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__HOUSE __ BILL w0. _46

TNTRIIDUCED BY NORDTVEDT

A ZTLL FOR AN ACT ENTITLED: AN ACT TO PROVIDE AN
AUJUSTMENT FOR INFLATION OF DEPRECIATION IN CALCULATING
IN2IVIDUAL  INCOME TaX LIASILITY; TO PROVIDE FBR THE
ADJUSTMENT FOR INFLATION OF THE DEPRECIATION ALLUHANCE TAKEN
IN DETZRMINING CORPORATE TAX LIABILITY; AMENDING SECTIONS

15-30-101y 15-30-121¢ AND 15-31-114s MCA."™

BE IT €NACTED 3Y THE LEGISLATURE OF THE STATE DOF MONTAMA:
Section la Section 15-30-101s MCAy is amendec to  read:
"15-30~101. Definitionse For the purpose of this

chispters unless otherwisz2 required by th2 contexty the

following definitions apply:

{1}__"CPI" meaps the consumer price indexs United 3tifes
nitx__axazagg;--in{-_all-iigmﬁ-using_the_liﬁI-basa_af;lﬁg_as
aublished for _Jdune_ _each _year by . Lthe bureau _of_ labor
statistics _of _ihg Unifed States departpent of Yabor or_ its
SUCC22300s 7

{2) _*PIR®__pmeaps. price _index ratios detormined Dby
di!ijin9-.;h§-§£1_as_n££ingg_in_ﬁuhszstign_ill_fgz_ﬁ-iazable
year by ths CPI_for a pumber of orevious yQarss 7

£+¥(3) "Departwment™ means the departrent of revenuz.

2314} "Dividend™ means any distribution mads by a
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corporation out  of its earnings or profits to its
sharzholders or membersy whether in cash or in other
property or in stock of the corpeorationy othzr than stock
dividends as herein definede "Stock dividends™ means new
stock issuedy for surplus or profits capitalizeds to
sharenolders in proportion to tha2ir previous holdingse

£3¥£{5) "Fiduciary" means a guardians trustees executors
administrators receivers conservators or any persones ;hether
individual or corporatey acting in any fiduciary cépacity
for any persons truste or estate.

£434{6) ™"Foreign country™ or "foreign government®™ means
any jurisdiction othar than the one embraced uithfn thea
United Statess its territories and possessionsSe

£5¥L1) PGross income" means the taxpayer®s gross income
for federal income tax purposes as defined in sectioh el of
the Internal Revenue Code of 1954 or 2s that section may bs
latel2d or 2amendedy excluding unamployment compeﬁsation
included in federal gross incom2 wunder the orovisions of
secticn 8% of the Internal Revenue Code cf 1954 as amendade.

+6¥4{381 ™Information agents™ includes all individualss
corpuraticnsy asscciationss and partnershipse in whatever
capacity sctings including lesse=s or Rrortgagors of réal or
parsonal propertyy fiduciariesy employersy and all officers
and emplcyees of the stats or of any runicipal corperation

or pclitical subdivision of ths states having the controly,

-2
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receipty custodys disposaly or payment of interesty ronte
salarieass wagess premiumsy annuitiesy compensationse
remunerationss emolumentss or other fixed or determinable
annuat or periodical gainsy profits, and income with resoect
to which any person or fiduciary is taxable under this
chaptere

t¥¥12) ™Knowingly® is as defined in 45-2-101.

t8¥{10) "Net income™ means ths adjusted gross incoms of
a taxpayer less the deguctions allowed by this chaptere

93411} "Paid™y for the purposes of the deductions and
cradits under this chapters means paid or accrued or paid cr
incurrady and the terms "paid or incurred® and *paid or
accrued™ shall be construed according to the method of
accounting upon the basis of which the taxable income is
computed under this chaptere

+18¥L12) "Purposely™ is as defined in 45-2-101.

+33#¥(13) “"Reczived™y Tfor th2 purpose of computation of
taxable income under this chapters means raceived or accrued
and the term *"received or accrued® shall bes construed
according to the method of acceounting upon the basis of
which the taxable income is computaa under this chesieras

23114} *Resident™ sppltiss only to nzturzl parssns  and
incluaesy for +tne purpose of daterzining liazitity to toe
tax imposed by thié chapter with reference tu ths incom= of

any taxable yeare 2ny person dormicilad  in the state of
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Montana and any other person who maintains a permanent place
of abogde within the state even though temporarily absent
from the state and has not established =2 residence
elsewherea

t34(12) "Taxable income™ means the adjusted gross
income of a taxpayer Tess the deductions and exemptions
provide& for in this chapter.

+343{16) "Taxable year”™ means the taxpayer®'s taxasle
year for federal income tax purposese

1#5¥{1]) "Taxpayer® includes any person or fiduciarys
resident or nonresidents subject to a tax imposed by this
chapter and does not include corporations.®

Section 2« Section 15-30-121s MCAs is amended to read:

#15-30-121e Deductions allowed in computing net income.
In computing net incomes there are allowed as deductions:

{1) the itemws referred tc in sections 151 and 211t of
the Internal Revenue Code of 1954y or as sections 161 and
211 shall be labeled or amendeds subject to [sectijon 33 _angd
the following exceptions which are not deductible:

{a) items provided for in 15-30-123;

(k) state income tax paid;

{2) federal income tax paid within the taxable year;

(3) child and dependent care expensaes deterwmined in
accordance with the provisions of section 214 of the

Internal Revenue Code of 1954 that were in effect for the

-y
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taxable year that began January 1y 1974« Howevery the
limitation set forth in section 214{e)(4) of the Iﬁternal
Revenue Code of 1954 as that section was in effect for the
taxable year that began January ls 1974y applies only to
payments made tc a child of the taxpayer who is wunder 19
years of age at the close of the taxable yearrand to
payments made to an individual with respa2ct to Qhom E
daduction is allowable under 15-30-112{5} to the taxpayer cor
the taxpayer®s spouse.

{4} that portion of an energy-ra2lated investment
altowed as a deduction under 15-32Z-103; ‘

{5} in the case of an individualy political
contributions determined in accordance with the provisions
of section 218(a) and {b) of the Internal Revenue Codé that
were in effect for +the taxable year ended December 31,
1978e"

MEW SECTIONe Section 3. Method of determining amount
of deduction allowed for depraciation -- test for‘taking
depreciation adjusted for inflatione (1) The provisiéns of
section 167 of the Internal Revenus Code apply in the
computation of net income for purposes of tax 1liability in
Montanas except that the amount of depreciation allowed
under the provisions may be adjusted for inflation acéording
to subsection 3 if total indebtedness on all depréciab]e

property used by a taxpayer in 3 trade or business or held

e

10

il

12

13

14

15

16

17

18

19

29

21

22

23

24

LC D316/01

for the production of income is less than the total coasbined
adjusted basis of such property or propertiese

{2) No adjustment for inflation may be taken if the
total indebtedness on all depreciable property uséd in a
trade or business or held for <the production of income
exceeds the total combined adjusted basis of the property or
propertiese

{3} The amount of depreciation adjusted for infiation
is calcutated as follows: '

taj The federal depreciation taken for each item of
property is added together to yield total federal
depreciations

{b) To yield an inflation adjusted depreciation for
each iteme the federal depreciation taken for each gtem of
property is multiplied by the PIR for the year in which the
taxpayer purchased the propertye 7

(c} The inflation adjusted depreciation determined in
subsection {(3}{b) above for each item of property is added
together to vyield a total inflation adjusted depreciations

(d) The difference between the total inflation adjusted
depreciation in subsection (3){c) and total federal
depreciation in subsection (3)(a} is multip?iedr by a
fraction to yield an additional depreciation whicii may be
added to the federal depreciations

(e} The fraction used in subsection (3){d) above is as

- HB Y
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follows: (total adjusted basis of all property being
depreciated minus total indebtedness on this prcpertyi/totai
adjusted basise

(f) Total indebtedness is determined by averaginé total
indebtedness on the last day of each quarter of the faxable
yeare

Section 4« Section 15-~31-1l%s MCAy is amended to . reads:

"15-21-114. Deductions allowed in computing iﬂcéme. In
computing the net income, the fcllowing deductions shéll be
allowed from the gross income received by such corporation
within the year from all sources:

(1) Al the ordinary and necessary eaxpenses paid or
incurred during the taxable year in the maintenaAce and
operation of its business and propertiess including
reasonable allewance for salaries for personal services
actually rendereds subject +to the limitation hereinafter
containedy rventals or other payments required to be made 2s
a condition to the continued use or possession of property
to which the corporation has not taken or is not taking
title or in which it has no equitye. No deduction shall be
allowed for salaries paid upon which the recipient thereof
has not paid Montana state incowme tax; providedy howevers
that where domestic corporations are taxed on inccme derived
from without the> states salaries of officers paid in

connaction with securing such income shall be deductibles.
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{2} ({a) A1l losses actually sustained and chargea off
within the year and not compensated by insurance or
otherwises including a reasonable allowance for the wz2ar and
tear and obsolescence of property used in the trade or
businesss such allowance to be determined according tc the
provisions of section-16F-of-the-internal-—Revenue-—Eode——in
effect-~with--respeet——to--the-taxabIe-year [scction 5]. ATl
elections for depreciation shall be the same a§ the
elections made for federal income tax purposess. No deduction
shall be allowed for sny amount paid out for any buildingss
permanent improvementss or betterments made to incresse the
value of any property or estates and no deduction shall be
made for any amount of expense of restoring properiy or
making good the exhaustion thereof for which an allowance is
or has been made.

{b)Y (i) There shall be allowad as a deduction for the
taxablz period 2 net operating loss deduction determined
according to the provisions of this subsections The net
operating loss deduction is the aggregate of net ocperatinGg
Toss carryovers to such taxable period plus tas net
operating loss carrybacks to such taxable periode The term
net operating loss" means the excess of the deguctions
allowed by this sections 15-31-114y over the gross incomes
with the modifications specified in {ii) of this subsections

If for any taxable period beginning after Cecember 31y 1970,

-g-
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4 nat operating loss is sustainads such loss shall be a net
operating Toss carryback to each of the three taxable
periods preceding the taxable pericd of such loss and shall
be a net operating loss carryover to each of the five
taxable periods fellowing the taxable period of such losss A
net operating loss for any taxable pericd ending after
December 31y 1975¢ in addition to being 2 net operating loss
carryback to each of the three preceding taxable periodsy
shall be & net operating loss carryover to each of the seven
taxable periods following the taxable period of such loss.
The portion of such loss which shall be carried to each of
the other taxable years shall be the excesss if anys of the
amount of such 1oss over the sum of the net income for each
of the prior taxable periods to #hich such loss was carried.
For purposes of the preceding sentences the net income for
such prior taxable period sh211 be computed with the
modifications specified in (ii)(3) of this subsection and by
determining the amount of the net operating loss deductien
without regard to the net operating loss for the loss period
or any taxable period thereafters and the net income so
computed shall not be considered £to be less than zeros

{ii) The modifications referred to in [(#) of this
subsection shall be as follows:

{A} No net operating loss deduction shall ke allowed.

(B} The deduction for depletion shall not exceed the
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amount which would be allowable if computed under +the cost
methode

{C} Any net operating loss carried cver to any taxable
years beginning after December 31y 1978+ must be calculated
under the provisions of this section effective for the
taxable year for which the return claiming the net operating
loss carryover is filede

(iii) A net operating loss deduction shall be 21lowed
only with regard to losses attributable to the business
carried on within the state of Montanae.

tiv) In the case of a wmerger of corporationss the
surviving corporation shall not be allowed 3 net operating
loss deduction for net operating losses sustained by the
merged corporations prior to the date of merger. In the case
of a consolidation of corporationss the new corporate entity
shall not be allowed a deduction for net operating losses
sustained by the consclidated corporations prior to the date
of consolidation.

{v) Notwithstanding the provisions of 15-31-531y
interest shall not be paid with respect to a refund of tax
resulting from a net operating lcoss carryback of <carrycvere.

(vi) The net operating loss deduction shall not be
allowed with respect to taxable perieds which ended on or
before December 31s 1970s but shall be allowed only with

respect to taxable periods beginning on or after January 1

w HE e
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1971.

{3} In the case of minesy other natural deposiis' oil
and gas wellsy and timbers & reasonable allowance for
deplation and for depreciation of iaprovements; such
reasonable allowance to be determined according io the
provisions of the Internal Revenue Code in effect for the
taxable years All elections made under the Internal Revenue
Code with respect to capitalizing or expensing explération
and development costs and intangible drilling expensés for
corporation 1license tax purposes shall be the same as the
elections made for federal income tax purposese

{(4) The amount of interest paid within the year on its
indebtedness incurred in the operation of the business from
which its income is derived; but no interest shé]] be
allowed as a deductijon if paid on an indebtedness éreated
for the purchases maintenances or improvement of property or
for the conduct of business unless the income from such
property or business would be taxable under this part;

{5) (a) Taxes paid within the year eaxcept the
followings

{i) Taxes imposed by this parte

{ii) Taxes assessed against local benefits of é kind
tending to increase the value of the property assessed.

{iii) Taxes on>or according to or measured by net'income

or profits imposed by authority of the government>of the

-11-
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United States.

{iv) Taxes imposed by any other state or country upon or
measured by net income or profitse

{(b) Taxes deductible under this part shall be construed
to include taxes imposed by any countys school districts or
municipality of this states

{8) That portion of an ensrgy-r2lated investment
allowed as 2 deduction under 15-32-103."

NEH _SELTIONS. Section S5« Methed of determining
allowsnce for depreciation. The allowance for depreciation
is determined according to the provisions of secticn 167 of
the Internal Revenue Code in effect for the taxable year
except that the amount of depreciation allowed under these
provisions may be adjusted for inflation if the test under
[section 3] is mete The calculation for the adjusted
depreciation is the same as in [section 3]

MEW_SECTIDNe. Section 6« Department to orovide PIR
tabless (1) The department shall provide a table showing the
PIR as defined in 15-30-101 for each of the grevicus 2C
years to each corporation required to file 2 return.

{2) The department shall provide the PIR tables to a
taxpayar upon requéste

Section Te Codification instructionse (1) Section 3 is
intended to be codified as an integral part of Title 15,

chapter 30y part 1y and the provisions of Title 15y chapter

-12-
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3Gs aart le apply to section 3.

{2) Sections 5 and 6 are intended to be codified as an
intearal part of Title 15y chapter 31,y p2rt ls and the
provisions of Title 15+ chapter 31y part 1ls apply to

secticns 5 and 6e

Section B« Date of applicabilitys Sections 1 through 6
apply to taxable years begianing after Cecember 31y 1991.

-End-
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STATE OF MONTANA

f’ -
REQUEST NO.H;\ 8 l

Form BD-15

FISCAL NOTE

In compl}ilance wiéh_ 131W£iéten request received January 7 ,19 81 there is hereby submitted a Fiscal Note
ouse Bi
for 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
An act to provide an adjustment for inflation of depreciation in calculating

individual income tax liability; to provide for the adjustment for inflation
of the depreciation allowance taken in determining corporate tax liability.

FISCAL IMPACT

There areno data available to estimate the fiscal impact of this proposal.

BUDGET DIRECTOR

Offi'ti:e'of Budgé{ ;a'nd' Pfogram Planning
. Date: "‘”D' Yl




