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1 ~ BILL NO. ~/' 

2 INTRODUCED BY 1\/A T H<-r·..--r 
3 

4 A BILL FOR AN ACT ENTITLED: "AN ACT TO ALLOW AN ELECTION TO 

5 FOREGO THE CARRYBACK OF A NET OPERATING LOSS AND APPLY A NET 

6 OPERATING LOSS ONLY AS A CARRYFORWARD FOR THE PURPOSES OF 

7 DETERMINING NET INCOME FOR CORPORATION LICENSE TAX OR 

8 CORPORATION INCOME TAX; AMENDING SECTIONS 15-31-114 AND 

9 15-31-406, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE 

10 AND A RETROACTIVE APPLICABILITY DATE." 

11 

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

13 Section 1. Section 15-31-114, MCA, is amended to read: 

14 ~15-31-114. Deductions allowed in computing income. In 

15 computing the net income, the following deductions shall be 

16 allowed from the gross income received by such corpo~ation 

17 within the year from all sources: 

18 (1) All the ordinary and necessary expenses paid or 

19 incurred during the taxable year in the maintenance and 

20 operation of its business and properties, including 

21 reasonable allowance for salaries for personal services 

22 actually rendered, subject to the limitation hereinafter 

23 contained, rentals or other payments required to be made as 

24 a condition to the continued use or possession of property 

25 to which the corporation has not taken or is not taking 
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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 

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 

""ithin 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 

provisions of section 167 of the Internal Rever1ue 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 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 thereof for ""hich an allowance is or has been 

made. 

(b) tit There shall be allowed as a deduction for the 

taxable period a net operating loss deduction determined 

according to the provisions of th±~-sttb~eetion [section 3]. 

The--net--operatin9--1o~~--dedttetion-i~-the-a99regate of-·net 

-2- INTRODUCED BILL 
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eperet±ng-foss-es~ryover~-to-~~eh-texebie--pe~iod--pl~~--the 

net--operatinq--lo~~--eerrybee~s-to-s~eh-taxeble-periodo-~he 

term-unet-oper8tiftq-loee•-means-the-exeess-oE-the-dedttet±on~ 

a±~owed-by-this-see~ien,-±5-3±-±l47-o~er-tne--gross--ine~me7 

with-the-modifieatione-epee~fied-±n-t±it-of-this-stlbseetieno 

ff-for-any-taxable-period-beginning-after-8e~ember-3±,-l9~e, 

a--net-operating-los~-is-sttstained7-s~eh-ios~-shall-be-a-net 

operating-toss--earrybaek--to--eaeh--of--the--three--taxae±e 

periods--preeeding-the-taxable-period-of-stteh-loss-and-sha±r 

be-a-net-op~rating--loee--earryo~er--to--eaeh--ef--the--f~~e 

~axebie-period~-follow±~g-the-ta~abie-period-of-~ueh-lo~s.-A 

~et--opera~inq--los~--for--any--ta~able--period-ending-after 

ae~ember-3±,-±9~5,-±n-add±t±on-to-be~ng-e-net-operating-loss 

earrybae~-to-eaeh-of-the-three--preeed±~g--ta~eble--per±eds7 

shaii-be-a-ne~-operet±ng-io~~-earryo~er-to-eaeh-of-the-seven 

taxabie--period~--follow±ng-the-taxabie-period-of-~neh-losso 

~he-portion-of-sueh-lo~s-wh~eh-~hall-be-earried-to--eaeh--of 

the--other-taxabie-year~-shali-be-the-exee~s,-±£-anyr-of-the 

amo~nt-of-sttch-loss-o~er-the-s~m-of-the-net-ineome-for--eaeh 

o£-the-prior-taxable-per±oe~-to-whieh-s~eh-loss-was-earried~ 

Por--pttrposes--o£-the-preeed±ng-senteneey-the-net-±neome-for 

s~eh--pr±or--taxable--per±od--shall--be--eomputed--with--the 

mod%£±eations-~pee±~±ed-±n-t±±ttBt-of-this-s~b~~etion-and-by 

determin±nq--the--emo~nt-o£-the-net-opera~~n9-loss-deduet±en 

without-re9~rd-to-tfte-net-oper~tinq-±oss-for-the-loss-per~ed 
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or-any-t8xab±e-period-therearter,--and--the--~et--ineome--so 

eomp~ted-shai~-not-be-eons±dered-to-be-iess-than-zeroo 

t±±t-~he--modi£±eat±on8--re£er~ed--to--in--tit--of-this 

~ttb~eet±on-~hali-be-as-foiiow~~ 

tAt--No-~et-operat±n~-!088-de~tte~ion-s~e±l-be--allewed~ 

tBt--~"e--ded~etion--£o~-depietion-s~all-net-exeeed-the 

amottnt-wh±eh-wo~ld-be-aliowable-±~-eomptlted-tlnder--the--eo~t 

method~ 

t€t--Any-net-ope~at±ng-ios~-earr±ed-o~er-to-eny-texable 

years--beg±nnin~-a~er-Beeember-3l 7 -t9i8t-Mtt~t-be-ealetl±ated 

~nder-the-pro~is±ons--of--th±~--8eet±on--effeet±~e--£or--the 

taxabte-ye~r-for-wh±eh-the-rettlrn-eia±m±n9-the-net-operat±n9 

ios~-earryo~er-±s-£iled7 

t±±±t-A--net--eperat±ng-iess-dedtlet±on-shal~-be-allowed 

oniy-with-re9ard-to--~o~~es--attr±b~tob~e--to--the--btl~±ne~~ 

e~rrie~-o~-wi~hin-the-~tate-o£-Montanao 

t±vt-~n--the--ea~e--eE--a--mer9er--o£-eorpere~tens,-the 

~ttr~i~i~9-eorpo~at±on-shaii-net-be-ai~owed-a--ne~--op~rating 

ioss--dedttetion--for--net--operat±ng-ios~e8-~tl~~ained-by-the 

mer9ed-eorperat±ons-p~ier-to-the-date-o£-merger.-Tn-the-ease 

o£-e-eon~oi±dation-o£-eorporationsr-the-new-eorporate-ent±ty 

8haii-not-be-el±owed-a-ded~etion-£or--net--operat±n9--to~~es 

~~~tained-by-the-eon~olidated-eorporations-prior-to-the-dete 

o£-eonsol±dat±ono 

tvt--Notwith~tending---the---provi~ion~--of--~S-3t-53lt 
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tftterest~shall-not-b@-pa~d-w±~h-re~peet-to-a-ree~nd--of--~ex 

~e~~~t±ftg--£rom-a-net-operatinq-lo~~-ear~ybaek-or-earryovero 

tv±t-~he-ne~-operating--ioss--dedtlet±on--eheTr--not--be 

allowed--with--re~peet--to-ta~abie-periods-whieh-ended-on-or 

be£ore-Beeember-3l,-l979,-btlt-shall--be--allowed--only--with 

respeet--to-taxable-periods-begin~±ng-on-or-arter-oanttary-17 

1911. 

(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 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 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. 

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

(i) Taxes imposed by this part. 

(ii) Taxes assessed against local benefits of a kind 

tending to increase the value of the prope~ty assessed. 

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

income or profits imposed by authority of the government 

the United States. 

of 

(iv) Taxes imposed by any other state or country upon 

or measured by net income or profits. 

(b) Taxes deductible under this part Shdll be 

construed to include taxes imposed by any counly, school 

district, or municipality of this state. 

(6} That portion of an energy-related investment 

allowed as a deduction under 15-32-103. 

(7) {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 servlce commission shall not allow in 

the rate base of a regulated corporation the inclusion of 

contributions made under this subsection. 

{8) In lieu of the deduction allowed under subsection 

( 7)' the taxpayer mdy 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 

-6-
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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 years 

after the manufacture of the donated property is 

substantially completed; 

(b) the property is not transferred by the donee 1n 

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 (8) ." 

Section 2. Section 15-31-406, MCA1 is amended to read: 

"15-31-406. License tax sections incorporated by 

reference. The provisions of the following sections of this 

chapter are incorporated into this part by reference and 

made a part hereof: 

(l) that part of 15-31-101 which defines the term 

"corporation" and 15-31-102, which specifies the classes of 

organizations whose income shall not be taxed; 

(2) sections 15-31-111 through 15-31-114, 15-31-117, 

15-31-118, 15-31-141, 15-31-142 [section 3), 15-31-301 

through 15-31-313, 15-31-501 through 15-31-509, 15-31-525, 

15-31-526, 15-31-531, 15-31-532, 15-31-541, and 15-31-543, 

-7-
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except that the term 11 gross income" shall be construed as 

excluding the net amount of interest income from valid 

obligations of the United States and except that wherever 

"license fee", "corpordtion the words ''tax'', "license tax'', 

excise tax'', or like words 

imposed under part 1 of this 

appear, referring to the tax 

chapter, there shall be 

substituted the words "income tax"." 

NEW SECTION. Section 3. Net operating losses 

carryovers and carrybacks. (1) The net operating loss 

deduction is the aggregate of net operating loss carryovers 

to the taxable period plus the net operating loss carrybacks 

to the taxable period. 

(2) The term ''net operating loss'' means the excess of 

the deductions allowed by this section over the gross 

income, with the modifications specified in subsection {6}. 

( 3) If for any taxable period beginning after December 

31, 1970, a net operating loss is sustained, the loss must 

be a net operating loss carryback to each of the three 

taxable periods preceding the taxable period of the loss and 

must be a net operating loss carryover to each of the five 

taxable periods following the taxable period of the loss. 

(4} A net operating loss for any taxable period ending 

after December 31, 1975, in addition to being a net 

operating loss carryback to each of the three precediny 

taxable periods, must be a net operating loss carryover to 

-8-
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each of the seven taxable periods following the taxable 

period of the loss. 

(5) Except as provided in subsection (11), the portion 

of the loss that must be carried to each of the other 

taxable years must be the excess, if any, of the amount of 

the loss over the sum of the net income for each of the 

prior taxable periods to which the loss was carried. For 

purposes of the preceding sentence, the net income for the 

prior taxable period must be computed with the modification 

specified in subsection (6)(b) and by determining the amount 

of the net operating loss deduction without regard to the 

net operating loss for the loss period or any taxable period 

thereafter, and the net income so computed may not be 

considered to be less than zero. 

(6) The modifications referred to in subsection {1) 

are as follows: 

(a) net operating loss deduction may not be allowed. 

(b) The deduction for depletion may not exceed the 

amount that 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. 
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(7} A net operating loss deduction must be allowed 

only with regard to losses attributable to the business 

carried on within the state of Montana. 

(8) In the case of a merger of corporations, the 

surviving corporation may 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 

may not be allowed a deduction for net operating losses 

sustained by the consolidated corporations prior to the date 

of consolidation. 

(9) Notwithstanding the provisions of 15-Jl-5311 

interest may not be paid with respect to a refund of tax 

resulting from a net operating loss carryback or carryover. 

(10) The net operating loss deduction may not be 

allowed with respect to taxable period~ that ended on or 

before December 31 1 1970, but must be allowed only with 

respect to taxable periods beginning on or after January 1 1 

1971. 

(11) A taxpayer entitled to a carryback period for a 

net operacing loss may elect to forego the entire carryback 

period. If the election is made, the loss may be carried 

forward only. The election must be made on or before the 

date on which the return is due, including any extension of 

the due date, for the tax year of the net operating loss for 

-10-
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1 which the election is to be in effect. The election is 

2 irrevocable for the year made. 

3 NEW SECTION. Section 4. Extension of authority. Any 

4 existing authority to make rules on the subject of the 

5 provisions of (this act) is extended to the provisions of 

6 [this act]. 

7 NEW SECTION. Section 5. Codification instruction. 

8 [Section 31 is intended to be codified as an integral part 

9 of Title 15, chapter 31, part 1, and the provisions of Title 

10 15, chapter 31, apply to {section 3]. 

ll NEW SECTION. Section 6. Effective date-- retroactive 

12 applicability. (This act) is effective on passage and 

13 approval and applies retroactively, within the meaning of 

14 1-2-109, to taxable years beginning after December 31, 1988. 

-End-
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STATE OF MONTANA - FISCAL NOTE 
Form BD-15 

In compliance with a written request, there is hereby submitted a Fiscal Note for SB137, as introduced 

DESCRIPTION OF PROPOSED LEGISLATION: 

An act to allow an election to forego the carryback of a net operating loss and apply a net operating loss only as a 
carryforward for the purposes of determining net income for corporation license tax or corporation income tax; and 
providing an immediate effective date and a retroactive applicability date. 

FISCAL IMPACT: 
Revenue Impact: 

It is assumed that financial institutions will be the main corporations that will opt for using the election under 
the proposed bill. But, other corporations may choose the proposed option if they have chosen a carryforward only 
option on federal taxes. An accurate estimate of the fiscal impact of this proposal is not feasible. There is no 
history of the percentage of corporations that would choose to forego the carryback of a net operating loss. It is 
apparent that this proposal has the potential to decrease the amount of prior year refunds. 

EFFECT ON COUNTY OR OTHER LOCAL REVENUE OR EXPENDITURES: 

County taxing jurisdictions may not have to refund revenue received in prior years from the corporation tax on 
financial institutions, if financial institutions in that county opt for the election under the proposed bill. 

TECHNICAL OR MECHANICAL DEFECTS OR CONFLICTS WITH EXISTING LEGISLATION: 

Page 9, Line 15: This line makes reference to modifications referred to in subsection (1). Subsection (5) is the 
subsection that describes the modifications referred to on this line. 

~~ r~ . . ·~ I . ~·· ...-' ~ ~. .. • -~ / /- ·- -~ c r,...: ' ' 

DIRECTOR DENNIS G. NATHE, PRIMARY SPONSOR DATE 
and Program Planning 

Fiscal Note for SB137, as introduced 

S8 131 
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SENATE BILL NO. 137 

INTRODUCED BY NATHE 

APPROVED BY CDMM. ON 
BUSINESS & INDUSTRY 

A BILL FOR AN ACT ENTITLED: "AN ACT TO ALLOW AN ELECTION TO 

FOREGO THE CARRYBACK OF A NET OPERATING LOSS AND APPLY A NET 

OPERATING LOSS ONLY AS A CARRYFORWARD FOR THE PURPOSES OF 

DETERMINING NET INCOME FOR CORPORATION LICENSE TAX OR 

CORPORATION INCOME TAX; AMENDING SECTIONS 15-31-114 AND 

15-31-406, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE 

AND A RETROACTIVE APPLICABILITY DATE." 

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

Section 1. Section 15-31-114, MCA, is amended to read: 

•15-3l-ll4a 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: 

(l) 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 
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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 

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 oEE 

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 

provisions of section 167 of the Internal Revenue Code 1n 

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 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 thereof for which an allowance is or has been 

made. 

(b) tit There shall be allowed as a deduction for the 

taxable period a net operating loss deduction determined 

according to the provisions of th~S-~tlbseetion (section 3]. 

~he--ftet--operat±ng--lo~~--dedttetion-±~-the-aggregate-o€-net 

-2- SB 137 

SECOND READING 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

ll 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

·~ 

SB 0137/02 

e~erating-loee-eerryovers-to-stleh-~axable--~e~iod--pi~e--the 

net--ope~ae±ftg--!oss--earrybaeke-to-s~eh-taxabie-per±odo-~he 

term-unet-operating-ioss•-means-t~e-exeess-o~-the-ded~etions 

allewed-by-this-seetionr-l5-3%-%i4r-ove~-the--9ross--ineomer 

w~th-the-modir~eations-s~eeified-in-ti±t-of-th~s-snbseetiono 

ff-£or-any-taxab!e-~eriod-be9inn±ng-a£ter-9eeember-3ir-i9TSr 

a--net-operating-loss-is-sttstained,-stteh-loss-shaii-be-a-net 

operat±n~-loss--earrybae~--to--eaeh--o£--the--three--taxabie 

per±ods--preeeding-the-taxab±e-period-o£-stteh-iess-and-shaii 

be-a-net-operat±ng--ioss--earryover--to--eaeh--e£--the--fiv~ 

~axable-periede-fe%%ewin9-the-tax~ble-peried-e£-~tlch-le~s.-A 

net--opereeing--%es~--tor--any--~axable--period-ending-after 

Beeember-3%T-i975r-~n-addieien-to-bein9-a-net-operatin~-~oss 

earrybaek-to-eaeh-of-the-ehree--preeeding--taxable--periodsr 

shall-be-a-net-operatin~-loss-earryover-to-e~eh-ot-tne-seven 

t~xable--periods--follewin9-the-taxable-period-of-stteh-loeeo 

~he-portion-o£-stleh-loee-whieh-sha±±-be-earried-to--eaeh--of 

the--other-taxab±e-years-sha±r-be-the-exeess,-i£-any,-o£-the 

amottnt-e£-stleh-loss-over-the-s~m-o£-the-net-ineome-£or--eaeh 

of-~he-prior-taxable-perieds-to-whieh-stteh-±oss-was-earriedo 

Por--ptlrposes--o£-the-preeeding-sentenee,-the-net-income-£or 

stteh--prior--taxable--period--shali--be--eompttted--with--the 

modi£ieations-speei£ied-in-tiittBt-o£-thie-ettbseetien-and-by 

determ±n±ng--~h~--amettn~-ef-the-net-ep~rat~n1-ioes-ded~e~ioft 

withottt-regard-to-the-net-operating-les~-for-the-lo~s-period 
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or-any-taxabie-period-there&£ter,--and--the--net--ineome~-se 

eomp~ted-sha!l-not-be-eonsidered-te-be-~e~s-than-zeroo 

t±±t-The--mo~ifieatiens--re£erred--to~-in--tit-~-this 

e~b~eetie"-sha±l-be-as-£eliow~~ 

tAt--No-net-eperating-toss-dedttetion-shall-be--aiiowed~ 

tBt--~ne--eee~et±o~--£or-deplet±on-snali-~ot-exeeed-tne 

amottnt-wh±eh-wotlld-be-allowable-if-eomptlted-ttnder--the--eoet 

method~ 

t€t--Any-net-o~erating-±oes-eerried-o~er-to-any-texeb~e 

year~--be~innin~-a£ter-Beeember-3%r-i9T8,-mttst-be-eaie~Tated 

ttnder-t~e-pro~isions--of--this--section--effeetive--for--the 

taxable-year-for-whieh-the-rettlrn-elaiming-the--~et-operat~ng 

loss-earryover-is-filedo 

tiiit-A--net--operatinq-loss-dedttetion-shall-be-ai~owed 

only-vith-regard-to--ioeees--attribtt~able--to--the--bttsines~ 

earr±ed-en-within-the-state-of-Montan8o 

t±vt-In--the--eas~--or--a--me~ge~--ot-eo~poration~,-the 

s~~~ivin9-eorporation-shali-not-be-alloved-a--net--opera~~nq 

loe~--dedtletion--Eor--net--operating-iosses-sttste±ned-by-~he 

merged-eerperatiens-p~~or-to-the-date-of-me~ger•-fn-the-eB~e 

e£-a-een~ei~dat~en-o£-eorporat~ons,-the-new-eorporate-entity 

sha%i-net-be-allowed-a-dedttetion-for--net--operat±ng--±osse~ 

sttstained-by-the-eonsolidated-eo~po~ations-prior-te-the-date 

ot-eonsolidation~ 

tvt--Hotwithetendtng---the---pro~±~ion~--of--lS-3t-53t, 
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i~~~~e~~-~fta%1-no~-be-paid-wi~h-respeet-to-a-refttnd--of--tax 

restll~inq--f~om-a-nee-operae±n~-loss-earryhaek-or-earryo~er. 

tvit-~he-ftet-operating--ioss--dedHetion--shall--not--be 

aliewed--with--reepeet--to-taxable-periods-wh±eh-ended-on-o~ 

be£ore-Beeember-3l,-l9~9,-but-shall--be--aliowed--oniy--with 

respeet--to-taxable-periods-be9inninq-on-or-a£ter-dannary-l, 

l9Tl• 

(3) In the case of mines, other natural deposits, oil 

and gas wells, and timber, a reasonable allowance for 

depletion and fo( 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 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. 

(5) (a) Taxes paid within the year, except the 
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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 

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 any countyr school 

district, or municipality of this state. 

(6) That portion of an energy-related investment 

allowed as a deduction under 15-32-103. 

(7) (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 commission shall not allow in 

the rate base of a regulated corporation the inclusion of 

contributions made under this subsection. 

(8) In lieu of the deduction allowed under subsection 

(7), 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 
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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 years 

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 (8)." 

Section 2. Section 15-31-406, MCA, is amended to read: 

•15-31-406. License tax sections incorporated by 

reference. The provisions of the following sections of this 

chapter are incorporated into this part by reference and 

made a part hereof: 

(1) that part of 15-31-101 which defines the term 

"corporation'' and 15-31-102, which specifies the classes of 

organizations whose income shall not be taxed; 

(2) sections 15-31-111 through 15-31-114, 15-31-117, 

15-31-118, 15-31-141, 15-31-142 [section 3], 15-31-301 

through 15-31-313, 15-31-501 through 15-31-509, 15-31-525, 

15-31-526, 15-31-531, 15-31-532, 15-31-541, and 15-31-543, 
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except that the term "gross income'' shall be construed as 

excluding the net amount of interest income from valid 

obligations of the United States and except that wherever 

the words 11 tax", "license tax", "license fee", 11 Corporation 

excise tax'', or like words appear, referring to the tax 

imposed under part 1 of this chapter, there shall be 

substituted the words "income tax''." 

NEW SECTION. Section 3. Net operating losses 

carryovers and carrybacks. (1} The net operating loss 

deduction is the aggregate of net operating loss carryovers 

to the taxable period plus the net operating loss carrybacks 

to the taxable period. 

(2) The term "net operating loss" means the excess of 

the deductions allowed by this section over the gross 

income, with the modifications specified in subsection (6). 

(3} If for any taxable period beginning after December 

31, 1970, a net operating loss is sustained, the loss must 

be a net operating loss carryback to each of the three 

taxable periods preceding the taxable period of the loss and 

must be a net operating loss carryover to each of the five 

taxable periods following the taxable period of the loss. 

(4} A net operating loss 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, must be a net operating loss carryover to 
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each of the seven taxable periods following the taxable 

period of the loss. 

(5) Except as provided in subsection (11), the portion 

of the loss that must be carried to each of the other 

taxable years must be the excess, if any, of the amount of 

the loss over the sum of the net income for each of the 

prior taxable periods to which the loss was carried. For 

purposes of the preceding sentence, the net income for the 

prior taxable period must be computed with the modification 

specified in subsection (6)(b) and by determining the amount 

of the net operating lass deduction without regard to the 

net operating lass for the loss period or any taxable period 

thereafter, and the net income so computed may not be 

considered to be less than zero. 

(6) The modifications referred to in subsection tit 

ill are as follows: 

(a} net operating loss deduction may not be allowed. 

(b) The deduction for depletion may not exceed the 

amount that 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. 
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(7) A net operating loss deduction must be allowed 

only with regard to losses attributable to the business 

carried on within the state of Montana. 

(8) In the case of a merger of corporations, the 

surviving corporation may 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 

may not be allowed a deduction for net operating losses 

sustained by the consolidated corporations prior to the date 

of consolidation. 

(9) Notwithstanding the provisions of 15-31-531, 

interest may not be paid with respect to a refund of tax 

resulting from a net operating loss carryback or carryover. 

(10} The net operating loss deduction may not be 

allowed with respect to taxable periods that ended on or 

before December 31, 1970, but must be allowed only with 

respect to taxable periods beginning on or after January 1, 

1971. 

(ll) A taxpayer entitled to a carryback period for a 

net operating loss may elect to forego the entire carryback 

period. If the election is made, the loss may be carried 

forward only. The election must be made on or before the 

date on which the return is due, including any extension of 

the due date, for the tax year of the net operating loss for 
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1 which the election is to be in effect. The election is 

2 irrevocable for the year made. 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

NEW SECTION. Section 4. Extension 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]. 

NEW SECTION. Section 5. Codification instruction. 

[Section 3] is intended to be codified as an integral part 

of Title 15, chapter 31, part 1, and the provisions of Title 

15, chapter 31, apply to [section 3]. 

NEW SECTION. Section 6. Effective date -- retroactive 

applicability. [This act] is effective on passage and 

approval and applies retroactively, within the meaning of 

1-2-109, to taxable years beginning after December 31, 1988. 

-End-
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SENATE BILL NO. 137 

INTRODUCED BY NATHE 

A BILL FOR AN ACT ENTITLED: "AN ACT TO ALLOif AN ELECTION TO 

FOREGO THE CARRYBACK OF A NET OPERATING LOSS AND APPLY A NE'l' 

OPERATING LOSS ONLY AS A CARRYFORWARD FOR THE PURPOSES OF 

DETERMINING NET INCOME FOR CORPORATION LICENSE TAX OR 

CORPORATION INCOME TAX, AMENDING SECTIONS 15-31-114 AND 

15-31-406, MCA' AND PROVIDING AN IMMEDIATE EFFECTIVE DATE 

AND A RETROACTIVE APPLICABILITY DATE." 

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

Section 1. section 15-31-114, MCA, is a•ended to read: 

"15-31-114. Deductions allowed in coaputing inc~. 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 .aintenance 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 
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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 inca.e tax; provided, however, 

that where domestic corporations are taxed on incoee derived 

from without the state, salaries of officers paid in 

connection with securing such lnca.e 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 obsolescence of property used in the trade or 

business, such allowance to be determined according to the 

provisions of section 167 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 allo~ed 

for any amount paid out for any buildinqs, 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 thereof for which an allowance is or has been 

aade. 

(b) tit There shall be allowed as a deduction for the 

taxable period a net operating loss deduction determined 

according to the provisions of this-s~bseetien (sect,ion 3). 

~he--net--eperatinq--less--ded~etien-is-the-aqgregate-ef-net 
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eperatinq-lesa-earryowera-te-sueh-taMable--period--p%us--th~ 

net--operatift!--ioss--earrybaeks-to-saeh-ta~able-period~-~he 

term-•net-operatinq-leas•-aeans-tfte-exeeas-ef-the-dedbctiens 

allowed-hy-this-seetion7 -%S-3!-li4,-ever-the--gross--incemey 

vith-the-aodiEieatiens-speeified-in-tiit-of-this-s~bseetiono 

££-£or-any-taxable-period-be!innift!-e£ter-Beeember-3l,-l9T97 

a--net-operating-loss-is-sustainedT-Stteh-ioas-shai%-be-a-net 

operatin~-loss--earryback--to--eaeh--e£--the--three--taxabie 

periods--preeedin!-the-taMable-period-af-saeh-ioss-and-shall 

be-a-net-operating--less--earryower--to--eaeh--o£--the--i~•e 

taxabie-periods-feilowing-the-taxable-period-of-stteh-loss.-A 

net--operat~ng--loss--for--any--~axab~e--p~ried-~nGin9-efter 

9eeember-3lr-!9T5,-in-additien-te-beinq-a-net-eperatinq-loee 

earrybaek-to-each-of-the-~hree--preced*ng--~axabie--perioes, 

sha%%-be-a-nee-eperat±n9-io~s-carryever-to-eaeh-o£-the-seven 

taxab%e--periode--!eilowinq-ehe-taxab%e-period-of-sueh-losso 

~he-portten-e£-s~eh-lose-whieh-shaii-be-earried-te--eaeh--of 

the--other-taxable-yea~s-shaii-be-the-exeess;-i£-anyr-ef-the 

amount-o£-sueh-lass-over-the-sum-of-the-net-ineome-for--each 

of-the-prior-taxabie-periods-te-vhieh-sbeh-ioss-was-earriedo 

Por--purpeses--e£-the-preeeding-sentenee,-~he-net-ineeMe-for 

sueh--priar--~exable--period--shell--be--eampated--with--the 

ilodifieatians-specifted-in-tiittBt-o£-this-sabseetion-and-by 

deteraining--the--ameunt-o£-the-net-eperating-ioss-ded~etion 

without-re9ard-to-the-net-operating-iesa-Eor-the-ioss-period 
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er-any-taxabie-peried-thereaEeer7--aftd--~he--net--ineome--~o 

eompated-shal!-not-be-eonsidered-to-be-!ess-than-ze•o~ 

ti±t-~he--aodiffeaeians--re£erred--eo--in--t+t--af-eh±s 

sttbsec~ion-shali-be-as-Eo!!owa~ 

tAt--Ne-ftet-operating-~oss-deduetion-shaii-be--aiiowedo 

tBt--~he--dedaetion--tor-depletion-shali-no~-exeeed-~h~ 

ameaftt-whieh-woald-be-a~iowable-if-eompttted-ander--the--ee~t 

method~ 

tet--Afty-net-operatin~-iees-earried-over-to-a~y-taxab!e 

years--be~~nn±n~-after-B~eember-3!,-!9~87-mast-be-eeie~iated 

ttnd~r-the-provision~--ot--this--see~ion--e££ee~~ye--for-,th~ 

taxable-year-£or-whieh-the-return-elaimin~-t~e-net-operatin9 

lese-earryover-is-tiied* 

tii±t-A--net--operatin~-ios~-dedaetion-shali-be-aiiowed 

oniy-with-re~ard-to--losees--attribtttabie--to--the--btts±ne~~ 

earried-on-within-the-state-o£-Montana. 

tivt-fn--the--ea~e--ot--a--merger--o£-eorporat~on~,-the 

ett~viving-eorporation-shall-not-be-ailowed-a--net--operating 

ioss--dedttetion--£or--net--operating-iosses-sustained-by-the 

merqed-eerpcrations-prior-to-the-date-ot-merger•-in-the-ea~e 

et-a-consolida~ien-ef-eorporatiens,-the-new-eorporate-ent±ty 

ahall-ftet-be-aiiewed-a-~edue~ion-tor--net--op@ratin9--lo~~e~ 

s~statne~-by-the-eensoiidated-eorpora~ione-pr~or-to-the-date 

ef-eenaoiiaetion~ 

tYt--Notwithstandtng---the---prev±~io"~--of--l5-3t-53ir 
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~nterest-shall-nct-be-paid-with-respeet-to-a-refund--of--tax 

res~~tiftg--from-a-net-eperattn,-iess-earrybaek-er-earryevero 

tvit-~he-net-operatin!--less--deduetion--shall--not--be 

ai!eve~--vtth--respeet--te-ta•able-periods-whieh-ended-en-or 

before-Beeember-317-19~87-b~t-shall--be--sllowed--enly--with 

respeet--to-taxab~e-periede-beginning-on-er-after-Janaary-1, 

19~17 

(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 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 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. 

(S) (a) Taxes paid within the year, except the 
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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 

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 any county, school 

district, or municipality of this state. 

(6) That portion of an energy-related investment 

allowed as a deduction under 15-32-103. 

(7) (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 commission shall not allow in 

the rate base of a regulated corporation the inclusion of 

contributions made under this subsection. 

(8) In lieu of the deduction allowed under subsection 

(7), 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 
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intended for use with the computer donated to an elementary, 

secondary, or accredited postsecondary school located in 

Montana if: 

Ia) 

after 

the contribution is made no 

the manufacture of the 

later than 5 years 

donated property is 

substantially completed; 

lbJ 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 (8)." 

Section 2. Section 15-31-406, MCA, is amended to read: 

•15-31-406. License taz sections incorporated by 

reference. The provisions of the following sections of this 

chapter are incorporated into this part by reference and 

made a part hereof: 

Ill that pact of 15-31-101 which defines the term 

•corporation" and 15-31-102, which specifies the classes of 

organizations whose income shall not be taxed; 

12) sections 15-31-111 through 15-31-114, 15-31-117, 

15-31-118, 15-31-141, 15-31-142 [section 3], 15-31-301 

through 15-31-313, 15-31-501 through 15-31-509, 15-31-525, 

15-31-526, 15-31-531, 15-31-532, 15-31-541, and 15-31-543, 
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except that the term "9ross income" shall be construed as 

excluding the net amount of interest income from valid 

obligations of the United States and except that wherever 

the words 01 tax", "license tax .. , 11 license fee .. , ''corporation 

excise tax", or like words appear, referring to the tax 

imposed under part 1 of this chapter, there shall 

substituted the words "income tax"." 

be 

NEW SECTION. Section 3. Net operating losses 

carryovers and carrybacks~ (1) The net operating loss 

deduction is the aggregate of net operating loss carryovers 

to the taxable period plus the net operating loss carrybacks 

to the taxable period. 

(2) The term "net operating loss" means the excess of 

the deductions allowed by this section over the gross 

income, with the modifications specified in subsection (6). 

(3) If for any taxable period beginning after December 

31, 1970, a net operating loss is sustained, the loss must 

be a net operating loss carryback to each of the three 

taxable periods pceceding the taxable period of the loss and 

must be a net operating loss carryover to each of the five 

taxable periods following the taxable period of the loss. 

14) A net op~rating loss 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, must be a net operating loss carryover to 
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each of the seven taxable periods following the taxable 

period of the loss. 

(51 Except as provided in subsection (11), the portion 

of the loss that must be carried to each of the other 

taxable years must be the excess, if any, of the amount of 

the loss over the sum of the net income for each of the 

prior taxable periods to which the loss was carried. For 

purposes of the preceding sentence, the net income for the 

prior taxable period must be computed with the modification 

specified in subsection (6)(b) and by determining the amount 

of the net operating loss deduction without regard to the 

net operating loss for the lass period or any taxable period 

thereafter, and the net income so computed may not be 

considered to be less than zero. 

(6) The modifications referred to in subsection tit 

111 are as follows: 

(a) net operating loss deduction may not be allowed. 

(b) The deduction for depletion may not exceed the 

amount that 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. 
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(7) A net operating loss deduction must be allowed 

only with regard to losses attributable to the business 

carried on within the state of Montana. 

(8) In the case of a merger of corporations, the 

surviving corporation may 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 

may not be allowed a deduction for net operating losse~ 

sustained by the consolidated corporations prior to the date 

of consolidation. 

( 9) Notwithstanding the provisions of 15-31-531, 

interest may not be paid with respect to a refund of tax 

resulting from a net operating loss carryback or carryover. 

(10} The net operating loss deduction may not be 

allowed with respect to taxable periods that ended on or 

before December 31, 1970, but must be allowed only with 

respect to taxable periods beginning on or after January 1, 

1971. 

(ll) A taxpayer entitled to a carryback period for a 

net operating loss may elect to forego the entire cacryback 

period. If the election is made, the loss may be carried 

forward only. The election must be made on or before the 

date on which the return is due, including any extension of 

the due date, for the tax year of the net operating loss for 
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1 which the election is to be in effect. The election is 

2 

3 

4 

5 

6 
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8 
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10 

ll 

irrevocable for the year made. 

NEW SECTION. Section 4. Eztension 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). 

NEW SECTION. Section 5. Codification instruction. 

[Section J) is intended to be codified as an integral part 

of Title 15, chapter 31, part 1, and the provisions of Title 

15, chapter 31, apply to (section 3]. 

NEW SECTION. Section 6. Effective date -- retroactive 

12 applicability. [This act] is effective on passage and 

13 approval and applies retroactively, within the meaning of 

14 1-2-109, to taxable years beginning after December 31, 1988. 

-End-
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SENATE BILL NO. 137 

INTRODUCED BY NATHE 

~ BILL FOR AN ACT ENTITLED: "AN ACT TO ALLOW AN ELECTION TO 

FOREGO THE CARRYBACK OF A NET OPERATING LOSS AND APPLY A NET 

OPERATING LOSS ONLY AS A CARRYFORWARD FOR THE PURPOSES OF 

DETERMINING NET INCOME FOR CORPORATION LICENSE TAX OR 

CORPORATION INCOME TAX; AMENDING SECTIONS 15-ll-114 AND 

15-]1-406, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE 

~NO A RETROACTIVE APPLICABILITY DATE." 

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

Section 1. S@ction 15-ll-114, RCA, is a•@nd@d to r@ad: 

•ts-JI-114. Deductions allowed in ~ting inca.e. In 

computing the net income. the following deductions shall be 

allowed from the gross inco~e 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 li•itation 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 
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title or in which lt has no equity. No deduction shall be 

allowed for salaries paid upon which the recipient thereof 

has not paid Montana state inca.e tax; provided, however, 

that where domestic corporations a£e taxed on income derived 

fra. without the state, sala£ies of office£s paid in 

connection with securing such inc~e shall b@ deductible. 

(2) (a) All losses actually sustained and charged off 

within the year and not ca.pensated 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 

provisions of section 167 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 out for any buildings, permanent 

improvements, or betteraents •ade 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 allowance is or has been 

•ade. 

(b) tit There shall be allowed as a deduction for the 

taxable period a net operating loss deduction determined 

according to the provisions of ~hts-~shsee~~eft Isecti~. 

Yhe--n~~--epera~in~--less--ded~~~ien-is-~he-a~~r@~a~~-ef-n@~ 
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operatinq-losa-earryowers-to-aaeh-taxabie--period--pl~a--~he 

net--operattn9--loaa--earrybae-s-~o-sdeh-ta•abie-peried.-~he 

~er•-•net-operating-losa•-aeana-the-exeess-of-the-ded~ettens 

allewed-by-~hts-seetteft7-l5-3i-lt4,-ever-the--9ress--tftee•e7 

w±th-the-~±f±eat±ofts-spee±f±ed-±ft-tt±t-ef-th±s-sdbseetion. 

ff-for-any-~axable-peried-be9±nft±n9-after-Beeeaber-3t,-l978, 

a--net-operating-loss-is-sastained7-snch-loss-shail-be-a-net 

operating-loas--earrybaeR--to--eaeh--of--the--three--taxable 

per±ods--preeedin9-the-taxable-pertod-of-sdeh-losa-aftd-shall 

Be-a-net-operatin~--loss--earryover--to--eaeh--ef--the--fi•e 

taxable-per±ods-fellow±n9-the-taxeble-per±od-of-sdeh-leas.-A 

net--operatin9--ioss--for--any--taxable--pertod-ending-after 

Beeeaber-3lr-l9i57-in-addition-to-bein9-a-net-operatin9-losa 

earrybaek-to-each-o£-the-three--precedin9--taxable--periods7 

ahail-be-a-ftet-operatlng-loaa-earryover-to-eaeh-of-efte-seven 

taxable--periods--foliow~ng-the-taxable-period-o£-stteh-losso 

~he-portion-of-saeh-~o~s-whieh-~hail-b~-earri~d-to--eaeh--of 

the--ether-taxable-years-shall-be-the-exeess,-±£-any,-ef-the 

aao~ne-of-sach-ioss-over-the-sam-of-the-ne~-ineome-ror--eaeh 

of-the-prior-tawable-perioda-to-whieh-sHeh-ioss-vas-earriedo 

Por--pa~poaes--of-the-preeed~ft9-aentenee,-the-net-ineoae-fo~ 

s~eh--pr±er--taxable--period--shall--be--e~pdted--with--~he 

aod±fteat±ons-spee±t>ed-in-tiittBt-ot-th±s-s~bseet±on-and-by 

dete~•ining--the--a•ount-of-the-net-o~rating-loss-deaaetion 

withoat-regard-to-the-net-operating-loss-for-the-ioas-period 

-3- SB 137 

1 

2 

] 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0137/02 

or-any-taxable-period-thereafter7--and--the--net--±ncome--~o 

eoapated-shail-not-be-eonsidered-to-be-less-than-ze~oo 

tiit-The--.adi£leations--re£erred--to--in--tit--et-th±s 

aabaeetion-shaii-be-as-£oliows~ 

tAt--No-net-operat~n9-iosa-dedaet±on-sh8ll-be--allowedo 

tBt--~fte--d~ddetien--ror-deptetion-~ha±l-not-exeeed-the 

aaonnt-whieh-won!d-be-atiewable-if-eomputed-dnder--the--cost 

•e~hed. 

tet--Any-net-operating-toss-earrt~d-over-to-any-~ft~abie 

year~--beqtnnin9-a£ter-Beeember-3l,-l9TBr-mu~t-be-eale~iat~d 

under-tfte-proviaien~--o£--this--aeet~on--ef£e~tlve--for--the 

taxable-year-for-whieh-the-retnrn-elaiminq-the·net-operattn9 

loss-earryover-is-£lledo 

titit-A--net--operat~nq-leas-deduetion-shaii-be-allowed 

only-with-regard-to--losses--a~tributabie--to--the--bu~tne~~ 

earried-on-within-~he-state-of-Montanao 

tivt-ln--the--ease--of--a--aer9er--o£-eorpor~tion~;-the 

sarvivin9-eorporation-shall-not-be-ai~owed-a--nee--operettnq 

loss--ded~etion--tor--net--operating-losses-suscatned-by-th~ 

aer9ed-eorporations-prior-to-the-date-o£-merger.-En-the-esse 

of-a-eonse!idation-of-eorporationsr-the-new-corporate-entity 

shaii-not-~e-alloved-a-dedaetion-£or--net--oper~tin9--lo~~e~ 

suatained-by-the-eonaoiidated-eorporat~on~-pr~or-to-the-date 

of-eensoiidation7 

tvt--Nctwithstaftd~ftg---~he---prov±~tnn~--ot--t~ 3%-~~it 
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interes~-shsll-not-be-petd-with-respeet-to-a-ref~nd--of--tex 

res~lting--from-a-net-operatin9-ioss-earry~aek-or-earryover~ 

tvit-~he-net-operatint--ioss--dedaetion--shal+--not--be 

ailowed--with--respeet--to-taxable-periods-whieh-ended-on-or 

before-Beeeaber-317-19~&7-b~~-shall--be--allowed--only--w>~h 

respeet--to-taxable-periods-beginninq-on-or-atter-danuory-17 

t9~lT 

(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 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 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 ta•able under this part. 

(5) (a) TaKes paid within the year, eKcept the 
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following: 

(i) Taxes imposed by this part. 

(ii) Taxes assessed against local benefits of 3 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 

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 any county, school 

district, or municipality of this state. 

(6) That portion of an energy-related investment 

allowed as a deduction under 15-32-103. 

(7) (a) Except as 

charitable contributions 

prOvided 

and gifts 

in subsectio11 

that qudlity 

(b)' 

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 corporation the 1nclusion of 

contributions made under this subsection. 

(8) In lieu of the deduction allowed under ~ubsection 

(7), the taxpayer may deduct the fair market value, not to 

exceed 30\ of the taxpayer's net income, of a con1puter or 

other sophisticated technological equipment or appdratus 

-6- SH t37 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

ll 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0137/02 

intended for use with the coaputer donated to an elementary, 

secondary, or accredited postsecondary school located in 

Montana if: 

(a) the contribution is made no later than 5 years 

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 servicesi and 

tel 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 (8)." 

Section 2. Section 15-31-406, MCA, is amended to read: 

•15-31-406. License taz sections incorporated by 

reference. The provisions of the following sections of this 

chapter are incorporated into this part by reference and 

made a part hereof: 

(1) that part of 15-31-101 which defines the term 

•corporation• and 15-31-102, which specifies the classes of 

organizations whose income shall not be taxed; 

(2) sections 15-31-lll through 15-31-114, 15-31-117, 

15-31-118, 15-31-141, 15-31-142 (section 3], 15-31-301 

through 15-31-313, 15-31-501 through 15-31-509, 15-31-525, 

15-31-526, 15-31-531, 15-31-532, 15-31-541, and 15-31-543, 
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except that the term "gross income" shall be construed as 

excluding the net amount of interest income from valid 

obligations of the United States and except that wh€rever 

the words "tax", "license tax", "license fee", "corporation 

excise tax", or like words appear, referring to the tax 

imposed under part 1 of this chapter, there shall be 

substituted the words •• income tax"." 

NEW SECTION. Section 3. Net operating losses 

carryovers and carrybacks. (l) The net operating loss 

deduction is the aggregate of net operating loss carryover~ 

to the taxable period plus the net operating loss carrybacks 

to the taxable period. 

12) The teem "net operating loss 11 means the excess of 

the deductions allowed by this section over the gross 

income, with the modifications specified in subsection (6). 

(3) If for any taxable period beginning after Dec~mber 

Jl, 1970, a net operating loss is sustained, the loss must 

be a net operating loss carryback to each of the three 

taxable periods preceding the taxable per1od of the loss and 

must be a net operating loss carryover to each of the five 

taxable peciods following the taxable period of the loss. 

(4) A net operating loss foe any taxable per1od ending 

after December 31, 1975, in addition to being a net 

operating loss carryback to each of the three preceding 

taxable periods, must bed net operdt IIHJ los~ carryover to 
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each of the seven taxable periods following the taxable 

period of the loss. 

(5) Except as provided in subsection (11), the portion 

of the loss that must be carried to each of the other 

taxable years must be the excess, if any, of the amount of 

the loss over the sum of the net income for each of the 

prior taxable periods to which the loss was carried. For 

purposes of the preceding sentence, the net income for the 

prior taxable period must be computed with the modification 

specified in subsection (6)(b) and by determining the amount 

of the net operatin9 loss deduction without regard to the 

net operating loss for the loss period or any taxable period 

thereafter, and the net income so computed may nat be 

considered to be less than zero. 

(6) The modifications referred to in subsection t±t 

ill are as follows: 

(a) net operating loss deduction may not be allowed. 

(b) The deduction for depletion may not e~ceed the 

amount that 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 clai~ing the net operating 

loss carryover is filed. 
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{7) A net operating loss deduction must be allowed 

only with reg~rd to losses attribut~ble to the busi11ess 

carried on within the state of Montana. 

(8) In the case of a merger of corporatl,_m~, the 

surviving corporation may not be allowed a net u~~rating 

loss deduction for net operating losses sustained by the 

merged corporations prior to the date of merger. In the cd.::.e 

of a consolidation of corpor.:ations, the new corporate entity 

may not be allowed a deduction for net operating losses 

sustained by the consolidated corporations prior to the date 

of consolidation. 

(9) Notwithstanding the provls1ons of l~ 31-~31, 

interest may not be paid with respect to a reEund of tax 

resulting from a net operating loss carryback or carryover. 

(10) The net operating loss deduction mdy not be 

allowed with respect to taxable periods that ended on or 

before December 31, 1970, but must be allowed only with 

respect to taxable periods beginning on or after January l, 

1971. 

(11) A taxpayer entitled to a carryback per1od for a 

net operating loss may elect to forego the entire carryback 

period. If the election is made, the los~ may be carr1ed 

forward only. The election must be made on or befvre the 

date on which the return is due, including any extens1on of 

the due date, for the tax year of the net operatutg loss for 
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1 which the election is to be in effect. The election is 

2 irrevocable for the year aade. 

3 NEW SECTION. Secuon 4. Eatension of authority. Any 

4 existing authority to make rules on the subject of the 

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

6 (this act). 

7 NEW SECTION. Section 5. Codification instr-uction. 

8 (Section 3) is intended to be codified as an integral part 

9 of Title 15, chapter 31, part 1, and the provisions of Title 

10 15, chapter 31, apply to (section 3). 

11 NEW SECTION. Section 6. Effective date -- retroactive 

12 applicability. (This act) is effective on passage and 

13 approval and applies retroactively, within the meaninq of 

14 l-2-109, to taxable years be9innin9 after December 31, 1988. 

-End-
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