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4 A i;ILL FDP. AN ACT ENTITLED: •AN ACT TO REVISE lNHERlT,t.NCE 

5 LAWS TO ALLOW AGRICULTURAL OR FAMILY BUSINESS REAL PROPERTY 

b TRANSFERRED TO FAMILY MEMBERS TO BE VALUED AT PRODUCTIVE 

7 CAPACITY; PROYIU!NG CONDITIONS FOR QUALIFICATION; PROVIDING 

8 FOR AN ADDITIONAL TAX IF QUALIFIED REAl PROPERTY IS DISPOSED 

9 OF ~~ QUALIFIED USE CEASES WITHIN CERTAIN TIME liMITS; 

10 A~ENDJNG SECTION 72-16-308, MCA.• 

tl 

12 ~E IT ENACTED BY THE lEGISlATURE OF THE STATE OF MONTANA: 

l3 Section 1. Section 7Z-l6-308t MCA, is a•ended to read: 

~4 w72-l6-308o Tax to be on clear market value 

I<o deductions allowed in deter•ining value -- when prgductjve 

L· ~.,Lolll~.Jlll.J;::_~. (1) Th<> tax so i~r.posed shull be upon 

17 th~ clear market value of such property passing by any such 

lil transfer to each person, institution, association, 

19 corporation, or body politic at the rates hereinafter 

21) ~re~cribed ~nd only upon thP. excess of the e~e~ption 

21 hereinafter 9ranted to such person' institution, 

22 association, corporation, or body politic. 

23 {2] In determining the clear llldrket Volue or the 

24 property so passin~ by any such transfer, the following 

25 deductions and no other shall be allowed: 
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(a) debts of the decedent owing at the date of deoth; 

(b) expenses of fun~ral and last illness; 

(c) all Montana state, county, municipal, and federal 

taxes. including all penalties and Interest thereon• owing 

by decedent at the date of death; 

(d) the ordinary expenses of adllinistratlono 

including: 

( i) the co•missions and fees of executors and 

ad•inistrators and their attorneys actually allowed and 

paid; 

tli] attorneys• fees, filing fees, necessary expenses, 

and closing costs incident to proceedings to terminate joint 

tenancies, ter•ination of life estates and transfers in 

conte•plation of death, and any and all other proceedings 

instituted for the deter•ination of inheritance tax; and 

(e) federal estate taxes due or paid. 

131 The pro1uctiva capacity yalue as deter•ined by 

(section 6) fpr transfers of agrjcultyral pr fanjly bys!oess 

real property aeetjog the QUalifjGatjgos of {section ZJ 1$ 

~U~d J.a._d.e.t.et:~~~iol.n~LJnJuhutlloo (21 the cl~LIIli'l.r.k~.Lul.wl 

~he property passjng by any such transfer.• 

MfH SECIIO~ Section z. Qualification for valuation 

at pruJuclive cJpacity. (1) Real property i~ ~ualified real 

property valued at its productive capacity if it meets the 

qualifications of subsection (21 and if at least 25% of the 
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adjusted value of the decedent's estate consists of the 

adjusted value of real prope~ty which meets the following 

tests: 

(a) the real property was acquired fro• or passed fror. 

the decedent to a qualified heir of the decedent; and 

(b) during the 8-year period ending on the date of the 

decedent's deatho there have been periods ~ggregatlng 5 

years or .ore during which: 

(it the real property was owned by the decedent or a 

.a~er of the decedent"s l .. edlate fa•ily and devoted to an 

agricultural use or used in a trade or business; and 

(II) there was .aterlal participation by the decedent 

or a aeaber of the decedent's i••ediate faaily in the 

operation of the far• or other bus1ness. 

(2J for real property to be qualified for valuation at 

productive capacity• It •ust: 

(a) be located in the United States; 

(b) be devoted to an agricultural use or used in a 

trade or business at the time of the decedent's death; 

(c) be acquired from or passed fro~ the decedent to 

qualified heir of the decedent; and 

a 

(d) be property for which an election was made under 

[sect I on 4 ]• 

w;w SECTIQN. Section 3. Definitions. As used in 

[sections 2 through 9]o the following definitions apply: 
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(l) •Adjusted value• aeans: 

(a) in the case of the decedent's estate, the value of 

th~ qross P~t~to for federal ~state tax ourposes det~rmined 

without productive capacity v.3luation of real property; o~ 

(b) in the case of real property. the fair market 

va1ue. 

(Z) •Ajricultural use• ~eans any of the uses desc~ibed 

in 15-7-202. 

(3) •Oecedent•s iaaediate faally• includes decedent•s 

spouse, brother or sister, lineal descendant, ancesto~, 

adopted childo or any child for whom the decedent stood in 

the mutually acknowledged relation of parent for at least 10 

years before the decedent•s death, beginning before or at 

the child's 15th birthday. 

(~) •Material participation• means: 

(a) In the case of real property devoted to 

agricultural purposes. active involvement in the mana1emc L 

and cultivation of the lando excluding leasing of the land; 

or 

(h) in thoe case of real prope~ty used in a tr~de or 

business other than the business of fan11i ngt active 

involvement in managemoent and operation of the trade or 

business. 

(5) "Qualified heir" means the decedent's spous~. 

brother or sister, linoeal descendant, adopted child, or any 
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child for whom the decedent stood in the 11utually 

acknowledged relJtion of parent for at least 10 years before 

the decedent's deatho beginning b~fore or ?t t~e chil~•, 

t5th birthday. 

NEW SECTION. Section 4. Procedure for tiling election 

for valuation at productive capacity. An heir. or his 

pPrsonal representative if the heir is a minor. who elects 

to apply for valuation at productive capacity shall file 

~ith the department of revenue when he files the inforaation 

raquired in 72-16-401: 

(1) notice of his election on foras as prescribed by 

the department; 

{2) a written state.ant in a for• prescribed by the 

department agreeing to personal liability for additional 

taxes under the conditions of {section 7] in the amount 

delenoined tJy [section 8]1 and a special lien on thP 

1ualified real property as required in [section 9J; 

(3) a statement of the aarket value of the qualified 

real property on the date of the decedent•s death; and 

t~l a calculation of the adjusted t~x differonc~ 

resulting from valuation at productive capacity. 

NEH ~EtllOH& Section 5o Oeteraination of the adjusted 

tax difference. lhe adjusted tax difference is the excess of 

·~hat would have been the heir•s tax 1 iabil ity if the real 

property had not qualified for productive capacity valu3tion 
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over the heir•s tax liability when the qualified real 

property is valued at productive capacity. 

H~CLlatl~ Section b. "ethod of valuin~ qu~lified 

real property at productive capacity. {l) Qualified real 

property devoted to agricultural use Is valued for 

inheritanc~ t3x purposes at its assessed value as shown on 

the county assessor•s tax rolls. 

(2) Qualified real property used in a trade or 

business other t~an' the business of faraing is valued for 

inheritance tax purposes taking the following factors into 

consideration: 

(a) the capitalization of incoae which the real 

property can be expected to yield for faaily business 

purposes over a reasonable period of ti•e; 

(b) the capitalization of the fair rental value of the 

real proverty for family business purposes; 

(c) comparabl~ sales of closely held business real 

prop~rty in the sa•e geographical area but far enough 

removed from a metropolitan or resort area so that 

noncl0~ply h~ld Lusincss use is not a significant factor in 

the sales price; and 

(d) any other factor which fairly values the family 

business value of the property. 

tU.I:LSEC.IIQN. S"ction 7. Imposition of additional tax. 

(1) The heir to real property valued at productive capacity 
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for Inheritance tax purposes is subject to an additional 

inheritance tax when an interest In the real property ceases 

~~ ba qualified, upon the ucc~rr~nce or on• ~• ~ra of th~ 

following before the death of the qualified heir: 

(a) before the end of the a-year period after the 

decedent•s death. there are periods aggregating 3 years or 

.are in which there Is no .at~rial participation in the 

operation of the far• or o~r business by the qualified 

heir or his i .. edlate faeily; 

(b) within lS years after the decedent's death• the 

qua~ifled heir disposes of any interest In the qualified 

real property. other than by a disposition to a ... ber of 

his l .. edlate faaily; or 

(c) within IS years after the decedent's deathe all or 

part of the qualified agricultural real property 

be devoted to agricultural use or all or 

ceasn to 

part of the 

17 qualified faaily business real property ceases to be used in 

11 the qualifying trade or business. 

19 (2)· The additional tax Is due within 6 eonths or the 

20 d~tc on which the Interest first c~~ses to be qualifie~. 

21 

22 

23 

NEW setTJQM. Section Sa Aaount of additional tax. (1) 

The aeo~nt of the additional tax due is the percentage of 

the adju~ted tax difference that the value of the interest 

24 that is no longer qualified bPars to the value of the 

25 quali~ied real property originally contained in the heir•s 
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Ji:ot.ri!lutive :>hare. The f .. ir mar kat value of the 

dlsquall~led interest and the qualified real property on the 

date of the decedent•s death is used in this calculation. 

(2) The aa~unt of the special lien against the 

qualified real property is reduced by the a~unt of 

additional tax paid. 

New SECIJQN. Section 9. Special lien on qualified 

real propert~. In addition to the lien imposed in 72-16-432• 

a lien for the aaount of the adjusted tax difference as 

reduced by previous payaents is iaposed on an heir•s 

qualified real property until the first of the following 

events occurs: 

(1) 15 years pass after the death of the decedent; 

(2) the entire aaount of the adjusted tax difference 

has been paid; or 

(3) the qualified heir dies. 

-End-
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STATE OF MONTANA 
REQUEST NO. 207-79 

FISCAL NOTE 

Form BD-15 

~~{.} 
In compliance with a written request received .. llai!IIdJY-2--------~-, 1919 __ , there is hereby submitted a Fiscal Note 

for ... Ho.uae..JlilL.5JJL. --------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 revises inheritance laws to allow agricultural or family business real property 
transferred to family members to be valued at productive capacity; providing conditions for 
qualification; providing for an additional tax if qualified real property is disposed of 
or qualified use ceases within certain time limits; amending section 72-16-308, MCA. 

FISCAL IMPACT 

There are no data available on the amount of agricultural land taxed under the current 
inheritance tax law. Also there is no way to anticipate how many individuals would be 
eligible and would actually use the provisions of this proposal. Therefore, the fiscal 
impact is impossible to estimate . 

(Prepared by the Department of Revenue) 
··-· 

Office of Budget and Program Planning 

Date: ----L~I'""~"J_'-->I~'---_,_7~Y---
7/ 


