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49th Legislature LC 1504/01
1 BILL NO, ﬂS&
2 [RTRODUCED BY

3 BY REQUEST OF THE DEPARTMENT OF REVENUE
4

5 A BILL FOR AN ACT ENTITLED: "AN ACT REPLACING  THE
8 DISTRIBUTION OF 80 PERCENT OF THE CORPORATION LICENSE AND
7 INCOME TAXES COLLECTED FROM BANKS AND SAVINGS AND LOAN
8 ASSOCIATIONS TO THE TAXING JURISDICTIONS IN THE COUNTY WHERE
g THE BANKS OR SAVINGS AND LOAN ASSOCTATIONS ARE LOCATED WITH
10 A DISTRIBUTION OF A FLAT B.86 PERCENT OF THE CORPORATION
11 LICENSE AND INCOME TAXES TO BE DEPOSITED TO AND DISTRIBUTED
12 BY THE LOCAL GOVERNMENT BLOCK GRANT PROGRAM; REVISING THE
13 CORPORATION LICENSE OR INCOME TAX BY PROVIDING THAT
14 DEDUCTIONS ARE LIMITED TO THOSE SET FORTH IN SECTION
15 15-31-114, MCA; PROVIDING FOR DEPRECIATION EXPENSES
16 CALCULATED UNDER THE INTERNAL REVENUE CODE SECTION 168,
17 ACCELERATED COST RECOVERY SYSTEM; PROVIDING THAT CERTAIN
18 CORPORATIONS MAY FILE CONSOLIDATED RETURNS; PROVIDING FOR
19 DISTRIBUTION OF COLLECTIONS FROM CONSOLIDATED RETURNS;
20 AMENDING SECTIONS 7-6-302 THROUGH 7-6-304, 15-1-501,
21 15-31-113, 15-31-114, 15-31-141, 17-5-408, AND 20-9-343,
22 MCA; REPEALING SECTIONS 15-31-701 THROUGH 15-31-703, MCA;
23 AND PROVIDING AN  IMMEDIATE EFFECTIVE DATE AND AN
24 APPLICABILITY DATE,"
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WHEREAS, the Montana Supreme Court has developed a
judicial doctrine that incorporates the deductions contained
in the federal Internal Revenue Code into the definition of
"net income" Eor Montana corporation license tax purpases;
and

WHEREAS, the Montana Legislature has enacted a
definition of "net income" for purposes of the corporation
license tax, and the effect of the judicial doctrine is to
automatically include additional deductions as may be
adopted by Congress without consideration or enactment by
the Montana Legislature; and

WHEREAS, the Montana Legislature should be allowed to
enact deductions appropriate for Montana; and

WHEREAS, the restrictions on filing consolidated tax
returns without a deduction Eor dividends could place
Montana corporations at a competitive disadvantage because
corporations that operate both within and outside Montana
are not subject to multiple taxation by Mcntana and can file
combined tax returns pursuant to Title 15, chapter 31, part
3, MCA.

THEREFORE, cne of the purposes of this act is to
provide that only those deducticons specifically set forth in
Title 15, chapter 31, MCA, may bhe used in calculating "net
income", and the deductions in the Internal Revenue Code do

not apply unless specifically provided in Title 15, chapter
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31, MCA. The Montana Legislature intends that Montana
corporations have the right to file consolidated tax returns
in order to avoid a competitive disadvantage withn

corporations which do not operate exclusively in Montana.

BE IT ENACTED BY THE LEGISLATURE OF THE 3TATE OF MONTANA:
Section 1. Section 7-6-302, MCA, is amended to read:
"7-6-3102. Local government block grant account created

-— source of funds. (1) There is a local government block

grant account within the state special revenue fund.

(2) Funds in this account must be used to provide
payments from the local government block grant program to
eligible jurisdictions.

{3} Thirty-three and one-third percent of the oil
severance tax collected under the provisions of 15-36-101,

B8.86% of the corporation license and income taxes collected

under the pravisions of Title 15, chapter 31, and all funds

appropriated ta the account must be deposited in the
account . "
Section 2. Section 7-6-303, MCA, is amended to read:
"7-6-303. Local government bleck grant program. (1)
The department of commerce shall administer the local
government block grant program and distribuyte funds from the
lecal government block grant account,

{2) The local government block grant program ig

-3-

10
11
12
i3
14

15

17
18
19
20

21

23
24

25

LC 1504,/01

comprised of three four parts:
{a) a general purpose block grant for municipalities,
counties, school districts, and other jurisdictions;

tb) a grant for taxing jurisdictions _consisting of

8.86% of the courporation license and income taxes;

tb¥ic) a general services bleck grant for counties:
and

tey(d) a general services block grant for
municipalities.”

Section 3. Section 7-6-304, MCA, 13 amended to read:

"7-6-304., Division of block grant funds. The division
of funds within the local government block grant account is
as follows:

(1) Except as provided in 7-6-309(1) and subsection

12), the general purpese bleock grant focr municipalities,
counties, school districts, and cther jurisdictions must be
funded, before any other distributions are made from the
account, in an amount sufficient to cover the reimbursements
required by 61-3-536.

(2) The portion of rhe block grant account consisting

cf B.Bo:¥ of the corporatica . license and -.lacome takes

coliected under the provisions of Title 15, chapter 131, must

be distributed as provided in this subsection prior to

funding the general services block grants. The portion oF

the account consisting of 8,86% of the c¢orporation license

-3~
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and income taxes must be allocated to all of the counties on

a per _capita basis. The counties shall allocate the amount

received to each taxing jurisdiction in the county in the

propcrtion that its mill levy for that fiscal year bears to

the total mill levy of the taxing authorities of the county.

t2¥(3) (a) The general services block grant for
counties must be funded from a percentage of the remaining
funds deposited in the account equal to the ratio of the
unincorporated population to the state population.

{b) The general services block grant for
municipalities must be funded from a percentage of the
remaining funds deposited in the account equal to the ratio
of the incorporated population to the total state
population.”

Section 4, Section 15-1-501, MCA, is amended to read:

“15-1-501, (Effective July 1, 1985--Applicahle to tax
years beginning after December 31, 1984) Disposition of
moneys from certain designated license and other taxes. (1)
The state treasurer shall deposit to the credit of the state
general fund all moneys received by him from the collection
of :

{a) automocbile driver's license fees under subsections
(1) through (6} of 61-5-111;

(b) electrical energy producer's license taxes under

chapter 51;
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(c) severance taxes allocated to the general fund
under chapter 36;

(d) liquor license taxes under Title 16;

(e) telephone [company] license taxes under chapter
53: and

(f) inheritance and estate taxes under Title 72,
chapter 16.

(2) Seventy-five percent of all moneys received from
the collection of income taxes under chapter 30 and 68, 35%

of all moneys received from the corporation license and

income taxes under chapter 3l;--excepec--as--provided--in
$5-33-7827 shall be deposited in the general fund subject to
the prior pledge and appropriation of such income tax and
corporation license tax collections for the payment of

long-range building program bonds. An amount equal to B.86%

cf all moneys received from the collection of corporation

license and income taxes under chapter 31 shall be deposited

into the local govermment block grant account within  the

state special revenue fund, subject to the prior pledge and

appropriation of such corporation license tax collections

for the payment c¢f long-range building program bonds. The

remaining 25% 22.79% cof the proceeds of the corporation
license taxy-exciuding-that-alriecated-toc-the-counttes-under
$5-3:-7827 and_the corporation income taxsy and the remaining

25% of the income tax shall be deposited to the credit of

-6
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the state special revenue fund for state equalization aid to
the public schools of Montana.

(3) The state treasurer shall also deposit to the
credit of the state general fund all moneys received by him
from the collection of Llicense taxes, fses, and all net
revenues and receipts from all other sources under the
operation of the Montana Alccholic Beverage Code.

(4) Thirty-three and one-third percent of the total
collections of the oil severance tax under chapter 36 shall
be deposited inte the local government block grant account
within the state special revenue fund. After the
distribution provided for in 15-36-112, the remainder of the
oil severance tax c¢ollections shall be depesited in the
general fund.”

Section 5, Section 15-31-113, MCA, is amended to read:

"15-31-113. Gross income and net income. (1) The term
"gross income" means all income recognized in determining
the corporation's gross income for federal income tax
purposes and:

fa) including:

{i) interest exempt from federal income tax;

{ii) the portion of gain from a liquidation of the
reporting corporation not recognized for federal corporate
income tax purposes pursuant to sections 331 through 337 of

the Internal Revenue Code (as those sections mway be amended

-7-
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ar renumbered) attributable to stockholders, elither
individual or corporate, not subject to Montana income or
license tax under Title 15, chapter 30 or chapter 31, as
appropriate, on the gain passing through to the stockholders
pursuant to federal law; and

{b) excluding gain recognized for federal tax purposes
as a shareholder of a liguidating corpordtion pursuaat to
sections 331 through 337 of the Internal Revenue Code (as
those sections may be amended or renumbered) when the gain
is required to be recognized by the liquidating corporation
pursuant to subsection (l){a)f{ii) of this section.

(2) The term "net income" means the grcess Iincome of
the corporation less the only those deductions set forth in

15-31-114. It does not include any deductions allowed by the

Internal Revenue Code unless specifically provided for in

this chapter.

(3) No corporation is exempt from the corporation
license tax unless specifically provided for under
15~31-101(3) or 15-31-102. Any corporation not subject tec or
liable for federal income tax but not exempt from the
corporation license tax wunder 15-31-101:{3) .of 15-31:102
shall compute gross income for corporation license tax
purposes la the same manner as a corporation that is subject
to or liable for {ederal income tax accoréing to the

provisions for determining gross income in  the federal

-a-
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Internal Revenue Code in effect for the taxable year,"”
Section 6. Section 15-31-114, MCA, is amended to read:
"15-31-114. Deductions allowed in computing income. In

computing the net income, the Eollowing deductions shall be

allowed from the gross ilncome received by such corporation
within the year from all sources:

{1) All the ordinary and necessary expenses paid or
incurred during the taxable year in the maintenance and
cperation of 1ts business and properties, including
reasonable allowance for salaries for perscnal services
actually rendered, subject to the limitation hereinafter
contained, rentals or other payments required to be made as
a condition to the continued use or possession of property
ta which the corperation has not taken or is not taking
title or in which it has no equity. No deduction shall be
allowed for salaries paid upon which the recipient thereof
has not paid Montana state income tax; provided, however,
that where domestic corporations are taxed on income derived

rom wirhout the state, salaries of officers paid in

Fa

connection with securing such income shall be deductible.
(2} {(a) All losses actually sustained and charged ofEF
within the year and not compensated by insurance or
otherwise, including a reasonable allowance for the wear and
tear and obsolescence of property used in the trade or

business, such allowance to be determined according to the
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provisions of section 167 or 168 of the Internal Revenue
Code in effect with respect to the taxable year. all
elections for depreciation shall be the same as the
elections made for federal income tax purposes. No deduction
shall be allowed for any amount pald out for any buildings,
permanent improvements, or betterments made to increase the
value of any property or estate, and no deduction shall be
made for any amount of expense of restoring property or
making good the exhaustion therecf for which an allowance is
or has been made.

(b) (i) There shall be allowed as a deduction for the
taxable period a net operating Lleoss deduction determined
according to the provisions of this subsection. The net
operating less deducticn is the aggregate of net operating
loss carryovers to such taxable period plus the net
operating loss carrybacks to such taxable pericd. The term
"net operating loss" means the excess of the deductions
allowed by this section, 15-31-114, over the gross income,
with the modificaticns specified in (ii) of this subsection.
If for any taxable period beginning after December 31, 1970,
a net cperating loss is sustained, such loss shall be a net
operating loss carryback to each of the three taxable
periods preceding the taxable period of such loss and shall
be a net operating loss carryover to each of the five

taxable periods following the taxable period of such lass. A

-10-
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net operating loss for any taxable period ending after
December 31, 1875, in addition to being a net operating loss
carryback to each of the three preceding taxable pericds,
shall bhe a net operating loss carryover to each of the seven
taxable periods Ffollowing the taxable period of such loss.
The portion of such less which shall be carried to each of
the other taxable years shall be the excess, if any, of the
amount ©of such loss over the sum of the net income for each
of the prior taxable periods to which such loss was carried.
For purposes of the preceding sentence, the net income for
such prior taxable period shall be computed with the
modifications specified in (ii)(B) of this subsection and by
determining the amount of the net operating loss deduction
without regard to the net operating lass for the loss period
or any taxable period thereafter, and the net income so
computed shall not be considered to be less than zero.

(ii) The modifications referred to in (i) of this
subsection shall be as followsa:

{A) No net operating loss deduction shall be allowed.

(B} The deduction Cfor depletion shall not exceed the
amount which would be allowable if computed under the cost
method.

(C) Any net operating loss carried over to any taxable
years beginning after December 31, 1978, must be calculated

under the provisions of this section effective for the
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taxable year for which the return claiming the net operating
loss carryover is filed.

{(1ii) A net operating loss deducticn shall be allowed
only with regard to losses attributable to the business
carried on within the state of Montana,

(iv) In the case of a merger of corporations, the
surviving corporation shall not be allowed a net operating
loss deducticn for net cperating losses sustained by the
merged corporations prior to the date of merger. In the case
of a consolidation of corporations, the new corporate entity
shall not be allowed a deduction for net operating losses
sustained by the consolidated corporations prior to the date
of consolidation.

(v) Notwithstanding the provisions of 15-31-531,
interest shall not be paid with respect to a refund of tax
resulting from a net operating loss carryback or carryover.

(vi) The net operating loss deduction shall not be
allowed with respect to taxable periods which ended on or
before December 31, 1970, but shall be allowed only with
respect to taxable periods begianing on ar after Jaruary 1,
1971.

(3) In the case of mines, other natural deposits, oil
and gas wells, and timber, a reasonable allowance for
depletion and Eor depreciation of lmprovements; such

reasonable allowance to be determined according to the

—12-
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provisions of the Internal Revenue Code in effect for the
taxable year. All elections made under the Internal Revenue
Code with respect to capitalizing or expensing exploration
and development costs and intangible drilling expenses for
corporation license tax purposes shall be the same as the
elections made for federal income tax purposes.

(4) The amount of interest paid within the year on its
indebtedness incurred in the cperation of the business from
which its income ia derived; but no interest shall be
allowed as a deduction if paid on an indebtedness created
for the purchase, maintenance, or improvement of property or
For the conduct of business wunless the income from such
property or business would be taxable under this part.

{(5) {(a) Taxes paid within the vyear, except the
following:

(i} Taxes imposed by this part.

(ii) Taxes assessed against local benefits of a kind
tending to increase the value of the property assessed.

(i11) Taxes on or according to or measured hy net
income or prafits imposed by authority of the government of
the United States.

{iv) Taxes imposed by any other state or country upon
or measured by net income or profits.

(b} Taxes deductible under this part shall be

construed to include taxes impesed by any county, schoel
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district, or municipality of this state.

{6) Light wvehicle license fees, as provided oy
61-3-532, paid within the year.

{7) That portion of an energy-related investment
allowed as a deduction under 15-32-103.

(8) (a) Except as provided in subsection (by,
charitable contributions and gifts that qualify for
deduction under section 170 of the Internal Revenue Code, as
amended.

(b) The public service commission shall not allow in
the rate base of a regulated corporatien the inclusion of
contributions made under this subsection.

{9) In lieu of the deduction allowed under subsection
(8), the taxpayer may deduct the fair market value, not to
exceed 30% of the taxpayer's net income, of a computer or
other sophisticated technological equipment or apparatus
intended for use with the computer donated to an elementary,
secondary, or accredited postsecondary school 1located in
Montana if:

{a) the ccntribution is made no later than 5 years
after the manufacture of the donated property is
substantially completed;

{b) the property 1is not transferred by the donee in
exchange for money, other property. or services; and

(¢) the taxpayer receives a written statement from the

-14-
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donee in which the donee agrees to accept the property and
representing that the wuse and disposition of the property
will be in accordance with the provisions o©of (b} of this
subsection (3)."

Section 7. Section 15-31-141, MCA, iz amended to read:

“15-31-141. Consolidated returns -- computation and
procedure ---prohibicion—-on--Financiat—-institutions. (1)
Corporations which are affiliated may net file a

consolidated return untess if the following conditions are

met:

{a) at least 80% of all classes of stock of each
corporation involved is owned directly or indirectly by one
or more members of the affiliated groups;

{(b) all members of the affiliated group are qualified

to do business in Montana; and

(c) all members of the affiliated group operate

exclusively within Montana.

t2¥--Eerporationa--may--not—-fite-a-consotridated-raturn
uniess-the-operation-of-the-affittated-group--canatitutes—-a
unitary--business--and--permissicn--to--fite--a-consslidated
return-ts-given-by-the-department-of-revenues——For~-purposes
of-this-sectronr-a-Yunttary-business-operations-mesns-one-in
which--the-business-operations-condueted-by-the-corporactens
in~the-affittated-group-are-interretared--sr-—interdependent

to--the-extent-that-the-nec—income-af-sne-¢orporation-cannot
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reascnabiy-be-determined-without-reference-to-the-operations
conducted-by-the~-other-corporatisnss

t3¥(2) TIf the conditions of subsescieons subsection (1)
and-t2y-ef-this-section are met, the department may reguire
corporations to Eile a consolidated return when the
department considers a consolidated return necessary.

t4¥(3) Any corporation liable tc report under this
chapter and owning or controlling, either directly or
indirectly, at least 80% of all classes of stock of each
corporation invclved may be required to make a consolidated
report showing the combined net income, such assets of the
corporaticon as are required for the purposes of this
chapter, and such other information as the department may
require, but excluding intercorporate stackholdings and
intercerporate accounts. Any corperation liable to report
under this chapter and owned or controlled, either directly
or indirectly, by another corporation may be required to
make a report consolidated with the owning company, showing
the combined net income, such assets of trne corporation as
are required <for the purposes of this chapter, and such
octher information as the department may .reguire. but
excluding intercorporate stockholdings and intercorporate
accounts. In case it shall appear to the department that any
arrangement exists in such & manner as to improperly reflect

the business done, the segregable assets, or the entire net

-16-
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income earned from Dbusiness done 1In this state, the
department is authorized and empowered to equitably adjust
the tax in such manner as it may determine.
t53--tay-A--majority--of--the--corporacion--iicense-tax
¢otipcsted-from--finanetat--instituttons--is--paid-—-to--toeal
government--areas--in--which--each--financiai-inatitution-is
incatad: --Howevery—-consotidared-—-veturna---for—---finaneciatl
inatitukions--do--not--reflect--che-true-tax—ateributabte-to
sach-toecai-government:-—in--additions--consstridated-—returns
wonid-permie-financrai-inatitutions-to-sffser-income-agatnat
tssses—-of-nonfinanciat-tnatieutions;-thereby-distorting-the
srue-income-of-rach-financtal-organizations
{by--in—smecordance-with~-subseetion--{53tatrr--£itnancial
imaritusions-are-prohibited-from-fiting-conantidated-returns
unde¢-this-sscetonz"
Section 8. Section 17-5-408, MCA, is amended to read:
©17-5-408. Percentage of income, corporation license,
and cigarette tax pledged. (1) The state pledges and
appropriates and directs to be credited as received to the
debt service account 11% of all moneyj;-except-as-previded-in
$5-31-7827 received from the collection of the income tax

referred to in 15-1-501 and 10.02% of all money received

from the collection of the corporation license tax referred

to in 15-1-501 and such additional amcount of said taxes, if

any, as may at any time be needed to comply with the
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principal and interest and reserve requirements stated in
17-5-405(4)}, provided that no mere than 11% of auweh the

income tax collections or 10.02% of the corporaticn license

tax collections shall be deemed to be pledged for the
purpose of 17-5-403(2). The pledge and appropriation herein
made shail be and remain at all times a first and prior
charge upon all money received from the collection of said
taxes.

(2} The state pledges and appropriates and directs to
be credited to the debt service account 79.75% of all money
received from the collection of the l6-cent excise tax on
cigarettes which 1is levied, imposed, and assessed by
16-11-111. The state also pledges and appropriates and
directs to be credited as received to the debt service
account all money received from the collection of the taxes
on other tobacco products which are or may hereafter be
levied, imposed, and assessed by law for that purpese,
including the tax 1levied, imposed, and assessed by
16-11-202. Nothinqg herein shall impalr or otherwise affect
the provisions and covenants contained in the resclutions
authorizing the presently outstanding long-range building
program bonds. Subject to the provisions ¢f the preceding
sentence, the pledge and appropriation herein made shall be
and remain at all times a Eirst and prior charge wupon all

money received from the collection of all taxes referred to

-18-
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in this subsection (2)."

Section 9. Section 20-9-343, MCA, is amended to read:

"20-9-343. pefinition of and revenue for state
equalization aid. {1) As used in this title, the term "state
equalization aid" means those moneys deposited in the state
special revenue fund as required in this secticn plus any
legislative appropriation of moneys frcm other sources for
distribution to the public schools for the purpose of
equalization of the foundation program.

(2) The legislative appropriation for stare
equalization aid shall be made in a single sum for the
biennium. The superintendent of public instruction has
authority to spend such appropriation, together with the
earmarked revenues provided in subsection {3), as required
for foundation program purposes througheout the biennium.

{3) The following shall be paid into the state speciai
revenue fund for state equalization aid to public schools of
the state:

{a) 25% of all moneys received from the collection of
income taxes under chapter 30 of Title 15;

(b) 25% 22.79% of all moneysy-exeept--ms--provided-—in
+5-33~-7827y received from the collection of corporation
license taxes under chapter 31 of Title 15, as provided by
15~1-501;

(c) 10% of the mconeys received from the collection of
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the severance tax on coal under chapter 35 of Title 15:

(d} 62 1/2% of the moneys received from the treasurer
of the United States as the state's shares of oil, gas, and
other mineral royalties under the federal Mineral Lands
Leasing Act, as amended;

(e} interest and income moneys described in 20-9-341
and 20-9-342;

(£) income from the local impact and education trust
fund account; and

{g) 1in additien to these revenues, the surpius
revenues collected by the counties for foundation program
support according to 20-9-331 and 20-9-333 shall be paid
lnto the same state special revenue fund.

(4) Any surplus revenue in the state equalization aid
account in the second year of a biennium may be used to
reduce the appropriation required for the next succeeding
biennium [or may be transferred to the state permissive
account if revenues in that fund are insufficient to meet
the state's permissive amount obligation].”

NEW SECTION. Section 10. CIDxtension of authority. Any
existing autherity c¢f the department of revenue or the
department of commerce to make rules on the subject of the
provisions of this act is extended to the provisions of thisg
act.

NEW SECTION. Section 1l1. Intent of amendment,. The

-2
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1983 Montana Cocde Annotated contains two versions of
15-1~501. One is a temporary version, and the other is
effective July 1, 1985. Section 15-1-501(2}) of both versions
contains the same language. It is intended that the
amendment te 15-1-501 contained in section 4 of this act
amend both versions,

NEW SECTION. Section 12. Repealer. Sections 15-31-701
through 15-31-703, MCA, are repealed.

NEW SECTION. Section 13. Applicability date. This act
is applicable to taxable years beginning on or after January
1, 1985, l

NEW SECTION. Section 14. Effective date. This act is
effective on passage and approval.

-End-
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STATE OF MONTANA
REQUEST NO. FNN 487-85

FISCAL NOTE
Form BD-15

In compliance with a written request received February 20, 19 85 , there is hereby submitted a
Fiscal Note for S.B. 455 pursuant to Title 5, Chapter 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
Plapning, to members of the Legislature upon request.

DESCRIPTION OF PROPOSED LEGISLATION:

An act replacing the distribution of B0 percent of the corporation license and income taxes collected from banks
and savings and loan associations to the taxing jurisdictions in the county where the banks or savings and loan
associations are located with a distribution of a flat B.86 percent of the corporation license and income taxes
to be deposited to and distributed by the local government block grant program; revising the coporation license
or income tax by providing that deductions are limited to those set forth in Section 15-31-114, MCA; providing
for depreciation expenses calculated under the Internal Revenue Code Section 168, accelerated cost recovery
system; providing that certain corporations may file consolidated returns; providing for distribution of
collections from consolidated returms; and providing an immediate effective date and an applicability date.

ASSUMPTIONS:

i. Corporate license tax collections from financial institutions will be $5.686 million in FY 86 and $6.131
million in FY 87 (OBPP).

2. Total corporate license tax collections will be $51.357 million and $55.308 million in FY B6 and FY 87,
respectively (OBPP).

3. Based on corporate audit experience, it is estimated that the elimination of Section 243, 244, and 245
deductinns of the Internal Revenue Code will increase corporate tax collections by approximately $2.5
million per year.

4. Allowing domestic corporations to file consolidated returns will reduce collections by approximately

$500,000 per year.
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FISCAL IMPACT:

Effect on Revenue:
Corporate License Tax
Fund Information:
General Fund
Earmarked Special
Revenue Account
Debt Service Account
Local Governments

Local Government
Block Grant Account

Net Local Government Impact

TECHNICAL NOTE:

Section 14 of the bill states that this act is effective on passage and approval.

FY 86

Under Under Estimated

Current Law Proposed Law Increase
$51,357,000 $53,357,000 52,000,000
29,957,120 31,123,138 1,166,018
11,702,000 12,160,060 458,060
5,148,880 5,346,372 197,492
4,549,000 -0- (4,549,000)
-0- 4,727,430 4,727,430
178,430

FY 87
Undex Under
Current Law Proposed Law Increase

$55,380,000 $57,380,000 $2,000,000
32,304,000 33,469,754 1,165,754
12,618,750 13,076,902 458,152
5,552,250 5,749,476 197,226
4,905,000 =-0- (4,905,000)
~0- 5,083,868 5,083,868
178,868

This will require the

Department of Revenue to immediately distribute additional FY 85 corporation tax revenues based on the new

distribution.

that will need to be distributed by June 30, 1985.

dual distribution process in FY 85.

This will mean that the local government block grant account will receive funds in FY 85
An effective date of July 1, 1985 would alleviate the



STATE OF MONTANA
REQUEST NO. FNN487-85(Amended)

FISCAL NOTE
Form BD-15

In compliance with a written request received April 4 , 19 85 , there is hereby submitted a
Fiscal Note for S.B. 455(Amended) pursuant to Title 5, Chapter &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

An act replacing the distribution of 80 percent of the corporation license and income taxes ccllected from banks
and savings and loan associations to the taxing jurisdictions In the county where the banks or savings and loan
associations are located with a distribution of a flat 8.86 percent of the corporation license and income taxes to
be deposited to and distributed by the local government block grant program; revising the corporation license or
income tax by providing that deductions are limited to those set forth in Section 15-31-114, MCA; providing for
depreciation expenses calculated under the Internal Revenue Code Section 168, accelerated cost recovery system;
providing that certain corporations may file consclidated returns; providing for distributicn of collections from
consolidated returns; and providing an immediate effective date and an applicability date.

FISCAL IMPACT

The proposal as amended will generate approximately $300,000 of additional revenue by taxing portfolio type divi-
dends, but will alsc create revenue losses by allowing additional consolidated returns. The number of consolida-
tions 1s unknown, but we estimate that the 5300,000 gain will be offset. Thusg, the bill as amended has no impact.

BUDGET DIRECTOR

Office of Budget,and Program Planning

Date: ' jgﬁ:____,,
Revtsen VF.N. S Hs5S
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APPROVED BY COMMITTEE
ON TAXATION

SENATE BILL NO. 455

INTRODUCEL BY TOWE
BY REQUEST OF THE DEPARTMENT OF REVENUE
A BILL FOR AN ACT ENTITLED: “AN ACT REPLACING THE
DISTRIBUTION OF 80 PERCENT OF THE CORPORATION LICENSE AND
INCOME TAXES COLLECTED FROM BANKS AND SAVINGS AND LOAN
ASSOCIATIONS TO THE TAXING JURISDICTIONS IN THE COUNTY WHERE
THE BANKS OR SAVINGS AND LOAN ASSOCIATIONS ARE LOCATED WITH
A DISTRIBUTION OF A FLAT B8.86 PERCENT OF THE CORPORATION
LICENSE AND INCOME TAXES TC BE DEPOSITED TO AND DISTRIBUTED
BY THE LOCAL GOVERNMENT BLOCK GRANT PROGRAM; PROVIDING FOR A

DIFFERENT DISTRIBUTION FORMULA FOR FISCAL YEARS 1986 AND

1987 TO INSURE THAT NO COUNTY RECEIVES LESS THAN 90 PERCENT

OF THE AMOUNT DISTRIBUTED TO IT IN 1983 AND 1984; REVISING

THE CORPORATION LICENSE OR INCOME TAX BY PROVIDING THAT
DEDUCTIONS ARE LIMITED TO THOSE SET FORTH 1IN SECTION

15-31-114, MCA, AND THOSE DEDUCTIONS PROVIDED FOR IN THE

INTERNAL REVENUE CODE, EXCEPT FOR CERTAIN DEDUCTIONS FOR

DIVIDENDS; PROVIDING FOR DEPRECIATION EXPENSES CALCULATED
UNDER THE INTERNAL REVENUE CODE SECTION 168, ACCELERATED
COST RECOVERY SYSTEM; PROVIDING THAT CERTAIN CORPORATIONS
MAY FILE CONSOLIDATED RETURNS; PROVIDING FOR DISTRIBUTION OF
COLLECTIONS FROM CONSOLIDATED RETURNS; AMENDING SECTIONS

7-6-302 THROUGH 7-6-304, 15-1-501, 15-31-113, 15-31-114,

@nﬂ Legisiative councit
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15-31-141, 17-5-408, AND 20-9-343, MCA; REPEALING SECTIONS
15-31-701 THROUGH 15-31-703, MCA; AND PROVIDING AN EIMMEBIATE

EFFECTIVE DATE AND AN APPLICABILITY DATE."

WHEREAS5, the Montana Supreme Court has developed a
judicial doctrine that incorporates the deductions contained
in the federal Internal Revenue Code into the definition of
"net inccome® for Montana carporation license tax pUrposes;
and

WHEREAS, the Montana Legislature has enacted a
definition of '"net income" for purposes of the corporation
license tax, and the effect of the judicial doctrine is to
automatically include additional deductions as may be
adopted by Congress without consideration or enactment by
the Montana Legislature; and

WHEREAS, the Montana Legislature should be allowed to
enact deductions appropriate for Montana; and

WHEREAS, the restrictions on £Eiling consolidated tax
returns without a deduction for dividends could place
Montana corporations at a competitive disadvantage because
corporations that operate both within and outside Montana
are not subject to multiple taxation by Montana and can file
combined tax returns pursuant to Title 15, chapter 31, part
3, MCA.

THEREFORE, one of the purposes of this act is to

SECOND READING

-2- SB 45%
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provide that only those deductions specifically set forth in

Title 15, chapter 31, MCA, AND THOSE DEDUCTIONS PROVIDED FOR

IN THE INTERNAL REVENUE CODE, EXCEPT POR CERTAIN DEDUCTIONS

FOR DIVIDENDS, may be used in calculating "net income"7;-and
the-deductions—-in-the-internai-Revenue--Eode--do--not--appiy
unieas——specificatiy--provided-in-Fitlte-157-chapter—3;-Mea,
The Montana Legislature intends that Montana corporations
have the right to file consolidated tax returns in order to
avoid a competitive disadvantage with corporations which do

not operate exclusively in Montana.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Section 7-6-~302, MCA, is amended to read:
"7-6-302. Local government block grant account created

-~ source of funds, (1) There is & local government block

grant account within the state special revenue fund.

(2) Funds in this account must be used to provide
payments from the local government block grant program to
eligible jurisdictiens.

(3) Thirty-three and one-third percent of the 0il
severance tax collected under the provisions of 15-36-101,

8.86% of the corporation license and income taxes collected

under the provisions of Tiktle 15, chapter 31, and all funds

appropriated to the account must be deposited in the

account.
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Section 2. Section 7-6-303, MCA, is amended to read:

"7-6-303. Local government block grant program. (1)
The department of commerce shall administer the local
government block grant program and distribute funds from the
local government block grant account.

(2) The local government block grant pregram is
comprised of three four parts:

{a) a general purpose block grant for municipalities,
ccunties, school districts, and other jurisdictions;

{b} a grant for taxing jurisdictions consisting of

8.863% of the corporation license and_income taxes;

tB¥(c) a general services block grant for counties;
and
general

tct(d) a

municipalities,”

services block grant for

Section 3., Section 7-6-3104, MCA, is amended to read:

"7-6-304. Division of block grant funds. The division
of funds within the local government block grant account is
as follows:

(1) Except as provided 1in 7-6-309(1) and subsection
{2), the general purpose block grant for municipalities,
counties, school districts, and other jurisdictions must be
funded, before any other distributions are made from the
account, in an amount sufficient to cover the reimbursements

required by 61-3-536.

—-4- SB 455



10
11
12
13
14
15
16
17
18
15
20
21
22
23
24

25

SB 0455/02

{2) The pertion of the block grant account consisting

of B8.86% of the ccorporation license and income taxes

collected under the provisions of Title 15, chapter 31, must

be distributed as provided in this subsection prior to

funding the general services block grants. The portion of

the account consisting of 8.86% of the corporation license

and income taxes must be allocated to all of the counties on

a per capita basis, HOWEVER, FOR FISCAL YEARS 1986 AND 1987,

NO COUNTY SHALL RECEIVE LESS THAN 90% OF THE AVERAGE ANNUAL

AMOUNT OF CORPORATION LICENSE AND INCOME TAXES RECEIVED BY

SUCH COUNTY FOR THE FISCAL YEARS 1983 AND 1984 FROM

DISTRIBUTION PURSUANT TQ 15-31-702. IF PER CAPITA

DISTRIBUTION WOULD RESULT IN A COUNTY RECEIVING LESS THAN

SUCH  GUARANTEED 90%, THE PER CAPITA DISTRIBUTION OF 8.85%

SHALL BE ADJUSTED ACCORDINGLY SO THAT NO COUNTY RECEIVES

LESS THAN ITS GUARANTEED 90% FOR FISCAL YEARS 1986 AND 1987,

PROVIDED SUFFICIENT REVENUES EXIST. THIS ADJUSTMENT SHALL

BE MADE BY THE DEPARTMENT TQ PRESERVE A PROPORTIONATE, PER

CAPITA DISTRIBUTION AMONG THOSE COUNTIES RECEIVING MORE THAN

THEIR 90% GUARANTEED AMOUNT. THE ADJUSTMENT SHALL ALSCO NOT

RESULT IN DISTRIBUTING MORE THAN 8.86% OF CORPORATION

LICENSE AND INCOME TAXES TO ALL COUNTIES. The counties shall

allocate the amount received to each taxing jurisdiction in

the county in the proportion that its mill levy for that

fiscal vyear bears to the total mill levy of the taxing
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authorities of the county.

+2+(3) (a) The general services block grant for
counties must be funded from a percentage of the remaining
funds deposited in the account equal to the ratic of the
unincorporated population to the state population.

(b} The general services block grant for
municipalities must be funded from a percentage of the
remaining funds deposited in the account equal to the ratio
of the incorporated population to the total state
pepulation.®

Section 4. Section 15-1-501, MCA, is amended to read:

"15-1-501. (Effective July 1, 1985--Applicable to tax
years beginning after December 31, 1984) Dispasiticn of
moneys from certain designated license and other taxes. (1)
The state treasurer shall deposit to the credit of the state
general fund all moneys received by him from the collection
of:

ta} automobile driver's license fees under subsections
(1) through {6} of 61-5-111;

(b} electrical energy producer's license taxes under
chapter 51;

(c} severance taxes allocated to the general fund
under chapter 36:

(d} liquor license taxes under Title 16;

{&)}) telephone [company] license taxes under chapter

-8- SB 455
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53; and

{f) inheritance and estate taxes under Title 72,
chapter 16.

{2) Seventy-five percent of all moneys received from
the collection o©f income taxes under chapter 30 and 6B.35%

of all moneys received from the corporation license and

income taxes under chapter 3ly--exeept--as--provided--in
15-3%-7627 shall be deposited in the general fund subject to
the prior pledge and appropriation of such lincome tax and
corporation license tax collections for the payment of

long~range building program bonds. An_amount equal to &.85%

of all moneys received from the collection of corporatian

license and income taxes under chapter 31 shall be deposited

inte the local government block grant acccunt within the

state special revenue fund, subject to the prior pledge and

appropriation of such corporation license tax collections

for the payment of long-range building pregram bonds. The

remaining 25% 22.79% of the proceeds of the corporation
license taxjy-exciuding-that-atiocated-to-the-countisa-under
$5-3:-782; and_the corporation income taxy and the remaining
25% of the income tax shall be deposited to the credit of
the state special revenue fund for state equalization aid to
the public schools of Montana.

(3) The state treasurer shall also deposit to the

credit of the state general fund all moneys received by him

-7- 5B 455
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from the collection of license taxes, fees, and all net
revenues and receipts from all other sources under the
operation of the Montana Alcoholic Beverage Code.

(4) Thirty-three and one-third percent of the total
collections of the oil severance tax under chapter 36 shall
be deposited into the local government block grant account
within the state special revenue fund. After the
distribution provided for in 15-36-112, the remainder of the
o1l severance tax collections shall be deposited in the
general fund."

Section 5. Section 15-31-113, MCA, is amended to read:

“15-31-113. Gross income and net income. (1) The term
"gross income” means all income recognized in determining
the corporatien's gross income for federal income tax
purposes and:

(a) including:

(i) interest exempt from federal income tax;

(ii) the portion of gain from a liquidation ¢f the
reporting corporation not recognized for federal corporate
income tax purposes pursuant to sections 331 through 337 of
the Internal Revenue Code (as those secticons may be amended
or renumbered) attributable to stockholders, either
individual or corporate, not subject to Montana income or

license tax under Title 15, chapter 30 or chapter 31, as

appropriate, on the galn passing through to the stockholders

-8~ SB 455
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pursuant to federal law; and

(b) excluding gain recognized for federal tax purposes
as a snhareholder of a ligquidating corporation pursuant to
sections 331 through 337 of the Internal Revenue Code (as
those sections may be amended or renumbered) when the gain
is required teo be recognized by the liquidating corporation
pursuant to subsection (1)(a){ii) of this section.

{2} The term “neé income" means the gross income of
the corporation less the only those deductions set forth in

15-31~114- It-deoes-not-include-any-deductions—aiiowed-by-the

Internat-Revenue-Code-uniecss-specifreatiy--provided--for--in

thts--chapters AND THOSE * DEDUCTIONS PROVIDEDRD FOR IN THE

INTERNAL REVENUE CODE, EXCEPT FOR THE SPECIAL DIVIDEND

DEDUCTIONS PROVIDED FOR BY SECTIONS 243 A(Ll) AND (3}, 244,

AND 245 OF THE INTERNAL REVENUE CODE (OR AS THOSE SECTIONS

MAY BE AMENDED OR RENUMBERED) WHICH ARE SPECIFICALLY DENIED

AS DEDUCTIONS. THOSE DEDUCTIONS IN 15-31-~114 THAT REFERENCE

THE INTERNAL REVENUE CODE SHALL USE THE INTERNAL REVENUE

CODE IN EFFECT FOR THE TAXABLE YEAR,

[3) No corporation is exempt from the corporation

license tax unless specifically provided for under
15-31-101(3) or 15-31-102. Any corporation not subject to or
liable for federal income tax but not exempt from the
corporation license tax under 15-31-101(3) or 15-31-102

shall compute gross income for corporation license tax

-9- SB 455
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purposes in the same manner as a corporation that is subject
to or liable for federal income tax according to the
provisions for determining gross income in the federal
Internal Revenue Code in effect for the taxable year.“

Section 6. Section 15-31-114, MCA, is amended ta read:

"15-31-114. Deductions allowed in computing income. In
computing the net income, the following deductions shall be
allowed from the gross income received by such corporation
within the year from all sources:

{1) All the ordinary and necessary expenses paid or
incurred during the taxable year in the maintenance and
operation [+34 its business and properties, including
reasonable allowance for salaries for perscnal services
actually rendered, subject to the limitation hereinafter
contained, rentals or other payments required to be made as
a condition to the continued use or possession of property
tG which the corporation has not taken or 1is not taking
title or in which it has no equity. No deduction shall be
allowed for salaries paid upon which the recipient thereof
has not paid Montana state income tax; provided, however,
that where domestic corporations are taxed con income derived
from without +the state, salaries of officers paid in

connection with securing such income shall be deductible.

(2) (a) All losses actually sustained and charged off
within the year and not compensated by insurance or
-10- 5B 45%
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otherwise, including a reasconable allowance for the wear and
tear and obsolescence of property used in the trade or
business, such allowance tc be determined according to the
provisions of section 167 or 168 of the Internal Revenue
Code in effect with respect to the taxable year. Aall
elections for depreciation shall be the s=ame as the
elections made for federal income tax purposes. No deduction
shall be allowed for any amount paid out for any buildings,
permanent improvements, or betterments made to increase the
value of any property or estate, and no deduction shall ke
made for any amount of expense of restoring properiy or
making gocd the exhaustion thereof for which an gllowance is
or has been made.

{b) ({i) There shall be allowed as a deduction for the
taxable period a net operating loss deduction determined
according to the provisions of this subsection. The net
operating loss deduction is the aggregate of net operating
loss carryovers to such taxable peried plus the net
operating loss carrybacks to such taxable period. The term
"net operating loss" means the excess of the deductions
allowed by this section, 15-31-1:4, over the gross income,
with the modificaticns specified in (ii) of this subsection.
If for any taxable period beginning after December 31, 1570,
a net operating loss is sustained, such loss shall be a net

operating loss carryback to each of the three taxable
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periods preceding the taxable period of such loss and shall
be a net operating 1loss carryover to each of the five
taxable periods following the taxable peried of such loss. A
net cperating less for any taxable period ending after
December 31, 1975, in addition to being a net operating loss
carryback to each of the three preceding taxable periods,
shall be a net operating loss carryover to each of the seven
taxable periocds following the taxable period of such loss.
The portion of such loss which shall be carried to each of
the other taxable years shall be the excess, if any, of the
amount @f such loss over the sum of the net income for each
of the prior taxable pericds to which such loss was carried.
For purposes of the preceding sentence, the net income for
such prior taxable period shall be computed with the
modifications specified in {ii)(B) of this subsection and by
determining the amount of the net operating loss deduction
without regard to the net operating loss fcr the loss periocd
or any taxable period thereafter, and the net income so0
computed shall not be considered to be less than zero.

{ii) The modifications referred to in (1)} of this
subsection shall be as follows:

(A} Na net coperating loss deduction shall be allowed.

(B} The deduction for depletion shall not exceed the
amaunt which would be allowable if computed under the cost

method.

-12- SB 455
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{C} Any net operating loss carried over to any taxable
years beginning after December 31, 1978, must be calculated
under the provisiens of this section effective for the
taxable year for which the return claiming the net operating
loss carryover is filed.

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

{iv) In the case of a merger of corporations, the
surviving corporation shall not be allowed a net operating
loss deduction for net operating losses sustained by the
merged corporations prior to the date of merger. 1n the case
of a consolidation of corporations, the new corporate entity
shall not be allowed a deduction for net operating losses
sustained by the censolidated corporaticons prior to the date
of consolidation.

{v] Notwithstanding the provisions of 15-31-531,
interest shall not be paid with respect te a refund of tax
resulting from a net cperating leoss carryback or carryover.

(vi) The net operating loss deduction shall not be
allowed with respect to taxable periods which ended on or
befcre December 31, 1970, but shall be allowed only with
respect to taxable periods beginning on or aftter January 1,
1971,

{3) In the case of mines, orher natural deposits, cil
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and gas wells, and timber, a reasonable allowance for
depletion and for depreciation of improvements; such
reasonable allowance to be determined according to the
provisions of the Internal Revenue Code in effect for the
taxable year. All elections made under the Internal Revenue
Code with respect to capitalizing or expensing exploration
and development costs and intangible drilling expenses for
corporation license tax purposes shall be the same as the
elections made for federal income tax purposes.

(4) The amount of interest paid within the year on its
indebtedness incurred in the operation of the business from
which its income 1is derived; but mno interest shall be
allowed as a deduction if paid en an indebtedness created
for the purchase, maintenance, or improvement of property or
for the conduct of business wunless the income from such
property or business would be taxable under this part.

{(5) (a) Taxes paid within the vyear, except the
following:

(1) Taxes imposed by this part.

{ii) Taxes assessed against 1local benefits of a kind
tending tco increase the value of the property assessed.

(iii) Taxes on or according to or measured by net
income or profits imposed by authority of the government aof
the United States.

(iv) Taxes imposed ny any other state or Country upon

-14- SB 455
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or measured by net income or profits.

(b) Taxes deductible under this part shall be
canstrued to include taxes imposed by any county, school
district, or municipality of this state.

(6) Light vehicle license fees, as provided by
61-3-532, paid within the year.

{7) That portion of an energy-related investment
allowed as a deduction under 15~32-103.

(8) (a) Except as provided in subsection (b},
charitable contributions and gifts that qualify for
deduction uynder section 170 of the Internal Revenue Code, as
amended.

(b) The public service commission shall not allow in
the rate base of a regulated corporatien the inclusion of
contributions made under this subsection.

(9} In lieu of the deduction allowed under subsecticn
{8), the taxpayer may deduct the fair market value, not to
exceed 30% of the taxpayer's net inccme, of a computer or
other sophisticated techncological equipment or apparatus
intended far use with the computer donated to an elementary,
secondary, or accredited postsecondary school lLocated in
Montana 1f:

{a) the contribution is made no later than % vyears
after the manufacture of the

donated property is

substantially completed;
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{b) the property is not transferred by the donee in
exchange for money, other property, or services; and

{c) the taxpayer receives a written statement from the
donee in which the donee agrees to accept the property and
representing that the use and disposition of the property
will be 1n accordance with the provisicons of (b) of this
subsection (9).”"

Section 7, Section 15-31-141, MCA, is amended to read:

"15-31-141. Consolidated returns -- computation and
srocedure -—----prohtbhttion—-sn--finanetai-tmarieariona. (1)
Corporations which are affiliated may nor file a

consolidated return uniess if the following conditions are

met:

{a) at least 80% of all classes of stock of each
corporation involved is owned directly or indirectly by one
or more members of the affiliated groups;

(b) all members of the affiliated group are gualified

to do business in Montana; and

{c) all members of the affiliated group operate

exclusively within Montana.

t24--Eorporations-may not-£ite--p--consctidated--reeurn
uniess——-the--operation-of-the-affiliated-group-conatitntes-a
anitary-business-—and--permission——ea--£frte--a--consocirdaced
return--i8--given-by-the-deparement-cf-revenues-Por-purposes

of-this-sectiony-a—tunitary-business-opersttoni-means-one-in
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which-the-business-operationa—eonducted-by—the--corporations
tn—-the--affiitatead-group-are-inrerreiated-or-interdependent
to-the-extant-that-the-net-itncome-of -one-corporatisn--sannat
reasonably-be-determined-withent-reference-to-the-operations
esnductead-by-the-other-corporationss

+33({2) If the conditions of subseecttens subsection (1)
and--t2y-~of-this-aection are met, the department may reguire
corporations to file a consclidated return when the
department considers a consclidated return necessary.

+4¥{3) Any corporation liable to report under this
chapter vand owning or .controlling, either directly or
indirectly, at 1least 80% of all classes of stock of each
corporation invoived may be reguired to make a consolidated
report showing the combined net income, such assets of the
corporation as are required for the purposes of this
chapter, and such other information as the department may
require, but excluding intercorporate stockheoldings and
intercorporate accounts. Any corporatiocn liable to report
under this chapter and owned or controlled, either directily
or indirectly, by another corporation may be required to
make a report consclidated with the owning company, showing
the combined net income, such assets of the corporation as
are required for the purposes of this chapter, and such
other information as the department may reguire, but

excluding intercorporate stockholdings and intercorporate
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accounts. In case it shall appear to the department that any
arrangement exists in such a manner as to improperly reflect
the business done, the segregable assets, or the entire net
income earned from business done in this state, the
department 1is authorized and empowered to equitably adjust
the tax in such manner as it may determine.
t53--~tay-A-majority--of--the--corporation--ticense--tax
eotiectad--ferom——financiat--instituttons-—ts--patd--to-iocal
government-areas—in-—which--each--financtat--institution--+s
tocateds---Howaver;-—-—consoitdated---returna-—for--financial
tnsticutions-do—net-reflect-the--true——tax--attriburablie——to
each-—-tocat--gavernmentr——-fa--addittony-consotidated-returns
woutd-permit-financial-institutiona~to-offset-income-againse
tesses-osf-nenfinanetat-tnsritutitonar;-chereby-distorting--the
true-tneome-of-each-firanciat-organtzatians
tby--in--mecordance--with--subsection-{53{tayr-Ffinanecial
tnscitutiona-are-prohibited-£from-fiting-consctidated-raturns
under-thia-seetionz"
Section B. Section 17-5-408, MCA, is amended to read:
"17-5-408. Percentage of income, corporation license,
and cigarette tax pledged. (1)} The state pledges and
appropriates and directs to be credited as received to the
debt service account 11% of all moneyr-except-as-provided-in
¥5-31-7827 received from the collection of the income tax

referred to in 15-1-501 and 10.02% of all money received
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from the collection of the corporation license tax referred

to in 15-1-501 and such additicnal amount of said taxes, if
any, as may at any time be needed toc comply with the
principal and interest and reserve requirements stated in
17~5-405(4), provided that no more than 11% of auaeh the

income tax collecticns or 10.02% of the corporation license

tax collections shall be deemed to be pledged for the
purpose of 17-5-403(2). The pledge and appreopriation herein
made shall be and remain at all times a first and prior
charge upon all money received from the ccllection of said
taxes.

(2) The state pledges and appropriates and directs to
be c¢redited to the debt service account 79.75% of all money
received from the collection of the l6-cent excise tax on
cigarettes which is levied, imposed, and assessed by
16-11-111. The state also pledges and approptiates and
directs to be credited as received to the debt service
account all money received from the collection of the taxes
on other tobacce products which are or may hereafter be
levied, impcsed, and assessed by law for that purpose,
including the tax levied, imposed, and assessed by
16-11-202. Nothing herein shall impair or otherwise affect
the provisions and covenants contained in the resclutions
authorizing the presently outstanding long-range building

program bonds. Subject to the provisions of the preceding
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sentence, the pledge and appropriation herein made shall be
and remain at all times g first and prior c¢harge upon all
money received from the collection of all taxes referred to
in this subsection (2)."

Section 9. Section 20-9-343, MCA, is amended to read:

"20-9-343. Definition of and revenue for state
egualization aid. (1) As used in this title, the term "state
egualization aid" means those moneys deposited in the state
spacial revenue fund as required in this section plus any
lecislative appropriation of moneys Erom other sources for
distribution to the public schools for the purpese of
equalization of the foundation program.

{2) The legislative appropriation for state
equalization aid shall he made in a single sum for the
biennium. The suyperintendent of public instruction has
authority to spend such appropriation, together with the
earmarked revenues provided in subsection (3), as required
for foundation program purpcses throughout the biennium.

{3) The following shall be paid into the state special
revenue fund for state equalization aid to publi¢ schools of
the state:

{a) 25% of all moneys received from the collection of
income taxes under chapter 30 of Title 15;

(b) 25% 22.79% of all moneysry-except-sa-previded—in

¥5-3:-782+ received from the collection of corporation
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license taxes under chapter 31 of Title 15, as provided by
15-1-501;

(c) 10% of the moneys received from the collection of
the severance tax on ccal under chapter 35 of Title 15;

{(d) 62 1/2% of the moneys received from the treasurer
of the United States as the state's shares of o0il, gas, and
other mineral royalties under the [federal Mineral lLands
Leasing Act, as amended;

(e} interest and income moneys described in 20-9-141
and 20-9-342;

(£) income from the lccal impact and education trust
fund account; and

{g) in addition to these revenues, the surplus
revenues collected by the counties for foundation program
support according to 20-9-331 and 20-9-333 shall be paid
into the same state special revenue fund.

(4) Any surplus revenue in the state equalization aid
account in the second year of a biennium may be used to
reduce the appropriation required for the next succeeding
biennium [or may be transferred to the state permissive
account 1f revenues in that fund are insufficient o meet
the state's permissive amount obligation].”

NEW SECTION. Section 10. Extension of authority. Any
existing authority of the department of revenue or the

department of commerce to make rules on the subject of the
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provisions of this act is extended to the provisions of this
act.

NEW SECTION. Section 11. Intent of amendment. The
1383 Montana Code Annotated contains two versions of
15-1-501. One 1is a temporary version, and the other is
effective July 1, 1985. Section 15-1-501(2) of both versions
contains the same language. It is intended that the
amendment to 15-1-501 contained in section 4 of this act
amend both versions.

NEW SECTION. Section 12. Repealer. Sections 15-31-701
through 15-31-703, MCA, are trepealed.

NEW SECTION. Section 13. Applicability date. This act
is applicable to taxable years beginning on or after January
1, 1985.

NEW SECTION. Section 14. Effective date. This act is
effective on-passage-and-approvat JULY 1, 1985.

-End-
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SEMATE BILL NO. 455

INTRODUCED BY TOWE
BY REQUEST OF THE DEPARTMENT OF REVENUE
A BILL FOR AN ACT ENTITLED: "AN ACT REPLACING THE
DISTRIBUTION OF B0 PERCENT OF THE CORPORATION LICENSE AND
INCOME TAXES COLLECTED FROM BANKS AND SAVINGS AND LOAN
ASSOCIATIONS TO THE TAXING JURISDICTIONS IN THE COUNTY WHERE
THE BANKS OR SAVINGS AND LOAN ASSOCIATIONS ARE LOCATED WITH
A DISTRIBUTION OF A FLAT 8.86 PERCENT OF THE CORPORATION
LICENSE AND INCOME TAXES TO BE DEPOSITED TO AND DISTRIBUTED
BY THE LOCAL GOVERNMENT BLOCK GRANT PROGRAM; PROVIDING FOR A

DIFFERENT DISTRIBUTION FORMULA FOR FISCAL YEARS 1986 AND

1987 TO INSURE THAT NO COUNTY RECEIVES LESS THAN 90 PERCENT

OF THE AMOUNT DISTRIBUTED TO IT IN 1983 AND 1984; REVISING

THE CORPORATION LICENSE OR INCOME TAX BY PROVIDING THAT
DEDUCTIONS ARE LIMITED TO THQSE SET FORTH IN SECTION

15-31-114, MCA, AND THOSE DEDUCTIONS PROVIDED FOR IN THE

INTERNAL REVENUE CODE, EXCEPT FOR CERTAIN DEDUCTIONS FOR

DIVIDENDS; PROVIDING FOR DEPRECIATION EXPENSES CALCULATED
UNDER THE INTERNAL REVENUE CODE SECTION 168, ACCELERATED
COST RECOVERY SYSTEM; PROVIDING THAT CERTAIN CORPORATIONS
MAY FILE CONSOLIDATED RETURNS; PROVIDING FOR DISTRIBUTION OF
COLLECTIONS FROM CONSOLIDATED RETURNS; AMENDING SECTIONS

7-6-302 THROUGH 7-6-304, 15-1-50L, 15-31-113, 1%5-31-114,

@ﬂnﬂ Legisiative Councd
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15-31-141, 17-5-408, AND 20-9-343, MCA; REPEALING SECTIONS
15-31-~701 THROUGH 15-31-703, MCA; AND PROVIDING AN IMMEDIADH
EFFECTIVE DATE AND AN APPLICABILITY DATE."

WHEREAS, the Hontaﬁa Supreme Court has developed a
judicial doctrine that incorporates the deductions contained
in the federal Internal Revenue Code into the definition of
"net income" for Montana corporation license tax purposes;
and

WHEREAS, the Montana Legislature has enacted a
definition of “net income" for purpcses of the corporation
license tax, and the effect of the judicial doctrine is to
automatically include additional deductions as may be
adopted by Congress without consideration or enactment by
the Montana Legislature; and

WHEREAS, the Montana Legislature should be allowed to
enact deductions appropriate for Montana; and

WHEREAS, the restrictions on filing consolidated tax
returns without a deduction for dividends could place
Montana corporations at a competitive disadvantage because
corporations that operate both within and outside Montana
are not subject to multiple taxation by Montana and can file
combined tax returns pursuant to Title 15, chapter 31, part
3, Mca.

THEREFORE, one of the purposes of this act is to

-2
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provide that only those deductions specifically set forth in

Title 15, chapter 31, MCA, AND THOSE DEDUCTIONS PROVIDED FOR

IN THE INTERNAL REVENUE CODE, EXCEET FOR CERTAIN DEDUCTIONS

FOR DIVIDENDS, may be used in calculating "“net income"y;-and
the-deductions-in-the-internai-Revenue-—-€eode--do-~not--appiy
uniesa-~spectfteatiy-—provided-in-fitie-1S5r-chapter-3t7-MEA.
The Montana Legislature intends that Montana corporations
have the right to File consolidated tax returns in order to
avoid a competitive disadvantage with corporations which do

not operate exclusively in Montana.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Section 7-6-302, MCA, is amended toc read:
*7-6-302, Local government block grant account created

-~ source of fFunds. (1) There is a local government block

grant account within the state special revenue fund.

(2) Funds in this account must be used to provide
payments from the local government block grant program to
eligible jurisdictions.

{3) Thirty-three and one-third percent of the oil
severance tax collected under the provisions of 15-36-101,

8.86% of the corporation license and income taxes collected

under the provisions of Title 15, chapter 31, and all Efunds

appropriated tc the account must be deposited in the

account ."”
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Section 2, Section 7-6-303, MCA, is amended to read:

*7-6~-303. Local government bleck grant program. (1)
The department of commerce shall administer the local
government block grant program and distribute funds from the
local government block grant account.

{2) The local government blcock grant program is
comprised of three four parts:

(a) a general purpose block grant for municipalities,
counties, school districts, and other jurisdictions;

{b} a grant for taxing jurisdictions consisting of

8.86% of the corporation license and income taxes;

tby(c) a general services block grant for counties;
and

general gervices block grant for

tey(d) a
municipalities.”

Section 3. Section 7-6-304, MCA, is amended to read:

"J-6-304, Division of block grant Efunds. The division
of funds within the local government block grant account is
as follows:

(1} Except as provided in 7-6-309(1) and subsection
{2). the general purpose block grant for municipalities,
counties, schocol districts, and other jurisdictions must be
funded, before any other distributions are made from the

account, in an amount suEficient to cover the reimbursements

required by 61-3-536.

~4= SB- 455
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{2) The portion of the block grant account consisting

of B.B6% of the corporation license and income taxes

collected under the provisions of Title 15, chapter 31, must

be distributed as provided in this subsection prior te

funding the general services block grants. The porticn of

the account consisting of 8.86% of the corporation license

and income taxes must be allocated to all of the counties on

a per capita basis. HOWEVER, FOR FISCAL YEARS 1986 AND 1987,

NOQ COUNTY SHALL RECEIVE LESS THAN 50% OF THE AVERAGE ANNUAL

AMOUNT OF CORPORATION LICENSE AND INCOME TAXES RECEIVED BY

SUCH COUNTY FOR THE FISCAL YEARS 1383 AND 1984 FROM

DISTRIBUTION PURSUANT TO 15-31-7Q2. IF PER__CAPITA

DISTRIBUTION WOULD RESULT IN A COUNTY RECEIVING LESS THAN

SUCH GUARANTEED 90%, THE PER CAPITA DISTRIBUTION OF 8.86%

SHALL BE ADJUSTED ACCORDINGLY SO THAT NG COUNTY RECEIVES

LESS THAN ITS GUARANTEED 90% FOR FISCAL YEARS 1986 AND 1987,

PROVIDED SUFFICIENT REVENUES EXIST. THIS ADJUSTMENT SHALL

BE MADE BY THE DEPARTMENT TO PRESERVE A PROPORTIONATE, PER

CAPITA DISTRIBUTION AMONG THOSE COUNTIES RECEIVING MORE THAN

THEIR 50% GUARANTEED AMOUNT. THE ADJUSTMENT SHALL ALSO NOQT

RESULT IN DISTRIBUTING MORE THAN 8.86% OF CORPORATION

LICENSE AND INCOME TAXES TO ALL COUNTIES. The counties shall

allocate the amount received to each taxing jurisdiction in

the county in the proporticn that its mill levy £far that

fiscal year hbears to the total mill levy of the taxing
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authorities of the county.

t23¥(3) (a) The general services block grant far
counties must be funded from a percentage of the remaining
funds deposited in the account equal to the ratio of the
unincorporated population to the state population.

(b} The general services block grant for
municipalities must be funded from a percentége of the
remaining funds deposited in the account equal to the ratio
of the incorporated population to the total state
population.”

Section 4. Section 15-1-501, MCA, is amended to readi

"15-1-501. (Effgctiye July 1, 1985--Applicable to tax
years beginning after December 31, 1984) Disposition of
moneys £rom certain designated license and other taxes. (1)
The state treasurer shall deposit to the credit of the state
general fund all moneys received by him from the collection
of:

(a) automobile driver's license fees under subsections
{1) through (6) of 61-5-111;

(b} electrical energy producer's license taxes under
chapter 51;

(c) severance taxes allocated to the general fund
under chapter 36;

(d} liquer license taxes under Title 16;

{e} telephone [company] license taxes under chapter

~-6= SB 455
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pursuant to federal law; and

{b} excluding gain recognized for federal tax purposes
as a shareholder of a liquidating corporation pursuant to
sections < 331 through 337 of the Internal Revenue Codé {as
these sections may be amended or renumbered) when the gain
is required to be recognized by the liquidating corporation
pursuant to subsection (1)(a)(ii) of this section.

(2) The term "net income” means the gross income of
the corporation less the only those deductions set forth in

15-31-114~ It-does-not-inciuvde-any-deductions-aliewed-by-the

internat-Revenune—Lede-pnless-specificatiy--provided--for—-in

this--ehapters AND THOSE DEDUCTIONS PROVIDED FOR IN THE

INTERNAL REVENUE CODE, EXCEPT FOR THE SPECIAL DIVIDEND

DEDUCTIONS PROVIDED FOR BY SECTIONS 243 A(l) AND (3), 244,

AND 245 OF THE INTERNAL REVENUE CODE (OR AS THOSE SECTIONS

MAY BE AMENDED QR RENUMBERED) OR ANY OTHER DEDUCTION FOR

DIVIDENDS, WHETHER PAID OR RECEIVED, AS PROVIDED BY THE

INTERNAL REVENUE CODE, WHICH ARE SPECIFICALLY DENIED &S

DEDUCTIONS. THOSE DEDUCTIONS IN 15-31-114 THAT REFERENCE THE

INTERNAL REVENUE CODE SHALL USE THE INTERNAL REVENUE CODE IN

EFFECT FOR THE TAXABLE YEAR.

{3) No corporation is exempt from the corpeoration

license tax unless specifically provided £for wunder
15-31-101(3) or 15-3i-102. Any corporation not subject to or

liable for federal income tax but not exempt £from the
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corporation license tax under 15-31-101(3) or 15-31-102
shall compute gross income for corporation license tax
purposes in the same manner as a corporation that is subject
to or liable for federal income tax according to the
provisions for determining gross income in the federal
Internal Revenue Code in effect for the taxable year."

Section 6. Section 15-31-114, MCA, is amended to réad:

"15-31-114. Deductions allowed in computing income. In
computing the net income, the following deductions shall be
allowed from the gross income received by such corporation
within the year from all sources:

(1) All the ordinary and necessary expenses paid or‘
incurred during the taxable year in the maintenance and
operation of its business and properties, including
reasonable allowance for salaries for personal services
actually rendered, subject to the limitation hereinafter
contained, rentals or other payments required to be made as
a condition to the continued use or possession of property
to which the corporation has not taken or is not taking
title or in which it has no equity. No deduction shall be
allowed for salaries paid upon which the ‘recipient thereof
has not paid Montana state income tax; provided, howaver,
that where domestic corporations are taxed on income derived
from without the state, salaries of officers paid in

connection with securing such income shall be deductible.
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amount which would be allowable if computed under the cost
method.

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

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

{iv) In the case of a merger of corporations, the
surviving corporation shall not be allowed a net operating
loss deduction for net-operating losses sustained by the
merged corporations prior to the date of merger. In the case
of a consolidation of corporations, the new corporate entity
shall not be allowed a deduction for net coperating losses
sustained by the consolidated corporations prior to the date
of conselidation.

(v) Notwithstanding the provisions of 15-31-531,
interest shall not be paid with respect to a refund of tax
tesulting from a net operating loss carryback or carryover.

(vi) The net operating loss deduction shall not be
allowed with respect to taxable periods which ended on ar
before December 3L, 1970, but shall be allowed only with

respect to taxable periods beginning on or atter January 1,

-13- SB 455
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1971.

(3) In the case of mines, other natural deposits, oil
and gas wells, and timbér, a reasonable allowance for
depletion and  for depreciation of Improvements; such
reasonable ailowance to be determined according to the
provisions of the 1Internal Revenue Code in effect for the
taxable year. All elections made under the Internal Revenue
Code with respect to capitalizing or expensing exploration
and development costs and intangible drilling expenses for
corporation license tax purposes shall be the same as the
elections made for federal income tax purposes.

(4) The amount of interest paid within the year aon its
indebtedness incurred in the operation of the business from
which its income 1is derived; but no inéerest shall be
allowed as a deduction if paid on an indebtedness created
for the purchase, maintenance, or improvement of property or
for the conduct of business unless the income from such
property or business would be taxable under this part.

(5) (a) Taxes paid within the year, except the
following: \

(i) Taxes imposed by this part.

(ii) Taxes assessed against local benefits of a kind
tending to increase the value of the property assessed.

(iii) Taxes on or according to or measured by net

income or profits imposed by authority of the government of

-14- SB 455
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retura--és-—géven-by-the—deéartment—oE-revenue=-Por-purpeses
of-this—seetiony-a-Tunitary-business-scperationi-means-sne-inp
which-the-business-operations-conducted-by-the--corporatians
in-—the--affiliared-greup-are-interreiated-or-interdependent
to-the-extene-chab-the-net-incone-sf-one-corporation--cannet
reasonably-be-determined-witheut-reference-to-the-operaticns
cenducted-by-the-other-corperationsr

t37{2) 1IE the conditions of sshseeeiens subgection (1)

and--t2}-of-this-section are met, the department may require
corporations to file a consolidated return when the
department considers a consolidated return necessary.

t4¥(3) Any corporation 1liable to report under this
chapter and owning or controlling, either directly or
indirectly, at least 80% of all classes of stock of each
corporation involved may be required to make a consclidated
report showing thé combined net income, such assets of the
corporation as are reguired for the purboses of this
chapter, and such other information as the department may
require, but excluding intercorporate stockholdings and

intercorporate accounts. Any corporation liable to report

under this chapter and cowned or controlled, either directly

or indirectly, by another corperation may be required to
make a report consolidated with the owning company, showing
the combined net income. such assets of the corporaticn as

are required for the purposes of this chapter, and such
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other infarmation as the department may require, but
excluding intercorporate stockholdings and intercorporate
accounts, In case it shall appear tc the department that any
arrangement exists in such a manner as to improperly'reflect
the business done, the segregable assets, or the entire net
income earned from business done in this state, the
department is authorized and empowered to equitably adjust
the tax in such manner as it may determine.
t51--tay-A-majority——of--the--cerporation—-iicense--eax
esttected--from--£financiat--institueions——is~—patd--to-iocal
government-areas—in--which--each——financial-——-inatitneion--ia
}ocutedr-——ﬁoweverT—-—cenaoiidated——-retnrns——fgrw-fénanciai
instieutionas-do-not-refiect-the-—true--tax--attributabie—-to
each--iocat--governments—~in--addrtiony;-consotidated-returns
wonid-permit-financiai-institutions-to-offser-income-againste
lesses-ef-nenfinanciai-institutionsy-thereby-distereing--the
trne-income-of-eaeh-finaneiai-crganizationr
}b?—-in—-accordnnce--vieh*—subseeeéen-fﬁifQTT—Einanciei
instétuti§ns-cre-prahibited-from—fiiing—conseiidaeeé—returns
under-chis-seeeions"
Section 8. Section 17-5-408, MCA, is amended to read:
"17-5-408. Percentage of income, corporation license,
and cigarette tax pledged. (1) The state pledges and'
appropriates and directs to be credited as received to the

debt service account 11l% of all moneyr-axeepe-as-provided-in

. -la- SB 455
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¥5--38-¥88r reveived from the coilection of the income tax
referved to  in I5-I-5GI and 10.062% of all money recebived

Fros the collection of the twrporation license tax referred

to  inr I5-1-500 an®t guch additiomal amount of said tawes, if
any, as may at amy time be nweded to comply with the
principsl and interwst and reserve reguirements stated in
¥7-5-405( &y, prowided that no more than 11% of secw the
imgome tax cullections or 10.02% of the corporatiom license
tax cgllections shall be desmed to be pledged for the
purpose of 17-5—403(2). The pledye wnd appropriation herein
made siall be amd remain at all t’imés a first and prier

charge upow &1l money received from the collection of said
ties.

(2. The state pledges and appropriates and directs to
be credited to the debt service accouat 79.75% ‘of all money
received from the collection of the l6-cent excise tax onm
Ccigurertes which is levied, imposed, and asse=ged by
16-11-111. The state alsc pledyes and appropriates amé
direvts to be credited as received to tihe debt servics
account &Il money received from the collection of the taxes
on cGther tobacco products which are or may Meteafter be
leviad, imposed, amd asSessed by law Sor that purpose.,
levied, imposed, and W by
16-11-202. Nothing herein shall impmir or otherwise affeck

includihg the G

the propisions and cCovenamLs COmMtzined in the resphetions
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apthorizing the presently outstamding loagrrasge building
sentence, the pledge and appropriatiocn becedin sads shall be
and remain at all tisms a first acd prios charge upon all
meney ceceivsd from the collectiocn of all tazes referzed to
in this subessction (2}."

Section 9. Section M-9%-343, MCA, is amewded to read:

"2-9-33. Defimition of and
egualization aid. (1) As used in this title, the term “state
egqualization aid™ meass thome moneys deposited in the state

revenue HBog  atate

special revemue fund as required in this sectics plus ang
oagual izetion of the foundatiom program. 7

t2) ‘The Legislative appropr iation for ot ghe
egualization ai¢ shall be made in a single sum for the
bienniwn. The superintendent of public Lestesctiom has
agthority te spend such appoopriation, together with the
sarmrked revanues provided in subsection (3}, as reguirsd
for foumdation pregram purpenses throughout the biemnium.

tI) The Following shall be paid into the state special
Tevease fund Eor state equalization aid to public sohogls of
the state:

tal 25% of all meneys received From the collection of
income tawes umder chapber 30 of Title 15

-20- B 455



w @ o

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

SB 0455/03

(b) 25% 22.79% of all moneysy-excepe-as-provided-in
315-33~382y received from the collection of corporatiocn
license taxes under chapter 31 of Title 15, as provided by
15-1-501;

(¢) 10% of the moneys received from the collection of
the severance tax on coal under chapter 35 of Title 15;

{(d) 62 1/2% of the moneys received from the treasurer
of the United States as the state's shares of oil, gas, and
other mineral royalties under the federal Mineral Lands
Leasing Act, as amended;

(e) interest and income moneys described in 20-9-341
and 20-9-342;

(£} income from the local impact and education trust
fund account; and

(g) in addition to these revenues, the surplus
revenues collected by the counties for foundation program
support according to 20-9-331 and 20-9-333 shall be paid
into the same state special revenue fund.

(4) Any surplus revenue in the state equalization aid
account in the second year of a biennium may be used to
reduce the appropriation required for the next succéeding
piennium {or may be transferred to the state permissive
account if revenues in that fund are insufficient to meet
the state's permissive amount obligation]."

NEW SECTIOR. Section 10. Extension of authority. Any

=21~ 5B 455
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existing authority of the department of revenue or the
department of commerce to make rules on the subject of the
provisions of this act is extended to the provisions of this
act.

NEW SECTION. Section 1ll. Intent of amendment. The
1983 Montana Code Annotated contains two versions of
15-1-501. One is a temporary version, and the other is
effective July 1, 1985, Section 15-1-501(2) of beth versions
contains the same language. It is intended that the
aﬁendment to 15-1-501 contained in section 4 of this act
amend both versions.

NEW SECTION. Section 12. Repealer. Sections 15-31-701
through 15-31-703, MCA, are repealed.

NEW SECTION. Section 13. Applicability date. This act
is applicable to taxabie years beginning on or after January
1, 1985.

NEW SECTION. Section 14, Effective date. This act is
effective an-passage-and-apprevatr JULY 1, 1985.

-End-
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HOUSE STANDING COMMITTEE REPORT

Page 1 of 2.

MAR. ... 0BEAKER L.

We, your committee on ... [OUORTTN. . % ¢ 12 0 - S SO U P T PSR T P B ER P

having had under consideration ... vreressnirneneessrss - SENATE o e Bill No....455....

third reading copy (__blue. )
colos
REVISING THE CORPORATION TAX _ CONCERNING NET INCOME & CONSOLIDATED

RETURNS;

Respectfully report as foltows: That.........

be amended as follows:

1. Title, line 25,
Following: “7-6-304,"
Insert: "7j6—309,"

2. Page 5, lines 4 and 5.
Following: "subsection"” on line 4
Strike: "prior to funding the general services block

grants® .
Insert: independent of the funding of any other black
grant”

0 E i

e foontinued)

SENATE BTSRRI 1'T) Y. 1< N

T Ehairman.

Page 2 of 2. )
S8 455 e MAYCh 28 18 BO

3, Page b.

Following: 1line 10

Insert: “Section 4. Section 7-6-309, MCA, is amended to
read:

"7-6-309, Disposition and use of funds. Dis-
bursements from the local government block grant
account shall be made as follows:

(1) On October 1, 1983, a disbursement must be
made from the general services block grant that is the
lesser of:

(a} $2 million; or

(b) cne-thixd of the total general fund appro-
priation to the account for the biennium ending June
30, 1985,

(2) ©On March 1, 1984, and March 1 of each suc-
ceeding year the reimbursement required by 61-3-536
must be distributed.

(3} On June 30, 1984, a disbursement must be made
from the general services block grants for municipal-
ities and counties that equals the amount which is the
lesser of the difference between the account balance on
that date and:

{a) $3 million; ox

{b) aone~half of the total general fund appro-
priation to the account for the biennium ending June
30, 1985.

(4) ©n Except as provided in subsection (5), on
June 30, 1985, and June 30 of each succeeding year, all
funds remaining in the account must be distributed.

(5) On May 1, 1986, and May 1 af each succeeding
year, the portion of the lcocal government block grant
account consisting of 8.86% of the corporate license
and income tax must be distributed.

5% 1(6) The funds distributed by this part may be
used for any purpose authorized by law." W

AND AS AMENDED
BE CONCURRED IN

- 3lzs

kkkk " Charman.
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COMMITTEE OF THE WHOLE AMENDMENT
4-3-85
DATE

HOUSE
5:55 PM

N
TIME

SENATE_BILL No._ 455 |4,

MR. CHAIRMAN: | MOVE TO AMEND

third ding capy { blue ) as fallows:
Color

1. Page %, line 16.

Following: 'RENUMBERED}“
Insert: "unless such dividends are received from affiliated

companies which are 80% or more controlled,”

’,45”‘ i -
.} (_ADOPT )

REJECT

Rep. Dave Brown

COMMITTEE OF THE WHOLE AMENDMENT

HOUSE DATE
c, . 1:45
TIME
MR. CHAIRMAN: | MOVE TO AMEND __ SENATE BILL No. 455
THIRD ging copy ( BLUE ) au fa
Color

1. Page 5, line 12.

Following: "15-31-702"
Insert: ®, as that section read on January 1, 1985"

9 \f.;t;;r } , .

REJECT:

“Rep. 611l



HOUSE

O

COMMITTEE OF THE WHOLE AMENDMENT

MR. CHAIRMAN: | MOVE TO AMEND _Senate Bill

. third  _ reading copy (—_D1D€ |4y faliowa:
Color

6.

4031115P.CW

4-3-8%

DATE

11:15

TIME
No. 455

Title, lines 13 and 14.
Strike: "FOR FISCAL YEARS 1986 AND 1987"

Title, line 14,
Strike: "90"
Ingert: "100"
Page 5, line B. ‘
Strike: "FOR FISCAL YEARS 1986 AND 1987,"

Page 5, line 9.
Strike; “"90%"
Ingsert: "I00%"

Page 5, line 14,
Strike: "90%"
Inserts "I00%"

Page 5, line 16,
Strike: "90% FOR FISCAL YEARS 1986 AND 1987"
Ingert: “1G0e"

Page 5, line 20,
Strike: "904"
Insert: *“100%"

.. Ber  Veedanf ..

“""Rep. Keenan



49th Legislature SB 0455/04
1 SENATE BILL NO. 455

2 INTRODUCED BY TOWE

3 BY REQUEST OF THE DEPARTMENT OF REVENUE

4

5 A BILL FOR AN ACT ENTITLED: “AN ACT REPLACING THE
6 DISTRIBUTION OF 80 PERCENT OF THE CORPORATION LICENSE AND
7 INCOME TAXES COLLECTED FROM BANKS AND SAVINGS AND LOAN
8 ASSOCIATIONS TCQ THE TAXING JURISDICTIONS IN THE COUNTY WHERE
9 THE BANKS OR SAVINGS AND LOAN ASSOCIATIONS ARE LOCATED WITH
10 A DISTRIBUTION OF A FLAT 8.86 PERCENT OF THE CORPORATION
11 LICENSE AND INCOME TAXES TO BE DEPOSITED TO AND DISTRIBUTED
12 BY THE LOCAL GOVERNMENT BLOCK GRANT PROGRAM; PROVIDING FOR A
13 DIFFERENT DISTRIBUTION FORMULA POR--PISEAB--¥EARS--1986--AND
14 #987 TO TNSURE THAT NO COUNTY RECETVES LESS THAN El] 100
15 PERCENT OF THE AMOUNT DISTRIBUTED TO IT IN 1983 AND 198B4;
16 REVISING THE CORPORATION LICENSE OR INCOME TAX BY PROVIDING
17 THAT DEDUCTIONS ARE LIMITED TO THOSE SET FORTH 1IN SECTION
18 15-31-114, MCA, AND THOSE DEDUCTIONS PROVIDED FOR IN THE
13 INTERNAL REVENUE CODE, EXCEPT FOR CERTAIN DEDUCTIONS FOR
20 DIVIDENDS; PROVIDING FOR DEPRECTIATION EXPENSES CALCULATED
21 UNDER THE INTERNAL REVENUE CODE SECTION 168, ACCELERATED
22 COST RECOVERY SYSTEM; PROVIDING THAT CERTAIN CORPORATIGNS
23 MAY FILE CONSOLIDATED RETURNS; PROVIDING FOR DISTRIBUTION OF
24 COLLECTIONS FROM CONSOLIDATED RETURNS; AMENDING SECTIONS
25 7-6-302 THROUGH 7-6-304, 7-6-309, 15-1-501, 15-31-113,

mnmna tegisiative Council
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15-31-114, 15-31-141, 17-5-408, AND 20-9-343, MCA; REPEALING
SECTIONS 15~31-701 THROUGH 15~31~703, MCA; AND PROVIDING AN

IMMEB¥APE EFFECTIVE DATE AND AN APPLICABILITY DATE."

WHEREAS, the Montana Supreme Court has developed a
judicial doctrine that incorporates the deductions contained
in the federal Internal Revenue Code into the definition of
"net income" for Montana corporation license tax purposes;
and

WHEREAS, the Montana Legislature has enacted a
definition of "net income" for purposes of the corperation
license tax, and the effect of the judicial doctrine 1is to
automatically inciude additional deductions as may be
adopted by Congress without consideration or enactment by
the Montana Legislature; and

WHEREAS, the Montana Legislature should be allowed to
enact deductions appropriate for Montana; and

WHEREAS, the restrictions on filing consclidated tax
returns without a deduction for dividends could place
Montana corporations atr a competitive disadvantage because
corporations that operate both within and outside Montana
are not subject to multiple taxation by Montana and can file
combined tax returns pursuant to Title 15, chapter 31, part
3, MCA.

THEREFORE, one of the purposes of this act is to

-2- SB 455
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provide that only those deductions specifically set forth in

Title 15, chapter 31, MCA, AND THOSE DEDUCTIONS PROVIDED FOR

IN THE INTERNAL REVENUE CODE, EXCEPT FOR CERTAIN DEDUCTIONS

FOR DIVIDENDS, may be used in calculating "net income";-and
the-deductions-in-the-internai-Revenue--Code--do--not--appty
unieas--specificatrty-—-provided-in-Pitie-15;-chapter-31;-Mea,
The Montana Legislature intends that Montana corporations
have the right to file consolidated tax returns in order to
avoid a competitive disadvantage with corporations which do

not operate exclusively in Montana.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MOWNTANA:
Section 1. Section 7-6-302, MCA, is amended to read:
"7-6-302. Local govermment block grant account created

-- source of funds. (1) There is a 1local government block

grant account within the state special revenue fund,

(2} Funds in this account must be used to provide
payments from the local government block grant program to
eligible jurisdictions.

(3) Thirty-three and ocne-third percent of the oil
severance tax collected under the provisions of 15-36-101,

B.B6% of the corporation license and income taxes collected

under the provisions of Title 15, chapter 31, and all funds

appropriated to the account must be deposited in the

account."
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Section 2. Section 7-6-303, MCA, is amended to read:

"7-6-303. Local government block grant program. (1)
The department of commerce shall administer the local
government block grant program and distribute funds from the
local government block grant account.

(2) The local government block grant program is
comprised of three four parts:

{a) a general purpose block grant for municipalities,
counties, school districts, and other jurisdictions;

{b) a grant for taxing jurisdictions consisting of

8.8B6% of the corporation license and income taxes;

tb¥(c) a general services block grant for counties;
and

ter{d) a general services block grant for
municipalities.”

‘Section 3. Section 7-6-304, MCA, is amended to read:

"7-6-304. Division of block grant funds. The division
of funds within the local government block grant account 1is
as follows:

{1) Except as provided in 7-6-309(1) and subsection
{2). the general purpose block grant for municipalities,
counties, school districts, and other jurisdictions must be
funded, before any other distributions are made from the
account, in an amount sufficient to cover the reimbursements

required by 61-3-536.

-4- SB 455
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(2) The portion of the block grant account consisting

of 8.86% of the corporation license and income taxes

collected under the provisions of Title 15, chapter 31, must

be distributed as provided in this subsection prior—te

funding-the-generat-services-biock-grants INDEPENDENT OF THE

FUNDING OF ANY OTHER BLOCK GRANT. The portion of the account

consisting of 8.86% of the corporation license and income

taxes must be allocated to all of the counties on a per

capita basis. HOWEVER, POR-PISEAL-YEARS-1986--ANB--19837 NO

COUNTY SHALL RECEIVE LESS THAKN 36% 1006% OF THE AVERAGE

ANNUAL AMOUNT OF CORPORATION LICENSE AND INCOME TAXES

RECEIVED BY SUCH COUNTY FOR THE FISCAL YEARS 1983 AND 1984

FROM DISTRIBUTION PURSUANT TO 15-31-702, A5 THAT SECTION

READ ON JANUARY 1, 1985. IF PER CAFITA DISTRIBUTION WOULD

RESULT IN A COUNTY RECEIVING LESS THAN SUCH GUARANTEED 98%

100%, THE PER CAPITA DISTRIBUTION OF 8.86% SHALL BE ADJUSTED

ACCORDINGLY SO THAT HNO COUNTY RECEIVES LESS THAN ITS

GUARANTEED 98%-POR-PISCAL-¥EARS-1386-AND-1387 100%, PROVIDED

SUFFICIENT REVENUES EXIST. THIS ADJUSTMENT SHALL BE MADE BY

THE DEPARTMENT TO PRESERVE A PROPORTIONATE, PER CAPITA

DISTRIBUTION AMONG THOSE COUNTIES RECEIVING MORE THAN THEIR

96% 100% GUARANTEED AMOQUNT. THE ADJUSTMENT SHALL ALSO NOT

RESULT IN PDISTRIBUTING MORE THAN 8.86% OF CORPORATION

LICENSE AND INCOME TAXES TO ALL COUNTIES. The counties shall

allocate the amount received to each taxing jurisdiction in

-5- SB 455
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the county in the proportion that its mill levy for that

fiscal year bears to the total mill levy of the taxing

authorities of the county.

t2¥(3}) (a) The general services block grant for
counties mustrbe funded from a percentage of the remaining
funds deposited in the account equal tc the ratio of the
unincorporated population to the state population.

(b} The general services block grant for
municipalities must be funded from a percentage of the
remaining funds deposited in the account eqgual to the ratio
of the incorporated population to the total state
population.”

SECTION 4. SECTION 7-6-309, MCA, IS AMENDED TO READ:

"7-6-309. Disposition and use of funds. Disbursements
Erom the local government block grant account shall be made
as follows: v

{1) On October 1, 1983, a disbursement must be made
from the general services block grant that is the lesser of:

{a) $2 million; or

{b) one-third of the total general fund appropriation
to the account for the biennium ending June 30, 1985.

{2) On March 1, 1984, and March 1 of each succeeding
year the reilmbursement required by 61-3-536 must be
distributed.

{3) O©On June 30, 1984, a disbursement must be made from
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the general services block grants for municipalities and
counties that equals the amount which is the lesser of the
difference between the account balance on that date and:

(a) $3 million dollars; or

(b) one-half of the total general fund apprepriation
to the account for the biennium ending June 30, 1985,

(4) ©n Except as provided in subsection (5), o©on June

30, 1985, and June 30 of each succeeding year, all funds
remaining in the account must be distributed.

(5) On May 1, 1986, and May 1 of each succeeding year,

the portion of the 1local government block grant account

consisting of 8,86% of the corporate license and income tax

must be distributed.

t53(6) The funds distributed by this part may be used
for any purpose authorized by law."

Section 5. Section 15-1-501, MCA, is amended to read:

"15-1-501. (Effective July 1, 1985--Applicable to tax
years beginning after December 31, 1984) Disposition of
moneys from certain designated license and other taxes. (1)
The state treasurer shall deposit to the credit of the state
general fund all moneys received by him from the collection
of:

{a) automobile driver's license fees under subsections
(1) through (6) of 61-5-111;

{b) electrical energy producer's license taxes under
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chapter 51:

(c) severance taxes allcoccated to the general fund
under chapter 36;

{(d) liquor license taxes under Title 16;

(e} telephcone [company] license taxes wunder chapter
53; and

(£} inheritance and estate taxes under Title 72,
chapter 16,

(2) Seventy-five percent of all moneys received from
the collection of income taxes under chapter 30 and 6£8.35%

of all moneys received. from the corporation license and

income taxes under chapter 3ly--except--as--previded--in
15~3t-7827 shall be deposited in the general fund subject to
the prior pledge and appropriation of such income tax and
corporation 1license tax collections for the payment of

long-range building program bonds. An amount equal to 8.86%

of all wmoneys received from the collection of corporation

license and income taxes under chapter 31 shall be deposited

into the local government block grant account within the

state special revenue fund, subject to the prior pledge and

appropriation of such corporation license tax collections

for the payment of long-range building program bonds. The

remaining 25% 22.79% of the proceeds of the corporation
license taxy-excluding-that-aiiocated-to-the-counties-under

¥5-31-7827 and the corporation income taxy and the remaining
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25% of the income tax shall be deposited to the credit of
the state special revenue fund for state egualization aid to
the public schools of Montana.

{3) The state treasurer shall also deposit to the
credit of the state general fund all moneys received by him
from the <collection of 1license taxes, fees, and all net
revenues and receipts from all other sources under the
operation of the Montana Alcohclic Beverage Code,

{4) Thirty-three and cne-third percent_of the total
collections of the oil severance tax under chapter 36 shall
be deposited intc the local government block grant account
within the state special revenue fund. After the
distribution provided for in 15-36~112, the remainder of the
oil severance tax collections shall be deposited in the
general fund."

Section 6. Section 15-31-113, MCA, is amended to read:

"15-31-113. Gross income and net income. (1) The term
"gross income" means all income recognized in determining
the corporation’'s gross income for federal income tax
purposes and:

{(a) 1including:

(i) 1interest exempt from federal income tax;

{ii}) the portion of gain from a liquidation of the
reporting corporation not recognized for federal corporate

income tax purposes pursuant to sections 331 through 337 of
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the Internal Revenue Code (as those sections may be amended
or renumbered) attributable to stockhelders, either
individual or corporate, not subject to Montana income or
license tax under Title 15, chapter 30 or chapter 31, as
appropriate, on the gain passing through to the stockholders
pursuant to federal law; and

{b) excluding gain recognized for federal tax purposes
as a shareholder of a liquidating corporation pursuant to
sections 331 through 337 of the Internal Revenue Code (as
those secticns may be amended or renumbered) when the gain
is required to be recognized by the liquidating corporation
pursuant to subsection {(1){a){ii) of this section.

(2) The term "net income"” means the gross income of
the corporation less the only those deductions set forth in

15-31~1145 it—does-not-inctunde-any-deductions-attowed-by-the

internat-Revenue-gade-pnless-specificatty--previded-—~for--in

this--chapters AND THOSE DEDUCTIONS FPROVIDED FOR IN THE

INTERNAL REVENUE CODE, EXCEPT FOR THE SPECIAL DIVIDEND

DEDUCTIONS PROVIDED FOR BY SECTIONS 243 A(l) AND (3), 244,

AND 245 OF THE INTERNAL REVENUE CQDE {OR AS THOSE SECTICNS

MAY BE AMENDED OR RENUMBERED) UNLESS SUCH DIVIDENDS ARE

RECEIVED FROM AFFILIATED COMPANIES WHICH ARE 80% OR MORE

CONTROLLED, OR (ANY OTHER DEDRUCTION FOR DIVIDENDS, WHETHER

PAID OR RECEIVED, AS PROVIDED BY THE INTERNAL REVENUE CODE,

WHICH ARE SPECIFICALLY DENIED AS DEDUCTIONS. THOSE
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DEDUCTIONS IN 15-31-114 THAT REFERENCE THE INTERNAL REVENUE

CODE SHAIY USE THE INTERNAL REVENUE CODE IN EFFECT FOR THE

TAXABLE YEAR.

(3) No corporation is exempt £from the corporation
license tax unless specifically provided for under
15-31-101(3) or 15-31-102. Any corporation not subject to or
liable for federal income tax but not exempt from the
corporation license tax under 15-31-101(3) or 15-31-102
shall compute gross income for corporation license tax
purposes in the same manner as a corporaticn that is subject
tc or liable for federal income tax according to the
provisions for determining gross income in the federal
Internal Revenuve Code in effect for the taxable year."

Section 7., Section 15-31-114, MCA, is amended to read:

"15-31-114, Deductions allowed in computing income., In
computing the net income, the following deductions shall be
allowed from the gross income received by such corporation
within the year from all sources:

{1) All the ordinary and necessary expenses paid or
incurred during the taxable year 1in the maintenance and
operation of its business and properties, including
reasonable allowance for salaries for personal servicesg
actually rendered, subject to the limitation hereinafter
contained, rentals or other payments required to be made as

a condition to the continued use or possession of property
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to which the corporation has not taken or is not taking
title or in which it has no equity. No deduction shall be
allowed for salaries paid upon which the recipient Vthereof
has not paid Montana state income tax; provided, however,
that where domestic corporations are taxed on income derived
from without the state, salaries of officers paid in
connection with securing such income shall be deductible.

{2) (a) All losses actually sustained and charged off
within the year and not compensated by insurance or
otherwise, including a reasonable allowance for the wear and
tear and cbsolescence of property used in the trade or
business, such allowance toc be determined according to the
pro?isions of section 167 or 168 of the Internal Revenue
Code in effect with respect to the taxable year. All
elections for depreciation shall be the same as the
elections made for federal income tax purposes. No deduction
shall be allowed for any amount paid cut for any buildings,
permanent improvements, or betterments méde to increase the
value of any property or estate, and no deduction shall be
made for any amount of expense of restoring property or
making good the exhaustion thereof for which an alleowance is
or has been made.

{b} (1) There shall be allowed as a deduction for the
taxable period a net operating loss deduction determined

according to the provisions of this subsection. The net
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cperating loss deduction is the aggregate of net operating
loss carryovers to such taxable period plus the net
operating loss carrybacks to such taxable period. The term
"net operating loss" means the excess of the deductions
allowed by this section, 15-31-114, over the gross income,
with the modifications specified in (ii) of this subsection.
IE for any taxable period beginning atter December 31, 19570,
a net operating loss is sustained, such loss shall be a net
operating loss ocarryback to each of the three taxable
periods preceding the taxable period of such loss and shall
be a net operating loss carryover ta each of the five
taxable periods following the taxable period of such loss. A
net operating loss for any taxable period ending after
pecember 31, 1975, in addition to being a net operating loss
carryback to each of the three preceding taxable periods,
shall be a net operating loss carryover to each of the seven
taxable periods following the taxable period of such loss.
The portion of such loss which shall be carried to each of
the other taxable years shall be the excess, if any, of the
amount of such loss over the sum of the net income for each
of the prior taxable periods to which such loss was carried.
For purposes of the preceding sentence, the net income For
such prior taxable period shall be computed with the
modifications specified in (ii)(B) of this subsection and by

determining the amount of the net operating loss deduction
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without regard to the net operating loss for the loss pericd
or any taxable period thereafter, and the net income so
computed shall not be considered to be less than zero.

{(ii) The modifications referred to in (i) of this
subsection shall be as follows:

(A) No net operating loss deduction shall be allowed.

(B} The deduction for depleticn shall not exceed the
amount which would be allowable if computed under the cost
method.

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

{iii) A net operating loss deducticn shall be allowed
only with regard to losses attributable to the business
carried on within the state of Montana.

(iv) In the case of a merger of corporations, the
surviving corporation shall not be allcowed a net operating
loss deduttion for net operating losses sustained by the
merged corporations prior to the date of merger. In the case
of a consolidation of corporations, the new corporate entity
shall not be allowed a deduction for net operating losses
sustained by the consolidated corporations prior to the date

of consolidation.
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(v) Notwithstanding the provisicns of 15-31-531,
interest shall not be paid with respéct to a refund cf tax
resulting from a net cperating loss carryback or carrycver.

(vi) The net operating loss deduction shall not be
allowed with respect to taxable periods which ended on or
before December 31, 1970, but shall be allowed only with
respect to taxable periods beginning on or after January 1,
1971.

{3) In the case of mines, other natural deposits, oil
and gas wells, and timber, a reasonable allowance for
depletion and for depreciation of improvements; such
reasonable allowance to be determined according to the
provisions of the Internal Revenue Code in effect for the
taxable year. All elections made under the Internal Revenue
Code with respect to capitalizing or expensing exploration
and development costs and intangible drilling expenses for
corporation license tax purposes shall be the same as the
elections made for federal iuncome tax purposes.

(4) The amouﬁt of interest paid within the year on its
indebtedness incurred in the operation of the business £from
which its income is derived; but no interest shall be
allowed as a deduction if paid on an indebtedness created
for the purchase, maintenance, or improvement of property or
for the conduct of business unless the income from such

property or business would be taxable under this part.
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(5) (a) Taxes paid within the year, except the
following:

(i) Taxes imposed by this part.

(i1} Taxes assessed against local benefits of a kind
tending te increase the value of the property assessed.

{(1ii) Taxes on or according to or measured by net
income or profits imposed by authority of the government of
the United States.

(iv) Taxes imposed by any other state or country upon
or_measured by net income or profits.

(b} Taxes  deductible under this part shall be
construed to include taxes imposed by apry county, school
district, or municipality of this state.

(6) Light vehicle license fees, as provided by
61-3-532, paid within the year.

(7) That portion of an energy-related investment
allowed as a deduction under 15-32-103.

[8) {a) Except as provided in subsection (b},
charitable contributions and gifts that qualify for
deduction under section 170 of the Internal Revenue Code, as
amended.

{b) The public service commissicn shall not allow in
the rate base of a regulated corporation the- inclusion of
contributions made under this subsection.

{9) In 1lieu of the deduction allowed under subsection
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(8), the taxpayer may deduct the fair market value, not to
exceed 30% of the taxpayer's net income, of a computer or
other sophisticated techneleogical equipment or apparatus
intended for use with the computer donated to an elementary,
secondary, or accredited postsecondary school located in
Montana if:

{a) the contribution is made no later than 5 vyears
after the manufacture of the donated property is
substantially completed;

(b) the property is not transferred by the donee in
exchange for money, other property, or services; and

{(c) the taxpayer receives a written statement from the
donee in which the donee agrees to accept the property and
representing that the use and disposition of the property
will be in accordance with the provisions of (b) of this
subsection {(9)."

Section 8. Section 15-31-141, MCA, is amended to read:

"15-31-141. <Consclidated returns -- computation and
procedure ----prohibition--en--financial-institutiona. (1)
Corporations which are affiliated may not Eile a

consclidated return wuniess if the following conditions are

met:
(a) at least 80% of all classes of stock of each
corporation 1involved is owned directly or indirectly by one

or more members of the affiliated groups;
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(b)) all members cof the affiliated group are gqualified

‘to do business in Montana; and

{c) all members of the affiliated '¢group coperate

exclusively within Montana.

{2}-—€Corporations-may-net-£ite--a--conssiidated--return
uniess-—-tha--operation-of-the-affitiated-group-censtitntes-a
unttary-business—-and--permisszon--to--fite--a--consotidated
retarn-—is--given-by-the-department-of-reavenaes-Fer-purposes
of-this-sectiony-a-Yuntbtary-business-operation’-means-one—in
which-the-business-aperatians-conducted-by-the--corporacions
in--the--affittated-gronp-are-interrelated-or-interdepandent
to-the-extent-that-the-net-itncome-of-one-corporation--cannst
reasonabiy-be-determined-without-reference—to-the-operations
conducted-by-the-other-corporationsas

£3%(2) If the conditions of subsections subsection (1)
and-—-t24-of-this-seection are met, the department may require
corporations to file a consolidated return when the
department considers a consolidated return necessary.

t4%+(3) Any corporation liable to report under this
chapter and owning or controlling, either directly or
indirectly, at 1least 80% of all classes of stock of each
corporation involved may be regquired to make a consolidated
report showing the combined net income, such assets of the
corporation as are required for the purposes of this

chapter, and such other information as the department may
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require, but excluding intercorporate stockheldings and
intercorporate accounts. Any corporation liable to report
under this chapter and owned or contrelled, either directly
or indirectly, by another corporation may be required to
make a report consolidated with the owning company, showing
the combined net income, such assets of the corporatjon as
are required for the purposes ©f this chapter, and such
other information as the department may require, but
excluding intercorporate stockholdings and intercorporate
accounts. In case it shall appear to the department that any
arrangement exists in such a manner as to improperly reflect
the business done, the seqregable assets, or the entire net
income earned from business done in this state, the
department is authorized and empowered to equitably adjust
the tax in such manner as it may determine,
+59—-tay-A-majority--of--the--cearperation--ticenase--tax
cotiected--from-—-£financial--inatitutions—-is--patd--to-tecal
government-areas-in--whieh--each—-financial--institution--ia
tocateds---Howevery---consaltidatead---returns--far~~financial
institnbions-do-not-refieet-the——true--eax--attributabie-—te
each--tocat--gaverament-——-in--additiony-conselidated-returns
uen}dvpermit—Einancial—insbitutions—tu-affaet—incemEWagaéngt
tosses-of-nonfFinancial-institutionsy-thereby-distarting--the
trua-itneeme-of-eash-financial-erganizatiens

tbt--in--aceordance--with-—subsection-{5itar -financtal
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institutions-are—piohibited-frem-fé}ing-con:ckidated-returns
under-this-sections"

Section 9. Section 17-5-408, MCA, is amended to read:

"17-5-408. Percentage of income, corporation license,
and cigarette tax pledged. {1} The state pledges and
appropriates and directs to be credited as received to the
debt service account 11% of all money;-except-as-previded-in
¥5-31-7827 received from the collection of the income tax

referred to in 15-1-501 and 10.02% of all money received

from the collection of the corporation license tax referred

to in 15-1-501 and such additional amount of said taxes, if
any, as may at any time be needed to comply with the
principal and 1interest and reserve requirements stated in
17-5-405(4), provided that no more than 1l1% of aueh the

income tax collectjons or 10.02% of the corporation_license

tax collections shall be deemed to be pledged for the
purpose of 17-5-403(2). The pledge and appropriation herein
made shall be and remain at all times a first and prier
charge upon all money received from ihe collection of said
taxes.

(2) The state pledges and appropriates and directs to
be credited to the debt service account 79.75% of all money
received from the collection of the l6~-cent excise -tax on
cigarettes which is levied, imposed, and assessed by

16-11-111. The state also pledges and appropriates and
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directs to be credited as received to the debt service
account all money received from the collection of the taxes
on other tobacco products which are or may hereafter be
levied, imposed, and assessed by law for that purpose,
including the tax levied, imposed, and assessed by
16-11-202. Nothing herein shall impair or otherwise affect
the provisions and covenants contained in the resclutions
authorizing the presently outstanding 1long-range building
program bonds. Subject to the provisicns of the preceding
sentence, the pledge and appropriation herein made shall be
and remain at all times a first and prior charge upon all
money received from the collection of all taxes referred to
in this subsection (2)."

Section 10. Section 20-9-343, MCA, is amended to read;

"20-9-343. Definition of and revenue for state
equalization aid. (1} As used in this title, the term "state
equalization aid" means those moneys deposited in the state
special revenue fund as required in this section plus any
legislative appropriation of moneys from other scurces for
distribution to the public schools for the purpose cf
equalization of the foundation program.

(2) The legislative appropriation for state
equalization aid shall be made 1in a single sum for the
biennium. The superintendent of public instruction has

authority to spend such appropriation, together with the
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earmarked revenues provided in subsection (3), as required
for foundation program purposes throughout the biennium,

{3) The following shall be paid into the state speciail
revenue Eund for state egualization aid to public schools of
the state:

(a) 29% of all moneys received from the collection of
income taxes under chapter 30 of Title 15;

(b) 25% 22.79% of all moneysjy-except--as--previded--in
¥5-31-7027 received from the  collection of ceorporation
license taxes under chapter 31 of Title 15, as provided by
15-1-501;

{c) 10% of the moneys received from the collection of
the severance tax on c¢cal under chapter 35 of Title 15;

(d) 62 1/2% of the moneys received from the treasurer
of the United States as the state's shares of oil, gas, and
other mineral royalties under the federal Mineral Lands
Leasing Act, as amended;

(e) interest and income moneys described in 20-9-341
and 20-9-342;

{f) income from the local impact and education trust
fund account; and

{g) in addition to these revenues, the surplus
revenues collected by the counties for foundation program
support according to 20-9-331 and 20-9-333 shall be paid

into the same state special revenue fund.
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(4) Any surplus revenue in the state equalization aid
account 'in the second year of a biennium may be used to
reduce the appropriation reguired for the next succeeding
biennium {or may be transferred to the state permigsive
account if revenues in that fund are insufficient to meet
the state's permissive amount obligation].”

NEW SECTION. Section 11. Extension of authority. Any
existing authority of the department of revenue or the
department of commerce to make rules on the subject of the
provisions of this act is extended to the provisions of this
act,

NEW SECTION. Section 12. Intent of amendment, The
1983 Montana Code Annotated contains twe versions of
15-1-501. One is a temporary version, and the other |is
effective July 1, 1985, Sectiocon 15-1-501(2) of both versions
contains the same language. It is intended that the
amendment to 15-1-501 contained in section 4 of this act
amend both versions.

NEW SECTION. Section 13. Repealer. Sections 15-31-701
through 15-31-703, MCA, are repealed.

NEW SECTION. Section 14. Applicability date. This act
is applicable to taxable years beginning on or after January
1, 198S.

MEW SECTION. Section 15, Effective date. This act is

effective en-passage-and-approvat JULY 1, 1985.

-End-
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