HOUSE BILL NO. 160

Introduced: 01/11/83

Referred to Committee on Taxation: 01/11/83
Hearing: 1/18/83
Died in Committee
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INTRODUCED BY

A BILL FOR AN ACT ENTITLED: AN ACT RETURNING THE DEDACTION
FOR DEPRECIATION FOR INDIVIDUAL INCOME TAX ANO CORPORATE
LICENSE TAK PURPOSES T THE DEOUCTION ALLOWED PRIOR TO THE
ENACTMENT OF THE ACCELERATED COST RECOVERY SYSTEM BY THE
FEDERAL GOVERNMENT IN PUBLIC LANW 97-347 AMENODING SECTIONS

15-30-111 AND 15-31-114s MCA; AND PROVIDING AN APPLICABILITY

DATE."

BE IT ENACTED BY THE LEGISLATURE DF THE STATE OF MONTANA:Z
Section 1. Section 15-30-111y MCAe is amended to read:
"15-30-111le Adjusted gross income. (1) Adjusted gross

income ashadd gust be the taxpayer?s federal income tax

adjusted qross Income as defined in section 62 of the

Internal Revenue Code of 1954 or as that section may be

labeled or amended sxcept. . that _the _ _deduction __for

depreciaticn msust _he _based _go _the _daduction allowad by
section 16T of the_ loterOal Rewxenue.Code. . of 1954 _as__that
section _existed prior to the soactment.of_tbe accelecated

COSt_recoYerY System in Pele §7-38s. 1D end—+n additiong

adiuysted greoss_income sheld gust include the following:

{a) interest recelved on obligations of another state

or territory or countys municipalitys districty or other
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political subdivision thereof;

{b) refunds recelved of federal income taxy, to the
extent the deduction of such tax resulted in a reduction of
Montana income tax liabllity.

(z) Notwithstanding the provisions of the fadoral
internal Revenue Code of 1954 as labaled or awendeds
adjusted gross Income does not include the following which
are exempt from taxation under this chapter:

(a) al'l interest incomse from obligations of the uUnited
States qovernsents the state of Montanas countyy
municipalitys districty or other political subdivision
thereof;

{b) interest incose garned by a taxpayer age #% or
older in a taxable year up to and Including $800 for a
taxpayer filing a separate return and $1+600 for each jJoint
return;

{c} all benaefits received under the Federal Eaployeas®
Retirement Act not In excess of $3.,600;

{(d} all benefitse, not Iin excess of $3604 received as
an annuityy pensiony or aendowment under any private or
corporate retirement plan or system;

{(e) all benefits paid under the teachers® retirement
Taw which are specified as exempt from taxation by 19-4-T06;

(f) all benefits paid wunder The Public Employeest

Retirement System Act which are specified as exempt from
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taxation by 19-3~105%;

{g) all benefits paid under the highway patrol
retirement law which are specified as exampt from taxation
by 19-6-705;

{h) all Montana income tax refunds or credits thereof;

(i) all benefits pald under 19-11-602y 19-11-604+ and
19-11~605 to retired and disabled Firefighters, their
surviving spouses and ofphansj§

(§) a)) benafits paid by first- or second-class cities
for the policemen's retirement system provided for by Title
19, chapter 9%

{k) gain required to be recognized by a liguidating
corporation under 15-31-113{13{a){if).

(3) In the case of a shareholder of a corporation with
respect to which the slection provided for under subchapter
S« of the Internal Revenue Code of 1954, as amendady Is in
effect but with respect to which the election provided for
under 15~31~202y as amendedes is not in affects adjusted
gross income doas not include any part of the corporation®s
undistributed taxable incomes net operating lossy capital
gains or other gainse profits: or losses required to be
included iIn the shareholder®s federal income tax adjusted
qross income by reason of the said election undar subchapter
S. Howevere the shareholder®s adjusted gross Income shal}

include actual distributions from the corporation to the
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extent they would be treated as taxable dividands {f the
subchapter S« election were not in effecte.

{4) A shareholder of a DISC that is exempt from the
corporation licensze tax under 15-31-102(1){1) shall! include
in his adjustad gross income the earnings and profits of. the
DISC in the same manner as provided by federal law (section
995, Internal Revenue Code} for all periods for which the
DISC election is effective.”

Section 2« Section 15-31-114¢ MCAs is amended to read:

»1%5.31-114. Deductions allowed in computing income. In
camputing the net incomey the following dedyctions shall be
allowed from the gross Income recelvad by such corporation
within the year from all sources:

{1} A1l the ordinary and necessary expenses paid or
incurred during the taxable vyear in the maintenance and
operation of its business and propertiess including
reasonable allowance for salaries for personal ssrvices
actually rendered, subject to the limitation hereinafter
containeds rentals or other payments required to be wade as
a condition to the continued use or possession of property
to which the corporation has not taken or is not taking
title or in which it has no eguitye Mo deduction shall be
allowed for salaries paid upon which the reciplent thereof
has not paid Montana state income tax; providedy howavers

that where domestic corporations are taxed on income derived

by
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from without the state, salaries of officers paid In
connection with securing such income shall be deductiblee

(2) {(a) A1l losses actually sustained and charged off
within the year and not compensated by I(nsurance or
atherwisey Including a reasonablehallowance for the wear and
tear and obsoclescence of property used In the trade or
businesss such allowance to be determined according to the
provisions of section 167 of the Internal Revenue Coda +n
effect—with-respect-to-the-taxable-ysarv-At¥-—elections-~for
depreciation-~shalt~-be--the-—seme-as-the-eteations-made—for
federst-income-tax—porpeses 35 _that section existed prior to
the_eoactment of the accelearated. cosi..recovecy._5xstem..in
Pals .91-3%. No daduction shall be allowed for any a;ount
paid oyt for any buildingss permanent improvementss or
hetterments made to increase the value of any property or
estatey and no deduction shall be made for any amount of
expense of restoring property or making good tha axhaustion
thereof for which an allowance §s or has been made.

{b} (i) There shall be allowed as 2 deduction for the
taxable perlod a net operating loss deduction detersined
according to the provisions of this subsection. The net
operating loss deduction Is the aqgregate of net operating
Yoss <carryovers to such taxable period plus the net
operating 1loss carrybacks to such taxable periode The term

"net operating loss®™ means the excess of the deductions
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allowed by this sections 15-31-114y over the gross incomes
with the modifications specified in (11) of this subsectione
If for any taxable period beginning after Decamber 31s 1970
a net operating loss is sustaineds Such loss shall he a net
operating 1loss carryback to each of the three taxable
periods preceding the taxable period of such loss and shall
be a net operating loss carryover to each of the five
taxable periods following the taxable period of such loss. A
net operating loss for any taxable period ending after
December 31y 1975y in addition to belng a nat operating loss
carryback to each of the three preceding taxabla periods,
shall be a net operating loss carryover to each of the seven
taxablae periods following the taxable period of such 1l10s5se
The portion of such loss which shall be carriaed to each of
the other taxable years shall be the excessy if anyy, of the
amount of such loss aver the sum of the net income for each
of the prior taxable periods to which such loss was carrieds
For burposes of the preceding sentencey the net income for
such prior taxable period shall be computed with the
modifications specified in (ii)(B) of this subsection and by
determining the amount of the net operating loss deduction
without regard to the net operating 1oss for the loss period
or any taxable pericd thereaftary and the net Income so
computed shall not be considered to be less than zeroe

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

—6-
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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 computed under the cost
method.

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

(ifi) A net operating loss deduction shall be allowed
only with regard to 1losses attributable to the business
carried on within the state of Montana.

{iv) In the case of a merger of corporationss 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 mergere In the case
of a consolidation of corporationsy the new corporate entity
shall not be allowed a deduction for net operating losses
sustained by the consolidated corporations prior to the date
of consolidation.

{v) Notwithstanding the provisions of 15=31-531y
interest shall not be paid with respect to a refund of tax
resulting from a net operating loss carryback or carryovere

(vi) The net operating loss deduction shall not be

b
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allowed with respect to taxable periods which ended on or
before Decembor 31y 1970s but shall be allowed only with
respect to taxable periods beqinning on or after January 1»
1971

{3) In the case of miness other natural deposits, oil
and gas wellsy and timbere a reasonahle allowance for
dapletion and for depreciation of improvemsents; such
reasonable allowance to be determined according to the
provisions of +the Internal Revenue Code in effect for the
taxable year. A1l elections made under the Internal Revenue
Code with respect to capitalizing or expensing exploration
and development costs and intangible drilting expenses for
corporation license tax purposes shall ba the same as the
elections made for fadaral income tax puUrposese.

{(4) The amount of interast paid within the vear on its
indebtedness incurred In the oparation of the business from
which its income is derivedi but no Interest shall be
allowed as a deduction if paid on an indebtedness created
for the purchases maintenance. or improvesent of property or
for the conduct of business unless the incoms froa such
property or business would be taxable under this parte

(5) (a) Taxes paid within the year except the
fotlowingt

(i) Taxes imposed by this parte

{il) Taxes assessed against local benefits of a kind
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tending to Increase the value of the property assesseds

(ili) Taxes on or according to or mweasured by net
income or proflts imposed by authority of the government of
the United States.

{iv) Taxes imposed by any othar state or country upon
or measured by net Income or profits.

{b) Taxes deductible wunder this part shall be
construed to include taxes imposed by any countyy school
districty, or municipality of this state.

{61 Light vehicle license feesy as provided by
61-3-532, paid within the year.

(7) That portion of an energy-relatad investment
allowed as a deduction uader 15-32-103e )

{8) (a) Except as provided in subsection (b)e
charitable contributions and gifts that qualify for
deduction under section 170 of the Internal Revenue Codey as
amendede

(b) The public servica commission shall not allow in
the rate pase of a requlated carporation the inclusion of
contributions made under this subsection.®

NEM. . SECTION, Section 3. Applicability date. This act
applies to taxable years beqinning after December 31y 1982«

~End~
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STATE OF MONTANA

089-83
REQUEST NO.
FISCAL NOTE
Form BD-15
In compliance with a written request received January 13, , 19 83 there is hereby submitted a Fiscal Note

House Bill 160

for pursuant to ' Title 8, Chapter 4, Part 2 of the Montana Code Annotated (MCAJ.

Background infarmation 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:

House Bill 160 returns the deduction for depreciation for individual income tax and
corporate license tax purposes to the deduction allowed prior to the enactment of
the accelerated cost recovery system by the federal government in Public Law 97-34,
and provides an applicability date,

ASSUMPTIONS:

1}  Revenue projections for the 84-85 biennium which were made by the Office of
Budget and Program Planning are the basis of comparison.

2) No increase in economic activity is assumed to occur as a result of the Accelerated
Cost Recovery System {ACRS).

3) . An equal dollar amount of assets, adjusted for inflation, are acquired each
year. Inflation for depreciable property is assumed to be 107 per year.

4)  No taxpayer would elect the straight line method for any class of property and

" would use the 150% DB rate for the appropriate asset class under ACRS.

5) The savings to be realized from TEFRA, based on asset basis reduction of 50% of
investment tax credit, is not considered. -

6) Tax savings are only for depreciable property assumed to be purchased in CY's
1983, 1984, and 1985.

7) Expendltures needed to administer the proposed law include: $10,500 for producing
additional forms, $6,500 for additional data processing costs, $185,544 for
additional auditors, and $44,000 for anticipated litigation resulting from the
proposal, annually.

FISCAL IMPACT:

FY 1984 FY 1985
Revenue
Individual Income Tax
Under Current Law 1 $§166.427 M $175,459 M
Under Proposed Law 167.750 M 177.673 M

Estimated Increase -8 1.323 M $§ 2.214 M

Continued BUDGET DIRECTOR
Office of Budget and Program Planning

Date: l“ 2= gj




FY 1984 FY 1985

Corporation Licens/Income Taxes
Under Current Law $ 41.904 M $ 48.817 M
Under Proposed Law 44.263 M 55.359 M
Estimated Increase § 2.359 M § 6.542 M

TOTAL REVENUE .
Under Current Law $208.331 M $224.276 M
Under Proposed Law 212.013 M 233.032 M
Estimated Increase § 3.682 M § 8.756 M

Additional Expenditures to Administer

Proposed Law

Personal Services $ 0.193 M $§ 0.193 M
Operating Expenses ' 0.046 M 0.046 M
Capital Outlay .008 M .008 M

$§ 247 M § 247 M

Fund Information

General Fund (Net of Administrative

Expenses)
Under Current Law $131.347 M $§141.552 M
Under Proposed Law 133.421 M 146.831 M
Estimated Increase ' § 2.074 M § 5.279 M
School Equalization Account _
Under Current Law $ 51.308 M § 55.294 M
Under Proposed Law 52.215 M 57.453 M
Estimated Increase ) .907 M § 2.159 M
Long-Range Bond Building Sinking Fund
Under Current Law $ 22575 M $ 24,328 M
Under Proposed Law _ 22.974 o 25.278 M
Estimated Increase § 399 M $ .950 M
Allocation to Local Governments :
Under Current Law $ 3.101 M $ 3.101 M
Under Proposed Law 3.156 M 3.222 M
Estimated Increase ) 055 M § 121 M

LONG-RANGE EFFECTS OF PROPOSED LEGISLATION:

FY 86 savings are estimated to be $14.319M. No quantitative estimates were derived
beyond FY 86 but savings would likely stabilize in & year or two.

FISCAL NOTE 5:W/2



