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3 

4 A BILL FO~ AN ACT E~TITlEO: "AN ACT TO GENFRALLY REVISE THE 

~ PRUVJSJONS RELATING TO THE TAXATION OF SMALL BUSINESS 

6 CORPJ~A TIOI<S; AMENDING SoC I IOI'lS 15-31-201• 15-31-202• 

7 1'5-:H-205, AI~O 15-31-2U7, liCA; REPEALING SECTION 15-31-206, 

~CA; l,~Q P~OVIDING AN APPLICABILITY DATE.• 

q 

10 BE IT tNACTFD BY THE LEGISLATURE OF THE STATE OF MONTANA: 

ll Section 1. Section 15-31-ZOl, MCAt is amended tn read: 

12 "15-31-ZOi. Definitions. (1) For purposes of this 

l?. ~~r~, tng t~rm "sm~ll bu~iness corporation• means a 

14 c~roord+ion ~~inq ou5iness in Montana and which does not 

15 t,a...,e: 

16 (~I more than T~ 32 s~areho10ers; 

17 f~) as~ shareholder a rerson (oth~r than an estate 

~~ and ot-rn=•r than a trust. described in 15-31-207) who is not an 

19 ir~.Jhfi . .Jual; 

20 f=) a nonresit1ent alien dS a shareholder; and 

1.:1 {J) more t~an one clgss of stock. 

l2 (2) For ourposes of tnis part, the term "electing 

23 small cusine~s corporation" means, with respect to any 

24 taxA~le 1eor. a smull business corporation which has made an 

2~ elec~ion under this part in effect for such taxable year• 
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ill--Eoc __ ouc~o~ __ ot __ tbl~--~~ct£--tbe __ taLR-!&~tat&! 

iakl~d~~-tne_e~t~te_of_aa-iaai~laual-aadec_Iitle-ll--Df--tbe 

uaited_State~-~oae_L~ao~cu~tkXl£M 

Section z. Section 15-31-202 9 HCA, is amended to read: 

•1~-31-202. Election oy small business corporation. 

(1) E~cept as provided in subsection tOt iLlY any small 

busine~s corooration may electt in accordance with the 

provisions of this section, not to be subject to the taxes 

i~pnsgd hy this chapter. ~~e" AD ~lection ~~e~~-ee UndeL 

thiS-~~~~lQn_l~ valid only if e&"~e~~ed-t&--ey all persons 

who are sharehol~ers in such corporation QQ_kbA-da~-~blkb 

toe __ elektiaa __ i~--m~de __ ~aO~Bnt _ _to _ _tba __ el&ktiaD• ~he AD 

el~ction UQd~L-tblA-•B~ti2D i~ effective• f~C--~-taxable 

~e~~--ot __ tbe __ ka~aocatiwa __ fac_.bikb-lt_l~-aade_aQQ_[~ 

~u~£~~~in~_ta~able __ xfa~~--of-_tbB--~aca~~tiQQ _ _unti!__~ 

Ble~tiun_i~_tfcsioated_uod~c-~~e~loo_L!l_ac-L2l£ 

f8t--e~--~~e--~~~~~--dey--e~-~e-f+~~~-~exebte-y~a~-fer 

w~+~"-~~e~-P.fP.e~+on-+~-effeee~veT-+f-,aeh-e+ee~~on--+~--•aee 

e~-e~-e@fe~~-§~eh-f+~~~-d~yt-er 

tftt--&~--~h@--~ey-on-wh+e"-~"e-e~eet+e~-+~-•ftdey-+~-~~e 

~+ee~+on-+~-m~de-ef~e~-saeh-t+r~~-dey• 

l~l--L~l-&o_ele~tiaa_uodec_~ubSektino_Lll-m~--be--uaae 

Q~_a_5nall_b~5lD&~S-kDCDOCatiDD-LDC-dDX-ta~abl~~aC~ 

!il __ gt __ aux_time_1u~icg_tbe_~ce~ediag_ta&aDl~~aL~ 

Liil-at_aox_time_du~iog __ tbe __ ta¥able __ xeac __ oc __ on __ oc 
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De1~L~--tbe __ l2tD--d•X--~f--tbe-tbiLd_eaotb-Df-~-falle~na 

t~&~ble-xe~Ls 

!Dl __ &o_ele~tioa __ mu~t--De--tce~teg__~~--•~ae-_fDL __ toe 

fallowlD~-t~&~ble-xegL_lLt 

til--~D--ele~tloo __ uoaeL-~Ub5e~tloo_tll-l~-maae_foL-gDX 

t~&able-xeac_ducl~o-5u~b-Xe~L-DL-aD-ot-be!OLe-tbe--12tD--d~ 

of_toe_tolcd_montb_of_tbe-folloMiDo-ta&a~xeaL~ 

16l--oa __ one __ g£-_moLe_aax~-ln-5u~D-~&~ble-l~L-De1DLe 

tDe-daX-DD-WDi~b-tbe-ele~tlao_wai_maae-tbe--~ocoDLatlon--dia 

D01-maet_tbe_ceaulLement5_af-l2=ll:ZQltlll-DL 

1Gl __ aae __ a£-_mgre_of-tbe_RKc~oD5-Mbo-bela_~~A-lo-tbe 

~QLPOLatiDD-dULiDD-~U~b-t~&able_tedL-~Q~efDL8-~-el~tiQQ 

Ma5-m~ae_did_oot_~on5ent-to_tbe-el~tlanl_oc 

!iil_L6l-G-5mall-ou~oe~-~araoc~tlno-make5-aD-electloo 

uoaec_5Ubiettloo_tll-fnc_~ox-t~&aole_xeaLl-~od 

t~l __ iutb_elettion_li-made-~ec_tna_l~tb--aat--Dt--tbe 

tbica_mootb_Df_tbe-ta&able-xeac_DL-Dn_QL-Dcfoce_lbe-~~ 

of_iutD-t~&able-xeaLa 

titLll If a small business corporation •akes an 

election under subsection (l)• then: 

(a) with respect to ~he taxable years of the 

corporation for which such election Is in effect, such 

corporation is not subject to the taxes imposed by this 

chapters. and.,. -.;ith reospect to such taxable years and all 

succe~dinq taxable years, the provisions of this oar"t a.pply 
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to sucn corpor"ation; and 

(O) Nith respect to the taxable years of a shareh01der 

of such corporation in which or with which tne taxable years 

of t.he corporation for which suc!l election is in effect end., 

t~e ~rovisions of this part apply to such shareholder., and 

with r~spect ~o such taxao1a years and all succeeding 

tax~bl~ ye~rs, the provisions of this part apply to such 

s.,,Jre'1o 1 der. 

t~t--An-@+@e~+en-ande~-snb~ee~+eft-t~t-mey-be-~ede-hy--e 

sme~~--h~~+ne~s-ee~~o~e~T8n-te~-e"y-~e-eb~e-y~&~-8t-~fty-~+me 

d~~+n~-~"@-~+~~~-mon~~-ef-~neh-~e~ab+e-yee~-ep-e~--e~y--e+me 

dnr+n~--th~--~enth-preeed~n~-§neh-t+rse-•en~ft•-Sneh-e~eee+&ft 

ma~~-be-~ede-+n-aeeor~enee--w+~h--ra~es--~~eser~bee--ay--e~e 

dep~r~•en~-ef-re•e"aew 

t~t--Aft--e+eettoft-~ft~er-~abseetfsft-tit-+~-effeee+ve-~e~ 

~he-~~~ftb~e-yeer-ef-ehe-eerporseteft-~&r-wh+en-+e-+~-•~de-eftd 

tor-el+-~~eeeedffto-~sKeb+P-Ye$rs-ef-e~e--eerperette~--~"~es~ 

~t--+s---tet"'m1-,..at:edy--w+to!-h--re-speee-t:e-e"y-stte,..-ea~alt+e-yeer.,. 

anaer-sab~eet+on-t§t• 

tSt--tet-t+t-A"-e+eet:ten-aftder-~~Bs~et+on-ttt-Merie-by-e 

sme++-oas+ftes~-eorperet+oft-~erm+nates-+~-eftr-~ersen-whe--wes 

"e~--e--~hare~e+der--+n--s~eft-eer~orot:+en-ee-~~e-t~Me-a•-efte 

+"+~+e+-e+eet+en-ttft~er-sabseet:teft-t+t-sttbse~ae"t+y-beeon~s-e 

s~ere~~+der-tft-saeft-eorooratfon-aftd-ef~+rMet+•e+y-refttse~-+n 

aeeer~eftee--w+th--ra~es--~reser+bed--b7--the--de~e~~-~ -~& 
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eense"~--~o-s~e~-~+ee~Te~-eft-e~-e~~e~e-~~e-69~ft-~ay-e~-wh+eh 

~~-fte~~+res-~~e-s~oeft• 

t++t-ff-~he-~erson-eeqa+r+ng-t"e-s~oe~-+~-~he-es~e~e-o~ 

~--~~ee~e~~.--~~e--~e~Tod--dn~e~--s~&see~+e~--t§ttatt+t--foT 

eff+r~&t+•eTy-ref~~+~~-te-ee~~en~-~o-the-e+ee~+en-eMp+res-o~ 

the--~6th--dey--efter--w~+e~e•e~--of--~he--~o+tow+n~--+~-~~e 

eer++,.r._ 

t~~--t~e-~~y-on-wh+eh-th~-e~eea~or-or-adM?~+~~r8~or--e~ 

e~e-e~tste-~~ett~+est-or 

tdt--t~e---+e~~---riey---ef--the--te~eb+e--yeer--ef--tfte 

eer~e¥~~+eny-tn-•h+en-tne-deeeden~-d~~e. 

t+++t-~ny-term+net+e"-ef-en-e+eet+en--~nder--sabseet+on 

t~ttett+t-by-re~seft-e~-the-efftrmetTye-~e~~§e+-ef-efty-per§eft 

t~--eo~sent--to--~uen--e+ee~Teft-+~-~f~ee~+we-~er-the-te~dbte 

y~~r-o~-t"e-corp~reti-en--fn--wh+eh--s~eh--peP~On--becDmes--e 

s~ere~e+der--~~--~~e--eer~era~+en--e~d--fer--e+~--~Heeee~+n~ 

t~~~e+e-yee~s-ef-~he-eorperet+~ft• 

tet--•ft-e+ee~Ten-d~d~r-~ab~eet+en-ttt-mefte-Dy--a--s.et+ 

ft~~+n~ss--eor~orctton--mer--be-re¥&ked-by-+t-for-eny-~e•aB+e 

year-~fter-~he-f+rst-teJI!abTe-,.eet"-fer-wh+e.,-t!he_-e+eet+on--;-s 

ef~~e~tYew--A"--e+eet+e~--~ey-~e-reYo~eri-oft+y-+f-e+~-~ersons 

wno-~re-~~ereno+ders-tn-the-eer~orotton-o"-the-dey-on--wh•e~ 

t~e---reYoeet+~n--Ts--mede--eensent--to--t"e--reveeet+o~•--A 

~ewoe~~T~~-~~deP-~~~~-per8~re~n-+~-e~feee+ve+ 

t+t--f~~-~he-~e•~b~e-y@ar-+n-wh+eh-medey-+~-mede-&efore 
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~~e-~~~se-of-~h@-f+rst-~enth-of-saeh-~a~ab~e-yesr~ 

t++t-for-~~e-~e~eb~e-yea~-~o~~ow+ft~-~fte-t!e~eh~e-yes~-+n 

.~+e~-Mft~@y-+f-mede-after-t~e-e+o~e-of-~aeh-f+~s~-moft~h~-and 

ter-el~-saeeeedTn~-teJI!sb+e-yeer~-of--~he--eo~~o~e~+oft•--S~eh 

r~wee~~~eft--m~~t-be-m~de-+~-aeee~dsnee-wt~h-ra+es-pre~ertbed 

by-t"~-de~aPemene• 

tet--An-@+ee~+en-~nder-sab~eetto"-t~t-~ade-by--a--sma~+ 

b~s+n~ss-eorperat+o"-tef"m+"etes-+~-the-eo~po~at+on-eeeses-to 

meet--t~e--eefTn+~+eft-of-e-s~a++-b~~+ne~§-eo~~ore~+en-a~-any 

t+Me-efter-e+eet+on-+~-effeet+•e-H~er-sdft§ee~+an-t~t• 

fdt--SHe~-term+nnt+on-+s-effeettve-fo~-~he-taxae+e-yeaP 

of-the-eo~peret+on-+n-w~+eh-~he-eer~ore~+eft-eea§e§-~a--he--a 

sme+t--bo~+"e~~--e~~~e~e~+eft--eftd-fer-e++-s~eeeeft+n~-~awah+e 

r~e~s-e~-the-eerpere~+e"• 

L~l--Lal_&o __ ele~~iQD __ uoae~--~ub~e~tioo __ ili--&ax---~ 

~ecmioated_bx-cexo~a~ioa~ 

lbl--4a __ ele~tiQo __ Ma~--be-~exo&ea_oolx-i~~ba~ebQldeLS 

bDldio~_moce_tbao_aoe=balf_gf_tbe_~bace~--of __ ~Qct-_g!__thB 

~ocoucatioo __ oo __ tbe __ aax __ oo __ ~bi~b--tbe_cexocatlQo-L~made 

~ooseot_to_tb~_ca~o~atioo~ 

l~l--f~~egt_as-uco~idad_io_subse~~ioo_i~lidl£ 

Lil __ a_csxo~atioo_~ade_duclog_tbe_ta~able-teaL-OL-DD-DL 

o~toc~_tba_l2tb_dat-of_tbe_tbicd_mootb_of_tbe_follo~iog_xeac 

is-~ffe~ti~e_oo_tba_ficst_aax_of_su~b-~axable-xeac~and 

!li1_a_c~xo~atioo_~a~e--duciog __ tbe __ taxable-_xeae--nut 
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afteL--~u~a __ l2tb __ ~ax __ is_ef!~~tixe_an_tbe_fiL~t-aax_a!_tbe 

!allnwlDij_ta~anle-~eaL~ 

tdl __ lf_tbe_Lexa~atian_~e~i!le~-a-~ate_faL--LBxa~L!QO 

tbat_t~-an-DL-afteL_tbe_aa~_ao_~ol~b-tae_LRXa~atian_i5~&1 

tbe __ rexa~ati2D--l~ __ etfe~tixa __ an __ an~--afteL--tDB--~at~5a 

5oe~ifiea~ 

lel--Anx_Lexa~atlaa_unaeL_toi5-~uQ5e~tinn_mu5t-D2--made 

in_a~~aL~an~e_witb_Lule5_oLe~LiDea-bx_tne_aeoaLtmKnt& 

t21--Lal_At __ anx--time_gn_aL_afteL-tae_fi~t-dax_Qf_toe 

fiL5t_ta~able_~eaL-fDL-Wbi~b-tbe-~DLQDLatiDD-l5_QQ __ el~tiag 

5mall __ bu~iQeii-~aLoaLatiCO£_t~_ele~tian_mu~t-bB-teLminat~ 

if __ tbe--~aLRQLatiaa __ ~eaiei_-ta_ __ Qe ___ a ___ 5Dall-__ ou~ue~ 

~aLonratian~ 

tb! __ &nx ___ teLDinatinn ___ uaaeL_--~ub5e~tion--~Ltal--l5 

ef!e~tixe_oo_aoa_afteL-tbe_aate_Qf_~e~~aL!ooa 

(Ql_-ttntMito~taaaino-a-teLmination_exent£-R-'DLQQLatiQQ 

mu~t-be_tLeatea __ a~--~antloulna __ tn __ Qe __ aa __ ele~lng __ imall 

bU51Dei~--~DLQQLatiDD--DULiDD--the __ QeLiDD--iDB~~g-~Qe 

ae~actmeot_lfl 

tal--an __ ele~tlao ___ undeL ___ 5ub5e~tian ___ Lll--_Qx ___ aQ¥ 

~oLonratinn_wa5-tecmioated-uodeL-~un~~tiao_L21l 

!bl--tb~-a~naLtm~nt_aeteLmLn~-tb~t-tbe-teLmioatioo_~a5 

lo~~~~~t~ct~ 

1~l--wi~bl~-a-Lea5onable-~2Liad_gf_time_afteL-a!i~xeLX 

nt __ tb~-~~eot-Le5Ul1log_ia-tne_teLmio~tiDD£_~teQ~Le-taten 
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~o-tb~t-tb~--~DL~n~atlno __ l~--oo~~--mo~e--a--imall--bu~ne~ 

~orcoratinnl-aoa 

Lal--tbe ___ ~orooLation ___ aaa_-ea~b--DBLiDD-~no __ wai_-a 

~b~Leb21QeL_nf_tne_~nLoDL~tinc-at_anx-time_aurinn-tbe_oeLiod 

~oe~ifiea_0uL5uaot_to_tbLi-iub~e~tiao __ agcge __ tn--mate __ $U~b 

aaju~tweoti•---~oosi~teot ___ wltb ___ tne ___ tLeatm2at __ _Qf __ tne 

~orooratinn_a~_ao-~le~tlog_5mall __ builo2~--~aLcDL~inn£--45 

mat--~e __ reauired __ b~--tbg __ aecaLtmeot __ wltb_Le5oe~_to-~u~ 

Q~LiQd~ 

t6t!1l If a small business corporation ~as maa@ an 

election under subsection (1) and if such electior1 has been 

tecmindted er-rev~k@d under- ~ubsection 1~1-ac (5J, ~~eh th2 

~orpor~tion end UL any successor corporat;on e~e i~ not 

eli9ihle to make an election under subsection (1) for any 

taxable year orior to its fifth taxable year wh+e" thdt 

begins d£ter the first taxable year for ~o~~hich such 

tPrmi~ation or-~e•oee~Teft is effective unless the department 

cons~nts to such election. 

fitidl f"t~ Ao election undeL-5ub~~~tinn_ill is not 

effec~ive unles~ the corporate net income or loss of such 

electing ~mall __ bus1oea~ corporation is included in the 

stock,~lders• adjusted g~oss income as defined in 15-J0-111 

in_a~CQLdaO~M-WlLb_Lule5_QL2~~Libeg_b¥-tbB-DBQaLt&~L• 

t6tL2! F.v~ry electing amall--b~~ine~5 corporation is 

require~ to pay the minimum fee of S10 requirea oy 
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15-31-204·" 

S2ction 3. Section 15-31-205, MCA, Is amended to read: 

"15-~1-205. Stock owned by husband and wife. For 

purposes of 15-31-201(l)(a), §~oek 4-b~iban~--Ang__~lt&--An~ 

tbelt __ e~tQt~ shall b~ tredted as ewne~-&y one shareholder 

whei"''-Tt+ 

t*t--~~-eemmttn+ty-~roperey-o~-e-hasbend--e,.d--w•~e--te~ 

th~--Tneome--~rem--~h+eh--+~--ee•~~~+~y--+nee~et--~ndeP--~he 

e~~~~~e~~~-eemmHn+ty-~rep~rty-~ew-ef-e-ste~et 

tit--+~-he+d-Oy-e-ha~bend-en~-~+fe--es--;e+"~--~enen~s.,. 

~enen~~-tty-*l-1~-el"'.,.;.flet.,.,.-ftp.-~ef\ftft•-s-1-rt-@-eMM&I"'It 

t3t--we~.,.--o~--the--de~e--e+--dee~h--ef-e-~pea~e.,.-~eee~ 

o~~er+oed-+l"t-~dh~~e~+en-t~t-er-tit-end-+s•-~y-rP-asen-e+-saeh 

d~~~M~-he~d-b¥-~~~-@~~e~e-o~-~fte--deeee~e~--~~e~~e--e~ft--~~e 

~~~w+•+"~--~~~o~e--e~--~r--~~e--es~ete~--ef-ee~ft-spe~§es-t&y 

r~e~o~-ef-~he+~--eeR~hs--e"--~ft~--seme--de~et--+n--~fte--ssme 

pro~o~t+o"-~s-ne+d-by-the-~ooo~e~-befo~e-~oeh-dee~h•-e~ 

t~t--w~s.--on--~he--de~e--ef--the--dee~ft-of-e-~~Pv•¥+"1 

s~oas~•-stoek-~ese~+bed-+"-~ob~ee~+e"-t~t-e"e-+sy-by--Peeseft 

o~--s~e"--e~o~"y--"e+~-ey-t~e-e~e~es-o~-bo+ft-s~oose~-+n-~h~ 

sem~-~roport+on-es-he+d-by-~he-~poo~es-before-t~e+r-~eeths•N 

Section 4. S~ction t5-31-2u7, MCA~ is amended to read: 

~l5-3l-ZC7. Certdin trusts permitted as shareholders. 

For ~urposes of 1S-3L-2Ul(l)~ tne followlnq trusts may be 

shCtre'1;Jl<Jers: 
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{ll a trust all of which is treated as owned by the 

grantor under sections 671 tnrough 678 of the Internal 

Revenue Codeta-~~b-4-~L~~-WA~-~nntin~~-~n-b~~-~ba~bnlA~ 

taL_QO_dAX~-Aft~L-tb&_aeatb_gf_tne_QLAn1QL-~nl&A~b&--~CY~ 

is __ io~ludahle __ in_tbe_gcns~-e~~te_nf_tbe_gcan~QL£-Ln~biLb 

~aie_tbe_tLu~t-mAx_cnntlnue_ta_be_a-~baLebnldBL-LnL-4-Z:xeaL 

P~LiD~a-lbe __ QLdOtOt-DL-tbe_QLaOtDL~-&~~~~&--i~--t~ated__Ai 

tb~--~3atebald~t--in __ tbe __ LAS&-Df_a_tL~st-d&~tib~-ln-tbLi 

iUhieCtiana 

(2) a trust created primurily to exercise the voting 

po•er of stock transferred to itta_fa~b-b&n&Li~iaLX-Qf_a 

~t~~~--ae~~tih~d--in __ tbi~--~nse~tinn __ i~--~t&ateg_ __ Ai __ -4 

~bat&balaet_fat_autnns&s_nf-l2:lL:Zal1ll1Ala 

{~) a~y trust with respect to stock ~ransferred to it 

pursuant to the t9rms of a willt but only for the 60-day 

periu1 beQ innIng on the day on ·111hi ch such stock is 

transferred to it. In t~e ca5e of a trust described in ~bLs 

subse:tionL t~t~-eae~-beftef?efery-of-~"e-~~~s~ tbe-e~t~t&-21 

~be __ t~sta~oc shall.--fe~--pttr~o~e~--of-+~-~r-~eit~ttety be 

tr~ate~ dS ~ st1arenolder." 

~~W_S,Cil~H• Section s. Special rules with respect to 

stock and d~Ot. For purposes of 15-3l-20l(l)(d)t the 

tc)lo~in~ apply: 

(1) A corporation ~a) not be tr~ated as having more 

than onP cl~ss of 5tock solely because there are differences 

-10-
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in va~ing rights am0n~ the shares of comm~n stock. 

(l) S~raiqht d~bt may not be tr~ated as a second class 

of sta~k. For purposes of this subsection• "straight debt" 

means any written unconditional promise to pay on demandt on 

a soecified dat~, a sum certain in money if: 

(a) the int~rest rate and interest pdyment dates are 

not contingent on profits~ the borrower's discretion, or 

si~ilar factors; 

(O) there is no convertibility, directly or 

indirqctly, into stock; and 

(c) the creditor is an Individual• an estate, or a 

trust described in 15-31-207 and is not a nonresident alien. 

(3} federal treasury regulations as may be ad~pted 

must be referred to for the proper treatment of straight 

debt for pur~oses of this part and for the coordination of 

such treatment with other provisions of this title. 

~~~-St~IIO~& Section 6. Special rules for qual I fled 

small ~usiness corporation trust. (1) 4 qualified trust must 

oe tr~ated as a trust described in 15-31-Z07(l)t and the 

beneficiary of such trust must be treated as the owner of 

that ~~rtion of th~ trust which consists of stock in a small 

business corporation if the beneficiary makes the election 

in s~~section (2)• A trust is a "~ualified trust" for 

purposes of this pdrt if: 

(d) it owns stock in one or more electing small 

-11-
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busillBSS corporations; 

fo) all of the income of which is distributed or 

requir~d ~o be distributed currently to one individual who 

is~ cit,zen or resident of the Unite1 States; and 

fc) its ter~~ require t~at: 

(i, d'lrinQ the 1 ife of the current lnco~e beneficiary 

there ·Tiay be only onu income beneficiary of the trust; 

( i i) any corpus distributed during the 1 ife of the 

curre~t income ben~ficiary in the trust may be distributed 

only tQ such beneficiary; 

(iii) the income interest of the current income 

b~neficiary of tne trust t~rminates on the earlier of such 

b~nefi ciary's aeatt1 or the termination of the trus't; and 

(iv) upon th~ ~ermindtion of the trust during the life 

of the current income oeneficiary, tne trust distributes all 

of its assets to $UCh beneficiury. 

(2) A beneficiary of a qualified trust or his legal 

re~res~ntative m~f elect to have this section apply by 

rokinq an E:lectior. in such manner 9 in such form• and at such 

ti1ne as the department may prescribe• An election under this 

subsection must be made seoarately witn respect to each 

el~clin~ small business corporation tne stock of which is 

held jy the trust. If there is an election under this 

subse:tion by any beneficiary 9 each successive beneficiary 

~ust )e treat9d ~s having ~ade the election unless such 

-12-
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benPficiary affirmatively refuses to consent to such 

2 election In such form and at such time as the department may 

3 c..rascr ibe. 

4. (j) An ele~tion made under subsection (2) may not be 

S r~voked withoLJt ths consent of the department• 

6 

7 

s 

(4) An election under ~ubsection (2) may be effective 

up to 60 days before the date of the ~lection. 

(5) If a aualifi~d trust ceases to •eet any 

9 r~quirement under ·iubsectlon (l)t this section does not 

lO .:mpl y .to such trust as of the date it ceas,es to meet such 

11 requirement. 

12 ~~W-SECilO~a 5ection 1. Repealer. Section 1S-31-206, 

13 MCA• i~ repealed. 

14 

1S 

16 

17 

1" 

1q 

~~4-SEC!lQ~• Section e. Codification instruction. 

s~ctions 5 and 0 are int~nded to be codified as an integral 

~~rt ~t Title 15, chapter 31, ~art z, and the provisions of 

Titl~ ~s, chaoter 31, part 2. apply to sections 5 and o. 

~t~-S~kllQ~. Seetion 9. Applicability date. This act 

~ppli~s to taxabl~ years beqinninq after December 31• 1982~ 

-13-



STATE OF MONTANA 

FISCAL NOTE 

322-83 
REQUEST NO.----

Form BD-15 

In compliance with a written request received February 7 • , 19 J!L, there is hereby submitted a Fiscal Note 

for House Bill 621 pursuant to Title 5, Q\apter 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: 

House Bill 621 generally revises the provisions relating to the taxation of small 
business corporations; and provides an applicability date. 

FISCAL IMPACT: 

If a significant number of regular corporations convert to small business status, a 
revenue loss could occur. Also, if the multistate corporations with fewer than 35 
shareholders are eligible to claim the investment tax credit, there could be a 
potentially significant decrease in corporation license tax revenues. The magnitude 
of the fiscal impact cannot be estimated for the biennium. 

FISCAL IMPACT 11:CC/1 

16 

BUDGET DIRECTOR 
Office of Budget and Program Planning 

Date: 2 - \ 0 - ~ ) 
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Approved by committee 

on Taxation 

INTROOUCED BY 

~- BILL NDo J.).J_ 

~-r~- ~------

A BILL FOR AN ACT ENTITLED: •AN ACT TO GENFRALLY REVISE THE 

PRDYISIONS RELATING TO THE TAXATION OF SMALL BUSINESS 

CORPO~ATIONS; A!'IENDING SECTIONS 15-31-Z01t 15-31-ZOZt 

15-31-Z05t AND 15-31-207, HCA; REPEALING SECTION 1S-31-Z06t 

HCA; AND PROVIDING AN APPLICABILITY DATE.• 

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

Section 1. Section 15-31-201, HCAt is amended to read: 

"15-31-ZOl. Definitions. (1) For purposes of this 

part, ~he term "small business corporation• Means " 
corporat.ion doinq business in Montana and which does not 

have: 

(a) more than ~e li shareholders; 

(b) as a shareholder a person (other than an estate 

and other than a trust described in 15-3l-Z07) who Is not an 

indiviJual; 

(c) a nonresident alien as a shareholder; and 

(d) more than one class of stock. 

(21 For purposes of tnls party the term •electing 

small business corporation• means, with respect to any 

taxable rear, a small business corporation which has made an 

election under this part In effect for such taxable year. 
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lil--fgc __ gycgg~~~-_af__tbl~--PAL~tb~--t&L• •estate• 

lo~luae~-tb~-a~t~ta_gf_ao_lodl~Yal-Ynd&e-IltLa_ll__Qf--tba 

Uoitaa_st~te~-~od~-l~~okcYot~t.· 

Section 2. Sectton 15-31-202, MCA, Is a•ended to read: 

"15-31-202. Election by small business corporation. 

(1) Except as provided In subsection t6t Lii• any small 

business corporation may elect, in accordance with the 

provisions of this section, not to be subject to the taxes 

imposed by thi$ chapter. Sueh AD election ~ha•~-~· Uad&C 

tbls-~e~tlun_l~ valid only If een~e"~ed-~e--by all persons 

•ho are shareholders in such corporation gQ_~bt-~-~bi~ 

tbe __ ala~tlao __ i~--maae __ ~ao~Dt--~ _ _tba__~l~tlQD. fhe an 

election UDdac_tbl~-~e~tlDD is effective• fDL--tb&-~la 

xea~ __ af __ tb~--~Dt~ocatign__tac_.hl~b-it-l~made-aod-fQC-All 

SY~~~Bdlog_taKablB--xe~t~ __ gf__tD~~QLggratjoo_-UQtil--~ 

al~~tlao_l~_tecmlD~tad_uodet~Wb~~ktlgn_lil-~~a 

tat--a~--~he--f+r~~--~ar--ef-~he-f+ra~-~ewebfe-reer-fer 

wh+eh-saeh-et~et+o"-+~-effee~ivey-+~-sueh-efee~+on--+s--.ade 

aft-or-oefore-§~eft-f+~~~-day~-er 

tht--&n--~he--~a~-e"-whTeh-~he-e+ee~+en-+s-•adey-+~-~he 

e~ee~+en-+s-ma~e-ef~er-s~eh-+~r~~-ftey• 

L'l--Lal_&o_ala~tloo_uod~t-~Yb~~~tloo_Lll-•ax--DB--&adB 

bx_~_seall-busiDe~~-~otaac~tlao_tgc_~ox-ta~ablB-~aLi 

!il __ gt __ ~DX-tlmB-1UL!Dg_tbe-QC~~~diDg_t~ablK-~ALl-PL 

Llil-at_aox-tim~_dutlog __ tba __ ta~Abla __ xaac--DL ao gr 
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Defa~e--tba __ l2tb __ d&¥--Df--tb&-tbiLQ_.aD1b-af_tbl-f~~QQ 

tA~Abl&-¥&AC~ 

LDl--Au-&le~tiuo _ _mu~t--be __ tceAted--a~--RAda--fQc __ tb& 

tallawiog_ta&able_xeac_if~ 

til--AD--&l&~tlDD--YDdBC-~Ub~&~tiDD-ill-1~-aadR-fQC-YQ¥ 

ta~Able-xeac_dycino-~u~b-¥eAc_QL_QQ_gc-bafoca-tb&-~-da¥ 

gf_tbe_tbiCd-.ODtb-Df-tb&-fDll~LQg_ta&Abl&-¥8A[! aog: 

tAl--DD--DD&--DL--MDC&-da¥~-lD-~~1a&abl&-¥CAC-befoLe 

tbe-dax-ao~bl~b-tbe_ele~tian_wa~&-tbe __ ~grporat!gn--did 

aat_ma~t-tbe_cenulceaent~at_li:3l:ZU11lll-OC 

{ijl __ aoe__ac __ .gca_af-tb&-RBC~DD~ba-beld_lt~L-iD-tb& 

~a~uacAtiao_du~iun-~u~b-ta&able-xeac-Aod-befnce_tba_Bl~tiDD 

wA~-mad&-dld-Dnt~au~t-Lg_tbe_&le~tlaDl_ac 

!il1-1A1-A-~•all-ku~ine~-~ncuucatlDD-mikal_ao_e!ekt!DD 

uode~-~ub~e~tian-111-fnc_aox_taxabl&-xea~-and 

tal __ ~u~b_ele~tioa_ll_made-aftac_tba_litb--da¥--a!_~ 

tbi~d-moatb_gf_tb&-ta&able_xeac-DL-DD-Dr-bafoC&-tba-la~a¥ 

Df~u~b-ta&able-X&ac~ 

tftlll If a saall business corporation makes an 

election under subsection (lJ• then: 

Cat with respect to the taxable 

corporation for which such election is 

corporation is not subject to the taxes 

years of the 

in affect, such 

i•posed by this 

chapter• and• with respect to such taxable years and all 

succe~dlnq taxable years, the provisions ot this part apply 
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to sucn corporation; and 

(b) with respect to the taxable years of a shareholder 

of such corporation in which or with which tne taxable years 

of the corporation for which such election is in effect end• 

the ~rovisions of this part apply to such shareholder, and 

with respect to such taxable years and all succeeding 

taxable years• the provisions of this part apply to such 

slldre'lolder. 

t3t--Aft-e+ec~t&ft-u~der-sahsee~teft-t~t-may-be-~ede-hy--e 

sme++--hu~+ness-ee~pore~~eft-fe~-efty-~e~eb~e-yeeP-e~-afty-t?me 

dartn~-~he-f+~s~-meft~h-of-saeh-~e~eb+e-,eep-ep-at--efty--~+me 

dar+n~--~he--~on~h-~P~ced+n~-saeft-ftps~-•eft~hw-Saeh-e~ee~+eft 

•as~-fte-mede-+n-seee~denee--•+~h--t""afoes--J!I!t"e"Set""+bedi--h•y--"tr.e 

GepA~~•@n~-o~-reven~e• 

f~t--*n--e+ee~+en-~ftder-sa~see~+on-tit-+s-ef~ee••ve-~~ 

~he-ts~abte-yea~-ef-~he-eer~era~+on-fe~-wh+eh-+~-+s-aade-and 

for-aJl-s~eee~+n~-+eweb+e-year,-ef-~he--eerperetteft--~ntess 

Yt--+s--~erm+"a~e~y--Wftr.--res~ee~-to-eny-sHeft-~axa~~e-yeery 

ander-s~bsect+on-t§t• 

tSt--tet-t+t-•ft-etee~+e"-~"der-s~8seet+oft-t•t-aode-bT-e 

sma•+-BHs+ft~ss-eorpet"e~+on-~e~m+ne~es-+~-any-person-whe--wes 

ne~--e--sharehe+der--+ft--sueh-eerpere~+on-e~-~he-~+••-•~-~he 

+n+~~+-e+eee+on-andeP-sahseet+on-tit-sabseqaen~+y-beeoBes-e 

s~e~eho+der-+ft-Saeh-eor~oPa~+on-enft-eff+~a~+Ye+y-refases-+n 

eeeer~ance--w+~h--r~+es--~rese~+bed--by--~he--depat"~8en~--ee 

-4-



1 

z 
3 

4 

5 

6 

7 

8 

q 

10 

11 

12 

13 

14 

15 

~~ 

l7 

18 

1'1 

20 

ll 

22 

23 

24 

25 

LC 0984/01 

eense"~--~e-saeh-e+ee~Teft-Oft-~-befere-~fte-68~ft-~ay-en-wh+eh 

he-ecqu+res-~~e-s~oek• 

t~+t-ff-~he-~ersen-eeqatr+ng-~he-s~eek-+§-•he-ee~e••-~ 

e--~~eden~.--ehe--~ertod--uftder--s~~,ee~+eR--t§ttatt+t--for 

eff+r~a~+•e+y-~efu~+"!-~e-eeft~en~-~e-~ne-e~ee~+on-eM,+res-oft 

~he--68~h--day--after--wh+ehe.er--of--~he--fottow+n~--+~-~ne 

eer++Pr+ 

t~t--~he-dey-an-whfeh-the-exeeueor-or-edM+R+s••aeer--e~ 

~~e-e~~eee-~aetff+est-or 

tSt--the---ta~t---day---ef--~ne--to~abte--year--of--tne 

eeTpoTs~+ony-Tft-w~?eft-ehe-eeeeden~-d+e8• 

t+++t-~nr-~era+ne~+en-ef-eft-eteee+en--and•r--~absee~+e" 

t5ttett+t-by-reason-ef-the-affTrM&~tye-ref~~st-ef-efty-per~en 

ee--eenseftt--to--sueh--e+ee~+&n-+~-ef~eee+we-for-~he-ee•a~+e 

ye~~-et-~he-eerp~re~+en--+n--wh+eh--such--person--beeo•es--a 

~~e~ehe~der--+~--~~e--eerpere~+on--eftd--fer--a~~--s~eeee~+n~ 

~e~eb+e-years-of-~~e-ee~pera~&ft• 

t8t--Aft-efee~Toft-wftder-~Bsee~+eft-t~t-mede-b,--a--§.a++ 

bas+ness--eorpore~+en--may--~-~e•oke~-by-+~-~ar-any-~e•e~+e 

year-ef~er-~he-f+r~~-~a~ab+e-year-for-wh+eh-the-e+eet+oft--f~ 

effee~~we•--An--e+ect+on--May-De-re•ehe~-on+y-T~-e++-persoftS 

who-are-shareho+der~-+n-~he-eorpora~ton-Oft-~~e-day-an--wh+eh 

~~e---re¥oeetton--+s--made--eon~efte--~o--~he--r••oeo~ton.--~ 

rewoe~~+en-ander-~h•s-pera~raph-ts-e~•eet+•e+ 

t+t--fer-~he-~a•eb+e-yea~-+ft-whteh-•edey-t~-Made-before 

-5-

z 
3 

4 

5 

6 

7 

8 

'I 

10 

ll 

l2 

l3 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

LC 0984/01 

~he-et~se-e~-~he-~+rs~-•onth-oF-soeh-ta~ab~e-yes~ 

t++t-for-the-~e~ab~e-yeer-fottew+n~-~he-~~ab+e-yeer-+~ 

wh+en-•edey-+f-mede-after-the-ete~e-of~~eh-f+~s~-•eft~hy-and 

for-a+t-s~eeeed+ft~-~sMah+e-yea~s-ef--~he--eo~por~+on•--Saeh 

~ew&e~~+en--•~s~-he-•ede-+~-aeeo~anee-wTth-r~+e$-p~eser+bed 

by-~~e-~e~er~men~• 

tet--~n-eteetton-ander-s~b~ee~+o~-t~t-Made-by--a•-~•·•~ 

bes+ness-eo~pora~+oft-~e~•+ne~e5-+f-~he-eePpere~+oft-eeeses-~o 

•~e~--~fte--def+n+~+on-of-a-s•a++-hastness-eo~poratton-a~-efty 

•*•e-ef~er-e+ee~+on-+s-effee~+we-under-sab,eet+on-t4t• 

tdt--Sach-te~m+net+o~-+s-effee~~ve-fe~-~~e-~aMab~e-yea~ 

of-~he-e&rp&ree+&n-+n-wh+eh-the-eer~r~+en-eeases-•o--be--e 

SMd+•--bbs+ness--eorperatfo"--aftd-for-e••-soeeeedt~-~a~eb+e 

reers-of-~he-eorpore~+e"• 

Lil--Lal-'D--•l&~~lgn __ waaa~--iYb~a~ign--LLL--aa~-~ 

~·~mioataa_b~-~·~n~atinos 

ibl--lD __ ala~tlDD--BaX--b&-LB~ked_gol~~ba~&bQLQ&~ 

bnlaio~-•n~•-tbao_ooa:balf_gf_tb&-~ba~g!__sL~ of tba 

~nLPQCatino __ go __ tue __ aa¥--DD--•~--tba-~a~g~~DD-l~aada 

~UD5eot_to_tbe-~e~a~atlno• 

t~l--EK~p1_a5-PLD~idad_lD-~Yb~DD-Li~LL 

Lil--a-~&~Q~~lnD-~ade_dYLlog_tb&-tAAabt._x~L-QL-DD-QL 

b~fnL~-tba_l2tb_aax_nf_tbe_tblLa_mDDtb-Df-tba-Lnll~lDg-xea~ 

i5_effa~ti~e_ao_tbe_fi~5t-aax_a{_~u~b-taKabla-¥e~l-aDd 

!ill-a-~e~a~atino_ma~~--d~~iog__tbe_-ta~ale-_x~L--DY1 
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~ftBC--SU~b _ _l~tb--da¥ __ iS-B11B~ti¥B_RU-tDB-1ltat~a¥-Rf_tb& 

tallawiag_ta~blB-~B~t£ 

(al __ lf_tbB_[BKR~~tiRD-1DB~i1lBS-a-da1B-1Rt __ ta~~~DD 

tbat_is_aa_ac_Qftec-tbe_aa¥-nD-wbl~b-tbu_cBxn~atiRa_is-maQ~ 

tbe __ rBxa~atlaa __ ls __ etfe~tl~--RD--ana _ _attec __ teB--data_sg 

sou~lflea~ 

(Bl--AD¥-CBXRCatiRD-UDQBC-tblS-aU~B~tlRD~CB--mQQe 

ln_a~coca~a~•-~ltb_culBs_nce~clbea-b¥-1bB-duoaLtaaota 

!~l--lal-&t __ ~D¥--time_gn_~_aftet-tbe-ficst-aa¥-Qf-tbe 

tlrst-ta&able_~eac_fgr_wblcb_tbe_~orancatioo_is_~-el~~ng 

small_Jbusiae55-~acaocation1-1be-ele~tloa_mu~B-tecminatad 

if __ tbe __ cocpacatlaa __ ~asua __ tu_ __ be ___ a_ __ sm411---bUsiDBSS 

~ncooratioa. 

tbl--AD~---ter•laatiQo ___ uaalt---Subsectlga--~Ltal--15 

effertixe_na_aaa_attec_tbe-date_of-~a~oo& 

!Dl-_Hatwltbatandlng_a_tecmlDatlno-•xent£_a-eDLpo<atioo 

IU1t_be-tceatea __ a1--tnntiauloo--tu__be__aa _ _elu~g_-s.all 

buaioess __ cnconcatioo __ aucino __ tne__geciaa __ sgec;tlea_D¥-tee 

ae~act•ent_iL! 

t&l--ao __ elertloa __ _uaaer---subsectiDD---111---b¥--_aD¥ 

corooratloa_was-termlaatea_uaaer_subsectlan_!~ll 

tbl __ tbe_auQartaeot-det~mlaAL-tbat-tbe-tecaiuatl~ 

laadxertentl 

trl __ witela_a_reasooablu_oeclnd_ot_~m•-attac~¥BC¥ 

of __ tbe-exent-tBsultlno-la-tbe_tecm!aa~oD£_steaa-were_takBD 
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~o-tbat_tb~ __ rQt~Qt~ti2a __ is __ QQCB--mocu __ a _ _smAll--buslaeas 

corooratloul_aad 

tdl--tb~---LRLRDL81l2D---aDd_-BaCb--RMCSDD--Wna__waa__a 

~bArubRldec_af_tbe_cacpocatlRD-~t-ao¥-tlme_auciDD-tbu_oeclod 

~a~~ified_ouc&uaat_to_tbls-~ubse~tloa __ agceu __ ta __ ma&e--aucb 

adjustmeota1 ___ canslst~nt __ -Wltb ___ tbB---1LBatleot---Rf--tbe 

rRLRRr~ti2D-a&-an_electloo-~mall_-buslness __ cocRDLat~--as 

ma~ __ bu __ ~eoulred __ b~--tbe __ aepactmeot __ witb_ceAua~-tQ-aucb 

periga1 

t6tLil If a small busin~ss corporation ~as made an 

election under subsection (1) and if such election has b~en 

terminated ~~-~eye~ed under 5ubsection L1}_gc (5)9 s~e~ tne 

corporation e~d Q~ any successor corporation eP~ ~ no~ 

elioible to make an election under subsection (1) for any 

taxable year prior to its fifth taxable year whTeh tba1 

begins after the first taxable year for whicn such 

termin~tion o~-~ewoest+on is effective unless the department 

consents to such election. 

titiBl fn+~ Ao election uodet-~ubsertlRD-111 is not 

effective unles~ the corporate riet income or Joss of such 

electing Amall--bU~loaa• corporation Is included in the 

stock.1olders• adju5ted gross incoate as defined In 15-30-111 

ia_a~~ard~oce_~Ltb_cul~~-DL•~rlbad-b¥-tba_deoa£taaot• 

tfitL!l Ev•r~ electing a•all--bU1iaa&• corporation iS 

required to pay the •lniaua fee of 110 requl~ad by 
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15-31-204 •• 

Section 3. Section 15-31-205, HCA, is amended to read: 

"1~-31-205. Stock owned by husband and wife. for 

purposes of 15-31-201(1)(aJ• s~oe~ A.b"~b&nd .• ana--Klf&--And 

tbelt-.c~t~te shall be treated as ewne~·by one shareholder 

"~en-tt+ 

ttt--+s-eo~man+ty-~~epe~~y-e~-a-hasBend--end--w+fe--ter 

~he--+neome--~~ee--wh+eh--+s--eo••~+~y--~ee.et--wft8er--~he 

s~~~Yeeh~e-eemM~ftfty-prepe~ty-~ew-ef-e-s~e~e• 

tit--+~-he+d-by-e-h~seen~-and-w+~e--e~--je+ftt--•enaft~Sy 

tenent~-by-~he-e~~i~e~y.-or-~enen~~-+ft-eeMMeftt 

t3t--wesy--on--~~e--~e~e-•aJ--~ea~~--of-e-spe~ey-a~ee~ 

de~e~+bed-+n-s~bseet+on-ttt-eP-t~t-eft~-+sy-By-reaso"-ef-saeh 

des~~-he+d-by-~he-estete-of-the--deeeesed--spe~§e--a~e--~he 

~~•+w~ft~--sp&dse--or--by--~he--es~e~es--of-be~~-s,ewses-tBy 

rease~-ef-~he+r~·dea~hs--on--~he--same--ee~et--+n--•ne--se•e 

pro~o~~+o"-es-he~d-~y-~he-s~oKses-before-sue"-dea~ftt-er 

t~t--wasy--eft--~he--da~e--of--the--dee~h-ef-e-•wPw+•+"~ 

s~oas~y-s~oew-eeser+bed-+ft-subsee~+eft-t~t-&ftd-+sy-hy--peesen 

of--$~e~--d~a~fty--he+d-by-~he-e~~es-of-he~h-spouses-+ft-~he 

seme-~ropor~+en-as-he•d-Dy-~he-spe~ses-before-~he+r-eea~hs.• 

Section~. Section 15-31-201, MCA, Is amended to read: 

"15-ll-207. 

For purposes of 

shareholders: 

Certain trusts permitted as shareholders. 

15-31-ZOl(ll• the following trusts may be 
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(l) a trust all of which Is treated as owned by the 

grantor under sections 671 tnrough 678 of the Internal 

Revenue Code~a.S~b-4-t~~t-ma~~DotiD~-tQ_Qe_a~nQldat 

fDL-~D-d~¥~-AftBL-tb~-~~b-af-tbB-Q£AntAL-un1&aA-~~ 

1~--iD~ludable __ iD_tbe_gLQ~~-•~tat..af_tbe-DL&DtDL&-Ln-Knl~ 

~a~e-tbe.tLu~t-•a¥-~aotinue_ta_be_~bAcebDldcr rot ~At 

QBtlaaa.lbe_gtaotat.a~-tbe_gtan1Qc~~AtA--1A--ttc&t•d as 

tbe __ 5~AtBbaldet •. ln __ tbe __ ~a~e_af-a-tLU~d~iD&d-io-tblA 

~ub~ectiana 

(2) a trust created primarily to exercise the voting 

po~er of stock transferred to itta~~b-beasti~~gt_a 

tc"~t--d•~~tlbBd--ln--tbiA--~tlan__ia_.ttc4t&QL--~_a 

~b~cebaldec_fat.QULDa~e~-at.l2:3l=ZQ1LllLAla 

(3) any trust with respect to stock transferred to It 

pursuant to the terms of a willt bu~ only for the 60-day 

perlo1 beginning on the day on which such stock is 

transferred to it. In the case of a trust described in ~ 

subse:tion& t~ty·eae~-benet+e+a~r-et-~~e-~~s~ tbe_e~ate-gL 

tbe .. t~5tatoc shally--~er--purpeses--ot-i5-~~-~8tttttety be 

treated as a sharenolder.• 

~~H-S~'ll~Ma Section 5. Special rules with respect to 

stock and debt. For purposes of 15-31-201(1)(dl• the 

foJlo111in·:i apply: 

(1) A corporation mar not be treated as having more 

than one class of stock solely because there are differences 

-10-
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in voting rights among the shares of colftmon stock. 

(2) StraiQht debt may not be treated as a second class 

of stock. For purposes of this subsection~ •straight debt• 

~ans any written unconditional promise to pay on deaand, on 

a specified date, a sum certain in money if: 

(a) the interes-t rate and interest payllent dates are 

not c~ntingent on profits. the borrower's discretion, or 

similar factors; 

{b) there is no convertibility, directly or 

indirectly, into stock; and 

(c) the creditor is an individua1 9 an estate, or a 

trust described in 15-31-201 and is not a nonresident alien. 

(3) Feaeral treasury regulations as May be adopted 

must be referred to for the proper treatment of straight 

debt for purposes of this part and for the coordination o~ 

such treatBent with other provisions of this title. 

~EY_S~tlluH& Section 6. Special rules for qualified 

small business corporation trust. (1) A qualified trust •ust 

be treated as a trust aescribed in 15-31-207(l)t and the 

beneficiary of such trust must be treated as the owner of 

that Jortton of the trust Hhich consists of stock in a small 

business corporation if the beneficiary makes the election 

in subsection (2)• A trust is a •qualified trust• for 

purposes of this part if: 

(a) it owns stock In one or more electing small 
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busin~ss corporations; 

(b) all of the income of which is distributed or 

required to be distributed currently to one individual who 

is a citizen or resident of the United States; and 

(c) its terms require that: 

(i) during the life of ~he current incoMe beneficia~y 

there may be only on~ inco~e beneficiary of the trust; 

(ii} any corpus distributed during the life of the 

current incoae beneficiary In the trust may be distributed 

only to such beneficiary; 

(i ill the incotne interest of the current income 

beneficiary of the trust terminates an the earlier of such 

beneficiary•s death or the ~ermlnation of the trust; and 

(iv) upon the termination of the trust during the life 

of the current income beneficiary. the trust distributes all 

of ;ts assets to such beneficiary. 

(Z, A beneficiary of a qualified trust or his legal 

representative may elect to have this section apply by 

makinq an election in such manner• In such form• and at such 

time as the department may prescribe• An election under this 

subsection must be made separately witn respect to each 

elec~ing small business corporation the stock of Nhich Is 

held by the trust. If there Is an election under this 

subseCtion by any beneficiary• each successive beneficiary 

must be treated as having •ada the election unless such 

-12-
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1 .beneficiary affirmatively refuses to consent to such 

z election In such for• and at such tl•e as the departaent may 

3 prescribe. 

4 (3} An election made under subsection (2) •ay not be 

5 revoked without the consent of the department. 

6 

7 

8 

(4) An election under subsection (2) Bay be effective 

up to 60 days before the date of the election. 

(5) If a qual I tied trust ceases to •eet any 

9 require•ent under subsection (1)• this section does not 

10 a?ply to sucn trust as of the date it ceases to •eet such 

ll requirement. 

1Z ~lW-SftllOMa Section 7, Repealer. Section 15-31-ZOb, 

13 MCA, is repealed. 

14 ~~W-SEt!lOMa Section e. Codification instruction. 

15 sections 5 and o are intended to be codified as an integral 

16 part 'f Title 15, chapter 31, part 2• and the provisions of 

11 Title 15t chapter 31, part 2, apply to sections 5 and 6. 

18 ~~M-S~tiiOH£ Section 9. Applicability date. This act 

19 app1Jes to taxable years beginning after Dece•ber 31~ 1982. 

-13-
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INTROOUCED 

A BILL FOR AN .ACT ENTITlED: •AN ~T TO GENERALLY REVISE THE 

PROVISIONS RELATING TO THE TAXATION OF SMALL 8USIPtESS 

CORPORATIONS; AMENDING SECTIONS 15-31-ZOlo 15-31-2D2o 

15-31-205o ANO 15-31-201o KCAi REPEALING SECTION 15-31-Z06o 

MCAl AND PROVIDING AN APPLICABILITY DATEo• 

8£ IT ENACTED BY THE LEGISLATURE OF THE STAlE OF MONTANA: 

Section 1. 

•15-31-ZOlo 

Section 15-31-201• MCAt Is a•ended to read: 

Definitions. (1) For purposes of this 

part. the ter11 •saall business corporat-1 on• •eans a 

corporation doing business in Montana and which does not 

have: 

(a) aore than .e ~ shareholders; 

(bl as a shareholder a person (other than an estate 

and other than a trust described In 15-31-2071 who Is not an 

individual; 

(c) a nonre~ldent alien as a shareholder; and 

(d) •ore than one class of stock. 

(2) For purposes of ~his part• the ter• •electing 

small business corporation• •ean&, with respect to any 

taxable year• a small business corporation which has made an 

election under this part in effect for such taxable year. 
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Lll--E~ULag&A&--Gf--lblL--A•rta tba__taLa_•estate• 

ills:;ll.li11Ui-lbiwl.itiltll of ao i Odlltlduill.-WUIK..llU e 11 of tile 

UDi:t.ei1_S:t.iltft~tQde-LiiiOk~s:;xL&• 

Section 2. Section 15-31-202o MCAo Is a .. nded to read• 

•15-31-202. Election 

(11 Except as provided In 

by s11all 

subsection 

business corporation. 

t6t U.h any sooa 11 

business corporation •ay elect~ in accordance with the 

provisions of this section9 not to be subject to the taxe5 

inposed by this chapter. Saeh AD election she++-~e uodac 

:t.bla-~lls:;tlan_la valid only If eensented-~e--~y all persons 

who are shareholders in such corporation ga_~daJ go wbl~ 

tbll--llllls:;:t.lgo__i~ _ _madft__s:;QQAeOt tg -tha--lllas:;tiAD• ~he AD 

election unl1ec_tb1~-•es:;t1Qn Is effective• fn£-_tbJI_ taXable 

xeilc __ gf __ tbK--s:;nconCil:t.ian __ fnc-¥bis:;b_1t-l~a.da-ind tor all 

~ys:;s:;eel1inn-ti1Kilble __ XJiilta __ of__:t.bJI __ s:;acoOCiiLLnu--YQtll sys:;b 

llllls:;tinn_la_teceinilted_uol1ec-a~o~bles:;:t.Lna_Ltl-OL-Lila 

1at--en--~he--¥+•s~--day--ef-~he-f+ra~-~e•e~+e-yeer-fer 

~+eh-saeh-etee~+en-+s-effee~+vey-+f-aoeh-e+ee~+en--+s--.. de 

e"-eP-be~ere-§~e~-f+r§~-dey~-&P 

tht--e"--~he--~a'-~"-wh+eh-~he-e~ee~+e"-+s-me~e.-+~-~he 

e+ee~fe"-+~-mede-ef~er-~aeh-f~r~~-dey• 

tal--Lal-&D-lllll~:t.i2D-i.lODeL-iUbS~!OO-Lll-•AX--be--ailde 

bx_a_~mall_b~~iolla~_s:;ocpn~atino_LnL_iiQX_taaab~~ 

!il __ at __ anx_tlme_1~cing_tbli-OLA~A~ing_:t.AAablA-~D£l-OC 

Liil_at_iiDX-tiDA-dY~iog __ :t.D&--taxilblll __ xaiiL gr oo__nc 

-2- T H I R D R E A D I N G 
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oetg~~--tbB--l2tb--da¥--Qf--tb&-tbiL~otb-ot tbe fQl~ 

til&lllll-l!IIK.a 

illl--6D-ele~tiRD-~&l-_b8--t~eatad--AA--ailde--fa~-1D& 

LollRwiog_til&lble-xeaL-iLL 

Lil-..illl..-8l.Kt.l.go__UJldU_Ii.ubu~tlDD-LU-lLMdt! fpc iiOJ 

til&ilble_X8iiL-dU~iDQ-Ii.U~b-lt8B~-QC-DD-QC-~Q£&-tb8 15j;,Q -da¥ 

RLtbe-tbiCd.-.s~otb_DL_tbe_fgllgw i og UxallJ.Lxuc.l.-.illldl. 

L&l--11D-ODL-AL.-IHU:Lda¥.LiQ :;ucb tAxable Je•r befqre 

tbLda¥-QD-WlU~ the eleULQD-..a&..lildLtbe-~ 

ogt;_lftet_t.btw:eQuiLeED1Lllf-l~::ZO\Il): gr 

Llll--DDL-DL--IIIlU-Qf~ba-ileUPDLIIIbQ..beld_li..t-!1Ck I D t!le 

~LGIItiltioD-du~iog_:;.u~b-t.il&lble-¥eac-iiDd-befQCe_tb• eJect.lPD 

~ali._made_did_ogt~gnseot tg-1Q~tiaD4-9£ 

Liil-LAl-a_li.eaJI bu~ratloo aakca-ao.eJactigo 

uodec_:;.uba~ao-Lll-fnc_aalt~il&lbla-x8i!Cl-ilod 

LAl--li.U~-•le~oo-ls_ei!da attec-tbe_15tb dlr a~ 

~iccL.mot.b-llf_tbe_til&ablLX&ilr pr oo or bafpre the 1 a&t dil¥ 

Qf-li.K~b-ta&~ble-re•c. 

ti!tLll If a sMll business c:orporat!on 11akes an 

election under s·ubsection (1)., "then: 

(a) witt> respac:t to the taxable years of the 

corporation for wftlc.h such election Is In effec.tt suc:h 

corporation Is not subject to the taxes iaposed by this 

c:hap.ter£ andy wl1th respect to such taxable years and <tll 

succeeding t<tXable years• the··~islons of this part applr· 
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to sucn corporation; and 

(b) with respect to the taxable years of a shareholder 

of such corporation in which or with which the taxable years 

of the corporation for which such election is in effect end, 

the ~rovisions of this part apply to such shareholder, and 

with respect to such taxable years and all succeeding 

taxable years, the provisions of this part apply to such 

shareholder. 

f3t--~n-etee~+an-under-sabsae~+an-t~-eay-be-.ade-by-~a 

sme~~--h~$+ftess-eor,ers~~eft-~e~-sfty-~e~ab~e-yeep-a•-en~-~+me 

8a~tftg-~he-~+~~-NDft~h-oF-seeh-~e-ah~e-yee~-or-e~--aftr--~+ae 

da~fft~--ehe--.eft~h-preeed+n~-~~eh-~+r~~-•on~h•-S•eh-e~ee~~en 

•••~-be-Me~e-+n-aeeordanee--w+~h--r~+e~--p~eser+aee--&y--~~e 

&eper~ae~-of-reyenae• 

t'tt--A"--e~eetton-a"der-sabaee~+on-ttt-+s-e~~eee•ve~far 

~he-~xa~~e-yeer-o~--he-eer~ra~ton-fer-•h+eh-+•-+,-•8de-end 

~o~-•t~-s~eeeed+ng-~eMeb~e-yeers-ef-t~e--eerpere~+eft--~n+ess 

t~--+s--~erm+na~ed~--w+~h--res~~-to-eny-s~eh-~exa~~e-yesr• 

ander-sebsee~+on-tSt• 

tS+--tat-t+t-~n·etee~+an-ander-sebee~+on-ttt•aede-by-e 

~a~t-&as+nese-earpar~+on-~era+neees-Tf-ony-persen~~e--wa$ 

ne~--e--sherehatder--+n--sueh-eerpera~on-~-~he-~t.e-e~-efte 

+n+~+at-etee~+o"-a"der-sabsett+en-ttt-eabee~en~ty-beeeae•-• 

shar~e~der-+n-saen-eerp&ra~ton-and•af~+r•e~ve+y-r~wses-+" 

aeeerdanee--•+th--rates--preser+bed~~by--tfte--depar~aen~--eo 
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eeneen---.. -eaeh-e+ee-+en-OR-er-Defere-•h• 68-h -.,-.n-wh+eh 

fte-ee~•+r••-~·-•~oekw 

t++t-1•-ehe-~erson-ee~a+r+n,-the-s•oek-+s-•he-•••••e-of 

e--deeedeney--ehe--~er+od--ander--eabseee+eR--t~ttett+t--for 

eff+~ .. twe+y-refas+n,-•e-eonee~-.. -ehe-e+ee•+en-eR~+ree-en 

ehe--6&th--d••--••ter--wh+ehewer--of--~-fe++ew+~--+s-•~ 

eert+er• 

tet--the-dey-on-wh+eh-t~-eweea•or-er-ede+n+seraeor--of 

~h•-••~•~e-~ae•+~••t-•~ 

t8t--the---+•••---dey---ef--the--teweb+e--yeer--of--the 

eerpe•s~+eny-+n-•~•en-~he-eeeeden•-d+.e• 

t+++t-e~-ter•+ne•+en-ef-en-•+ee•+en--ander--eabeeee+eft 

t•tt•tt+t-ay-reaeen~of-ehe-eff+r. .... e-ref..a+-of-eny-~rsen 

~e--ee~sen~--~e--sUen--etee~+en-+~-·~·~+we-#oP-~fte-.e•e~+e 

ye~r-o~-~he-eerpo~••+on--+n--wh+eh--s~h--pereeft--beea .. e--a 

shareho+der--+"--~~e--ee~pere~+en--end--for--e++--s•ee .. d+ft~ 

~B~Bb+e-,~ars-ef-~he-eerpera~eft• 

tbt--en-~_.tOR-.nder-.. a..e•+•n-ttt-.. de-~--.--• .. ++ 

aas+nese--eo~re•+on--•ey--be-rewoked-ay-+t-for-~-t~eb+e 

year-ef~er-~he-~+rs~-~awa~+e-year-fer-Mh+e~-•h•-••ee~+aR--+s 

effeettwew--en--e+eet+en--eey-ae-reweked-en+y-+f-e++-~er••n• 

whe-ere-•herehetder•-+n-the-eer~~+en-on-the-dey-en--wh+eh 

~~e---re•oee~+on--+•--•ade--eeftseft•--~o--~ne--re•oee~+eftw--~ 

re•~e~~+oft-aftde~-•h+s-~ara,reph•+s-effee•+•e• 

t+t--fer-the-ee•eb+e-yeer-+n-whteh-•edew-+f-•ede-before 
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the-e~ese-of-•he-f+rs•-•onth-ef-eaeh-te•eb+e-yee~ 

t++t-for-the-teMe&+e-yeer-fe++ow+n,-•he-.._eb+e-yeer-+n 

wh+eh-eedey-+f-eade-efter-the-etose-ef-saeh-f+r~t-.. ~hy-eftd 

fer-e+t-•aeeeed+n~-te•aa+e-yeer•-ef--the--eor~et+onw--S.eh 

reveeet+en--.. st-ae-•ede-+n-eeeordenee-w+th-ra+es~reser+bed 

by-~ne-~e~ar~Me~~. 

tet--en-e+eee+en-ender-sabs .... en-ttt-•ede-ay--•--• .. •• 

b~s+ftess-ee~pere~+eft-ter•+ne•e•~~he-eorpore~+on-e•a•••-~ 

•ee~--~he--~e~+n+~+en-o¥-a-••s++-bws+n.,e-eorpor~+oft-a~-any 

t+ee-efter-e+eet+en-+e-effeet+ve-eftder-eebeeet+eft-ttt• 

tdt--Seeh-eere+netton-+s-eff.et+••-f•r-the-••••B+e-yeer 

ef-t~-eor~ret+en-+n-wh+eh-the-e~ret+en-eeesee-te--be--e 

s•a+•--bas+n•••--eerpePe•+eft--aft&-fer-e•~-sdeeee~~••abte 

years-of-~he-ee~pora~+Oft• 

!i1--La1-6o __ electlgn__undA£__subsectioo (1) aax---Ra 

tecaioated-bx-ce~o~atlooa 

Lbl--lD--el•~tlQQ __ •ax--ba_ce~ked ooJx If sh~ceb~ 

noldlo~_aace_tbao_ooe:balf-of-tba-~aL&l__Qf __ ~oci of tbe 

~ocporatioo __ oo __ tne __ daX--DD--~--tba-cexo~tloo Is .. de 

~oo~eot_to_tbe_ce~oc~iona 

1~1-~xc.pt_a~-oco~id&d-lo subse~lDD-Lil!d~ 

Lll--~-ce~Q~tlan_m4de-duclog_tba_t~~4DlC-¥eaL-QC-OD-QC 

Q~foc~_tbe_l2tn_aat-Df-tbe_tblcd_mootb_af-tba-fgllPKlug_xeac 

is_effe~tl~e-ga_tbe-flc~t-dat-gf_~ucb_taXAble_xeacl-And 

Liil_a_ce~o~tioo_made _ _auciag__tne__ta~abla--xAAL-~ 
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AfteL.~U~b--12tb--dA¥--il-&tf~~OD-th&-!iL~t-QA¥-~ 

follR~iog-ta&abl&-¥aa££ 

Ldl .. lf-Lbe_~:exo~iltion-~~i.fiu_a_dilte..fRL_.t!ll!Qa:UQn 

tbat_i~-RD-OL-ilftiiL-tb&.da¥-RD-¥bidb-tbe-L~Rl:JitiD~~ 

tbe-.r&xo~atiRn __ ls __ eff~tlX&--RD-ADd--afte~: tbe date so 

~el:.ifieda 

!&1--ADLC..G~ation uodecJJll.Lautu•ct.jgn •"$* be M4• 

lD-AI:.~OJ;dilDC&-~ltb-LUlea~Le~Libaa_g¥-tha-d8airt••ot• 

Ul--Lill-U __ aO¥-..tl.ltll-RD-RL-illleL-th&-1 I est da¥ Qf..tba 

tLcat-ta&ablB-~ea~;_fQC_vbLI:.b-tb~RLPRLiltiDD-la-an eJe~tl.ag 

a•all.-buainaaa~POLiltiDD~O.~iDn •ust be terminated 

if __ tb•--~RcQQLatlRD-~~•&--tR---Re a s•all buslneas 

~RLIIRCA%.100.. 

Lbl--lD¥--..taL~iAD---YDdilt---&UbSa~!gn 15)1a) La 

effe~il!~-IID-4Dd-4ft&c-1be-dat~~~~D& 

Lfll--lllltVitb:U;iiWI.l.lla,..a-tecaiD«t.I.DQ..liXRDt • a I:.Atpc>CAti go 

.uat-bB-tLeated--Aa~ont.l.nu.l.llg__tg__b&__ilD--&lacting seall 

bUUDe U •• CQLIIRLiltl.RD--liULiD~ttle-IIUl.Qd s.QK If lad ~ 

dlllliiC1Bellt...Lfi 

Lill--an_du;tl.lln--IIO.lleL-~~.i.IIIL-U I by -40¥ 

~:.ocoor atiDD-wn~tecB.iJJated...undiiLdlll!Udo 1 M 1 51 : 

Lbl--tllL£1illlil'tmeot dfl.eLIIJ.Dti..tbat the terBI DU!II£Witi 

l.nasluctilllt..i. 

!Cl--~itb.iD-4-C&il&DDil~le-~l.Qd. 

Rf __ t.bhftllDt-UIWiUJ.ttg_l.IL..!;IJir..;S;U.BJ.nau oD, •taos .,ere taken 
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~-tbat-tbe~ocooratlgn_-ia__gnce •ore il--s.All__bUsineu 

~oroocatinn&-iiDd 

Ldl--tbll---~CQQtiltiDD--ii!UL..IIKII-~~-..IIIbn-~iiJ--4 

abaLeboldeL~-1bli-~RLQIIUUQQ_A%._iiD¥.tl.ll.ll..dilr.l.ll~IUitind 

~lll:.if.illd-DUJ:aUilDt-tA-t.b.ia~ubl~II--4UCel 111 •akll ~ 

adJuat•enta•---~nnslat.tnt---!tl111--..tbll--tca.r...nt of tbll 

I:.QCQDCiltiiiD-ill-ilD-&le~tlOQ-&8illl--bUsigess~gLQQCAijOD• as 

••~--be._reoulLed.-bX--t~nt--wltb-Lesoe~~ 

oeLinda 

t6tJ.Zl If a small business corporation has made an 

election under subsection (1) and If such election has been 

terMinated er-reweked under subsection Lil-QL (5)~ ~~~ tne 

corporation eft~ QC any successor corporation aPe ~ not 

eligible to •ake an election under subs~ction (1) for any 

taxable year prior to its fifth taxable year wh+eh tbat 

begins after the first taxable year for which such 

ter•ination o~-re•oee~+eft is effective unless the department 

consents to such election. 

t~tlll ~h+• &n election undeL.aubse~:.t.loD (ll is not 

effective unless the corporate net incOMe or loss of such 

electing aeall__buiJ.tteaa corporation is Included in the 

stock~olders• adjusted gross inco.e as defined In 15-30-111 

lD-A~I:.QLdilo~&-Mit.b tules~~tlbad-b¥-th• deport•ant• 

t•tL~ Every electing &&all- buain•as corporation is 

required to pay the •lni.u• fee of $10 required by 

-a-
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15•31•20'to• 

Seetion 3. Seetlon 15•31-205• HCA• Is a .. nded to read: 

•15-3l•Z05o Stoek oNned by hu&band and Nlfeo For 

purposes of 15-31-201(1)(a)• s~eek A.bv5QIGd--And--MifA--4Dd 

tb•lL--•AtAtA shall be treated as aNne~-~ one shareholder 

w~eft-+~• 

ttt--+s-eaMean+•y-~~·~·~~y-e~-e-heeeend--en~--N+fe--te~ 

the--+neaae--f~ae-·wh+eh--te••ea..an+~y-·+neeaet--en~e~--~ha 

a~p~+eeb~e-eoM .. n+ty·p~ape~~y-~&N-af-e-s~••~ 

tit--+s-he~d-by-a-hasbend•end-N+._--••--i••~--~enente. 

~enen~s-by-~he-en~~re~y.-or-•enan~s-+n-eo .. o~ 

t~t--wesy--eft---he--~a•e--ef--4ee-~--e•-e-spo .. ey-••oek 

dese~bed-tn·s~bsee~+on-ttt-~·tit·•n~·+ay-by~~eeson-ef-saeh 

deethY-he~d-by-the-este~e-of-~he--~eeeesed--speese--end--~he 

•~r•+•Tnq--spouse--or--by--~he--e~~ .. --ef-bo~h-speM•••-t~y 

reesen-of-•he•r--deeths--on--~he--seae--detet--•n--~he--seee 

pro,or~+en-aa-ne•d--y-~he-a,e.ses-ee•e•e-sweft-8e~-e• 

t'tt--eeey--en--the--dete--af--the--deeth-ef•a-ea~w+w+~ 

s~easey-s~oek-deser+bed-+ft-sahsee•+eR-tat-eR8-+••-~y--peesen 

of--saeh--deethy--he~d-by-the-estetes-of-beth•epoasee-+n-the 

seae-are~or~+en-es-he~d-by-~he-spease,-befere-~he+r-aea~hs.• 

Section~. 'Seetlon 15-31-207• HCAo Is aMended to read: 

•15-31-207. Certain trusts permitted as shareholders. 

For ourposes of 15-31-201(11• the following trusts may be 

shareh~lders: 
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(1) a trust all of Nhleh Is treated as owned by the 

grantor under sections 671 tnrough 678 of the Internal 

Revenue Codeta_S~b_a_tcust_aa~jnye to be • sborebpldar 

fQL~D.dA¥~-Aft•L-tba.da4tb.Qf th• gragtor ugl•A~~ 

iA .• io~ludabls..iD.tb•-PLA~A1Ata.QL.tba.g£ADtor• io wblcb 

~A~•-tbe.tLUAl.RAJ-cootloue.to b9 a sbALabald•c tor a z-v•AL 
o•Llada.lbe-QLAD1DL-PL.1~-0LAD10L!S.~Ate Is~ 

tb~.-~na,•aold~L--lo __ tb•--~Aag_gf A tcu~~lb•d In 1DiA 

~b~~CtiOOa 

(2) a trust created priMarily to exereise the voting 

power of stoek transferred to it~a.iA~~~V-Gf-1 

tLu&1--d•~~Lib•d--lo •. tbiA--~b~tlao js treat•d --A&.-.4 

ibAL•bold•L.fQL.QULPQ~~-gf_~:ll=ZQ1f11falo 

(3] any trust with respect to stock transferred to it 

pursuant to the ter•s of a will, but 

period beginning on the day on 

only for the 60-day 

whieh sueh stoek is 

transferred to ft. In the case of a trust described In tbia 

subse:tion£ tfty-eeeh-benef+e+e~y-e~-~he-~~··- the e$tat&-Qf 

tba .. t~~tataL shally--for--p~rposes-·of-tS·~t-!8tttttoty be 

treated dS a shareholder.• 

~~W.SftilQ~a Section 5, Special rules with respect to 

stock and debt. For purposes of 15-31-201(1)(d)• the 

followin~ apply: 

(lt A corporation may not be treated as having more 

than one cl8ss of stock solely because there are differences 

-10-
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in voting rights among the shares of common stock. 

(ZJ Straiqht debt lnay nbt be tr.,ated as a second class 

of stock. For purposes of this subsection~ •straight debt• 

~~eans any written unconditi·onal promise to pay on de..and~ on 

a specified date·, a $U• certain in 1110ney If: 

(a.) the Interest rate and Interest pay-nt dates are 

nOt contingent on profits. the borrower's discretion, or 

siailar factors; 

fbi there is no converti bi 11 ty, directly or 

Indirectly, into stock; a~d 

(Cl the credft.or is an Individual, an estate, or a 

trust described in 15-31-207 and Is not a nonresident allen. 

(3) Federal treasury 

•ust b~ referred to for the 

re-gulations as 

proper treatment 

•a~ be adopted 

of straight 

debt fOr purposes of this part and for the coordination of 

such treattaent wit:h other provis-ions of this title. 

II.EIL.St:l:Ulllla. Section 6o Spe<:lal rules for qualified 

sarall busrness corporation trust. (1) A qualified trust -st 

be treated as a trust oescrlbed in 15-31-207(11• and the 

blmefl cia·ry of Such trust must h treated as the owner of 

that ::>ortlon ·of the trllst which consists of stock In a s•all 

business corporation If the beneficiary •akes the election 

l'n swsection (2)o A trust U • •qualified trust• for 

purjlft1Js of this 'fJart ift 

< (a) it owns stock rn 111\o or -e electing •-11 

-u-

2 

3 

4 

5 

6 

1 

8 

9 

10 

11 

12 

13 

14 

15 

16 

l7 

18 

19 

20 

l1 

Z2 

23 

24 

25 

LC 0964/01 

business corporation~; 

(bJ all of the income of which Is distributed or 

required to be distributed currently to one Individual who 

is a citizen or resident of the United States; and 

(c) its terms require that: 

(i} durfnq the life of the current lnco.e beneficiary 

there May be only one income beneficiary of the trust; 

(II) any corpus distributed durlnq the life of the 

current inco•e benvficiary In the trust •ay be distributed 

only to such beneficiary; 

(iii) the lnca.e interest of the current income 

beneficiary of the trust terminates on the earlier of such 

beneficiary's death or the termination of the trust; and 

(iv) upon the ter•ination of the trust ~uring the life 

of the current inco•e beneficiary, the trust distributes all 

of its assets to such beneficiary. 

121 A beneficiary of a qualified trust or his legal 

representative may elect to have thjs section apply by 

•aklng an elec-tion in such •anner• In such fora. and at such 

tlae as the departatent •a-1 prescribe• An elect~on -under th-Is 

subsection eust be aade separately with respect to each 

electing saall business corporation t:ne stock of which Is 

held l>y the trust. If there Is an election under this 

subsection by any beneficiary, each successive beneficiary 

•ust be treated as having •ade the election unless such 
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1 beneficiary afflr•atlvely refuses to consent to such 

z election In such for• and at such tl .. as the depart .. nt •ay 

3 prescribe. 

~ Cll An election .ada under subsection (21 .ay not be 

5 revoked without the consent of the departeent. 

6 (\) An election under subsection (2) •ay be effective 

1 up to 60 days before the date of the election. 

8 (51 If a qualified trust ce .. es to •eat any 

9 requlre.ant under subseetlon Cl)• this section does not 

10 apply to such trust as of the date It ceases to •••t such 

11 requireaent. 

12 ~EM-S£,IIQMa Section 1. Repealer. Section 15-31-206• 

13 "CA• is repealed. 

14 ME~-S£,IIOMa Section a. Codification Instruction. 

15 Sections 5 and 6 are intended to be codified as an integral 

16 part >f. Title 15• chapter 31• part 2, and the provisions of 

17 Title 15t chapter 31t part 2, apply to sections 5 and 6. 

18 t£~_S£~IIUMa Section 9. Applicability date. This act 

19 applies to taxable years beginning after Oeceaber 31, 1982. 
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