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Vi
. m& BILL NO. 220
INTRODUCED BY M

A BILL FOR AN ACT ENTITLED: "AN ACT AMEBNDING SECTION

54-1502, R.C.M. 1947, TO ELIMINATE THE DEDUCTION ALLOWED
CORPORATIONS FOR INCOME TAXES AND FOR INTEREST INCOME
DERIVED FROM OBLIGATIONS OF THE TATE OF MCONTANA OR ANY
POLITICAL SUBDIVISION OR MUNICIPALITY THEREQF; AND PROVIDING

AN EFFFCTIVL DATE."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Section 84-1502, R.C.M., 1947, is amended to
read as follows:
"84-1502. Deductions allowed in computing income. In
computing +the net income the following deductions shall be
allowed from the gross income xeceived by such corporation
within the year from all sources:

1. 211 the ordinary and necessary expenses paid or
incurred during the taxable year 1in the maintenance and
operation of its business and properties, including
reasonable allowance for 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 peossession of property

to which the corporation has not taken or is not taking
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title, or in which it has no equity. No deduction shall be
allowed for salaries paid 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 vyear and not compensated by insurance or
otherwise, including a reasocnable 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 taxakle 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 betterments made to increase the wvalue of
any property or estate and no deduction shall be made for

any amount of expense of restoring property or making good

the exhaustion thereof for which an allcwance is or has been
made.

{B) (a) There shall be allowed as a deduction for the
taxable period a net operating 1loss deduction determined

according to the provisions of this subsection. The net

operating loss deduction is the aggregate of net operating
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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, 84-1502, over the gross income,
with the modifications specified in paragraph (b) of this
subsection. If for any taxable perioed beginning after
December 31, 1970, a net operating loss is sustained, such
loss shall be a net operating loss carrvback to each of the
three (3) taxahle periods preceding the taxable period of
such loss and shall be a net operating loss carrvover to
each of the five (5} taxable periods following the taxable
period of such loss. The portion of such loss which shall be
carried to each of the other taxable years shall be the
excess, if any, of the amcunt of such loss over the sum of
the net income for each of the prior taxable periods *to
which such loss was carried. For purposes of the preceding
sentence, the net income for such prior taxal:le period shall
be comzuted withk the mopdifications specified in paragrach
(%) (ii) of this suksectiorn and bty dztermining the amount of
the nete operating loss deduction without regard to the net
operating loss for the loss period or any taxable period
thereafter, and the net income sc computed shall not bhe
considered to re less than zero.

(b} The modifications referred to in paragraph (a) of
tihis subsection shall he as follows:
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(i) No net operating loss deduction shall be allowed.

(i1} The deduction for depletion shall not exceed the
amount which would be allowable if computed under the cost
method.

(c) A net operating 1loss deduction shall be allowed
only with regard to 1losses attributable to the business
carried on within the state of Montana.

{d) 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 corporations, the new
corporate entity shall not be allowed a deduction for net
operating losses sustained by the consclidated corporations
nrior to the date of consclidation.

(e} Notwithstanding the provisions of section 84-1508.1
{c), R. C. M., 1947, interest shall not be paid with respect
to a refund of tax resulting from a net operating loss
carryback or carryover.

{f}) The net operating 1loss deduction shall not be
allowed with respect to taxakle periods which ended on or
before December 31, 1970, but shall be allowed only with
respect to taxakble periods beginning on or after January 1,
1971,

3. In the case of mines, other natural deposits, oil
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and gas wells, and timber, a reascnable allowance for
deplet&on and for depreciation of improvements, such
reasonable allowance to be determined according to +the
orovisions o©f the internal revenue code in effect for the
taxalle yvear. 211 electicns made under the internal revenue
code with respect to capitalizing or expensing exploration
and development c¢osts and intangible drilling exwenses for
corporation 1license tax purposes shall he the same as the
elections made for federal income tax purposes.

4, The amount of interest paid within the year on 1its
indebtedness incurred in the operation of the business from
which its income is derived; but ne interest shall be
allowed as a deduction if paid on an indebtedness created
for the purchase, maintenance or improvement of property or
for the conduct of business unless the income from such
property or business would be taxable under this act.

Sr-Interest-income-Erom-obiigations--of-—pha-—-state--of
Montanay-or-any-peiseieat~-subdivisten-er-nunietpatity-of-the
acate—of-Mentanas

6 5. Taxes paid within the year except the following:
{a) Taxes imposed by this act.

{p)} Taxes assescsed against local benefits of a kind
tending to increase the value of the property assessed.

{(c} Taxes on or according to or measured by net income
or profits imposed by authority of the government of the

-5~
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United States.

{d} Taxes imposed by any other state or country upon or
measured by net income or profits.

Taxes deductikle under this act shall ke construed to
include taxes imposed by any county, school district or

municipality of this states other than those taxes

specifically excluded in this act."

Section 2. EREffective date. This act which is

effective on passage and approval is effective for taxable
vears ending on and after December 31, 1974.

-End-

T S3220



STATE OF MONTANA

| REQUESTNO. __ 93-76
FISCAL NOTE .

Form BD-13

In compliance with a written request received January 27, , 18 _75__ | there is hereby submitted a Fiscal Note
for Senate Bill 220

——-pursuant to Chapter 53, Laws of Montana, 1965 - Thirty-Ninth Legisiative Assembly.
Background information used in developing this Fiscal Note is available from the Office of Budget and Program Planning, to members
of the Legislature upon request.

DESCRIPTION OF PROPOSED LEGISLATION:
Senate Bill 220 eliminates the deduction allowed corporations for interest income derived from obligations of the state of

Montana or any political subdivision or municipality and provides an effective date on passage and approval for
taxable years beginning on or after December 31, 1974.

ASSUMPTIONS:

1. Estimates for corporations affected for Senate Bill 220 were taken from actual recomputation of 1973 corporate tax
returns, 1973 figures are assumed to be reliable estimates for FY 1976 and FY 1977, given the uncertain state of the economy.

FISCAL IMPACT:

FY 76 FY 77
Corporate income tax collections estimated
under current law $18,765,625 $20,000,000
Corporate income tax collections estimated
under proposed law 20,875,625 22,110,000
Estimated increase $ 2,110,000 $ 2,110,000

CONCLUSION:

Enactment of Senate Bill 220 would result in an estimated increase in corporate income tax collections of $4,220,000 during
the biennium. The increase would be distributed as follows: 64% general fund, 25% public school equalization ERA,
and 11% long-range building program.

TECHNICAL NOTE:

The title of the bill leads the reader to believe that the amendment eliminates the income tax deduction allowed corporations.
There appears to be no such amendment in this bill. Neither Montana corporation license taxes nor federal corporation income
taxes are deductable under current law.

BUDGET DIRECTOR
Office of Budget and Program Planning

Date: __January 31,1975
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Aprroved by Committee

on Taxation

SENATE BILL NO. 220

INTRODUCED BY FASBENDER

A BILL FOR AN ACT ENTITLED: "AN ACT AMENDING SHE®ION
SECTIONS 84-1502 AND 84-4905, R.C.M. 1947, TO ELIMINATE THE

DEDUCTION ALLOWED CORPORATIONS AND INDIVIDUALS FOR INCOME

TAXES AND FOR INTEREST INCOME DERIVED FROM OBLIGATIONS OF
THE UNITED STATES OR OF THE STATE OF MONTANA OR ANY

POLITICAL SUBDIVISION OR MUNICIPALITY THEREOF; DISTRIBUTING

A PORTION OF TEE CORPORATION LICENSE TAX YIELD THUS

INCREASED TO LOCAL GOVERNMENTS; AMENDING SECTION 84-1901,

R.C.M. 1947; AND PROVIDING AN EFFECTIVE DATE."

BE IT EWACTED BY TEE LEGISLATURE OF THE STATE OF MONTANA:

Section 1., Section 84-1502, R.C.M. 1947, is amended to
read as follows:

"84-1502. 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. 2ll 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 for salaries for personal services

actually rendered, subject to the limitation hereinafter
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contained, rentals or other payments required to be made as
a condition to tiz continued use or possession of property
to which tae corporation has not taken or is not taking
title, or in waich it has no equity. Jo deduction shall be
allowed for salaries paid upon which the recipient tnereof
1as aot paid llontana 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 suca income shall be deductible.

2. (&) 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 wus2d¢ in the trade or
businass, such allowance to be determined according to the
orovisions of section 167 of the internal ravenue code in
zffect with raspect to the taxable year. All elections for
depreciation shall e +the same as the zlections made for
federal income tax purposes. o deduction shall be aliowed
for any amount wvaié out £or any buildings, permanent
improvemsnts or betterments made to increase +tha value of
any property or estate and no deduction shall he made for
any amouat of exsense of restoring property or making good
the exnaustion tnereof for waich an alliowance is or ihas been
mads,

{3) (a) Taers sanall b2 allowed as a deduction for tae
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taxable period a net operating loss deduction determined
according to tne provisions of this subsection. The net
operating loss deduction is the aggrasgate of net operating
loss carryovers to such taxable period plus the net
operating loss carrybacks to such taxable peribd. The term
"net operating loss® means the excess of the deductions
allowed by this section, 54-15302, over the gross income,
with the modifications specified in paragrapan (b) of this
subsection. If 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 (3} taxable periods preceding the taxable period of
such loss and shall be a net operating loss carryover to
each of the five (3) taxable periods following the taxable
periocd of such loss, Tie portion of such loss wnich saall be
carried teo each of the other tazapie vyears sirall be the
excess, 1f any, of the amount of sucn loss over the sumn of
the net income for each of the prior taxable perioas to
wnich such loss was carried. For purposes of the preceaing
sentence, the net income for such prior taxable period shall
be computed with the modifications specifieda in paragrapn
(b} (ii) of this subsection and by detemmnining tne amount of
the net operating loss deduction without regard to the net
oparating loss for the loss pariod or any +taxable period

thereartar, and the na=zt iacome so computed shall not be
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considered to be less than zero.

(b} The modifications referred to ia paragrapa (a) of
tnis subsection shall be as follows:

{i) Jo net operating loss deduction shall be allowed.

{ii) The deduction for depletion shall not exceed the
amount which would be allowabla if computed under tha cost
mathod.

{c) A net opesrating loss deduction siaall he allowed
only with regard to losses attributable +o the business
carried on within the state of Montana.

(d) In the case of a merger of corporations, tae
surviving corporation shall not be allowed a net operating
loss deduction for net operating losses sustained by tne
merged corporations prior to the date of merger.

In the case of a consolidation of corporations, the new
corporate 2ntity shall not be allowed a Jdeduction ifor net
operatinc losses sustained by the consolidated corporations
prior to the date of consolication.

{e) Jotwithstanding the provisions of ssction £4-1500.1
(c), R« C. ¥., 1947, interest snzall not de paid with respect
to a refund of tax resulting from & net operating Lloss
carryback or carryover.

(f) The net operating 1loss deduction snall not be
allowed with respect to taxable periods which ended on oOr
before December 31, 1979, but shall be allowad only with

- 53 222
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raspect to taxable periods begianing on or after January 1,
1971.

3. In the case of mines, other natural deposits, oil
and gas wells, and timber, a reasonable allowance for
denletion and for depreciation cof improvements, such
reasonable allowance to be determined accerding 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 explaration
and development costs and intangible arilling expenses for
corporation license tax purposes shall be the same as the
alections made for federal income tax purposes.

4, The amount of interest paid within the year on its
indebtedness incurred in the operation of the business from
whaich its income is derived; but noc interest shall be
allowed as a deduction if paid on an indebtedness created
for thas purchase, maintenance or improvement of property or
for the conduct of business unless tne income from such
property or ousinsss would be taxable under this act.

Se~Emberest-tncome-fron-ebitgations--of-~tne——state——of
Hemtanag-or-any-politieai-subdivisten-er-munieipatiey-of-ene
skate-af-Mentanas

6+ 5. Taxes paid within the yezr excepc the following:
(a) Taxes imposedc by tais act.

(b) Taxes assessad against local benefits of a kiau
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tending to increase the value of the property assessed.

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

(d} Taxes imposed by any other state or country upon
or measured by net income or profits.

Taxes deductible under this act shall be construed to
include taxes imposed by any county, school district or

municipality of this stater other than those taxes

specifically excluded in this act."

SECTION 2. SECTION 84-4905, R.C.M. 1947, IS AMENDED TO

READ AS FOLLOWS:

"84-4905. Adjusted gross income. (1) Adjusted gross

income shall be the taxpayer's federal income tax adjusted

gross income as defined in section 62 of the Internal
Revenue Code of 1954 or as that section may be labeled or
amended, and in addition shall include the following:

{a) Interest received on obligations of another state
or territory, or county, municipality, district, or other
political subdivision thereof:

(b} Refunds received of federal income +tax, to the
extent the deduction of such tax resulted in a reduction of
Montana income tax liability.

{2) Adjusted gross income does not include the
following which are exempt from taxation under this act:

-6- SB 220
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$aj--Enterest-—income——-from—-obligations--af-the-tnited
States-—-governmenty---tire———sbabe~——pf-—-Honkanay-—--countyy
munteipatityy---districey-~or—-obtney-—-poiiticei-—subdivisien
thereofs

4+ (a) All benefits received under the Feueral
Employees Retirenment Act not in excess of three thousand six
hundred dollars {($3,500).

4e¥ (b) All benefits paid under the jiontana Teachers
Retirement Act which are specified as exempt from taxation
by section 75-2713.

443 (c)} All benefits paid under the Montana Public
Employees Act which are specified as exempt from taxation by
section 68~1303.

te3 (a) Rll benefits paid under the Montana Hichway
Patrol Retirement &Act which are spgcified as exempt from
taxation by section 31-221.

4£€+ (e) Montana incone tax refunds or credits thereof.

{3} 1In the case of a shareholder of a corporation with
respact to wnich the slection provided for under subchapter
5, of the Internal Ravanue Code of 1954, as amended, is in
effect, but with respsct to waich ths zlection provided for
under section §4-1301.2, as amended, is not in effect,
adjusted gross income does not include any part of the
corporation's undistributed taxable income, net operating
loss, capital gains or otha2r gains, profits or losses

-7- 55 2290
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required to be included in the shareholder's federal income
tax adjusted gross incoms by reason of tne said election
under subchapter S. However, tha saaraholder's adjusted
gross income shall include actual <distribution Zfrom the
corporation to the extent they would be treated as taxzable
dividends if the subchapter S. elaction were not in effect."

SECTIZI 3. GSECTICJ 84-190i, R.C.M, 1947, IS AMENDED TQ

READ AS FOLLOWS

"84-1991, Disposition of moneys from certain
designated license and other taxes. The state treasurer
shall deposit to the credit of the state general £fund all
mon2ys recsived by him from the collection of zutomobile
drivers' license fees under section 1741.11, =2lectric energy
producers' license taxes under sections 84-1601 to £54-160%,
inclusive, metalliferous mines license taxes under sections
54=-2301 to 54-2015, inclusive, telegraph license taxes under
sections 84-2501 to 34~250%, inclusive, oil producers'
license taxas under sections 84~2201 to 84-2211, inclusive,
natural gas distributors' license taxes under sections
84-2101 to 84-2110, inclusive, liquor license taxes under
chapter 4 of Title 4, telephone license taxes under sactions
84~-2601 to 84-2608, inclusive, inheritance and estate taxes
under sections 91-4401 to 91-4459, inclusive, and seventy
per centum (70%) of all moneys received from the collection
of income taxes under sections 84-49301 to 34-4935,

-H= 5B 220
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inclusive, and sixty percent (60%) of all moneys received

from the collection of corporation licenses taxes under

sections §4-1501 to 84-1519, inclusive, subject to the prior
pledge and appropriation of such income tax and corporation
license tax collections for the paynent of long-rangs

building program bonds. Ten percent (103) of the proceads

of the corporation license tax shall be deposited in the

carmarked revenue fund to tne credit of the local government

account. The remaining twenty-five per centum (25%) of the
proceeds of the corporation license tax and income tax siall
be deposited to the credit of the earmarked revenue fund for
state equalization aid to the public schools of Montana; and
the state treasurer sinall alsoc deposit to the credit of the
state general fund 311 monays received by him from tae
collection of licensz taxss, fees and from all othex sources
anuer the operation of the HMontana Besr Act, and being
sactions 4-391 to 4-256, inclusive, ana all n2t revenues and
racaints raceivad bv nim from and under the operation of the
State Liguor Control Act, being sections 4-101 to 4-237,
inclusiva,”

SECTION 4. THERE IS A §BEW R.C.)I. SDECTION TIAT READS AS

POLLOHS ¢
Local govarnment account astablished. There is a local
sovernnent account within the earmarkeu revenue fand.

SECTION 5. TIHLRE IS A W37 R.C.™M. SECTION TiHAT RZADS AS

-3 S 224
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FOLLOMS
Distribution of local government account. The

department of revenue shall, before July 1 each year, divide
the funds appropriated for the next fiscal year from the
local government account among the counties of the state
according to their shares of the total state population as
indicated by the last census. The department shall
distributé each county's share (a) to the treasurers of the
incorporated municipalities within the county according to
their shares of the total comnty populaticn and {b) to the
treasurer of the county a portion egual to that portion of
the county population not residing in any incorporated
municipality.

SECTION 6. THERE IS A NEW R.C.M. SECTION THAT READS AS

FOLLGWS =

Prospective application of act. The amendments to
section 84-1502 and 384-4905 made by this act apply to
interast inccme from obligations marketed or transferred
after March 31, 1375, A corporation or individual who has
acquired an obligation of the United States government, the
state of Montana, or a political subdivision of the state of
Montana may exempt the income from such obligation from
taxable income under sections 34-1502 or 84-4905 until said
obligation or any interest therein is transferred and then
the portion transferred shall no longer be exempt.

-10- 58 220
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SECTION 7. SEVERABILITY CLAUSE. IT IS THE INTENT OF

THE LEGISLATURE THAT IF A PART OF THIS ACT IS INVALID, ALL

VALID PARTS THAT ARE SEVERABLE FROM THE INVALID PART REMAIN

IN EFFECT. 1IF A PART QF THIS ACT IS IJVALID IJ4 ONE OR MORE

OF ITS APPLICATIONS, THE PART REMAINS IN EFFECT IN ALL VALID

APPLICATIONS THAT ARE SEVERABLE FRO:H THE INVALID

APPLICATIONS.

Section g. Zffective date. Tais act waich is
effective on passage and approval is effective for taxable
vears ending on anc after December 31, 1974.

-Bnd-

-11- 83 220
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SENATE BILL NO. 220

INTRODUCED BY FASBENDER

A BILL FOR AN ACT ENTITLED: "AN ACT AMENDING EEEFION
SECTIONS 84-1502 AND 84-4905, R.C.M. 1947, TO ELIMINATE THE

DEDUCTION ALLOWED CORPORATIONS AND INDIVIDUALS FOR INCOME

TAXES AND FOR INTEREST INCOME DERIVED FROM OBLIGATIONS OF

THE UNITED STATES OR OF THE STATE OF MONTANA OR ANY

POLITICAL SUBDIVISION OR MUNICIPALITY THEREQF; DISTRIBUTING

A PORTIOCN OF THE CORPORATION TLICENSE TAX YIELD THUS

INCREASED TO LOCAL GOVERNMENTS; AMENDING SECTION 84-1901,

R.C.M. 1947; AND PROVIDING AN EFFECTIVE DATE.”

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

Section 1. Section 84-1502, R.C.M. 1947, is amended to
read as follows:

"34~1502. 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
reascnable allowance for salaries for personal services

actually rendered, subject to +the limitation hereinafter

THIRD READING
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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 taking
title, or in which it has no equity. No deduction shall be
allowed for salaries paid 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 1losses 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
provigsions 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 betterments made to increase the wvalue of
any property or estate and no deduction shall be made for
any amount of expense of restoring property or making good
the exhaustion thereof for which an allowance is or has been
nade.

(B} {(a) There shall be allowed as a deduction for the

-2- SB 220
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taxable period a net operating loss deduction determined
according to the provisions of this subsection. The net
operating loss deduction is the dggregate of net operating
loss carryovers to such taxdble period plué the net
operating loss cdrrybacks to such taxable period. The term
"net operating loss™ means the excess of the deductions
allowed by this section, 84-1502; over thé gross income,
with the modifications specified in paragraph (b} of this
subsection. If for any taxablé period beQinning after
December 31, 1970, a net operating loss is sustained, such
loss shall be a net operating loss carryback to each of the
three (3} taxable periods preceding the taxable period of
such loss and shall be a net operating loss carryover to
each of the five (5) taxable pericds following the taxable
period of such less. 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 for 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 period shall
be computed with the modifications specified in paragraph
(b) (ii} 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 taxabie period

thereafter, and the net income so computed shall not be

-3~ SB 220
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considered to be less than zero.

{b) The modifications referred to in paragraph (a) of
this subsection shall be as follows:

{i) No net obérating loss deduction shall bé allowed.

(ii) Theé deduction for depletion shall not exceed the
amount which Would bé allowable if computed urder the cost
nmethod.

(6) A net operating loss déeduction shall be allowed
only with regard 6 1648ad atkfibutable to the business
carried on within the state of Montana.

(d) In the cdse of a merger of cbrporations; the
surviving corporation shall not be allowed a4 et operating
loss deduction for net operdting lossé sustdined by the
merged corporaticns prior to the date of mergesr.

In thie cédse of & consciidition of corpdrations, the new
corporate entity shall not be allowed a deduction for net
operating losses Sustainéd by the consolidated corporations
prior to the dite of consélidation.

{e) Notwithstanding the provisions of section
84-1508.1 {c}, R. C. M.; 1947, intérest shall not be paid
with respect to a refund of tax resulting from a net
operating loss carfyback or carryover.

(f) The net operating loss deduction shall not be
allowed with respect to taxable periocds which ended on or
before December 31, 19870, but shall be allowed only with
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respect to taxable periods beginning on or after January 1,
1971.

3. 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 drilling expenses for
corporation license tax purposes shall be the same as the
elections made for federal income tax purposes.

4. The amount of interest paid within the year on its
indebtedness incurred in the operaticn 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 improvement of property or
for the conduct of business unless the income from such
property or business would be taxable under this act,

Sr-—~Intevest-income-frvom-obiigakions—eof--the-—seake-—of
Mentanay-er-any-peiiticat-subdivision-or-municipatity-of-the
state—-of-Montanar

6s5. Taxes paid within the year except the following:

{a) Taxes imposed by this act.

{b} Taxes assessed against local benefits of a kind
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tending to increase the value of the property assessed.

{c) Taxes on or according to or measured by net income
or profits imposed by authority of the government of the
United States.

{d} Taxes imposed by any other state or country upon
or measured by net income or profits.

Taxes deductible under this act shall be construed to
include taxes imposed by any county, school district or

municipality of this stater other than those taxes

specifically excluded in this act.”

SECTION 2. SECTION 84-4905, R.C.M. 1947, IS AMENDED TO

READ AS FOLLOWS:

"84-4905. Adjusted gross income. (1) Adjusted gross
income shall be the taxpayer's federal income tax adjusted
gross income as defined in section 62 of the Internal
Revenue Code of 1954 or as that section may be labeled or
amended, and in addition shall include the following:

{a} Interest received on cbligations of another state
or territory, or county, municipality, district, or other
political subdivision thereof:

{b) Refunds received of federal income tax, to the
extent the deduction of such tax resulted in a reduction of
Montana income tax liability.

{2) Adjusted gross income does not include the
following which are exempt from taxation under this act:
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+{ar-—-Interest-income~Sron-—abiigations-—of--the--Enited
States-——gevernmenty—-—the-—-state-~~of~---Montanny-——-countyy
munieipatityy——districty-—or--other-~poiitical-—--subdivision
thereafs

4b}--{a) all benefits received under the Federal
Employees Retirement Act not in excess of three thousand six
hundred dollars {$3,600).

4ey--(b) All benefits paid under the Montana Teachers
Retirement Act which are specified as exempt from taxation
by section 75-2713.

4d3-~(c) All benefits paid under the Montana Public
Employees Act which are specified as exempt from taxation by
section 68-1303.

4e¥--(d) All benefits paid under the Montana Highway
Patrol Retirement Act which are specified as exempt from
taxation by section 31-221.

4£3--{e} Montana income tax refunds or credits
thereof.

(3) In the case of a shareholder of a corporation with
respect to which the glection provided for under subchapter
S, of the Internal Revenue Code of 1954, as amended, is in
effect, but with respect to which the election provided for
under section 84-1501.2, as amended, is not in effect,
adjusted gross income does not include any part of the
corporation's undistributed taxable income, net operating
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loss, capital gains or other gains, profits or losses
required to be included in the shareholder's federal income
tax adjusted gross income by reason of the said election
under subchapter S. However, the shareholder's adjusted
grogs income shall include ac£u31 distribution from the
corporation to the extent they would be treated as taxable
dividends if the subchapter S. election were not in effect.”

SECTION 3. SECTION 84-1901, R.C.M. 1947, IS5 AMENDED TO

READ AS FOLLOWS:

"34-1901. Diaposition of moneys from certain
designated license and other taxes. The state treasurer
shall deposit to the credit of the state general fund all
moneys received by him from the collection of automobile
drivers' license fees under section 1741.11, electric energy
producers' license taxes under sections 84-1601 to 84-1609,
inclusivé: metalliferous mines license taxes under sections
84-2001 to 84-2015, inclusive, telegraph license taxes under
sections 84-250)1 to 84-2508, inclusive, o0il producers’
license taxes under sections 84-2201 to 84-2211, inclusive,
natural gas distributors' 1license taxes under sections
84-2101 to 84-2110, inclusive, liquor license taxes under
chapter 4 of Title 4, telephane license taxes under sections
B84-2601 to 84-2608, inclusive, inheritance and estate taxes
under sections 91-4401 to 91~4459, inclusive, and seventy
per centum (70%) of all moneys received from the collection
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of income taxes under sections 84-4901 +to 84-4335,

inclusive, and Sixty-pereent~-{68%} SIXTY-FIVE PERCENT

{65%) of all moneys received from the ccllection of

corporation license taxes under sections 34-1501 to 84-1519,
inclusive, subject to the prior pledge and appropriation of
such income tax and corporation license tax collectiens for
the payment of long-range building program bonds. Ten

percent {10%) of the proceeds of the corporation license tax

shall be deposited in the earmarked revenue fund to the

credit of the local government account. The remaining

twenty-five per centum (25%) of the proceeds of the
corporation license tax and income tax shall be deposited to
the credit of the earmarked revenue fund for state
equalization aidé to the public schools of Montana; and the
state treasurer shall also deposit to the credit of the
state general fund all moneys received by him from the
collection of license taxes, fees and from all other sources
under the operation of the Montana Beer Act, and being
sections 4-301 to 4-356, inclusive, and all net revenues and
receipts received by him from and under the operation of the
State Liquor Control Act, being sections 4-101 to 4-237,
inclusive.”

SECTION 4. THERE IS A NEW R.C.M. SECTION THAT BEADS AS

FOLLOWS ¢
Local government account established. There is a local
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government account within the earmarked revenue fund.

SECTICN 5. THERE IS A NEW R.C.M. SECTION THAT READS AS

FOLLOWS :

Distribution of local government account. The
department of revenue shall, before July 1 each year, divide
the funds appropriated for the next fiscal vear from the
local government account among the counties of the state
according to their shares of the total state population as
indicated by the last census. The department shall
distribute each county's share (a) to the treasurers of the
incorporated municipalities within the county according to
their shares of the total county population and (b) to the
treasurer of the county a portion equal to that portion of
the county population not residing in any incorporated
municipality.

SECTION 6, THERE IS A NEW R.C.M. SECTION THAT READS AS
FOLLOWS:

Prospective application of act. The amendments to
section 84-1502 and 84-4905 made by this act apply to
interest income from obligations marketed or transferred
after March 31, 1975, A corporation or individual who has
acquired an obligation of the United States government, the
state of Montana, or a political subdivision of the state of
Montana may exempt the income £from such obligation from
taxable income under sections 84~1502 or 84-4905 until said
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obligation or any interest therein is transferred and then
the portion transferred shall no longer be exempt.

SECTION 7. SEVERABILITY CLAUSE. IT IS THE INTENT OF

THE LEGISLATURE THAT IF A PART OF THIS ACT IS INVALID, ALL

VALID PARTS THAT ARE SEVERABLE FROM THE INVALID PART REMATN

IN EFFECT. IF A PART OF THIS ACT IS INVALID IN ONE OR MORE

OF ITS APPLICATIONS, THE PART REMAINS IN EFFECT IN ALL VALID

APPLICATIONS THAT ARE SEVERABLE FROM  THE INVALID

APPLICATIONS.

Section 8. Effective date. This act which is
effective on passage and approval is effective for taxable
years ending on and after December 31, 1974.

-End-
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HOUSE OF REPRESENTATIVES
March 28, 1975
HOUSE COMMITTEE ON TAXATION AMENDMENT TO SENATE BILL 220.
Amend in the third reading copy as follows:
1. Amend in the title, page 1, line 5.
Strike: "SECTIONS"
Insert: "SECTION"
2. Amend in the title, page 1, line 5.

Following: "84-1502"
Strike: "AND 84-4905"

3. Amend in the title, page 1, line 6.
Following: "CORPORATIONS"
Strike: "AND INDIVIDUALS"

4. Amend page 6, section 2, line 11l.
Strike: Section 2 in its entirety, and renumber subsequent

sections.

5. Amend page 10, new section 4, line 7.
Following: "counties" ’
Insert: ", cities, towns and school districts"

6. Amend page 10, new section 4, lines 8 through 15.
Following: "the"
Strike: All material remaining in new section 4.
Insert: "general obligation bonded indebtedness of all
counties, cities, towns and school districts in the state.'

7. Amend page 10, new section 5, line 19.
Following: "84-1502"
Strike: "and 84~-4905"

8. Amend page 10, new section 5, line 21.
Following: "corporation"
Strike: "or individual"

9. Amend page 10, new section 5, line 25.
Following: "84-1502"
Strike: "or 84-4905"

AS SO AMENDED
BE NOT CONCURRED IN

Objection raised to adverse committee report




