not claim losses that are deductible
on the decedent's final return; '

(h) all benefits, not in excess of $3,600, received:

(i) as federal employees' retirement;

(ii) as retirement from public employment in a state other
than Montana; or

(iii) as an annuity, pension, or endowment under private or

-3
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corporate retirement plans or systems;

(i) all benefits paid under the Montana teachers' retirement
system that are specified as exempt from taxation by 19-4-706;

(j) all benefits paid under the Montana Public Employees'
Retirement System Act that are specified as exempt from taxation
"by 19-3-105;

(k) all benefits paid under the Montana highway patrolmen s
retirement system that are specified as exempt from taxation by
19-6-705; -

(1) Montana income tax refunds or credits thereof;

(m) all benefits paid under 19-11-602, 19-11-604, and 19-11-
605 to retired and disabled firemen or their surviving spouses
or children;

(n) all benefits paid under the municipal police officers'’
retlrement system that are specified as exempt from taxation by
19-9-1005.

(3) In the case of a shareholder of a corporatlon with
respect to which the election provided for under subchapter S. of
the Internal Revenue Code of 1945, as amended, is in effect but
with respect to which the election provided for under 15-31-202
is not in effect, net income does not include any. part of the
‘corporation's undistributed taxable income, net operating loss,
capital gains or other gains, profits, or losses required to be
‘included in the shareholder's federal income tax net income by
‘reason of the election under subchapter S. However, the
shareholder's net income shall include actual distribution from
the corporation to the extent it would be treated as taxable
dividends if the subchapter S. election were not in effect.

(4) The follow1ng additional deductions shall be allowed in
deriving taxable income of estates and trusts:

(a) any amount of income for the taxable year currently
required to be distributed to beneficiaries for such:year;

‘ (b) any other amounts properly paid or credlted or required
to be distributed for the taxable year;

(c) the-amount--of-60%--of--the-excess-—cf--the- fmxréhnﬁrﬂﬁnﬁ&
capitat-gain-over-the--short—term-capital--tess-for--the-—taxabie
year for assets sold after December 31, 1989, the difference
between the capltal gains and losses included in .the federal
fiduciary gross income and the capital gains and losses using the
inflation factor in [section 17;

. (d) for assets purchased and sold after December 31, 1989
and held for its entire federal depreciable life, ah additional
depreciation expense 1s allowed for the year following the final
yvear of federal depreciation. The amount of' additional
depreciation which can be claimed in the subsequent year would be
calculated by multiplying the original cost of the asset by the
inflation factor as defined in [section 1) less the accumulated
depreciation claimed for that asset under the Internal Revenue
Code of 1986, as amended.

(5) The exemption allowed for estates and trusts is the
exemption provided in 15-30-112(2)(a) and 15-30-112(8).

(6) A trust or estate excluding benefits under subsections

-4~
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described in subsection (2)(h) from net income unless the
benefits received under subsections (2)(1) through (2)(k),
(2)(m), or (2)(n) are less than $3,600, in which case the trust
or estate may combine benefits to exclude up to a total of $3,600
from net income.

SECTION 4. Section 15-31-114, MCA, is amended to read: '

"15-31-114. Deductions allowed in computing income. In
computing the net income, the following deductions shall 'be
allowed from the gross income received by such corporation within
the year from all sources:

(1) All the ordinary and necessary expenses paid or incurred
during the taxable year in the maintenance and operation of its
business ;and properties, including reasonable allowance from
salaries for personal services actually rendered, subject to the
limitation hereinafter contained, rentals or other payments
required ;to be made as a condition to the continued use or
possession of property to which the corporation has not taken or
is not taklng title or in which it has no equity. No deduction
shall be  allowed for salaries pa1d upon which the recipient
thereof has not paid Montana state income tax; provided, however,
that where domestic corporations are taxed on income derived from
without the state, salaries of officers paid in connection with
securing such income shall be deductible.

(2) (a) All losses actually sustained and charged off

within the year and not compensated by insurance or otherwise,
including. a reasonable allowance for the wear and tear and
obsolescence of property used in the trade or business, such
allowance to be determined according to the provisions of section
167 of the Internal Revenue Code in effect with respect to the
taxable year.
All Elections for depreciation shall be the same as the
elections 'made for federal income tax purposes. No deduction
shall be allowed for any amount paid out for any buildings,
permanent .improvements, or betterment made to increase the value
of any property or estate, and no deduction shall be made for any
amount of expense of restoring property or making good the
exhaustlon thereof for which an allowance is or has been made.

(b) (i) There shall be allowed as a deduction for the
taxable period a net operating loss deduction determined
according to the provisions of this subsection. The net
operating loss deduction is the aggregate of net operating loss
carryovers to such taxable period plus the net operating loss
carrybacks to such taxable period. The term "net operating loss"
means the excess of the deductions allowed by this section, 15-
31-114, over the gross income, with the modifications specified
in (ii) of this subsection. 1If for any taxable period beginning
after December 31, 1970, a net operating loss is sustained, such
loss shall be a net operating loss carryback to each of the three
taxable periods preceding the taxable period of such loss and
shall be a net operating loss carryback to each of the five

-5=-
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‘taxable periods following the taxable period of such loss. A net
operatlng loss for any taxable period ending after December 31,
1975, in addition to being a net operating loss carryback to each
of the three preceding taxable periods, shall be a net operating
loss carryover to each of the seven taxable periods following the
taxable period of such 1loss. The portion of such loss which
‘'shall be carried to each of the other taxable years shall be the
excess, if any, of the amount of such loss over the sum of the
‘net income to each of the prior taxable periods to which such
loss was carried. For purposes of the preceding sentence, the
net income for such prior taxable periods shall be computed with
.the modifications specified in (ii) (B) of this subsection and by
'determining the amount of the net operating loss deduction
without regard to the net operating loss for the loss period or
any taxable period thereafter, and the net income so computed
shall not be considered to be less than zero.

(ii) The modifications referred to in (i) of this subsection
shall be as follows:

(A) No net operating loss deduction shall be allowed.

(B) The deduction for depletion shall not exceed the amount
which would be allowable if computed under the cost method.

(C) Any net operating loss carried over to any taxable
years beglnnlng after December 31, 1978, must be calculated under
‘the provisions of this section effective for the taxable year for
,which the return claiming the net operating loss carryover if
filed.

(iii) A net operating loss deduction shall be allowed only

with regard to losses attrlbutable to the business carried on
'within the state of Montana.
. (iv) In the case of a merger of corporations, the surviving
corporation shall not be allowed a net operating loss deduction
for net operating losses sustained by the merged corporations
‘prior to the date of merger. In the case of a consolidation of
icorporations, the new corporate entity shall not be allowed a
;deductlon for net operating losses sustained by the consolidated
‘corporations prior to the date of consolidations.

(v) Notwithstanding the provisions of 15-31-531, interest
'shall not be paid with respect to a refund of tax resulting of
tax resulting from a net operating loss carryback or carryover.

(vi) The net operating loss deduction shall not be allowed
with respect to taxable periods which ended on or before December
31, 1970, but shall be allowed only with respect to taxable
'periods beginning on or after January 1, 1971.

| (3)_(a) In the case of mines, other natural deposits, oil
and gas wells, and timber, a reasonable allowance for depletion
and for depreciation of improvements; such reasonable allowance
to be determined according to the provisions of the Internal
Revenue Code in effect for the taxable year. All elections made
under the Internal Revenue Code with respect to capitalizing or
expensing exploration and development costs and intangible

-6—
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drilling expenses for corporation license tax purposes shall be
the same as the elections made for federal income tax purposess;

(b) the difference between the capital gains and losses
included 1in the federal adjusted gross income and the capital
gains and losses as calculated in [section 1]; and

(c) for assets purchased and sold after December 31, 1989
and held for its entire federal depreciable life, an additional
depreciation expense 1s allowed for the vyear following the final
‘'year of federal depreciation. The amount of additional

depreciation which can be claimed in the subsequent year would be

calculated by multiplying the original cost of the asset by the
.inflation factor as defined in [section 1] less the accumulated

depreciatlion claimed for that asset under the Internal Revenue

Code of 1986, as amended.

(4) The amount of interest paid within the year on its
indebtedness incurred in the operation of the business from which
its income is derived; but no interest shall be allowed as a
deduction if paid on an indebtedness created for the purchase,
maintenance, or 1mprovement of property or for the conduct of
business unless the income from such property or bu31ness would
be taxable under this part.

(5) (a) Taxes paid within the year, except follow1ng.

(i) Taxes imposed by this part.

(ii) Taxes assessed against local benefits of a;kind tending
‘to increase the value of the property assessed.

: (iii) Taxes on or according to or measured by net income or
profits imposed by authority of the government of the United
States.

(iv) Taxes imposed by any other state .or country upon or
‘measured by net income or profits.

(b) Taxes deductible under this part shall be construed to
include taxes imposed by any county, school disttict, or
municipality of this state. -

(6) That portion of an energy- related 1nvestment allowed as
a deduction under 15-32-103.

(7) (a) Except as provided in subsection (b), charitable
contributions and gifts that qualify for deduction under section
170 of the Internal Revenue Code, as amended.

(b) The public service commission shall not allow in the
rate base of a regulated corporation the 1nclu51on of
contributions made under this subsection.

(8) In lieu of the deduction allowed under subsectlon (7).,
the taxpayer may deduct the fair market value, not to exceed 30%
of the taxpayer's net income, of a computer or other
sophisticated technological equipment or apparatus 'intended for
use with the computer donated to an elementary, secondary, or
accredited postsecondary school located in Montana if:

(a) the contribution is made no later than 5 years after
.the manufacture of the donated property is substantially
completed;

- (b) the property is not transferred by the donee in
exchange for money, other property, or services; and

-7-
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(c) the taxpayer received a written statement from e

donee in which the donee agrees to accept the property and
representing that the use and disposition of the property will be
'in accordance with the provisions of (b) of this subsection (8).

|

£ 3

Renumber: subsequent sections
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