SENATE BILL NO. 329

introduced: 01/31/83

Referred to Committee on Taxation: 01/31/83
Hearing: 2/10/83
Report: 02/22/83, Do Not Pass, As Amended,
Bill Killed.
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1 e B QILL NOe 32T 1 or mobile _bomes held by a dealer or distributor as part of
2 WO~ é__mé, ZM ' 2 his__stock §n__trades. The __market __value __of _ business
3 % ML( 3 inveotoriess _for property tax purpesess is the cost to tne
4 ot "AN ALT TO PROVIDE r—zscuté% 4 person subject te itbe inventory taxa

5 ASSISTANCE TO LOCAL GOVERNMENTS BY REINSTATING THE ausmes{h ! 5 $23L3) Class six property is taxed at 4% of its market
5 INVENTORTIES TAX AND PROVIDING AN INCOME TAX OR CORPORATE K% L valuea®™

7 LICENSE TAX CREDIT UP TO A MAXIMUM OF $94000 FOR BUST ;5 e 7 Section 2. Section 15-6-202s MCAs is amended to read:
a8 INVENTORY TAXES PAID; AMENDING SECTIDNS LS-6-136y 15-6-202y "75/ a "15-6~202. Freeport merchandi se and~-—--—busrness
9 15-8-104y AND 15~=24-301y MCA3; AND PROVIDING AN IMMEDIATE 9 +tnventeries exemptione {1l) Freeport merchandise end-business
10 EFFECTIVE DATE AND AN APPLICABILITY DATE.® Lo +nventortes-are 5 exempt from taxations

11 11 {2) Freeport merchandise means those stocks of
12 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANAZ 12 merchandise manufactured or produced outside this state
13 Section l. Section 15-6-136¢ MCAy is amended to read: 13 which are in transit through this state and consigned to a
14 “15-6—-136. Class six property -- description -- 14 warzhouse or other storgge facilitys public or privates
15 taxable percentiages (1) Class six property includes: 15 #ithin this state for storage in transit prior to shipment
15 (al__business_jpyentories as defined in _this sectigoi 16 to a fina! destination outside the state and which have
17 ta¥ih) livestock and poultry and the unprocessed 17 acquired a taxable situs Wwithin the state.

18 products of bothji 13 (3} Stocks of merchandis> do not lose their status as
19 t83{c) 2all unprocessed agricultural products on the 19 freeport merchandise because while in the storage facility
20 farm or in Storage except all perishable fruits and 20 they are assembledy bounds joinedy processeds disassembiedy
21 vegetables in farm storage and owned by the producers 21 divideds cuty broken in bulke relabeleds or repackagedas

22 {2)__%Business invenlories®™ jncludes goods_intended for 22 {(#) Any person or other group seeking to qualify its
23 sale or legse in_the ordinary course _of business. and _raw 23 prooerty for inclusion in the freeport merchandise class
24 materials _and  work ip_progress witbh_respect Lo Such goodsse 24 shall maeke application to the department of revenue in such
25 Business inventorigs_do pot_include _goods leased or rented 25 manner or form as wmay be required by the department,
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£54-~M“Pasiness-inventories¥-inctudes-qgoods—intended-for
aste—or-tense-in-the-ordinary-courde-—of--business—and——raw
materiats—-and--work-¥n-progress-—with-respect—to-such-gyoodss
Buasinesa—inventorres-do-not-rnectude-goodr-teased-—or--rented
or—-mobtte--nomes—hetd-bdy-a-deater-or-distributor-as-part-of
h+a-stock-in—tradeg”

Section 3. Section 15-8-~104y MCAy i5 amended to read:

"15-8-104, Department audit of taxable value =z
penalty _for _underreporting -- <costs of audit paid by
department. (1} When in the judyment of the director of
revenue it is necessarye audits may be made for the purpose
of determining the taxable value of net proceeds of mines
and oil and gas wells, busipess_inventariess and all other
types of property subject to ad valorem taxatione

{2} _.Ihe_ _taxable valug of any underreported porfion of
2ny_business inventory found a3 g gesult of an audit to have
kecn.underreported by the owner wmust be ipcreased by 25%  gs
a. pepalty for underceporting.

13} _Ihe 25% penalty may be waived Ly the departmept if
reasonable  couse for failure to report the total value of 2
busipess. ipventory is provided tg the departments

{12344} The cost of the audit shall be paid by the
department.”

Section &#. Section 15-24-301» MCAs is amended to read:

"15-24-301. Personal property brought into the state
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-~ assessment -- exceptions —-- custom combine cquipments (1}
Except as provided in subsections (2) through (&} property
in the following cases is subject to taxation and assessment
for all taxes levied that year in the county in which it s
lTocated:

{a) ony personal property (including livestock)
brousghts drivens or coming into this state at any tiae
during the vyear that is wused in the state for hires
compensations or profit;

{b} property whose owner or user is engaged in gainful
occupation or business enterprise in the statei or

fc) property which comes to rest and becomes a part of
the general property of the state.

{2) TYhe taxes on this property are levied in the same
manner and to the same extents except as othernise provideds
as though the property had been in the county on the regular
ass=ssment dates provided that the property has not oeen
regularty assessed for the year in some other county of the
statea

(31 Nothing in this section shall be construed to levy
a tax against a merchant or dealer within this state on
goodsy waresy or merchandise brought into the county to
replenish the stock of the merchant or dealer jn _agddition to
the tox teviqd against the iaventory of _such merchant of
dealer on the.regular _assessment date.
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(4) Any motor vehicte not subject to the light wvehicle
license fee Dbroughts drivensy or coming into this state by
any nonresident person temporarily employed in Montana and
used exclusively for transportation of such person is
subject to taxation and assessment for taxes as follows:

fa) The motor wehiclte is taxed by the county in which
it is located.

{b) DOne~fourth of the annual tax liability of the
metor vehicle must be paid for each quarter or portion of a
quarter of +the year that the motor vehicie is located in
Montanaa.

(c} The quarterly taxes are due the first day of the
quartere

(S) Agricultural harvesting machinery classified under
class eighty licensed in other statess and operated on the
tands of persons other than the owner of the machinery under
contracts for hire shall be subject to & fee in lieu of
taxation of $35 per wachine for a &0-day periods The
machines shall be subject to taxation under class eight only
if they are sold in Montanaa

(6} The provisions of this part do not apply to
automobiles and trucks having a rated capacity of
three-quarters of a ton or less. These vehicles are subject
to the fee orovided for in &61-3-532.%

NEW_SECTIONs Section S« Statement of purposee The
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purpose of [this section and section 6} is to reduce the
paperwork burden imposed by government on the pusinessman by
permitting the use of federal tax inventory reporting forms
for the Montana praperty tax business inventory reports. The
report to the assessor shall continue to be made 3as of each
January le Thusy if the taxpayer is an individual proprietor
fFiting on a calendar-year basise the schedule C form
attached to his form 1040 will also be his property tax
inventory report. Howevery if the taxpayer®s taxable year
ends on a gate other than December 31y he will send the
assessar a copy of the last preceding federal schedule he
Fileds

NEW_SECTIONe Section 6. Business inventory reporting
-- copy of federal schedules For the purposes of 15-8-301s a
person required to report his business inventory as of
January 1 to the department of revenue may satisfy this
requirement by submitting a copy of the schedule he filed
with the internal revenue service as of that day if the
person reports his federal! income taxes on a calendar-year
basis or a copy of the schedule he filed with the internal
revenue service as of a date within the preceding year if
the person reports his federal income taxes on other than a
calendar—~year basiSe In the latter instances the business
inventory indicated on the federal schedule is presumed to

be the business inventory in the possession on January 1 of

-5-
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the person reporting ita

NEW_SECTLIONe Section 7. Ausiness inventory credites
{1) There is allowed as a credit against the tax imposed by
15-30-103 a credit equal to the amount of tihe bLusiness
inventory tax paid under 15-6-136 by the taxpayer in the
taxpayerts taxahle year or $5:00Jy whichever is lessas

{2) If the credit allowed in subsection (1) exceeds
the taxpayer'™s tax Jliabiltity for the taxable years the
taxpayar shall receive from the state a tax refund in the
amount of the excess of the credit over the total tax
liabilitye

{3) No part of the credit may be carried forward or
carried back to taxable years other than the tawable ysar in
which the taxpayer paid a business inventory tax under
15~6-136.

{4] No tax credit is 3llowed in the taxpayer's taxabie
year under subsection (1} if the taxpayer claims a deduction

in the taxable year for the business Jinventery Etax under

15-30~121,
NEW _SECTIIOM. Section 8. Business inventory credite
(1) There is allowed as 2 credit against the taxes imposed

by 15-31-101,y 15-31-121y and 15-31-122 a credit equal to the
amount of the business inventory tax paid under 15-6-136 by
the taxpayer in the taxpayer's taxable year or $24000

whichever is lesss
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{2) If the credit allowed in subsection (1) exceeds
the taxpayer®'s tax Jiabitity for the taxable yeary the
taxnayer shall receive from the state a tax refund in the
amount of the excess of the c¢redit over the total tax
lTiabilitye.

{3) No part of the credit may be carriead forward or
carried back to taxable years ather than the taxable year in
which the taxpayer paid a business inventory tax under
15~-6-136,

{4} No tax credit is allowed in the taxpayer®s taxable
vaear under subsection (13} if the taxpayer claims a deduction
in the taxable year for the business inventory tax under
15-31-114,

NEM_SECTION. Section 9. Codification instructionsa
{1) Section T is intendad to be codified as on integral part
of Titie 15y chapter 30; and the provisions of Titlie 15,
chapter 30y apply to section Ta

{2y Section B is5 intended o be cogified as an
integral part of Title 15y chapter 3ls and the provisions of
Title 15s chapter 31y opply to Section 8.

NEW_Sc{TIIdN, Section 10. Effective dates This act 15
effective on passage and-.-approvalas

NEW_SECTIONe Section 1l. Retroactive applicatione
This act applies retroactivelyy beginning January ly 1983.

The intent of the legislature is to continue the taxation of

—-B~
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business inventories with the corresponding tax credit
provided for in Chapter 613y Laws of 19Ble. Many of the
pertinent provisions of Chapter 613s lLaws of 198ly cither
terminated or were rapealed on January le 1383, The
legislatures in declaring the act to be retroactive pursuant
to 1-2-109, intends that business inventories will continue
to he treated the sames without interruptions after December
Ily 19824 as they were prior to December 3is 1982,

—-End-
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STATE OF MONTANA
: REQUEST NO. 294-83

FISCAL NOTE

Farm BD-13

(n cympliance with a written request received February 2, .19 83
tor __ Senate Bill 329

, there is hereby submitted a Fiscal Note

pursuant to Chapter 53, Laws of Montana, 1965 - Thirty-Ninth Legislative Assembly.
Background information used in developing this Fiscal Note is available from the Office of Budget and Program Planning, to members
of the Legisiaturé upon request.

DESCRIPTION OF PROPOSVED LEGISLATION:

Senate Bill 329 provides fiscal assistance to local governments by reinstating the
business inventories tax and provides an income tax or corporate license tax credit

up to a maximum of $9,000 for business inventory taxes paid; and provides an immediate
effective date and an applicability date.

ASSUMPTIONS:

1) Individual and corporation tax revenue estimates under current law obtained
from projections provided by the Office of Budget and Program Planning.

2) 100% of the savings comes from corporations; that is, it is also assumed that
no individual would reach the §$9,000 limit.

3) The inventory credit claimed is constant over the biennium.

4)  Revenue to local tax jurisdictions is constant over the biennium.

FISCAL TMPACT: '

FY 84 FY 85
Individual Income Tax Collections '
Under Current Law 166.427M 175.459M
Under Proposed Law 165.812M 174.844M , |
Estimated Decrease (.615M) (,615M) . L
Corporate License Tax ‘
Under Current Law 41.904M 48 .817M
Under Proposed Law 40.725M 47.638M N
Estimated Decrease (1.179M) (1.179M) 0 :
— o ] N
TOTAL REVENUE k - ;
Under Current Law 208.331M 224'.276M |
Under Proposed Law 206.537M 22274824 y
Estimated Decrease (1.794M) il 794M4) .

Continued

Qmﬁm&w«e

BUDGET DIRECTOR

Office of Budget and Program Planmng

Date:

2 ~% L3




General Fund
Under Current Law
Under Proposed Law
Estimated Decrease

School Foundation

131.347M
130, 1994

(1.148M)

51.308M

141.552M
140. 4041

“{1.148M)

Under Current Law 55.294M
Under Proposed Law 50.859M 54.845M
Estimated Decrease (.449M) (.449M)
Sinking Fund
. Under Current Law 22,575M 24.329M
»  Under Proposed Law 22,3784 24.132M
' Estimated Decrease (.19M™) (.197M)
Local
Under 'Current Law 3.101M 3.101M
Under Pt#oposed Law 3.101M 3.101M
Estimated Decrease -0~ . -{-

EFFECT ON COUNTY OR OTHER LOCAL REVENUE OR EXPENDITURES:

The business. lnventory prbperty tax may generate between $8.0 million and $10.5
million to local tax Jurxsdlctlons each yvear of the biennium, depending on the
location of ‘business 1nve9tdr1res within the counties. The estimates are based on a
model generated by the Refearch and Information Division.

.‘l h
. . Nl
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N .

LONG-RANGE EFFECTS OF PROPOSED LEGISLATION:

The effect of the legislation would be to make permanent a temporary revenue source

to local tax jurisdictions. The cost to the state may be $5 million over the subsequent
biennium. ! ‘

TECHNICAL NOTE:

The cost to the state of Montana of the business inventory tax credit derived in this
fiscal note should be regarded as a very conservative estimate. A computer listing
of corporations filing between July and September, 1982 showed that 331 corporations
claimed $1.446 million in business inventory credits. With the $9,000 limit, the
total cost to the state would be $.897 million. It is not possible to determine
which corporations listed are filing a late return. However, if these totals are
added to the $1.710 million (adjusting for corporations identified as filing late by
the Natural Resource and Corporation Tax Division), then the total amount claimed

for FY 82 may be as high as $4 million. The total cost to the state on the corporation
side would be $1.8 million. Given the potential of $8 million to $10.5 million in
business inventory taxes, the above estimate is likewise conservative.

FISCAL NOTE 11:0/2
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