HOUSE BILL NO. 545

INTRCDUCED BY SCHYE, RANEY, NISBET, CODY, COHEN,
WESTLAKE, L. NELSON, KIMBERLEY, D. BROWN, ADDY, HARPER,
STRIZICH, GERVAIS, STICKNEY, WHALEN, KILPATRICK, JOHNSON,
DEMARS, RUSSELL, DAILY, PAVLOVICH, LEE, SIMPKINS, O'KEEFE,
BRADLEY, DRISCOLL, PATTERSON, PECK, MENAHAN, HALLIGAN,
DEVLIN, NATHE, ZOOK, JENKINS, JERGESON, CONNELLY, FARRELL

IN THE HOUSE

FEBRUARY 2, 1989 INTRODUCED AND REFERRED TO COMMITTEE
ON TAXATION,
FIRST READING.
FEBRUARY 28, 1989 COMMITTEE RECOMMEND BILL
DO PASS. REPORT ADOPTED.
MARCH 1, 1989 PRINTING REPORT.
MARCH 2, 1989 SECOND READING, DO PASS.
MARCH 3, 1989 ENGROSSING REPORT.
MARCH 4, 1989 THIRD READING, PASSED.
AYES, 91; NOES, 0.
IN THE SENATE
MARCH 6, 1989 INTRODUCED AND REFERRED TO COMMITTEE
ON TAXATION.
FIRST READING.
MARCH 30, 1989 COMMITTEE RECOMMEND BILL BE
CONCURRED IN, REPORT ADOPTED.
MARCH 31, 1989 SECOND READING, CONCURRED IN.
APRIL 3, 1989 THIRD READING, CONCURRED IN,

AYES, 50; NOES, 0.

RETURNED TO HOUSE.



IN THE HOUSE
APRIL 3, 1989 RECEIVED FROM SENATE.
SENT TO ENROLLING.

REPORTED CORRECTLY ENROLLED.
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15-30-111, = MCA; AND

BE IT ENACTEb BY THE LEGISLATURE OF THE STATE OF MONTANA;
Section 1. Ssection 15-30-111, MCA, is amended to read:
"15-30-111. Adjusted gross income. (1) Adjusted gross

income shall be the taxpayer's federal income tax adjusted

gross income as defined in section 62 of the Internal

Revenue Code of 1954 or as that section may be labeled or

amended and in addition shall include the following:

{a) interest received on cobligations of another state
or territory or county, municipality, district, or other
pelitical subdivision thereof;

{b) refunds received of Federal income tax, to the
extent the deduction of such tax resulted in a reduction of
Montana income tax liability; and

{c) that portion of a shareholder's income under
subchapter S. of Chapter 1 of the Internal Revenue <Code of

1954, that has been reduced by any federal taxes paid by the

lggégﬂuuﬂﬂﬂ"iqwuﬂ

subchapter S. corporation on the income.
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(2) Notwithstanding the provisions of the federal
Internal Revenue Code of 1954, as labeled or amended,
adjusted gross income does not include the following which
are exempt from taxation under this chapter;

{a) all interest income from obligations of the United
States government , the state of Montana, county,
municlp&lity, district, or other political subdivision
thereof;

{b) interest income earned by a taxpayer age 65 or
oclder in a taxable year up to and including $B00 for a
taxpayer filing a separate return and $1,600 for each joint
return;

{c) all benefits, not in excess of $3,600, received:

{i) wunder the Federal Employees' Retirement Act;

{ii) under the public employee retirement laws of a
state other than Montana; or

(iii1) as an annuity, pension, or endowment under any
private or corporate retirement plan or system;

(d) &all benefits paid under the teachers' retirement
law which are specified as exempt from taxation by 19-4-706;

{e} all benefits paid under The Public Employees'
Retirement System Act which are sgpecified as exempt from
taxation by 19-3-105;

(£) all benefits paid under the highway patrol

retirement law which are specified as exempt [from taxation
-2~ INTRODUCED BILL
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by 19-6-705;

(g} all Montana income tax refunds or credits thereof;

{h}y all benefits paid under 19-11-602, 19-11-604, and
19-11-605 to retired and disabled firefighters, their
surviving spouses and orphans or specified as exempt from
taxation by 19-13-1003;

ti) all benefits paid under the municipal police
officers' retirement system that are specified as exempt
from taxation by 19-9-1005;

{(j) 9gain required to be recognized by a liquidating
cog¢poration under 15-31-113(1)(a)(ii);

(k) all tips covered by section 3402{(k}) of the
Internal Revenue Code of 1954, as amended and applicable on
January 1, 1983, received by persons for services rendered
by them to patrons cof premises licensed to provide food,
beverage, or lodging;

(1) all benefits received under the workers'
compensation laws;

(m) all health insurance premiums paid by an employer
for an emplcyee if attributed as income to the employee
under federal law; and

(n) all benefits paid under an optional retirement
program that are specified as exempt from taxation by
19-21-212%; and

{o} all money received because of a settlement
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agreement or judgment jin a lawsuit brought against a

manufacturer or distributor of "agent orange" Eor damages

resulting from exposure tc "agent orange"”.

(3) In the case of a shareholder of a corporation with
respect to which the election provided for under subchapter
S. of the Internal Revenue Code of 1954, as amended, is in
effect but with respect to which the election provided for
under 15-31-202, as amended, is not in effect, adjusted
gross income does not include any part of the corporation's
undistributed taxable income, net operating loss, capital
gains or other gains, profits, or losses reguired to be
included in the shareholder's federal income tax adjusted
gross income by reason of the satd election under subchapter
S. However, the shareholder's adjusted gross income shall
include actual distributions from the corporation to the
extent they would be treated as taxable dividends if the
subchapter S, election were not in effect.

{4} A shareholder of a DISC that is exempt from the
corporation license tax under 15-31-102(1)(1) shall include
in hig adjusted gross income the earnings and profits of the
DISC in the same manner as provided by federal law (section
995, 1Internal Revenue Code} for all perjeds for which the
DISC election is effective.

{5) A taxpayer who, in determining federal adjus;ed

grass income, has reduced his business deductions by an

-4-
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amount Eor wages and salaries for which a federal tax credit
was elected under section 44B of the Internal Revenue Code
of 1954 or as that section may be labeled or amended is
allowed to deduct the amount of such the wages and salaries
paid regardless of the credit taken. The deduction must be
made in the year the wages and salaries were used to compute
the credit. In the case of a partnership or small business
corporaticn, the deduction must be made to determine the
amount of income or 1loss of the partnership or small
business corporation.

(6) Married taxpayers filing a joint federal return
who must ipnglude part of their social security benefits or
part of their tier 1 railroad retirement benefits in federal
adjusted gross income may split the federal base used in
calculation of federal taxable social security benefits or
federal taxable tier 1 railrcad retirement benefits when
they file separate Montana income tax returns. The federal
base must be split equally on the Montana return.

(7)) A taxpayer receiving retirement disability
benefits who has not attained age 65 by the end of the
taxable year and who has retired as permanently and totally
disabled may exclude from adjusted gross income up to $100
per week received as wages ©or payments in lieu of wages for
a period during which the employee is absent from work due

to the disability. 1If the adjusted gross income before this
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exclusion and before application of the two-earner married
couple deduction exceeds $15,000, the excess reduces the
exclusion by an equal amount. This limitation affects the
amount of exclusion, but not the taxpayer's eligibility for
the exclusion. If eligible, married individuals shall apply
the exclusion separately, but the limitation for income
exceeding $15,000 is determined with respect to the spouses
on their combined adjusted gross income. For the purpose of
this subsection, permanently and totally disabled means
unable to engage in any substantial gainful activity by
reason of any medically determined physical or mental
impairment lasting or expected to last at least 12 months.

(8) A person receiving benefits described - in
subsections (2)(d} through (2)(E), (2){h), or (2)(i) may not
exclude  henefits described in subsection (2){c) from
adjustgd gross income unless the benefits received under
subsections (2){d) through (2)(f), (2){h), or (2)}{i) are
less than $3,600, in which case the person may combine
benefits to exclude up to a total of $13,600 from adjusted
gross income. (Subsection (2)(k) terminates on  occurrence
of contingency--sec. 3, Ch. 634, L. 1983.)"

NEW SECTION. Section 2. Extension of authority. any
existing authority to make rules on the msubject of the

provisions of [this act] is extended to the provisions of

[this act].
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NEW SECTION. Section 3. Retroactive applicability.
[This act] applies retrocactively, within the meaning of
1-2-109, to taxable years beginning after December 31, 1988,

-End~



STATE OF MONTANA - FISCAL NOTE
Form BD-15
In compliance with a written request, there is hereby submitted a Fiscal Note for HB545, as introduced.

DESCRIPTION OF PROPOSED LEGISLATION:

An act exempting "agent orange' payments from individual income taxation; and providing a retroactive applicability
date.

ASSUMPTIONS:

According to information provided by the Department of Military Affairs, there are currently about 36,000 Vietman
era veterans in Montana, and 8,277,000 Vietnam era veterans nationwide. The total amount to be distributed to
veterans in the agent orange settlement is $170 million. Based on the ratic of Montana Vietnam veterans to total
U.S. Vietnam veterans, Montana veterans would receive a total of approximately $740,000 in settlement payments.

Given an average marginal tax rate of 6%, this bill is estimated to reduce individual income tax revenue about
$44,000 over the course of the 1990-91 biennium.

There is no impact on expenditures.

%/c@/mﬁ ’7/7/‘5'"7 Lo ofos/s's

SE{ACKLEFORD /BUDGET DIRECTOR DATE TED E7 SCHYE, P Y samscm i DATE

CE OF BUDGET AND PROGRAM PLANNING
Fiscal Note for HB545, as introduced

HB S§YS




51st Legislature

w -] ~ [ (5]

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

25

LC 1213/01

APPROVED BY COMMITTEE
ON TAXATION

Mouse

BILL NO. S&/§

A )
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BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Ssection 15-30-111, MCA, is amended to read:
"15-30-111. Adjusted gross income. (1) Adjusted gross

income shall be the taxpayer's federal income tax adjusted

gross income as defined in section 62 of the Internal

Revenue Code of 1954 or as that section may be labeled or

amended and in addition shall include the following:

(a) interest received on cbligations of another state
or territory or county, municipality, district, or other
political subdivision thereof;

{b) refunds received of federal income tax, to the
extent the deduction of such tax resulted in a reduction of
Montana income tax liability; and

(c) that portion of a shareholder's income under
subchapter §, of Chapter 1 of the Internal Revenue Cade of
1954, that has been reduced by any federal taxes paid by the

subchapter S. corporation on the income.
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{2) Notwithstanding the provisions of the federal
Internal Revenue Code of 1954, as labeled or amended,
adjusted gross income does not include the following which
are exempt from taxation under this chapter:

(a) all intereat income from obligations of the United
States government, the state of

Mcontana, county,

municipality., district, or other political subdivision
thereof;

(b} interest income earned by a taxpayer age 65 or
older in a taxable vyear up to and including $800 for a
taxpayer filing a separate return and $1,600 for each Jjcint
return;

(c) all benefits, not in excess of $3,600, received:

(i) wunder the Federal Employees' Retirement Act;

{ii) under the public employee retirement laws of a
state other than Montana; or

{iii) as an annuity, pension, or endowment under any
private or corporate retirement plan or system;

{d) all benefits paid under the teachers' retirement
law which are specified as exempt from taxation by 19-4-706;

(e) all benefits paid under The Public Employees’
Retirement System Act which are specified as exempt Efrom
taxation by 19-3-105;

(£} all benefits paid under the highway patrol

retirement law which are specified as exempt from taxation

-2 SECOND READING

HB S¢S
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by 19-6-705;

(g} all Montana income tax refunds or credits thereof;

{h) all benefits paid under 19-11-602, 19-11-604, and
19-11-6D05 to retired and disabled firefighters, their
surviving spouses and orphans or specified as exempt from
taxation by 19-13-1003;

(i) all benefits paid under the municipal police
officers' retirement system that are specified as exempt
from taxation by 19-9-1005;

(i) 9gain required to be recognized by a liquidating
corporation under 15-31-113(l)(aj{ii):

(k) all tips covered by section 3402{(k} of the
Internal Revenue Code of 1954, as amended and applicable on
January 1, 1983, received by persons for services rendered
by them to patrons of premises licensed to provide food,
beverage, or lodging:

{l) ait benefits received under the workers'
compensation laws;

(m} all health insurance premiums paid by an employer
for an employee if attributed as income to the employee
under federal law; and

(n}) all benefits paid under an optional retirement
program that are specified as exempt £rom taxation by
19-21-212%

and

(¢) all money received because of a settlement

_3_
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agreement or judgment in _a lawsuit brought against a

manufacturer or distributor of "agent orange" for damages

resuiting from exposure to "agent orange”,

{3) In the case of a shareholder of a corporation with
respect to which the election provided for under subchapter
S. of the Internal Revenue Code of 1954, as amended, 1is in
effect but with respect to which the election provided for
under 15-31-202, as amended, is not in effect, adjusted
gross income does not include any part of the corporaticn's
undistributed taxable income, net operating loss, capilital
gains or other gains, profits, or losses required to be
included in the shareholder's federal 1income tax adjusted
gross lncome by reason of the satd election under éubchapter
S. However, the shareholder's adjusted gross income shall
include actual distributions from the corporation to the
extent they would be treated as taxable dividends if the
subchapter S. election were not in effect.

{4) A shareholder of a DISC that is exempt from the
corporation license tax under 15-31-102(1)(1l) shall include
in his adjusted gross income the earnings and profits of the
DISC in the same manner as provided by federal law {section
985, Internal Revenue Code) for all periods for which the
DISC election is effective.

(5) A taxpayer who, in determining federal adjusted

gross income, has reduced his business deductions by an

.
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amount for wages and salaries for which a federal tax credit
was elected under section 44B of the Internal Revenue Code
of 1954 or as that section may be labeled or amended is
allowed to deduct the amount of sueh the wages and salaries
paid regardless of the credit taken. The deduction must be
made in the year the wages and salaries were used to compute
the credit. In the case of a partnership or small business
corporation, the deduction must be made to determine the
amount of income or loss of the partnership or small
business corporation.

(6) Married taxpayers :filing a joint federal return
who must include part of their social security benefits or
part of their tier 1 railroad retirement benefits in federal
adjusted gross income may split the federal base used in
calculation of federal taxable social security benefits or
federal taxable tier 1 railroad retirement benefits when
they file separate Montana income tax returms. The [federal
base must be split equally on the Montana return.

(7) A taxpayer receiving retirement disability
benefits who has not attained age 65 by the end of the
taxable year and who has retired as permanently and totally
disabled may exclude from adjusted gross income up to  $100
per week received as wages or payments in lieu of wages for
a period during which the employee is absent from work due

to the disability. If the adjusted gross income before this
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exclusion and before application of the two-earner married
couple deduction exceeds $15,000, the excess reduces the
exclusion by an equal amount. This limitation affects the
amount of exclusion, but not the taxpayer's eligibility for
the exclusion. If eligible, married individuals shall apply
the exclusion separately, but the limitation for income
exceeding $1%5,000 is determined with respect to the spouses
on their combined adjusted gross income, For the purpose of
this subsection, permanently and totally disabled means
unable to engage in any substantial gainful activity by
reason of any medically determined physical or mental
impairment lasting or expected to last at least [ moaths.

(8) A person recelving benefits described in
subsections (2){d} through (2){(£}, (2)(h), or (2){(i) may not
exclude benefits described in subsection (2)(c) from
adjusted gross income unless the benefits received under
subsections (2)(d) through (2)(E), (2){h), or (2}(i) are
less than $3,600, in which case the person may combine
benefits to exclude up to a total of $3,600 £rom adjusted
gross income. (Subsection {2)(k) terminates on occurrence

of contingency--sec. 3, Ch. 634, L. 1983.)"
NEW SECTION. Section 2. Extension of authority. Any
existing authority to make rules on the subject of the

provisions of ([this act] is extended tc the provisions of

[this act].
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NEW SECTION. Section 3. Retroactive applicability.
[This act] applies retroactively, within the meaning of
1-2-109, to taxable years beginning after December 31, 1988.

-End-
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BE 1T ENACTED BY THE LEGISLATURE QF THE STATE OF MONTANA:
Section 1. section 15-30-111, MCA, is amended ta read:
"15-30-111. Adjusted gross income. {1) Adjusted gross

income shall be the taxpayer's federal income tax adjusted

gross income as defined 1In section 62 of the Internal

Revenue Code of 1954 or as that section may be 1labeled or

amended and in additien shall include the following:

{a) interest received on obligations of another state
or territory or county, municipality, district, or other
political subdivision therecf;

(b} refunds received of federal income tax, to the
extent the deduction of such tax resulted in a reduction of
Montana income tax liability; and

{c) that portiogn of a shareholder's 1income under
subchapter 5. of Chapter 1 of the Internal Revenue Code of
1954, that has been reduced by any federal taxes paid by the

subchapter 5. corporation on the income.
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(2) Notwithstanding the provisions of the federal
Internal Revenue Code of 1854, as labeled or amended,
adjusted gross income does not include the following which
are exempt from taxation under this chapter:

{a) all interest income from obligations of the United

States government, the state of Montana, county,
municipality, district, or other political subdivision
thereof;

{b) interest income earned by a taxpayer age 695 or
older in a taxable year wup to and including $800 for a
taxpayer filing a separate return and $1,600 for eaun joint
rewurn;

{c) all benefits, not in excess of $3,600, received:

{i} wunder the Federal Employees' Retirement Act;

{ii) under the public employee retirement laws of a
state other than Montana; or

(ii1) as an anpuity, pension, or endowment under any
private or corporate retirement plan or system;

(d) all benefits paid under the teachers' retirement
law which are specified as exempt from taxation by 19-4-706;

(e) all benefits paid under The Public Employees'
Retirement System Act which are specified as exempt from
taxation by 18-3-105;

(£) all benefits paid under the highway patrol

retirement law which are specified as exempt from taxation

-2 THIRD READING

HE 545~
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by 19-6-705;

{g) all Montana income tax refunds or credits thereof;

(h) all benefits paid under 19-11-602, 19-11-604, and
19-11-605 to retired and disabled firefighters, their
surviving spouses and orphans or specified as exempt from
taxation by 19-13-1003;

(i) all benefits paid under the municipal police
officers' retirement system that are specified as exempt
from taxation by 19-%-1005;

(1) gain required to he recognized by a ligquidating
corporation under 15-31-113(1)(a)(ii}:

(k) all tips covered by section 3402{(k} of the
Internal Revenue Code of 1954, as amended and applicable on
January 1, 1983, received by persons for services rendered
by them to patrons of premises licensed to provide food,
beverage, or lodging:

(ly all benefits received under the workers'
compensation laws;

{m) all health insurance premiums paid by an employer
for an employee if attributed as income to the employee
under federal law; and

{n) all benefits paid wunder an optional retirement
program that are specified as exempt from taxation by
19-21-212<; and

{o} all money received because of a settlement
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agreement or judgment in a lawsuit Dbrought against a

manufacturer or distributor of "agent orange" for damages

resulting from exposure ta "agent orange".

{3} 1In the case of a shareholder of a corporation with
respect to which the election provided for under subchapter
S. of the Internal Revenue Code of 1954, as amended, is 1in
effect but with respect to which the election provided for
under 15-31-202, as amended, 1is not in effect, adjuscéd
gross income does not include any part of the corporation's
undistributed taxable income, net operating loss, capital
gains or other gains, profits, or losses required to be
included in the shareholder's federal income tax adjusted
gross income by reascn of the za:d election under subchapter
S. However, the shareholder‘s adjusted gross income shall
include actual distributions from the vcorporation to the
extent they would be treated as taxable dividends if the
subchapter S. election were not in effect.

{4) A shareholder of a DISC that is exempt from the
corporation license tax under 15-312-102{1){1) shall include
in his adjusted gross income the eatnings and profits of the
DISC in the same manner as provided by federal law (section
995, Internal Revenue Code) for all periods for which the
DISC election is effective.

{5) A raxpayer who, in determining federal adjusted

gross income, has reduced his business deductions by an

-4
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amount for wages and salaries for which a federal tax credit
was elected under section 44B of the Internal Revenue Code
of 1954 or as that section may be labeled or amended is
allowed to deduct the amount of =uch the wages and salaries
paid regardless of the credit taken. The deduction must be
made in the year the wages and salaries were used tc compute
the credit. In the case of a partnership or small business
corporaticn, the deduction must be made to determine the
amount of income or loss of the partnership or small
business corporation.

{6) Married taxpayers filing a joint federal return
who must include part of their social security benefits or
part of their tier 1 railrcad retirement benefits in federal
adjusted gross income may split the federal base used in
calculation of federal taxable social security benefits or
federal ctaxable tier 1 railrocad retirement benefits when
they file separate Montana income tax returns. The federal
base must be split equally on the Montana return.

(7) a taxpayer receiving retirement disability
benefits who has not attained age 65 by the end of the
taxable year and who has retired as permanently and totally
disabled may exclude from adjusted gross income up to 5100
per week received as wages or payments in lieu of wages for
a period during which the employee is absent from work due

to the disability. If the adjusted gross income before this
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exclusion and before application of the two-earner married
couple deduction exceeds $15,000, the excess reduces the
exclusion by an equal amount. This limitation affects the
amount of exclusion, but not the caxpayer's eligibility for
the exclusion, If eligible, married individuals shall apply
the exclusion separately, but the 1limitation for income
exceeding $15,000 is determined with respect to the spcuses
cn their combined adjusted gross income. For the purpose of
this subsecticon, permanencly and totally disavled means

unable to engage in any substantial gainful activity by

reason of any medically determined physical .r 1:ntal
impalrment lasting or expected to last at least .. munths.
(8) A person receiving benefits described in

subsections (2)(d) through (2)(f), (2)(h)}, or (2){i) may not
exclude benefits described in =subsection (2)({c)} from
adjusted gross income unless the benefits received under
subsections (2)(d)} through (2)(f), {2)th), or (2)(i) are
less than $3,600, in which case the person may combine
benefits to exclude up to a total of $3,600 from adjusted
gross 1ncome. (Subsection (2)(k) terminates on occurrence
of contingency--sec. 3, Ch. 634, L. 1983.3)"

NEW SECTION. Section 2. =rxtension of authority. any
existing authority to make rules on the subject of the

provisions of (this act] is extended to the provisions of

[this act].
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1 MEW SECTION. Section 3. Retrvactive applicability.

2 [This act] applies rettoactively, within the meaning of

3 1-2-109, to taxable years beginning after December 31, 1988.
-End-
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HB 0545702

HOUSE BILL KO. 545
INTRODUCED BY SCHYE, RANEY, NISBET, CODY, COHEN,
WESTLAKE, L. NELSON, KIMBERLEY, D. BROWN, ADDY, HARPER,
STRIZICH, GERVAIS, STICKNEY, WHALEN, KILPATRICK, JOHNSON,
DEMARS, RUSSELL, DAILY, PAVLOVICH, LEE, SIMPKINS, O'KEEFE,
BRADLEY, DRISCOLL, PATTERSON, PECK, MENAHAN, HALLIGAN,
DEVLIN, NATHE, 200K, JENKINS, JERGESON, CONNELLY, FARRELL
A BILL FOR AN ACT ENTITLED: "AN ACT EXEMPTING "AGENT
ORANGE" PAYMENTS FROM INDIVIDUAL INCOME TAXATION; AMENDING

SECTION 15-30-111, MCA; AND PROVIDING A RETROACTIVE
APPLICABILITY DATE."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Section 15-30-111, MCA, is amended to read:
"15-30~111. Adjusted gross income. (1) Adjusted gross

income shall be the taxpayer's Federal income tax adjusted

gross income as defined in section 62 of the Internal

Revenue Code of 1854 or as that section may be 1labeled or

amended and in addition shall include the following:

(a) interest received on obligations of ancther state
or territory or county, municipality, district, or other
political subdivision thereof;

{b} refunds received of federal income tax, to the

extent the deduction of such tax resulted in a reduction of
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Montana income tax liability; and

{c}) that portion of a shareholder's income under
subchapter 5. of Chapter 1 of the Internal Revenue Code of
1954, that has been reduced by any federal taxes paid by the
subchapter S. corporation on the income.

(2) Notwithstanding the precvisions of the federal
Internal Revenue Cocde of 1954, as labeled or amended,
adjusted gross income does not include the following which
are exempt from taxation under this chapter:

(a) all interest income from obligations of the United
States government, the state of Montana, county,

municipality, district, or other political subdivision

thereof:

(b} interest income earned by a taxpayer age 65 or
older in a taxable year up teo and including $800 for a
taxpayer filing a separate return and $1,600 for each Jjoint
return;

(c) all benefits, not in excess of $3,600, received:

{i) wunder the Federal Employees' Retirement Act;

{ii) under the public employee retirement laws of a
state other than Montana; or

(iii) as an annuity, pension, or endowmint under any
private or corporate retirement plan or system;

{(d)} all benefits paid under the teachers' retirement

law which are specified as exempt from taxaticn by 19-4-706;
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(e) all benefits paid under The Public Employees'
Retirement System AcL which are specified as exempt from
taxation by 19-3-105;

(£) all benefits paid under the highway patrol
retirement law which are specified as exempt from taxation
by 19-6-705;

(g} all Montana income tax refunds or credits thereof;

{h} all benefits paid under 19-11-602, 15-11-604, and
19-11-605 to retired and disabled firefighters, their
surviving spouses and orphans or specified as exempt from
taxation by 19-13-1003;

(i) all benefits paid under the municipal police
officers’ retirement system that are specified as exempt
from taxation by 19-9-1005;

(J) gain required to be recognized by a liquidating
corporation under 15-31-113(1)(¢a){ii);

{k) all tips covered by section 3402(k) of the
Internal Revenue Code of 1954, as amended and applicable on
January 1, 1983, received by persons for services rendered
by them to patrons of premises 1licensed to provide food,
beverage, or lodging;

{1} all benefits received under the workers'®
compensation laws;

fm} all health insurance premiums paid by an employer

for an employee if attributed as income to the employee

-3- HB 545

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

25

HB 0545/02

under federal law; and

{n) all benefits paid under an opticnal retirement
program that are specified as exempt from taxation by
19-21-212+; and

(o) _all money received because of a_ _settlement

agreement or judgment in a lawsuit brought against a

manufacturer or distributor of "ageant orange” for _damages

resulting from exposure to "agent orange”.

{3) In the case of a shareholder of a corporaticn with
respect to which the election provided for under subchapter
S. of the Internal Revenue Code of 1954, as amended, is in
effect but with respect to which the election provided faor
under 15-31-202, as amended, 1is not in effect, adjusted
gross income does not include any part of the carporation's
undistributed taxable income, net operating loss, capital
gains or other gains, profits, or losses required to be
included in the shareholder's federal income tax adjusted
gross income by reason of the said election under subchapter
S. However, the shareholder's adjusted gross income shall
include actual distributicns from the corporation to the
extent they would be treated as taxable dividends if the
subchapter 8. election were not in effect,

{4} A shareholder of a DISC that is exempt from the
corporation license tax under 15-31-102(1}(1l) shall include

in his adjusted gross income the earnings and preofits of the
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DISC in the same manner as provided by federal law (section
995, Internal Revenue Code) for all periods for which the
DISC election is effective,

(5) A taxpayer who, in determining federal adjusted
gross income, has reduced his business deductions by an
amount for wages and salaries for which a federal tax credit
was elected under section 44B of the Internal Revenue Code
of 1954 or as that section may be labeled or amended is
allowed to deduct the amount of sueh the wages and salaries
paid regardless of the credit taken. The deduction must be
made in the year the wages and salaries were used tc compute
the credit. In the case of a partnership or small business
corporation, the deduction must be made to determine the
amount of income or 1loss of the partnership or small
business corporation.

{6) Married taxpayers filing a joint federal return
who must include part of their social security benefits or
part of their tier 1 railroad retirement benefits in federal
adjusted gross income may split the federal base used in
calculation of federal taxable social security benefits or
federal taxable tier 1 railroad retirement benefits when
they file separate Montana income tax returns. The Eeder;l
base must be split equally on the Mcntana return.

t7) A taxpayer receiving retirement disability

benefits who has not attained age 65 by the end of the
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taxable vyear and who has retired as permanently and totally
disabled may exclude from adjusted gross income up to  $100
per week received as wages or payments in lieu of wages for
a period during which the employee is absent from work due
to the disability. 1If the adjusted gross incove before this
exclusion and before application of the two-earner married
couple deduction exceeds $15,000, the excess reduces the
exclusion by an equal amount. This limitation affects the
amount of exclusion, but not the taxpayer's eligibility for
the exclusion. If eligible, married individuals shall apply
the exclusion separately, but the limitation for inccme
exceeding $15,000 is determined with respect to the spouses
on their combined adjusted gross income. For the purpose of
this subsection, permanently and totally disabled means
unable to engage 1in any substantial gainful activity by
reason of any medically determined physical or mental
impairment lasting or expected to last at least 12 months,

(8) A persoen receiving benefits described in
subsections (2)(d) through (2){f), (2)(h), or {2)({i) may not
exclude benefits described in subsection (2)(c) Efrom
adjusted gross income unless the benefits received under
subsections (2}{(d) through (2)(f)}, (2)(h), or (2}{i) are
less than $3,600, in which case the person may combine
benefits to exclude up to a total of $£3,600 from adjusted

gross income. (Subsection (2)(k) terminates on occurrence
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of contingency--sec. 3, Ch. 634, L. 1983.}"

NEW SECTION. Section 2. Extension of asthority. Any
existing authority to make rules on the subject of the
provisions of [this act] is extended to the provisions of
[this act].

NEW SECTION, Section 3. Retroactive applicability.
{This act] applies retroactively, within the meaning of
1-2-109, to taxable years beginning after December 31, 1988.

-End-

—9- HB 545





