House Bill 42
In The House

January 6, 1981 Introduced and referred
to Committee on Taxation.

January 7, 1981 Fiscal note requested.
January 14, 1981 Fiscal note returned.
March 28, 1981 Committee recommend bill

do pass as amended.

Bill printed and placed
on members' desks.

Motion pass consideration
until the 71st Legislative
day.

March 30, 1981 On motion rules suspended
and bill allowed to be
transmitted by the 75th
Legislative day. Motion adopted.

April 1, 1981 Second reading do pass.
April 2, 1981 Correctly engrossed.
April 3, 1981 Third reading passed.

In The Senate

April 3, 1981 Introduced and referred
to Committee on Taxation.

April 11, 1981 Committee recommend bill
concurred as amended.

April 14, 1981 Second reading pass
consideration.

April 15, 1981 Second reading pass
consideration.

April 16, 1981 Second reading indefinitely

postponed as amended.
In The House

April 17, 1981 Returned from Senate
indefinitely postponed.
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—-HOISE. 2ILL nGe 42 _

INTRODUCED BY NORDTVEDT

A BILL FOR AN ACT ENTITLED: ®Ay ACT TO PROVIDE FOR
PGST2ONEMENT CF CAPITAL GATINS TAX 3Y REINVESTING GAIN WITHIN

60 DAYS; AMENDING SECTION 15-30-111s ACAe"™

EEC IT ZNACTED B8Y THE LEGISLATURE GF THE STATE OF MONTANA:Z
Section 1. Section 15-30-111ls MCAy i5 amended to read:
m1£-30-111e Adjusted qross income. (1} Adjusted gress

incone shall be the taxpayer®s federal income tax adjusted

gross income as defined in section 562 of the Internal
fevenu=z Code of 1954 or 3as that section may be labelad or
amanded and in addition shall include the following:

{a) interast received on oblizations ¢f another state
cr territory or ccuntye municipalityy districte or other
nolitical subdivision thereof;

(L) refunds received of federal income taxs o the
extent the deducticn of such tax resulted in 2 reduction of
qMontana income tax Yiabilitye

{2) Adjusted gross jncome <doas net incltuds the

followinc which are exempt from taxation under this chapter:

(2) interest income from obligations of th2 Ynited
States governmenty the state of “ontanas countye
municipalityy districte or ocothar golitical subdivision
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therzof;

(b) a1l benefits received under the Federal Employees®
Retirement Act not in excess of $3¢56003 '

(c) 3811 benefits paid wunder the teachers® retirement
Taw which are specified as exempt from taxation by 19;4—106:

td) all »benefits paid wunder The Public Empioyees'
Retirement System Act which are specified as exzmpt from
taxation by 19-3-105; 7

{e) 2ll1 benefits paid under the highway patrol
retirement 1law which are specified as exempt from téxation
by 19-6-705;

{f} a)1 Montana income tax refunds or credits ther<eof;

(g) =11 benefits paid under 19-11-502¢ 19-11-63%, and
19-11-605 to retired and disabled firefightersy their
surviving spouses and orphans;

{h) all henefits paid by first- or sacond-class cities
foer the policemen®s retirement system provided for by Title
19y chapter Se

{3} In the case of a shareholder of & corperation with
respect to which the election provided for under subchapter
S5« of the Internal Revenue Code of 1954+ as amendeds is5 in
effect but with respect to which the =lection oprovided for
uncar 15-31-202y as amendedy i3 not in offecty adjusted
gross income does not include any part of the corporation's

untdistributed taxablz incoresy net cperating lossy cacital
]
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gains or other gainss profitses or 19sses requirad to he
included in the sharehclder®s federal income tax sJdjusted
gross income by reason of the said election under subchapter
Se Howavery the shareholder®s adjusted gross income shall
include actual distributions from the corporation tc the
extent they would be treated as taxable dividenas if the
subchapter S. elaction were not in effacte.

{4) Mo _gaio _is recogniZed by _a iaxpayer for _tha
purpases of adjusted gross income under this section on the
sale _or _exchange of a capital assets as defined ic_section
1221 of the Internal Sevenue Codes if the taxpayar reiovests
the_money made from the gain within 60 days of the sale or
exchangs_and_if the following conditions are_met:

Lal..Ins_.zeinxaizment__maﬂe._fﬂz_.the-_aungnses_éf_:his
suhsen;inn_1&1_is.nnt_madg_in-anx_kinﬁ_ni_nﬁal-nznnexix.

{b) _Fhe reinvestment is made in _a trads or business__or
corporation that _coopducts o substantial amount of business
activity io ihe state of Moptana. 4 gqualifying business _or
nnLnnnﬂt19n__ungez._this..suhse::lan_musx;axndusﬁ_ﬁni;gf_iis
Lﬁaahlg.eaininga_in.ﬂnn§§n§_9£_11__mu5:._i§su§._égz-_§f..ixi
payrell  _to employees whose _principal _residence is__io
Hontanas ‘

le__Iha_taxnax2£_Lgunzxs_:bg_amgnn;_nf-thﬁ-gain_én__his
return__in__the taxable year of thez sale or_ exchangs_on_such
forms_and_according to__such rules _as__the  department _of

-3 -
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revepnue Mmay prescrilice

153 _The Dasis_at _the time of a sale or exchangze of a
capital assets under subsection (4)s is_carried over te the
newly purchased asseta™

-End-
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STATE OF MONTANA
REQUEST NO.

FISCAL NOTE
Form BD-15

In compliance with a written request received January 7 , 19 81 | there is hereby submitted a Fiscal Note
House Bill 42 .

pursuant to ' Title 5, Chapter 4, Part 2 of the Montana Code Annotated (MCA).
Background information used in developing this Fiscal Note is available from the Office of Budget and Program Planning, to members

for

of the Legislature upon request.

DESCRIPTION

An act to provide for postponement of capital gains tax by reinvesting gain within
60 days.

ASSUMPTIONS

There are no data readily available which give the distribution of capital gains income
among Montana taxpayers. Federal statistics for 1977 report a total of $117,040,000
in net capital gains (gains less losses) on returns (Federal) from Montana. Assuming
that:

(1) the level of net capital gains remains the same during 1981 and 1982,

(2) the average effective tax rate on Montana adjusted gross income remains at
5.68% (1978 Montana actual) and,

(3) at most 20% of the net capital gains income is reinvested according to the
criteria of this proposal, a calculation can be made to give an indication
of the amount of revenue involved. The estimate is given only for the
purpose of illustrating the magnitude of the potential impact.

Montana income tax attributable to capital gains income without reinvestment provision
$117,040,000 X .0568 = $6.65M

Montana income tax attributable to capital gains income assuming 20% reinvestment accord-
ing to criteria of this proposal.

f117p40p00 X .8 X .0568 = §5.32 M
Thus, under the assumptions made for the purposes of this illustration, the proposal
would produce a decrease in income tax collections of $1.33 M in each year of the

biennium.

If capital gains income were reinvested according to the criteria of this proposal,
the maximum impact would be a decrease in income tax c¢ollections of $6.65 M in

each year of the biennium.

BUDGET DIRECTOR
Office of Budget and Program Planning

Date: I—l?*?(
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STATEMENT OF INTENT
HOUSE BILL 42

House Taxation Committee

Section l{c} of House Bill 42 requires the Department
of Revenue to adopt rules to administer the provisions of
House Bill 42, It is the intent of the Legislature that the
Department of Revenue will develop reporting forms for
taxpayers to identify capital assets sold and purchasede. The
Form will include the selling or purchase prices of the

appropriate capital assetes
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HOUSE BILL NO. 42

INTRODUCED BY NORDTVEDT

A BILL FOR AN ACT ENTITLED: "AN A(CT TO PROVIDE FOR
POSTPONEMENT OF CAPITAL GAINS TAX BY REINVESTING GAIN WITHIN

66-BA¥S 1| _YEAR; AMENDING SECTION 15-30-111, MCA.®

SE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section l. Section 15-30-11ls MCAs is amended to read:
#15-30-11le Adjusted gross incomes {1} Adjusted gross

income shall! be the taxpayer®s federal income tax adjusted

gross income as defined in section 62 of the Internal

Revenue Code of 1954 or as that section may bde Jlabeled or

amended and in addition shall include the following:

(a} interest received on obligations of another state
or territory or countys municipalitys districts or other
political subdivision thereof;

{tb) refunds received of federal income taxy to the
extent the deduction of such tax resulted in a reduction of
Montana income tax liabilitye

{Z2) Adjusted gross income does not include the
following which are exempt from taxation under this chapter:

{a) interest income from otligations of the United
States governments the state of Montanay countys

municipatitys districts o0Or other political subdivision
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thereof;

(b} all benefits received under the Federal Employees®
Retirement Act not in excess of $3,600;

{c} all benefits paid under the teachers®' retirement
taw which are specified as exempt from taxation by 19-4-706;

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

{2} all benefits paid under the highway patrol
retirement law which are specified as exempt fros taxation
by 19-6-705;

(f) all Montana income tax refunds or credits thereof;

{g} all benefits paid under 19-11-602+ 19-11-604s and
19-11-505 to retired and disabled firefighterss their
surviving spouses and orphans;

{h} atl benefits paid by first~- or second-class cities
for the policemen's retirement system provided for by Titile
19+ chapter %.

{3} In the case of a shareholder of a corporation with
respect to which the election provided for under subchapter
S+« of the I[nternal Revenue Code of 1954+ as amendeds is in
effect but with respect to which the election provided for
under 15-31-202+ as amendede is not in effecty adjusted
gross income does not include any part of the corporation’s

undistributed taxable incomes net operating Jlosss capital

-2- HB 42

SECONID READING



1o
11
12
13
14
15
16
17
18
19
20
21
22
23
24

2%

HB 0042,02

gains or other gainssy profitss or ¥osses required to be
included in the shareholder*®s federal income tax adjusted
gross inccme by reason of the said election under subchapter
5« Howevers the shareholder®s adjusted gross income shall
include actual distributions from the corporation to the
extent they would be treated 3as taxable dividends if the
subchapter 5. election were not in effecte.

{4) __No _gain__is__recognized by _a__taxpayer for the

purposes of_ adjusted_gross income under _this_section on_the

sale_or_exchange of_a capital assets_as _defined _in__section

1221 of the Internal Revenue Codes if the taxpayer reinvests

the _money-made-from-—the-gein PROCEEDS OF THE_SALE within &8

48ys 1 YEAR of the sale or exchange_ _and__if the following

canditions _are met:

{a} The reinvestment made for the purposes of this

subsection (4} is not made in aay—kind-eof-rea¥-property LAND

OF_TOTAt _AREA GREATER THAN_20 ACRES.

{b) _The reinvestment is made_in_ s trade or_business or

corporation_that conducts a_substantial amount of _business

activity in_the_ state of Montands A qualifying business or

corporation under this subsection must produce 50% of _its

taxable earnings in__Montana or _it must jssue 50% of {ts

payroll to employees whose principal_ residence is in

Montana.

{c) The taxpayer reports the amount of the_gaim on_his

-3- HB 42
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return_ _in__the_ taxable year of the_sale _or exchange on_such

forms_and_according_to__such__rules _as__the department of

revenue may prascribee

{5} The basis _at_the_time of a sale or exchange of a

capital assets under subsection {4)s is carried _over to_ _the

newly purchased asset."™

-End-

-G~ HB 42
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STATEMENT OF TNTENT
HOUSE BILL 42

House Taxation Committee

Section i{c) of House Bil) &2 requires the Department
of Revenue to adopt rules to administer the provisions of
House Bill &2, It is the intent of the Legislature that the
Department of Revenue will develop reporting forms for
taxpayers to identify capital assets sold and purchased. The
form will include the selling or purchase prices of the

appropriate capital asset.
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HOUSE BILL NO. 42

INTRODUCED BY NORDTVEDT

A BILt FOR AN ACT ENTITLED: "AN ACT TO PROVIDE FOR
POSTPONEMENT OF CAPITAL GAINS FAX BY REINVESTING GAIN WITHIN

68-DA¥S 1 YEAR; AMENDING SECTION 15-30-111e MCA."™

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section l. Section 15~30-111+ MCAs is amended to rvead:
*15-30-11l. Adjusted gross incomes (1) Adjusted gross

income shall be the taxpayer's federal income tax adjusted

gross income as defined in section 62 of the Internal

Revenue Code of 1954 or as that section may be Jlabeled or

amended and in addition shall include the following:

(a) interest received on obligations of another state
or territory or countys municipalitys districte or other
political subdivision thereof;

{b) refunds received of federal income taxs to the
extent the deduction of such tax resulted in a reduction of
Montana income tax liabilitye

(2) Adjusted gross income does not include the
following which are exempt from taxation under this chapter:

{a}) interest income from obligations of the Uunited
States governments the state of Montanas countys

municipalitys districts or other political subdivision
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thereof;

{b) all benefits received under the Federal Eaployees®
Retirement Act not in excess of $3:600;

[c} a1l benefits paid under the teachers® retirement
law which are specified as exempt from taxation by 19-4-706;

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

fel all  benefits paid under the highway patrol
retirement law which are specified as exempt from taxation
by 19-6-705;

(f) all Montana income tax refunds or credits thereof;

{g) all benefits paid under 19~-11-602s 19-11-604y and
19-11-505 to retired and disabled firefighterss their
surviving spouses and orphans;i

{h} all berefits paid by first- or second-class cities
for the policemen®s retirement system provided for by Title
19+ chapter 9.

{3) In the case of a shareinlder of a corporation with
respect to which the election provided for under subchapter
S« of the Internal Revenue Code of 1954, as amendeds is in
effect but with respect to which the election provided for
under 15-31-202+ as amendeds is not in effects adjusted
gross income does not include any part of the corporationt®s

undistributed taxable incomey net operating losss capital

-2~ HA &2
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gains or other gainss profitss or losses required to be
included in the shareholder*s federal income tax adjusted
gross income by reason of the said election under subchapter
S. Howevers the shareholder®s adjusted gross income shall
include actual distributions from the corporation to the
extent they would be treated as taxable dividends if the
subchapter 5« election were not in effect.

(4)  No_gain_ is _recognized by a taxpayer for _the

purposes of adjusted_gross income under this section on_the

sale_or exchange of a capital assets as_defined__in__section

122} of the Internal Revenue Codey if the taxpayer reinvests

the _woney-mode-from-the-gain PROCEEDS OF THE SALE within 66

doys 1 _YEAR of the sale or exchange_ _and_if the following

conditions are wmet:

{a) _The_ _reinvestment made Ffor _the purposes of this

subsection (4) is not made in say-kind-ef-real-preperty LAND

OF _TOTAL_AREA _GREAVER _THAN_ 20 ACRES.

(b) The reinvestment is made in a trade or_business or

corporation that _conducts a substantial amount _of business

activity _in_the state of Montana. A gqualifying business _or

corporation under this subsection must produce 50% of _fts

taxable_ _earnings _in__Montana or it must issue 50% of its

payroll _to employees _whose principal! residence _is in

Montanae.

{¢c) _The taxpayer reports the amount of the gain_on_his

-3- HB 42
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return__in__the taxable_year_of_ the sale or_exchange on_such

forms and according_to such__rules _as__the__department _of

revenue _may prescribee

15} The basis__at _the time of a sale or _exchange of a

capital assets under subsection {(4}s is carried over to__the

newly purchased asset."

-End-

~4- HB 42



April 11, 1981

SENATE STANDING COMMITTEE REPORT
(Taxation)

That House Bill No. 42 be amended as follows:

1. Page 3, line 15.

Following: 1line 14

Strike: subsection (a) in its entirety.
Renumber subsequent subsections.



April 16, 1981

SENATE COMMITTEE OF THE WHOLE

Proposed amendments to House Bill 42 ,

o osed third reading copy, as

1. Page 3, line 9.

Following: "section"

Strike: "on"

Insert: "which is derived from gain on the sale or
exchange of property described in sections 1231,
1245, and 1250, of the Internal Revenue Code to
the extent that this gain is treated as capital
gain under these sections or which is from"



