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NO. 415 

INTROOUCED ·---------------
oY REQUEST OF THE DEPARTMENT OF REVENUE 

A BILL FOR AN ACT ENTITLED: •AN ACT TO PROVIDE THAT GAIN OR 

LOSS UPON A CORPORATE LIQUlDATIO~ IS RECOGN!Z~D FOR STATE 

TAX PURPOSES BY THE LIQUIDATING CORPORATION IF ANY 

STOCKHOLDER OF THE CORPORATION IS NOT SUBJECT TO MONTANA 

INCONE TAX UNDER TITLE 15, CHAPTER 30 OR 31, AS APPROPRIATE; 

AMENDI~G SECTIONS 15-30-111, 15-30-121t 15-31-113t AND 

15-31-ll4t MCA; AND PROVIDING AN APPLICABILITY OAT~.ft 

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

Section 1. Section 15-30-11lt MCAt is amended to read: 

•15-30-111· Adjusted gross inco~e. (1) Adjusted gross 

income shall be the taxpayer's federal income tax adjusted 

gross income as defined in section 62 cf the Internal 

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

amenced and in addition shall include the following: 

(a) interest received on obligations of another state 

or territory or county, municipality, district, or other 

political subdivision thereof; 

(b) refunds received of federal income tax, to the 

extent the deduction of such tax resulted in a reduction of 

~ontana income tax liability. 
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(2) Adjusted gross income does not include the 

following which are exempt from taxation under this chapter: 

(a) interest income 

States government, the 

municipality, district, 

thereof; 

from obligations of the United 

state of Montana, county, 

or other political subdivision 

(b) all benefits received under the Federdl Employees• 

Retirement Act not in excess of $3,600; 

(c) all benefits paid under the teachers• retirement 

law which are specified as exempt from taxation by 19-4-706; 

(d) all benefits paid under The Public Employees• 

Retirement System Act which are specified as exempt from 

taxation by 19-3-105; 

(e) 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 19-11-602, 19-11-604t and 

19-11-605 to retired and disabled firefighters, their 

surviving spouses and orphans; 

(h) all benefits paid by first- or second-class cities 

for the policemen's retirement system provided for by Title 

19, chapter 9 .. .i. 

.Lll._Qs..io_~!.l.ii:Jig_.t.sLUL.L~Q!W.il.~>L-ll¥-_jL-.l..W~liO-'I 

~iU.~-u.ru1~.Ll~l::llUlliallJ.i.U. 

-z- l N T R 0 D U C E D B I L L 

\-\8~\ \~ 
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(3) In the case of a shareholder of ~ corporation ~ith 

respect to which the election provided for under subchapter 

s. of the Internal Revenue Code of 1954, as am~nded, is in 

effect but with respect to which the ~lection provided for 

under 15-31-202, as amended, is not in effect, adjusted 

gross income does not include any part of the corporation's 

undistributed taxable income, net ooerating loss, capital 

gains or other gains, profits, 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. However, 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 s. election were not in effect." 

Section 2. Section 15-30-121, MCA, is amended to read: 

"15-30-121. Deductions allowed in 

income. In computing net income, there 

deductions: 

computing net 

are allowed as 

(1) the items referred to in sections 161 and 211 of 

the Internal ~evenue Code of 1~54, or as sections 161 and 

211 shall be labeled or amended, subject to the following 

exceptions which are not deductible: 

(a) items provided f'or in 15-30-123; 

(b) state income tax paid; 

~ 1 oss al Jcwed_t.g__a_li~~g_~UJ:l2QL4t.UW-1.U]jju 
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~Jl-114(2)(Cia 

{2) federi'l income tax paid within the taxable year; 

(3) child and dependent care expenses determined in 

accordance ~ith the provisions of section ?.14 of the 

Internal Revenue Code of 1954 that were in effect for the 

taxable yea~ that began January 1, 1974• However, th2 

limitation set forth in section 214(e)(4) of the Int~rndl 

Revenue Code of 1954 as that section was i~ effect fer thP 

taxa~le year that began January 1, 1974, apolias only to 

payments made to a child of the taxpayer ~ho is under 19 

years of age at the close of the taxable year ~nd to 

payments made to an individual with respect to whom a 

deduction is allowable under 15-30-112(5) to the taxpayer cr 

the taxpayer's spouse. 

(4) that portion of an energy-related inv~st~~n• 

allowe~ as a deduction under l5-32-1G3; 

(5} in the case of an individual, politic'll 

contributions determined in accorrnnc"' with the <;rovisiccts 

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

were in eff'ect for the taxable year ended December 3lt 

1978." 

Section 3. Section 15-31-113, MCA, i 5 amenoeL tc r~<3c: 

"15-31-113. Gross income and net income. (1) The t~rm 

•gross income" means all income recognized in determining 

the corporat ion• s gross income f')r fede~al income tax 

-4-
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.tll interest exempt from federal income tax•l. 

ilil_~aln_ _ _fLgm___g_ llQUjdatjgp Qf -tb5-~Lti~ 

~UlQlilli~~~iUI for fed~l cgrpgrate~~--L>ill 

WLll.Cll.:i._WJ.t£l<!DS-~-~s;tigo_;ul _ _ar:_n1_aL..ttul:~Lrlliil 

liwi:JmU.5-~-Lll tbose s~tlslns mav hJl __ amec~_QL 

L.l;w.l.illil~---H tbe 1 jgyjdated c~~ll--ha.L~ 

ll.Qs;isWl.l..W.£ r , e i tbe r iod i v i du a L~JWLSU;ia--WU-liub j es;t tg 

Hwlt.sw~~_QL_llcense tax yoder li~.iL-s;tul~~r: 

J;;biU~t.eL.:ll.L-'Ili-llml.~~t.;;t.._li.D_tb~ gaj n p~~_tbLgugb tg 

tn~Qckbolder pyrsuaot tg federal law: and 

.L.llL excluding ga j n recogn i ziUL.Ul~er:al tax purgg!i.iis 

~-_:;hare hal der of a 1 i QY.Ul<itl.!ul-mpQLSltlQo_pi.IL£La.Dl.-:tl:l 

~~s;.tl.im~Lw:-.lll gf the Intemgl~ow:_~~-.L;Is__.tbgs£ 

s~i!mS--Wlil.X-Iu: a me ode d -2L.-llllWIIb~.dLlt.b.eo_tluL~a.i!L..ll 

~lL!i:~be recogo i zed tu--tW;:_.Ji!Uii.d.a.tio~~ggLatiQo 

~ursuaot_tg_~s~s;ti2D-.LLl!~l.tiil-2f_lbl~-li~~~~ 

(2) Th~ ~Erm "nst incom~" means the gross income of 

-~~ rorp~ration less the deductions set forth in 15-31-114. 

(3) 

licEno;e 

No 

t3X 

corporation is exempt 

unless specifically 

fro~ the corporation 

!JTOVidP.d for UOGP.r 

15-31-101(3) or 15-31-102. Any corporation not subject to or 

liable for federal income tax but not exempt from th~ 

corporation license tax under 15-31-101(3) or 15-31-102 
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shall compute gross income for corporation license tax 

purposes in the same manner as a corporation that is subject 

to or liable for federal income tax according to the 

provisions for determining gross income in the federal 

Internal Revenue Code in effect for the taxable year.• 

Section 4. Section 15-31-114• ~CA, is amendeu to reaj: 

"15-31-114. Deductions allowed in computing income. 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 in the maintenance and 

operation of its business 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 whictl the corporation has not taken or is not taking 

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 derived 

from without the state, salaries of officers ~aid in 

connection with securing such income shall be deductible. 

(21 (al All losses actually sustained and charqed off 

-6-
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within the year and not comp~nsated by insurance or 

otherwise. including a reasonable allow3nce for the wear and 

tear and obsolesc~nce of property used in the trace or 

business. such allowance to be determinej according to the 

provisions of section 167 of the Intern~l Revenue Code in 

effect with respect to the taxable year. All elections fer 

depreciation shall be the same as the elections made for 

federal 

for any 

income tax purposes. No deduction s~all be allowed 

amount paid out for any buildincs, permanent 

improvements, or betterments made to incre~se the value of 

any property or estate, and no deduction shall be made for 

any amount of expense of restoring property or making good 

the exhaustion thereof for which an allowance is or has been 

made. 

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

taxable period a net op~ratins loss deduction d~termined 

according to the provisions of this subsection. The net 

operating loss deduction is th€ aqgre~ate of n~t orerdtin; 

loss carryovers to such taxable ?eriod plus the net 

operating loss carrybacks to such tax3bl~ perioo. The ter~ 

•net operating loss" means the excess of the deductions 

allowed by this section, 15-31-114, over the grass incomer 

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

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

a net operating loss is sustained, such loss shall be a net 

-7-
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operating loss carryback to each of the three taxable 

periods preceoin~ the taxable oeriod ~f such loss anJ shall 

be a net operating loss carryover to each of the five 

taxa~le periods following the taxable ?eriod of such lvss. A 

net operating loss for any taxable ~eriod endin~ after 

Dece~ber 31r 1975, in addition to aeing 3 net operatins loss 

carryback to each of the three preceding taxable periu1s, 

shall be a net operating loss carryovRr to each of the sev~n 

taxable periods fcllo~ing the taxabla ~erioc of such l~ss. 

The portion of such loss which shall be carried to each of 

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

amount of such loss ever the sum of the net income for each 

of the prior taxable periods to which such loss was curried. 

For purposes of the preceding sentence, the net income for 

such prior taxable period shall be compute~ with ·~· 

modifications specified in (ii)(~) of this subsection a~d 0y 

determining the amount of the net cperatin1 loss deduction 

without regara to the net cperatin? l~ss for th2 l~s~ ~Erioc 

or any taxable period thereafter, and the net income so 

computed shall not be considered to be less than zero. 

(ii) The modifications referred to in (i) of this 

subsection shall be as follows: 

(A) No net operating loss deduction shall be allowed. 

(B) The deduction for depletion shall not exceed the 

amount which would be allowable if co~puted under the cost 

-s-
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method. 

(C) Any n~t operating loss carried over to any taxable 

years beginning after December 31, 197Bt must be calculated 

under the provisions of this section effective for the 

taxa~le y~ar for which the return claiming the net operating 

loss carryover is filed. 

(iii) A net operating loss deduction shall be allowed 

only with regard to losses attributable to the business 

carried on within the state of Montana. 

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

surviving corporation shall not be allowed a 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 corporations, the new corporate entity 

shall not be allowed a deduction for net operating losses 

sustained by the consolidated corporations prior to th~ date 

of consolidation. 

(v) ~otwithstanding the ~revisions of 15-31-531, 

interest shall not be paid with respect to a refund of tax 

resulting from a net operating loss carryback or carryover. 

(vi) The net operating loss deduction shall not be 

allo~ed with respect to taxable ~eriods which ended on or 

before Oece~ber 31, 1970t but shall be allowed only with 

respect to taxable ~eriods beginning on or after January lt 

1971. 

-9-
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~l--Lll Tbere~ll2~ a deductjgn_~ tbe Jjgyjdated 

~~n tor a loss from a ljgyjdatjoo of~~LQtign 

nct__reco~njzea__LQr federal corporate tgx ~~~n£ 

~ectioos~ and 33L..cf_tbe Interogl_RiUUmllL~~ 

those sections mav be--AmeDded or renumbered) _if__ibe 

ll.Qlll~eQ__=.J:~L~Jm__-ba!i__ao..v_i<i.~lsieLL---~ 

iwlllt~L...Q.C_I;~ter who wwJ d not have beeo._~IWJ.~t.-1.2 

1!\.Qnt.sm.a_.i!u;mru:_g;~ose tax yoder Ilt.LL.l~,;wt.er:_JQ__Qc. 

~-~ apprg;prlilt~ILQai~ the 1 iguidati oD..&-.!lii.d._t.b.e.J:.e 

~en anv• p~~hrough to the stockb~ pursuant t.Q 

fiule~.ll! ... 

t i i I Lo-U--a.ll.mted~ be taken as a d~Wo!UlQIL.Q£-'1 

llgu~t.lnQ~D~tjon under sub~~t.ion (21Lk1111--2f-_t.hl~ 

~lim--lllii!¥--11~ be t,gkeo ~--'Ll1~:ti2ILDX-'1-S:.lU:ll2UlL! 

stockholder in the liQuidating corporatjgo~ 

(3) In the case of mines. other natural deposits, oil 

and qas wells, and timber, a reasonable allowance for 

depletion and for depreciation of improvements; such 

reasonabla allowance to be determined according to the 

proYisions of the Internal Revenue Code in effect for the 

taxable year. All elections made under the Internal Revenue 

Coda with 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 income tax purposes. 

-10-
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1 (4~ Tne amount of interest paid witnin the year on its 

2 indebtGdness incurred in the ~aeration of the business from 

3 which its income is derived; but no interest shall be 

4 allowed as a deduction if paid on an in,1ebtedness created 

5 for the purchase~ maintenance, or improvement of property or 

6 for the conduct of business unlass the income from such 

1 property or business would be taxable under this part. 

8 {5) (a) Taxes paid within the year except the 

9 following: 

10 (i) Taxes imposed by this part. 

11 (ii) Taxes assessed against local benefits of a kind 

12 tending to increase the value of the property assessed. 

13 {iii) Taxes on or according to or measured by net 

14 income or profits imposed by authority of the government of 

15 the United States. 

16 (iv) Taxes imposeo by any other state or country upon 

17 

1il 

or measured by net inco10;e or profits. 

(b) Taxes deductible under this part shell be 

19 construed to include taxes imposed by any county, school 

20 district, or municipality of this state. 

21 (6) That portion of an energy-related investment 

22 allowed as a deduction under 15-32-103•" 

23 Section 5. Applicability. This act applies to tax 

24 years beginning after December 31~ 1980. 

-End-

-11-
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STATE OF MONTANA 
REQUEST NO. :JM-:Bi __ 

FISCAL NOTE 

In compliance with a written request received January 23 __ , 19 ~~ , there is hereby submitted a Fiscal Note 

for J!Q_~§E.! _ ~JL~---~J2-----~~-~- 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 

of the Legislature upon request. 

DESCRIPTION 

An act to provide that gain or loss upon a corporate liquidation is recognized for state 
tax purposeS by the liquidating corporation if any stockholder of the corporation is not 
subject to Montana Income Tax under Title 15. 

FISCAL IMPACT 

The fiscal impact of the proposed legislation cannot be estimated, but it could be 
significant. The loophole that the proposed legislation will eliminate has resulted 
in the loss of between one and two million dollars in corporate license tax and interest 
over the past three yeara One single transaction resulted in the loss of at least 
$742,000 in tax revenues to the state. 

PREPARED BY THE DEPARTMENT OF REVENUE 

-- L ( _b1tJ -~ --=- - ' 
BUDGET DIRECTOR 

Office of Budget and Program Planning 

Date: J---2_j_:__¥'J-_----
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HOUSE BILL NO. 415 

INTRJOUCEO RY SIVE~T~EN 

UY REQU~ST OF THE DEPARTMENT OF REV~iUE 

A bill FlJ~ 4"1 ACT ENTITLeD: "4N 4C T TO PRGViDE THAT C.!. IN 1jO 

lDSS Ut'CN A CORP·.JRAT<c Ll•JUIOAT!ON IS RECOuNil~D FQ.<. STAT~ 

TAX PURPu5t:S BY THe ur;uiOATING CORPURAT ION IF ,&,,,y 

STOCt<.HL.:LDER OF THE CORPORATION IS NOT Slli:IJcC T TO MuNTANA 

INCOME fAX UR_~!,!~f']~~E_!d£s!::l.i~_!.~~ UNDER Tlh!= I:>, CHAPTER 

JO 0~ 31, AS APPROPRIATE; AMENDI~G SECT!O~S 15-30-lll• 

15-3u-12I. 15-31-113• AND 15-31-114• MCA; AND PROV!OIN(, AN 

APPLICABILITY JATE.• 

dE IT E~ACT~u ~y THE LcGlSLAfJ~E OF TH~ STAT~ JF ~U~TA~A: 

Sac~ion 1. Sect1on 15-30-lllo M(A, is dm~nuea ~o reau: 

"l5-3u-1llo AdJUSted gross income. ( 1) Adjustea gross 

1 n~..:-o~oe :J.hd 1 1 be ~he taxpayer's federal income t~x adJu,te0 

~r~ss 1ncome as def•ned 1n section bi of the lnt~rnal 

Revenue Code of 1 'i 54 or as that section mdy be 1 aoe I<'~ or 

am.,noed ano in audition shall 1nclude t:he tollowinJ: 

(a) Interest receivea on obl1gat1ons of ~nother state 

or territory or coc>nty, muCJicipality, aistrict, ur oth-er 

political subdiVISIOn thereof; 

[D) refunds received of fe<Jeral i ncume tdx, t..; ttli? 

extent the ~eauLt1on of sucn tax resulted in ~ reauct1on uf 
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Montana income tax l1abil ity. 

{.:!) 4dJU~ted ~ross income does not include the 

follow1n3 whicn are ~xempt from taxation under this chapter: 

(a) 1nterRst 1ncome from obli'iations of the Jnite1 

States government, tne state of Montana. county• 

municipality, oistr1ct. or other political subuivision 

thereof; 

(b) all ilenefits rec~iveo under the Feoeral Employees' 

RetiremP-nt Act not in excess ot S3,600; 

(c) all ~enetits paiJ under the teachers' retirement 

law which are specif1ed as exempt from taxation by 19-4-706; 

(d) all benef1ts paid under The Public Employees• 

Retirement System Act wh1ch are specified as exempt from 

taxation by !9-3-luS; 

[e) all benefits paid under the hsghwdy patrol 

retire~nt law whicn are specified as exempt tram taxation 

by 1'i-o-f05; 

(f) dll ~ontdna 1ncome tax refunds or cr<'dltS thereof; 

(y) dll benefits pa1d under 19-11-602, lQ-ll-604• and 

19-11-605 to retired dnd disabled f1ref1ghters, their 

survtvan~ spouses and orphans; 

{n) all .,enefits pdtd oy f.rst- or second-class citi~s 

for the pol rc~men•s ret1r2mcnt system provioed for Dy T1tl~ 

19, chapter 'i.-.i_ 

l!l __ d£lD-~~9~i~~~-to_Q~-~£29Dl~lQ __ ~--~--!l9~l~1~iD9 

-2- rl9 41'i 
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£2£e2£2!iou_~~L_!2~~!~lli1!112li!i~ 

(3) In the case of a shareholder of a corporation ~ith 

respect to which the election provided for under ~ubchaytar 

s. of the Internal ~evenue Code of 1954, as amended• IS U1 

effect but w1th respect to which tne elect1on provided for 

under 15-31-lOLo as amended, IS not in effect, adJUSted 

gross lf>come does not incluoe any part of the corporation's 

undistributed taxable 1ncome. net operating loss, capital 

ga1ns or other gains, profits, or Jesse~ requ1red to oe 

1ncluded in the shareholoer•s federal income tax adJu5ted 

gros~ 1ncome by reason of the ~aid elect1on unoer subcr>ayt~r 

s. However, the shareholder's adjusted ~ross income shall 

include actual distributions 'rom the corporation to the 

extent they would be treated as taxable oividends if the 

subchapter s. election were not in effect.• 

Section 2. Section 15-30-121. I"'CAo i ~ amended to read' 

~15-30-121. Deductions allowed in computing net 

i. ncome. In computing net income• there are allo"eo as 

deductions; 

I l) the items referred to in sections 161 and 211 <Jf 

the Internal Revenue Code of 1954, or as sect1ons 1ol and 

211 shall be labeled or amended, subJeCt to the following 

exceptions wh1ch ar~ not deouctible: 

(d) items ~rovided for in 15-30-123; 

(b) state income tax palo; 
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li::1!::1HH11Ui 

(.!) feoeral income tax paid with1n tne taxable yea.-; 

(3) chilo and dependent care ex~enses determi~ea 10 

accordance with the provisions of section l14 of the 

l'>ternal Revenue Code of 1954 that were in eff~ct fur tne 

taxable year that began Jdnuary 1, 1974. How-ev-:r, th:? 

li mi tat ion se.: forth in section 214(e)(4) ot the rnt<>rndl 

Revenue Code of 1954 as that section WdS in effect for the 

taxable year that began January 1. 1974• af)pl ies only to 

~ayments mdde to a cnild of the taxpayer 

year~ of age at the close of the 

.. ho is und2r 19 

taxable year dnd to 

pay~nts made to an 1nuividual with respect 

deduction IS allowable under 15-30-112[5) to tne 

the taxpayer's spouse• 

(4) t:hat portion of dn energy-related 

allowed as a deduction under 15-32-103; 

(5) in the case of an individual, 

tu whom a 

tax.-HJ ye r :.J r 

ln.,rPStftl'='flt 

p.;lt t l c dl 

contrioutions determineu in accordance with the pr~v1s1ons 

of section 218(a) and (b) of the Internal Reve~ue co~e that 

we,-e 1n effect 

1978." 

Section 3. 

"15-31-113· 

"gross ancome" 

for tne taxable year ended uece·nber 3lo 

Section 15-31-113• MC~. is a~nded to read: 

Gross 1ncome and net income. (1) Trte term 

means all 1ncome recognized in determining 
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feaeral income tax 

iil interest exempt fro~ federal incume c3XTi 

i~il_g~in ___ f~2~---~--!Lgyida!l2~---of __ !~~~~!ting 

£2!Q2~2!~QQ_UQ!_~~£2~U~~~Q_for_fed~!2l-f2!22!~!~-iUfQ~~--!2~ 

Q~QQ~~~--2~!~~!__!2--~f!i2D__ll! __ Q!_}l1-2f_!he_l~~~U2! 

~~Y~Q~ __ Cog~ __ 12~-!~Q~~--~~£!i2~-~2Y ___ Q~---2~~QQeu ___ Q[ 

~Q~ill~~~edl __ ~f ___ !n~ __ _!ig~lg~ted __ -fQ~or2!i2n ___ nas __ ~nY 

~!2f~ho!~~~~!U~!-~U1i•i1~2!_Q~Q[Q£!at~~-UQ!_~~Q~~£! __ to 

~2n!2D2 _ _inf~_gr_!~~n~~-!2~-~~~r_Ti!l~_!2~_£n~e!~r_lQ_£r 

chdQ!~r_l!~-22-~2Q~22!i2te~_gn_t~92in_e2~~~~-!b!2Qgb __ !Q 

!~~-~!2f~ho!1~t_Q~!~~~!-!9_~Q~~-l·awl_2nd 

iQl--~~£lu1~~-~2~~-!~fQ9nizea_fzr_i~1~!2!_!2~-~Q!Q2~~~ 

2~--2--~b2!~bol1~! __ Qf_2_!~gui12ting_£Q!Q9!2!iQU_Q~~i~~n!_!Q 

~~!~2n~_11l_£L_l11_gf_!b~_!n!~~nai_Rey~QQ~-~29~--1~i __ !b2~ 

~~!~2Di __ miY __ Q~--2~~nged __ Q! __ ~n~~~~~~ul_~hen_!b~_92iD-~i 

~~9~~~~1-1~-2~~~£99Uil~4-_Qy__!he __ li9~'d2!lD9 __ fQLQQ!~!lon 

QQ!~Q2U!_!Q_~QQ~~£!i2U_lll12li~i1_2f_!bi~~~£!~9~ 

C2) fhe term "net income" means the gross income of 

the corporation less the deductions set forth in 

C 3) ooo corp:>rat1on is exempt from the 

licens~ tax unless specifically provided 

l~-31-114. 

cor,_>Or'lti<>n 

for under 

lS-31-1~1(3) or 15-3i-lO£. An~ corporation not subJeLt to or 

1 iable for federal income tax but not exempt fro"' tne 

-5- HS 41~ 

1 

2 

3 

4 

s 
, 
7 

8 

9 

10 

ll 

12 

13 

14 

l.5 

lb 

l7 

18 

1'1 

20 

.::1 

22 

23 

2.4 

2.5 

HB 0415/02 

corporation license tax under LS-31-101(3) or 15-31-102 

shall compute gross income for corporat1on license tax 

purposes in the same manner as a corporation that lS subject 

to or 1 i able for feueral income tax according to tne 

provis1ons for determining gross income in the federal 

Internal Revenue Code in effect for the taxable year." 

Section 4. Section 15-31-114• M(A• is amended to read: 

"15-31-ll4o ueduct10n5 allowed in COmputing tncomeo ln 

computing the net 1ncome. the following aeductions shall be 

alloweo from the gross income rece1ved by such corporation 

within tne year from all sources: 

(1) All the ordinary and necessary expenses pa1d or 

incurred during the taxable year in the maintenance and 

operat10n of its uusiness and properties, incluoing 

reas~nable allo~ance for 

actually rendereo. subJeCt 

salaries 

to the 

for personal services 

limitat1o~ hereinafter 

contained,. rentals or other payments required to oe made as 

a condotion to the continued use or possession of property 

to ~h1ch the corporation has not takPn or is not taking 

title or in whoch it has no eouity. No deduct1on shall be 

allowed for salaries paid upon which the rectpient thereof 

has noL ~•atd H~ntan3 state income tdx; provided, however, 

that wnPre domestic corpor3t1ons are taxed on income der1ve1 

fro~ wit~out tne state, salaries of officers p<Hd on 

connectian w1tn securing such income shall be deduct1ble. 
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(l) (a) All losses actually sustained and char~ea off 

within tne year and not compensated by insurance or 

otherwise, including a reasonable allowance for the wear and 

tear and oosolescence of property used in the traoe or 

business, such allowance tone determined according to the 

provisions of section 167 of the Internal Revenue Code 1n 

effect with respect to the taxable year. All elections for 

depreciation shall be the same as the elections made for 

federal income tax purposes. No deduction shall be allowed 

for any amount paid out for any bui ldingso permanent 

Improvements, or b~tterments made to increas~ the value of 

any property or estate, and no deduction shall be made for 

any amount of expense of restoring property or mak1ng yood 

the exhaustion thereof for which an allowance 1S or ha~ been 

made. 

(b) (i) There ~hall oe allow~d as a deduction for tne 

taxable period a net operating loss deduction determined 

according to the provisions 0f this subsection. The net 

operating loss deduction is the agyregate of net opernting 

loss carryovers to such taxable period plus the net 

operating loss carrybacks to such taxable ~eriod. The term 

"net operating loss" means the excess of the deductions 

allowed by this sectiOn• 15-31-114, over the gro~s income. 

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

If for any taxable period oe~inning after December 31, l970o 
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a net operat1n~ loss is su~tained, such loss shall be a net 

operating loss carryback to each of the three taxable 

periods j.Jr<oceding th<o taxatde period of such loss anJ s.'lall 

be a net operatin,; loss carryover to each nf the five 

taxable periods following the taxable period of such loss. A 

net operating loss for any taxable oerioo end1n,; after 

Uece~ber 31, 1975, in addition to oe1n~ a net ooerat1n~ loss 

carryback to each of the three ~reced1ng taxable ?eriods, 

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

taxable periods follow•ng the taxable period of such 1 oss. 

The portion of such loss wnich shall be carne<J to "'~ch uf 

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

amount of such loss over the su• of the net income for each 

of the prior taxable periods to which such loss was carrted. 

For purposes of the ~reced1n~ sentence, the net income for 

such prior taxable period shall be computed WIth th>' 

modifications specifieo in {iii{B) of this subsection ana oy 

det<>rminin·,~ thie amount of the net oper_.tlny l·JS5 der!uction 

without re':lard to the net operatiny loss for tne los~ ;:>eri·:>d 

or any taxable period thereafter, and the net income so 

computed shall not be considered to be less than zero. 

(ii) The modifications referred to in (i) of thiS 

subsection snail be as follows: 

(A) No net operdtiny loss deducLion shal I be alloweo. 

(5) fhe deouct,on for oepletaon shall not exceed thP 
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amount which would be allowable 1f computed under the cost 

method. 

(C) Any net operatin~ loss carried over to any taxable 

years ue~inniny after December 31• 1978, must be calculated 

unoer the prov1S10ns of this section effective fur the 

taxable yedr for which tne return claiming the net operating 

loss carryover is filed. 

(iii) A net operating loss deduction shall be all owed 

only with regard to losses attributable to the ousiness 

carr1ed on within the state of Montana. 

(iv) In the case of a merger of corporatiOns, the 

sur v1vin':) corporation shall not De all owed a net operating 

loss deduction for net operating losses sustained by the 

merged corporations prior to tne date of mer;Jer. In the case 

of a consolidation of corporations, the new corporate ~ntity 

shall not be allowed a deduction for net operating losses 

sustained oy the consolidated corporattons prior to the dat~ 

of consol io~tiun. 

(v) Notwltttstandtng the provisions of l';-3l-531t 

interest shall not be patd w1th respect to a refuno of tax 

re;ultin;J from a net operatinq loss carryback or carryover. 

(vi) The net opyrattn~ los; deduction shall not ae 

allo~ed ~ith res~ect to taxable periods which ended on or 

oefore uecemb-2r 31, 1970t out ~hall be allowed onl f with 

respect to taXdble per1ods be~tnning on or after January lt 
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1971. 

1£l __ iil_!~~~~-~l!Q~~~~~~~cti2n_to_t~~-lig~l~~!~Q 

S2£Q~[2!i2n_f2£_2_!2~~-fL2~-2-!i~1~!l2~2f_th~-~2rQ2L2!il~ 

~ot __ ~£29ni~ed __ f2L-~1~r~l-S2Le2L~l~-12!_Q~De2~~~-~~~~an! 

!2-~~£!i2Uj_ll!_~_lll-2f_1~--~LU2! __ Re~~--~ode _ _L~ 

!ho~~---~~£!l2n~--~2~--~~--~~~n1~-2L--L~n~~~~!~Ql __ if __ !he 

!i9Yi~!ed ___ £2!~2L2!iQ~---~~~---2U~---~!2£!hQlQ~LL---~i!D~ 

indi~id~2l __ Q!_fQLQ2L~!~~~~Q~uld_~ot_hay~_be~~-jY~f!-12 

Hon!~2-l~2~2t-li~~n~~-!2!~~~-!i!l~!~L_£D2Q!~_lQ __ Q! 

l~-~-2QQLQQ[i2!~L-2n_9eln_fL2~~~_!i~idati2~L-bad_!~~~ 

~~U-~L-~~SiQ9_!DL~9~-!Q _ _!h~~!2f~hold~r_-~y£~~2n! _ _!2 

fed~£2!_12~ 

liil-k2~j __ 2!!2~ed __ !2 __ ~~--12~~U--~--~~~duf!i2n_Qf_~ 

!i9YlQ2!ing_£QLQQL2!i2U_~QQ~L-~~f!ion_i£llfliil __ Qf __ !~l~ 

~~fli2n _ _m~ _ _nQ! __ ~~-lak~n--~--2-1~1~£1l2n-2~-2-f2LQ2£2!~ 

~!2£~~2!1~t_iu_!n~!ig~i1e!in9-£2£22t2!i2~~ 

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

and gas wells, and ttmbert a reasonable allowance for 

deplet1on and for depreciat1on of Improvements; such 

reasonable allowance to be detarmined according to the 

provisions of the Internal ~evenue Code in effect for the 

taxabl~ year. All elections made under the iote~nal Reve~u~ 

Code with respect to capitalizing or expensing exploration 

ana development costs and Intangible drill1ng expenses for 

corporation license tax purposes shall be the same as the 

-10- hfl 415 
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1 electians made for federal inc~me tax purposes. 

2 (4] The amount of interPst paid within the year on its 

3 indebtedness incurred in the operdtion of the business from 

4 which its income IS deri11ed: but no interest si>all ue 

5 allowed as a deduction 1f paid un an indeotedness created 

b for the purchase• maintenance. or Improvement of property ~r 

7 for the conduct of bus1n<!SS unless the tncome from sue" 

8 property or business would be taxable unaer this pdrt. 

9 {5) 1 a) Taxes paid within the year except the 

10 following: 

{i] Taxes imposed by this part. 11 

12 {ii) Taxes assessed ayainst local benefits of a kind 

13 tending to increase the value of the property assessed. 

14 (iii] Taxes on or accordiny to or measured oy net 

15 inco•e or profits imposed oy authority of the yovernment of 

16 the United States. 

17 {iv] Taxes imposed by any other state or countrt upon 

18 or measured by net income or orofits. 

19 {b) Taxes deductible under thiS part shall oe 

20 construed to include taxes imposed bt any county. school 

21 district. or municipality of this state. 

22 (6] That portion of an energt-related investment 

23 allowed as a deduction under 15-32-103.• 

24 Section 5. Applicability. This act applies to tax 

25 years beginning after December 31• l98U. 

-End-
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HOUSE BILL NO. 415 

INTRODUCED BY SIYERT~EN 

oY REQUEST OF THE DEPARTMENT OF REVE~Ut 

A biLL FOR AN ACT ENTITLED: "AN 4CT TO PRGVlDE THAT GAIN UR 

LOSS UPON A CORPORATe LIQUIDATION IS RECOGNIZED FOR STATE 

TAX PURPuSES BY THE LIQUlOATHtG CORPORATION lF A,>tY 

STOCKHOLDER Of THE CORPORATION IS NOT SUBJECT TO MONTAN~ 

INCOME TAX Q!_~YRPQ~AT£Jb!£~~~~_lh! UNDER TITLE 15o CHAPTER 

30 OR 3lo AS APPROPRIATE; A~ENOING ~ECTIONS 15-30-lllt 

15-lO-l2lt l5-31-ll3o ANO lS-3l-ll4o M(A; ANO PRD'l101NG AN 

APPLICABILITY DATE." 

6E IT ENACTEu BY THE L~GlSLATURE OF THE STATE ~F MONTANA: 

Section lo Section 15-30-lllo ~CAr is amended to reaa: 

"15-30-lll• AdJUSted gross inca.e. (11 Aajusteo gross 

in~ome 5hall be the taxpayer•s federal income tax adju~ted 

grass income as def1ned 1n section 62 of the Int~rna1 

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

amended and in addition shall include the followin9: 

(a) 1nterest received on obligations of ~nother state 

or terratory or county, municipality. district. or other 

political subdivision th.areof; 

(0) refunds rece1ved of federal income tax, t,:, tt•e 

extent the ~eductaon of such tax resulted in a reauctaon of 
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Kontana income tax liability. 

{2) Adjusted 'ilross income does not inclUde the 

followin3 which are exempt from taxation under this chapter: 

(a) interest inco- from obligations of the etnited 

States qoveropento tne state of Kontanao county• 

•micipalit.yo district, or other political subdivision 

thereof; 

(b) all benefits received under the Federal Employees' 

Retire.ant ~ct not in excess of S3o600; 

(c) all benefits paid under the teachers' retirement 

law which are specified as exempt fro~ taxation by 19-4-706; 

{d) all benefits paid under The Public Employees• 

Retirement System Act wh1ch are specified as exempt from 

taxation by 19-3-105; 

(e) all benet its paid under the hiqhway patrol 

retireMent law which are specified as exempt from taxation 

by 19-b-105; 

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

(gJ all benefits paid under 19-ll-602• 19-ll-604, and 

19-11-&05 to retired and disabled firefighters. their 

survivin~ spouses and orphans; 

!hl all uenefits paid oy first- or second-class cities 

for the polic.amen•s ret1rement system provided for by Titl~ 

l9, chapter ~•i 

i~l __ d2i~-L~~lL~Q_!Q_Q~-~££9~~~~g __ Qx _ _2 __ !i~i22!iU£ 
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£Orpgr~tion under 15-1!=1!11~liil~ 

(3l In the case of a shareholder of a corporation .dth 

respect to which the election provided for under ~>ubchapte.­

s. of the Internal ~evenue Code Of I951t• as a~nded• is in 

effect but •nth respect to which the election provided for 

under 15-31-202, as amended• is not in effect• adJUSted 

groS!> incone does not include any part of the corporation•s 

undistritruted taxable loco-. net operating loss, capital 

gains O·r other gains. profitS• or losses requir;,d to be 

inc lu(Jed in the shareho lder•s feeler al income tax adjusted 

grosS> incoMe by reason of the ~>aid election unaer subchapt~r 

s. Howevero the shareholder•s adjustea ~ross inc~e shall 

include actual di str i but .tons from the corporation to the 

extent they would be treated as taxable (]ividends if the 

subchapter s. election were not in effect.• 

Section z. Section 15:..30-121. l'ICA, is alllended to read: 

•t5-30-l2l• Deductions allowed in c001put i nq net 

i nc0111e. ln computinq ne.t income, there are alto .. ed as 

oeduc t.i ons : 

(1) the ite•s referred to in sections 161 and 211 or 

t.t\1;! lnternel Revenue Code of J.9Sito or as sections lol and 

Zll sllalJ be labeled or aatended. subject to the following 

exceptiOAs which aru not deauctible: 

(aJ items provided fol'" in 15-10-123; 

(b) st,lte incoate tax pato: 

-1- H!l 4.15 
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i£1__l2~-~!l2~~-~--2-l~i&~tiug_s2re2L~!i2n_~~£~r 

!2=ll=l!~Lflltll 

!.l) feaeral tncome tax paid wi th1n the taxable year; 

( 3) chi J a and del) end ent care expenses determine-d 1 n 

accordance with the provisions of section 214 of the 

Internal Revenue Code of 1954 that were in effect for th~ 

taxable year ~hat began January 1. 1974. ~owHver, the 

li•itation se~ forth in section Zl4(e){lt) of the IntPrna1 

llevenue Code of 1951t as that secticm was in effect for tne 

taxable year that began January l• 1974. applies only to 

parments made to a cnild of the taxpayer who is under 19 

yedrs of age at the close of the taxable year dnd to 

payaents made to an individual with respect to whom ~ 

deduction is allowable und~r 15-30-112(5) to the tox~ayer ~r 

the taxpayer•s spouse. 

(It) that portion of ~n energy-related investment 

allowed as a deduction under 1S-3Z-103; 

{5} in the case of an ir~dividual, p.>IJticdl 

contrioutions d•termineu in accordance with the pr~visions 

of section Z18(aJ ami {b) of the Internal Reven~ Coae that 

were in ~ffect for the taxable year ended Oece~~r 3lo 

1978 ... 

Section 3. Sect.iott 15-Jl.-113, KCA• is amended to read: 

"1'5-31-llJAo C.ross 1ttcoaae and net i nc:OIIIe• (11 The term 

•qross income• ~ans all inco~ recoqnized tn determininq 

-4- HS 415 
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inco111e tax 

1il interest exe~t from federal inco~e tax•i 

lliL.9i!i!:L-.. !.r.2!!!--L--1 i gu ida t.!. on of the relh!!:ll!19 

S.2!1!2~l!!m-!!!!L!S£29.!lHed_f2Lfede!:2l_S9reor;tte .. i!!£~--~!! 

l!!ru!OJ~~--m!ll!!~L-~-H£1 i O!L21L~_ll1 .. 2L the 1 nt~!!!~ 

Re:!f!l:~ __ £21!L_HL_!!!2!~L-~~£!i2fl-.!....!2:t __ !!!! __ _g~!!f!rul .... -2t 

~y~~!:~gl __ _if ___ !U!L .. ..li9Yi~!£2 __ _sgrporE!lg!J: ___ J:!~_..EUX 

!!2£~!!2!~~~!U~-!~i~2~!!..2!:..£2L22!~~~-!l:Q~-!~!!i~£! __ to 

~2U!t!l:~--1!l:£~-2! .. l!~!l:!£..12!!-~nd~r..!l!!~-15•_~J:!tP!!!r_1Q..2! 

£h2R!~£_3l~-~2~P!i!i!~~-2fr..!0!!-9tin-P!i!~!~..!~!2Y3!! .... !2 

!~112£~ho1~~-eYL~~~!_!2_fe~~-~i .. 2uQ 

1Ql .... !!!!£~2i!J:9-~tl!l:..!~£OQni~_fQ! .. f!!2~!:al .. !!i!!! .. P~!P2~! 

as __ t __ !har~~o12~--2f .. 2 .. !19Yi2tting..£9!22!!i!!lO!J:..Q~~Y~!l:l..!Q 

~!:i2M2H..2L137 .. 2L!:!:l!! .. !~nal_~ffi!L~221l .. ..i!i!L .. 1~!!: 

!!f!i2~--!!i!1--~!!--t~!fi2ed __ 2!..-!:f!l:Yml!!!:~-~a..!n!!-9ti!L~ 

!:~i~1-l2-~!:~S!l:i!!!2--~L-.. !~_!i9Yi2~i29 __ £Q!22!!i!!i2!l: 

P~!:!Y!i!!!!_l2_~!~i2!Li!l1til!ll-2f_!hi!..!!!~2~ 

(21 The terM "net inca.e" means the qross income of 

the corporat.ion I ess the deductions set forth in 1'5-31-114. 

( 3) 1~0 corpJrat1on H> exempt from the corporation 

license tax unless specifically provided f 0~ under 

15-31-101(31 or !5-31-102. ~n¥ corpo~ation not subJect to or 

1 iable for federal income tax but not exe111pt frol'l tne 
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corporation license tax under 15-31-101(3) o~ 15-Jl-102 

shall compute gross income for corporation 1 i cense tax 

purposes in the same manner as a corporation that is subject 

to or liable for federal income tax according to tne 

provisaons for determining gross income in the federal 

Internal Revenue Code in effect for the taxable year.'" 

Section 4. Section 15-31-114• HC.t., is amended co read: 

"1'5-31-114. Deductions allowed in computing income. In 

computing the net iocoae, the following deductions shall be 

allowed fr081 the qross income received by such cor·poration 

within tne year from all sources: 

(11 All the ordinary and necessa~y expenses pa1d or 

incurred 

operation 

reasonable 

during the taxable 

of its business 

year 

and 

all~ance for salaries 

in the maintenance and 

properties. including 

for personal services 

actually rendered• subJeCt to the limitation hereinafter 

contained• rental !i or Other paytDents required to be made as 

a condition to the continued u!ie or possession of property 

to ~hich the corporation has not taken or is not taking 

title or in wh1ch it has no equity. No deduct1on shall be 

allowed fur salaries paid uoon which the rec1pient thereof 

has not pa1j Montana state income tax; provided• howeve~. 

that where domestic corporations are taxed on income derive~ 

fro~ without the state. salaries of officers paid in 

connection witn secu~ing such income shall be deductible. 

-6- rlB 41 ... 
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{lJ (a) All lo!>ses ~tually sustained and char,;ed off 

within tne year and not coepensated by insurance or 

otherwiSe• including a reasonable allowance for the wear and 

tear and onsolescence of property used in the tr~e or 

business, such allowance to be deter•ined according to the 

provisions of section 167 of the Internal ~evenue Code in 

effect with respect to the taxable yevr• ~ll elections for 

depreciation shall be the sa~ as the elections made for 

federal incoae tax purposes. No deduction shall be allowed 

for any a~ount paid out f~r any buildings• permanent 

improveMents• or better~nts •ade to increas~ the value of 

any property or estateo and no deduction shall be made for 

any a110unt of expen!>e of restoring property or maktng '~Ood 

the exhaustion thereof for which an allowance tS or ha!> be~n 

made. 

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

taxable periOd a net operating loss deduction determined 

according te> the provisions ..,f this subsection. Th<: o.;>t 

operatin~ los~ deduction i!> the aggregate of net oper~tinq 

loss carryovers to suc.h taxable period plus the net 

operating loss carrybacks to such taxable ~eriod. The ter~ 

•net operatiA<J loss" -ans the eJCcess of th~'> deductions· 

all~»<ed by thi!i> section., 15-31-114, over the <Jross incOIIIeo 

with the MOdtfacations specified in ( iit of this sub:oect ton. 

If for any taxable period oeginni~ after Oece.oer 3lo 1970, 
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a net operatinj loss i!i> sustained• such toss shall be o net 

operating los,. carryback to each of th~ three taxable 

periods ~receding the taxaole period of such loss and !>hall 

be a net operatin<, los!> carryover to each of the five 

taxable periods following the taxable perio~ of such loss. ~ 

net operating loss for any taxable periOd endin~ after 

Oeceaber 31, 197S, in addition to aetng a n"'t operatin~ loss 

carrybvck to each of the three preceding taxable ~eriodso 

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

taxable periods follow&ny the taxable period of such loss. 

The portion of such loss which shall be carrieu to each of 

the other taxable year!> shall be the exceS!>t if any, of the 

aMOUnt of !>uch loss over the suM ~~ the net income for each 

of the priur tdxable pertods to which ~uch 1oss wa~ carried. 

For purposes of the ~recedin~ sent~nceo th~ net income for 

such prior tdKable period shal' be comput~ with th~ 

aC>dificatie>ns speciftea in (iii(BJ of this subsection ana oy 

det~rminin~ th~ amount of the net uperuttny loss de~uction 

without re.,~drd to thO<! net ~pt~rat in':l lo!>s fe>r tn<" loss period 

e>r any ta•able ~eriod thereafter• and the net income ~o 

computed shall not be considered to be less thdn zero. 

(tij The GIOQifications referred to in (i) of this 

subsection sn~ll be as follows: 

(AI ~to ne·t oper<>tt1'19 loss deduction shall n.e alloweo .. 

(el rhe deuuctton for ae~letton shalt not exceed thP 

-8- HI'\ ltl5 
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a~unt ~h1ch would be allowable if computed under the cost 

•ethod. 

(t) Any net operating loss carried over to any taxable 

years beginning after Oeceaber 31• 1978• .ust be c~lculated 

under the provisions of this section effective fur the 

taxabl~ year for whlch the return claiainq the net operating 

loss carryover is filed. 

(iii} A net operating loss deduction shall ~ allowed 

only With regard to tosses attributable to the ousiness 

carr1ed on within the state of Montana. 

(lV) ln the case of a merger of corporations. th~ 

survivin~ corporation shall not be allowed a net oper3tinq 

io~s deduction for net operating losses sustained by the 

aerged corporations prior to the date of merqer. In the case 

of a consolioation of corporations. the new corpordte ~ntity 

shall not be allowed a aeduction for net op~ratiny losses 

sustaine.d oy the consolidated corporations prior to the date 

of consolid3tion. 

(YJ Notwithstanding the provisions of 1~-31-531• 

interest shall not be pa1d w1th respect to a refund uf tax 

re~ultiny from a net operatinq loss carryback or carryover • 

{Yi) The net operatany los$ deduction shall not ue 

alloweo with r~s~ect to taxable periods which endeq on or 

oefore .;ecen•ber 31. 1970. out lohdll be allowed onlt with 

respect to taxdble perioas beg1nning on or after Jdnuary 1. 
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1911. 

i£L_llL!~~i.L~ 11 ow~~~!!!!Ul2!!_1.2~!:!.!L!ig_u i !!2U!! 

cor po~i2!Lf2!._2-.!2H-fr2!!-!L!i!J!!i!!ill2!L of_ t~-cor P2!:~ti2!! 

~21--L!~29Ui~ __ f2L_federa!_£2LP2£2~!2!-Q~!£2~~j_£~l~! 

!!LHUi2!!~-ll.l~-ill-2L!:.~--lnter.ugl_gl!l!!.£!!!:!!L_Code_~ 

~.!!!--~!!f!iml!-~-t-~-!!!l!!.!!!!!L_!!!._~nUIIIbe !.~!ll--iL _!he 

~~!~ ___ £2!.eo-r!1len ___ !:!.2i-~%--~!2s~!:!.olgl!l£L ___ l!li!!:!.~ 

indl¥iQ!:!d1 __ 2!_£2!~2[!!l!l~!:!.2-~~-~-U2~!~lil!Ll!:!Q~£!~ 

~!2~!Lin£~_gr._!iS!U!!L!2~!:!Q2!£._!i1!~!~L-£h~!!._lQ __ QL 

3i·--~!RP!.2e!.i21!~-2n_g2in_f£2~!:!.2-li~ide!l2n~!:!.ad_!h!~ 

bee!L~L-P2!!iU9-1!:!.!.~9~!2 __ th~~!2f~UQldl!l!. __ p!:!!.~!:!2U!_to 

flilHHLl~ 

1iil~~--2l!Q~~-_!g __ ~-12~~--~--~!~£1i2n_of a 

!i9!!!.221i!!S-corp2ratj.!m_!ffi!!l!lL~bsession_lllillJ.ll.__of __ thil 

~!f!i2!!--~~-_ng!__be __ !~~ll--2! __ a_9!9!:!~2fr-Q~_2_52!.Q2!.2!~ 

U2C~lm-i!L.1!l!L!im!i ctatl99.._S2te2.!..2.ti2"~ 

(3) In the case of •ines, other natural deposi tso oi 1 

and gas wells• and timber, a reasonable allowance for 

depletion and for depreciation of improve111ents; such 

reasonable alloNance to be determined according to the 

prov1sions of the Internal Revenue Code in effect for the 

taxable year. All elections made under the internal RevenuP. 

Code with resp~ct to capitalizing or expensing exploration 

and development costs and Intangible drilling expenses for 

corporation license tax purposes shall be the same as ttl@ 

-10- HFI 415 



HS Oltl5/02 

1 elections made for federal ioc~~e tax purposes. 

2 (4) The amount of interest paid within the year on its 

3 indebtedness incurred in the operation of the business fr~ 

It which its income is derived; but no interest shal~ ue 

5 allowed as a deduction if paid on an indebtedness created 

6 for the purchase • .aintenance. or improvement of property or 

1 for the conduct of bus&ness unless the income from SU<h 

8 property or business wouJd be taxable under this pdrt• 

9 (5) (a) faKes paid within the year except the 

10 fo11o•uny: 

[i) Iaxes imp~ed by this part. ll 

12 (&i) faKes assessed a9ainst local benefits of a kind 

13 tending to increase the value of the property dSSessad. 

14 (iii) Taxes on or according to or measured uy net 

15 inco.a or prof1ts imposed oy authority of the government of 

16 the United S~ates• 

11 (1v) Taxes imposed by any other state or country upon 

18 or measured by net income or profits. 

19 (b) Taxes deductible under thlS part shall oe 

20 construeo to include taxes imposed by dRY county. school 

21 district. or municipality of this state. 

l2 (ol fhat portion of an energr-related invest~t 

23 allowed as a deduction under lS-32-103.• 

2ft Sections. Applicability. This act applies to talC. 

25 years beginning after December 31• 1980. 

-&ld-

-H- tfS 415 
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STATEMENT OF INTENT 

HOUSE BILL 415 

House eill 415 is intended to address a proolem that 

arises unde~ the Montana individual income tax I aws and 

corpo~atton license and income tax laws due to the 

~elationship between the Montana adjusted g~oss income under 

the feoe~al 1ncome tax laws. Under present law the 

liquidation of a corporation holding property in Montana can 

cause ~ain on the sale of the prop~rty to pass th~ough to 

th~ >tockholde~s of the corporation. If the stockholders are 

not SUDJeCt to Montana tax on this gain passing through, the 

state loses the revenue on what is essentially a state 

transaction. n~mely the sale of Montana p~operty. This 

result occurs because of operation of the federal tax laws 

~elatinq to corpo~ation liquidations. House 

addresses this situation by ~equi~ing the 

Bill 415 

1 i qui da t 1 ng 

corpor~tion to recognize that portion of the gain from a 

corporate 1 iquidation under sections 331 or 337 of the 

20 Internal Revenue Code that passes through to stockholders. 

21 

22 

either Individual 

Montana tax, either 

or co~porate. who are not subject to 

individual income tax o~ corporate 

23 license taxo on the qain passed through pursuant to federal 

24 Ia~. Becduse the provisions of House Sill 415 requi~e 

Z"> recognition of 9ain at the co~po~ate level, it is also 

2 
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HB 415 

necessary to remove this gain from the inco- of the 

stockholde~s. in orde~ to avoid the possibility of double 

taxation. 

For the example we have a corporation l that o~s 

property in Montana. The stockholders of l are an 

out-of-state corporation. S; an out-of-state individual, H 

and a resident individual, R, each with an equal inte~est. 

Lorporation L sells the p~operty with a gatn of $3,000,000 

and liquidates pu~suant to sections 331 th~ough 337 of the 

Internal Revenue Code. Under present law, R• as a resident, 

~ould pay tax on $l,ooo,ooo, but S and I would not be 

subJeCt to Montana tax on the $l,ooo.ooo passing through to 

them pursuant to fede~al law. Corporation L would not Oe 

subject to Montana tax. Under House Bill 415, R would ~emain 

subJect to tax on $l,Ooo,ooo, but Co~poration L would now 

become subJeCt to tax on the £2,000o000 (that portion of the 

gain passing through to persons not subject to Montana 

income o~ license tax). 

-2-
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HOUSE SILL NO. 415 

INTRODUCED BY SIVERTSEN 

BY REQUEST OF THE DEPARTMENT OF REVENUE 

A BILL FOR AN ACT ENTITLED: •AN ACT TO PROVIDE THAT ~ 

~OR!f~_Q~_THE GAIN 9A-~9S5 UPON A CORPORATE LIQUIOAT10N IS 

RECOGNIZED 

CORPORATION 

FOR 

IF 

STATE 

ANY 

TAX PURPOSES BY THE L IOUIOATING 

STOCKHOLDER OF THE CORPORATION IS NOT 

SUBJECT TO MONTANA INCOME TAX~ CORPORATE_1ICE~SE TAX UNDER 

TITLE 15, CHAPTER 30 OR 31, AS APPROPRIATE; AMENDING 

SECJIONS 15-3D-llly-+~39-i~i• ~~ 15-31-ll3e AN9-i5-~-ii~ 

MCA; AND PROVIDING AN APPL1CABILJTY DATE.n 

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

Section 1. Section 15-3D-lllo MCA, is amended to read: 

"15-30-111. Adju~ted gros~ inco.e. (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 l954 or as that section may be labeled or 

amended and in addition shall include the following: 

(a) interest received on obligations of another state 

or territory or county• municipality, district. or other 

political subdiv1S1on thereof; 

(OJ refunds received of federal inco01e tax, to the 

extent the dedu<tion of such tax resulted in a reduction of 
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Montana inco~e tax liability. 

( 2) Adjusted gross income does not include the 

following which are exe•pt fro• taxation under this chapter: 

(a} interest income from obligations of the United 

States government. the state of Montana, county• 

.unicipality, district, or other political subdivision 

thereof; 

(b) all benefits received under the Federal Employees• 

Retire~nt Act not in excess of S3,600; 

(C) all benefits paid under the teachers• retire..ent 

law which are specified as exempt from taxation by 19-4-706; 

(dl all benefits paid under The Public E~loyees• 

Retirement System 4ct which are specified as exempt from 

taxation by 19-3-105; 

(e) a,l benefits paid under the highway pat.rol 

retire.ent law which are specified as exempt from taxation 

by 19-6-705; 

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

191 all benefits paid under 19-ll-602• 19-ll-604• and 

19--11-605 to ret.ired and disabled firefighters, their 

survivtny spouses and orphans; 

(h) all benefits paid by first- or second-class cities 

for the policeMen•s retire~~ent system provided for by Title 

19, chapter 9wi 

lll __ ~in __ regyi!~~--12 __ be~~29ni~Q_Q~~_!iguid~ting 

-2- HB 415 
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~2~!ion_!!nd!!r 15=-.ll=llJ~llH.h 

(3) ln the case of a shareholder of a corporation with 

respect to which the election provided for under subchapter 

s. of the lnternal Revenue Code of 1954o as amendedo is in 

effect but with respect to which the election provided for 

under 15-31-202, as amended, is not in effecto adJUSted 

gross income does not include any part of the corporation's 

undistributed taxable income. net operating loss, capital 

gains or other gains, profits, or losses required to be 

included in the shareholder's federal 1nco~ tax adJUSted 

gros~ 1ncome by reason of the said election under subchapter 

s. However, the shareholder's adjusted gross income shall 

inc 1 ude actual distributions from the corporation to the 

e•tent they would be treated as taKable dividends if the 

subchapter s. election were not in effect•" 

See~feft-~.--see~~en-~-3&-tr+T-~A.-f~-~~ftd~-te-~e~ 

RtS-39-~w--9edbetfefts---~+4owed---fft---e~~ut~ftg--ft~ 

+~~--Tft-e~+ftg--ftet--+ftee~--tftere--~~e--e++owed--as 

d~beti·8ft-

t•t--~~--+teas--~e#~~ed-te-in-seetfens-l6t-end-~tt-ef 

~he-fnte~ne~-Reveftae-Eede-e~-~~o~-e~--~eetfeft~-*~--end 

~**--sne++--ee--+eee+~-er-~~-~abjeet-to-tfte-fe++~~ 

~ept+ons--wh+eh-o~e-net-dedac~*b+e* 

tet--+t~-p~ovfded-~~-+n-+S-3&-i~~ 

tet--~tete-fftCOMe-tox-pe~~ 
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;te_f--~os~-e·Hewed-~o-o--~+q~!t+ng=~"!:~!:~==.!!~ 

H-~.t-Hlli:U:tl:l 

t~t--f'ede~e+--+ttee•e--tex-pe+d-,.+th+n-tfte-ta•ab+-e-yel!lr-1" 

t3t--eh++d-a~-depe~ent-ee~e--~~e~e~--det~~~~e--~n 

ee~e~dan~-.. ~h--1:~--~~~+ons--e~--~eet+en--~l~-of--~he 

~ftte~~o~-Revenae-tede-o+-i~S~-t~et-we~e-+n--effeet--fe~--t~ 

t~oe+e--yee~--th.t--be~-d~aery--iy--*~1~.--Hewe•e~y-t~ 

~*~*t"~*o"-set-+e~th-+n-~eet+on-~tltfett4t--ef--the--fft~e~~ 

Reve~--tede--ef'-*95~-&~-thet-~~+en-•e~-~~-ef~eet-~r--tfte 

te.ee+e-yel!l~-thet-eegen-deneor-y-+Y--i9J~.--ep~~+~--en~y--to 

~sy~~--mede--te--e--eh++d-e~-tfte-texpoye~-whe-~-u"der-i-9 

ye.,~s-o+-ege-et--~fte--e+&se--ef--tfte--~e•eb+e--yeer--l!lftd--~e 

~"Y~nt~--~de--to--eft--f~d+vfdaa+--w+th--~e~~eet--to-whom-e 

deduet+on-~~-a++&wl!lb~e-ande~-t~3&-il~t5t-~e-tfte-~a•~eyer-er 

the-texpeye~&~~pease~ 

t4t--thet--p~t+on--o+--en--ene~~y-~e•eted---+ft¥e~t~nt 

~e..~-es-e-de~i0ft-eftder-t§-3i-i~ 

t§t--+n---~he---ee~e---ef'---on---+nd+•+dao~y--~+t+eo~ 

eon~~+bat+en~-de~affted-+n-oeee~danee-w+tft--the--p~e•~~+on~ 

ef'--seet+on-r+Stet-eftd-tbt-ef-the-fnte~ne~-Reve~ue-tode-thet 

.. ~e-+~-ef'+eet-+~--~fte--te•eb+e--yee?--ended--eeeemee~--~y 

i-"ffe.• 

Section 2. Section 15-31-113• HCA, is a111ended to read: 

*1'5-31-UJ. Gross income and net inco••e• (11 The term 

•gross income• means all incoMe recognized in determining 

-'t- HB 'tl5 
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income tax 

lil interest exempt fro• federal income taxwi 

H!L!!:!~_fQJ3.! I O~_Qf 9.H!L_f!2!!__a_Ugyi da 1 ion _Qf_ the 

Dtl?~rt i !!9._~~LQ2r at i Q!L_!!2!;._~9.!!i!& for _f~~!.~ cor P2~1£ 

i!!£2~-!~12~~ill!.!.~~!2_~!ion 33.! ~ THROUGH 337 

of __ !~_!.!H.~~.-&~~.1!~-~~__tas those sections ma~ 

2~!!~£L!:~!!!ber~Q.1 j:f'--t!:!:e-H~M~d-e!!rpet"~~-ft&~-""T 

-.~~el<,.,,_.d~ ~TT ~!. BU!~~-L!Q_ S TOC KHIJ !,!JER~.L e i ~!:---.i.!:!QJ.Yi du i!.! 

QL_£.2r:QOr a t~-!!~-~~1 ec t_ to l'!ont~~-l!.'C om~L.2LJ..! .. f&!!g~ 

~~~~r:_!i!!~-!~_chaQ!er_lQ__g~~~r:_l!~~ropriate~ on 

!,he_:Ji!l!!_2~s in_g_ thr:ouqh_ to--t!:!~ !~~!!_l'te-+d~ STOC!iHGLCERS 

Q~~~!!!-12_fed~!i!l_!~i~g 

1Ql~~£1u~~-q!i!!_r:~~ogni~_for fe~~!.2!_~_12.\!!.12~ 

~~-Q_-~~~r:~bol~~r:_-~!-~_!iguiQ~ti!!9_~Q!:P2!.~tio!!_P~~!!!_l2 

~g_f!l2.!!~-11.! .,.. !HRQ!o!f!:l 33.!_of t~l~r~!_Rev~!l!!.Lco~_t~ 

!b2~~~~ct~Q!!2-~~~-Q~2~n~r:~~~l~~~--gain 

i.?_ __ rg_~.! red_ to -~~-r:~~gn i zeLQ.x_!__~_!~.\!1 dating ..£2r:QQU!!iQ!! 

Q~~~2!!!_!Q_~.\!Q~~l.2!!_1!112lill1_2f_!hi2_~CtiQ~ 

(2) The term "net inc0111e" 111eans the gross income of 

the corporation less the deductions set forth in 15-31-114• 

(3) No corporation 1s exempt from the corporation 

license tax unless specifically provided for under 

l5-Jl-10l(3) or 15-31-102. Any corporation not subject to or 
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liable for federal income tax but not exempt fro~ the 

corporation license tax under 15-31-101(31 or 15-31-102 

shall compute gross income for corporation license tax 

purposes in the same manner as a corporation that is subject 

to or liable for federal income tax according to the 

provosions for deter•ining gross income in the federal 

Internal Revenue Code in effect for the taxable year.• 

s~~~+eft-4w--Sec~+ert-rs-~~~-HE••-+~-~ftded--te-re&d+ 

·~5-3~-~~w--Bed~e~+&rt~--a+~ed--+ft--e01119~~~~+fte~ 

+n-e&M~"~+"~-~e-ft~~-+ftee~ .. -~fte-+el+e.+ft~-d~et+&rt~--5ho+~ 

ee---a++owed---+re~~t---the--~~~-~fte~Me--re~e+ved--by--~~ 

eerper~~teft-w?th+n-~he-ye~-f'r&M-84~-5o~ree~ 

t~t-~~+--t~~d+ftftry-ertd-ftee~5~ery--ewpert5e5--~o+d--er 

+ftC~rred--dur+rt~---the--~oxob+e--yel!r--+n-~he-~+~nonee-ena 

epere~+ert--ef--+~~--e~+n~5---eftd---proper~e5 .. ---~e~ad+ng 

ree~eneb+e--~~ew~ee--fer--~~er+e~--for--pe~one~--.erv+ee5 

o'letu~f--4 y-render edr-~u~ e"- -~o--tho!--~+llri-1: .s.t+mt- _,.,ere+rto f~ 

e&ft~stftedy--reftto~~or-~t,.,er-psy.ent~-re~+~-to-be-Mede-1!~ 

e-eend+t+Oft-~e-t,.,e-eent+nued-~e-or-p&S~e~5+ert--of--property 

te--wh+eh--~,.,e--eerper$1:+0ft--~--not-~o•en-or-+~-not-~ew+~ 

~+t~e-er-+n-wh+eh-+~-h.,~-no-~+-ty,-He--dedue~~n--~,.,e+~--&e 

e++ewed--fer--5e+er+e~-pe+d-upen-wh+eh-~he-ree+p+ertt-thereef' 

he~-not-pe+d-Menten~-~tete-+fteOme--t~xt--proYtdedy--hewewer• 

thdt-wftere-deMe"tt+e-eerpOPI!t+~-ere-texed-Oft-tneo.e-der~ 

f're~--w+thout--~he--~~e~e .. --~e+er+e~--e+--of++eer~--pe+d--+n 
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April 6, 1981 

SENATE COMMITTEE OF THE WHOLE 

Proposed amendment to House Bill 415, third reading copy, as 
follows: 

That the following Statement of Intent be adopted 
regarding House Bill 415: 

STATEMENT OF INTENT RE: HB 415 

House bill 415 is intended to address a problem that arises under 
the Montana individual income tax laws and corporation license and 
income tax laws due to the relationship between the Montana adjusted 
gross income under the federal income tax laws. Under present law 
the liquidation of a corporation holding property in Montana can cause 
gain on the sale of the property to pass through to the stockholders 
of the corporation. If the stockholders are not subject to Montana 
t.lx on this gain passing through, the state loses the revenue on 
what is essentially a state transaction, namely the sale of Montana 
property. This result occurs because of operation of the federal tax 
laws relating to corporation liquidations. House bill 415 addresses 
this situation by requiring the liquidating corporation to recognize 
that portion of the gain from a corporate liquidation under sections 
331 or 337 of the Internal Revenue Code that passes through to stock­
holders, either individual or corporate, who are not subject to Montana 
tax, either individual income tax or corporate license tax, on the 
gain passed through pursuant to federal law. Because the provisions 
of house bill 415 require recognition of gain at the corporate level, 
.it is also necessary to remove this gain from the income of the stock-. 
holders, in order to avoid the possibility of double taxation. 

For the example we have a corporation L that owns property in 
Montana. The stockholders of L are an out-of-state corporation, S; 
an out-of-state individual, I; and a resident individual, R, each 
with an equal interest. Corporation L sells the property with a 
g~in of $3,000,000 and liquidates pursuant to sections 331 through 
337 of the Internal Revenue Code. Under present law, R, as a resident, 
would pay tax on $1,000,000, but S and I would not be subject to 
Montana tax on the $1,000,000 passing through to them pursuant to 
federal law. Corporation L would not be subject to Montana tax. Under 
house bill 415, R would remain subject to tax on $1,000,000, but 
Corporation L would now become subject to tax on the $2,000,000 (that 
p0rtion of the gain passing through to persons not subject to Montanrl 
i , :come or license tax) . 



April 3, 1981 

SENATE STANDING COMMITTEE REPORT 
(Taxation) 

Th3t House Bill No. 415 be amended as follows: 

1. Title, line 5. 
Following: "THAT 11 

Insert: 11 A PORTION OF THE" 
Following: "GAIN" 
Strike: "OR" 

2. Title, line 6. 
Following: line 5 
Strike: "LOSS" 

3. Title, line 10 
Following: "15-30-111" 
Strike: ", .. 

4. Title, line 11. 
Following: line 10 
Strike: "15-30-121, 11 

Insert: "AND" 
Following: "15-31-113," 
Strike: "AND 15-31-114," 

5. Page 3, line 16 through page 4, line 22 
Strike: Section 2 in its entirety 
Renumber: subsequent sections 

6. Page 5, line 5. 
Following: "(ii)" 
Insert: "the portion of" 

7. Page 5, line 7. 
Following: "331" 
Strike: "or" 
Insert: "through" 

8. 

Insert: 

and 10. 

9. Pa~e 5, line 13. 
Following: "the" 
Strike: "stoC'kholder" 
Insert: "stockholders" 

10. Page 5, line 16. 
Following: "331" 
Strike: "or" 
Insert: "through" 

has an stockholder" 

11. Page 6, line 7 through page 11, line 23 
Strike: Section 4 in its entirety 
Renumber: subsequent section 


