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~ < BILL NO • .!2:..!_ 

INTRODUCED BY J~e-fu 

A BILL FOR AN ACT ENTITLED: "l>_N ACT N'lENDING SECTIOK 

84-1502, R.C.H. 1947, TO ELH~INATE THE DEDUCTION ALLOWED 

CORPORATIONS FOR INCOME TAXES AND FOR INTEREST INCO!~E 

DERIVED FRO!-~ OBLIGATIONS OF THE STJI.TE OF ~mNTANA OR />:trY 

POLITICAL SUBDIVISION OR MUNICIPALITY THEREOF; AND PROVIDING 

AN EFFFCTIVE 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 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 for salaries for personal services 

actually rendered, su~ject 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 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 year and not compensated by insurance or 

otherNise, 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 betterments 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 exhaustion thereof for which an allowance is or has been 

made. 

(B) (a) 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 
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loss carryovers to such taxable period plus the net 

operating loss carrybacks to such taxable period. The term 

wnet operating loss" means the excess of the deductions 

allowed by t~is section, 84-1502, over the gross income, 

with the modifications specified in paragraph [b) of this 

subsection. If for any taxable period beginning after 

Decewoer 31, 1970, a net operating loss is sustained, such 

loss shall be a net opera-ting loss carryback to each of the 

three {3) taxatle periods preceding the taxable period of 

suc'1 loss and shall be a net operating loss carryover 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 tt,e 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 taxaJ;,le period shall 

;-.e corr.::;u':ed wit}-_ t:1e modifications specified i!l paragraph 

(h) (ii J of ttis sur,sectiol' and l:y determining t!'_e a:l'ount 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 incom" so computed shall not be 

considered to be less than zero. 

(b) The modifications referred to in paragraph (a) of 

t;1is subsection shall be as folloc>s: 

-3-

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

l3 

14 

15 

16 

17 

18 

H 

20 

21 

22 

23 

24 

25 

LC 0762 

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

(ii) The deduction for depletion shall not exceed the 

amount which would be allowable if computed under the cost 

method. 

(c) A net operating loss deduction shall be allowed 

only with regard to losses 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 consolidated corporations 

?rior to t;-oe date of consolidation. 

(e) Not,vithstanding the provisions of section 84-150 8. 1 

(c), R. c. !1., 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 loss deduction shall not be 

allo,.;ed "'ith respect to taxable periods \>rhich ended on or 

before December 31, 1970, '=>ut shall be allm,·ed only with 

respect to taxable periods beginning on or after January 1, 

1971. 

3. In the case of mines, other natural deposits, oil 
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and gas ~.'ells, and timber, a reasonable allowance for 

depletion and for depreciation of improvements, such 

reasonable allmvance to be determined according to the 

?revisions of the internal revenue code in effect for the 

taxa2le year. All elections made under the internal revenue 

code ~rith 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 t;1e year on its 

indebtedness inc~rred in the operation of the business from 

which its income is derived; but no interest shall be 

13 allowed as a deduction if paid on an indebtedness created 

14 for the purchase, maintenance or improvement of property or 

15 for the conduct of business unless the income from such 

16 J?roperty or l::usiness would be taxable under this act. 

17 5~-~ft~e~e~~-~fteeme-r~em-eb~~~~~~eft~--er--~~e--e~a~e--er 

18 Meft~afta7-e~-aft~-~i~~~ea~-e~~ivieieft-e~-m~iei~a~i~y-er-~fte 

19 e~a~e-e£-Meft~~ft~~ 

20 6~ 2..:_ Taxes paid within the year except the follm~ing: 

21 (a) Taxes imtoosed by t~is act. 

22 (b) Taxes assessed against local benefits of a kind 

23 tending to increase the value of the property assessed. 

24 (c) Taxes on or according to or measured by net income 

25 or profits imposed by authority of the government of the 

-5-

1 

2 

3 

4 

5 

6 

7 

8 

9 

l'l 

LC 0762 

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 im.cosed by any county, school district or 

municipality of this state~ other than those taxes 

specifically excluded in this act." 

Section 2. 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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STATE OF MONTANA 
REQUEST NO. ~-....93.:.1.6....__ 

FISCAL NOTE 

Fur111 Ul>· 15 

In compliance with a written request received ____ Ji!IJ.!H!.r:Y._2l_. ____ , 19 ~-, there is hereby submitted a Fiscal Note 

for ---~e!l~~~ Bil~- ?~~-----~-~---·-·Pursuant to ChaptP.r 53, Laws of Montana, 1965 ·Thirty-Ninth Legislative Assembly. 

Background information used in developing this Fi~cal Note is available from the Office of Budget and Program Planning, to members 

of the Legislature upon requt>st. 

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: 

Corporate income tax collections estimated 
under current law 

Corporate income tax collections estimated 
under proposed law 

Estimated increase 

CONCLUSION: 

FY 76 

$18,765,625 

20,875,625 

$ 2,110,000 

FY 77 

$20,000,000 

22,110,000 

$ 2,110,000 

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. 

~oJ]ffiL 
BUDGET DIRECTOR f 
Office of Budget and ProgramPianning 

Date: January 31, 1975 
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SENATE BILL NO. 220 

Ar'rroved by Committee 
on Taxation 

INTRODUCED BY FASBENDER 

A BILL FOR AN ACT ENTITLED: •AN ACT AMENDING SB€~~9N 

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 SUBDIVIS~N OR MUNICIPALITY THEREOF~ DISTRIBUTING 

A PORTION OF THE CORPORATION LICENSE TAX YIELD THUS 

INCREASED TO LOCAL GOVERNMENTS; AMENDING SECTION 84-1901, 

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

BE IT ENACTED 3Y THE LEGISLATURE OF THE STATE OF MONTANA: 

Section 1. Section 84-1502, R.C.M. 1947, is amended to 

read as follows: 

HB4-1502. 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 

reasonable allowance for salaries for personal services 

actually rendered, subject to the limitation hereinafter 
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contained, rentals or oti1er pay:otents required to be made as 

a condition to t:1e continued use or possession of property 

to vTl1ich t.1e corporation has not ta.l;.en or is not takiw:J· 

title, or in o;.v:1.ic!1 it ~1as no equity. _Jo deCuction sl1all De 

a2.lowecJ. for salaries paiU upon ';nhic!l. the recipient tn.ereof 

:,as not ioaici :lantana state income tax; provided, however, 

that where domestic corporations are taxed on income derived 

from without the state, salaries of officers paid in 

connection >d th securing suc.'l income shall be deductible. 

2. (A) All losses actually sustained and chargea off 

within ~;e year and not compensated by insurance or 

otherwise, including a reasonable allowance for the wear and 

tear a;·1d obsolescence of property uscod in the trade or 

business, such allow~nce to be ~2termine~ according to tae 

0rovisions of section 167 of ~~e in~ernal rzvenue code in 

effect with res;Ject to the taxable year. All elections for 

depreciation shall _;::>e t..l-)e sa.i-rt.c as b.1.e elections made for 

federal income tax purposes. ;Jo deduction shall be alloweO. 

for any ill'Jount 9ain out for any buildings, permanent 

ir:-~;}rove:n:=nts or ~etterr:1ents made to increase L~-2: value of 

any property or estate and no deduction shall be maae for 

a'1y amo1Mt of e::_:Jense of redtoring property or making good 

t.he eY.i1austion t~J-2 reof :Eor w~1ic~~ an al.iowance i.s or ~1as been 

r~<..aC12. 

(3] (a) l'~lere s;1all J2 allo;;veu as a aeUuctio.i.l. for tJle 

-2- 33 22J 
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according to the ?revisions 

Si3 0 220/0 2 

loss deduction determined 

of ~~is subsection. The net 

o~erating 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• r~eans the excess of the deductions 

allowed by this section, o4-1502, over the gross income, 

with the modifications specified in paragrapn {bl 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 (5) taxable periods following the taxable 

period of such loss. 7he portion of such loss wnich si1all be 

carried to each of the other ta::abla years sl1all be tne 

excess, if any, of the aJnoWJ.t of suc;'1 loss aver the sum of 

the net in.::ome for each of the prior taxable periods to 

which such loss was carried. For ,_Jurposes of the preceuing 

sentence, the ;1et income for such prior taxable period shall 

be computeu with the ;;.odifications specifieci in paragrapn 

(0) (ii) of this subsection and by uetenr.ining the amount of 

~~e net operating loss deduction without regard to the net 

operating loss for t:>e loss period or any taxable period 

t:Jereaitar, and the n'3t iJlcome so con\._) Ute~ shall not be 

-3- 53 2 2·J 
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considered to be less than zero. 

(b) The r:odifications referred to i;;. [)aragrapa (a} of 

tnis subsection shall be as follows: 

(i) ~o net operating loss deduction shall be alloweti. 

(ii} The deduction for depletion s~all not :axceed the 

amount which would be allowable if computeG under ~~= cost 

method. 

(c) A net operating loss deduction s.,1all JJ:a allowed 

only with regard to losses attributable to t>e business 

carried on within the state of :.!ontana. 

(d) In the case of a merger of corporations, t.<e 

surviving corporation shall not be allowed a net operatin;, 

loss deduction for net operating losses sustainea by tne 

merged corporations prior to the aate of merger. 

In tl1e case of a consolidation of corporations, the new 

corporate entity sl1all not be allowed a U.eduction for net 

operating losses sustained C>y the consolidate(;. cor;>orations 

prior to the date of consolidation. 

(e) .1otwi thstanding the provisions of section S4-150 C .1 

(c) , R. C. :.;. , 19 4 7, interest shall :1.ot be pa.iG with resj?ect 

to a refur1d of tax resulting from a net operating loss 

carryback or .::arryover. 

(f) '1':-Je net operatL<g loss deduction snall i"!Ot be 

allowed with respect to taxable periods which ended on or 

before December 31, 1970, but shall be allowed only wi ti1 

-4- 53 22J 
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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 '•ells, and timber, a reasonable allowance for 

depletion and for depreciation of i;nprovements, such 

reasonable allmvance to be aetermined 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 arilling 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 operation of ~~e business from 

'vnich its income is derived; but no interest shall be 

allowed as a deuuction if paid on an indebtedness created 

for ~'1e purchase, maintenance or improvement of proper·ty or 

for t:•e conduct of business nnless tne incor,;e from such 

property or business would. be taxable under this act. 

~~-~~~e~e~~-~~eeme-~~em-ee±~~e~~eft~--e~--~e--~~a~e--e£ 

Me~~e~a7-e~-afty-~e±~~~ea±-~~a~v~s~eft-e~-m~~~e~~a±~~y-e£-~e 

e~a~e-e£-~eft~afta~ 

6-;- i.=_ 'Cazes ~e>aid wi tiLin t:1e yec.r a~ce_l?·c t:.e following: 

(a) Taxes L,lposeC: ':Jy t_'liS act. 

(b) :raxe3 assess.::(: ag-ainst local benefits of ..1 ki:ti:..i.. 

-s- S.D 2L.O 
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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 stateT 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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~at--~n~e~s~--ineeme--~~m--e~~i~a~ieftS--e~-~-an±~ea 

S~a~es---~e¥e~meft~7---~fte---s~e~e---e£---Heneane7---ee~n~~7 

~ie±~a~i~~7---eis~~ie~7--e~--eefter--~e~i~ie~~--s~ei¥±s*eft 

tfte~e£~ 

~~t ~ All benefits received under the Feucral 

Employees Retirenent Act not i.n excess of three t..'lousand six 

hundred dollars {$3,600). 

~et ill All benefits paid under the aontana Teachers 

Retirement Act which are specified as exempt from taxation 

by section 75-2713. 

~et 1£1_ All benefits paid \Ulder the Montana Public 

Employees Act which are specified as exempt from taxation ny 

section 68-1303. 

~et ill All benefits paid under the Montana Highway 

Patrol ~etirement Act which are Specified as exempt from 

taxation by section 31-221. 

~~t ill .1-bntana incone tax refunus or creciits thereof. 

(3) In the case of a shareholder of a corporation with 

respect to which ~~e election provided for under subchapter 

S. of ~1-J.e Intemal Revenue Code of 1954, as arnen<ied, is in 

effect, but with resp-ect to w:oich the election provided for 

\Ulder section 84-15 01. 2, as amended, is not in effect, 

adjusted gross income eioes not incluue any part of the 

corporation's ~distributed taxable income, net operating 

loss, ;::api tal gains or ot:1~r gains, profits or losses 

-7- SB 22;) 
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required to be included in the shareholder's federal income 

tax adjustea gross income by reason of tile said election 

unaer subc;"lapter s. ;{cMever, the s.1are:1older's adJustad 

gross income shall incluue actual C:cistribution £rare. tha 

corporation to the axtent ~'ley would be treateu as ta4able 

dividends if the subc:1apter s. election were not in effect. • 

SECTIO:.l 3. SECTIO.l 84-19Gl, R.C.~~. 1947, IS A'IEHDED TO 

READ AS FOLLCWS : 

~84-1901. Disposition of moneys from certain 

designated license and other taxes. Tiae 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, 

inclusive, metalliferous mines license ta;,es under sections 

o4-2001 to &4-2015, inclusive, telegraph license taxes under 

sections 84-2501 to 34-2508, 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 unaer 

chapter 4 of Title 4, telephone license taxes unaer sections 

84-2601 to 84-2608, inclusive, inheritanca and estate taxes 

under sections 91-4401 to 91-4459 1 inclusive, and seve~ty 

per centum (70%) of all moneys received from L'le collection 

of income taxes under sections 84-4901 to 34-4935, 

-b- SB 220 
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inclusive, and sixty ~ercent (60%) of all moneys received 

from the collection of corporation license taxes under 

sections B4-1501 to 84-1519, inclusive, subject to the prior 

pledge and appropriation of such income tax ili>d corporation 

license tax collections for the payment af long-range 

building pragram bonds. Ten eercent (1·);!;) of the procee<is 

of tne corporation license tax shall ne deposited in the 

earmarked revenue fund to the credit of the local government 

account. The reflaining twenty-five per centma (25%1 of the 

proceeC:.s of the corporation license tax and income tax shall 

be deposited to the credit of the earmarked revenue fund for 

state equalization aid to the public schools of 140ntana; and 

ti1e state treasurer s;>all also deposit to the credit of the 

state seneral fund all moneys received ny him from tne 

collection of license taxes, fees and £rom all other sources 

:.J.llu..er 1:.he operation of the Hontana 3eer Act, and being 

3•=ctions 4-3J1 to 4-356, inclusive, ana all net revenues and 

r2..:;ei~ts r2cei ve:J by .!1.i::1 frorH and u..11Uer the operation of the 

State ~iquor Control Act, being sections 4-101 to 4-237, 

inclusive." 

SECTION ~. THERE IS A ~lE\-1" R.C.:1. SI::C1'IOil T"IAT READS AS 

FOLLO>lS: 

Local governHterrt account 2stablis:aecl. Tl1.ere is a local 

c,overnment account ·.1i t.'lin tn.e ea=.arkeu revenue fcmu. 

S3C'l'IO:l S. 'i.':lL~ IS A ;.;=::-! :l. C.·~. SECTIO:CJ T;iAT R:ADS AS 

-)- S.b 221J 
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FOLLO>iS: 

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 accoun.t among the counties of the state 

according to their shares of the total state population as 

indicated by
1 

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.i,!. SECTION THAT READS AS 

FOLLOilS: 

Prospective application of act. 

section 84-1502 and 84-4905 made by 

The amendments to 

this act apply to 

interest income from obligations marketed or transferred 

after i1arch 31, 1975. A corporation or individual who has 

acquired an obligation of the United States government, the 

state of ~1ontana, or a political subdivision of the state of 

Nontana may exempt the income from such obligation from 

taxable income lli~der sections 84-1502 or 84-4905 until said 

obligation or any interest therein is transferred and ~~en 

the portion transferred s~ull no longer be exempt. 
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1 SECTION 7. SEVERABILITY CLAUSE. IT IS THE INTENT OF 

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

3 VALin PARTS THAT ARE SEVERABLE FR<lc'i Tr!E INVllLID PART REi,lAIIi 

4 IN EFFECT. IF A PART OF THIS ACT IS LNALID I,-1 OiiE OR NORE 

5 OF ITS APPLICATIONS, THE PART P.R'U'.L·<S IN EFFECT IN l'.LL VALID 

6 APPLICATIONS THAT ARE SEVERAi3LE FROc·I THE IiNALID 

7 APPLICATIONS. 

s Section .£.• Bffective <late. Tc1is act >i.'1ich is 

9 effective on passage anQ approval is effective for taxable 

lO years ending on anc after December 31, 1974. 

-End-
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SENATE BILL NO. 220 

INTRODUCED BY FASBENDER 

A BILL FOR AN ACT ENTITLED: "AN ACT AMENDING SBe~~9N 

SECTIONS 84-1502 AND 84-4905, R.C.M. 1947, TO ELIMINATE THE 

DEDUCTION ALLOWED CORPORATIONS AND INDIVIDUALS FOR INCOME 

TAXES AND 

THE UNITED 

POLITICAL 

FOR INTEREST INCOME DERIVED FROM OBLIGATIONS OF 

STATES OR OF THE STATE OF MONTANA OR ANY 

SUBDIVISION OR MUNICIPALITY THEREOF; DISTRIBUTING 

A PORTION OF THE CORPORATION LICENSE 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. 

read as follows: 

"84-1502. 

computing the 

Section 84-1502, R.C.M. 1947, is amended to 

Deductions allowed in computing income. In 

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 for salaries for personal services 

actually rendered, subject to the limitation hereinafter 

T H I R D R E A D I N G 
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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 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 betterments 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 exhaustion thereof for which an allowance is or has been 

made. 

(B) (a) There shall be allowed as a deduction for the 
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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 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, 84-1502, over the gross income, 

with the modifications specified in paragraph (b} of this 

subsection. If for any taxable period beginning after 

December 31, 1970, a net operating loss is su~tained, 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 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 amount of such loss over the sum of 

the net income for each of the prior taxable periods to 

whfch 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 taxable period 

thereafter, and the net income so computed shall not be 

-3- SB 220 

1 

2 

3 

4 

5 

6 

1 

8 

9 

1o 
11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0220/03 

considered to be less than zero. 

(b) The modifications referred to in paragraph (a) of 

this subsection shall be as follows: 

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

(fi) The deduction for depletion shall not exceed the 

amount which Would be ailowable if computed uricer the cost 

method. 

(c) A net dperatirtg loss deduction shaii be allowed 

only with regara to io~se~ attfibutabie to the business 

carried on within the ~tate of Montana. 

(d) In the case of a merger of corporations; the 

survi~ing corporation shali not be allowed a net operating 

loss deduction for net operating losse~ sust~ined by the 

merged corporations prior to the date of mer9ef. 

In tbe case of a consoiidition of corP6rations, the new 

corporate entitY shall not be all~ed a deduction for net 

operating losses ~ustained by the consolidated corporations 

prior to the dite of consolidation. 

{el Notwithstanding the provisions of section 

84-lsoa.i !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 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 

-4- a 210 
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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 thP

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 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 improvement of property or 

for the conduct of business unless the income from such 

property or business would be taxable under this act. 

67--~~~eres~-~fteeme-~rem-eb~~~a~~efts-e~--~he--s~a~e--e~ 

Meft~aftftT-er-ftfty-pe~~~~ea~-sHba~•~s~eft-er-m~ieipa~i~y-e~-~he 

~~a~e-e£-Heft~ftftftT 

671:,_ 

(a) 

(b) 

Taxes paid within the year except the following: 

Taxes imposed by this act. 

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 stateT other than those taxes 

specifically excluded in this act.• 

SECTION 2. 

READ AS FOLLOWS: 

"84-4905. 

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

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 

following which are exempt from taxation under this act: 
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~a7--ift~e~ee~-ifteeme-~rem--e~~i~a~iefte--e~--~he--~i~ea 

S~e~a---~e¥e~eft~T---~e---e~a~---e~--Meft~~eT---ee~~YT 

~ftieipe~i~yT--~e~rie~T--er--e~fter--pe~i~iee~---ewbaivieieft 

~eree~~ 

iM--J.!!. All benefits received under the Federal 

Employees Retirement Act not in excess of three thousand six 

hundred dollars ($3,600). 

tet--J2L All benefits paid under the Montana Teachers 

Retirement Act which are specified as exempt from taxation 

by section 75-2713. 

ia7--1£l All benefits paid under the Montana Public 

Employees Act which are specified as exempt from taxation by 

section 68-1303. 

iet--jEL All benefits paid under the Montana Highway 

Patrol Retirement Act which are specified as exempt from 

taxation by section 31-221. 

i~7--~ Montana 

thereof. 

income tax refunds or credits 

(3) In the case of a shareholder of a corporation with 

respect to which the election 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 

gross income Shall include actual 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, IS A~NDED TO 

READ AS l"'O.LONS; 

•84-1901. Disposition of moneys f:tOIII 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 34-1609, 

inclusive; metalliferous mines license taxes under sections 

84-2001 to 84-2015, inclusive, telegraph license taxes under 

sections 84-2501 to 84-2508, inclusive, oil producers' 

license taxes 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 sections 

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 
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of income taxes under sections 84-4901 to 84-4935, 

inclusive, and ~~~~y-pereefte--~6&%t SIXTY-FIVE PEPCENT 

ill!l of all moneys received from the collection of 

corporation license taxes under sections 34-1501 to 34-1519, 

inclusive, subject to the prior pledge and appropriation of 

such income tax and corporation license tax collections 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 aid 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.l1. SECTION THAT PEADS AS 

FOLLOWS: 

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

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

FOLLOWS: 

Distribution of local government account .. "l'hC~ 

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 

indicated by 

their shares of the total state population as 

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 

-10- SB 220 



SB 0220/03 

1 obligation or any interest therein is transferred and then 

2 the portion transferred shall no longer be exempt. 

3 SECTION 7. SEVERABILITY CLAUSE, IT IS THE INTE'tT OF 

4 TilE LEGISLATURE THAT IF A PART OF THIS ACT IS IN\'ALID, AI,L 

5 VALID PARTS THAT ARE SEVERABLE FROM TilE INVALID PART RE~AIN 

6 IN EFFECT, IF A PART OF THIS ACT IS INVALID IN ONE OR nORE 

7 OF ITS APPLICATIONS 1 TilE PART REMAINS IN EFFECT IN ALL VALID 

8 APPLICATIONS THAT ARE SEVERABLE FROM THE INVALID 

9 APPLICATIONS, 

10 

11 

12 

Section !· Effective date, This act 

effective on passage and approval is effective 

years ending on and after December 31, 1974, 

-End-

-11-
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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 11. 
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 conunittee report 


