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HOUSE BILL NO. 24

2 INTRODUCED BY KITZENBERG
3
4 A BILL FOR AN ACT ENTITLED: "AN ACT PROVIDING FOR A GENERAL INVESTMENT TAX CREDIT;
5 PROVIDING THAT A 3 PERCENT CREDIT FOR QUALIFIED INVESTMENTS IS ALLOWED AGAINST
6  INDIVIDUALINCOME TAXES ORCORPORATE LICENSE TAXES; LIMITING THE INVESTMENT TAX CREDIT
7 INANY 1 YEAR TO NO MORE THAN 45 PERCENT OF THE TAXPAYER’'S TAX LIABILITY; PROVIDING FOR
8 A 7-YEAR CARRYOVER OF UNUSED INVESTMENT TAX CREDITS IF THE UNDERLYING INVESTMENT
9  REMAINS iN MONTANA; AMENDING SECTION 15-31-123, MCA; AND PROVIDING EFFECTIVE DATES
10 AND AN APPLICABILITY DATE."
11
12  BEIT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
13
14 Section 1. Section 15-31-123, MCA, is amended to read:
15 "15-31-123. Investment credit. {1} The purpose of this section is to allow small businesses to take
16 an investrnent credit, as provided for in subsection 3} {2), and to stimulate capital investment by the smah
17  business sector.
18
19
20
21
22
23
24 +3}(2) There is allowed as a credit against the taxes imposed by 15-30-103, 15-31-101,
25 15-31-121, and 15-31-122 an amount eguai to:
26 {a} apereentage-of the tax credit carryovers; and
27 (b) the tax credit for the tax year.
28 (3} An investment gualifies for a credit alewed-with—respest-te-certain if:
29 {a} it is depreciable property under seetion-38 sections 46(c) and 48 of the Internal Revenue Code
30 1986, as thase sections read prior
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19
20
21
22
23
24
25
26
27
28
29
30

to November 5, 1990, However—+rehabilitation-costs-as-setferth-under subject to the limitations provided
for certain requlated companies in section 48taH2H&} 46(f) of the Internal Revenue Code of $864—eras

mvestmentoredit- 1986, as that section read prior to November 5, 1990, and if the property is_nat a motor

vehicle under B,000 pounds aross weight: Fhe-ereditis-alowed-{forthopurchaso-andinstallation-of-certain

+a+(b) it was placed in service in Montana; and

tbHc) it was usedfortho-productien-ef-Mentana-ineeme acquired, constructed, reconstructed,

erected, or placed into service after December 31, 1997.

{8H4) (a) The amount of the credit for a tax vear is 3% of the amount of qualified_investments

made during the tax year. Netwithstanding—the-provisions—ofsubseetient{4}—tha The investment credit
allowed for the taxable tax year may not exceed $8660 45% of the tax liability of the taxpayer.

(b} If the sum of credit carryovers and the amount of credit for the tax year from the credit allowed

by subsection [2) exceeds the limitation imposed by subsection {4}{a) for the current tax year, the excess

attributable to the current tax year's credit is an_investment credit carryover to the 7 succeeding tax

years. The entire amount of unused credit must be carried forward to the earliest of the succeeding years,

and the oldest available unused credit must be used first, as long as the qualified investment property for

which the unused credit was granted still remains in Montana.

{6MB) If property for which an investment credit is claimed is used both inside and outside this
state, only a portion of the credit is allowed. The credit must be apportioned according to a fraction the
numerator of which is the number of days during the taxable tax year that the property was located in
Montana and the denominator of which is the number of days during the taxable tax year that the taxpayer
owned the property. The investment credit may be applied only to the tax liability of the taxpayer who
purchases and places in service the property for which an investment credit is claimed.

+H{6] The investment credit allowed by this section is subject 10 recapture as provided for in

section47-of the Internal Revenue Code e
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amended. A recapture of the credit allowed %v this section is not required in reqard to property ceasing

to qualify by reason of an_involuntary conversion within the meaning of section 1033 of the Internal

Revenue Code.

(7) _If a small business corporation, as defined in 15-31-201, qualifies for the credit in this section,

the credit must be attributed to the shareholders, using the proportion used to repart the corporation’s

income or loss for Montana income tax purposes.”

NEW SECTION. Section 2. Effective date -- applicability -- adoption of rules. (1) Except as
provided in subsection {2), [this act] is effective on passage and approval.

(2} [Section 1]is effective January 1, 1998, and applies to tax vears beginning after December 31,
1997.

(3) The department of revenue may proceed to adopt rules to implement [section 1], but the rules
may not became effective prior to January 1, 1998.

-END-
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STATE OF MONTANA - FISCAL NOTE

Fimcal Note for HB0QZ4. as intxoduced

DESCRIPTION QOF PROPOSED LEGISLATION:

An act providing for a general investment tax credit; providing that a 3 percent credit for
qualified investments is allowed against individual income taxes or corporate license taxes;
limiting the investment tax credit in any 1 year to no more than 45 percent of the taxpayer's
tax liability; providing for a 7-year carryover of unused investment tax credits if the
underlying investment remains in Montana; and providing effective dates and an appllcablllty
date.

ASSUMPTIOQNS :

1. The legislation applieg to tax years beginning after December 31, 1997,

2. For tax year 1995, Idaho had an identical investment tax credit as the one proposed by
HB 0094. Idahc's investment tax credit was 3 percent up to 45 percent of the
taxpayer's liabhility with a 7-year carryover period.

3. In Idaho, for returns processed in 1996, businesses (mostly corporations) claimed $27.8

million in investment tax credits and individuals claimed $7.7 million in investment
tax credits (Idaho State Tax Commission) .

4. Based on data from 1987 and 1992, Montana's total investment expenditure has been, on
average, 65 percent of Idaho's total investment expenditure. Idaho's increasing
investment expenditure in manufacturing is causing the ratic of Montana to Idaho
invegtment expenditure to decrease Bignificantly over time (U.S. Bureau of the Census).

5. The investment tax credit applies to subchapter S corporations, partnerships, and
fiduciaries, etc. (see technical note number 2).
6. The ratio of investment tax credit claimed in Montana to that claimed in Idaho will be

the mame as the ratio of total investment expenditure in Montana to total investment
expenditure in Idaho.

7. Prorated investment tax credits for Montana returns in tax year 1995, would have been
$18.07 million for corporations and $5.01 million for individuals, for a total of
$23,08 million.

8. The first full-year impact on individual income tax revenue will be FY99.

9. The first impact on corporate license tax revenue will be in May and June of 1999 when
approximately 30 percent of corporate returns are filed. The impact on corporate
licenge tax revenue in FY 99 will be $5.42 million (30 percent of $18.07 million).
{See the section on long-range impacts below.)

10. There is8 no impact in FY 98 under this proposal.

11, The Corporation Tax Divieion of the Department of Revenue would incur a one-time cost
of 31,600 camputer programming changes and a yearly cost of $400 for the printing of
an additional tax credit form.

12. The Income Tax Division of the Department of Revenue would incur keypunch, form and
audit costs in addition to the cost of adding a new line to the income tax return. A
grade 10 FTE would be required {0.50 FTE in FY%9 for the last six months and 1.00 FTE
each fiscal year thereafter). These costs would total $35,854 for FY99.
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{continued)
FISCAL IMPACT: - Fr 98 —FX 299
Expenditures:
Corporate Tax:
Forms 0 $400
Computer Programming Changes 0 $1,600
Individual Income Tax:
FTE 0 0.50
Pergonnel Services 0 $11,848
Operatiocns 0 517,812
Equipment CQsts Q £6.194
Total 0 $35,854
—EX 28 — FY 99
Revenues:
Individual Income Tax 0 {85,010, 000)
. , : 0 (85 )
Total 0 ($10,430,000)
Seneral Fund 0 {$10,465, 854)

LONG-RANGE EFFECTS QF PROPOSED LEGISLATION.

Fiscal year 2000(FY00) would be the first year that the full effect on the corporation
license tax is evident. The estimated negative revenue impact on corporate license tax
collections for FY00, without carryovers, would be about $18 million; the negative impact on
individual income tax, without carryovers, would be about $5 million; the total negative
revenue impact for FY00 would be about $23 million, excluding carryovers.

TECHNICAL NOTES:

1.

The current investment tax credit section for the individual income tax, 15-30-162, was
not amended by this legislation. Therefore, in certain instances, an individual or
unincorporated business could claim a double credit on the same property. This could be
fixed by eliminating the reference to 15-30-103 that was inserted in 15-31-123, and
amending 15-30-162 in a parallel manner to what the bill reads now.

The bill dces not define a "small business." A sole proprietorship, partnership, etc.
may or may not be eligible for the investment tax credit.

It is not clear whether the tax credit is before cr after other credits.





