House Bill 599

In The House

January 31, 1981 Introduced and referred
to Committee on Taxation.
February 3, 1981 Fiscal note requested.
February 9, 1981 Fiscal note returned.
February 23, 1981 Committee recommend bill

do not pass.
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INTRODUCED BY

A BILL FOR AN ACT ENTITLED: "AN ACT TO REGULATE THE
OWMNERSHIP OF AGRICULTURAL LAND BY REQUIRING CERTAIN PLRSOMSe
BUSINESSESy AND CORPORATIONS TO REPORT IWNERSHIP CGF INTEREST
IN AGRICULTURAL LANDs BY DISALLOWING DEDUCTIONS FROM INCOME
TAX AND CORPORATION LICENSE TAX LIABILITY FOR CERTAIN
FARM-RELATED EXPENSES AND CAPITAL GAINS CLAIMED BY THESE
PERSONSs BUSINESSESe GR CORPORATICNSs AND BY PROVIDING TAX
INCENTIVES FOR THE SALE OF LAND TO SMALL OR 3EGINNING
FARMERS; AMENDING SECTIONS 15-30-101, 15-30-121y AND

B0-1-102y MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATC.®

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

NEM SECTINHL Section le Pefinitionses AS used in
{sections 2 and 3]s the following definitions esppliy:

{1) ™Agricultural Tand® maans tand meeting the
quatifications imposed in 15-T-202({1){c)a The term dces not
include land for which a mining permit has been issued by
the dzpartaent of state lands or for which a raclamation
bond is in effect.

(2) "Bepartment™ means the department of agricultura.

{3) "“Director™ means the dirzctor of the department of

agriculturas
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(4} ™Foreign business®™ means any business entitys
inciuding but not limited to corporationss partnershipss and
associationsy in which a controlling interest is owned by
aliense.

{5) "Nonresident alien"™ means any person who is not a
citizen of the United States and who is not a resident of
the United States or of some states territorys trusteeships
or preotectorate of the United States.

(6) %Qualifying Individual® means any person who:

{a) is vrequired under 15-30-142 to file an individual
income tax returnj

{b) has had an average annual gross incomes as shown
on his tax returnss: exceeding $500,4000 during the preceding
3 years; and

(c) earned less than 50% of this income during the
3-year period from the sale of raw agricultural productss

{7} ™Qualifying corporation® means any corporation
that:

(2) #s required under 15-31-101 +to pay corporation
Ticense tax;

(b} had an everage annual gross incomey a8s shown on
its tax returnse exceeding $500,006 during the preceding 3
years; and

(c} received Tless than 50% cof this income during the

3-year period from the sale of raw agricultural productse

-2= "NTRODUCED BILL
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NEM SELIIONe Section 2. FPReporting by certain owners
of agricultural land required. (1) Any nonresident altiens
forelgn businesses qualifying corporations cor qualifying
individual that acquires or transfzrs &ny interests other
than a security interests in agricultural ltand or who hclds
an interesty other than a security interesty in agricultural
land on [the effective date of thils act] must file a report
with the director not later than 60 days after the date of
such acquisition of transfers or not later than Januery 1y
1982y whichever cccurs sSoonere

(2) The report must be on a form provided by the
department 2nd must containz

{a) the 1legal name and address of the owner of any
interest;

{b) the citizenship of any owner who is an individual;

{c} the nature of the 1legal entity holding the
interest if the owner is a business or corporcticns the
country in which it was createdy and the principal place of
business;

(a) - the type of interest in agricultural land that the
owner acquired or transferradj

(e} a legal description cof the agricultural land
acquired or transferrad;

(f)Y the purchase price paid or any other coasideration

given for the interesty or the legal names oddressy and

- -
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citizenship of the person to whom the interest is
transferred; and

i{s such other inforsaticn as the director way
consider necessarye

(3} Any parson who holds or acquires an intereste
vther than & security interesty in zgricultural land and whe
subszquertly becowmes a nonresident alien must subwit 2
rezorty as provided in subsection (Z)sy to the director not
later than &G days after he becomes & nonrasicert alienes

{%] ARy nonresident aliens foreign tusinessy
gquatifying corporations or qualifying individuz? who hclds
cr acquires any interesty other than a security interests in
nona ricultural laend that subssquently 1is &ss.3-ad a5
agricultural lend wust submit =2 repcrty as provided in
subssction (Z)y to the director not later than AL days after
the Yand is reclassified as agricultural lande

M L oR Secticn 3¢ Pzialty for f:iture to file
repurts  Any nonresident altiens foreigr tusinessy qualifying
corpurations or juslifying incividus? r=fusing te file the
regort as required in [section 2] is guilty of a wisdemeznor
znd upon <conviction shall bz fined not less than 210C and
not aore than a sum egual to 25% of ths asrket value of his

interest in agricultural land on the dey the regert was dues

Saction 4e Section BC0-1-132¢ MCl, + cmended to raads
#80~-1-162. Duties of departiuente Th pertesnt shalls
-.{t-
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{1} encour&ye and promote the interests of
agricultures including horticulture ané apicultures and all
otner allied industries;

{2) collect and publish statistics relating to the
production and wmarketing of crops and other agricultural
pruducts sc far as the information may be of wvalue to the
zgricultural and allied interests of the statej;

{3) assists encouragey and promote the organization of
farmers® institutessy horticultural and agricultural
societiesy the holding of fairss livestock showsy oOr other
exhibits of the products of agriculture;

(4) adopt standards for open and closed receptaclcs
for ferm products and standards for the Jgrade and other
classification of farm products;

{5} cooperate with producers and consumers in devising
and maintaining economical and efficiesnt systems of
distribution and 2i¢ in the reduction of waste and expgense
incidental to marketing;

(5) have the authority to wmaintain a wmaerket news
sarvicey including information as to cropss freight rates,
commission ratess and other matters as may be of service to
producers and consumersy and act as a clearinghouse for
information of value to producers and consumers;

{7) «<cather and diffuse Information concerning the

supplyy demand, prevailing pricesy and commerciael movement
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of farm products;

(8) investigate the practices and methods of factorss
commission merchantsy and others who receivey sclicity buys
selly handle on commission or ctherwises or deal in graine
vegetablesy or other farm productsy so that distribution of
the commodities is accomplished efficientlyy economicallyy
and without hardships wastey or fraud;

{9) cooperats with Montana state universitys the
agricultural experiment stationy and the federal government
for the betterment of the agricultural industries of the
statey the improvement of rursl 1lifey and promoticn of
equality of opportunity for the farmers of the state;

{10) take and hold in the nazme of the state of Montana
propertys real and personaly acquired by giftsye
subscriptionse donationss and bequests;

{11} sell and dispose of personzal property owned by it
in a manner the department may provides when in the judgment
of the department the sale or disposal best promotes the
purpcses for which the department is estsblished;

(12} contract in respect to any matter within the scope
of its authority;

413) gather reports of aodg compile data on ownership Qf
dgricultural leng by nonresident aliense foreign busingssess
qualifying corporationss and qualifying iodividuals; aod

£33 (14) enforce this title and all other laws for the

- HE 597
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protection and regulatfon of agriculturce®

Section S5« Section 15-20-101y MCAs Is Bmended tc rsad:

®}15-30-101. Definitions. For the purpose of this
chaptery unless otherwise required by the contexty the
following definitions apply:

{1} *Department™ means the department of revenuce

{2) *Dividend™ means any distribution made by a
corporation out of its earnings or profits to | its
sharehclders or membersy whether in cash or in other
property or in stock of the corporations other than stock
dividends as herein definede %Stock dividends®™ means new
stock issuedy for surplus or profits capitslizedy to
sharzholders in proportion to their previous holdingse.

(3) *=Fiduciary™ means a guardians trustee, executors
administrators receivers conservatory or any persons whether
individual or corporates acting in any fiduciary capacity
for any persons trusts or estatece

42). _TForeign_ business™ geans _any business _eotifys
includipg but not limited to corporationss paripershipss and
associatignss in wbich a controlling interest _is _cwned. Dy
aliensas

44315) ™“Foreign country®™ or *foreiyn government™ means
any jurisdiction other than the one eabraced within the
United Statesy its territories and possessionse

+5¥16) "Gross income™ means the taxpayer's gross

- 7—
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income for federal income tax purposes as defined in secticn
61 <f the Internal Revenue Code of 1954 or as that sectior
may be labeled or amendade aexclurding unemploymant
compensation #ncludac in federsl gross income under the
provisicns of section 85 of the Internal R:venus Code of
1354 as amendeds

63411 *"Information agents™ includes 2311 individualss
corporationss associationss and partnershipse in whatever
capacity actinge including lessees or mortgagors of real or
personal propertye fiduciariess employerss and all officers
and employees of the state or of any municipal corporation
or political subdivision of the states having the controls
receipty custodyes disposales or payment of interesiy rents
salariese wagesy premiumsy annuitiess compensationssy
regunarationss emolumentsy or other fixed or determinable
annual or pericdical gainsy profitses and income witn respect
to which any person eor fiduciery is taxable wunder this
chaptere

#3481 "Knowingly"™ is as defined in 45-2-10C1l.

£83(9} "Net income®™ mesns the adjusted gross income of
a taxpayer less the deductions allowed by this chaptere

{10} "Nonresident alicn® peapns.agy persan who is pot.a
citizen of the United States snd who is not _a. residept of
the Uplited States or of sompe states terriforys trustesships
er pratectorate of the United Jiatess

-8-
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194411} "Paid®, for the purposes of the deductions ang
credits under this chaptery means paid or accrued or paid or
incurrede and the terms "paid or incurred" and "paid or
acerued” shall be construed according to the methed of
accounting wupon the basis of which the taxable income is
cenputad under this chaptere.

+384£12) "Purposely”™ is as defined in £5-2-101.

£i3) rQualifyiog iondividual” means any persen.-wbos

{a)__is required _to file apn _iodividual _ipncome tax
Leturn ungder 15-30-3423

ib) _has  had._so average anpusl. gross incomes 2s_ shown
en _his _tax reiurnss gxceeding. 31 willigo during __the
preceding 3 yearsi_aod

ic) _earned. less than 50% _of this iocome during the
d-yger period from ithe sale of rad agriculiural producis.

+2#¥{14}) “Received"y for the purpose of computation of
taxable income under this chaptery means received or accrued
and the term "received or accrued® shall be construed
according to tne method of accounting upen the basis of
which the taxable income is computad under this chapter.

++2¥{1l5) "Resident® aspplies only to natural persons and
includessy fof the purpose of determining liability to the
tax imposad by this chapter with reference to the income cf
any +axable vyears any person domiciled in the state of

Yontana and any other person who maintains a permanent place
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of abode within the state even though temporariily absent
from the state and has not established a residence
elsewhereas

+3344{16) "Taxable income™ means the adjusted gross
income of a taxpayer less the deductions and exemptions
provided for in this chaptere.

t14¥{1l7) "Toxable year™ means the taxpayer's taxable
year for federal income tax purposess

+153+{18} "Taxpayer® includes any person or fiduciarys
resident or nonresidents subject to a tax imposed by this
chapter and does not include corporationse®

Section 6e Section 15-30-121s MCAs is amended to read:

#15-30~-121. Deductions allowed in computing net
incomcs In computing net incomes there are 2l110wed as
deductionss:

(1) the items referred to in sections 161 and 211 cf
the Internal Revenue Code of 1954y or as sections 161 and
Z1l shall be 1labzled or amendedy subject to the fcllowing
exceptions which are npot deductibles

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

(b)) state income tax paid;

{c). _expepses_generated directly _or _indirectly as a
rxsuit _of the grosing or production of any rawm egricultural
preducts claimed bys '

£i} 2 gqualifying ipdiyiduali

o HE 577
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Lif}.a nogresident alieni or

{iii) a foreign busingssi

{43 the deduction for pei capital pain . allowegd woder
section 1202 of the Ioterval  Revaepue Codes 35 z2eendeds
claipad bys

fid. a2 gualifyiog individuals

lii) a nourssidept. alieni or

4ili) a forgign pusinessi

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

(3) child and dependent care expenses determined in
accordance with the provisions of section 214 of the
Intz=rnal Revenue Code of 1954 that were in effect for the
taxable year that began January 1ls 1974« Howevere the
limitation set forth in section 214(e)(4) of the Internal
Revenue Code of 1954 as that section was in effect for the
taxable year that began January ls 1974y applies only to
payments made to a child of the taxpayer who is under 19
years of .age at the <close of the taxasble year and to
payments made tc an individual with respect to whom a
deduction is allowable under 15-30-112(5) to the taxpayer or
the taxpayer®s spouses

{4) that portion of an energy-related investment
allowed as a deduction under 15-32-103;

{5) in the case of z2n individualy political

contributions determined in 3ccordance with the provisions

-11=-
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of s:ction 218{(a) and (k) of the Internal FRevenue Code that
were in effect for the taxable vyear ended December 31y
1978."

NEM_SECTYIONs Section 7« Certain farm-related items
not deductibles (1) Deductions under 15-31-11% generated
directly or indirectly as s result of tha growing or
production of any raw agricultural product may not be
claimed by a foreign business or qualifying corporation.

{2) {a) “Foreign business®™ means any business entityy
inctuding but not limited to corporationss partnershipss and
associationss in which a controlling interest is owned by
aliense

(b} ™Qualifying corporstion™ means any corguration
that:

(i) is required under 15-31-191 +to pay corporstion
license tax;

(ii) had an everage annual gross incomey as <shTown  on
fts tax returnsy exceeding $% milltion during the preceding 3
years; and

(ifi) received 1less than 50% of this income during the
3-year period from the sale of raw zgricultural proeductse

NEM _SECIIONe Section B« Income tax deduction for
small farming operatione A taxpayere other than =
nonresident align or foreign business as defined in [section

1} or a taxpayer reporting an average annual gross Income

~12-
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exceading 55004000 during the preceding 3 yearsy is esntitled
tc a3 deduction from his taxable Income equal to 100% of any
incom2 realized as & result of farming activity cn any land
during the first 5 years of ownership of such landy up to 2
maximum of $50.000 a year.

HEw SECTIDON: Section 9« Income tax deduction for land
salz to small farmerse A Jandowner who sells or transfers
any interest 1in land assessed as agricultural land to a
person other than a nonresident alien or foreign business as
defined in [section 13 or a taxpayer reporting an average
annual gross income exceeding $5004000 during the preceding
3 years Is entitled to a deduction frem his taxadble income
equal to 100X of any incomz or capital gainy or both,
realized or otherwise subject to state income taxation from
the s52ley up to & maximum of $504000y as long as the land
continues to be assessed cs agricultural lands

Section 13« Severabilitye If a part of this act is
invalide all valid parts that are severable from the invalid
part remain in effecte If @ part of this act is invalid in
one or Tore of its applicationss the part remains in effect
in all wvalid applications that are severable froa the
invalid applicationss

Section 1le Effective datee This act is effective on

passage and approval and applies to taxable years beginning

O 4B 577

after December 3le 1980.



STATE OF MONTANA
REQUEST NO. _ 295-81
FISCAL NOTE

Form BD-15

In compliance with a written request received __Fehruary 4., 19 __ 8] , there is hereby submitted a Fiscal Note
for ._House Bill 599 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 of Proposed Legislation

An act to regulate the ownership of agricultural land by requiring certain persons,
businesses, and corporations to report ownership of Interest in agricultural land,
by disallowing deductions from income tax and corporation license tax liability for
certain farm-related expenses and capital gains claimed by these persons, businesses,
or corporations, and by providing tax incentives for the sale of land to small or
beginning farmers.

Fiscal Impact

The fiscal impact of this proposal cannot be estimated. All other things being
equal, Sections 6 and 7 would result in an increase in tax liabilities, whereas
Sections 8 and 9 would decrease tax liabilities. It is not believed that the proposed
income tax deductions for new, small farming operations (Section 8) would result in a
substantial loss of revenue, however.

The measure mandates specific reports to the Department of Agriculture. The
administrative costs for such reporting procedures will be $2,000 for the biennium.

Technical Note

1. The Department of Agriculture would have responsibility for enforcement of the
reporting requirements provided in the bill; however, because of the confiden-
tiallity of tax return information, it would be difficult for that agency to
identify qualifying individuals and corporations.

2. Administration of the tax provisions included in Section 6 through 9 would
necessitate substantial information-processing requirements for the Department
of Revenue.

Deterd \mﬁ%

BUDGET DIRECTOR
Office of Budget and Program Planning

Date: Z’Q“Y!




