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1 BILL NO. ,5224f 1 each person in being who has an intereste whether or not he
2 INTRGDUCED B‘éZ;i T 2 is in possessionsy in any property designated in such
3 3 aqrezaent consenting to the application of [section T] with
4 A BILL FOR AN ACT ENTITLED: ®AN ACT TO REVISE THE LANWS 4 respect to such propertye

5 RELATING TO THE DETERMINATION AND PAYMENT OF THE MONTANA 5 {3) "Department®™ means the department of revenue.

&b INHERITANCE TAX; PROVIGING THAYT CERTAIN FARM AND OTHER REAL & (%) "“Fara™ wmeans truck farmse ranchess nurseriess
7 PRUPERTY MAY BE VALUED ON THE BASIS OF ITS USE AT THE TIME 7 randess greenhousesy orchardses woodlandssy or structures used
8 OF THE DECEDENT®S DEATH; PROVIOING AN ELECTION FOR A 1S5-YEAR 8 primarily for raising agricultural or horticultural
k4 INSTALLMENT PAYMENT METHOD FOR THE TRANSFER OF CERTAIN FARHN q commoditiess The term iIncludes stocke dairy animalsse
10 aR CLOSELY HELD BUSINESS INTERESTS; AMENDING SECTION 10 poultryes fur-bearing animalse and fruita.
11 T2-16~308¢ MCA; PROVIDING AN IMMEDIATE EFFECTIVE DATE.™ i1 {5) “Farmsing purposes™ saans:
12 12 {a) cultivating the soil or raising or harvesting any
13 BE IT ENACTED 3Y THE LEGISLATURE OF THE STATE OF MONTANA: 13 agricultural or horticultural commedity incltuding the
14 NBEW_SECTIONs Section le DCefinitionse. As used in 14 raisings shearinge feedings caring fore trainings and
15 [sections 1 through 12]s the following definitions apply: 15 managing of animals on a farm:

16 {1) ™Adjusted gross value" means: 16 {b) handlings dryings packings gradings or storing on
17 {a) in the case of an estates the gross value of al} 17 a farm any agricultural or horticultural commodity iin its
18 transfers subject to the tax imposed by this parts 1e unmanufactured states but only if the owners tenants or
19 determined without regard to [sections 1 through 12]. 19 operator of the farm regularly produces more than one-half
20 reduced by the amount of unpaid mortgages and indebtedness; 20 of the commodity so treated; or

21 {b) in the case of real or personal propertys the 21 f(c) (i} plantings cultivatinges caring fors or cutting
22 value of the property for the purposes of this part, 22 trees; or

23 determined without regard to [sections 1 through 12]¢ 23 (ii) preparings other than millings trees for wmwarkets
24 reduced by the amount of unpaid mortgages and indebtednesse 24 {6} "Internal Revenue Code™ means the Internal Revenue
25 (2) *“Agreement™ wmeans a written agreement signed by 25 Code of 1954. A reference to a specific section of that code
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is a reference to that section as it wmay be labeled or
amended,

(T} *Involuntary conversion™ mcans a compulsory or
involuntary conversion within the meaning of saction 1033 of
the [nternal Revenue Codee

{8} ™Material participation® is detereined in a manner
similar to the manner wused for the purposes of section
1402{a)(1) of the Internal Revenue Code.

(9) =Member of the family"™ means, with respect to any
individualy only the individual®'s ancestor or lineal
descendants a lineal descendant of a grandparent of the
individualey the spouse of the individualy or the spouse of
any such descendant. For purposes of the preceding sentences
a Yegally adopted child of an individoal is treated as a
chitd of the individual by blood.

{10) *Qualified heir™ meanss with respect to any
propertys a member of the decedent®s family who acquired the
property or to whom the property passed from the decedente.
If a qualified heir disposes of any interest in quatified
real property to any wember of his familys such member shall
thereafter be treated as the qualified heir with respect to

such intereste

(11) "Qualified real property®™ seans real property

Tocated in this state that on the date of the decedent's

death was being used for a qualified uses but only if:
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{3) 502 or more of the adjusted value of the gross
estate consists of the adjusted value of real or personal
property that:

(i} on the date of the decedent®s death was being used
for a qualified use; and

{ii} was acquired from or passed from the decedent to a3
quatified heir of the decedent;

{b) 25T or wmore of the adjusted value of the gross
astate consists of the adjusted value of real property that
seets the requirements of (a){ii) and {c) of this
subsection;

{c)} during the B-year period ending on the date of the
decedent®s death there have been periods aggregating 5 years
or more during which:

(i) the real property was owned by the decedent or a
member of the decedent®s family and used for a gualified
use; and

lii) there was material participation by the deced ¢
or a member of the decedent®s family in the operation of the
farm or other business; and

{d) the real property is designated in the agreement
referred to in [subsection (2) of section 1]e

112) t(a) wqualified replacement property® means:

(i} in the case of an involuntary conversion o

described in section 1033{a)(l) of the Internal! Revenue

-y
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Codes any real property intoi which the real property s
convertad;

{ii}) in the case of an involuntary conversion as
described in section 1033(a)(2} of the Internal Revenue
Codes any real property purchased by the quatified heir
during the period specified in section 1033(a)(2)(B) of the
Internal Revenue Code for the purpose of replacing the
gualified real propertys

(b)) "Qualified real property® only includes property
that is to be used for the qualified use set forth in (a) or
{b) of subsection (13) of this section under which the
qualified real property qualified under [section 2]«

(13} (a) ™Qualified use™ means devotion to any of the
following:

{i) use as a farm for farming purposes; or

{ii) use in a trade or business other than the trade or
business of farminge

(b)) In the case of real property that meets the
requirements of subsection (1ll)(c)s residential buildings
and related improvements on the real property occupied on a
regular basis by the owner or lessee of the real property or
by persons empioyed by the owner or lessee for the purpose
of operating or wmaintaining the real propertys and roadse
buildinase and other structures and improvements

functionally related to the qualified use shall be treated
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35 real property devoted to the qualified use.

HEW SECTIONa Section 2. Valuation of certain farm and
real property -- limitatione {1) If the decedent was at the
time of his death 5 resident of this state and the personal
representative elects to have [sections 1 through 12} apply
and files an agreement with the departwmenty the value of
qualified real property for the purposes of the tax imposed
by this part is its value for ¢the use under which it
qualifies under [subsection {11) of section 1] as gualified
real property.

t2) The agqregate decrease in the value of qualified
real property taken into account for the purposes of the
Mentana inheritance tax that results from the application of
{1) of this section may not exceed $5004000.

NEN SECTIONa Section 3« Election for valuations. An
election for valuation under [sections 1 through 12] must be
made within 18 sonths of the date of the decedent®s death
and =ust be wmade in such wmanner as the department may
prescribes

NEM _SECIIONs Section 4. Valuation of farmse (1)
Except as provided in (2} of this sections the value of a
farm for farming purposes is determined by dividing the
excess of the average annual gross cash rental for
comparable land used for farming purposes and located in the

locality of the farm over the awverage annual state and local

-&- R o FAREAS t’g
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real estate taxes for comparable land by the average annual
effective interest rate for all new federal land bank loanse.
fFor purposes of the preceding sentences each average annual
computation must be made on the basis of the 5 most recent
calendar vyears ending before the date of the decedent's
deaths

{2) The formula in {1) of this section wmsay not bhe
used:

(a) if it is established that there is no comparable
lard from which the average annual gross cash rental may be
determined; or

(b) if the personal representative elects to have the
value of the farm for farming purposes deterwmined under
[section S]e

MEW_SELYION. Section 5. Valuation of closely held
business Iinterestse. If [section &) does not applys the
following factors apply in determining the vatue of any
quatified real property:

{1) The capitalization of income that the property can
be expected to yield for farming or closely held business
purposes over a reasonable period of tise under prudent
management using traditional cropping patterns for the areae
taking into account scil capacityes terrain configurations
and similar factors;

(2) the capitalization of the fair rental value of the
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land for farmland or closely held business purposes;

{3} assessed land values;

(%) comparahlie sales of other farm or closely held
business land in the same geographical area far enough
removed from a wmetropoltitan or resort area so0o that
nonagricultural use is not a significant factor in the sales
price; and

(5) any other factor that fairly values the farm or
closely held business value of the propertye

NEW _SECIIONs Section 6e Time limitationse (LY  EF
qualified real property is disposed of or ceases to be used
for a gqualified uses the statutory period for the assessment
of any additional tax wunder [section 7] attributable to
disposition or cessation may not expire until 3 years after
the date the department is notifieds in a manner to be
prescribed by the departments of the disposition or
cessation.

{2) The additional tax may be assessed before the
expiration of the 3-year period referred to in (1) of this
sectionsy notwithstanding the provisions of any other law or
rule of law that would otherwise prevent such assessment.

NEM _SELTION. Section Te ODisposition or failure to use
for quatified uses (1) fhere is hereby imposed an addition::
inheritance tax if within 15 vyears after the decedent®s

death and before the death of the jualified heir:
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{a) the yualified heir disposes of any interest in
qualified real property other than by a disposition to a
member of his family; or

(b} the gqualified heir ceases to use for the qualified
use the qualified real property which was acquired or passed
from the decedente.

(2) The amount of additional tax imposed by (1) of
this section with respect to any interest is the amount
equal to the lesser of:

(a} the adjusted tax difference attributable to such
interest; or

{b} the excess of the amount realized with respect to
the interest or in any case other than a sale or exchange at
arm®s Yenqgthe the fair market value of the interest over the
value of the interest determined under {section 2Je

{3) For the opurposes of (2) of this sectione the
adjusted tax difference attributable to an interest is the
amount that bears the same ratio to the adjusted tax
difference with respect to the estate as determined under
{4 of this section as the excess of the value of such
interest for purposes of the Montana inheritance taxs
determined without regard to [sections 1 through 12Js over
the value of such interest determined under [section 2}
bears to a similar excess determined for 211 qualified real

propartye
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(4) For the purposes of (3} of this sections "adjusted
tax difference with respect to the estate™ means the excess
of what would have been the tax liability but for [section
2] over the tax liagbilitye For the purposes of this
subsections ™tax liability™ means the tax imposed by Title
72+ chapter lée.

(5) For the purposes of this sections if the qualified
heir disposes of a portion of the interest acquired by or
passing to such heir or a predecessor qualified heiry or
there is a cessation of use of such a portions the value
determined under fsection 2] taken into account under (2){b)
of this section with respect to such portion shall be its
pro rata share of the value of the interest and the adjusted
tax difference attributable to the interest taken into
account with respect to the transaction involving the second
or any succeeding portion shall be reduced by the amount of
the tax imposed by this section with respect to 2all prior
transactions invelving portions of the interests

{6) If the date of the disposition or cessation occurs
morz than 120 wonths and less than 180 months after the date
of the death of the decedents the amount of the tax imposed
by this section shall be reduceds but not below zeros by an
amount determined by multiplying the amount of the tax
determined without reqgard toc this subsections by a fraction

in which the nqnumerator is the number of full months after
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the death in excess of 120 and the denominator is 6C.

{7} Im the case of an interest acquired from or
passing from any decedents if {a) or (b) of subsection (1}
of this section applies to any portion of an interestys (b)
or {a) of subsection (1) of this sections as the case may
bes does not apply with respect to the same portion of the
intereste

(8) The additional tax imposed by this section is due
on the day that is & weonths aftar the date of the
disposition or cessations

{9} The qualified heir is personally liable for the
additional tax with respect to his intereost unless the heir
has furnished DbDond that meets the requirements of [section
10].

NEM_SECYIONs Section 8. Cessation of gqualified use.
For the purposes of [section 7]+ real property ceases to be
used for the qualified use if:

{1} the property ceases to be used for the qualified
use set forth in [section 1] under which the property
qualified under [section 1]; or

{2} during any period of 8 years ending after the date
of the decedent®s death and before the date of the death of
the qualified heirs there had been periods aggregating 3
years or more during which:

ta) in the case of periods during which the property
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was held by the decedenty there was no wmaterial
participation by the decedent or any member of his family in
the operation of the farm or other business; and

{b) in the case of periods during which the property
was held by any qualified beirs there was no material
participation by such qualified heir or any member of his
family in the operation of the farm or other business.

NMEW SECTIONa Section 9. Property acquired from
decedent. Property is considered to have been acquired from
the decedent If the property:

{1} is so considered under section 1014(b) of the
Internal Revenue Code;

{2) is acquired by any person from the estate in
satisfaction of the right of such person to & pecuniary
request; or

{3) is acquired by any person from a trust in
satisfaction of a rights which such person has by reason of
the death of the decedents to receive from the ¢trust a
specific dollar amount that is the equivalent of a pecuniary
requeste

NEW_SECTION, Section 10. Bond in lieu of personal
Tiabilitye (1) If the qualified heir makes written
application to the debart-ent for the determination of the
additional tax that may be imposed by [section T] witn

respect to the qualified heir®s interests the depa-*rent

-12-
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musts as soon s sossible and in any event within 1 vyear
after the makin: of the aspplications notify the heir of the
maximun Amounte

{2} The qualified heirs on furnishin: a bond in such
amount and for such period as may bz requireds i3 discharged
from porsonal liabitity for any additienal tax imposed by
[section T] and is entitled to a receipt or writing showing
such discharges

HEW SECTIGNa Section 1le Application to interests in
partnershipsy corporationse and trustse The department shall
orescribe regulations setting forth the application of
[sactions 1 through 12} in the case of an interest in 2
partnershipe corporations or trust thats with respect to the
decedents is an interest in 3 clesely held business within
th2 weaning of {section 15}.

NEW SECLTIONe Section 12« Involuntery conversion of
qualified real propertye (L} If there is an énveluntary
conversion of an interest in gqualified redl property 2nd the
qualified heir makes an elaction under this sections no tax
is imposad by fsection 7] on the coaversion if the cost of
th. qualified replacement property ecquals or axceeds thye
arount realized on the coaversiona

{2y If {1) of this section does not applye the tax
inpnsed by [section T)e with respect to any inveluntary

conversions is thne amount of tax thate bdut for this
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subsectiony would have been imposed on the conversion
reduced by an amount that bears the same ratio to such tax
as the «cost of the qualified replacement property bears to
the amount realized on the conversiones

(3) (a) For the purposes of [section T}s any qualifinrd
replacement property shall be treated in the same manner as
if it were 3 portion of the interest in qualified real
property that was involuntarily convertedr except that with
respect to such qualified replacement property:

{i) the 15-year period under [section 7] shall be
extended by any periods beyond the 2-year period referred to
in section 1033(a){2}(B)(i) of the Internal Revenue Code,
during which the qualtified heir was allowed to replace the
qualified real propertyi and

{(ii) the phaseout period under [subsection (6} of
section 7] shall be appropriately adjusted to take into
account the extension referred to in (3)(i} of this section.

{b) Any tax imposed by [section 7] on the involuntary
conversion shall be treated as a tax imposed on a partial
dispositions The provisions of [section 8] shall be applied
by not taking into account periods after the involuntary
convarsion and before the acquisition of the qualified
replacement property and by treating material participation
with respect to the converted property as material

participation with respect to the qualified replacement

Are e 5 ¥
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propertye

{4) The rules of the last sentence of section
1033(3)¢2)(B) of the Internal Revenue Code apply for the
purposes of [subsection (12}(a)(ii) of section 1)

(S} An election under this section may be made at such
time and in such manner as prescribed by the departwent.

NEW SECTIONe Section 13, Definitionse AS used in
{sections 13 through 2T7)s the following definitions apply:s

{l) ™Adjusted gross estate” means the clear market
value of the property passing by reason of a decedent’s
death determined under Title T2¢ chapter 16« The sum must be
dotermined on the basis of the facts and circumstances in
existance on the date on which the tax imposed by Title 72,
chapter 1l6e¢ is determineds but in no event later than a date
18 months after the date of the death of the decedent;

{2} %Closely held business asount™ means the value of
the interest in a closely held business that qualifies under
[subsection {1) of section l4].

(3) *“Internal Revenue Code™ means the Internal Revenue
Code of 1954+ A reference to a specific section of that code
is a reference to that section as it may be labeled or
amendede

{4) “Value®™ means value determined for the purposes of

the Montana inheritance taxe

NEW_SECTION., Section 14. Extension of time for
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transfer of closely held business intereste (1) If the value
of an interest in a closely held business that is included
in the gross <ostate for federal estate tax purposes of =
decndent who was ot the time of death a resident of this
state exceeds 65% of the adjusted gross estatee the personal
representative .nay elect to pay a1l or part of the tax
imposed by Title T2+ chapter 16+ part 3s in 2 or more but
Yess than 11 equal installmentss

{2) The aaximum amount of *ax that may be paid in
installiments is an amount that bears the same ratic teo the
tax imposed by Title 72y chapter 16+ part 3s as the closely
held business amount bears to the amount of the adjusted
gross estate.

{3} If an election is made under (1} of this sections
the first instaliment must be paid on or before a date
selected by the personal representative that is not more
than S years after the date prescribed by 72-16~-441 for the
pay»ent of tix without intereste. £ach succeeding instalim. .¢
sust be pald on or before the date that is I year after the
date of the preceding installsent.

{#} The person entitled to pay the tIx in installiments
is the person to whom an interest in a closely held husiness
Pa8ssESe

NEd SECTIONe Section 15« Clos~ly held businesse (1}

fFor the purposes of [section 14]s the tzram "interest in a

-16~
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closely held business™ -eansi

fa) an interest as a proprietor in 8 trade or business
carried on as a proprietorship;

{b) an interest as a partner in a partnership carrying
on a trade or business if:

(i) 20X or more of the total capital interest in the
partnership is included in determining the gross estate of
the decedent for federal estate tax purposes; or

{ii)} the partmnership had 15 or fewer partners;

{c) stock in a corporation carrying on a trade or

(i) 20% or more in value of the voting stock of the
corporation is included in determining the gross estate of
the decedent for federal estate tax purposes; or

{ii} the corporation had 15 or fewer shareholderse.

{(2) DODetermination for qualification under (1)} of this
section must be made as of the time immediately before the
decedent®s deathe

{3) Stock or a partnership interest held by a husband
and wife as joint tenants or tenants in common is treated as
owned by one shareholder or one partnery as the case may be.

{4} Property owned directly or indirectly by or for a
corporations partnerships estaters or trust is considered as
being owned proportionately by or for its shareholderss

partnerse or beneficiarieses For the purposes of this
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subsections a person is a beneficiary of a3 trust only if he
has a present interest in the truste

{5) A¥l stock and all partnership interests held by
the decedent or by any member of his family within the
meaning of section 267T{c)(4) of the Internal Revenue Code is
treated as being owned by the decedent.

NEMW SECTIONe Section 16« Farmshouses and other
structures taken into account. For the purposes of the 652
requirement of [section 1l4)s an interest in a closely held
business that is the business of farming includes an
interest in residential buildings and related improvesments
on the farem which are occupied on a regular basis by the
owner or lessee of the fars or by persons emsployed by the
owner or lessee for purposes of operating or maintaining the
farm.

NEW_SECTIGMe Section 7. Partnership interests and
stock not readily tradable. (1) If the personal
representative ealects the benefits of this sections at such
time and in such manner as the department say prescribes

{a) for the ourposes nf subsaection (1){b)(i} or
(I){c){i) of [section 15])s whichever is appropriatey and for
the purposes of [section 18], any capital investment in a
partnership and any non-readily tradable stocke which after
the application of subsections (2) and (3} of [section 15]

is treated as owned by the decedents shall be treated as

-18- - [V! T ;?
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included in determining the value of the decedent®s gross
astate for federal estate tax purposas;

(b} the personal representative shall be treated as
having selected under [subsection (3) of section 14] the
date prescribed by 72-16-441 for the payment of the tax
without interest; ana

{c) [section 27] does not apply.

{2} For the purposes of this sections "non-readily
tradable stock™ means stock for which at the time of the
dacedent®s death there was no market on the stock exchange
or in an over—the-counter market.

NEM _SECTIONs Section 18 Interests in more than one
closely held businesse {1) Interests in two or more closely
held businessesy with respect to which there is included in
detersining the wvalue of the decedant®s gross estate for
federal estate tax purposes more than 20% of the total value
of each businesse shall be treated as an interest in a
single closely held business.

(2} For the purposes of the 20X requirement of (1) of
this sections an interest in a3 closely held business that
represents the surviving spouse®s interest in property held
by the decedent and the surviving spouse as joint tenants or
tenants in common shall be treated as having been included
in determining the value of the decedent®s gross a2state for

federal estate tax purposeses
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HEW SECT .JNa Section 1%« Electione An election under
[secvion 14] wust he made mot later than 19 months after the
death of the decedent and must be made in such manner as the
department prescribess

NEW SECIIONe Section 20« Proration of additional taxe.
{1) If an election is made under [section 14] to pay any
part »f the tax imposed by Title 72y chapter 164y part 3y in
installments and an additional tax is determineds the
additional taxe subject to the limitation provided by
i subsection {2} of section l4}s shall be prorated to the
installments payable under [section l4].

{z) {a) The part of the additional tax sc prorated to
any installments the date for opayment of which has not
arriveds shall be collected at the same time as and as nart
of the instalimente.

tb) The part of the additional tax so prorated to any
installment already paid shall be paid on notice and da2mana
from the departmenta

{3) This section does not apply if the additional tax
is due to negligences intentional disrcgard of ruless or
freud with intent to evade taxe

HEW SECTION. Section Z2le TInterests (1) If the time
for payment of any amount of tax has been extended under
[sections 13 through 27js interest payable under ([secticn

27} on any unpaid portion of such amount:
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[a} attributable to the first 5 years after the date
prescribed by 72-16—44%1 for the payment of the tax without
interest shall be paid annually;

{b) attributable to any period after the S-year period
referred to in {1){a) of this section shall be paid annually
it the same time as and as part of each installment payment
of the taxe

{2y In the case of an additional tax to which [section
20] applies that is determined after the close of the S-year
period referred to in (l)(a) of this sectiony interest
attributable to such S5—-year period and interest assigned to
any installment the date for which has arrived on or before
the date of the assessment of the additional tax wmust be
paid on notice and demand from the departmente

(3} 1f the personal representative has selected a
period shorter than 5 yearss the shorter period shall he
substituted for 5 years in (1) and (2) of this sectione

NEW SECTION. Section 22« Acceleration of paymente (1)
The extension of time for payment of tax provided in
[section 14]) shall cease to apply and any unpaid portion of
the tax payable must be paid upon notice and demand of the
department if:

{a) one-third or more in value of an interest in a
claosaly held business that qualifies under [section 1l4a] is

distributeds solds exchangeds or otherwise disposed of; or
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{b) agqgregate withdrawals of msoney and other property
from the trade or businesss an interest in which qualifies
under [suoction 14)e made with respect to such interesty
equal or exceed one-third of the value of such trade or
businesse

(2} In the case of a3 distribution in redemption of
stock to which section 303 of the Internal Revenue Code or
so much of section 304 of the Internal Revanue (Code as
relates to section 303 applies:

{a} subsection (1}){a) of this section does not apply
with respect to the stock redeemed ande for the purposes of
subsaction {l)(a}es the interest in the closely held business
shall be considered to be such interest reduced by the value
of the stock redeemed; and

{b} subsection [1){b) of this section does not apply
with respect to withdrawals of wmon2y 2and other property
distributed oands for the purposes of subsection (i1}{b)s the
value of the trade or business shall be considered to be
such value reduced by the amount of money and other property
distributede.

{3) Subsection (1})(a) of this section does not apply
to an exchange of stock pursuant to a plan of reorganization
described in {D}y {E)s or (F) of section 368(2)(1}) of the
Internal Revenue Code or to an exchange to which section 355

of the Internal Revenue {ode or 50 much of section 356 of

-22- e ' o g
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the Internal}! Revenue Code applies to section 355 but any
stock received in such an exchange shall be trested for
purposes of subsection (1){a} as an interest qualifying
under {section l4]e

[4) Subsection (l}({2} of this section does not apply
to a transfer of property of the decedent to a person
entitled by reason of the decedent®s death to receive such
property under the decedent®s willy intestate successions or
a trust created by the decedent.

NEM_SECTION. Section 23« Failure to pay installsente
If ony installment under [sections 13 through 27] is not
paid on or before the date fixed for its paymsenty including
any extension of time for the payment of the installments
the wunpaid portion of the tax payable in installisents must
be paid on notice and demand frowm the department.

NEH SECTION. Section 24« Election in the case of
additional taxe (1} If an additional tax is determined under
Title 72+ chapter 16+ part 3¢ and the estate qualifies under
[section 14] and the personal representative has not made an
election under [section 14]s the persona) representative may
elect to pay the additional tax in installmentse

{2} An election under this section must be made not
tater than 60 days after notice and demand for paymsent of
the additional tax has been given by the department and must

be made in the manner prescribed by the department.
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£3) If an election is made under this sectiony the
additional tax shatls subject to the limitation in
{subsection (2) of section 14]s be prorated to the
installiments that «ould have been due if an election had
been timely wmade under [section 14]. The part of the
additional tax so prorated to any instaliment the date for
payment of which would have arrived shall be paid at the
time of the making of the election under this sectione The
portion of the additional tax prorated to installmentss the
date for payment of which would not have so arriveds shall
be paid at the time such installaents would have been due if
such an election had been made.

NEMW _SECIION, Section 25 Security. If the tiwe for
payment of any amount of tax has been extended under
[section 24])¢ the department wmay require the taxpayer to
furnish s bond in an amount not exceeding double the amount
with respect to which the extension is granted conditioned
upon the payment of the amount extended in accordance wi.h
the terms of the extensione

NEM_SECTIONe Section 26. Extensions of time for
payment of taxe The running of the period of limitations for
collection of ony tax imposed by Title 72+ chapter l6s part
3y is suspended for the pericd of any extension of time for
payment granted under [section 14].

NER SECTIONe Section 27. Interest rates (1) If the

—24—
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time for payment of an amount of tax imposed by Title 72+
chiapter 16+ part 3¢ is extended as provided in [section 14]
interest on the 4% portion of such amount shalle in Yieu of
the annual rate provided by T2-16-%4%ly be paid at the rate
of 4%e For the purposes of this sections the amount of any
additional tax that is prorated to Installments payable
under [scction 243 shall be treated 3s an  asount of tax
payable in installmeats under that section.

{2) For the purposes of this sections *4Y portion”
means the lesser of:

{a) $345.,800% or

{db) the amount of the tax imposed by Title T2+ chapter
16+ part 3¢ which is extended as provided in [section 14]e

(3) If the amount of tax iwmposed by Title T2+ chapter
16y part 3s that is extended exceeds the &I portione any
sayment of a3 portion of such amount shalls for the purpose
of computing interest for periocds after such paymente be
treated as reagucing the 4% portion by an amount that bears
th? scwe ratio to the amount of such payment as the amount
of +the 4% portions determined without reqgard to this
sections bears to the amount of tax that Js extended as
provided in [section 1l4].

NEW SECTIONe Section 2Bs Definitionse. As used in
[sections 28 through 39]s the following definiticns apply:

{t) ™Deferral period®™ means the period for which the
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parment of tax is deferred under [section l4]e

{2) “Deferred amount™ means the agareqgate Smount
deferred wunder [section 14] determined as of the date
prescribed by T2-16-441 for payment without interest of the
tax inposed‘by Title 72+ chapter 16+ part 3.

{3) "™Lien property™ means Iinterests in real and other
proprrty to the extent such interests can be expected to
survive tha deferral period and are designated in the
agreement referred to in [section 32].

(4} ™Reguired interest amount™ means the aggregate
amount of interest that will be payable over the first &
years of the deferral period with respect to the deferrecd
amount determined as of the date prescribed for payment
without interest of the tax imposed by Title 72+ chapter 1lés
part 3.

NEN_SECTIONs Section 29« Lien for tax deferreds In
the case of any eostate with respect to which an election has
been made under [section 14]y if the personal representative
makes an election wunder this section at such time and in
such manner as the department may prescribe and files the
agreement referred to in [section 32] the deferred amounte
plus any interest or additional amount shall be a lien in
favor of the state on the lien propertye

MEHW_SECTINa Section 30. Maximum valuees ) The

maximum value of the property that the department may

-26-
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require as lien property with respect to any estate is a
value that is not greater than the sum of the deferred
amount and the required interest amounts

{2} For the purposes of (1) of this sectiony the value
of any property is detersined as of the date prascrihed by
T2-16-441 for paywent of the tax without interest and is
determined by taking into account any encumbrancese

NEM SECTION. Section 31. Partial substitution of bond
for lienes I[f the value required as lien property exceeds the
value of the interests in property covered by the agreeasent
referred to in [section 32}s the department may accept a
bond in an amount egual to such excess conditioned on the
payment of the amount extended in accordance with the torms
of the extensione

NEW SECTION, Section 32. Agreement. The agreesont is
a written agreement signed by each person in being who has
an interestey whether or not in possessions in any property
designated in the agreement:

{1} consenting to the creation of the lien under
[section 29] with respect to the property; and

{2) designating 2 responsiblc person to be agent for
the beneficiaries of the estate and for persons who Hhave
consented to the creation of the lien in dealings with the
department on matters arising under [section 4] or [section

293
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NEM_SECIION. Section 33. Filing of 1lien. The 1lien
imposed by ([section 291 is not valid against a purchasers
holder of a security interests mechanic®s liens or judgment
lien creditor until notice that meets the requirements of
T1~-3-204 has been filed by the department.

NEW SECTI0ONe Section 34e Period of 1liens The lien
imposed by [section 29) arises at the time notice is filed
under [section 33] and continues wuntil tliability for the
deferred amount is satisfied or becomes unenforceable by
reason of lapse of time.

NEM _SECTIONe Section 35« Prioritiess. (1) A lien filed
under [section 29] is not valid:

{a) as against real property tax and special
assessment liensg

(b} in the case of real property subject to a lien for
repair or impravements as against a mechanic®s lienor; or

{c) as against a8 security interest set forth in
paragraph 3 of section 6323({c) of the Internal Revenue Cod:s
whether the security interest came into effect before or
after the tax lien filinge.

{2) Subsections (1)(b) and (l1){c) of this section do
not apply to any security interest that came into existence
after the date on which the department filed notice that
payment of the deferred amount has been accelerated under

{section 22]»

~28-
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NEW_SECTIONe Section 36s Lien in lieu of other tax
liense If there is a lien on property under [section 29]»
the lien under 72-16-432 does not apply to the property with
respect to the same estate.

NEH_SECTIONs Section 37« Additional lien propertya
(1) If at any time the value of the property covered by the
aareement is Jess than the unpaid portion of the deferred
amount and the required interest amounts the department may
require the addition of property to the agreesent. The
department may not require that the value of the property
covered by the agreement exceed the unpaid portione

t2) 1f property having the required value is not added
to the property covered by the agreement or if other
security equal to the required value is not furnished within
90 days after notice and demand by the dJdepartmwenty the
failure to comply shall be treated as an act accelerating
payment of the installiments under [section 22].

NEW_SECTI(ONs Section 3Be Lien in licu of bonde The
department ®may not reguire the furnishing of any bond for
the payment of tax to which an agreement that wects the
rzaquirements of [section 327 appliese

NEW SECTION. Section 39. Application of definitions
to additional taxe In the case of an additional taxe a
separate deferral periods deferred amounts and required

interest amount shall be determined as of the due date of
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the Ffirst instaliment after the additional tax is prorated
to installments under [section 14].

NEM SECIION. Section 40 Lien for additional tax
attributable to farm and closely held business propertye (1)
In the case of any interest in qualified real property
within the meaning of [subsection (11} of section 1} an
asount equal to the adjusted tax difference attributable to
such interest within the meaning of [subsection (3) of
section 7T] is a lien in favor of the state on the property
in which such interest existse

{2} The lien imposed by this section shall arise at
the time an election Iis filed under ({section 2] and
continues with respect to any interest in the qualified real
property until:

{a) the liability for tax wunder [section T] with
respect to such interest has been satisfied or has become
unenforceable by reason of lapse of time; or

{b) wuntil it is established to the satisfaction of the
department that no further tax 1liability wmay arise under
[section T)] with respect to such intereste.

(3) ([Sections 33, 35, and 36) apply with respect to a
lien imposed by [section 40].

MEW SECTION. Section 4l. Substitution of security for
liene The dJdepartment may provide by rule for the

substitution of security for the lien imposed by {section
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403

NEM SECTION. Section 42. Subordination of liense The
department wmay consent to the subordination of a lien
imposed by [section 29 or 40) upon any part of the property
subject to the lien if the state will be adequately secured
after the subordination.

Section #3. Section T2-16-308s MNCAs is amended to
read:

“712-16-308., Tax to be on clear aarket value --
deductions altowed In determining value _——__waluation of
certaino farm acd business orgperty. (1) The tax so imposed
shall be upon the clear wmarket value of such property
passing by any such transfer to each persons institutions
associatione corporations or body politic at the rates
hereinafter prescribed and only upon the excess of the
exemption hereinafter granted to such persones institutions
associationy corporations or body politics

{2} In determining the clear market value of the
property so passing by amy such transfers the following
deductions and no other shall be allowed:

{a) debts of the decedent owing at the date of death;

{b) expenses of funeral and last illness;

tc} all Hontana states countye municipals and federal
taxess including a3ll penalties and interest thereons owing

by decedent at the date of death;
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{d) the ordinary expenses of administrations
including:

{i) the commissions and fees of executors and
administrators and their attorneys actually allowed 3nd
paid;

{ii) a2ttorneys®' feesy filing feess NCCESSAry 2XpenseSe
and closing costs incident to proceedings to terminate jcint
tenanciesy termination of life estates and transfers in
contemplation of deathe and any and all other procredings
instituted for the determination of inheritance tax; and

(e} federal estate taxes due or paide

Section &#%. Codificatione Sections 1 through 12 of
this act are intended to be codified as an inteural part of
Title T2+ chapter lé6y part 3.

Section 45. Effective datee This act is effective on
passage and approval and applies to estates of decedents who
died after December 31y 197B.

-End~



LJ

&

&

»

*

STATE OF MONTANA

REQUEST NO, 390-79
FISCAL NOTE

Form BD-15

tn compliance with a written request received _Eebruaxy 16 , 19 19 __, there is hereby submitted a Fiscal Note
R .
for _Senate Bill 508 .. 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 the laws relating to the determination and payment of the

-
]

-

Montana Inheritance Tax; providing that certain farm and other real property may be valued
on the basis of its use at the time of the decedent's death; providing an election for a
15-year installment payment method for the transfer of certain farm or closely held
business interests.

FISCAL IMPACT

There are no data available to estimate the fiscal impact of this proposal.

TECHNICAL NOTE

This proposal mimics the Federal statutes pertaining to taxation of agricultural land
for inheritance tax purposes. In conversation with Federal Internal Revenue Service
field offices it was mentioned that they have yet to receive all the rules and regula-
tions to implement this statute.

BUDGET DIRECTOR Jd
Office of Budget and Prbﬁram Planning

Date: _:\.Al‘[_%_Zf‘_—

(Prepared by the Department of Revenue)
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Arproved by Committee
on Taxation
2&xation

SENATE BILL NO. S08

INTRODUCED BY MANLEY

A BILL FOR AN ACT ENTITLED: ®AN ACT TO REYISE THE LANS
RELATING TGO THE DETERMINATION AND PAYMENT OF THE MONTANA
INHERTTANCE TAX; PROVIDING THAT CERTAIN FARM AND OTHER REAL
PRIPERTY HMAY BE VALUED ON THE BASIS OF TTS USE AT THE TIME
OF THE DECEDENT®*S DEATH; PROVIDING AN ELECTION FOR A 1S5-YEAR
INSTALLMENT PAYMENT METHOD FOR THE TRANSFER OF CERTAIN FARM
O0R CLOSELY HELD BUSINESS INTERESTS; AMENDING SECTION

72-16~30Bes MCA; PROVIDING AN IMMEOIATE EFFECTIVE OATE.®

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

NEW _SECTION,. Section le. Definitionss As used in
fsections 1 througn 12]Js the following definitions apply:

(1Y "Adjusted gross value"™ means:

(a) in the case of an estates the gross value of all
transfers subject to the tax imposed by this parts
determined without regard to ([sections 1 through 12]y
reduced by the amount of unpaid mortgages and indebtedness;

{b} in the «case of real or personal propertys the
value of the property for the purposes of this parte
determined without regard to [sections 1 through 123»
reduced by the amount of unpaid mortgages and indebtedness.

{2) *Agreement™ means a8 written agreement signed by
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each person in being who has an interests whether or not he
is in possessiony in any property designated in such
agreement consenting to the application of {section # 2}
with respect to such propertys

(3} “Deparitment® means the department of revenue.

(4) “Farm™ a@means truck farmss ranchess nurseriess
rangess greenhousess orchardses woodlandss or structures used
primarily for raising agricultural or horticultural
commoditiese The term includes stocky dairy animalse
poultrys fur-bearfnq animalss and fruita.

(5) ™“Farming purposes®™ means:

(a) cultivating the soil or raising or harvesting any
agriculturatl or * horticultural commodity including the
raisings shearinge feedings caring fory trainings and
managing of anima¥s on a farm;

(b} handlings Jdryings packinge gradings or storing on
a farm any agricyltural or horticultural commodity im its
unmanufactured states but only if the owners tenants or
operator of the farm regularly produces sore than one-half
of the commodity 50 treated; or

{c) (i) plantings cultivatings caring fores or cutting
trees;: or

{ii} preparings other than aillings trees for markete.

(6} ™Internal! Revenue (ode™ means the Internal! Revenue

Code of 1954« A reference to a specific section of that code

-2- <8 508
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is @ reference to that section as it may be labeled or
amendeds

{7} *"Involuntary conversion®™ means a compulsory or
involuntary conversion within the meaning of section 1033 of
the Internal Revenue (ode.

{8) *Material participation™ is determined in a manner
similar to the manner used for the purposes of section
1402 (a)(1) of the Internal Revenue Code.

{9} "Member of the family"™ meanss with respect to any
individualy only the individual®'s ancestor or 1lineal
descendanty a lineal descendant of a3 grandparent of the
individualey the spouse of the individuals or the spouse of
any such descendants For purposes of the preceding sentencer
a legally adopted child of an individual is treated as a
child of the individual by bloode

{10) "Qualified heir® meansy with respect to any
propertys 3 member of the decedent®s family who acquired the
property or to whom the property passed from the decedent.
If a quatified heir disposes of any interest in qualified
real property to any member of his familys such member shall
thereafter be treated as the qualified heir with respect to
such intereste

{11) *"Qualified rea)l property™ means real property
located in this state that on the date of the decedent®s

death was being used for a qualified uses but only ifF:?
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{a} 50% or wore of the adjusted value of the gross
estate consists of the adjusted value of real or personal
property that:

(i} on the date of the decedent’s death was being used
for a qualified use; and

{ii) was acquired from or passed from the decedent to a
qualified heir of the decedent;

(b} 25% or more of the adjusted value of the gross
estate consists of the adjusted value of real property that
meets the requirements of {a){ii} and (c) of this
subsection; -

{c} during the 8~year period ending on the date of the
decedent®s death there have been periods aggregating 5 years
or more during which:

(i} the real property was owned by the decedent or 2
member of the decedent®s family and used for a qualified
use; and

{ii) there was material participation by the decedent
or a member of the decedent’s family in the operation of the
farm or other business; and

(d) the real property is designated in the agreement
referred to in [subsection (2) of section 1}.

{12) (a) "Qualified replacement property” means:

(i) in the case of an involuntary conversion as

described in section 1033{aj(l}) of the Internal Revenue

4= 5B 503
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Codes any real property into which the real property s
converted;

{ii) in the case of an involuntary conversion as
described in section 1033{aj(2) of the Internal Revenue
Codey any real property purchased by the quatified heir
during the period specified in section 1033(a)(2)(8) of the
Internal Revenue Code for the purpose of replacing the
qualified real propertye

{b} ™Qualified real property”™ only includes property
that is to be used for the gqualified use set forth in (a) or
(b} of subsection (13} of this section under which the
qualified real property qualified under [section 2].

(13) {a) "Qualified use” means devotion to any of the
following:

(i) wuse as a farm for farming purposes; or

{ii) use in a trade or business other than the trade or
business of farminge.

{b} In the case of real property that meets the
requirements of subsection (11)(c)e residential buildings
and related improvements on the real property occupied on a
reyular basis by the owner or lessee of the real property or
by persons employed by the owner or lessee for the purpose
of operating or maintaining the real propertys and roadss
buildingss and other structures and improvements

functionally related to the qualified use shall be treated

-5- S8 508
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as real property devoted to the qualified uses

NEW SECIIONs Section 2. Valuation of certain farm and
real property -- limitatione (1) If the decedent was at the
time of his death a resident of this state and the personal
representative elects to have [sections 1 through 2} apply
and files an agreement with the department: the value of
quatified real property for the purposes of the tax imposed
by this part is its value for the use under which it
qualifies under [subsection (11) of section 1) as qualified
real propertye

(2} The aggregate decrease in the value of quatified
real property taken into account for the purposes of the
Montana inheritance tax that results from the application of
(1) of this section may not exceed $500+000.

NEW _SECTION:. Section 3. E€Election for valuations An
election for valuation under [sections 1 through 12} must be
made within 18 months of the date of the decedent's death
and muyst be made in such manner as the department may
prascribe.

MEW _SECTION, Section 4 Valuation  of farms. £1}
Except as provided in (2) of tﬁis sectionsy the value of a
farm for farming purposes is determined by dividing the
excess of the average annual gross cash rental for
comparable land used for farming purposes and located in the

locality of the farm over the average annual state and local

-6- S8 508
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redl estate taxes for comparable land by the average annual
effective interest rate for all new federal Yand bank Jloanse
For purposes of the preceding sentences each average»annua!
computation must bé made on the basis of the 5 wmost recent
calendar years ending before the date of the decedent’'s
deaths

{2) The formula in (1) of this section wmay not be
used:

(a8) if it is established that there is no comparable
land from which the average annual! gross cash rental may be
determined; or

{b) if the personal representative elects to have the
value of the farm for farming purposes determined under
[section 5])e

MEM_SECIION. Section Se Valuation of closely held
business interests. If ([section 4] does not applys the
foltowing factors apply in determining the value of any
qualified real property:

{1) The capitalization of income that the property can
be expected to vield for farming or closely held business
purposes over a reasonable period of time under prudent
management using traditional cropping patterns for the areas
taking into account soil capacitys terrain configurations
and similar factors;

{2) the capitalization of the fair rental value of the

-7- $8 508
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land for farmland or closely held business purposes;

{3} assessed land values;

(4) comparable sales of other farm or closely held
business land in the same geographical area far enough
removed from a metropolitan or resort area so that
nonagricultural use is not a significant factor in the sales
price; and

{5} any other factor that fairiy values the farm or
closely held businaess value of the property.

HEY_SECTIIONs Section 6. Time limitationse 1y If
qualified real property is disposed of or ceases to be used
for a qualified uses the statutory period for the assessment
of any additional tax wunder [section T} attributable to
disposition or cessation may not expire until 3 years after
the date the department is notifieds in a manner to be
prescribed by the departments of the disposition or
cossations.

¢2) The additional tax may be assessed before the
expiration of the 3-year period referred to in (1) of this
sections notwithstanding the provisions of any other law or
rule of law that would otherwise prevent such assessment.

NEM SECILONs Section Te Disposition or failure to use
for qualified uses. (1) There is hereby imposed an additional
inheritance tax if within 15 vyears after the decedent's

death and before the death of the qualified heir:

-8~ SB 508
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(a) the qualified heir disposes of any interest in
qualified real property other than by a disposition to a
member of his family; or

(b} the qualified heir ceases to use for the qualtified
use the gualified real property which was acquired or passed
from the decedente.

7 {2) The amount of additional tax imposed by (1) of
this section with respect to any interest is the amount
equal to the lesser of:

{a) the adjusted tax difference attributable to such
interest; or

{b} the excess of the amount realized with respect te
the interest or in any case other than a sale or exchange at
arm's lengthy the fair market value of the interest over the
value of the interest determined under {section 2]}.

{3) For the purposes of (2) of ¢this sections the
adjusted tax difference attributable to an interest is the
amount that bears the same ratic to the adjusted tax
difference with respect to the estate as determined under
(4) of this section as the excess of the value of such
interest for purposes of the Montana inheritance taxs
determined without regard to [sections 1 through 12})s over
the value of such interest determined under [section 2}
bears to a similar excess determined for all qualified real

propertys

-9- 5B 508

~

@ ] + w

10
i1
12
13
is
15
16
17
is
19
20
21
22

23

25

S8 0508/02

{4} For the purposes of (3} of this sections "adjusted
tax diffarence with respect to the estate” means the excess
of what would have been the tax liability but for [section
2] over thae tax liabilitye For the purposes of this
subsections ™tax Tiability™ means the tax imposed by Title
T2+ chapter 16.

(S5) For the purposes of this sections if the qualified
heir disposes of a portion of the interest acquired by or
passing to such bheir or a predecessor quatified heirs or
there is a cessation of use of such 3 portions the value
determined under {section 2] taken into account under {2)(b}
of this section . with respect to such portion shall be its
pro rata share of the value of the interest and the adjusted
tax difference attributable to the interest taken into
account with respect to the transaction involving the second
or any succeeding portion shall be reduced by the asount of
the tax imposed by this section with respect to a1l prior
transactions involving portions of the interest.

{6 If the date of the disposition or cessation occurs

more than 120 months and less than 180 months after the date

“of the death of the decedents the amount of the tax imposed

by this section s5hall be reduceds bHut not below zeros by an
amount determined by wmultiplying the amount of the tax
determined without reqard to this subsections by a8 fraction

in which the numerator is the number of ful) months after
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the death in excess of 120 and the denominator is 60.

(7} 1In the case of an interest acquired from or
passing from any decedents if (a) ur (D) of subsection {1)
of this section apﬁlies to any portion of an interesty (b}
or {a) of subsection (1) of this sectione as the case may
bes does not apply with respect to the same portion of the
interests

{8) The additional tax imposed by this section is due
on the day that is & months after the date of the
disposition or cessations

{9) TYhe qualified heir is personally liable for the
additional tax with respect to his interest unless the heir
has furnished bond that meects the requirements of [section
10]).

NEN_SECIIONe: Sectlion B. Cessation of qualified wuse.
For the purposes of [section T]+ real property ceases to be
used for the qualified use if:

(1) the property ceases to be used for the qualified
use set forth Jn fsection 1] wunder which the property
qualified under [section 1]; or

{2) during any period of 8 years ending after the date
of the decedent’s death and before the date of the death of
the qualified heiry there had been periods aggregating 3
years or more during whichs:

(a) in the case of periods during which the property
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was held by the decedent, there was no material
participation by the decedent or any member of his family in
the operation of the farm or other business; and

fb) in the case of periods during which the property
was held by any qualified heires there was no material
participation by such qualified heir or any member of his
family in the operation of the farm or other businesse

NEW_SECII(Ne Section %9« Property acquired from
decedent. Property is considered to have been acquired from
the decedent if the property:

(1) is so considered under section 1014(b) of the
Internal Revenue Code;

{2} is acquired by any person from the estate in
satisfaction of the right of such person to a pecuniary
request; or

{3y is acquired by any person from a3 trust in
satisfaction of a righty which such person has by reason of
the death of the decedents to receive from the trust a
spacific dollar amount that is the equivalent of a pecuniary
requeste

NEW SECIIQNs Section 10« Bond in Yieu of personal
liabilitye (1) If +the qualified heir makes written
application to the department for the determination of the
additional tax that may be imposed by [section 7] with

respect to the gqualified heir's interests the department

-12- SB 508



10

11

12

13

14

15

16

17

18

i3

20

21

22

23

24

25

S8 0508/02

musts as soon as possible and in any event within 1 year
after the making of the applications notify the heir of the
maximum Smountes

{2) The qualified heirs on furnishing a bond in such
amount and for such period as may be requireds is discharged
from personal iiability for a3ny additional tax imposed by
[section 7] and is entitled to a receipt or writing showing
such dischargees

NEW_SECTIONe Section lle Application to interests in
partnershipsy corporationss and trustse The department shall
prescribe regulations setting forth the application of
[{sectiocns 1 through 12} in the case of an interest in 2
partnerships corporations or trust thats with respect to the
decedents is an interest in a closely held business within
the meaning of [section 15].

NEH_SECTION. Section 12. Involuntary conversion of
gualified real propertye. (1) If there is an i#nvoluntary
conversion of an interest in gualified real property and the
gqualified heir makes an election under this sections no tax
is imposed by [section T} on the conversion if the cost of
the gualified replacement property equals or exceeds the
amount realized on the conversione

{2y If (1) of this section does not applys the tax
imposed by [section T]s with respect to any involuntary

conversions is the amount of tax thaty but for this

-13- sa 508

10
131
12
13
14
15
s
17
18
19
20
21
22
23
24

25

SB 0508702

subsections would have been imposed on the conversion
reduced by an amount that bears the same ratic to such tax
as the cost of the qualified replacement property bears to
the amount realized on the conversion.

(3) (a) For the purposes of [section T]e any qualifiaed
replacemant property shall be treated in the same mamner as
if it wmere a portion of the interest in guatified real
property that was involuntarily converteds except that with
respect to such qualified replacement property:

{i} the IS-}ear period wunder {section 7T} shall be
extended by any periods beyond the 2~year period referred to
in section 1033({a){2){B)(i) of the Internal Revenue Codes
during which the'qualified heir was allowed to replace the
qualified real property; and

(ii) the phaseout period wunder [subsection (6} of
section 7} shall be appropriately adjusted to take into
account the extension referred to in {a}li) of this seetion
SUBSECTION.

(b} Any tax imposed by [section T)] on the involuntary
conversion shall be treated as a tax imposed on @ partial
dispositione The provisions of [section 8] shall be applied
by not taking into account periods after the iInvoluntary
conversion and before the acquisition of the qualified
replacement property and by treating material participation

“ith respect to the converted property as material
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participation with respect to the qualified replacement
propertys

{4} The rules of the Jast sentence of section
1033({a){2})(B) of the Internal Revenue Code apply for the
purposes of {subsection (L2)}{a){ii) of section 1].

{5} An election under this section may be made at such
time and in such manner as prescribed by the departmente

HEM_SECLIQNs Section 13. Oefinitionss As usad in
{sections 13 through 27), the following definitions apply:

(1} ™Aadjusted gross estate® means the clear market
value of the property passing by reason of a decedent®s
death determined under Title 72y chapter 16+ The sum must be
detormined on the basis of the facts and circumstances in
existence on the date on which the tax imposed by Title T2
chapter 16+ is determineds bHut in Ao event later than a date
18 months after the date of the death of the decedent.

{(2) "Closely held business amount™ means the value of
tha interest in a closely held business that gualifies under
[subsection (1) of section 147.

(3) *"Internal Revenue {ode"” means the Internal Revenue
Code of 195%&. A reference to a specific section of that code
is a reference to that section as it may be labeled or
amendede.

{4) ™Vvalue™ means value detarmined for the purposes of

the Montana inheritance taxe
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NEW_SECLION. Section l4. Extension of time for
transfer of closely held business intereste (1) If the value
of an interest in a closely held business that is included
in the gross estate for federal estate tax purposes of a
decedent who was at the time of death a resident of this
state exceeds 65% of the adjusted gross estates the personal
representative may elect to pay all or part of the tax
imposed by Title 72» chapter 16y part 3y in 2 or more but
less than 11 equal installments.

{2) The maximum amount of tax that may be paid in
instaliments is an amount that bears the same ratio to the
tax imposed by Title 72+ chapter 16+ part 3s as the closely
neld business amount bears to the amount of the adjusted
gross estate.

(35 If an election is made under (1} of this sectione
the first installment must be paid on or before a date
selected by the personal representative that is not more
than 5 years after the date prescribed by 72~-16-441 for the
payment of tax without interest. JFEs HOWEVERs A CREDIT IS
CLAIMED ON THE FEOERAL ESTATE TAX REFURN FOR _STATE _DEATH
TAXES_ _On YHE ESTATE UNDER THE PROVISIONS QOF SJECTION 2011{A)
QF_YHE INTERNAL REVWENUE CQDEs A5 AMENDED. AN _AMOUNY _QF
INHERITANCE TAX DUE EQUAL TO THE FEDERAL CREDITY MUST 3E _PALD
WIIHIN_ _IHE_ _PERIOD ESTABLISHED IN _SECTION 2011{C} OF THE
INTERNAL _REVENUE CODEs _ AS __AMENDED, Each succeeding
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instaliment must be paid on or before the date that is 1
year after the date of the preceding installmentes

L4y _IF AN ELECTION IS MADE UNDER (1) OF JHIS SECTION.
IHE_TAX _QUE MAY NOY BE FURTHER DEFERRED UNDER THE PROYISIONS
UE_12-16-1%433.

+4%(5) The person entitled to pay the tax in
instaliments is the person to whom an interest in a closely
held business passess

NEW SECTION. Section 15« Closely theld business. (1}
For the purposes of [section 14} the term "interest in a
<losely held business™ means:

{a) an interest as a3 proprietor in a trade or business
carried on as a proprietorship;

(D) an interest as a partner in a partnership carrying
on a4 trade or business if:

ti} Z0% or more of the total capital interest in the
partnership is included in determining the gross estate of
the decedent for federal estate tax purposes; or

{ii}) the partnership had 15 or fewer partners;

{c) stock in a corporation carrying on 3 trade or
business ifs3

(i} 20% or more in value of the voting stock of the
corporation is included in determining the gross estate of
the decedent for federal estate tax purposes; or

(ii}) the corporation had 15 or fewer sharcholders.
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{2z} Determination for quatlification under {1} of this
section must be made as of the time immediately before the
decedent®'s death.

(3) Stock or a partnership interest held by a hushand
and wife as joint tenants or tenants in common is treated as
owned by one shareholder or one partners as the case may be.

{4} Property owned directly or indirectly by or for a
corporations partnerships estates or trust is considered as
being owned proportionately by or for its shareholders,
partnerss or beneficiaries. For the purposes of this
subsections a person is 3 beneficiary of a trust only if he
has a present interest in the truste

(5) A1l stock and al) partnership interests held by
the decedent or by any wmember of his family within the
maaning of section 267({c)(4) of the Internal! Revenue Code is
treated as being owned by the decedent.

NEW_SECIIQNa Section 16. Farmhouses and other
structures taken into accounte. For the purposes of the 65%
requirement of [section 14)+ an interest in a closely held
business that 5 the business of farming includes an
interest in residential buildings and relatad improvements
on the farm which are occupied on a regular basis by the
owner or lessee of the farm or by persons employed by the
owner or lessee for purposes of operating or maintaining the

farme
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MEM _SECIIOM,. Section 1T« Partnership interests and
stock not readily tradable. 1) 1f the personal
representative elects the benefits of this sections at such
time and in such manner as the department may prescribes

{a) for the purposes of subsection (1)}(b)(i)} or
{1){c){i} of [section 15)s whichevar is appropriates and for
the purposes of [section 128}s any capital investment in a
partnership and any non-readily tradable stocks which after
the application of subsections (2) and {3) of [section 15])
is treated as owned by the decedents shall be treated as
included in determining the value of the decedent®s gross
estate for federal estate tax purpgses;

{b) the personal representative shall be treated as
having selected under ([subsection (3) of section 14) the
date prescribed by T2-16-%41 for éhe payment of the tax
without interest: and

{c) [section 27) does not applye

(2) For the purposes of this sectiones ®non-readily
tradable stock™ mseans stock for which at the time of the
decedent's death there was no market on the stock exchange
or in an over-the~counter market.

NEW_SECTION,. Section 18. Interests in more than one
closely held businesse (1) Interests in two or more closely
neld businessess wWith respect to which there is incltuded in

determining the wvalue of the decedent's gross estate for
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federal estate tax purposes more than 20% of the total value
of each husinesss shall be treated as an interest in a
sinjle closely hetd businesse

(2) For the purposes of the 20X requirement of (1) of
this sectione an interest in a closely held business that
represents the surviving spouse®s interest in property held
by the decedent and the surviving spouse as joint tenants or
tenants in common shall be treated as having been included
in determining the value of the decedent's gross estate for
federal estate tax purposes.

NEM_SECIIQN. Section 19« Elections. An election under
{section 14] must be made not later than 18 months after the
death of the decedent and must be made in such manmer as the
department prescribess

NEW _SECTIOM: Section 20« Proration of additional taxe
{1} If an election is made under [section 14] to pay any
part of the tax imposed by Title 12y chapter l6s part 3, in
installments and an additional tax is determineds the
additional taxs subject to the limitation provided by
[subsection (2) of section 14)y shall be prorated to the
instaliments payable under [section 14].

{2) (a}) The part of the additional tax so prorated to
any instaliments the date for payment of which has not
arriveds shall be collected at the same time as and as part

of the installment.
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{b) The part of the additional tax so prorated to any
installment already paid shall be paid on notice and demand
from tne departmente

(3} This section does not apply if the additional tax
is due to negligences intentional disregard of rulese or
fraud with intent to evade taxe.

NEW_SECTIIQNg Section 2l. Interest. (1) If the time
for payment of any amount of tax has been extended under
[sectians 13 through 27]e interest payable under [section
27] on any unpaid portion of such amount:

{a) attributable to the first 5 years after the date
prescribed by 7T2-16-441 for the payment of the tax without
interest shall be paid annually;

(b} attributable to any period after the S-year period
referred to in {(L}{a} of this section shall be paid annually
at the same time as and as part of each installment paymsent
of the tuxe

(2} In the case of an additional tax to which [section
20] applies that is determined after the close of the S-year
period referred to in (1){a) of this sections interest
attributable to such S-year pericd and interest assigned to
any installment the date for which has arvived on or before
the date of the assessment of the additional tax must be
paid on notice and demand from the department.

{3) If the personal representative has selected a
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period shorter than 5 yearsy the shorter period shall be
substituted for $§ years in {1} and (2] of this section.

MEM. SECYLUN. Section 22. Acceleration of payment. (1}
The extension of tiwme for payment of tax provided in
{section 14} shall cease to apply and any unpaid portion of
the tax payaple must be paid upon notice and demand of the
departmsent if:

{a) one-third or more in value of an interest in a
closely held business that qualifies under [section 14] is
distributeds so?d-'exchanged- or otherwise disposed of; or

{b} aggregate withdrawals of money and other property
from the trade or businesse an interest in which qualifies
under ([section 1I%}» made with respect to such interests
equal or exceed one-third of the value of such trade or
businesse

{2) In the case of a distribution in redemption of
stock to which section 303 of the Internal Revenue Code or
so much of section 304 of the Internal Revenue Code as
relates to section 303 applies:

(3} subsection (l1){3a) of thi§ section does not apply
with respect to the stock redeemed andy for the purposes of
subsection {1){a)s the interest in the closely held business
shall be considered to be such interest reduced by the value
of the stock redeemed; and

(b) subsection [l}{b) of this section does not apply

-22- S8 S08
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with vrespect to withdrawals of money and other property
distributed ands for the purposes of subsection {1}f{b)s the
value of the trade or business snall be considered to be
such wvalue reduced'by the amount of money and other property
distributed.

{3) Subsection (l}{a) of this section does not apply
to an exchange of stock pursuant to a plan of reorganization
described in (D) {E)s or (F) of section 368{a){l) of the
Internal Revenue Code or to an exchange to which section 355
of the Internal Revenue Lode or so much of section 356 of
the Internal HfRevenue Lode applies to section 355s but any
stock received in such an exchange shall be treated for
purposes of subsection (l)(a) as an interest qualifying
under [section l4].

{4) Subsection (l1}1(a} of thi; section does not apply
to a transfer of property of the decedent to a person
entitied by reason of the decedent®s death to receive such
property under the decedent®s wills intestate successions or
a trust created by the decedent.

NEW _SECYIONe Section 23« Failure to pay installiment.
If any installment under [sections 13 through 27} is not
paid on or before the date fixed for its payments including
any extension of time for the payment of the installments
the wunpaid portion of the tax payable in installments must

be paid on notice and demand from the department.
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MEW_SECIIDN: Section 24« Election in the case of
additional taxs (1) If an additional tax is determined under
Title T2¢ chapter 16y part 3. and the estate qualifies under
[section 4] and the personal representative has not made an
election under [section 14)s the personal representative may
elect to pay the additional tax in installmentse

{2} An election wunder this section must be made not
tater than 60 days after notice and demand for payment of
the additional tax has been given by the department and must
be made in the manner prescribed by the department.

(3) If an election is made under this sections the
additional tax shalls subject to the Timitation in
[subsection 12} of section 14)+ be prorated to the
installments that would have been due if an election had
been timely made under ({section 1l4]e The part of the
additional tax so prorated to any instaliment the date for
payment of which would have arrived shall be paid at the
tioe of the making of the election under this sectione The
portion of the additional tax prorated to instalimsentss the
date for payment of which would not have so arriveds shall
be paid at the time such installments would have been due if
such an election had been made.

HEW _SECTION. Section 25« Security. If the time for
payment of any amount of tax has been extended under

{section 24)sy the department may require the taxpayer to
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furnish a bond in an amount not exceedinyg double the amount
with respect to which the extension is granted conditioned
upen the payment of the amount extended in accordance with
the terms of the extensions

NEW_SECTIION, Section 26. Extensions of time for
payment of taxe The running of the period of limitations for
collection of any tax imposed by Title T2+ chapter 1&» part
3+ is suspended for the period of any extension of time for
payment granted under {section 14].

NEW_SECTICN. Section 27« Interest rate. {1) If ¢the
time for payment of an amount of tax imposed by Title 72y
chapter 16y part 3, is extended as provided in [section 14]
interast on the 4% portion of such amount shalle in tieu of
the annual rate provided by 72-16-441y be paid 3t the rate
of 4%e For the purposes of this sections the amount of any
additional tax that is prorated to instaliments opayable
under [section 24] shall be treated as an amount of toax
payable in installments under that section.

(2) For the purposes of this sections ™4 portion™
means the lesser of:

{a) $345.800; or

{b) the amount of the tax imposed by Title 72+ chapter
16¢ part 3, which is extended as provided in [section l4).

{3) If the amount of tax imposed by Title 72+ chapter

16y part 3, that is extended exceeds the 4% portions any
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payment of a portion of such amount shalls for the purpose
of computing interest for periods after such payments de
treated as reducing the 4% poertion hy an amount that bears
the same ratio to the amount of such payment as the amount
of the 4X portions determined without regard to this
sections bears to the amount of tax that is extended as
providad in {section 14].

NEW SECTIONs Section 28. Definitionse As used in
[sections 283 through 39]s the following definitions apply:

1) ®peferral period" means the period for which the
payment of tax is deferred under [section 14]«

{2) *™Deferrad amount® wmeans the aggregate amount
deferred under [section 14] determined as of the date
prescribed by T2-16-441 for payment without interest of the
tax imposed by Title 72 chapter 16y part 3.

{3) "Lien proparty™ means interests in real and other
property to the extent such interests can be expected to
survive the deferral period and are designated in the
agreement referred to in [section 32}.

{#) *Required interest amount®™ wmeans the aggregate
amount of interest that will be pa}able over the first &
yrars of the deferral period with respect to the deferred
amount determined as of the date prescribed for paysent
without interest of the tax imposed by Title 72+ chapter 16.

part 3.
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NEM_SECTIQN. Section 29« Lien for tax deferred, In
the case of any estate with respect to which an election has
been wmade under [section 4}y if the personal representative
makes an election Qnder this section at such tise and in
such wmanner as the department may prescribe and files the
agreement referred to in [section 32) the deferred amounts
plus any interest or additiconal amcunt shall be 3 Yien in
faver of the state oa the lien property.

NEW _SECTION. Section 30. Maximum values {1y The
maximum value of the property that the departeent wmay
require as lien property with respgct to any estate is a
value that is not greater than the sum of the deferred
amount and the required interest amounts

{2} For the purposes of {1) of this section. the value
of any property is determined as of the date prescribed by
T2-16~-441 for paysent of the tax without interest and is
determined by taking into account any encusbrances.

NEM_SECIIUNs Section 31, Partial substitution of bond
for liens 1f the value required as tien property exceeds the
value of the interests in property covered by the agreement
referred to in [section 32]s the department may accept a
bond in an amount equal to such excess conditioned on the
paysent of the amount extended in accordance with the terms
of the extensione.

NEW SECIION. Section 32e. Aqreemente The agreement s
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a written agreesent signed by each person in being who has
an interestes whether or not in possessions in any property
designated in the agreement:

{1) consenting to the creation of the lien under
{section 29] with respect to the property; and

{2) designating a responsible person to be agent for
the beneficiaries of the estate and for persons who have
consented to the creation of the lien in dealings with the
department on matters arising under [section 14] or [section
29 Je

NEM SECTIONs Section 33. Filing of 1liene The 1lien
imposed by [section 29] is not valid against a purchasers
holider of a security interesty mechanic®s liens or judgment
lien creditor until notice that meets the requirements of
T1-3-204 has been filed by the department.

NEM_SELTION. Section 34 Period of lien.s The lien
imposed by [section 29} arises at the time notice is filed
under [section 33} and continues until liability for the
deferred amount is satisfied or becomes wunenforceable by
reason of itapse of times

NEM _SECTI(Me Section 35« Prioritiese (1) A lien filed
under [section 29] is not valid:

{a) as against real property tax and special
assessment liens;

(b} in the case of real property subject to a lien for
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paragreph 3 of section 6323(c) of the Internal Revenue Codey
into effect before or
after the tax ltien Filing.
Subsections (1){b) and (l}{(c) of this
apply to any security interest that came into existence
after the date on which the
deferred amount has been accelerated under
[section 221

NEW_SECTION. Section 36« Lien in lieu
is a lien on property under [section 2%9])»
the lien under 72-16-432 does not apply to the property with
respect to the same estate.

MEW SECTION. Section 37.
If at any time the value of the property covered by the
agreement is less than the unpaid portion the deferred
and the required interest amounty the department may
require the addition of
require that the value of the property
covered by the agreement exceed the unpaid portions
if property having the required value is not added
covered by the
is not furnished within

security equal to the required value

and demand by the department.

S8 0508/02

faiture to comply shall be treated as an act accelerating
payment of the installiments under [section 223.

NEd_SELIION. Section 38e Lien in lieu of bonds The
department may not require the furnishing of any bong for
the payment of tax to which an agreement that meets the
requirements of [section 32) appliese.

NEW_SECTION. Section 39. Application of definitions
to additional taxe In the case of an additional taxes a
separate deferral periode defarred amounts and required
interest amount shall be determined as of the due date of
the first instaltliment after the additional tax is prorated
to instaliments under [section 14].

NEW _SECTIIONMe *Section 40e Lien for additional tax
attributable to farm and closely held business propertye (1)
In the case of any interest in gualified real property
within the meaning of {subsection {11} of section 1]+ an
amount egual to the adjusted tax difference attributable to
such interest within the weaning of [subsection (3) of
section T) is a lien in favor of the state on the property
in which such interest existss

{23 The tian imposed by this section shall arise at
the time an election is filed under [section 2] and
continues with respect to any interest in the qualified reatl
property until:

{a}y the liability Ffor tax under [section T] with
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respect to such interest has been satisfied or has become
unenforceable by reason of lapse of time; or

(b} wuntil it is established to the satisfaction of the
department that ho further tax liability may arise under
{section 7] with respect to such interests

{3) [Sections 33+ 35y and 3631 apply with raspect to a
lien imposed by [section 4]

MEM_SECTIONe Section 41. Substitution of security for
liene The department aay provide by rule for the
substitution of security for the lien imposed by [section
40 Jeo

MEW_SECYIQN. Section 42. Subordination of ltiens. The
departaent may consent to the subordination of a lien
imposed by [section 29 aor 40) upon any part of the property
subject to the lien if the state uill be adequately secured
after the subordination.

Section 43. Section 72-16-308, MCAs is amended to
read:

"72-16-308. Tax to be on clear market value -
deductions alliowed in determining value =—-_waluatign of
certain fare and business propertys {l) The tax so imposed
shall be wupon the clear market value of such property
passing by any such transfer to each persone institutions
associations corporationy or body politic at the rates

hereinafter prescribed and only upon the excess of the
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axemption hereinafter granted to such persons institutions
associations corporations or body politice

t¢} In determining the clear market value of the
property so passing by any such transfers the following
deductions and no other shall be allowed:

{a) debts of the decedent owing at the date of death;

{b) expenses of funeral and last illness;

tc) all #Hontana states countys sunicipaly and federal
taxess including all penalties and interest thereons owing
by decedent at the date of death3

{d) the ordinary expenses of administrations
includings:

(i) the commissions and fees of executors and
administrators and their attorneys actually allowed and
paid;

{ii) attorneys® feesy filing feesy necessary expensess
and closing costs incident to proceedings to terminate joint
tenanciess termination of Jife estates and transfers in
contemplation of death: and any and all other proceedings
instituted for the determination of inheritance tax; and

{e) federal estate taxes due or paid.

12} _Iq_ _determipniog. clear market valuee the valuation
of certain farm and other real property may _be _made under
[sections 1 _through 12])e"

Section 44. Codificatione Sections 1 through 12 of

-32~ SR 508
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this act are intended to be codified as an integral part of
Title 72+ chapter L&y part 3.

Section 4%5. Effective date. This act is effective on
passage and approval and applies to estates of decedents who
died after December 31+ 1978,

~End-
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SENATE BILL NO. 508

INTRODUCED BY MANLEY

A BILL FOR AN ACT ENTITLED: *™aAN ACT TO REVISE THE LANWS
RELATING YO THE DETERMINATION AND PAYMENT OF THE MONTANA
INHERTITANCE TAX; PROVIDING THAT CERTAIN FARM ANDG DOTHER REAL
PRIPERTY ™ MAY BE VALUED ON THE BASIS OF ITS USE AT THE TIME
OF THE DECEDENT®S DEATH; PROVIDING AN ELECTION FOR A 15-YEAR
INSTALLMENT PAYMENT METHOD FOR THE TRANSFER OF CERTAIN FARM
oR CLOSELY HELD BUSINESS INTERESTS; AMENDING SECTION

72-16-308y MCA; PROVIDING AN IMMEDIATE EFFECTIVE DATE.™

B8E IT ENACTED BY THE LEGISLATURE OF THE STATE GF MONTANA:

NEW_SECTIONs Section 1. Definitionse As used n
[sections 1 througn 1l2]s the following definitions apply:

{1) ™Adjusted gross value®™ means:

{a} in the case of an estates the gross value of all
transfers subject to the tax imposed by this parte
determined without regard to {[sections 1 through 12]»
reduced by the amount of unpaid mortgages and indehtedness;

{b) in the case of real or personal propertys the
value of the property for the purposes of this part.
determined without regard to [sections 1 throujh 127
redguced by the amount of unpaid mortgayjes and indebtednesse

{2y *"Agreeament” means a written ayreement sijned by
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each person in heing who has an interests whether or not he
is in possessions in any property designated in such
agreement consenting to the apptication of [section F 2]
with respect to such propertys

{3) “Department” means the department of revenue.

{4) "Farm™ wmeans truck farmss ranchess, nurseriese
rangess yreenhousese orchardss woodlandse or structures used
primarily for raising agricultural or horticultura?l
commoditiese The term includes stocks dairy animalss
poultrys fur-bearina animalses and fruit.

(5) ™Farming purposes™ means:

{a) cultivating the soil or raising or harvesting any
agricultural or ' horticultural commodity including the
raisings shearings feedings <caring fors trainings and
managing of animals on a farm;

{b} handlinges dryings packings gradings or storing on
a farm any agricultural or horticultural commodity in its
unmanufactured states bDut only if the owners tenanty or
operator of the farm regularly produces more than one-half
of the commodity so treated; or

tc) (i) plantings cultivatings caring fors or cutting
trees; or

(ii) preparinge other than millings trees for market.

{6y *"Internal Revenue Code” means the Internal Revenue

Lode of 19%4. A reterence to a3 specific section of that code

-2- SR 508
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is a reference to that section as it may be labeled or
amendeds

(?) *®Involumtary conversion®™ means a <compulsory or
involuntary conversion within the meaning of section 1033 of
the Internal Revenue Codes

t8) “Material participation™ is determined in a manner
similar to the manner wuysed for the purposes of section
1402¢a){l}) of the Internal Revenue Codege.

{9) “Mesber of the family” meanss with réspect Yo  any
individuat, only the individual's ancestor of 1ineal
descendanty a lineal descendant of a ygrandparent of the
individualse the spouse of the individuals or the spouse of
any such descendante For purposes of the preceding sentences
a tegally adopted child of an individual is treated as a
child of the individual by blood.

{10) "Qualtified heir®™ meanss with respect to any
praperty, a member of the decedent*s family who acquired the
property or to whom the property passed from the decedents
If a qualified heir disposes of any interest in qualified
real property to any member of his familys such mesber shall
thereafter be treated as the qualified heir with respect to
such intereste

til} *Quatified real property®™ means real property
Tocated in this state that on the date of the decedent's

death was being used for a qualified uses Dut only if:
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ta} SO0 or weare of the adjusted value of the gross
estate consists af the adjusted value of real qr persanal
property thag:

[i] on the date of the decedentits aeath was heing uysed
for a quatified use; and

[ii} was acquired from of passed from the decedent ta a
quatified heir of the decedont;

(bl 25% af mare of the adjusted value of the grass
estate consists of the adjusted value of real property that
meeys the requirements of talfii} aagd (c) of this
subsectioni

t{e) during the 8~year period ending on the date of the
decedent *s death there have been periods aggregating S5 vears
ofr more during whight

{¢} the real property was owned hy the decedent or a
member of the decedent's family and used for a gqualifiad
usei and

{ii) there was material participation by the decedent
of a member of the decedant®s family in the operatian of the
farm or other business; and

{d} the real property is designated in the agreement
referrad to in [subsectiaon (2) of sectioca l].

t12) (a) “Qualified replacement property™ means:

{i} in the case of an involuntary conversion a:

described in section 1033(a)}{l} of the Internal Revenus
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Coces any real property into which the real property s
converted;

{ii} in the «case of an involuntary conversion as
described in section 1033(aj{2) of the Internal Revenue
Codes any real property purchased by the qualified heir
auring the period specified in section 1033(a)(2){B) of the
Internal Revenue Code for the purpose of replacing the
qualified real propertye

{b) ™Qualified real property” only includes property
that is to be used for the qualified use set forth in {a) or
{by of subsection (13) of this section under which the
qualified real property quatified under [section 2]e

(13} {a) "Qualified use™ means devotion to any of the
following:

{i}) use as a farm for farming purposes; or

(ii) use in a trade or business other than the trade or
pusiness of farmings.

i) in the case of real property that weets the
requirements of subsection {l1l)(c)s residential buildings
and related improvements on the real property occupied on a
regyular basis by the owner or lessee of the real property or
by persons employed by the owner or lessee for the purpose
of operating or m®maintaining the real propertys and roadsy
structures and

buildingss and other improvements

functionally related to the gualified use shall be treated
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as real property devoted to the gqualified usee

NEM_SECTION. Section 2. V¥aluation of certain farm and
real property -- lamitation. (1) If the decedent was at the
cime of his death 3 resident of this state and the personal
representative elects to have [ sections 1 through 12] apply
anag files an agreement with the departments the value of
qualified real property for the purposes of the tax imposed
oy this part is its value for the use under which it
qualifies under [subsection (11) of section 1) as qualified
real propertys

{21 The aggregate decrease in the value of qualified
real property taken into account for the purposes of the
Montana inheritance tax that results from the application of
{1} of this section may not exceed $500+000.

NEM_SECTIDNe Section 3. tflection for valuatione An
election for valuation under [sections 1 through 12] must be
made within 18 months of the date of the decedent®s death
and must be made in such manner as the department may
prescribes

NEW_SECTIQN. Section 4. VYaluation of farms. (1)
Except as provided in (2} of th}s sectiony the value of a
farm for farming purposes is determined by dividing the
excess of the average annual gross cash rental for
comparable land used for farming purposes and located in the

locality of the farm over the averane annual state and local

-6- SB S0C8
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real estate taxes for comparadble tand by the average annual
effective interest rate for a3ll new federal 1and dbank loans.
For purposes of the preceding sentencee each average annual
computation must be made on the basis of the 5 most recent
calendar years ending before the date of the decedent's
deathe

{2) The formula in (1) of this section may not be
used:

{a) if it is established that there is no comparable
land from which the average annual gross cash rental may be
determined; or

{b) if the personal representative elects to have the
value of the farm for farming opurposes determined under
{section 5]e

NEM SECTION, Section %. Valuation of closely held
business interestse 1f [section 41 does not applyes the
following factors apply in determining the value of any
qualified real property:

{l) The capitalization of income that the property can
be expected to vield for farming or closely held business
purpeses over & reasonable period of time under prudent
management using traditional cropping patterns for the areas
taking into account so0il capacitys terrain configurations
and similar factors;

{2} the capitalization of the fair rental value of the
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tand for farsland or clesely held business purposes;

{3) assessed land values;

(#) <comparable sales of other farm or closely held
business land in the same geographical area far enough
removed from a metropolitan or resort area s$o that
nonagricultural wuse is not 3 sigrificant factor ia the sales
price; and

{5) any other facter that fairly valuss +the farm or
closely held business value of the property.,

NEM_SECIIQNe Section 6» Time limitations. (1) 1If
qualified real property is disposed of or ceases to be wused
for a qualified uses the statutory period for the assessment
of any additional tax under {section T] attribuiadile to
disposition of Ccessation may not expire until 3 years after
the date +the department is notifieds in 3 manner to be
prescribed by the departsents of the disposition or
cessation.

{2) The agdditional tax may be assessed before the
expivation of the 3-year period referred to in (1) of this
sections notwithstanding the provisions of any other law or
rule of law that would otherwise prevent such assessments

NEW _SECTION, Section T. Dispoesition or failure to use
for qualified uses (1) There is hereby imposed an additional
inrheritance tax if within 15 years after +the decedent’s

death and before the death of the qualified heir:

-8- 58 508
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(a) the qualified heir disposes of any interest in
qualified real property other than by a disposition to 2
member of his Family; or

() the gqualified heir ceases to use for the qualified
use the gualified real property which was acquired or passed
from the decedente

(2) The amount of additional tax imposed by (1) of
this section with respect to any interest is the amount
equal to the lesser of:

{3} the adjusted tax difference attributable to such
interest; or

(o) the excess of the amount realized with respect to
the interest or in any case other than a sale or exchange at
arm's lengthes the fair market value of the interest over the
value of the interest determined under [section 2].

{3} For the purposes of (2) of this sections the
adjusted tax difference attributable to an interest is the
amount that bears the same ratio to the adjusted tax
difference with respect to the estate as determined under
(4} of this section as the excess of the value of such
interest for purposes of the Montana inheritance taxe
determined without regard to [sections 1 through 127+ over
the value of such interest determined under [section 2]
bears to a similar excess determined for all qualtified real

propertye.
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(4} For the purposes of (3) of this sectiones "adjusted
tax difference with respect to the estate™ means the excess
of what would nave been the tax liability but for [section
2] aver the tax liabilityse For the purposes of this
subsectiony "tax liability" means the tax imposed by Title
124 chapter lbe

{5) For the purposes cof this sections if the gqualified
heir disposes of a portion of the interest acquired by or
passing to such heir or g predecessor gqualified heirs or
there is a cessation of use of such a portione the value
determined under fsection 2] taken into account under (2)(b}
of this section with respect to such portion shall be its
pro rata share of the value of the interest and the adjusted
tax difference attributable to the interest taken into
account with respect to the transaction involving the second
or any succeeding portion shall be reduced by the amount of
the tax imposed by this section with respect to all prior
transactions involving portions of the interest.

(6) If the date of the disposition or Cessation occurs
mor® than 120 months and less than 189 months after the date
of the death of the decedent. the amount of the tax imposed
by this section shall be reduced: Dut not below zeros by an
amount determined by wultiplying the amount of the tax
determined without regqgard to this subsectiony by a fraction

in which the numerator is the number of full months after
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the death in excess of 120 and the denominator is 60.

(7} In the case of an interest acquired from or
passing from any decedents if (a3} or {b) of subsection {1}
of this section applties to any portion of an interests (D)
or (a) of subsection (1) of this sections as the case may
bes does not apply with respect to the same portion of the
intereste

{8} The additional tax imposed by this section is due
on the day that s & wmonths aftar the date of the
disposition or cessatione.

{9Y The qualified heir is.persona|¥y liable for the
additional tax with respect to his interest unless the heir
has Ffurnished bond that meets the requirements of [section
10 je

NEW_SECYIONa Section B, Cesgation of qualified use.
For the purposes of {section T]e real property ceases to be
used for the qualified use if:

{1} the property ceases to be used for the qualified
use set forth in [section 1] under which the property
qualified under [section 1}; or

{2} during any period of 8 years ending after the date
of the decedent's death and before the date of the death of
the qualified heirs there had been periods agqreqgating 3
years or more during whichs:

(a3} in the case of periods during which the property
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was held by the decedents there was no material
participation by the decedent or any member of his family in
the operation of the farm or other business; and

(b} in the case of periods during which the property
was held by any qualified heirs there was no material
participation by such qualtified heir or any member of his
family in the operation of the farm or other business.

NEW_SECTIONe Section 9. Property acquired from
decedents Property is considered to have been acquired from
the decedent if the property:

{1) is s0 considered under section 1014(b) of the
Internal Revenue (ode;

{2) is acquired by any person from the estate in
satisfaction of the right of such person to 3 pecuniary
request; or

(3) s acquired by any per£on from a trust in
satisfaction of 3 righty which such person has by reason of
the death of the decedents to receive from the trust a
specific dollar amount that is the equivalent of a pecuniary
requeste

NEW SECTIQMa Section 10. Bond in lieu of personal
ltabilitye (1) If the qualified heir makes written
application to the department for the determination of the

additional tax that may be imposed by {section 7] with

respect to the gqualified heir®s interesty the department
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muste as sooOn as possible and in any event within 1 year
after the making of the applications notify the heir of the
maximum amount.

{2} The qualified heiry on furnishing a bond in such
amount and for such period as may be raquireds is discharged
from personal liability for any additional tax imposed by
[section 7] and is entitled to 3 receipt or writing showing
such discharge.

HEW_SECTIONe Section 1ll. Application to interests in
partnershipss corporationss and trusts. The department shall
prescribe regulations setting forth the application of
[sections 1 through 112} in the case of an interest in a3
partnershipe corporations or trust thats with respect to the
decedenty is an interest in a closely held business within
the meaning of [section 15].

NEM _SECTIONs Section 12+ Involuntary

qualtified real property. (1} [f there is an involuntary

conversion of

conversion of an interest in qualified real property and the
qualified heir makes an election under this sectione no tax
is imposed by [section T} on the conversion if the cost of
the gqualified replacement property equals or exceeds the
amount realized on the conversion.

{2y 1If {1) of this section does not applys the tax
imposed by [section 7TJs» with respect te any involuntary

conversiony is the amount of tax thaty but for this
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subsections would have been imposed on the conversion
reduced by an amount that bears the same ratio to such tax
as the cost of the gqualified replacement property bears to
the gsmount realized on the conversion.

(3 {a} For the purposes of [section T)]s any qualified
replacement property shall be treated in the same manmner as
if it ware a portion of the interest in qualified real
property that was involuntarily converteds except that with
respect to such qualified replacement property:

(i} the ls;year period under [section 7] shall be
extended by any periods beyond the 2-year period referred to
in section 1033{a)(2)(B)(i) of the Internal Revenue Codes
during which thé qualified heir was allowed to replace the
quatified real! property; and

{ii) the phaseocut period under [subsection {56) of
section T] shall be appropriately adjusted to take into
account the extension referred to in (a3)(i) of this seectivon
AUBSECTIIGN.

(b} Any tax imposed by [section 7] on the involuntary
conversion shall! be treated as a gau imposed on a partial
Jisposition. The provisions of [section %} shall be applied
by mot taking intoc account periods after the involuntary
conversion and before the acquisition of the qualified
replacement property and by treating material participation

with respect to the converted property as material

~l4- $8 508
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participation with respect to the qualified replacement
properiv.

(4) The rutes of the 1last sentence of section
1033{a){2)(B) of tﬁe tnternal Revenue Code apply for the
purposes of [subsection {(12)(a)tlii) of section 1].

{S) An election under this section may be made at such
time and in such manner as prescribed by the departmente.

MEM_SECIION, Section 13s ODefinitionsa. Asg used in
[sections 13 through 27]s the following definitions apply:

(1} ®Adjusted gross estate™ means the clear market
value of the property passing by reason of a decedent's
death determinaed under Title T2s chapter 16« The sum must be
determined on the basis of the facts and circumstances in
existence on the date on which the tax imposed by Title T2
chapter 16y is determineds but in no event Tater than a date
18 months after the date of the death of the decedent.

{2) "Closely neld business amount™ means the value of
the interest in a closely held business that qualifies under
[subsection (1) of section l&).

{3) "~Interna) Revenue Code™ means the Internal Revenue
Code of 1954. A reference to a specific section of thyt code
is a3 reference to that section as it may be labeled or
amended.

(%) "Value™ means value determined for the purposes of

the Montana inheritance taxes
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NEd_SECIIONg Section 14, Extension of time for
transfer of closely held business interest. (1) 1f the value
of an interest in a closely held business that is included
in the gross estate for federal estate tax pyrpases of a
decedent who was at the time of death & resident of this
state exceeds 63X of the adjusted gross estatee the personal
representative wmay elect to pay all or part of the tax
imposed by Title 72+ chapter 16 part 3» in 2 or wmore but
less than 11 equal instaliments.

(2} The wmaximum amount of tax that may be paid in
installments is an amount that bears the same ratic to the
tax imposed by Title T2+ chapter 1lbs part 3y as the closely
held business amount bears to the amount of the adjusted
gross estatee.

(3) If an election Is made under (1) of this sectione
the first installment must be paid on or before a date
selected by the personal representative that is not more
than 5 years after the date prescribed by 72-16-4&1 for the
paymant of tax without interest. lFEs WOMEYERs A LBEOIT 1S
CLAIMED ON YHE FEDERAL ESTATE TAX RETUBN FOBR _STATE _DEATH
IAxES _On IHE ESTATE UNDER THE PROVISIOQNS OF SECTION 201i(A)
QF _THE INJERMAL REYENUE COOEs _AS _AMENDED: AN _ANOUNT OF
INHEATJANCE TAX DUE EQUAL TO THE FEDERAL CREQIT MUST BE PAIU
MIIHIN TpE_ PERIQD ESTABLISHED _IN SECTION 2013(C) OF TH!
INIEBRNAL REVEUUE LODEs_ A5 _ AMENDED.  Each

succeeding
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instaliment must be paid on or before the date that is 1}
year after the date of the preceding installaents

La) _I1E AN _ELECTION IS MADE UNDER (1) OF THIS SECTION.
IHE_TAX DUE MAY NOY BE FURIHER DEFERRED UNOER THE PROVISIONS
QF_I2-16-1438.

t4¥(5) The person entitled to pay the tax in
installments is the person to whom an interest in a closely
neld business passesSes

NEW _SECTIONs Section 1Se Closely held businesss. (1)
For the purposes of [section l4])y the term ™interest in a
closely held business™ means:

{a) an interest as a proprietor in a trade or business
carried on as a proprietorship;

{0} an interest as a partner in a partnership carrying
on a trade or business if:

(i} 20% or more of the total capital interest in the
partnership is included in determining the gross estate of
the decedent for federal estate tax purposes; or

(1i} ﬁhe partnership had 15 or fewer partners;

[c) stock in a corporation <carrying on a trade or
business if:z

(¥} 20% or more in value of the voting stock of the
corporation is included in determining the gross estate of
the decedent for federal estate tax purposes; oOr

(ii) the corporation had 15 or fewer shareholders.
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(¢} DLetermination for qualification under {1l) of this
section must be made as of the time immediately before the
decedent*s death.

(3} Stock or a partnership interest held by a husband
and wife as joing tenants or tenants in common is treated as
owned by one shareholder or one partners o5 the case may bes

(#) Property owned directly or indirectly by or for a
corporations partnerships estates or trust is considered as
beiny owned proportionately by or for its shareholders,
partnarss of beneficiaries. For the purposes of this
subsections a person is 3 beneficiary of a trust only if he
has o present interest in the truste

{5) All stock and all partnership interests held by
the decedent oOr by any member of his family within the
meaning of section 267 (c)(4) of the Internal Revenue Code is
treated as being owned by the decedent.

NEW _SECIIQN, Section 16« Farmhouses and other
structures takem into accounte For the purposes of the 65%
requirement of [section 1l4]e an interest in a closely held
business that is the business of farming includes an
interost in residential buildings and relataed improvements
on  the farm which are occupied on a regular basis by the
owner or lessee of the farm or by persons employed by the
owner or lessee for purposes of operating or maintaining the

farme

-18- SB 508



-

-] -]

10
11
12
13
14
15
6
17
18
19
20
21
22
23
24

25

58 02508/02

MEN SECIIONS. Section 17T. Partnership interests and
stock not readily tragable. (48] If the personal
representative elects the benefits of this sections 3t such
time and in such manner as the department may prescribe:

{a) for the purposes of subsection (l1){b){i) or
(1)3{c){i} of {section 1S]s whichever is appropriates and for
the purposes of [section 18}s any capital investment in a
partnership and any non-readily tradable stocks which after
the application of subsections {2) and {(3) of [section 15]
is treated as owned by the decedents shall be treated as
included in determining the valye of the decedent’s gross
estate for federal estate tax purposes;

{b} the personal representative shall be treated as
having selected wunder [subsection (3) of section 14] the
date prescribed by T2-16-441 for the payment of the tax
wi thout interest; and

{c} {[section 27} does not apply.

{2) For the purposes of this sectiony "non-readily
tradable stock™ means stock for which at the time of the
decedent®s death there was no market on the stock exchange
or in an over-the-counter marketes

NEW _SECIION,. Section 18. Interests in more than one
clesely held tusiness. {1} Interests in two or more closely
held businessesy with respect to which there is included in

determining the value of the decedent®s gross estate for
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federal estate tax purposes more than 20X of the total wvalue
of each businesss shall be treated as an interest iin a
single closely held business.

{2} For the purposes of the 20X requiremsent of {1} of
this sections an interest in a closely held business that
represents the surviving spouse's interest in property held
by the decedent and the surviving spouse as joint tenants or
teaants in common shall be treated as having been included
in determining the value of the decedent®s gross estate for
federal estate tax purposes.

NEM. _SECTION, Section 19. Election. An eltection under
{section 14] must be wade not later than 18 months after the
death of the decedent and must be made in such manner as the
department prescribese

NEY_SECIION. Section 20. Proration of additiona! taxe
(1) 1If an election is msade under [section 14¢] to pay any
part of the tax imposed dy Title T2+ chapter 16s part 3» in
installments and an additional tax is determinede the
additional taxe subject to the limitation provided by
[subsection (2} of section 14)]y shall be prorated to the
instaliments payable under ([section l&]}.

(2) {a} ¥he part of the additional tax so prorated to
any installiments the date for paymsent of which has not
arriveds shall be collected at the same time as and as [arc

of the installiment,.
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(b} The part of the additional tax so proratea to any
installment already paid shall be paid on notice and demand
from the department.

{3} This section does not apply if the additional tax
is due to negligences intentional disregard of ruless or
fraud with intent to evade taxs

NEW_SECIIQNe Section 21. Interests (1} I1f the time
for payment of any amount of tax has been extended under
[sections 13 through 2T7]s interast payable under [section
27) on any unpaid portion of such amount:

{a) attributable to the first 5 years after the date
prescribed by T2-16-441 for the payment of the tax without
interest shall be paid annually;

(b) attributable to any period after the 5-year period
referred to in {1){a) of this section shall be paid annually
at the same time as and as part of each installment paysent
of the taxe.

{2} In the case of an additional tax to which [section
20} applies that is determined after the close of the S-year
period referred to in (1){a) of this sections interest
attributable to such S-year period and interest assigned to
any installment the date for which has arrived on or before
the date of the assessment of the additiona! tax wmust be
paid on notice and demand from the department.

{3) If the personal represeatative has selected a

-21- SR 50
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period shorter than S5 yearss the shorter period shall be
substituted for 5 years in (1) and {2) of this sectione

NEW SECIIJNe Section 22. Acceleration of paymente. {1)
The extension of time for payment of tax provided in
[section 14] shall cease to apply and any unpaid portion of
the tax payable must be paid upon notice and demand of the
departaent if:

{3) one-third or more in value of an interest in a
closely held business that gqualifies under [section 14] is
distriputeds sold-‘exchanged- or otherwise disposed of; or

{b) aggreqate withdrawals of money and other property
from the trade or businesss an interest in which qualifies
under [section 14}y made with respect to such interest.
equal or exceed one-third of the value of such trade or
business.

{2) In the case of a distribution in redemption of
stock to which section 303 of the Internal Revenue Code or
so0 much of section 304 of the Internal Revenue Code as
reliates to section 303 applies:

{a) subsection {1l){a) of this section does not apply
with respect to the stock redeemed andy for the purposes of
subsection (l){a)+ the interest in the cleosely held business
shall be considered to be such interest reduced by the value
of the stock redeemed; and

(b) subsection {l}{b) of this section does not apply
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with respace te withdrawals of moaey and other property
distributed ands for the purposes of subsection (1}(b)}s the
valuve of the trade orf business shall be considered to be
such valuye rmceﬁ- by the amount of money and other property
distributed.

£33} Subsection (11(a)} of this section does not apply
to an exchamge of stock pursuant to a plan of reorganization
described in {(D)y (E}s orf (F) of section 368(al}{l) of the
Internal Revenue Code or tao an excnange to which section 355
of the Internal Revenue (ode or so much of section 356 of
the Internal HRevenus L{(ode applies to section 35%s hut any
stock received in such an exchange shall bDe treated for
purposes of subsection (1li{a) as an interest qualifying
under [section 143

(%) Subsection {Lk}ta) of this section does not apply
to a transfer of oproperty of the decedent to a person
entitled by reason of the decedent's death to receive such
property under the decedent®s willy intestate successions or
a trust created by the decedent.

NENW SECTIQN. Section 23. Failure to pay instaliment.
If any installment under [sections 13 through 27] is not
paid on or before the date fined for its payments including
any extension of time for the payment of the instaliment.
the wunpaid portion of the tax payable in instaliments must

be paid on notice and demand from the departmente.
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NEM_SECEIUN. Section 24. Election in the case of
adgitional tax. {1} 1f an additional tax is detersined under
Fitle T2+ chapter 16e¢ part 3¢ and the estate qualifies under
[section 14] and the personal representative has not made an
election under [section Lké]s the personal representative may
elect to pey the additional tax in installments.

§2) An election wunder this section must be made not
tater than 40 days after motice and demand for payeent of
the additional tax has been given by the department and sust
be made in the manner prescribed by the department.

(3} if am election is =sade under this sections the
additional tax shalle, subject to the liwmitation in
[subsection £2) of section 14]« be prorated to the
installments that would have been due If an election had
been timely made under [section 14} The part of the
additional tax so prorated to any instaliment the date for
payment of which would have arrived shall be paid at the
tiae of the making of the election under this section. The
portion of the additiona) tax prorated to instalimentss the
date for payment of which would not have so arrived, shall
be paid at the time such installments would have been due if
such an election had been made.

NEW SECIION, Section 25. Securitye If the time for
payment of any amount of tax has been extended undes

[section 24)s the department may require the taxpayer tc
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furnish a bond in an amount not exceeding double the amount
with respect to which the extension is granted conditioned
upon the payment of the amount extended in accordance with
the terms of the extensione

NMEW_SECTIQN,. Section 26s Extensions of time for
payment of tax. The running of the period of limitations for
collection of any tax imposed by Title T2+ chapter 16+ part
3y is suspended for the period of any extension of time for
payment granted under [section l4]e

NEW_SECIIONs Section 27« Interest rate. {1) If <the
time for payment of an amount of tax imposed by Title T2,
chapter 16y part 3. is extended as provided in {section 14]
interest on the 4% poriion of such amount shalls in lieu of
the annual! rate provided by T2-16-441l, be paid at the rate
of 4%e For the purposes of this sectiones the amount of any
additional tax that is prorated to installments payable
under {section 24] shall be treated as an amount of tax
payable in installements under that section.

(2) For the purposes of this sections %4 portion®
means the lesser of:

{a) $345.800; or

{b) the amount of the tax imposed by Title T2« chapter
164y part 3¢ which is extended as provided in [section 1%].

{(3) If the amount of tax imposed by Title 72+ chapter

16 part 35 that is extended exceeds the 4X portions any
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payment of a portion of such amount shalls for the purpose
of computing interest for periods after such payments be
treated as reducing the 4% portion hy an amount that bears
the same ratio to the amount of such payment as the amount
of the 43I portions determined without regard to this
sections bears to the amount of tax that is extended as
provided in [section l4]).

MEW_SECIION: Section 28. Definitionse As used in
[sections 23 through 39}y the following definitions apply:

(1) ™*Deferral! period™ means the period for which the
payment of tax is deferred under [section 14].

(2} ™Deferred amount™ means the aggregate amount
deferred under [section 14] determined as of the date
prescribed by T72-16-441 for payment without interest of the
tax imposed by Title'TZ. chapter 16y part 3.

(3) ™Lien property™ means interests in real and other
property to the extent suchrinterests can be expected to
survive the deferral period and are designated in the
aqreerent referred to in [section 32].

{4) ™Required interest amount™ means the agaregate
amount of interest that will be pa}able over the first 4
years of the deferral period with respect to the deferred
amount determined as of the date prescribed for payment
without interest of the tax imposed by Title 72y chapter 16+«

part 3.
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NEN_SECIION, Section 29, Lien for tax deferred, in
the case of any estate with respect to which an election has
been made under {section 14]e if the personal reapresentative
makes an election under this section at such tise and in
such mannar as the department may prescribe and files the
agreement referred to in [section 32) the deferred amounts
plus any interest or 3dditional amount shall be 3 %ien in
favor of the state on the lien property.

NEM _SECIION, Section 30, Maxisum value, {1} The
maximum value of the property that the department may
require as lien property with respect to any estate is a
valua ¢hat is not greater than the sum of the deferred
amouynt and the required interest amsount.

{2) For the purposes of (1) of this sections the valye
of any property is dstermined as of the date prescribed by
T2-16~-4%41 for payment of the tax without interest and is
determined by taking into account any encusbrances.

NEW_SECIIONe. Section 31. Partial substitution of bond
for lien. 1f the value required as lien property exceeds the
value of the interests in property covered by the agreement
referred to in {[section 32]s the department may accept a
bond in an amount equal to such excess conditioned on the
payment of the amount extended in 3ccordance with the terms
of the extension.

NEM_SECIIUN. Section 32, Agreement. The agreement is

-27- S8 s08
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3 written agreesent signed by each person in deing who has
an interests whether or Aot in possessions in any proparty
designated in the agressent:

{1} consenting to the creation of the lien under
{section 29) with respect to the property; and

{2) designating a responsible person to be agent for
the beneficCiaries of the estate and for persons who have
consented to the creation of the lien in dealings with the
departsent on matters arising under [section 14) or [section
29 )

HEM_SECIION, Section 33. Filing of 1lien. The lien
imposed by {section 29] is not valid against a purchasers
holdar of a security interesty mechanic®s liene or judgment
lien creditor until notice that maets the requirements of
71-3~204 has been filed by the departsent.

NEW _SECTIQN. Section 34e Period of liens The 1lien
imposed by [section 29) arises at the time notice is filed
under [ssction 33] and continues until liability for the
deferred amount is satisfied or becomes unenforceable by
reason of iapse of tiees

MEM_SECIIONe Section 3% Priorities. (1) A Yien filed
under [section 291 is not wvalig:

{a) as against real property tax and special
assessment liens;

tb} in the case of real property subject to a lien for
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repair or improvements as against a mechanic's tienor; or

{c) as against a security interest set forth in
paragraph 3 of section 6323{c) of the Internal Revenue Codes
whather the security interest came into effect before or
after the tax ltien filinge

{2) Subsections {(l)(b} and (l)(c} of this section do
not apply to any security interest that came into existence
after the date on which the department filed notice that
payment of the deferred amount has been accelerated under
[section 227

BEW_SECTIONs Section 36« Lien in lieu of other tax
lienss If there is a lien on property under [section 29].
the lien under 72-16-432 does not apply to the property with
respect to the same estate.

MEW_SECTION, Section 37. Additional 1lien propertye.
{1) If at any time the value of the property covered by the
agreement is less than the unpaid portion of the deferred
amount and the required interest amounts the department may
require the addition of property to the agreement. The
department wmay not require that the vatue of the property
covered by the agreement exceed the unpaid portions

{2) If property having the required value is not added
to the property covered by the agreement or iif other
security egual to the required value is not furnished within

90 days after notice and demand by the departments the
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failure to comply shall be treated as an act accelerating
payment of the installments under [section 22]).

MEA_SECTIQNs Section 38. Lien in lieu of bonde The
department may not require the furnishing of any bond for
the payment of tax to which an agreement that meets the
requiremunts of [section 32] appliese

NEN_SECIIONs Section 39. Application of definitions
to additional taxe In the <case of an additional taxs a
separate deferral periods deferred amounts and required
interest amount shall be determined as of the due date of
the first installment after the additional tax is oprorated
to instalil!ments under [section tal.

MEW _SECTIQMs 'Section 40 Lien for additional tax
attributable to farm and closely held business propertys. (1)
In the case of any Interest in qualified real property
within the wmeaning of [subsection {11} of section 1]¢ an
amount equal to the adjusted tax difference attributable to
such interest within the meaning of [subsection {3) of
section 7) is a lien in favor of the state on the property
in which such interest existse

{2}y The 1lien imposed by this section shall arise at
the time an election is fited under [section 2] and
continues with respect to any interest in the qualified real
property until:

[a) the Dliability for tax wunder f{section 7] with
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respect to such interest has been satisfied or has become
unenforceable by reason of lapse of time] or

() wuntil it is established to the satisfaction of the
department that ne further tax liability may arise under
{section 7] with respect to such iatereste.

t3) [Sections 33, 35y and 38) apply with respect te a
lien imposed by [section 40].

NEW_ SECTIONe Section 4le Substitution of security for
liena The department a3y provide by rule for the
substitution of security for the lien imposed by [section
40}

MENM_SECIIQNa Section 42. Subordination of liens. The
department may consent ta the subordination of a lien
imposed by f[section 29 or 40} upon any part of the property
subject to the tien if the state will be adequately secured
after the subordination.

Section 43. Section T2-16-3108, MCA: is amended to
read:

"32-16-308. Tax to be on clear market value -
deductions allowed in determining value =x_yaluatian of
cectain f3re 90d husingss QEQReLLYe (1) The tax so  imposed
shall be wupon the clear aarket value of such property
passing by any such transfer to each persons  institution,
associations corporations or body politic at the rates

hereinafter prescribed and only upon the excess of the
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exemption bhereinafter granted to such persons institution,
assoctatiaons corporations or body politice

t2) In determining the clear market value of the
property so passing by any such transfers the fallowing
deductions and no other shall be allowed:

{al] debts of the decedent owing at the date of death;

(b} expenses of funeral and last iliness;

fc) all Nontana state, county. municipaly and federal
taxess including all penalties and interest thereons owing
by decedent at the date of death;

tar the erdinary expanses of administrations
imcluding?

ti} the commissions and fees of executors and
administrators and theiy attorneys actually altowed and
paid;

tii) attorneys® fees, filing feess necessary expensess
and closing costs incident to proceedings to terminate jeint
tenanciess termination of life estates and transfers in
contemplation of deathe and any and all other proceedings
instituted for the determination of inheritance tax; and

(e} federal estate taxes due or paid.

£3x__lo _determining clisar sarkel yalues the valuyation
of certain farm and other cwal property pay _be made undier
[secxiges i pheiaugh _JZla"

Section 44e Codificatione Sections 1 through 12 of

-32- s” 508
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this act are intended to be codified as an inteqral part of
Title 72y chapter 16+ part 3.

Section 45. Effective date. This act is effective on
passage and approval and 3pplies to estates of decedents who
died after December 31, 1978.

-End-
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SENATE BILL NO. 508

INTRODUCED 3Y MANLEY

A BILL FOR AN ACT ENTITLED: ™AN ALT TO REVISE THE LANWS
RELATING TO THE DETERMINATION AND PAYMENT OF THE MONTANA
INHERITANCE TAX; PROVIDING THAT CERTAIN FARM AND OTHER REAL
PROPERTY MAY BE VALUED ON THE BASIS OF ITS USE AT THE TIME
OF THE DECEDENT'S OEATH; PROVIDING AN ELECTION FOR A 15-YEAR
INSTALLMENT PAYMENT METHOD FOR THE TRANSFER OF CERTAIN FARM
OR CLOSELY HELD BUSINESS INTERESTS; AMENDING SECTION

72-16-308y MCA; PROVIDING AN IMMEDIATE EFFECTIVE DATE."™

BE IT ENACTED BY THE LEGISLATURE OF THE STAYE DF NONTANA:

NEM SELTIOQN. Section 1. Definitionse As used in
[sections 1 through 12)s the following definitions apply:

(1) "Adjusted greose value"™ means:

{a) in the case of en A _GROSS estates the gross value
of all transfers subject to the tax imposed by this part,
determined without regard to {sections 1 through 12]e
reduced by the amount of unpaid mortgages and indebtedness;

(b} in the case of real or personal propertys the
value of the property for the purposes of this part,
determined without regard to ([sections 1 through 12}e
reduced by the amount of unpaid mortgages and Indebtedness.

{2} ™Agreement™ wmeans a written agr2ement signed by
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each person in being who has an interesty whether or not he
Is in possessions in any property designated in such
agreement consenting to the applicstion of [section ¥ 2 1]
with respect to such propertyes

{3} “"Department®™ means the department of revenue.

{4) "Farm™ means ¢truck farasy ranchesy nurserliesy
rangess greenhousess orchardss wocdlandss or structures used
primarily for raising agricultural or horticultural
commoditiese The term iIncludes stocks dairy animalss
poultrys fur—baaring animalss and fruite

{5) "Farming purposes® mseans:

{a)} cultivating the soil or raising or harvesting any
agricultural or ' horticultural commodity Iincluding the
raisings shearinges feedingy caring fory <trainings and
managing of animals on a farm;

{b) handlings dryings packings gradings or storing on
a farm any agricultural or horticultural commodity in its
unmanufactured states but only If the owners tenante or
operator of the farm regularly produces more than one-half
of the commodity so treated; or

{c) (i)} plantings cultivatingy caring fors or cutting
trees; or

{il} preparinge other than millingy trees for wmarket.

{6) ®Internal Revenue Code® means the Internal Revenue

Code of 1954. A reference to a specific section of that code

-2- S8 508
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is a reference to that section as it may be labeled or
amendeds

{1) *Involuntary conversion™ wmeans a compulsory or
involuntary conversion within the meaning of section 1033 of
the Internal Revenue Code.

{8) *Material participation” is determined In a manner
similar to the wmanner used for the purposes of section
1402(a)(1) of the Internal Revenue Code.

(9) "Member of the family™ meanss with respect tc any
individualy only the iIndividual's ancestor or lineal
descendants a lineal descendant of a grandparent of the
individualy the spouse of the individuals or the spouse of
any such descendante For purposes of the preceding sentences
a legally adopted child of an individual is treated as a
child of the individual by blood.

{10) *Qualtified heir® meansy with respect to any
propertyy a mesbar of the decedent's family who acquired the
property or to whom the property passed from the decedent.
If a qualified heilr disposes of any interest Iin qualified
real property to any member of his familyy such sember shall
thereafter be treated as the qualified heir with respect to
such Interest.

(11) *Qualified real property™ mweans real property
located in this state JHAT WAS ACOUIRED FROM OR PASSED FROM
YHE DECERDENT TO A QUALIFIED HEIR OF THE OECEDENT AND that on

-3~ . S8 508
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the date of the decedent®s death was being used for a
qualified usey but only if:

{a) 50X or more of the adjusted value of the gross
estate consists of the adjusted value of real or personal
property thats:

{1) on the date of the decedent's death was being used
for a qualified use; and

{ii) wmas acquired from or passed from the decedent to a
qualified heir of the decedent;

(b} 25X or more of the adjusted value of the gross
estate consists of the adjusted value of real property that
meets the requirements of (a)(ii) and {c) of this
subsection;

{c) during the 8—-year period ending on the date of the
decedent®*s death there have been periods aggregating 5 years
or more during whichs

{i) the real property was owned by the decedent or a
member of the decedent's family and used for a qualified
use; and

{ii) there was material participation by the decedent
or a member of the decedent®s family in the operation of the
farm or other business; and

(d) the real property is designated in the agreement
referred to in [subsection (2} of section 1]e

(12) (a}) "Qualified replacement property™ means:

—&= 58 508
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(i) in the «case of an involuntary conversion as
described in section 1033{a2)(1) of the Internal Revenuc
Codes any real property into which the real property is
converted;

{ii} in the case of an Involuntary conversion as
described In zs2ction 1033{a){2} of the Internal Revenue
Codey any real property purchased by the quatified helr
during the period specified in section 1033(a)(2){B) of the
Internal Revenue Code for the purpose of replacing the
qualified real propertye

{b} ™Qualified read  REPLACEMENT property" only
includes property that is to be used for the qualified use
set forth in (a) or (b) of subsection (13) of this section
under which the qualified real property qualified under
[section 2]e

{13) (a) “Qualified use"” means devotion QF_ THE
EROPERTY to any of the following:

[i} use as a farm for farming purposes; or

(ii) use in a trade or business other than the trade or
business of farminge

(b} In the case of real property that meets the
requirements of subsection (11){c)rs residential buildings
and related improvements on the real property occupied on a
reqular basis by the owner or lessee of the real property or

by persons employed by the owner or lessee for the purpose
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of operating or maintaining the real propertys and roadse
buildingss and cther structures and igprovemsents
functionally related to the qualified use shall be treated
as real property devoted to the qualified uses

NEW SELTIONe Section 2. Valuation of certaln farm and
real  property — limitations {1) If the decedent was at the
time of his death a resident of this state and the personal
representative elects to have [sections 1 through 12] apply
and files an agreement with the departments the value of
qualified real préperty for the purposes of the tax imposed
by this part is its wvalue for the use wunder which it
qualifies wunder [subsection (11) of section 1] as qualified
real propertye

(2} The aggregate decrease in the value of qualified
real property taken Into account for the purposes of the
Montana inheritance tax that results from the application of
{1) of this section may not exceed $5004000.

NEW SECLTIONS. Section 3. Election for valuatione An
election for valuation under [sections 1 through 12] must be
made within 18 wmonths of the date of the decedent®s death
and must be made in such wmanner as the departsent may
prescribes

NEK _SELTION. Section 4. Valuation of farmse 1)
Except as provided in (2} of this sectiony the value of a

farm for farming purposes is determined by dividing the
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excess of the average annual gross cash rental for
comparable land used for farming purposes and Tocated in the
locality of the fars over the average annual state and local
real estate taxes for comparable land by the average annual
effective interest rate for 211 new federal land bank Toanse.
For purposes of the preceding sentences sach average annual
computation must be sade on the basis of the 5 most recent
calendar years ending before the date of the decedent®s
deaths

{2) The formula in {1} of this section may not be
useds

{a}) Iif it is established that there is no comparable
land from which the average annual gross cash rental msay be
determined; or

(b) if the personal representative elects to have the
value of +the fara for farwming purposes detersined under
[section 5]«

NMEM SECTION, Section 5. Valuation of closely held
business interestse If [section 4] does not applys the
following factors apply in deteraining the value of any
gqualified real property:

{1} The capitalization of income that the property can
be expected to yield for farming or closely held business
purposes over a reasonable period of time wunder prudent

management using traditionasl cropping patterns for the areas
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taking into account soll capacitye terrain configurations
and similar factorsg

{(2) the capitalization of the fair rental value of the
land for farmland or closely held busliness purposes;

{3) assessod land values;

{4) comparable sales of other farm or closely held
business land in the same geographical area far enough
removed from a metropolitan or resort area 50 that
nonagricultural use is not a significant factor in the sales
price; and

{5} any other factor that falirly values the farm or
closely held business value of the propertye

NEM SECTIOM. Section 6. Time limitationse (L) If
qualified real property is disposed of or ceases to be used
for a qualified usey the statutory period for the assessment
of any additional tax under [section T} attributable to
disposition or cessation may not explire until 3 years after
the date the dapartment is notifiedy in & manner to be
prescribed by the departments of the disposition or
cessatione

{2) The addlitional tax may be assessed before the
expiration of the 3-year period referred to in {1) of this
sections notwithstanding the provisions of any other 1aw or
rule of Taw that would otherwise prevent such assessments.

NEM SECTION. Section Te Disposition or failure to use
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for qualified usee (1) There is hereby irmposed an additi:nal
inheritance tax 1f within 15 years after the decedent's
death and before the death of the qualified heirs

ra} the qualified heir cdisposes of any interest in
qualified real property other than by a disposition to a
member of his family; or

{b} the qualified heir ceases to use for the qualified
use the qualified real property which was acquired or passed
from the decedente

(2} The amount of additional tax imposed by (1} of
this section with respect to any interest is the amount
equal to the lesser of:

(a) the adjusted tax difference attributable to such
interest; or

{b) the excess of the amount realized with respect to
the interest or in any case other than a sale or exchange at
arm*s lengthy the fair market value of the interest over the
value of the interest determined under [section 2]e

{3) For the purposes of (2) of this sections the
adjusted tax difference attributable to an interest is the
amount that bears the same ratio to the adjusted tax
difference with respect to the estate as deterslned under
{#) of this section as the excess of the value of such
interest for purposes of the Montana inheritance taxsy

determined without regard to {sections 1 through 12}» over
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the value of such interest determined under [section 2]}
bears to a similar excess determined for all qualified real
propertye

{4) For the purposes of (3) of this sections “adjusted
tax difference with respect to the estate® means the excess
of what would have been the tax tiability but for [section
2] over the tax liabilitys For the purposes of this
subsection, "tax liabillty® means the tax imposed by Title
T2y chapter lée

(5} For the purposes of this sectione if the qualified
heir disposes of a pertion of the interest acquired by or
passing to such heir or a predecessor qualified heirs or
there 1Is a cessgsation of use of such a portions the value
determined under [section 2] taken into account under (2)(b)
of this section with respect to such portion shall be its
pro rata share of the value of the interest and the adjusted
tax difference attributable to the interest taken into
account with respect to the transaction involving the second
or any succeeding portion shall be reduced by the amount of
the tax imposed by this section with respect to all prior
transactions involving portions of the interest.

{6) 1If the date of the disposition or cessation occurs
more than 12C months and less than 180 months after the date
of the death of the decedents the amount of the tax imposed

by this section shall be reduceds but not below zeros by an
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amouRrt determined by wmultlplying the amount of the tax
determined without regard to this subsectieny by a fraction
in which the numerator is the number of full wmonths after
the death in excess of 129 and tha denominator is 60.

{7} In the case of am interest acquired from or
passing from any decedent, if (3) or (b) of subsection (1)
of this section applies teo any pertion of an interests (b)
or {a) of suabsection (i} of this sections as the case aay
bey does not spply with respect to the sase portion of the
interest.

(8) The additional tax imposdd by this section is due
on the day that is 6 wmonths after the date of the
disposition or cessation.

{9) The qualified heir is personally 1liable for the
additional tax with respect to his interest unless the heir
has furnished bond that seets the requiroments of [section
10}«

SEM_SELTIONe Section 8. Cessation of qualified use.
For the purposes of {section 7)e real properiy cCeases to be
used for the qualified use if:

(1) the property ceases to be used for the qualified
use set forth ¥#n [section 1] under which the proverty
quatified under [section 1}; or

{2) during any period of 8 years ending after the date

of the decedent®s death and before the date of the death of
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the qualified helry there had been perieds aggregating 3
years of more during which:

{a) in the case of periods during which the property
was held by the decedente there was no material
participation by the decedent or any wember of his family in
the operation of the farm or other businessi and

(b} in the case of periods during which the property
was held by any qualified heiry there was no material
participation by swh gqualified heir or any mesper of his
family in the operation of the farm or other businesse

NEM SELYION, Section 9. Property acquired from
decedents Property is considered to have been acquired from
the decedent If the property:

{¥) Iis so considered under section 1014{b) of the
Internal Revenue Code;

{2) is acquired by any person from the estate in
satisfaction of the right of such person to a pecunilary
regquast; or

£3) is acquired by any persoa from a trust in
satisfaction of a righty which such person has by reason of
the death of the decedenty to receive from the trust a
specific dollar amount that is the equivalent of a pecuniary
reguesie

BEN SECTION. Section 10« Bond in lleu of personal

TiabiTlitye 1} If the qualified heir wmakes written
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application to the department for the determination of the
additional tax that msy be imposed by [section T] with
respect to the qualtified heir*s interesty the department
musts as soon as possible and in any event within 1 year
after the making of the applicationy notify the heir of the
maximum amounts

(2) The qualified heiry on furnishing a bond in such
amount and for such period as may be requireds is discharged
from personal liability for any additional tax imposed by
[section 7] and is entitled to a receipt or writing showing
such dischargee.

NEW SECTIIDNe Section lLle Application to interests in
partnershipss corporationsy and trusts. The department shall
prescribe regulations setting forth the application of
[sections 1 through 12} in the case of an interest In a
partnerships corporations or trust thats with respect to the
decedenty is an interest in a closely held business within
the meaning of [section 15].

NEW SECTION. Section 12 Involuntary conversion of
qualified real propertye (1)} If there is an involuntary
conversion of an interest in quatified real property and the
qualified heir makes an election under this sections no tax
is imposed by [section T) on the conversion if the cost of
the qualified replacement property equals or exceeds the

amount realized on the conversione
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{2} If (1} of this section does not applys the tax
imposed by [section T}]ls with respect to any involuntary
conversions Is the amount of tax thate but for this
subsections would have been imposed on the conversion
reduced by an amount that bears the same ratio to such tax
as the cost of the qualifled replacement property bears to
the amount realized on the conversione

(3} {2a) For the purposes of [section 7]s any qualified
replacesent property shall be treated in the sasme manner as
if it were a portion of the interest in qualified real
property that was involuntarily converted, except that with
respect to such qualified replacement property:

(i) the 15-year period under [section T] shall be
extended by any periody beyond the 2~year period referred to
in section 1033(a){2)(B8)(l) of the Internal Revenue Codes
during which the qualified heir was allowed to replace the
qualified real property; and

(ii) the phaseout period under [subsection (&) of
section 7] shall be appropriately adjusted to take into
account the extenslon referred toxin (a)(l) of this section
SUBSECTION.

(b} Any tax imposed by [section 7] on the Involuntary
conversion shall be treated as a tax imposed on a partial
dispositione The provisions of {section 8] shall be applied

by not taking into account periods after the involuntary
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conversion and before the acqgquisition of the qualified
replacement property and by treating material participation
with respect to .the <converted property as waterial
participation with respect to the qualified replacewent
propertyes

(%) The rules of the last sentence of section
1033{a){2)(B) of the Internal Revenue Code apply for the
purposes of [subsection {(12}{a){ii) of section 1}«

(3} An election under this section may be made at such
time and in such mammer as prescribed by the departaente.

NEM SECTIONe Section 13. Definitions. As used in
{sections 13 through 27]s the followling definitions apply:

(1) “Adjusted gross estate® means the clesr market
value of the property pessing by reason of a decedent®s
death determined under TYitle 772y chapter 165 _ MITHOUT
BEDUCTION FOR THE  FEQERAL ESTATF TAX DUE OR PAIQ. The sum
must be determined on the basis of the facts and
clrcumstances in existence on the date on which the tax
imposed by Title T2e¢ chapter 16¢ is determineds bLUt In no
event later than a date 18 months after the date of the
death of the decedent.

{2) *"Closely held business amount™ means the value of
the interest in a cicsely held business that qualifies under
[subsection (1) of section 1l%]e

{3) *“Internal Revenue (ode™ means the Internal Revenue

=15~ 53 508
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Code of 1954. A reference to a specific section of that tode
is a reference to that section as it may be labeled or
amonded.

{#) *“Vvalue" means value determined for the purposes of
the Montana inheritance taxe

MNEM SECTION. Section 1l%e Extension of time for
transfer of closely held business intereste (1) If the value
of an interest in a closely held business that is ineltuded
in-the—greses—estate—for-—federal—estote——tan—purposes——of
JAXABLE UNDER TITLE T2+ CHAPTER 156s PART 3+ AS A TRANSFER
ERON a ducedont who was &t the time of death a resident of
this state eoxceeds 65X of the adjusted gross estates the
personal representative may elect to pay all or part of the
tax iaposed by Title 72y chapter 16¢ part 3, in 2 or more
but less than 11 equal installisents.

(2) The maxisum amount of tax that may be paid in
installments BY EACH BENEFICIARY Is an amount that bears the
same ratio to the tax imposed by Title 72y chapter 16y part
3+ 3s the <closely held business amount PASSING IO THE
REREFICIARY dears to the smount—of-the-sdjusted-gross—estets
LLEAR  MARXKEY yYALUE OF ALl PROPERYY PASSING 10 THE
RENEFICIARYs HITHOUY REDULTION FOR JTHE FEDERAL ESTATE JAX
DuE o8 pAlD.

{3) If an election is made under (1} of this sectiony

the first installiment must be paid on or pefore a date
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selected by the personal representative that is not more
than 5 years after the date prescribed by 72-16-441 for the
payment of tax without intereste JEs HOWEYERe A CREDIY I3
CLAFHMED i THE FEDERAL ESYATE TAX RETURN _FO8 STATE DEATH
IAXES On THE FSTATE UNTIR TYF PROVISIONS OF SECTION ZOX1{A)

INTERNAL _REVENUE CODEs AS ~ AMENOED. Each succeeding
instaliment must be paid on or before the date that is 1
year after +the date of the preceding Installeents IHE
DEPARTMENT MAY FOR_ REASONABLE CAUSFE FEXTEND THE TIME FOR
PAYMENT QF ANY INSTALLMENT UNDER THIS SECTIONs INCLUDING ANY

PART OF AN ADDITIONAL TAX PRORATED TO ANY INSTALLMENTe FOR A

OF _712-16-1438%
t43£53~~Fhe——person——entitied-——to—-poy—the—-tex———in
mnastotimente——+ta—the-persen—to-whoman—interest—in-o-closety
hetd—business-passess
NEW SECTIONe Section 15 Closely held business. (1}
For the purposes of {section l4]s+ the term "Interest in a

closely held business®™ means:
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{a) an interest as a proprietor in a trade or business
carried on as a proprietorship;

{b)} an interest as a partner In a partnership carrying
on a trade or business if:

(i) 20% or more of the total capital interest in thas
partnership Is incleded—in—determining-the-gress—estate—of
the-decedent—for-federal-estete—tax-purposes TAXABLE UNDER

{il) the partnership had 15 or fewer partners;

(c) stock in a corporation carrying on a trade or
business if:

(i} 20X or  wmore in value of the voting stock of the
corporation is included—in-determining-the-gross—estate——of
the——decedent——for-federel-—estate—tex—purposes TAXABLE UNDER
TITLE 72, CHAPTER 16 PART 3a AS A JRANSEFER FROM THE
DECEDENI;: or

{ii) the corporation had 15 or fewer shareholderse.

{2) Determination for qualification under {1} of this
section must be made as of the time immediately before the
decedent®s deathe

(3) Stock or a partnership interest held by a husband
and wife as joint tenants or tenants in common is treated as
owned by one sharehclider or one partnery as the case may be.

(%) Property owned directly or indirectly by or for a

-18- 58 508
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corporatione partnerships estatey or trust is considered as
being owned proportionately by or for its shareholdersy
partnerss or beneficiarieses For the purposes of this
subsectiony a person is a beneficiary of a trust only if he
has a present interest in the truste

{5} AVl stock and all partnership interests held by
the decedent or by any member of his family within the
meaning of section 28T(c}({4) of the Internal Revenue Code is
treated as being owned by the decedent.

NEW SECTION. Section lée Farmhouses and other
structures taken into accounte For the purposes of the 65%
requirement of [section 14]js an interest in a closely held
business that {§s the business of faraing incliudes an
interest in residential builtdings and retated improvements
on the faram which are occupied on a3 regular basis by the
owner or lessee of the farm or by persons employed by the
owner or lessee for purposes of operating or maintaining the
farme

NEN SECTIONs Section 1T7. Partnership interests and
stock not readily tradable. (1) If the personal
representative elects the bhenefits of this section, at such
time and in such manner as the department may prescribe:

{2y for the purposes of subsection (1)(b){¥) or
t1){c)ti) of [section 15}y whichever is appropriatey and for

the purposes of [section 16)e any capital nvesenent
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INIERESY in a partnership and any nom-readily tradable
stocks which after the application of subsections (2) snd
+3% THROUGH _ (5} of [section 15] is treated as owned by the
decedents shall be treated as +nmetluded TAXAPLE UNDER TITLE
I2s  CHAPTER 1&2 PART 34 in determining the value of the
decedentis—-gross-estate-for-federal-estate--tax--purposes 4
JRANSFER FROM THE DECEDENT;

{b} the personal representative shall be treated as
having selected under [subsection (3) of section 14] the
date prescribed by 72-16-441 for the payment of the tax
without interest; and

tc) [section 27] does not apply.

(2} For the purposes of this sections ™non-readily
tradable stock™ means stock for which at the time of the
decedent's death there was no market on the stock exchange
or in an over—-the-counter market.

NEW SECTION. Section 18- Interests in more than one
closely held businesse {1} Interests in two or more closely
held businesseses with respect to which there is tnetuded-in
deternintng-the-vatue-of-the—-decedentis-—gross-—estate——for
federal--estate-tax—purposes ITAXABLE UNDER TITLE 72 CHAPISR
l6s PARY 3 AS A TRANSFER FROM THE DECEDENT more than 20% of
the total value of each businesss shall be treated as an
interest in a singie closely held businessa

{2) For the purposes of the 20% requirement of (1} of

—~20~ S8 508
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this sections 3n interest in a closely held business +hat
represents the surviving spouse's interest in property held
by the decedent and the surviving spouse as joint tenants or
tenants in common shall be treated as heaving--been--inciuded
TAaxABLE UNDER TITLE T2¢ CHAPTER 16. PARY 3+ in determining
the value of the-decedentis-gross—estate-for-federat-—-estate
tax-purposes A TRANSFER FRUM THE DECEDENT.

NEW _SECTION, Section I9e Election. An election under
{section 14] must be made not later than 18 months after the
death of the decedent and must be made in such manner as the
department prescribesa.

NEW SECTIQMe Section 20e Proration of additional taxe
(1) If an election is made under {section 141 to pay any
part of the tax imposed by Title 724 chapter 16, part 3y in
installments and an additional tax Is determineds the
additional taxy subject to the limitation provided by
[subsection {2} of sectlon 14]s shall be prorated to the
installments payable under [section 14].

{2} (a) The part of the additional tax so prorated to
any installmenty the date for payment of which has not
arriveds shall be collected at the same time as and as part
of the installmente.

(b) The part of the additional tax so prorated to any
instaliment already paid shall be paid on notice and demand

from the departmente
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{3} This section does not apply if the additicnal tax
is due to negligencee intentional disregard of rulesy or
fraud with intent to evade taxe

NEM SECYIGN. Section 2le Intereste {1} If the tiame
for paysent of any amount of tax has been extended under
[sections 13 through 27])+ interest payable under [section
27) on any unpaid portion of such amount:

{a) oattributable to the first 5 years after the date
prescribed by 72-16-441 for the payment of the tax without
interest shall be paid annually;

{b) attributable to any period after the S5-year period
referred to in {(l1){(a) of this section shall be paid annually
at the same time as and as part of each installment payment
of the tax.

{2) In the case of an additional tax to which [section
20] applies that is determined after the close of the S-year
period referred to in (l){a) of this sectiony interest
attributable to such 5-year period and interest assigned to
any installment the date for which has arrived on or before
the date of the assessment of the additional tax must be
paid on notice and demand from the department.

{(3) If the personal representative has selected a
period shorter than 5 vyearss the shorter period shall be
substituted for 5 years in {1} and (2) of this section.

NEW SECTION. Section 22. Acceleration of payment. {1)

~22- 58 508
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The extension of time for paymsent of tax provided in
[{section 1%} shall cease to apply and any unpaid portion of
the tax payable must be paid upon notice and demand of the
department if:

{a)} one-third or wmore Iin value of an interest in a
closely held business that qualifies under {section 14] is
distribputeds scldy exchangedy or otherwise dispesed of; or

{b)} aqgregate withdrawals of money and other property
from the trade or businessy an interest in which quatifies
under [section 14)y made with respect to such interest,
equal or exceed one—~third of the value of such trade or
businesse

{2} In the case of a distribution in redemption of
stock to which section 303 of the Internal Revenue Code or
so much of section 304 of the Internal Revenue <(ode as
relates to section 203 applies:

{a) subsection (1)(a) of this section does not apply
with respect to the stock redeemed andy for the purposes of
subsection {l1}{a)s the interest in the closely held business
shall be considered to be such interest reduced by the value
of the stock redeemed; and

{b) subsection (l)(b) of this section does not apply
with respect to withdrawals of moncy and other property
distributed andy for the purposes of subsection (1)(b}s the

value of the trade or business shall be considered to be
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such value reduced by the amount of money and other property
distributed.

{3) Subsection ¢{l){a) of this section does not apply
to an exchange of stock pursuant to a plan of reorganization
described in {(D}es (E)s or (F)} of section 2368(a}{l) of the
Internal %evenue Code or to an exchange to which section 355
of the Internal Revenue Code or so much of section 356 of
the Internal Revenue Code applies to section 355y but any
stock received in such an exchange shall be treated for
purposes of subsection (l){a) as an interest qualifying
under [section l4]e

{4) Subsection (1}{a) of this section does not apply
to a transfer of property of the decedent to a person
entitled by reason of the decedent’s death to receive such
property under the decedent's wills intestate successions or
a trust created by the decedent.

NEM SECTIONs Section 23. Failure to pay instaliment.
If any installment under ({sections 13 through 27] is not
paid on or before the date fixed for its payment, including
any extension of time for the payment of the installments
the unpaid portion of the tax payable in installments must
be paid on notice and demand from the department.

MEM _SECTIONe Section 24 Election in the case of
adaitional taxe (1) If an additiconal tax is determined under

Title 724 chapter 164 part 3, and the estate qualifies under
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{section 14] and the personal representative has not made an
election under [section L4}y the personal representative may
elect to pay the additional tax in installmentse

{2} An a2lection under this section must be made not
later than &7 Jdays after notice and demand for payment of
the additional tax has been given by the department and must
be made in the manner prescribed by the department.

{3) 1f an electlon is made under this sectiony the
additional tax shally subject to the Tiamitation |In
[subsection {2) of section 1l4]y be prorated to the
installments that would have been due if an election had
been timely made wunder [section 1l4]e The part of the
additional tax so prorated to any installment the date for
payment of which would have arrived shall be paid at the
time of the making of the election under this section. The
portion of the additional tax prorated to installmentsy the
date for payment of which would not have so arrived, shall
be paid at the time such installments would have been due if
such an election had been made.

NEW SECTIQN. Section 25. Securitye If the time for
payment of any amount of tax has been extended under
[section 24]y the department may require the taxpayer to
furnish a bond in an amount not exceeding double the amount
With respect to which the extension is granted conditioned

upon the payment of the amount extended in accordance with
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the terms of the extensione

HEW SECTIION. Section 26« Extensions of time for
paysent of taxe The running of the period of limitations for
collection of any tax iwmposed by Title 724 chapter 16 part
3y is suspended for the period of any extension of time for
payment granted under [section 1l&].

NEM SECTION. Section 27. Interest rate. (L) If the
time for payment of an amount of tax imposed by Title 72
chapter 16+ part 3+ is extended as provided in [section 1l4]
interest on the 4% 83 4% portion of such amount shalls in
lieu of the annual rate provided by T2-16-441l+ be paid at
the rate of &#% 8% 4. for the purposes of this sections the
amount of any = additional tax that is prorated to
installments payable under [section 24] shall be treated as
an amcunt of tax payable in instaliments under that sectione.

(2} For the purposes of this sections "4% 84 5%
portion® means the lesser of:

[a) $345,800; or

(b} the amount of the tax imposed by Title T2+ chapter
16y part 3s which is extended as providea in [section 14].

(3) 1f the amount of tax imposed by Title 72+ chapter
164 part 3¢ that is extended exceeds the 4% 8% 43 portiony
any payment of a portion of such amount shalls for the
purpose of computing interest for periods after such

paymenty be treated as reducing the 4% 8% 4% portion by an
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amount that bears the same ratio to the amount of such
payment as the amount of the 4§ £% %X portione determined
without regard to this sections bears to the amount of tax
that s extended as provided in [section 14].

NEM_SELTIONg Section 28e. Definitionse AS used in
{sections 28 through 39}, the following definitions apply:

(i1} ™Deferral period® means the perioc for which the
payment of tax is deferred under [section 1l4])e

(2} "Beferred amcunt® means the agqregate amount
geferred under [section 14] determined as of the date
prescribed by 72-16-441 for paysent without interest of the
tax imposed by Title T2y chapter 16y part 3.

{3} "Lien property”™ means intaerests in real and other
property to the extent such interests can be expected to
survive the deferral pericd and are designated in the
agreement referved to in [section 32].

{4} "Required interest amount™ means the aggregate
amount of interest that will be payable over the first 4
years of the deferral period with respect to the deferred
amount determined as of the date prescribed for payment
without interest of the tax imposed by Titlie 72y chapter 16
part 3.

NEW SECYION. Section 29. Lien for tax deferreds. Iin
the case of any estate with respect to which an election has

been made under [section l4}e if the personal representative
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makes an election under this section at such time and in
such manner as the department may prescribe and files the
agreement referred to in [section 32)] the deferred amounty
plus any interast or additicnal amount shall be 2 1lien in
favor of the state on the lien property.

NEW SECTIONs Section 30e. MNaximum valuea (1) The
saximum value of the property that the department may
require as lien property with respect to any estate is a
value that is not greater than the sum of the deferred
amount and the required interest amountes

(2) For the purposes of (1) of this sections the value
of any property is determined as of the date prescribed by
72-16-441 for payment of the tax without Interest and is
determined by taking into account any encumbrancess

NEW SECTIGH. Section 3le Partial substitution of bond
for liene. If the value required as lien property exceeds the
value of the interests in property covered by the agreement
referred to in [section 32}y the department may accept &
bond in an amount egual to such excess conditioned on the
payment of the amount extended in accordance with the terms
of the extensione.

NEM SECTIQNs Section 32. Agreement. The agreement is
3 written agreement signed by each person in being who has
an interesty whether or not in possessions in any property

designated in the agreement:

-28- $8 508



i

11

12

13

14

is

is

17

18

19

20

21

22

23

24

25

5B 0508/03

{1) consenting to the creation of the tlien under
[section 29] with respect to the property; and

{2) designating a responsible person to be agent for
the beneficiaries of the estate and for persons who bhave
consented to the creation of the lien in dealings with the
department on matters arising under [saction 14] or [section
29].

NEW SECTIONG Section 33. Filing of lien. Tha lien
imposed by [section 29] is not valid against a purchasery
holder of a security interesty mechanic®s liens or judgment
lien creditor until notice that meets the requirements of
T1-3-204 has been filed by the department.

NEW SECTION. Section 34 Period of 1lien. The 1lien
imposed by [section 29] arises at the time notice is filed
under [section 33] and continues until liability for the
deferred amount is satisfied or becomes unenforceable by
reason of lapse of times

NEW SECTIDNe Section 35. Prioritiess (1) A lien filed
under [section 29) is not wvalid:

{a) as against real property tax and special
assessment liens;

{b) in the case of real property subject to a lien for
repair or improvementy as against a mechanic®s lienor; or

{c) as against a security interest set forth in

paragraph 3 of section 6323(c) of the Internal Revenue (odes
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whether the security interest came into effect before or
after the tax lien filing.

(2) Subsections (1}(b) and {l}{c) of this section do
not apply to any security interest that came Iinto existence
after the date on which the department filed notice that
payment of the deferred amount has been accelerated under
[section 22].

NEM SECLTION. Section 36. Lien in lieu of other tax
lienss If there is a lien on property under ({section 29],
the lien under T2-16-432 does not apply to the property with
respect to the same estate.

MEN SECTION: Section 37. Additional lien propertye.
(1) If at any time the value of the property covered by the
agreement is less than the unpald portion of the deferred
amount and the required interest amounts the department may
require the addition of property to the agreements. The
department may not require that the value of the property
covered by the agreement exceed the unpaid portion.

t2) 1If property having the required value is not added
to the property covered by the agreement or if other
security equal to the required value iIs not furnished within
90 days after notice and demand by the departmenty the
failure to comply shall be treated as an act accelerating
payment of the installments under [section 22].

NEW_SECTIQN. Section 38. Lien in lieu of bonde The
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department wmay not rsequire the furnishing of any bond for
the payment of tax to which an agreement that meets the
requirements of [5ectlon 32) applies.

MEM SELTION. Section 39. Application of definitions
to additional taxe In the case of an additional taxes a
separate deferral periody deferred amounty and required
interest amount shall be determined as of the due date of
the first installmsent after the additional tax is prorated
to instaliments under [section 14].

NEM SECTION, Section 40. Lien for additional tax
attributable to farm and closely held business propertye (1)
In the case of any interest in qualified real property
within the meaning of [subsection (11} of section 1]s an
amount equal to the adjusted tax difference attributable to
such interest within the meaning of {[subsection {3} of
section 7] is a lien in favor of the state on the property
in which such interest exists.

(2) The lien imposed by this section shall arise at
the time an election is flled under {[section 2] and
continues with respect to any interest in the qualified real
property until:

{a) the liability for tax wunder {section 7] with
respect to such interest has been satisfied or has become
unenforceable by reason of lapse of time; or

(b} until it Is established to the satisfaction of the
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department that no further tax liabitity may arise under
[section 7] with respect to such intereste

{3) ([Sections 33y 35, and 36] apply with respect to a
lien itmposed by {section 40).

NEW_SECTIION. Section #4le Substitution of security for
lien. The department may provide by rule for the
substitution of security for the lien imposed by [section
40 ).

MEM SECTION, Section 42« Subordination of liens. The
department may consent to the subordination oif a lien
imposed by [section 29 or 40} upon any part of the property
subject to the lien if the state will be adeguately secured
after the subordinations

Section 43. Section 7T2-16-308, MCAy is amended to
read:

*72-16-308. Tax to be on clear market value -——
deductions allowed in determining value =-_
certein fara and busipess progertye (1) The tax sn imposed
shall be upon the clear market value of such property
passing by any such transfer to each persons institutions
associationy corporations or body politic at the rates
hereinafter prescribed and only upon the excess of the
exemption hereinafter granted to such persons institutions
associatione corporations or body politice

{2) In determining the clear market value of the
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property so passing by any such transfers the Ffollowing
deductions and no other shall be allowed:

{a} debts of the decedent owing at the date of death;

{b) expenses of funeral and last illness;

{c) all Montana statey countys municipale and Ffederal
taxesy including all penalties and interest thereony owing
by decedent at the date of death;

{d} the ordinary expenses of aduinistrations
including?

{i} the comamissions and fees of executors and
administrators and their attorneys actually allowed and
paid;

{ii) attorneys®' feesy filing feesy necessary expensesy
and closing costs incident to proceedings to terminate joint
tenanciese termination of 1life estates and transfers in
contemplation of deathsy and any and all other proceedings
instituted for the determination of inheritance tax; and

{e) federal estate taxes due or paid.

£3) _Ip determining clear market valus. the waluation
of _certain farm and other real properiy may be sade under
(sections 1 through 12]s*

Section 4%. Codificatione Sections 1 through 12 of
this act are intended to be codified as an integral part of
Title 729 chapter 16¢ part 3.

Section 45. Effective date. This act is effective on

=33~ 58 508

1

58 0508703

passage and approval and applies to estates of dacedents who

died after December 31,y 1978.
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HOUSE OF REPRESENTATIVES
April 16, 1979

Comittee on Taxation Amendments to Senate BRill 508,

as follows:

l. Page 1, line 1l6.
Following: "Adjusted"
Strike: "gross"

2. Page 1, line 17.
Following: "of"
Strike: "an"
Insert: "a gross"

3. Page 2, line 3.
Following: "
Strike: "2U
Insert: "“7"

4. Page 3, line 24.

Following: "state"

Insexrt: "that was acquired from or passed
oeees qualified heir of the decedent and"

(Continued)

3rd reading copy,

from the decedent to a



SENATE BILL 508 «
Page 2 .

5. Page 5, line 9. ' ®
Following: "Qualified"
Strike: '"real"

Insert: "replacement" "

-,
6. Page 5, line 13. ‘ "
Following: "devotion" ”
Insert: "of the property”

7. Page 15, line 12. : ™
Following: "16"
Insert: ",without reduction for the federal estate tax due or paid"

8. Page 16, lines 3 and 4.

Following: "is"

Strike: "included in the gross estate for federal estate tax purposes
ofll

Insert: "taxable under Title 72, chapter 16, part 3,as a transfer frqusﬁ

9. Page 16, line 11. g
Following: "installments" ,
Insert: "by each beneficiary" *

10. Page 16, line 13.
Following: "business amount"
Insert: "passing to the beneficiary"

11. Page 16, lines 13 and 14. '
Following: "to the"
Strike: "amount of the adjusted gross estate"

Ingert: "clear market value of all property passing to the beneficiary, '
without reduction for the federal estate tax due or paid”

A3

12, Page 17, line 2.

Following: "installment."

Insert: "The department may for reasonable cause extend the time
for payment of any installment under this section, including any
part of an additional tax prorated to any installment, for a reason-

able period but not beyond the date that is 12 months after the due .
date for the last installment."

13, Page 17, lines 6 through 8.

Following: line 5 o
Strike: subsection 5 in its entirety

(Continued)
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SENATE BILL 508
Page 3

14. Page 17, lines 17 and 18.

Following: "is"

Strike: the remainder of line 17 through "purposes"” on line 19
(in its entirety)

Insert: "taxable under Title 72, chapter 16, part 3, as a transfer
from the decedent"

15. Page 17, lines 23 and 24.
Following: "is"

Strike: the remainder of line 23
(in its entirety)

Insert: "“taxable under Title 72, chapter 16, part 3, as a transfer
from the decedent"

through "purposes" on line 24

l6. Page 19, line 7.

Following: "capital"
Strike: "investment"
Insert: "interest"

17. Page 19, line 9.
Following: " (2)"
Strike: "and (3)"
Insert: "through (5)"

18. Page 19, line 11.
Following: 1line 10
Strike: "included"

Insert: "taxable 'under Title 72, chapter 16, part 3,"

19. Page 19, lines 11 and 12.

Following: "of"

Strike: the remainder of line 11 through "purposes" on line 12 (in
its entirety)

Insert: "a transfer from the decedent"

20. Page 19, line 24 through line 1 on page 20.
Following: "is" ‘
Strike: remainder of line 24 through "purposes" on line 1 of page 20

Insert: “taxable under Title 72, chapter 16, part 3, as a transfer
from the decedent"

21. Page 20, line 8.

Following: "as"

Strike: "having been included"

Insert: "taxable under Title 72, chapter 16, part 3,"

(Continued)



April 16,

SENATE BILL 508
Page 4 )

22, Page 20, lines 9 and 10.
Following: "“of"
Strike: "the decedent's gross estate for federal estate tax

purposes" _
Insert: "a transfer from the decedent" A

2.3 Page 25, line 13.
Following: "the"
Strike: "43%"

Insert: "8s"

24. Page 25, line 15.
Following: "of"
Strike: "4%"

Insert: "8%" ¥

25. Page 25, line 19. z
Following: '"section,"" «
Strike: "4%" 3
Insert: "8%" -’

26. Page 25, line 25.

Following: "the" ¥
Strike: "43%" a4
Insert: "8%"

27. Page 26, line 3.

Following: "the"

Strike: "4s%" *
Insert: "8g" N

28. Page 26, line 5.
Following: "the"
Strike: "4%"
Insert: "8%"

I
¥

AND AS AMENDED BE CONCURRED IN

4%



HOUSE OF REPRESENTATIVES
April 18, 1979

Committee of the Whole Amendment to Taxation Committee amendments
to SENATE BILL NO. 508, third reading copy.

1. Amendments 23 through 28.
Strike: Amendments 23 through 28 in their entirety

AND AS AMENDED
BE CONCURRED IN.



