HOUSE BILL 309
IN THE HOUSE

January 22, 1979 Introduced and referred to
Committee on Taxation.
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y 8ILL NOe ,3522_
|

INTRODUCED BY

A BILL FOR AN ACT ENTITLED: ®AN ACT TO PROVIDE FOR THE

ADJUSTHMENT OF CAPITAL GAINS, IRTEREST INCOME AND
EXPENDITUREy AND DEPRECIATION FOR INFLATION 1IN CALCULATING
INODIVIDUAL INCDME TAX LIABILITY; TO PROVIDE FOR THE
ADJUSTMENT FOR INFLATION OF THE DEPRECIATION ALLOWANCE TAKEN
It DETERMINING CORPORATION LICENSE TAX; AMENDING SECTIONS
15-30-101y 15-30-11ls AND 15-31-114s NHCA; AND PROVIDING AN

APPLICABILITY DATE."™

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section le Section 15-30-10le NCAs is amended to read:
*15-30-101. Definitionse For the purpose of this

chapters unless otherwise required by the contexts the

following definitions apply:
{1} =CPl® means the coasumer price indexs United

States city averages for ali items usiog the 1967 base of
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ilp_represents ipterest rates and Ir represents the inflation
Lateas

t1¥431 "Department™ means the department of revenue.

t2¥L8) “Oividend” weans any distribution made by a
corporation out of its earnings or profits to its
shareholders or wembers, whether in cash or in other
property or in stock of the corporations other than stock
dividends as herein defineds "Stock dividends™ means neQ
stock issuede for surplus or profits capitatizade to
shareholders in pr;portion to their previous holdings.

+3¥153) “Fiduciary"” means a quardiane trustea,
executores Jadministratore receivere conservatare or any
persons whether individual or corporates acting in any
fiduciary capacity for any persons trusts or estate.

t4¥(6) “Foreign country® or "foreign government™ means

any jurisdiction other than the one embraced within the

United Statesy its territories and possessions.

bt . he CP1_f - ¢ I 1_f
the _raxable year in gquestioc aod diwviding tne difference by
the LPL for the previous years

15¥{8) "Information agents®™ include all individuals,
corporationss associationsy and partnershipse in whatever

capacity actingsy including lessees or mortgagors of real or

personal propertys fiduciaries, employerss and all officers
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and employees of the state or of any municipal corporation
or political subdivision of the states having the controls
receipts custodys disposals or payment of interests rente
salariesy wagess premiumsey annuitiess compensationss
remunerationsy emolumentss or other Ffixed or determinable
annual or periodical gainss profitss and income with respect
to which any person or fiduciary is taxabie under this
chaptere

193 “In™ means the 2pnual rate of interest received on
ap _;pveatseont oc paid or accrued in 3  taxable year _on
indebtednessa

4103 "IRC"  geans the Interpal Raveogue Lode of 195&. as
amandeds

+69111l} "Het income®™ means the adjusted gross incocame of
a taxpayer less the deductions allowed by this chapter.

t+#3112) "Paid®"s for the purposes of the deductions and
credits under this chapters means paid or accrued or peid or
incurredsy and the terws "pald or incurred® and "paid or
accrued™ shall be construed according to the wethod of
accounting upon the basis of which the taxable income is

computed under this chaptera

+63(14) "Received s for the purpose of computation of
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taxable income under this chapters means received or accrued
and the term “received or accrued® shall be construed
asccording to the wmethod of accounting upon the basis of
which the taxable income is computed under this chapter.

+99{15) *"Resident™ applies only to natural persons and
includesy for the purpose of determining liability to the
tax imposed by this chapter with reference to the income of
any taxable years any person domiciled in the state of
Montana and any other person who maintains a permanent place
of abode within the state even though temporarily absent
from the state and has not established a residence
alsewhere.

++83{16) "Taxable income®™ means the adjusted gross
income of a taxpayer 1less the deductions and exemptions
provided for in this chapter.

+22¥£17) “"Taxable year™ means the taxpayer®s taxahle
year for federal income tax purposese

+22¥£18) "Taxpayer” includes any person or fiduciary.
resident or nonresidents subject to a tax imposed by this
chapter and does not include corporations.”

Section 2. Section 15-30-11ls MCAy is amended to read:

"15-30-111. Adjusted gross income. (1) Adjusced Lxcept
as _proyiged in [sections 3 through 51s adjusted gross income
shall be the taxpayer®s federal income tax adjusted gross

income as defined in section 62 of the Internal Revenue M~de
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of 1954 or as that section may be labeled or amended and in
addition shall inciude the following:

{a) interest vreceived on obligations of another state
or territory or countyes municipality.: districtey or other
political subdivision thereof;

{b)} refunds received of federal income taxe to the
extent the deduction of such tax resulted in a reduction of
Montana income tax liabiltitye

{2} Adjusted gross income does not include the
following which are exempt frce taxation under this chapter:

{a) interest income from obligations of the United
States governments the state of Hontanas countys
municipalitys districts or other politicail subdivision
thereof:

{b) @all benefits received under the Federal Employees®
Retirement Act not in excess of $3.600%

{c) 311 benefits paid under the teachers® retirement
law which are specified as exempt from taxation by 19-4-T0&;

(d) all benefits paid under The Public Employees®
Retirement System Act which are specified as exempt from
taxation by 19-3-105;

(e} all benefits paid wunder the highway patrol
retirement law which are specified as exempt from taxstion
by 19-6-T705;

{f} all Montana income tax refunds or credits thereof;

e
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{g} all benefits paid under 19-11-602s 19-11-604s and
19-11-605 to retired and disabled firefighterss their
surviving spouses and orphans;

{h) all benefits paid by first- or second-class cities
for the policesen's retirement system provided for by Title
19+ chapter 9.

{3) 1In the case of a shareholder of a corporation with
respect to which the election provided for under subchaptér
Se of tha Internal Revenue Code of 1954 as amendeds is in
effect but uith.respect to which the election provided for
under 15-31-202y as amendeds Iis not in effecte adjusted
gross income does not include any part of the corporation's
undistributed taxable incomer net operating losss capital
gains or other gainse profitss or losses required to be
included in the shareholder®s federal income tax adjusted
jross income by reason of the said election under subchapter
Se Howeveres the shareholder®s adjusted gross income shall
include actual distributions from the corporation to the
extent they would be treated as taxable dividends if the
subchapter Se election were not in effect.”

NEW SECTIONG Section 3. Method of determining amount
of net capital gaine (1) The provisions of the IRC relating
to inclusion of net capital gains in gross income apply
except that the value of net capital gain on assets held

over 1 year to be included is determined as follows:

T HB B



10

11

12

13

14

15

- 16

17

18

9

20

21

22

23

24

25

LC 0529/01

{a) The purchase price of the asset is waultiplied by
the PIR for the year in which the asset was acquired by the
tdxpayer to determine the adjusted cost of the asscte

(b} The adjusted cost of the asset is subtracted from
the price received from the sale of the asset during the
taxable year in which the deduction will be takens to
determine the net capital gaine

{2) Fifty parcent of the net capital gain so
determined may be cYaimed as a deduction to gross income.

{3) The department shall include with each income tax
return form a table showing the PIR for each of the past 20
yearses

(4} The department shall furpish the PIR for earliar
years upon requaste.

MEW SECTIONH. Section 4« Method of determining taxable
income and deductions for interest exceptione (1) A1l the
provisions of the IRC relating to the inclusion of interest
income in gross income and the deduction of interest paid or
accrued within a taxable year on indebtedness apply except
that the amount of interest included in adjusted gross
income is determined as follows:

ta) interest income from @ach source is:

(i} wmultiplied by the (F shown in tables furnished by
the department for the rate of interest at which the i ncome

was generated; and
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{if) included in gross income; and

{b) interest expense paid or accrued on each debty
except debt incurred for the purchase of the taxpayer’s
priaary residences is:

{i}) wultiplied by the CF shown on tables provided by
the department for the rate of interest at which the
interest expense was incurred or accrued; and

(ii) allowed as a deduction from gross incomee

{2} 4HWhen interest expense incurred on a debt was
calculated at more than one rate of interests the (F for the
highest rate of interest charged on the debt is multiplied
by the interest expense for the entire debt to determine the
deduction allowede

{3) Each year the department shall calculate the (F
for that year for each 1/4 of 1% of interest from 0% to 503
and include a table of the values so calculated with each
income tax return forme

NEd SECTIONe Section S+ Method of determining amourn.
of deduction allowed for depreciatione {1} The provisions of
the IRC relating to deduction of depreciation of property
used in a trade or business or held for the production of
income apply except that the amount of depreciation allowed
as a deduction under the IRC is:

{a) wmultiplied by the PIR for the year in which the

taxpayer purchased the property; and

-8-
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{b) allowed as a deduction to gross incomas

Section 6. Section 15-31-114%4s MCAy is amended to read:

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

{1y A1l the ordinary and necessary expenses paid or
incurred during the taxable vyear in the maintenance and
operation of its busitiess and propertiesy incliuding
reasonable allowance for sataries for perseonal services
actually renderedy subject to the limitation hereinafter
containeds rentals or other payments required to be made as
a condition to the continued use or possession of property
te which the corporation has not taken or is not taking
title or in which it has no equity. No deduction shall be
alloded for salaries paid upon which the recipient thereof
has not paid Montana state income tax: provideds howevers
that. where domestic corporations are taxed on incomse derived
from without the states salaries of officers paid in
connection with securing such income shall be deductible.

(2) {(a) AVl ‘losses actually sustained and charged off
within the year and not compensated by insurance or
otherwises including a reasonable allowance for the wear and
tear and obsolescence of property used in the trade or

pusinesss such allowance to be determined according tc the
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provisions of seectvon—-~16F-of-the-Interneli-Revenve-code—in
effect-with-respect—to-the—teoxable—-year [section T]. Al
elections for depreciation shall be the same as the
elections made for federal incowme tax purposess No deduction
shall be allowed for any amount paid out for any buildingse
permanent improvementss Or betterments sade to increase the
value of any property or estataes and no deduction shall be
made for any amsount of expense of restoring property or
making good the exhaustion thereof for which an allowance is
or has been made. l

(b} (i} There shall be allowed as a deduction for the
taxable pericd & net operating Yoss deduction determined
according to the provisions of this subsectione. The net
operating loss deduction is the aggreqate of net operating
loss carryovers to such taxable period plus the net
operating loss carrybacks to such taxable periods The term
"net operating loss™ means the aexcess of the deductions
allowed by this sectiones 15-3iI-11%4s over the gross incomes
with the modifications specified in (ii} of this subsections.
1f for any taxable period beginning after December 31y 1970,
a3 net operating toss is sustaineds such loss shall be a net
operating loss carryback to each of the three taxable
pariods preceding the taxable period of such loss and shall
be a net operating loss carryover to each of the five

taxable periods following the taxable period of such losse A
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net operating toss for any taxable period ending after
December 31y 1975+ in addition to being a net operating loss
carryback toc each of the three preceding taxable periocdsy
shall be a net operating 10ss carryover to each of the seven
taxable periods following the taxable period of such losse
The portion of such loss which shall be carried to each of
the other taxable years shall be the excessy if anys 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 carriede
For purposas of the preceding sentences the net income for
such prior taxable period shall be cowmputed with the
modifications specified in (ii){B) of this subsection and by
determining the amount of the net operating Joss deduction
without regard to the net operating loss for the loss period
or any taxable period thereaftery and the net income so
computed shzll not be considered to be less than zeroc.

{#ii} The wodifications vreferred to in (i) of this
subbsection shall be as follows:

{A) No net operating loss deduction shall be allowede

{B)} The deduction for depletion shall not exceed the

amount which would be allowable if computed under the cost

{iii) A net operating loss deduction shall be allowed
onty with regard to 1losses attributable to the business

carried on within the state of Montanae
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{iv) In the case of a3 wmerger of corporationse the
surviving corporation shall not be allowed a net operating
loss deduction for net operating losses sustained by the
serged corporations prior to the date of merjere. In the case
of a consolidation of corporationss the new corporate entity
shaly not be allowed a3 deduction for net operating losses
sustained by the consolidated corporations prior to the date
of consolidationas

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

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

{3) In the case of minesy other natural depositse oil
and yas wellss and timbery a reasonable allowance fo:
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. a1l elections made under the Internal! RKevenue
Code with respect to capitalizing or expensing exploration
and development costs and intangible drilliing expenses for

corporation license tax purposes shall be the same as the

-12-
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elections made for federal income tax purposess

(4) The amount of interest paid within the year on its
indebtedness incurred in the operation of the business frome
which its income is derived; but no interest shall be
allowed as a deduction if paid on an indebtedness created
for the purchase» maintenances or improvement of property or
for the conduct of business unless the income froms such
property or business would be taxable under this parte

{5} Interest income from obligations of the Sstate or
any political subdivision or municipality of the state.

(6) (a) Taxes paid within thae year except the
followings

(i} Taxes imposed by this part.

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

(iii} Taxes on or according to or wmeasured by net
income or profits imposed by authority of the government of
the United Stateses

{iv) Taxes imposed by any other state or country upon
or measured by net income or profitse

{b) Taxes deductible under this part shall be
construed to include taxes Imposed by any countys school
districty or municipality of this state.

{T) That portion of an energy-related investment

allowed as a deduction under 15-32-103."
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NEW SELTIONe Section 7. Method of deteruining
allowance for depreciatione i The allowance for
depreciation is determined according to the provisions of
section 167 of the IRC in effect for the taxable year except
that the amount of depreciation allowed under these
provisions is w=sultiplied by tha PIR for the year in which
the property was purchasedes

(2) The department shall provide a table showing the
PIR for weach of the previous 20 years to each corporation
required to file a returna

{3) The dapartsent shall furnish the PIR for earlier
ysars upon requeste

Section 8. Date of applticability. This act applies to

taxable years beginning after December 3le 1979.

-End-
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STATL OF MONTANA
Request No. 85-79
F1SCAL NOTE
Form BD-15

In compliance wilh a written request received  January 25, 1979 | there is hereby
submittled a Fiscal Note for  House Bill 309  pursuant to Chapter 53, Laws of Montana,
1965 - Thirty=Ninth Legislative 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

This bill provides for the adjustment ol capital gains, interest income and expenditure,

and depreciation for inflation and calculating individual income tax liability;

provides for the adjustment for inflation of the depreciation allowance taken in determining
corporalion license tax; and provides an applicability date.

FISCAL IMPACT

The Department of Revenue does not have data pertaining to capital gains, interest income,
or depreciation readily available. ‘Therefore, it is not possible to accurately determine

the extent of the loss in revenue which would accompany the adoption of the proposed law.

However, it is believed that this bill would have 4 significant effect upon individual

and corporation tax receipls.

TECHNCAL NOTE

(a) The apparent intent of this bill is to exempt from taxation any increase in certain
properly income which may be attributable to inflation, and to inflate the depreciation
deduction so as to compensale for general increases in the price level.

The definition for "PIR" in subseclion (13) of Section 1 (page 3, lines 22-24)

should be amended to read: "PIR" means a price index ratio, determined for each year
prior to the year for which Lhe return is (iled, by dividing the CPI of the year for
which the return is filed by the CPl for the prior year, where CPl is as defined in
subsection (1)."

(b) The Consumer Price Index defined in subsection (1) of Section 1 is not well-defined.
The Bureau of Labor Statislics currently published two such indices (U.S. City avg.,
all items, 1967:100), one for all urban consumers, and the other for urban wage earners
and clerical workers.

’/-h . _“J (t;(ﬂ, a/\ ,
BUDGET DITRECTOR 67} g

Office of Budget and Program Planning
Date: /,A-_. A J—




