
HOUSE BILL NO. 709 

Introduced: 02/10/83 

Referred to Committee on Taxation: 02/10/83 

Rereferred to Committee on Appropriations: 02/12/83 
Hearing: 3/15/83 
Died in Committee 



It-8th Leqisl~ture LC 0811!01 

l 

2 

3 

"' 
5 

6 

1 

8 

q 

10 

11 

12 

lJ 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

z• 

INTRO)JCED BY 

~LL NOo _1_09_ 

-----------------~-

A BILL FOR AN ACT ENTITLED: "AN ACT ALLOWING FOR THE 

NONRECOGNITION OF CAPITAL GAIN WHEN PROCEEDS OF SALE DR 

EXCHA~GE ARE INVESTED IN A MONTANA ENTERPRISE; ALLOWING FOR 

THE TAX ON THE GAIN AT A LATER DATE; AMENDING SECTIONS 

15-30-111 AND 15-31-113. HCA; AND PROVIDING AN IMMEDIATE 

EFFECTIVE DATE AND AN APPLICABILITY DATE.• 

BE IT ENACTED SY THE LEGISLATURE OF fHE STATE OF MONTANA: 

Saction 1. Section 15-30-111, HCA, is amended to read: 

"lS-~0-111. Adjusted qross Income. (1) Aejd~~ee ~~apt 

~--~tQ~iued __ io_subse~tiQo_Lll£-~u~d gross income shall 

be thP. taxpayer •s federal income tax adjusted gross income 

as defined in section 62 of the Int~rnal Revenue Code of 

1954 ~r as that section may be labeled or amended and in 

addition shall include the follo"'lnq: 

(a) interest received on obligations of another state 

or territory or county, municipality, district, or other 

political subdivision thereof; 

(t>) refunds received of federal incor~e tax, to the 

ext~nt the deduction of such tax resulted in a reduction of 

~ontan~ incom~ tax 1 iability~ 

L~l-_tb~_gaio __ an __ tbe--~ala--uL_e~~baoga_af_a_~gnLtal 
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~set-~¥~ludad_(LD~_AdJu~tad_gL~~-Lo~~--unde£--~u~~tLao 

Lll!al-~bao_aoe_g(_tbe_a~e~~d~~Libad_Lo-~ubsa~LDD-~l!~ 

~~uLs-ducioa-tba_taxablB-~RL· 

(2) Notwithstanding the provisions of the federal 

Internal Revenue Code of 1954 as labeled or amended, 

adjusted gross income does not include the following which 

are exempt from taxation under this chapter: 

(a) all interest income from obligations of the United 

States govern111ent, the state of Montana, county., 

munlci;1ality, 

thereof; 

district, or other political subdivision 

(b) interest income earned by a taxpayer age 65 or 

older In a taxable year up to and including $600 for a 

taxpaver filing a separate return and $1,600 for each joint 

return; 

(c) all benefits received under the Federal Employees• 

Retir~ment Act not in excess of $3,600; 

(d) all benefits. not in excess of S360• received as 

an annuity, pe-nsion, or enc'owment unc1er any prIvate or 

corpor~te retirement pl~n or syste~; 

(e) <311 benefits naid under the te.Jchers• retirement 

la~ w~ich are specified as exempt from taxation by 19-4-706; 

(f) all benefits paid under The Public ~mployees' 

R~t i ra;nent System Act which are specified as ~xempt from 

taxation by 19-3-105; 
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{~} all benefits paid unQer the highway patrol 

retirement Jaw which are specified as exempt from taxation 

by 19-;-7o5; 

(h) all Montana Income tax refunds or credits thereof; 

fit all benefits paid under 19-11-602• 19-11-60~, and 

19-U-605 to retired and disabled firefighters. their 

surviving spouses and orphans; 

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

for th~ pol ice•en•s retirement system provjded for by Title 

19, c;apter 9; 

{k) gain required to be recognized by a liquidating 

corporation under 15-31-113(1)(a)(li)• 

L~l--Lal-!A~~~$te~-~a~-i~gme!_daas_oat__in~~U§--the 

gaia_fcam_tb&-~alA_2L-ex~age_Qi_a_~aaital-as~t-if£-~iD 

lZ--muDtbs_af-tbe-$ale_ac_ex~ange£_tbe-acaceeas-af-tb~ 

ac_e~baage_ace_ceia~eatadLia_aa_eote'DC~e-Mltbl 

Lil--~Q&_gc_mgce_at __ lt$__~¥Call--$~gle~t--ta_~aotaaa 

iD~II8Et-taXl..liDQ 

Liil_~ga__gc __ mace_gf_it$_ta~le-incl!me~~bl&ct-tP-tbe 

ta&-im~l!~e~~eltbac_cbaatac-~Q-ac_ll£ 

ibJ. __ Ib&-baU:&-2t-1be..caaital-a~ut-1~-uu:all....tacu.c.ll 

a:&--tb~--ba$is__af __ tbe--cel~e$tment~_aall..aax_gain-sbAll_ba 

CitCDQDil.Bdl 

Lil-_uggn_tbe_$Ale_~--it5,bjDge at __ tbe--ceiD~aeat 

11caaectll.l. 
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!ii.l.-if--tbe_ta5aaxec_bcio~-~$b-llc_lltbec_ULQQectx-a~ 

gf_tba_eotEtCIIci~e-ia_wbicb_tbit-iDXEtStmeDt-i~-~~~ 

Lilil-ullaa_tbit--$ale __ gc __ e&cbaoae __ gf__tbe~&Daxec~~ 

iotece~t--iD-1be_eatecac~e-lo_.olcb-tbe-1a~estmeot-~-~ae~ 

I!C 

LiXl-if_tbe--11caceed$ __ g( _ _tbe __ ~ale _ _ac _ _e5~baDae__a~ 

ia~e~te~-~ice,tlx-ac-ladice'tlX-iD-Leai_llcaaEtct~A 

f3tiil In tne case of a shareholder of a corporation 

with respect to which the election provided for under 

subchapter S• of the Internal ~evenue Coae of l954t as 

amended, is in effect but with respect to which the election 

provided for under l5-31-Z02t as ~mended, is not in effect. 

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 income 

tax 3djusted 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 ff the subchapter s. election were not in effect. 

t~tL~l A shareholder of a DISC that is exeMPt fro~ the 

corporation license tax under 15-31-102(1)(1) shall include 

in his adjusted gross Income the earninqs and profits of the 

DISC in the sa~e manner as provided by federal law (section 

-4-
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qqs, I,ternal Revenue Codet for all periods for which the 

D!SC glection is effective.• 

Section 2. Section 15-31-113, MCA~ is a~ended to read: 

"15-31-113. Gross income and net income. (1) The term 

"qross income" means all Income recognized in determining 

the C:lrporation•s gross income for federal income tax 

purposes and: 

(a) including: 

( i) interest exempt from federal i nco111e tax; 

{i I) the portion of gain fro~ a liquidation of the 

repor~ing corporation not recognized for federal corporate 

income tdx purposes pursuant to sections 331 through 337 of 

the I 1 ternal R~venue Code (as those sections 11ay be amended 

or r~numbered) attributable to stockholders., either 

indivi 1ual or corporate, not subject to Montana income or 

llc~nse tax undgr Title 15t chapter 30 or chapter 31, as 

approorlate. on the gain passing through to the stockholders 

pursuant to federal 1 awi el'ttl 

lLiil-tba__g~iD--QD __ tb~--~~1~-D~-~~b~DQ~-gL_a~~gLtgl 

~~~~t--e&~luaaa ___ fLam--~a~---l~am~ ___ una~~--~u~~~tiaa 

LlllblliilLAl-~b~D-DD~-gf_tb~-~~~ot~~~LLb~d-l~~~~tian 

illlblllilial-D'~UL~_gULlng-tb~-ta~~bi&-~~~-aDQ 

(D) excluding g~in~ 

Li.l recognized for federal tax purposes as a 

share~older of a liquidating corporation pursuant to 
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sectio~s 331 through 337 of the Internal Revenue Code (as 

those sections ~ay be amended or renumbered) when the gain 

is r~quired to be recoqnized by the liquidating corporation 

pursu~nt to subsectton (l)(a)(i i) of this section~-~~ 

Lill-LAl-fLgm_t~-~~1~-aL-~'oan~-af_a __ ,a~tal_-~t 

if1--~itbin_-lz_man~~-af_tb~-~al~-DL-~~~b~og~1-t~-g~~~s 

gf_to~_sal~-a~-~~b~~--~Le--~~ln~~t~g __ in--an __ ~n~~ 

~ltb~ 

lll--2Ul __ g~ __ mare __ pf _ _it~-~~~~all_~u~j£~L_Lg_~gntao~ 

in~D~~-ta~~-~oa 

illl-2U1-Dt-mac~_af-lts_t~xa~Le_in~am~-~ub~~~t--ta _ _t~ 

ta~_impa~~a-bX_eltb~L-~baptec_lQ_QL-lll 

L~l-_tb~--ba~l~_Qf_tb~-~apLtal_a~~et_~_,aLLl~fa~~~ 

~s-tu~_ba~l~_gf_tb~-~~la~~stm~o11--~na __ aa~--~~lD--~nall--~ 

L~~ogoiz~o~ 

Lll--uaan __ tbe __ ~ale __ g~--a~~banu~--af_tbe_Leio~est~ot 

u~aaett~~ 

Llll_lf-tbe-ta~na~eL_b~ing~_,a~b-ar-ntbe,_gLQQeLt~ _ _aut 

af_tua_enterucise_lo_~bl~b-tb~-la~~stment-ls_maa~ 

Lllll-uunn __ tbe __ sal~--DL __ e3~hange __ gf __ the-t~~a¥eL!~ 

iat~cest-iu_tbe_e~teLPLl~-ln_~bl~b-tb~-laxe~tmeot-ls__maae~ 

Qt 

Ll~l-if __ tbe--PtD~eeds __ gf __ tb~--s~l~--aL __ e3~baoge_aLe 

in~ested_diLe~tlx-DL-iodice~tl~-in_real-?~a~eLtx• 

(2J T~e tBrm "nPt incom@" means the qross income of 

-6-
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the =~rporatiQn less the deductions set forth in 15-31-114• 

2 (3) No corporation is exempt from the corporation 

3 license tax unless specifica11y provided for under 

4 15-31-101(3) or 15-31-102. Any corporation not subject to or 

5 liable for federal income tax but not exempt from the 

6 corporation license tax under 15-31-101(3) or 15-31-lOZ 

7 shall compute gross income for corporation license tax 

~ purpos~s in the saae manner as a corporation that is subject 

9 to or liable for federal income tax according to the 

10 provisions for determining qross income in the federal 

11 Internal Revenue Code in effect for the taxable year.• 

lZ ~~~-SELilaHa Section 3. Effective date 

13 applicability date. This act is effective on passage and 

14 approval and apol ies to taxable years beginning after 

15 0@cember 31 9 19B2. 

-End-
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STATE OF MONTANA 

FISCAL NOTE 

410-83 
REQUEST NO.-----

Form BD-15 

In compliance with a written request received February 15 • , 19 ~, there is hereby submitted a Fiscal Note 
for House Bill 709 pursuant to Title 5, 0\apter 4, Part 2 of the Montana Code Annotated (MCAI. 
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 709 allows for the nonrecognition of capital gain when proceeds of sale 
or exchange are invested in a Montana enterprise; allows for the tax on the gain at 
a later date; and provides an immediate effective date and an applicability date. 

ASSUMPTIONS: 

1) Individual income tax collection projections are as stated by the Office of 
Budget and Program Planning for FY84 and FY85. 

2) Capital gains income is as indicated in the Montana income tax analysis for 
calendar year 1981 - $392,094,189. However, $180,509,639 is associated with 
filers who pay no tax. 

3) Capital gains income will remain constant in FY84 and FY85. 
4) The effective tax rate for Montana taxpayers that have capital gains income is 

6.25% (1981 Montana actual) for FY84 and FY85. 
5) At most, 20% of the net capital gains income is reinvested according to the 

criteria of this proposal. 

FISCAL IMPACT: 

Total Revenue from Individual 
Income Tax Collections 

Under Current Law 
Under Proposed Law 
Estimated Decrease 

General Fund 
Under Current Law 
Under Proposed Law 
Estimated Decrease 

FY84 

$166.427H 
163.782M 

(2.645M) 

106.513H 
104.820H 

(1.693M 

Continued 

16 

FY85 

$175.459M 
172.814H 

(2.645M) 

112.294H 
110. 601M 

(1.693H 

BUDGET DiRECTOR 

Office of Budget and Program Planning 
Date: 2 - I t - J{_J 
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FY84 FY85 

School Equalization 
Under Current Law $41.607M $43.865M 
Under Proposed Law 40.946M 43.204M 
Estimated Decrease (.661M) (.661M) 

Sinking Fund 
Under Current Law 18.307M 19.300M 
Under Proposed Law 18.016M '19.010M 
Estimated Decrease f. 291M) (.290M) 

FISCAL NOTE 15:C/2 


