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BILL NO. ~ 

iNTRODUCED BY ~~~~--~~~~~--------------------------------
A BILL fOR AN ACT ENTITLED: •AN ACT TO PROVIDE FOR THE 

AOJU5TI1ENT Of CAPITAL GAINS, INTEREST lNCOHE AND 

EXPENDITUREo AND DEPRECIATION FOR INFLATION IN CALCULATING 

INDIVIDUAL INCOME TAX LIABILITY; TO PROVIDE FOR THE 

AOJUST~ENT FOR INFLATION OF THE DEPRECIATION ALLOWANCE TAKEN 

IN DETERMINING CORPORATION LICENSE TAX; AMENDING SECTIONS 

15-30-lOlo 15-30-111• AND 15-ll-114o HCA; AND PROVIDING AN 

APPLICABILITY DATE,• 

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

Section 1. Section 15-30-101• MCA• is a~nded to read: 

•x~-JD-101. Definitions. for the purpose of this 

chapter• unless otherwise required by the context• the 

following definitions apply: 

(11 •tel• aeans tbe coosyeer price index• United 

itates city ayerage. f 0 r all Items usinq the 1967 base of 

~ pybl!sbed for Jupa of each year by the byreau of 

labor statjstjcs gf the Ynjted States degartaent of labgr or 

j ts successor. 

(21 •cE• mgaps a c 0 cractioo factor used to dlscoyot 

~rest rates for joflatjgo the value of whjch___is 

determined by the followipg foreula; (f:l-!IrLio'• io which 
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lo represents Interest rates apd lr repre•epts tbe jpflatlon 

ut..e.... 

~Lll •oepart.ent• .eaos the depart.ent of revenue. 

t~~ •Dividend• .eans any distribution ~. by a 

corporation out of its earnings or profits to its 

shareholders or •eabers, whether In cash or In other 

property or in stock of the corporation, other than stock 

dividends as herein defined. •stock dividends• .. ans new 

stock Issued, for surplus or profits capitalized. to 

shareholders in proportion to their previous holdings. 

~~ •Fiduciary• -•ns a C}Uardlan, trustee. 

executor. adRinistratoro receiver• conservator• or any 

person, whether individual or corporate, acting In any 

fiduciary capacity for any person, trusto or estate. 

t+t!Al •Foreign country• or •foreign govern.snt• .eans 

any jurisdiction other than the one eabraced within the 

United States, its territories and possessions. 

Ill •Ir• .eaas ap inflation factor deterajped by 

subtracting the Cpl for the previoul year fro• the hPI for 

the taxable year jn gyestjon aod dividing the difference by 

the hPI for tbe preyjous year. 

t~Lal •Infor•ation agents• include all individual S• 

corporations. associations, and partnerships, In whatever 

capacity acting. including lessees or mortgagors of real or 

personal property. fiduciaries. e•ployers. and all officers 

..... ;*''. 
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and .. ploy~es of the state or of any .unicipal corporation 

or political subdivision of the stdteo hdving the controlo 

receipto custodyo disposal, or pay•ent of interest. rent. 

sal ar i ~so wages. premiums, annuities. coapensationso 

re.unerationso eaolu.antso or other fix~d or deter•inable 

annual or periodical gdins, profits. and inca.e with respect 

to which any person or fi~uci~ry is taxable under this 

chapter. 

(9t Wfn• M@OD$ the anoyaJ rate Of jnterest receJyed 00 

~ayastaeot gr gajd or accrued in a taxable ygar on 

jndebtgdgess. 

JlOJ •IBt• eeans the Internal Reyeoue to4e of l954o as 

aMOOdede 

tbt~ •Net incoae• .eans the adjusted gross income of 

a taxpayer less the deductions allowed by this chapter. 

t~Ll'l •Paid•o for the purposes of the deductions and 

credits under this chapter, .. ans paid or accrued or paid or 

incurred, and the terms •paid or incurred• and •paid or 

accrued• shall be construed according to the method of 

accounting upon the basis of which th~ taxable incone is 

co•puted under this chapter. 

llJl •PIR• agio$ a price jodsx ratio detgrwiQ£d for 

each year by djyjdjnQ the CPio as defined jo subsuctjon !l)• 

for a taxable year by the CPI for the previous year. 

t&f~ •Received•, for the purpose of co11putation of 
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taxable inc~ under this chaptero eeans received or accrued 

and the term •received or accrued• shall be construed 

dCCording to the aethod of accounting upon the basis of 

~hich the taxable inc011e is co•puted under this chapter. 

t9t~ •Resident• applies only to natural persons and 

includes, for the purpose of determining liability to the 

tax i~posed by this chapter with reference to the income of 

any taxable year, any person do•iciled in the state of 

~ontana and any other person who eaintains a percanent place 

of abode within the state even though te~porarily absent 

fro• the state and has not established a residence 

elsewhere. 

t+9tL121 •Taxable income• means the adjusted gross 

incoae of a taxpayer less the deductions and ex~mptions 

provided for In this chapter. 

~+tLlZl •Taxable year• •eans the taxpayer's taxable 

year for federal Jnc011e tax purposes. 

~~tLlil •Taxpayer• includes any person or fiduciary, 

resident or nonresident• subject to a tax imposed by this 

chapter and does not include corporations." 

Section 2. Section 15-30-lllo MCAt is amended to read: 

•15-30-111. Adjusted gross incoce. {ll *dj~ted ~ 

~s ~rpyjded jn [sectjons 3 throyyh 5]• adj~ gross income 

shall be the taxpayer's federal income tax adjusted gross 

inc011e as defined in section b2 of the Internal Revenue '~de 

-4-
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1 of 1954 or as that section 11ay be labeled or a•ended and in 

2 addition shall include the following: 

3 (a) interest received on obligations of another state 

4 or territory or county. •unicipality, district• or other 

5 political subdivision thereof; 

6 (b) refunds received of federal income taxo to the 

7 extent the deduction of such tax resulted in a reduction of 

8 ~ontana incOMe tax 1 lability. 

9 ( 2) Adjusted gross i nc088 does not Inc 1 ud e the 

10 fall owing which are exe11pt frc·• taxation under this chapter: 

11 (a) interest inco•e fro• obligations of the United 

12 States govern11ento the state of Montana• county, 

13 municipality, district, or other political subdivision 

14 thereof: 

15 {b) all benefits received under the Federal Employees• 

16 Retirement Act not in excess of S3o600; 

17 (c) all benefits paid under the teachers• retirement 

18 la"' which are specified as exempt fro11 taxation by 19-ft-706; 

19 (d) all benefits paid under The Public Employees• 

20 Retirement Syste• Act which are specified as exe~>t fro~ 

21 taxation by 19-3-105; 

a (e) all benefits paid under the highway patrol 

23 retirement law which are specified as exempt fro• taxation 

24 by 19-6-705; 

25 (f) all Montana incoae tax refunds or credits thereof; 
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(g) all benefits paid under 19-11-602• 19-11-604, and 

19-ll-605 to retired and disabled firefighters. their 

surviving spouses and orphans; 

(h) all benefits pafd by first- or second-class cities 

for the police.en•s retire.ant syste• provided for by Title 

19, chapter 9. 

(3) ln 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 19S~, as a~~&nded• Is in 

effect but with respect to which the election provided for 

under 15-31-202, as aoendedo Is not In effect• adjusted 

9ross income does not include any part of the corporation's 

undistributed taxable inc0118o net operatln9 loss. capital 

gains or other gainso profits, or losses required to be 

included in the shareholder's federal inca-a tax adjusted 

~ross incoae by reason of the said election under subchapter 

s. Howevero the shareholder•s adjusted gross inc011e shall 

include actual distributions froa the corporation to the 

extent they would be treated as taxable dividends if the 

subchapter s. election were not in effect.• 

~SfCIION. Section 3. Method of deter•ining a.aunt 

of net capital gain. (1) The provisions of the lRt relating 

to inclusion of net capital gains In gross inco_. apply 

except that the value of net capital gain on assets held 

over 1 year to be included is deter•ined as follows: 

-6- ~r \"b ~~ 0 ? 
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(a) The purchase price of the asset Is ~ultiplied by 

the PIR for the year in which the asset was acquired by the 

taxpayer to determine the adjusted cost of the asset. 

(b) The adjusted cost of the asset is subtr~cted fro• 

the price received fro• the sale of the asset during the 

taxable year in which the deduction will be takeno to 

deter•ine the net capital gain. 

(2) Fifty percent of the net capital gain so 

d~ter•ined •ay be clai•ed as a deduction to grass incoce. 

(3) The department shall include with each lnc~e tax 

return for• a table shoving the PIR for each of the past 20 

years~ 

(4) The department shall furnish the PIR for earlier 

years upon requast. 

NEW SECTlON. Section .,. ~thod of deter•ining taxable 

inco.a and deductions for Interest exception. (1) All the 

provisions of the IRC relating to the inclusion of interest 

incoae in gross lnco.e 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 

inco~e is determined as follows: 

(a) interest incoae fra. each source is: 

(i) •ultiplied by the CF shown in tables furnished by 

the department for the rate of interest at which the income 

was generated; and 
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{ii) Included in gross income; and 

Cb) interest expense paid or accrued on each debt, 

except debt incurred for the purchase of the taxpayer•s 

priaary residence. I$: 

{i) aultiplied by the CF sho~n on tables provided by 

the depart•ent for tne rate of interest at which the 

interest expense ~as incurred or accrued; und 

(ii) allowed as a deduction fro• gross income. 

Cll ~hen interest expense incurred on a debt was 

calculated at more than one rate of interest, the CF for the 

hiyhest rate of interest charged on the debt is multiplied 

by the interest expense for the entire debt to determine the 

deduction allowed. 

(3) Each year the department shall calculate the CF 

for that year for each l/4 of l~ of interest from 0% to 50% 

and include a table of the values so calculated with each 

incoae tax return form. 

NEW SEtTIQN. Section 5. Method of determining amour.~ 

of deduction allowed for depreciation. {1) The provisions of 

the IR( relating to deduction of depreciation of property 

used in a trade or business or held for the production of 

inco•e apply except that the amount of depreciation allowed 

as a deduction under the IRC is: 

(a) ~ultiplied by the P!R for the year in which thE 

taxpayer purchased the property; and 

-8-
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(b) allowed as a deduction to gross inco~e. 

Section 6o Section 15-31-114• ~CA, is aeended to read: 

MI5-31-114. Deductions allowed in coaputing lncoee. In 

computing the net incoee, the following deductions shall be 

allowed from the gross incoee received by such corporation 

within the year froe all sources: 

Ill All the ordinary and necessary expenses paid or 

incurred during the taxable year in the ealntenance and 

operation of its business and properties, including 

reasonable allowance for salaries for personal services 

actually rendered, subject to the lieitation hereinafter 

contained, rentals or other payeents required to be eade as 

a condition to the continued use or possession of property 

to which the corporation has not taken or Is not taking 

title o~ in which it has no equity. No deduction shall be 

alloned for salaries paid upon which the recipient thereof 

has not paid Montana state incoee tax; provided, however, 

tha•. where do.,est i c corporations are taxed on I nco- derived 

from without the state, salaries of officers paid in 

connection with securing such income shall be deductible. 

1 z) (a) All 1 osses actually sustained and char qed off 

within the year and not coepensated by insurance or 

otherwise, Including a reasonable allowance for the wear and 

tear and obsolescence of property used in the trade or 

ousiness. such allowance to be determined according to the 
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provisIons of -e~--t-N~~-~ri-ft-eftae--f.ode-+1'1 

et'f:eet:-~~t:-~M-e-e~-,.- I ses:.ti on IJ. A 11 

elections for depreciation shall be the saee as the 

elections eade for federal inca.e tax purposes. No deduction 

shall be allowed for any aeount paid out for any buildings, 

pereanent leprove-nts• Of' better-ntli -de to Increase the 

value of any pro~rty or estate. and no deduction shall be 

aade for any aeount of expense of restoring property or 

eaklng good the exhaustion thereof for which an allowance is 

or has been aadeo 

(bt (l) There shall be alloved as a deduction for the 

taxable period a net operating loss deduction detereined 

according to the provisions of this subsection. The net 

operatin9 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 ter~ 

Mnct operating loss• eeans the excess of the deductions 

allowed by this section, 15-31-114, over the gross income, 

with the ~difications specified in (lit of this subsection. 

lf for any taxable period beginning after Dece~bcr 11, 1970, 

a net orcrating loss is sustained, such loss shall be a net 

operating loss carryback to each of the three taxable 

periods precedlnq 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 loss. A 

-10-
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net operating toss for any taxable period ending after 

Deceeber 3lo 1975, in addition to being a net operating loss 

carryback to each of the th~ee preceding taxable periodso 

shall be a net operating loss carryover to each of the seven 

taxable periods follo~ing 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 

a.aunt of such loss over the sue of the net incoee for each 

of the prior taxable periods to ~hich such loss was carried. 

For purposes of the preceding sentence. the net incoee for 

such prior taxable period shall be coeputed with the 

aodlficatlons specified In (11){8) of this subsection and by 

detereining the aaount 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 incoee so 

co•puted shall not be considered to be less than zero • 

(ii) The aodificatlons referred to In (i) of this 

subsection shall be as follows: 

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

(B) The deduction for depletion shall not exceed the 

a.ount which ~ould be allowable if coeputed under the cost 

eethod. 

(iii) A net operating loss deduction shall be allowed 

only with regard to losses attributable to the business 

carried on within the state of Kontana. 

-11-

1 

z 
3 

.. 
5 

6 

7 

8 

9 

10 

11 

lZ 

13 

lolt 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

lC. 0529/01 

(iv) In the case of a aerger of corporations, 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 •er~er. 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 prior to the date 

of consolidation. 

(v) Notwithstanding the provisions of 15-31-531, 

Interest shall not be paid with respect to a refund of tax 

resulting fro• a net operating loss carryback or carryover. 

(vi) The net operating loss deduction shall not be 

allowed with respect to taxable periods which ended on or 

before Oeceaber 31, 1970, but shall be allowed only with 

respect to taxable periods beginning on or after January 1, 

1971. 

(3) In the case of mines, other natural deposits. oil 

and yas wells, and tieber, a reasonable allowance fo' 

depletion and for depreciation of improvements; ~uch 

reasonable allowance to be deter~ined according to the 

provisions of the Internal Revenue Code in effect for the 

taxable year. ~11 elections made under the Internal Kevenue 

Code with respect to capitalizing or expensing exploration 

and developeent costs and intangible drilling expenses for 

corporation license tax purposes shall be the same as the 

-12-



LC 0529/01 

1 elections ~ade for federal inco•e tax purposes. 

2 (4) The a~ount of interest paid within the year on its 

3 indebtedness incurred in the operation of the business froe 

4 which its inco.e is derived; but no interest shall be 

5 allowed as a deduction if paid on an indebtedness created 

6 for the purchase. •aintenance. or i•prove.ent of property or 

1 for the conduct of business unless the incoee fro• such 

6 property or business would be taxable under this part. 

q (5) Interest inca.e fro• obligations of the state or 

10 any political subdivision or •unicipality of the state. 

11 (6) 1 a) Taxes paid vi thin the year except the 

12 folloving: 

l3 (i) Taxes i•posed by this part. 

14 (iil Taxes assessed against local benefits of a kind 

15 tending to increase the value of the property assessed. 

lb (iii} Taxes on or according to or aeasured by net 

17 incoee or profits i•posed by authority of th~ govern.ent of 

18 the United States. 

19 (iv) Taxes i.posed by any other state or country upon 

20 or ~easured by net inc~ or profits. 

21 {b) Taxes deductible under this part shall be 

22 construed to include taxes l~osed by any county. school 

23 district, or municipality of this state. 

24 (7) That portion of an energy-related investaoent 

25 allowed as a deduction under 15-32-103.• 
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NEW SfCIIQHe Section 7. Method of deterlllining 

allowance for depreciation. Ill The allowance for 

depreciation is detereined according to the provisions of 

section lb7 of the IRC in effect for the taxable year except 

that the amount of depreciation alloved under these 

provisions Is aultiplied by the PIR for the year in vhich 

the property vas purchased. 

(2) The departeent shall provide a table showing the 

PIR for each of the previous 20 years to each corporation 

required to file ~return. 

(3) The departeent shall furnish the PIR for earlier 

years upon request. 

Section e. Date of applicability. This act applies to 

1~ taxable years beginning after Dece•ber 31. 1979. 

-End-

-14-
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STATE OF MONTANA 
Request No. 85-79 _:_::___;_.:__ __ _ 

FISCAL NOTE 
Form BD-15 

Incompliance with a written request received ... Jf!t!u_a_~y.25L!979 .. , there is hereby 
suhmillt•d a Fiscal Not<' for __ Uou~t' Bill :309 __ pursuant lo Chapter 53, Laws of Montana, 
1%5- Thirty-Ninth Lt·gislaliV<' Assembly. Hackground information used in developing 
this Fiscal Note is available from the Office of Budget and Program Planning, to members 
of tht' LPgislature upon request. 

DESCRIPTION 

This hi I I provides lor the adjustment of capital gains, interest income and expenditure, 
and dPprPciation for inflation and calculating individual income tax liability; 
provid('S for the adjustm(•nl for inflation of the deprecii-ltion allowance taken in determining 
corporation lin•nse lax; and provid(•S <HI applicability dale. 

Fl SCAL I Ml'i\CT 

ThP llPparlmPJJL of Ht'VPrtllt' docs not havP data pertaining to capital gains, interest income, 
or dr•pr<'ciation n•adi ly availahlf•. Ttu•n•fore, it is not possible lo accurately determine 
the PXlPnl of the loss in revenue which would accompany the adoption of the proposed law. 
However, it is belit>vt'<l that this hill would have a s.ignificant effect upon individual 
and corporation tax ren•ipts. 

TECHNICAL NOTE 

(a) Ttw apparent intent of this hiLl is to t>Xempl from taxation any increase in certain 
properly income which may be attributable to inflation, and to inflate the depreciation 
dt'duclion so as to compensate for general increases in the price level. 

The definition for "PfR" in subsection (13) of Section 1 (page 3, lines 22-24) 
should he amended to read: "PJH" means ;t price index ratio, determined for each year 
prior to the year for which thP rPturrt is filt•d, hy dividing the CPI of the year for 
which Lh<' rPlurn is filed hy tlw CPI for the pr-ior year, where CPJ is as defined in 
suhs('ction (1)." 

(L) The• Consumer Prin• Index defined in suhsc•clion (I) of Section 1 is not well-defined. 
Tht· Bureau of Labor Statistics 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. 


