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T"TR!-:D;JCEO BY -~19-JYl...'lY..!ill:K_ ____________ . 

A 3ILL FOR AN ACT ENTITLED: "AN ACT TO PROVIDe A~ 

ADJUSTMENT FOR INFLATION OF DEPRECIATION IN CALCULATING 

I~DIVIOUAL INCO,E TAX LIABILITY; TO PROVIDE FOil. THI'. 

AOJUSTHENT FOP INFLATION OF THE DEP:l.EC IATJON ALLOWANC<c 1 Ai<Ei' 

IN DETfRMJNING CORPORATE TAX LIABILITY; AMENDING SECTIONS 

15-30-101, 15-30-12lt AND 15-31-114t MCAo" 

BE IT t.NACTE~ BY THE LEGISLATURE OF TH~ STATE OF MONTANA: 

~ection 1. Section 15-30-101, ~CAt is zmendeo tn read: 

"15-30-101. Definitions. For the purpose of this 

ch;ptero unless otherwisa required by th3 context, th~ 

follo~in~ definitions apply: 

ill--~~~-~~D~~~~~r~~~-lo~~-llui~eg_~~~£~ 

kit¥--a~~~~--LQL _ _Qll_iiema-~iD~-tbe-l2~I-uQs~-Qf-lQQ_~s 

~hl~~--f2L--~~n~~~--Xear__hx--Lhe __ Qureaa__gf __ lab2£ 

~at~~lcs _ _gf __ ~~_uni~~1~i~-D~Q~rtme~-Qf_!gt~r-~L-lts 

~U~k~~~ 

iZl--~flrl~--ID~~-ULi~-lnQ~-~ii~s__~et~m~~--~¥ 

di¥1Jlo~ _ _tb~-~l-a~aefl~_in~Y~~1i~D-!l1-f2L-~-1QZ2~le 

¥ear_h~1~-'fl~_a_numa~_Qf_~~lQ~-¥~ars£ 

t+t1l1 "Depart~ent" means the depcrtrr8nt of r~v~~u~. 

t~t1±1 "Dividend" me'lns any distribution mcdB ty ~ 
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or profits to its 

c?.sh or in other 

property or in stock of the corporation, other than stock 

dividends as herein defined. "Stock dividends" means new 

stock issued, for surplus or profits capitalized, to 

shareholaers in pro~ortion to their previous holdings. 

t3t121 "Fiduciary" means a guardian, trustee, executor, 

administrator, receiver, conserv~tor, or any person, whether 

individual or corporate, acting in any fiduciary capacity 

for any person, trust, or estate. 

t~tikl "Foreign country" or "foreign government• means 

any jurisdiction o~her than the one embraced within the 

United States, its territories and possessions. 

f5t.lll "Gross incol!'e" means the taxpayer•s gross income 

for federal income tax purposes as defined in section 61 of 

the Internal Revenue Code of 1954 or ~s that section mr.y be 

1 abel ed or amended, exc l udi nc unen.pl oyment compensation 

included in federal gross income under the orovisions of 

secti~n 85 of the Internal R~venue Code cf 1954 as amended. 

t6t~l "Information agents" includes all individuals. 

corpar~ticns, associations, anJ partnerships, in whatever 

capacity acting, including lesse~s or mortgaqors of real or 

personal property, fiduciaries, employ~r~, and all officers 

and employees of the stdte or o~ any ~unicipal corporation 

or acl itical subdivision of th2 state, h3ving the control, 
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..-eceipty custody. disposal• o..- payment of inte..-est. l""!llty 

salal"iesy wages, premiums. annuities 9 compensations, 

remunerations. emoluments, o..- other fixed or detel"minable 

annual or periodical gains, profits, and income with respect 

to which any person or fiduciary is taxable undel" this 

chapte..-. 

t~tLil "Knowingly" is as defined in 45-2-101. 

tet~l •Net income• means the adjusted g..-oss income of 

a taxpayel" less the deductions allowed by this chapte..-. 

f9t1lll •Paid"• fol" the pu..-poses of th~ deductions and 

credits unde..- this chapte..-, means paid o..- acc..-ued o..- paid cl" 

incu..-..-ed, and the te..-ms "paid o..- incu..-..-ed" and •paid ol" 

acc..-ued" shali be const..-ued acco..-ding to the method of 

accounting upon the basis of which the taxable income is 

computed unde..- this chapte..-. 

fl6t!1Zl •Purposely" is as d~finad in 45-2-101. 

tl+t!l2l •Received"• fo..- the pu..-pose of computation of 

taxable income unde..- this chapte..-, means ..-eceived or accruec 

and the term "received Ol" acc..-ued" shall De construed 

accordino to the method of accountinq upon th~ basis of 

which the taxablre income is computeo under -chis chao-ter. 

t+~tllll "~asic:itnt" applies only to n.oturc:l p<rs~ns c.nc; 

incluaesy for tn~ purposa of d2t~r~ini~l~ 1i~~ili~y tot~~ 

tax imoosed by this chaptEI" with rEferenc~ tu ths incom• of 

any taxable year, any pgrson do~icilad in thr state of 
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Montana and any othel" person who maintains a permanent placE 

of abode within the state even though temporarily absent 

from the state and has not established a residence 

elsewhe..-e. 

tr3tL!2l "Taxable income• means the adjusted gi"OSS 

income of a taxpaye..- less the deductions and exemptions 

provided fo..- in this chapter. 

tr4tLlkl •Taxable year• means the taxpayer•s taxa~le 

year fo..- fede..-al income tax purposes. 

t~5tLlil •Taxpayer• includes any person Ol" fiduciary, 

resident Ol" nonresident. subject to a tax imposed by this 

chaptel" and does not include co..-porations.• 

Section 2. Section 15-30-121• MCA, is amended to r€ad: 

"15-30-121. Deductions allowed in computing net income. 

In computing net income• there are allowed as deductions: 

{1) the items refe..-..-ed tr in sections 161 and 211 of 

the Internal Revenue Code of 1954• or as sections 161 and 

211 shall be labeled or amended, subject to ~~~ga_JJ_~na 

the following exceptions which are not deductible: 

(a) items p..-ovided fol" in 15-30-123; 

(b) state income tax paid; 

(2) federal income tax paid within the taxable yecir; 

(3) child and dependent ca..-e expenses determined in 

acco..-dance with the pl"ovisions of section 214 oi thg 

Internal Revenue Code of 1954 that were in effect for the 
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taxable year that began January 1, 1974. However, the 

limitation set forth in section 214(e)(4) of the Internal 

~evenu~ Code of 1954 as that section was in effect for the 

taxable year that began January 1, 1974• applies only to 

payments made to a child of the taxpayer who is under 19 

y~ars of age at the close of the taxable year and to 

payments made to an individual with resp~ct to whom a 

d~duction is allowable under 15-30-112{5} to the taxpayer or 

the taxpayer's spouse. 

(4) that portion of an energy-ralated investment 

allowed as a deduction under 15-32-103; 

(5) in the case of an Individual, political 

contributions determined in accordance with the provisions 

of section 218(a) and (b] of the Internal Revenue Code that 

were in effect for the taxable year ended December 31, 

1976." 

NEW SECIIDN. Section 3. ~ethod of determining amount 

of deduction allowed for depreciation -- test for taking 

depreciation adjusted for inflation. (1) The provisions of 

section 167 of the Internal Revenue Code apply in the 

computation of net income for purposes of tax liability in 

Montana, except that the amount of depreciation allowed 

under the provisions may be adjusted for inflation according 

to subsection 3 if total indebtedness on all depreciable 

property used by a taxpayer in a trade or business or held 
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for the production of income is less than the total co~bined 

adjusted basis of such property or properties. 

(2} No adjustment for inflation may be taken if the 

total indebtedness on all depreciable property used in a 

trade or business or held for the production of income 

exceeds the total combined adjusted basis of the property or 

properties. 

(3) The amount of depreciation adjusted for inflation 

is calculated as follows: 

(a) The federal depreciation taken for each item of 

property is added together to yield total federal 

depreciation. 

(b) To yield an inflation adjusted depreciation for 

each item, the federal depreciation taken for each item of 

property is multiplied by the PIR for the year in which the 

taxpayer purchased the property. 

(c) The inflation adjusted depreciation determined in 

subsection (3)(b) above for each item of property is added 

togeth~r to yield a total inflation adjusted depreciation. 

(d) The difference between the total inflation adjusted 

depreciation in subsection (3)(c) and total federal 

depreciation in subsection (3)(a) is multiplied by a 

fraction to yield an additional depreciation which may be 

added to the federal depreciation. 

(e) The fraction used in subsection (3)(d) aoove is as 

-6- -fiB ~b 



1 

2 

3 

4 

5 

6 

1 

8 

9 

10 

11 

12 

13 

14 

15 

16 

11 

18 

19 

20 

21 

22 

.23 

24 

25 

LC 0316/01 

follows: (total adjusted basis of all property being 

depreciated minus total indebtedness on this property)ftotal 

adjusted basis. 

(f) Total indebtedness is determined by averaging total 

indebtedness on the last day of each quarter of the taxable 

year. 

Section 4. Section 15-31-114• MCA, is amended to. read: 

R15-31-114· Deductions allowed in computing inco•e• In 

computing the net income, the following deductions shall be 

allowed from the gross income received by such corporation 

within the year from all sources: 

(1) All the ordinary and necessary expenses paid or 

incurred during the taxable year 

operation of its business and 

in the mainten~nce and 

properties, including 

reasonable allowance for salaries for personal services 

actually rendered, subject to the limitation hereinafter 

contained, rentals or other payments required to be made as 

a condition to the continued use or possession of property 

to which the corporation has not taken or is not t~king 

title or in which it has no equity. No deduction shall be 

allowed for salaries paid upon which the recipient thereof 

has not paid Montana state income tax; provided, however, 

that where domestic corporations are taxed on income deriveo 

from without the state, salaries of officers paid In 

connection with securing such income shall be deductible. 
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(2) (a) All losses actually sustained and chargee off 

within the year and not compensated by insurance or 

otherwise, including a reasonable allowance for the wear and 

tear and obsolescence of property used in the trade or 

business, such allowance to be determined according to th~ 

provisions of see~+en-~6~-ef-~he-%n~erne~--ReYenae--€ede--+n 

e??~--w+~~--~espee~--~e--~he-~exeb~e-yee~ ~~~J. All 

el~ctions for depreciation shall be the same as thg 

elections made for federal inco~e tax purposes. No deduction 

shall be allowed for any amount paid out for any buildinqso 

permanent i~prove~ents, or betterments made to increase the 

value of any property or estate, and no deduction sh~ll be 

made for any amount of expense of restoring property cr 

making good the exhaustion thereof for which an allow~nce is 

or has been made. 

(b) (i) There shall be allowed as a deduction for the 

taxabl~ period a net operating loss deduction determined 

according to the provisions of this subsection. The net 

operating loss deduction is the aggregate Qf net operatinG 

1 oss carryovers to such taxable period plus t~l·::! net 

operating loss carrybacks to such taxable period. The terlii 

nnet operating loss" means the excess of the deouctians 

allowed by this section, 15-31-114• over the sross income, 

with the modifications specified in (ii) of this subsection. 

If for any taxable period beginning after December 31, 1970, 

-a-
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d nat ope~ating loss is sustainady such loss shall be a net 

ope~ating loss ca~~yback to each of the three taxable 

periods p~eceding the taxable pe~iod of such loss and shall 

be a net ope~ating loss carryove~ to each of the five 

taxable pe~iods following the taxable pe~iod of such loss. A 

net ope~ating loss fo~ any taxable pe~icd ending afta~ 

December 31y 1975y in addition to being a net ope~ating loss 

car~yback to each of the three p~eceding taxable periods, 

shall be a net operating loss carryover to each of the seven 

taxable periods following the taxable pe~iod of such loss. 

The portion of such loss which shall be car~ied to each of 

the other taxable years shall be the excess. if any, of the 

amount of such loss ove~ the sum of the net income for each 

of the prio~ taxable pe~iods to ~hich such loss was ca~ried. 

For purposes of the preceding sentence, the net income fo~ 

such p~io~ taxable ~eriod sh3ll be computed with the 

modifications specified in (ii)(B) of this subsection and by 

determining the amount of the net ope~ating loss deduction 

without reyard to the net operating loss fo~ the loss period 

or any taxable period thereafter• and the net inco~e so 

computed shall not be conside~ed to be less than ze~o. 

(ii) The modifications refe~~ed to in (i) of this 

subsection shall be as follows: 

(A) No net operating loss deduction shall ~e allowed. 

(B) The deduction for depletion shall not exceed the 

-9-

\ 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

' 

LC 0316/01 

amount which would be allowable if computed under the cost 

method. 

(C) Any net ope~ating loss car~ied ove~ to any taxable 

years beginning after Decembe~ 31, 1978, must be calculated 

unde~ the p~ovisions of this section ef~ective for the 

taxable yea~ fo~ which the ~eturn claiming the net operating 

loss carryover is filed. 

(iii) A net ope~ating loss deduction shall be allowed 

only with ~egard to losses att~ibutable to the business 

ca~~ied on within the state of Montana. 

[iv) In the case of a merger of corporations, the 

su~viving co~poration shall not be allowed a net ope~ating 

loss deduction ~or net operating losses sustained by the 

me~ged co~po~ations ~~ior to the date of me~ge~. In the case 

of a consolidation of co~po~ations, the new co~po~ate entity 

~hall not be allowed a deduction fo~ net operatin9 losses 

sustained by the consolidated co~porations p~io~ to the date 

of consolidation. 

(v) Notwithstanding the p~ovisions of 15-31-531, 

interest shall not be paid with ~aspect to a refund of tax 

~esulting f~om a net operating loss carryback o~ car~ycver. 

(vi) The net operating loss deduction shall not ~e 

allowed with respect to taxable pe~iods which ended on o~ 

before December 31, 1970, but shall be allowed only with 

~e~pec~ to taxable periods beginning on o~ after January 1• 

-10- HB 'It 
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1971. 

(3) In the case o~ mines, other natural deposits, oil 

and gas Nells, and timber, a reasonable allowance Tor 

depletion and for 

reasonable alloNance 

provisions of the 

depreciation OT improvements; such 

to be determined according to the 

Internal Revenue Code in ef~ect Tor the 

taxable year. All elections made under the Internal R~venue 

Code Nith respect to capitalizing or expensing exploration 

and development costs and intangible drilling expenses for 

corporation license tax purposes shall be the same as the 

elections made for federal inco~e tax purposes. 

(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 shall be 

allowed as a deduction if paid on an indebtedness created 

for the purchase, maintenance, or improvement of property or 

for the conduct OT business unless the income from such 

property or business would be taxable under this part. 

(5) (a) Taxes paid within the year ~xcept the 

following: 

(I) Taxes i~posed by this part. 

{ii) Taxes assessed against local benefits of a kind 

tending to increase the value of the property assessed. 

(iii) Taxes on or according to or measureo by net income 

or profits imposed by authority of the government of the 
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United States. 

(iv} Taxes imposed by any other state or country upon or 

measured by net income or profits. 

(b) Taxes deductible under this part shall be construed 

to include taxes imposed by any county, school districto or 

~unicipal ity of this state. 

(6) That portion of an energy-rel~tPd investment 

al!owed as a deduction under 15-32-103•" 

~~ SECTIO~. Section 5. Method of determining 

alloNsnce for depreciation. The allowance for depreciation 

is determined according to the provisions of section 167 of 

the Internal Revenue Code in effect for the taxable year 

except that the amount of depreciation allowed under these 

provisions may 

[section 3] is 

be adjusted for inflation if the test under 

met• The calculation for the adjusted 

depreciation is the same as in [section 3]• 

NEW SECTION. Section 6. Department to provide PIR 

tables. (11 The department shall provide a table showing the 

PIR as defined in 15-30-101 for each of the previous 20 

years to each corporation required to file a return. 

(2) The department shall provide the PlR tables to a 

taxpayer upon request. 

Section 7• Codification instructions. (1) Section 3 is 

intended to be codified as an integral part of Title 15o 

chapter 30• part 1, and the provisions of Title 15o chapter 

-12-

I 



1 

2 

3 

.. 
5 

6 

'· 
LC 0316/Cl 

"J.C, vart 1, apply to section 3. 

(2) Sections 5 and 6 are intended to be codified as an 

int<qJ"al pal"t of Title 15o chapter 31, pO>I"t lo and the 

pl"ovisions of Title 15t chapter 3lt pal"t 1t apply to 

sections 5 and 6. 

Section B. Date of applicability. Sections 1 through 6 

7 apply to taxable yeaJ"S beyinning after December 3lo 1981. 

-End-
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STATE OF MONTANA 
REQUEST NO. Lj ()-21 

FISCAL NOTE 

Form BD-15 

In compliance with a written request received January 7 , 19 ~, there is hereby submitted a Fiscal Note 
House Bill 46 

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 arena data available to estimate the fiscal impact of this proposal. 

BUDGET DIRECTOR 

Office of Budget and Program Planning 

Date: f - I () - X" I 


