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2 INTRODUCED BY 

) 

4 

s A BILL FOR AN ACT ENTITLED: •AN ACT TO REVISE AND CLARIFY 

6 THE LAW RELATING TO TAXATION OF BUSINESS INVENTORIES; 

7 AMENDING SECTIONS 15-6-117, 15-6-ZOZt 15-Zit-ItO 1o AND 

~ 15-24-403, MCA; ANO REPEALING SECTION l5-21t-lt02o MCA.• 

'i 

10 SE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

11 Section 1. Section 15-6-117, MCAo Is a•ended to read: 

12 "15-6-117. Class sixteen property description 

l3 taxable percentage. (1) Class sixteen property Includes: 

14 Cal business inventories--es~+ned-fft-~s-~~~; 

1'> and 

16 (b) '"obile .achlneso valued as other heavy 

l7 construction equip.ent is valuedo used in new industries as 

lS defined in class eighteen• 

19 121 Mobile eachlnes used in new industry are subject 

20 to the conditions i~posed in class eighteen for other 

21 prop~rty used in new industries. 

22 t3t---s~fn~s-+nven~or+es•-+fte+~de1-~-+n._nded-•cr 

23 ~e+e-er-+eese-~-~~e-erdfnory-c~~-ef--b~s+ness--end--rew 

24 met~rfe+~--end--work-+n-pr~r~s-w+~~-respect-~e-~~c~geedsw 

25 e~~+nes~-+nventorfe~--she++--n~--+nc+ade--~eeds--+e~ed--er 

LC 1520/01 

1 ren~ed--or--.eb++e-~-he+d-by e dealer er-d+s~~or-es 

2 

3 

It 

5 

6 

7 

8 

9 

10 

11 

12 

13 

lit 

15 

16 

17 

lfl 

19 

zn 

Zl 

2Z 

23 

lit 

2S 

pert-o•-h+s-stock-+n~reee. 

~t--~~e-eerke~--ve+~e--~--bes+ness--+~entor+esv--~r 

preperty--tex-purposes.-+~he-eost-te-the persen-~~bjeet-to 

the-fnwefttory-~ex. 

tstLll Class sixteen property is taxed at lt.Z~ of 

11arket value.• 

Section 2. Section 15-6-202• KCAo is aaended to read: 

•15-6-Z02. Freeport -rchandise exe•ptlon. (1) 

Freeport •erchandise Is exempt free taxation. 

{21 Freeport •erchandise aeans those stocks of 

aerchandise •anufactured or produced outside this state 

which are in transit through this state and consigned to a 

warehouse or other storage facility. public or private. 

within this state for storage in transit prior to shipment 

to a final destination outside the state and ~hlch have 

acquired a taxable situs within the state. 

(3) Stocks of 11erchandise do not lose their status as 

freeport .. rchandise because While in the storage facility 

they are asse•bledo bound, joined. ~r~~ed• disassembled, 

divided• cuto :>roken in bulko relabeled. or repackaged. 

(41 Any per~on or other group seeking to qualify its 

property for inclusion in this class shall •ake application 

to the depnrtment of revenue in such 11anner or for• as roay 

be required by the departMent.• 
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Section 3. Section 15-24-401, KCA• Is a•ended to read: 

•15-2:4-401. Assessaent of business inventories. F&r 

preper~-~-~ee·-~~' Business inventories shall 

be assessed at the ee,~-&r-pr~~ ~ value?-w~+@ftever 

+,-+owery~~ft8-~sen-s~ee~-~e-~~e-+ft¥e~~&ry-~ftK of the 

pbvslcal lnyeptorv go band go January l pf the assessaent 

U4·· 

Section Ito 

•t5-2 ... -lt03o 

Section 15-Zit-403, HCA• is a-ended to read: 

fede•·aJ schedvle. 

Business Inventory reporting -- copy of 

For the purposes of 15-B-301• a person 

required to report his business inventory as of January 1 to 

the depart .. nt of revenue aay satisfy this requireaeot by 

subaitting a copy of the schedule be filed with the internal 

revenue service as of that day if the person reports his 

federal lncoae taxes on a calendar-year basis or a copy of 

the schedule be filed with the internal revenue service as 

of a date within the precedin9 year if the person reports 

his federal inc011e taxes on other than a calendar-year 

basis. In the latter instance, the business Inventory 

indicated on the federal schedule shall be presu.ed to be 

the business Inventory In the possession on January 1 of the 

person repcrting it. Jbjs section dges ngt apply jf thg 

jnygotory fgr federal lncowe tax gyrppses js dgtgrwingd 

usjng a Jast-jn-fjrst-out joyeptor¥ sethgd or any other 

lethod that dpes ngt reflect actual CO$ts gr oresent yalue 
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of I nyentoc¥ on b.Jod·• 

~ SECTIQM. Section 5. Oefinitions. As used in this 

part. the following definitions apply: 

(l) •8usiness inventories• includes goods int?nderl for 

sale or lease in the ordinary course of business, raw 

:n-.ter i -31 s, and work in progress with respect to such qoods. 

The term does not include goods leased or rented or mobil~ 

ho•es held by a dealer or distributor ~s part of his 

stock-in-trade. 

(2) •cost• aeans the actual •onetary amount paid for 

an !tea of inventory. For Inventories in process the cost 

will be deterained by adding to the purchase price 

additional expenses associated with processing the item of 

inventory as of January lo When determining cost, accounting 

.ethods such as last-in-first-out that do not reflect the 

cost of inventory on hand are not allowed. 

(3) ·~arket value• aeans cost or present 

whichever is low~r. 

Section 6. Repealer. 

repealed. 

Section 15-24-402. 

value. 

M(A, is 

Section 1. Codification. Section 5 is intended to be 

codified as an integral part of Title 1~. chapter 24, part 

It, and the provisions contained in Title 15, chapter 24, 

part 4, apply to section s. 

-Ena-

-4-



46th Legislature lC 1520/'ll 

2 

"J 

4 

'j 

" 
7 

9 

10 

ll 

12 

13 

14 

lS 

16 

17 

1'1 

11 

;,'} 

21 

22 

23 

24 

25 

INTRODUCED BY 

f ''! ro·,ed by Corrmittee 
on Tax;;~tion 

A tliLL FOR AN ACT ENTITLED: "AN ACT TO RE~ISE AND CLARIFY 

THE LAW RFLA f!':C. T0. TAXAi!Otl Of BUSINESS f':\"'JTnc Tr~; 

~MENDING SECTIONS 15-6-117, 15-b-20?, 15-24-401. 'NO 

l~-24-403o MCA; AND REPEALING SECTION 15-Z4-4C2, MCA.• 

6E IT E~ACTEO BY THE LEGISLATURF OF THE ST~TE Qf MONTANA: 

Section 1. Section 15-6-117, MCAo is amended to read: 

"15-6-117. Class sixteen property description 

taxable percentage. {1) Class sixteen ~roperty includes: 

(a) business inventories--es-def+ned-+n-~h+~-~~+en; 

and 

(b) :nobile lllldchines. valued ~s other he,.vy 

construction equip•ent is valued, us~d in n~w industries dS 

defined in class eighteen. 

12) ~obile machines used in ne~ industry ~re subject 

to the conditions imposed in class eighteen for oth~r 

proparty used in new industries. 

t~t--•sa~+n~~-+n¥en~~+e~•-+n~+ad~~-~eod~-+ntend~d-f~~ 

~o+e-nr-~eo~e-+n-the-ord+nary-eour~e--of--ba~ine~~--en~--~~w 

m~t~~+e+~--ond--wo~k-+n-p~~~~~~-with-~e~p~et-tn-~u~"-~""~~. 

~a~+nes~-in¥ent~+e~--~~e++--not--ine+u~e--~ee~~--+e~~~~--n~ 

2 

3 

4 

'i 

6 

1 

8 

') 

10 

11 

12 

l3 

l't 

15 

1(, 

11 

lfl 

}Q 

2J 

ll 

2.' 

23 

~4 

2c, 

L( 1520/01 

~en~ed--e~--•eb+~e--ho•e~-~ld-by-a-dee+e~-or-d+~tr+bttto~-e~ 

~e~~-of-"+~-~t~k-+n-t~ad~ 

f'tt- -f"~- .. o~ket--ve~ae--of--ba~+n..,~,--+nY..,ntor+l"•tT--fn~ 

~~~n~rty--te•-ptt~9o~e~v-+s-~he-ee~t-to-t""'-~er~~n-~ttbjeet-te 

t"e-ynw..,nte~y-te•• 

t5t1ll Cl~~s sixteen p~operty is taxed at 4.?~ of 

m.drk..-•t v ..11 u-e.• 

Section z. Section 15-6-202• ~CA• i~ aaended to read: 

•t5-b-Z02. Freeport •erch.~ndi se exeltj)tion. {l) 

creeport aerchandise is exe•pt fro• tax~tion. 

( 2) F rO>eport m .. rchandise eeans those stocks of 

~erchandis~ manufactured or produced outside this state 

whicn •lre in tr.1'n~i t throuyh this state and consigned to a 

w.>rehou!><: or other storage facility. public or priv~t"' 

within this state for storaqe in transit prior to shipment 

to a findl destination outside the state -lnd which h<:V<> 

"cquired a tax.•ble situs within the state• 

(3) Stocks of Merchandise do not los<' thoir st<Jtos as 

freeport merchandise becau~e while in the storage facility 

th.,y ar" asse111bl edo bound, JOined, p~oeessed,.. d i sass >mbl edo 

Jividod, cut, Jroken in bulk, relabeled, or re~ack3qe1. 

(4) ~ny ~erson or other yroup seekiny to qualify its 

property for inclusion in this class shall Make application 

to t=~·-· r1t~p.:.Jrtm~t:nt of r{)Venuc in such .,., Jnner or form .~s mzy 

b" r~QlJired by thl~ d~odrtment.• 

s t~ 3 CJ ;)_ 
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Section 3. Section 15-24-401, MCA, is a~ended to read: 

"15-24-401. Assessa~ent of bu~ i n"ss i nvPnt or i es. f'er 

~reper~y-~ew-p~rpe~esy-~~~~~e~~ Bysjness inventories shall 

be assessed dt the ee~~-er-pr~eft~ ~ valuey-wh+ehe.er 

~~-+ewery-~&-ehe-perS&ft-~u~;ee~-te-~he-~n•e~ery-t~ ~~ 

Qhxsical jnyentorx _gn_ hand on January l of th~~~ 

~·" 

Section 4. Section 15-24-403, MCAo is a.ended to read: 

"15-24-403. Susiness inventory reporting copy of 

federal schedule. For the purpos~s of lS-8-301, a pers~n 

required to report his business in~ntory ~s of January 1 to 

the depart~ent of revenue may satisfy this requirem~nt by 

subaitting a copy of the schedule he filed with the internal 

revenu~ service as of that day if the person reports his 

federal incoae taxes on a calend•r-year o"sis or a copy of 

th2 schedule he filed with th~ internal revPnue service as 

of a date within the precedinq year if the P"r5on rPports 

tlis federal incoae t~xes on othcr than a calenddr-year 

basis. In the latter instance. the business lnv~ntory 

indicated on the federal schedule shall be presu~d to be 

the business inventory in the possession on J.~PUJry 1 '>f th<' 

p0rson reporting it. Ihjs sectjon dogs. not apQly jf th~ 

joygotory fgr feow::ll jncOt&e~x .JUUUl.~U_is._QtlJ!!..lr..i.DiW 

ysjn~ a last-jn-(j~~_lnyeotgrx •ethgd QL any other 

pethgd that does not reflect actyal cpsts gr present value 
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of jnyentorr on band.• 

ttfH StCTION. Section 5. Oefinitions. As used in this 

parto the following definitions apply: 

11) "Business inventories• Includes goods intended for 

sale or lease in the ordinary course of busin@sso raw 

~ateri31s, and work in progress with respect to such goods. 

The t~rm does not include goods leased or rented or mobile 

bo•es held by a dealer or distributor as part of his 

stock-in-trade. 

(Z) •cost• means the actual monetary amount paid for 

an ite• of inventory. For Inventories in process the cost 

will b" deter•ined by adding to the purchase orice 

adoitivnal expenses associated with processing the item of 

inventory as of January 1. When deteraining cost, accounting 

~ethods such as last-in-first-out that do not refl~ct the 

cost of inventory on band are not allowed. 

13) •"arket value• ~eans cost or present 

~hichever is lower. 

Section b. Repealer. 

repealed. 

Section 15-24-402. 

value,. 

M(A, is 

Section 1. Codification. Section~ is intrnded to be 

codified as an integral part of Tit!~ 1~. chapter Z4• part 

"• and th@ orovisions contained in Title 1<;, ch~pter ?4o 

~art 4, apply to section 5. 

-End-
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STATE OF MONTANA 
REQUEST NO. 295-79 

FISCAL NOTE 

Form BD-15 

In compliance with a written request received .. Fel>rc!UlrY .. 9. .. ~- ... , 19 _]_9..- , there is hereby submitted a Fiscal Note 

for .Senate. Bill.392 ___ . ------- . 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 proposed bill revises and clarifies the law relating to taxation of business 
inventories. 

F'ISCAL IMPACT 

The change in this bill is currently being litigated. If the Department of Revenue 
prevails, it will merely clarify an ambiguity in law and there will be no fiscal 
impact. If the Department of Revenue loses the lawsuit then the bill would cause 
an increase in revenues to local government of approximately $600,000 each year. 

(Prepared by the Department of Revenue) 

L .. el QC_. cl A""') r 
BUOG;T DIRECTOR 

Office of Budget and Program Planning 

Date: )... /I > J , r 
r ' 


