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YARDLEY, WILLIAMS, MARKS 1 RAMIREZ, ABRAMS, THOMAS, 

ASAY, BLAYLOCJ:, GOOOOVER, MCCALLUM, KOLSTAD, HARRINGTON, 
NEUMAN, ZABROCKI, DONALDSON, SEVERSON, CBRIS'l'IAENS, 

KI'l'SEUtAN, NORDTVBOT 

February 1, 1983 

February 2, 1983 

February 9, 1983 

P'ebru<'lry 23, 1993 

February 28, 1983 

March 1, 1983 

March 2, 1983 

March 3, 1983 

tiarch 7, 1983 

Harch 23, 1983 

I,~rch 26, 1983 

IN '!'HE SENATE 

Introduced and referred to 
Committee on Taxation. 

Fiscal Note requested. 

Fiscal Note returned. 

Committee recommend hill d.o 
pass. Report adopted. 

Bill printed and placed on 
members' desks. 

Second readinq, do pass. 

correctly enqroseed. 

Third reading-, passed. Ayes, 
48; Noes, 0. Transmitted to 
Bouse. 

Itt THE HOUSE 

Introduced and referred to 
Committee on Taxation, 

Committee recommend bill be 
concurred in as anended. 
Report adopted. 

Second reading, concurred in 
as amended. 

Third. reading, concurred in. 



lurch 29, 19 83 

April 8, 1983 

April ll, 1983 

April 13, 1983 

April 14, 1983 

April 15, 1993 

April 20, 1983 

April 20, 1983 

April 21, 1983 

IN 'l'HE SE'NA'l'B 

Returned to Senate with 
amendments. 

Second reading, amendments 
concurred in. 

Third reading, amendments 
concurred in. Ayes, 50J 
Noes, o. 
Sent to enrolling. 

Correctly enrolled. 

Signed by President. 

Signed by Speaker. 

Deliver&d to Governor. 

Returned from Governor with 
recommended amendments. 

Second readinq, Governor's 
a~ndments not concurred in. 

IN THE BOUSE 

2 

Governor's amend!Mlnte 
transmitted to House. 

On motion of April 20, 1gs3, 
Governor's amendments placed 
on second reading thia dav. 

Second reading, Governor's 
am0ndments concurred in. 

Third reading, Governor's 
amendments concurred in. 



April 21, 1983 

April 21, 1983 

IN 'J!'fiE SENATE 

On motion, Free Conference 
Committee requested and 
appointed. 

Free Conference Committee 
reported. 

Second reading, Free 
Conference Committee report 
rejected. Ayes 26J Noes, 23. 

Free Conference Committee 
dissolved. 

On motion, new Free Conference 
Committee requested and 
appointed. 

Now Free Conference Committee 
dissolved. 

On motion, second new Free 
Conference Committ4tet requested 
and appointed. 

Second new Free Conference 
Committee reported. 

Second reading, second new 
Free Conference Committee 
report rejected. Ayes, 35J 
Noes, 15. 

Second new Free Conference 
Committee report rejected by 
House. 
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Returned to Senate. Sent to 
enrolling. 

Returned to Governor for 
further consideration. 
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RETROACTIVELY TO ALL 

INCOME IS EXCLUDED 

DEDUCTION 

TAXABLE PERIODS DURING HHICH SUCH 

FROM GROSS INCOME; AND PROVIDING AN 

IMMEDIATE EFFECTIVE DATE A~D AN APPLICABILITY DATE." 

WH~REAS. the Montana Corpora~ion License Tax Act (Title 

15, chapter 31, part l) was intendedt after the enactment of 

Chanter 634 9 Laws of 1979, to require all corporations to 

report and pay a t:ax upon all income derived from 

obligations of th~ United States or its agen~ies or 

instrumentalities as permitted by Title 31, section 7~2t 

United States Code; and 

WHEREAS, the Montana Supreme Court on September 23, 

1962 {petition for rehearing denied December 6t 1962)~ 

decided in the case cited below that such income must oe 

excluded from the m~asure of the subject tax; and 

WHEREAS, the Legislature disagrees with the Montana 

Supreme Court's decision in the case of E~t__fedeLal 
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QepaLtm~_Qf __ Re~~nu~~t_a11~~feodants aoQ~sgondents, 

2 Cause No. 81-~28t and has filed~ through its Revenue 

3 Oversight Ca~nmittee, an .6,mjcus CLI..J:..i..a..e brief in support of 

4 the position of the Department of Revenue; and 
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WHEREAS, the Department of Revenue is presently seeking 

to have the United States Supreme Court review the matter• 

and at this time other decisions are also being revie~ed by 

the United States Supreme Court that might have a bearing on 

the issue of the taxability of such inco~e; and 

WHEREAS• in the interim un~ertainty exists as to the 

tax.3bil ity of such income dnd cldims for refund of tax and 

returns of income will be made by 

the exclusion of SYch income; and 

WHEREAS, the legislature 

approximately the current level of 

1 oca 1 g{)l/er nm-ent; and 

corporations based upon 

desires to maintain 

revenue to state and 

WHFREAS, immediate legislative a~tion is necessary. 

THEREFORE, it is the intent of the Legislature to 

proportionately reduce the allowable dedu~tions to all 

corporations for all taxable periods for which interest 

income fs excluded or claim for refund of tax is made upon 

such exclusion under claim of right under federal law. 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF HO~TANA: 

Section 1. Reduction of deductions related to excluded 

I N T R 0 D U C E D B I L L 
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income. (1) A corporation. taxable under Title 15t cha)Jter 

3lt part It that excludes interest fro.11 gross income which 

would be taxable except for federal Jaw must adjust its 

allowable deductions for all taxable periods for which 

interest is excluded in the following manner: 

(a) the total amount of interest excluded from gross 

income by federal law must be determined; 

(b) the total a11ount of all interest income froJA. all 

sources must be deter•ined; 

(c) the ratio of excluded interest income to all 

11 interest Income must be determined; and 

12 (d) the total deductions allowable under 15-31-11~ 

13 must be reduced by an a•ount determined by Multiplying the 

14 amount of aeduction otherwise allowable by the ratio of 

15 excluded tnterest to all interest income; however. the 

16 product of this calculation may not exceed the amount of 

17 excluded interest income. 

13 (2) Allowable deductions must be reduced with respect 

19 to all corporations that exclude interest income otherwise 

ZO taxable upon returns filed for all taxable periods for which 

21 such exclusion is claimed and for all taxable periods for 

22 

l3 

which a claim for refund is made. 

Section 2. Codification instruction. Section is 

24 intended to be codified as an integral part of Title 15• 

25 cha~ter 31t part 1. 
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S~ction 3. Effective date-- appJ icaoility date. This 

act Is effective on passage and approval and applies 

retroactively, within the meaniny of 1-2-109, to taxable 

periods beginninq on and after December 31, 1978 (the 

effective date of Chapter 634t Laws of 1979), for which d 

corporation has excluded interest income based upon federol 

law or for which a corporation has included interest income 

and subsequently claims a refund of taxes paid based upon 

federal law. 

-End-
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STATE Of MONTANA 

FISCAL NOTE 

Fon11 HI J-15 

In CO'"Piianre with a written request received February 2' , 19 __!l_ . there is hereby submitted a Fiscal Note 

ror __ S-~~(l~_E' --~~11 335 pursuant to Chapter 53, Laws of Montana, 1965- Thirty-Ninth Legislative Assembly. 

Elackground 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: 

Senate Bill 335 disallows deductions related to excluded interest income for Montana 
corporation license tax purposes. 

FISCAL IMPACT: 

The fiscal impact of the proposed legislation would be to restore revenues which 
would otherwise be lost as a result of the Montana Supreme Court decision in the 
case of First Federal Savings and Loan Association, et al., v. Department of Revenue. 
The anticipated revenue loss associated with this case is $9 million in corporation 
tax refunds immediately upon adverse final disposition of the case, and at least $2 
million to $3 million annually in foregone tax receipts. 

LOCAL HI PACT: 

Local governments would face the greatest burden of a reduction in revenues, ,since 
80% of the corporation tax received from financial institutions is distributed to '· . 

I ' Local taxing jurisdictions. 

'• ' 

\,1' ., 

FISCAL IMPACT ll:M/1 
,,,, 

BUDGET DIRECTOR 

Office of Budget and Program Plan~ing 

Date: 1-~'K-:-<?) I 
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Approved by committee 

on Taxation 

___/ :r.. BILL NO. JJ_j 

2 INB~DUCvED BY-~-. T~. _. ~/k~L/1. 
h), rJ 1 ( lhhn ~ 7/h _/Jf<c.~ c-: 'J 

(-"VC' 5(., /d c.l? ·4-- %_'_$~ /~ 
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5 Rf{~ l¥(,~ LUO!oO H•TEREST I/JIE FOR HONTAI'IA c'tJRPORA u,/Vt~-·'·· · "~ 
6 LICFNSE TAX PURPOSES; TO APPLY THE D1SALLOWANCE OF DEDUCTiuN 

7 RETROACTIVELY TO ALL TAXABLE PERIODS DURING WHICH SUCH 

8 INCOHf IS EXCLUDED FRO"' GRUSS INCOME; ANiJ PROVIOIN6 AN 

9 !"'MEDIATE EFFECTIVE DATE AND AN APPLICABILITY DATE.• 

10 

ll WHERfAS, the Montana Corporation License Tax Act (Title 

12 lS, chapter 3lt part 1) w.~s intendedt after the enactment of 

n Chaoter 634 9 Law~ of 197~, to require all corporations to 

H report and pay a tax upon all income derived from 

15 obliqations of the United States or its ayenctes or 

16 instrumentalities as permitted by Title 3lt section 742, 

17 United States Code; and 

lB WHEREAS, the Montana Supreme Court on September 23., 

11 L98? (petition for rehearing denied December 6., 19~2), 

20 decideo in the case cited below that such income mu~t oe 

21 excluded from the ineasure of the subject tax; and 

2? WHEREAS, the Legislature disagrees with the Montana 

n Supreme Court's decision in the case of ~t__E~Q~al 

24 :i.alli !UIL _ _.aoJL _J.sl.aiL_--AilQ.~;l.at.i2o.r._.a __ Ellll!:r..allL.~t&L!t.ll 

25 JUf>.Qs;i.a1ilw..~.--!l!. __ .ah.L._fli!llltiff.Ji ___ .alld _ __AJlll.illl..iiJlh__,,._ 
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Q~p~~~2f--&ex~nu~~-~efendants and~soondeots, 

Cause No. Bl-526, and has filed, through its Revenue 

oversight Committee, an Am..Lk.u.LC.~ brief in support of 

the position of the Department of Revenuei and 

WHEREAS, the Department of ~evenue is presently seeking 

to have the United States Supreme Court review the matter, 

and at this time other decisions are also being reviewed by 

the United States Supreme Court that might have a bearing on 

the issue of the taxability of such income; ana 

WHEREAS, in the interim uncertainty exists as to the 

tax.'lbil ity of such income and claims for refund of tax and 

ret,Jrns of income wi 11 be made by cor-porations based upon 

the exclusion of such income; and 

WHEREAS, the Legislature desires to maintain 

approximately the current level of revenue to state and 

local government; dOd 

HHEREAS, immediate legislative action is necessar-y. 

THEREFORE, it is the intent. of the Legislature to 

proportiondtely reduce the allowable deductions to all 

corpordtioos for all taxable periods for which interest 

income is excluded or claim for refund of tax is made upon 

such exclusion under claim of right under federal law. 

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

Section l. Reduction of deductions related to excluded 

S E C 0 N D R E A D I N G 
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income. (1) A corporation, taxable under Title 15, chapter 

31, part 1, that excludes interest from gross income which 

would be taxable except for federal law Must adjust its 

allowable deductions for all taxable periods for which 

interest is excluded in the following Manner: 

(d) the totdl a•ount of interest excluded from gross 

income by federal law ~ust be determined; 

{b) the total amount of all interest income fro111 all 

sources aust be deter•ined; 

(c) the ratio of excluded interest inco.e to all 

11 interest lnca.e .ust be deter~ined; and 

12 (d) the total deduct Ions allowable under 15-31-ll4 

13 IIUSt be reduced by an a•ount determined by aulti plyIng the 

1• aMOunt of deduction otherwise allowable by the ratio of 

15 excluded ;nterest to all interest inca.e; however. the 

16 product of this calculation •ay not exceed the amount of 

17 excluded Interest income. 

18 (2) Allowable deductions MUSt be reduced with respect 

19 to all corporations that exclude interest lnc~e otherwise 

zo 

21 

Zl 

Z1 

taxable upon returns filed for all taxable periods for which 

such exclusion is clai~ed and for all taxable periOds for 

which a claim for refund is made. 

Section 2. Codification instruction. Section 1 is 

24 intended to be codified as an integral part of Title 15~ 

25 chaoter 31• part 1. 
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Section 3. Effective date-- applicability date. This 

applies 

to taxable 

197a c th<> 

act is effective on passage and approval and 

retroactively. within the aeaniny of 1-2-109~ 

periods beginning on and after Oece•ber 31, 

effective date of Chapter 63~. Laws of 1979)t for 111hicn d 

corporation has excluded interest income based upon federdl 

law or for which a corporation has included interest income 

and subsequent 1 y c 1 aims a refund of taxes paid based upon 

federal law. 

-End-

-4-
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PURPOSES; TO APPLY llF DEDUCTION 

kET•uACIIVELY TO ALL TAXABLE ~ERIODS DURING WHICH SUCH 

INCOMf IS EXCLUDED FROM GROSS INCOME; ANO PROVIDING AN 

IMMEDIATE EFFECTIVE DATE AND AN APPLICABILITY OATE.a 

WHEREAS 9 the Montana Corporation License Tax Act (Title 

15, chapter 3lt part 1) was intended, after the enactment of 

Chaoter 634 9 Laws of 1979, to require all corporations to 

report and pay a tax upon all income derived from 

obliga~ions of the United States or its agencies or 

instrumentalities as permitted by Title 31, section 742t 

United States Code; and 

~~IEREAS, the Montana Supreme Court on September 21, 

1962 (petition for rehearing denied December 6, 1982), 

decid~~ in the case cited below that such income mu~t ~c 

excluded from the measure of the subject tax; gnd 

WHEREAS 9 the legislature disagrees with the Montana 

Supreme Court's decision in the case of ~1--feda£a! 

:iii:'liO~.i----'llllL-~-....A~Ll!.J.2!l1_L_u>llllill!L-~l&!:~.<l 
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1 ~.tlm!Ull_llf_Rl:ltlillllJU...ll_ill. ..... _J!lllJIO~illlli~SI'?Odeots, 

2 Cause No. 81-528, and has filed, throu9h its Revenue 

3 Oversight Committee, an Amicy$ CULlas brief in support of 

4 the position of the Department of Revenue; and 
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WHE~EAS, the Department of Revenue is presently seeking 

to have the United States Supreme Court review the matter9 

and at this time other Jecisions are also being reviewed by 

the United States Supreme Court that might have a bearing on 

the issue of the taxability of such income; and 

WHEREAS, in the interim un~ertainty exists as to the 

taxability of such income and claims for refund of tax and 

ratiJ rns of income wi 11 be made by corporations based upon 

the ~•elusion of such income; and 

WHEREAS, the Legislature desires to maintain 

dpproximately the current level of revenue to state and 

t oca t government; and 

WHFREASt immediate legislative action is necessary. 

THEH.EfOXE,. it is. the intent of the Legislature t.J 

proportiondtely reduce the allowable deductions to all 

coroor~tions for all taxable periods for which interest 

income is exclu~ed or claim for refund of tax is made upon 

such exclusion under claim of right under federal law. 

BE IT ENACTED BY THE LEGISL~TURE OF THE STATE OF HONTAN~: 

Section 1. Reduction of deductions related to excluded 

-z- T 11 I R D R E A D 1 N G 
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income. fl) A corpordtion~ taxable under Title 15~ chapter 

31• part 1, that excludes interest f~om gross income which 

would b~ taxable except for fed~rdl law must ddJU~t it~ 

allowable deductions for all taxable periods for ~hich 

interest is excluded in the followin~ mann~r: 

(a) the total amount of interest excluded from gross 

income by federal law must be determined; 

(0) the total a11ount of all interest income from all 

sources must be determ;ned; 

(c) the ratio of excluded interest income to all 

11 int~rest income must be deterMined; and 

12 (d) the total deductions allowable under lS-31-11~ 

ll must oe reduced by an amount determined by multiplying the 

14 amount of oeduction otherwise allowable by the ~atio of 

15 excluded interest to alJ inte~est income; howeve~, the 

16 product of this calculation may not exceed the amount of 

17 excluded inte~est income. 

18 (Z) Allowable deductions must be reduced with respect 

19 to all corporations that exclude interest income othe~wise 

lO taxable upon returns filed for all taxable periods for which 

Zl such exclusion is claimed and for all taxable pe~iods for 

22 which a claim fo~ refund is made. 

23 Section z. COdification instruction. Section l is 

24 intended to be codified as an integral part of Title 15, 

25 cha~ter 31, part 1. 

-3-
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Section 3. Effective date-- applicability date. rhis 

act is effective on passage and approval and applies 

retroactively. within the meaniny of 1-2-109., t.._.., talCdbl ~ 

periods beginning on and after December 31., 197d (ttl~ 

effective date of (.hapt9'r 634• ldws uf 1979) • for whi rn 

corpo~ation has excluded intere~t income based upon feoeral 

law or for '"'hich .a corporation h.o.s included inter~st incort'e 

and subsequen~ly claims a refund of taxes paid based ~pon 

federal law. 

-End-

-4-



Mr. President: 

1\pr i 1 n 

F!U~E CONFERENCE ,~CJt.\Hl'l"l'f~t; 

SENATE fl!LL 335 
(Report Uo. 1, 9 A.!-1.) 

l•le, your Free Conference Committee on Senate Bill 335, 
met and considered: 

Senate Gill 335, reference bill; and 
Governor's Proposed Amendments of April 7.0, 1983. 

We respectfully recommend as follows: 

That the Senate ond the House accede to the Governor's 
Proposed Amendments numbers 1 through 6; and 

That the Senate and the House accede to the Governor's 
Proposed Amendment number 7 as amended in clerical 
instruction number l; and 

That this Free Conference Committee report be adopted. 

CLERICAL INSTRUCTIONS FOR REFERENCE COPY (SALMON) 

1) Governor's Proposed Amendment number 7 is amended to 
read: 

"7. Page 5, llnes 15 through 25. 
Strlke: section 6 in its entirety 

Pr <U 

Insert: ''Section 14. Contingent effective dates -
applicability dates. (1) Sectlon 1 is effective on passage 
and approval and i~-an~-en~y-it-a-tina~-~e~e~m~na~ien-±s 
~eaefiee-±n-e~~~en~-~ene±n~-i±~~~a~±en7-an~-a~~-~etent±a~ 
a~~eais-a~e-e~hal:iste~-e~-ba~~e~7 -~fiat-~he-±ntet'est-±neeft1.e 
€t"om-eet'ta±n-¥e~e~a~-ebi±~atiens-±s-net-±ne~tl~ab~e-~n-the 
ne~-±neeft1.e-ft1.easl:i~eft\ent-base-e~-the-Mentana-ee~~et"atien 
~±eense-tax~--~£-seet~en-±-beeeft\es-e££eet±ve-~t applies 
retroactively, within the meaning of 1-2-109, to taxable 
periods beginning on and after December 31, 1970 (the 
effective date of Chapter 634, Laws of 1979), for which a 
corporation has excluded interest income based upon feder~l 
law or for which a corporation has included interest income 
and subsequently claims a refund of taxes paid based upou 
federal law. 

(2) Sections 2 and 3 are effective on passage and 
approval. Sect ion 2 applies to taxable periods beg innirHj 
after December 11, 1982. Section 3 applies retroactively, 
\vithin the meaning of l-2-109, to taXi'lble ped_ods beginninq 
~fter Decemh~J- JJ, l97H. 

',I II. II l>tJH 
I i t•l•., ·, .1 ~.11 

(:tl.ll' ·'11,111 



Free Confen,nce Committee' 
S£3 33::, 
l{e!Jort No. l, ~ 1\.M. 
Page 2 of ;;_ 

April 21 1 'I 8 3 

(3) Sections 4 through 11 an~ effective if and only if 
the method rot calculating the measure of the ta~: provided 
for in section l is finally held to be unconstitntional or 
invalid. If section 1 is finally held to be 
unconstitutional or invalid, sections 4 through ll apply to 
taxable periods beginning January 1 of the calendar year in 
which section l is finally held unconstitutional or invalid. 
If section l is challenged in court and held by a final 
decision of the court to be constitutional and valid, and 
all potential appeals are exhausted or barred, then sections 
4 through 11 are repealed.'''' 

FOR THE SENATE 

TOWE 

--­' 
FOR THE HOUSE 

BEP.TELSEN 



HOUSE TAXATION COMMITTEE 
AMENDMENTS TO SB 335, Third Reading Copy, Blue 
March 23, 1983 

1. Title, line B. 
Following: "GROSS INCOME;" 
Insert: "PROHIBITING CONSOLIDATED RETURNS FOR FINANCIAL 
INSTITUTIONS UNDER THE CORPORATE LICENSE TAX; REAFFIRMING TilE 
INCLUSION OF STATE AND LOCAL BOND INCOME IN THE DEFINITION OF NET 
INCOME FOR CORPORATION LICENSE TAX PURPOSES;" 

2. Title, line 9. 
Following: "AND" 
Strike: "AN" 
Following: "APPLICABILITY" 
Strike: "DATE" 
Insert: "DATES" 

3. Page 3, line 23. 
Following: line 22 
Insert: "Section 2. Consolidated returns prohibited~ (1) A 
majority of the corporation license tax collected from financial 
institutions is paid to local government areas in which each 
financial institution is located. However, consolidated returns 
for financial institutions do not reflect the true tax 
attributable to each local government. In addition, consolidated 
returns would permit financial institutions to offset income 
against losses of non-financial institutions, thereby distorting 
the true income of each financial organization. 

(2) In accordance with subsection (1), financial 
institutions are prohibited from filing consolidated returns 
under 15-31-141. 

Section 3. Reaffirmation of bond income inclusion in definition 
of net income for corporation license tax purposes. Not 
withstanding the provisions of any other law, the income from 
bonds or other obligations issued by any state or political 
subdivision of a state are included in gross and net income for 
purposes of the corporation license tax. Further, such income 
has been included in gross and net income since the effective 
date of Chapter 634, Laws of 1979, which law repealed the 
exclusion of such income from the tax base of the corporation 
license tax." 
Renumber: subsequent sections 



4. ~age 3, line 23. 
Following: "instruction." 
Strike: "Section 1 is" 
Insert: "Sections 1 through 3 are" 

5. Page 3, line 24. 
Following: "as" 
Strike: "an" 
Following: "integral" 
Strike: "part" 
Insert: "parts" 

6. Page 4, line 1. 
Following: "applicability" 
Strike: "date" 
Insert: "dates" 

7. Page 4, line 2. 
Following: "approval" 
Strike: "and applies" 
Insert: " Sections 1 and 3 of this act apply" 

8. Page 4, line 9. 
Following: "law." 
Insert: "Section 2 of this act applies to taxable periods 
beginning after December 31, 1982." 

AND AS AMENDED 
BE CONCURRED IN 



HOUSE COMMITTEE OF THE WHOLE 
March 26, 1983 

Amendments to Senate Bill 335, Third reading, blue copy as follows: 

1. Page 3, line 25. 
Following: "part 1." 
Insert: "Section 5. Severability. If a part of this act is 

invalid, all valid parts that are severable from the invalid part 
remain in effect. If a part of this act is invalid in one or 
more of its applications, the part ramins in effect in all valid 
applications that are severable from the invalid applications." 
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SENATE BILL NOo 335 

INTRODUCED BY TOWE• TURNAGE• FABREGA• 

Y~RDLEY, WILLIAMS, MARKS, RA~IREZ, ABRAMS, THOMAS• 

ASAf• BLAYLOCK• GOOOOYER, HCC4LLUH• KOLSTAD• HARRINGTO~• 

Nf:JMAr,j• ZABRQ(I(ly DONALDS01';9 SEVERSON• CHRISTIAENS• 

KITSELHAN• NORDTVEDT 

A BILL FOR AN ACT ENTITLED: •AN ACT TO DISALLOW DEDUCTIONS 

RELATEJ TO EXCLUDED INTEREST Jr,jCOME FOR MONTANA CORPORATION 

LICENSE TAX PURPOSES; TO APPLY THE DISALLOWANCE OF DEDUCTION 

RETRU•CTIVELY TO ALL TAXABLE PERIODS OURING WHICH SUCH 

INCO~f IS EXCLUDED FROM GROSS INCOME; eBOHIBI!lUb 

!.DOISDLlD.UfQ_RflURIIILfDR..EltiAII!.lAL.J.IIIlllllillDIIIS-lltlllER-II:iE. 

!.CR£URAI~--Ll!.EUS£ __ lA~--&EAEE1Aaliii~-IU~~lDIII-Of~ 

A!:IQ_LD!.AL-IIO!:IILIOI!.QI!f_l!I-Ili.Lilfflltl.llDILOf_lifl-Ifl!..ll.ll.f-fllll 

!.DRfDB&llQf:I_Ll!.fiiiSE-Li&-fURfUSf~ AND PROVIDING AN IMMEDIATE 

FFFECTIVE DATF AND ~H APPLICABILITY B~~ DAifS•" 

w~fREas, the Montana Corporation License Ta~ Act ITitle 

lS, chaoter 31, oart 1) was Intended. after the enactment of 

Chapter 634• Laws of 1979t to require all corporations to 

report and pay 3 tax upon all i ncotne derived froift 

ob1ir}21tions of the United States or its agencies or 

instrunentalities as permitted by Titl~ 31• section 742, 

United States todei and 
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W"'IEREAS, the Montana Supreme Cour-t on September 23. 

1982 (oetitlon for rehearing denied December 6 9 1982) 9 

decided in the case cited below that such income must be 

excluded from the measur-e of the subject taXi and 

WHEREAS, t.he Legislatur-e disagrees with the ."1ontana 

Suprem~ Court•s Qecision in the_ case of fiL~_E~~al 

~a~lng~ __ and--L~an_-&~~n~ati2n£-_ _a_--fg~all¥--~b~ed 

A~~~~latlDD1---~L---al&£_--f~intlff~---iD4---ADnel1an~~ 

Qepact~ent_~t_g~~DU~-~t-al££_De1eod~_and--&esPanaeut~• 

Cause No. 81-528., and has· filed, through its Revenue 

Oversight ComRittee. an ~~-CUL~ brief in support of 

the position of the Department of Revenue; and 

WHEREAS 9 the Department of Revenue is presently seeking 

to have the United States Supreme Court review the ~atter 9 

and at this time other decisions are also being reviewed bY 

the U'lited States Supreme Court that miqht have a bearing on 

th;;o issue .-of th~ taxability of such inco•e; and 

WHEREAS, in the interha uncertainty exists as to t.he 

taxaoil ity of such Income and cl~fms for refund of tax and 

returns of income will be made by corporations based upon 

the exclusion of such Income; and 

WriEREAS, the Legislator~ desires to maintain 

aporo~imately the current level of revenue to state and 

1 oca I -~overnm€nt; a11d 

·~rlEREAS, immediate legislative action is necessary. 

-2- SB 335 

RI:.FERENCE BILL 



1 

2 

3 

" 
5 

6 

7 

8 

9 

10 

11 

12 

13 

H 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Z't 

25 

Sf. 0335/02 

.TiEREFOR.E, It Is the intent: of t'he Legislature to 

p-ropof't-lonately reduce the allowable deductions to all 

corporfJtion·s for all taxable periods for which interest 

inc.o•e Is excluded or claiM for refund of tax is made upon 

such exclus-I-on under claim of right under federal law. 

BF IT ENACTED BY THE LEGISLATURE OF THE STA'!'E OF MONTANA: 

Section 1. Reduction of deauctions related to excluded 

income. (1) ·A corporat:ion9 taxable under Title 15• chapter 

31, iliii!Tt 1. that exclud_es interest froiA gross inco•e which 

would be taxable except for federal law aust adjust its 

allowable deducti-ons f.or all taxable periods for t~hich 

intera'it Is excluded in ·the follow-ing 11anner: 

(a) the to.tal a11ount. of interest excluded from gross 

incoMe by federal law must be deter~in~d; 

(b) the ~otal a.ount of all interes~ income ~rom all 

sourc~s •ust be determined; 

(c) the ratio of excluded interest income to all 

interest incoae .us~ be deter•ined; and 

(d) the total deductions allowable under 15-31-114 

must be .reduced by an amount determined .by multiplying the 

amount of deduction otherwise allowable by the ratio of 

excluded Interest to all interest income; however, the 

product of this calculation may not exceed the amount of 

excluded interest income. 

-3- SB 335 

2 

3 

4 

s 

6 

7 

~ 

q 

10 

11 

12 

13 

l't 

15 

1& 

11 

18 

19 

20 

Z1 

22 

23 

2't 

Z5 

S5 OH5/u2 

(2) Allowable dvduction~ MU$t be ~eauc~d •itn ~e~~ect 

to all corpot'atlons tt'\at excl-uae interest tnco11e ottl~r.,i-!;..e 

taxahle uoon ret"rns file1 for atl t.aJC.abl€' periods for tCi-dcn 

such e.cclu'iion is. clai~o and tOt" all taxanle perrons for 

whicta ;;~ c13-iJ! for r@'fund is .aGe. 

I~f&E-ll-A..!Wi..llla-SE&UWil 1\:jAJ liftQS; 

~~ction 2. Consolidated ret:.Jrns proh i ~ i teo. { ll A 

r•;,;joritv of the cor·ooration license tax ct;.llect.-e~ fro• 

fin an~ i al institutions is poia to local govern.ent areas in 

which each financial institution Is located. Howe.-er. 

consolidated returns for financial institutions do no~ 

reflect the true tax attf' i butable to each l-ocal go..,er·n.ent. 

ln addltlon• consolidated re:t~o~rns. vould per•it fi·nancial 

institutions to offset lncoae against losses of nonfinancial 

Institutions, thereby dls~orting the true inc~ of each 

financial org~n1zatlon. 

( 2) In accordance wltn subsection (1)• financial 

institutions are prohibited from filing consolidated returns 

under 1~-11-1~1. 

Idf&f-l~A-HfW~if,!lQU_JijAI REAQSL 

Section 3. Reaffir•atlon of bond incoae inclusion in 

definition of net inco.e for corporation li,ense ta• 

purf)oses. Notwithstanding the provisions of .a-ny other law .. 

the i ncOlWe frotn bonds or other obl i gati·ons issued by any 

state or political subdivision of a state are included in 

_.,_ Stl HS 
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1 gross ~nd net income for purposes of the corporation license 

Z tax. =urthert such lnco•e has been Included in gross and net 

3 income since the effective date of Chapter 634t LaNs of 

~ 1979• ~hlch law repealed the exclusion of such inco•e from 

5 the tax base of the corporation license tax. 

6 

1 

Section 4. Codification instruction. 

SftilU~S-1-ItlBDU~U-J-A&f intended to be 

&eet-+ett--1---+s 

codified as 8ft 

8 integrdl ~sr~ £A&IS of Title 15t chapter 31, part 1. 

9 SEtillltl-~a-..Sf.J!f&AIULlll.a_.lf_.L_!A&L-IIf-IUll-At.Lll 

10 ltl!t&Llll.&-lLL!l&LllLeA&ll_lU&I_A&f_Sf:tEB.AilLLf&li!-ItiE..liiULlll 

11 ea&I_!~!Altl_ltl_fEEftla_lf_l_fA&l_llf-I~At.Lll--Iti¥AL10--lU 

12 lltlf __ J&-~Il&f_IIE_li£-AeeLltAI~I~&I_&f!AltiS IN EEEECI 

13 lti-ALL-~ALlJL-Aef~tllllltiS--IUAI--&&f __ Sf!tfR&BI f EBO~--IH£ 

14 lti!!ALLil_&eeLitAilll~ 

15 Section&. Effective date-- applicability date llllf£• 

16 This act Is effective on passage and approval ane-~~~+esa 

17 Sftilii~S-l_&~-~-11E-IUlS-"LI-A£eLl retroactively. within the 

18 mP.anlnq of 1-2-109, to taxable periods beginning on and 

1q after December 31. 1978 (the effective date of Chapter 634 9 

ZO Laws ~f 1q79J• for which a corpo~ation has excluded interest 

Zl income based upon federal law or for which a corporation has 

22 included Interest Income and subsequently claims a refund of 

23 taxes Jaid based upon federal law. SftiiO~--'--Of-_IHlS--ALl 

24 !feL~5--ID--I!lA6Lf--£E&lUU~-Bf~~~~lflf&_~~~-ll.& 

25 uaz .. 
-End-
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GQ\'FRNOR 1 S PRO'PO~rn AMF.l'l'"DMENTS 
TO SENA'~'F. BILT. NO. 335 

REFKRFNCE BTI.T. 

I. TitlP, line 10. 
Following: "PURPOSES;" 
Insert: "TO IMPOSE A CONTTlJGENT FINANCIAL INSTITUTIONS FRANCHISE TJ.X 
NFASURIID BY DEPOSITS;" 

2. Title~ line 16. 
Yn11owtnp:: "PURPOSES;" 
Tt>!Oert: "AMENDING SECTlONS 15-31-101, 15-31-701; ANT' 15-31-702, MCA;" 

'J. Title, liT1e 16. 
l'r>l1ow:ing: "PROVIDING" 
Strike: "A}7 JMM'ETIIATE" 

4. Title, line 17. 
follo....,-ing: 11'El''FECTIVE" 
St.rikP.: "DATI" 
Insert: "nATES" 

5. Page 5, 11ne 6. 
Following: 1 ine 5 
Insert: 11l'!FW' SF.CTTON Section 4. Purpoe;e, It is the intent of 

thi~ act that every bank and savings and lo~n association doing 
business withir th£> st:~te as a c.orpo!'ation C'T Association within 
the p't"ovisi.C\'{'IS of 15-31-101 shall anT1ua11y pay to the stat:e trea­
surer a fina:nc.iaJ 1nstitutions franchise tax for. the privilege of 
cond\1cting business in this state in corporate form. Sinc:e finan­
cial institutions possess proportionately grPater amounts of 
intangible 8!H;ets which are not subje.ct to property tax comparerl 
to nonfinandal corporation~. it i.s the intent of the J.egislature. 
to eaualize overall tax burde~s within the state, as well as the 
total tax burden between financial institutions and other corpora­
tions by Pnacti'{'lp; th1s tax. 

Nf\J SECTION Section 5. Definitions. AR used in this 'Pad, the fo]­
lo...-ing -cJe-fin:i.tiO"(lS apply: 

(1) (a) F.Ycept as provided in subsection (b), "total de,...osits" 
1'\eans the .average total deposits for a taxable -pp,riod of a bank or 
sav:in~s and lo~n association as reported to st~te or federal regu­
lators on the consolidated repol't of conditio!' in wh1ch are exhib­
ited in detail and under ap-propriate schedules, t.he Tesf'urce~ ;:md 
liabilities of a bank or SP.Vings and loan association on thosP 
f&St dRys designated by the cOmptroller of currencv of the United 
StAtes for re~orts of national banking associations or. for banKs 
required to re-port to the department of commerce on those -pa~r 

days spP-cified in 32-1-231, 

(h) Total deposits include all demand rleT'osits af\0 time deposit1':, 
including but 'flOt limited to thusf" iiPlJO~its that are insure<l hy 
the federal f\avings and Joan insurance corporation and f~ilerai 
depo~it insuranc.e corporation, except depo~its of the United 
States government or its aRencies or for the state of Nnntana or 
its agenciE>s or lJOliticaJ subdivil'lion. 
(2) "Taxable period" means the taxa.hle year for federal incorroe 
tax purposes of the bank or savings an~ loan association. 

NEW RECTlON Section 6. Tax imposed- - - rate - - Pxceptions. 
(1) There is imposed ut~on every hank and savin~fl and lonn associ­
ation for each taxable period a financial institutions franchise 
tax at thP rate of .09% of total dPposits. 
(2) When a bank or savings an~ loan association cbangPS its tax-
able periods, it TUUSt promptly notify the dep_artment of reve11ue, 
(3) To t~e extent that a haPk or saviPgs and loan association is 
a branch of a foreign bank or savings and loan associati~, this 
seetion applir.s only to the total deposits r~cEd_ved by the lofontana 
branch or operation. 
(4) The rate of tax imposed under this SPction mav not be less 
than 0.075~ nor more than 0.115% ~f tote] deposits without approv­
al of two-thircts of each housP of the legislature. 

NEW SRCTJON Section 7. Incorporation by reference. The provisions 
of tbe follow:lrog sections of this cha.pter are incoryorat.ed into 
this part by reference and are made a part hereof: sections 
15-31-101, 15-31-102, 15-31-111, 15-31-123, 15-31-142, 15-31-143, 
15-31-501 throu~h 15-31-509 1 15-31-521 through 15-31-544~ and 
J 5-31-551 through 15-31-554~ except that wherever the vords "tax", 
"license ta:x", "license fee", "corporation excise tax''~ or like 
words appear, referrin~ to the tax imposed under part 1 of this 
chapter, t-here sha~ 1 be substituted_ tPe words 11 finencia1 institu­
tions franchis~ tax", and except that wherever the words "net 
inr_Ome", "taxable -:lT1come", "taxable net income". or like words 
appear, referring to the baRis against which the measure of the 
1:1cense tax computatio'fl is made~ there sha11 be su'bRtituted the 
words "tot:d deposits". 

Section P. :;ection 15-31-101, MC.A is amended to read: 
"l5-31-101. Organizations subiect to tax. (1) The term "corpo­
ration" includes associations~ joint-stock companies, C'::ommon-law 
trusts and business trusts which do business :It~ 21n organized 
capacity, and all otheT CO!'porations whether created, organized, 
O!' existing under and pursuant to the law, agreeiDents, or declara­
tions of trust of any state, country, or the rnited StateR, 

(2) The terns "engaged in business11 and "doin~t business" botl> 
mean actively en~aging in any transactioo for the purp~se of 
financial or pecuniary gain or -profit, 



f:l.) Fvery C"orporation. eYCPpt ag hPre1naftpr pr<"vidP<1 nn(l eXCt'pt 
/JS provided in 33-2-705(0), engonged in husines:c; in thE' f:t.'lte n! 
Montana shall annually pay to the state treasurer as a license fee 
for the pr:lvil f>f!:e of carrying on businef:s -tn this state such per­
cemts~e or percentages of ftR total net iflcntr~e for the preced:ln~ 
taxahle year at the rate 'hereinafter set_ forth. Tn the case of 
corporations having !~come from business activjty which is taxable 
both w1thin at1d ~ithout this state. the Hcense fee shall he mea­
sured by ~he net income derived fr~m or attributable to ~o~tana 
sources as dptermi11ed· u11der pe.rt 3. 

This tax is due and payable on thf' 15th day of thP .'>th month fo1-
lnw1ng the close of the tax~b]e year of thP. corporation; however, 
the tRx becomes a lie~ es provided in this chaptPr on thP le~t day 
of the tA~able year in which the ~ncome wa, earnpd a~~ fs for thP 
privilege of carrying on business in tl>1 s st11te fer the taxable 
year in which the income was earned. 

(4) Every hank orgal'ized under the J,pws Clf thE' State of l"!otlt~n".<l, 

of any other state~ nr of the- Un:t ted StBtE's ~trl(l every savinrs Bnd 
loan auoctation organized undt'r the laws of thi.s state or of the 
United StatPS is suhject to the Montana eeP~e~ft~feft ;~~~ft~ finan­
cial institutions fr~ncbise tax ~rovided for under this chap~n 
lieu of the corporate license tax. For taxable yeers beginning on 
and after January I, 1972. tbis subsectioP is effP.ctive in accor­
dance with Public Law 91-156. Section 2 02 U.S.C. 548), 11 

NEW SECTION Section 9. Disposition of revenue. The revenue 
collected from the tax imposed by this. pert must "he disbursed in 
accordance with 15-31-701 and 15-31-702. 

SPction 10. Section 15-31-701, MCA :Is amended to read: 
"15-31-7()1, Department of Revenue - - s~ec:lal duties for trau­
•itting eerp&re~~ ~~eefte@ ~w financial institutions franchise 
tax revenues collected from banks or savings and loan associations 
to counties. 
{1) l>Tfthin 30 days after recPiving ee1!'-pe~af"fett ,J.~f'!l"t8~ finaTICial 
institutions franchise tax returns and payments from bankB or 
savings and loan associations, the department of revPnue sh<'tlJ 
transmit to the county trPssurer of thP county in which the busi­
n~ss is located the revenues calculated under 15-3l-702(l)(b). 

(2) If the department of revenue dete~ines, under t~e provisions 
of 15-31-503 and 15-31-531, thRt a hank or savin~s and 1oan asAo­
ci.ation owes more taxe~ than shown on the origf-n;q] return or hsR 
paid more than the tax, pe~alty~ or interest du~ i~ anv year, it 
shall notify the bank or saving~ 8nd loan associations. Addition­
a] payment is due within 10 days after r~cei~t of t~e final deter­
mination of taxes due, County treasurers shaJ.J. issue warrants for 
thetr portion of tbe overyayment received and interest, lH:; provid­
ed in 15-31-531. 

(3) The department shall continuP ta exer~i~P nll it~ duti~s nnd 
powers outlined i.n th:fR title with rf'.<:.pect tr audit:ing r£>t,Jrns et"d 
enforcin~ payment of thP ~erp9PS~~ft" ;i~e~~~ financial institu­
tions franchise taxe~ OWPd by ~anks and sav1ngR And lo~n associA­
tions. Any delinquent taxes collected from the s~le of property 
of a bank or savings and loan association under the provis1o~ of 
15-31-525 shall be tran&mitted to the county in which the cor~ora­
tion owing the delinquent taxes is locatPd. The only duties of 
the county treasurers in this regard Are issuing refunds anC dis­
tributing the taxes to local taxing juris:dict1ons. 0 

Section 11. Section 15-31-702. MeA. is amended to reAd: 
"15-31-701.. Di~tributions of eo~tte~et!'ioeft l-ieeftee financial insti­
tutions franchise taxes collected from banks or savings and lo~n 

associations. {1) All ecrttere~*eft ~+eefte@ finaTJcial institution~ 
franchise taxes collected from banks and savings and locm associa­
.tions shall be d:!Rtributed in the following manner: 
(a) 20~ must be remitted to the state treAsurer to be al1oc3tPd 
as ~rovided in 15-1-501{2); and 
(b) 80% must be allocated to the various t~t>::ing .iurisdict1ons 
within the county in which the hank or savings and loan associ~­

tion is located. 
(2) The et'>:Pfl'e!"tt~'ie!t ;.;.eefts~ financial institutions franchlse 
taxes distribute-d under suh~ectfor (1) (b) shall be aJlocated to 
each taxing jurisdiction ln the proportion that its mi 1J lE>vv fnr 
that fiscal yE>ar bears to the tob~] m:l.ll ]Pvy of the tax!np: 
authorities of thE" district 1 n which the bank or savi nr.s a:nd 1 oan 
association is located. 
(3) "Taxing ~ur:fsdictions" means 1 for the -purposes of this Sf"C­

t1on1 all taxing authorities within a county ~ermitted under state 
law to levy mil}s against the taxable value ~f property in the 
taxinp: district in wbich the baTik or savings an£1 loe1:n 8Ffll"ICiation 
is located. 
(4) Jf a return filed by a bank or savin~s end loan association 
f.t'lvolvE"s branches or offices in more than one taxinjl: jurisdiction 1 

the de~artment of TE"venue shall provide a method by rul~ for equi­
table distribution among those t=:1.xing jurisdictioTI!'!. " 11 

Renumber: subsequent sections 

6. Page 5 • 1:! nP 7. 
Following: "THROUGH11 

Strike: "3" 
Insert! ~and !'lection 9" 

7. Page 5 1 lines 15 through 25. 
Strike: section 6 in its entirety 
Insert: "Section 14. Contingent effective dat~s - applicability 
ilates. (l) Section 1 is effective :If and only if a f:lnal rletermif'a­
tion ts TPB.ched in current pendi-ng J itigation, and a 11 potential 
appeals are exhausted or barred~ thAt the interest income from cert~fn 
federal obligations is not inc1udab1e in the npt income f'!easur!£>ment 
base of the Montana corporatioTJ 1 icent:P tax, If sect:! on l hecoll'E'S 



pffective it ap'PlieR retrC'actively, within the m~aning of 1-2-l()Q, to 
t~xahle periods beginning on and after neccmhPr 31, 1q7~ (the effec­
tive date r>f Chapter 634, Laws of 1979), for 1-·hi.ch a corpC'rat-lnn h<'l£> 
excJurled interest income based upon federal law or for which a corpo­
ration has included interest income and ~ubsP-quently claims a refund 
of taxe~ paid based upon federal ]Rw~ 

(2) Sections 2 and 3 are effect:Jve on passa~e and approval. 
Section 2 &pplies to taxable periods heginni~~ after necP~her 31, 
1982. Section 3 applies retroactively, with.in the meaning of 1-1-109, 
t" taxable periodso beginning after December 31, 1978. 

(3) Sections 4 tbrougb 11 ore effective if and only if t~e method 
~f calculating the measure of the tax provided for in section 1 is 
finally beld t.o be unc.on.stitut:Jonal oT invaHd, Tf section· 1 is 
fina11v held to b4'! unconstitutional or i11valid, sections 4 through 11 
applv to taxAble periods beginflil'lg January 1 of the r-.alPnrlflr venr in 
"ihich S('Ction 1 is finaJ Jy he1d unconstitutional or invalid." 


