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During the July 2014 Revenue and Transportation Interim Committee meeting, the committee
asked for a presentation regarding how Senate Bill No. 282 (2013) was structured. This
memorandum provides a summary of the current Montana individual income tax structurein
order to show how it differs from Senate Bill No. 282. It then describes some of the changes that
were proposed in the enrolled version of Senate Bill No. 282 during the 2013 Legislative
Session.

* NOTE: This memorandum provides a cursory overview of the manner in which income
taxes are determined at the federal and state level. However, a more detailed
understanding of how income taxes are calculated may be beneficial. Detailed
information regarding income tax calculations is contained in a 38-page staff report to
this committee entitled Individual Income Tax in the United States and Montana: A
Roadmap for Future Committee Decisions on House Joint Resolution 13 (2011).

Starting Points

Most states use the federal income tax system as a starting point for calculating the amount of
taxes payable to the state treasury. (See Exhibit A.) This allows taxpayers to copy asingle line
from IRS Form 1040 that contains a great deal of information, while at the same time giving
states assurances of accuracy. It also makes enforcement easier since IRS audits can trigger state
audits and adjustments. States typically use one of two aspects of IRS Form 1040 as a starting
point, including federal adjusted gross income (AGI) and federal taxable income (FTI).

* Montana usesfederal AGI asa starting point.
* Senate Bill No. 282 used FTI asa starting point.
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For tax year 2013 the Internal Revenue Code' (1.R.C.) was referenced more than 30 timesin
Montana's Individual Income Tax Code (Title 15, chapter 30, MCA). When areference appears
to a specific provision of the Internal Revenue Code it encompasses "those provisions as they
may be otherwise labeled or further amended.” § 15-30-2101, MCA. Additionally, in the event a
term is not defined in Montana law "the term has the same meaning as it does when used in a
comparable context in the Internal Revenue Code". § 15-30-2620(2), MCA.

Montana's Current Approach

Montana enacted a graduated income tax in 1933 during the Great Depression, and it is currently
the largest source of state tax revenue. Montana follows the majority of state taxing jurisdictions
by using federal AGI asthefirst starting point to calculate state income tax liability. According to
the Federation of Tax Administrators, the District of Columbia and 28 states use this approach.
(See Exhibit A.) Since federal AGI does not include exemptions and standard deductions (or
itemized deductions for taxpayers that use Schedule A), these states have flexibility to enact their
own exemptions and deductions or they can follow federal law. By using federal AGI asthe
starting point, whenever Congress adds another exclusion or above-the-line deduction, the same
feature can automatically appear (i.e., rolling conformity) in the state returns without any action
from the Legislature.

Step 1: Montana Gross Income Calculation

The Montanaincome tax starts by adopting the federal concept of gross income. Pursuant to

8 15-30-2101, MCA, grossincome means "the taxpayer's gross income for federal income tax
purposes as defined in section 61 of the Internal Revenue Code (26 U.S.C. 61) or asthat section
may be labeled or amended, excluding unemployment compensation included in federal gross
income under the provisions of section 85 of the Internal Revenue Code (26 U.S.C. 85) as
amended." The federal definition of grossincome is comprehensive. Likewise, the Montana
definition of grossincome is comprehensive.

Step 2: Montana Adjusted Gross Income and Exemptions

Using federal AGI asthe starting point for the calculation of state income tax liability leads to an
important question: What is federal AGI? Section 62(a) of the I.R.C. defines AGI as gross
income minus certain specific deductions, most of which contain restrictions that are detailed in
other code sections. The deductions listed in section 62 are often referred to as "above-the-line"
deductions. One of the easiest ways to understand federal AGI isto look lines 23 - 35 of IRS
Form 1040.

The Internal Revenue Codeis codified in Title 26 of the United States Code.
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The Montana definition of adjusted gross income has evolved substantially since 1933. Pursuant
to § 15-30-2110, MCA, except as otherwise provided "adjusted grossincome is the taxpayer's
federal adjusted gross income as defined in section 62 of the Internal Revenue Code, 26 U.S.C.
62". However, there are multiple items that are specifically included in Montana AGI regardless

of what Congress does. The Montana additions appear on lines 1 through 16 of Montana

Individual Income Tax Form 2, Schedule .

CONTINUED ON NEXT PAGE
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_— Form 2, Page 4 - 2013 Sovial Security Number: L :
Schedule | - Montana Additions to Federal Adjusted Gross Income
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g First-ima homa buyar savings account nengualified withdrawals.. ... B ap {+]
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According to the DOR's Biennial Report, some Montana additions to federal AGI were used
regularly, while other additions were used sparingly. The Biennial Report (page 60) contains the
following statistics based on full-year residents returns:

Momtana Individual Income Tax
Incoma Heported on | wil Year Kesidents Heturms

2010 and 2044
2010 2011
Count Tokal Couni Total
ontana Additions to Federal Adiusted Gross Income
nterest on other states’ municipal bonds 18,034 114,583,672 18,327 102,910,306
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arm ardd ranch rsk management account lazable dstrbutions =10 131 =10 10,575
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maler fedaral estate and frust taxable distrbufions 85 66,413 B3 TBE,GE8
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There are also multiple items that are specifically subtracted in Montana AGI regardless of what
Congress does. The Montana subtractions appear on lines 1 through 34 of Montana Individual
Income Tax Form 2, Schedule ll.
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According to the DOR's Biennial Report, some Montana subtractions from federal AGI were
used regularly, while other subtractions were used sparingly. The Biennial Report (page 60)
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MONTane INANDES! Incame 1ax
Incems Reporied on Full Yea Residenls Relums

20l snd 2011

Coint Toial Count Tiots
ontand Bubtrections from Federal Adjusted Grose Incoms
=deral bonds =zempt interest 27472 31,017,274 20 514 25,784 777
empt kel income r.252 200,800,212 TATFS 280,700,239
campt unemploymeant compeneatian 4B 182 2EE 5BS.EET 42 TES 182, BE2 355
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cempl rEtremant dicablity Ineome (Undar age 85) 161 TBE,572 a3 364,370
wmpt fip ineomes 137132 43,592,519 13,8683 45,381,313
rpt income of child tased 0 pansnt G1 113,876 110 252,806
rempt Nealth Inewrence prEmlms taged o employes 181 ETT, 252 Z11 843,168
Fiudent loan repayments toed {0 heakh core professional i3 478, TRS 57 BR300
eciical care eoeninge mccourt exempl deposite B2 18,732,448 7.957 19,395 578
retiime homebuyer exempl 2avinge account depoeits 140 358,004 155 Q5 135
amity educaion savings account exempt deposits 2 TED B, 547,256 T TOE B, 528, F02
arm 6nd ranch risk mansgement aocounts semp! deposte =10 o i} i |
Fubirac®on 1o federal tagable soctal securtylTier 1 raioed retirement 33,673 125,566 526 3G 183 133,165 545
Fulbtracion for federml tazable Teer |l roilroad relirement 3,008 37, E12,904 007 %5 B9E 218
Fubtracion for spouse fling joint return: peseive lose camyowar 59 143,704 43 8a,0654
Fubtracton for epoLes Tiing jolk raturn:  cspltal ke sdjuetmant ZTE3 4,408,741 1,647 3,153,650
fliocafion of compensation to spouss S04 7,905 312 530 &, 523, BEO
orinna net cperafion leas carryawer 4 362 306, 241 632 4253 380,379,283
0% capital galn exciuelon on pre-132T Instaliment sales 38 1,155,423 48 123,493
fusiness expense of moyded matenial 124 204911 108 208,011
Ealza of larvd to beginning feemers <i0 59565 =10 55,561
rgar Tederal eetate and ruet takde dambuliens a3 180,350 151 353,118
age deduction mduced by federd wrgeted jahs credi 138 1,150,818 T2 435,855
erimin grind recognized by fiouidating companation 17 To4. 177 =10 T.0689
[Cihe sukiractiong 1520 164.007.056 4773 165,865,197
Total Montama Subtractions 255,249 1,670,212,349 255,523 1,784, BE2, 5TT

Section 15-30-2110, MCA, isalengthy provision that has been amended 52 times since 1933. It
isalso aprovision that can have a big impact on tax policy, what taxpayers pay, and general fund
revenue.

Step 3: Montana ltemized vs. Montana Standard Deduction

Similar to the federal income tax, Montana allows taxpayers to choose between itemized
deductions or a standard deduction. Generally Montana income tax will be lessif a taxpayer
takes the larger of the itemized deductions or the standard deduction. The determination of what
isallowed for purposes of claiming itemized deductions starts out with areference to the federal
tax code. Pursuant to 8 15-30-2131, MCA, theitemsreferred to in I.R.C. sections 161 and 211
are deductible, with some exceptions. Additionally, Montana taxpayers are allowed to take some
deductions regardless of what Congress does. The following deductions are not allowed as
itemized deductions (computing net income), regardless of what Congress does:



(1) Personal, living, or family expenses (88 15-30-2131(1)(a)(i), 15-30-2133(1), MCA);

(2) Any amount paid out for new buildings or for permanent improvements or
betterments made to increase the value of any property or estate
(88 15-30-2131(2)(a)(i), 15-30-2133(2), MCA);

(3) Any amount expended in restoring property or in making good the exhaustion of the
property for which an allowance is or has been made (88 15-30-2131(1)(a)(i),
15-30-2133(3), MCA);

(4) Premiums paid on any life insurance policy covering the life of any officer or
employee or of any person financially interested in any trade or business carried on by
the taxpayer when the taxpayer is directly or indirectly a beneficiary under the policy
(88 15-30-2131(2)(a)(i), 15-30-2133(4), MCA);

(5) Expensesthat are generally associated with the production of exempt or excludable
income (88 15-30-2131(1)(a)(i), 15-30-2133(5), MCA);

(6) State income taxes paid (8 15-30-2131(1)(a)(ii), MCA); and

(7) A charitable contribution using a charitable gift annuity unless the annuity isa
qualified charitable gift annuity under Montana law (88 15-30-2131(1)(a)(V),
33-20-701, MCA).

The following deductions are allowed as itemized deductions (computing net income), regardless
of what Congress does:

(1) Federal income tax paid within the tax year, not to exceed $5,000 for each taxpayer
filing singly, head of household, or married filing separately or $10,000 if married and
filing jointly (8§ 15-30-2131(1)(b), MCA);

(2) Subject to avariety of limitations, expenses of household and dependent care services
(8 15-30-2131(1)(c), MCA);

(3) Palitical contributions determined in accordance with the provisions of section 218(a)
and (b) of the Internal Revenue Code of 1954 (now repealed) that were in effect for
the tax year that ended December 31, 1978 (8§ 15-30-2131(1)(d), MCA);

(4) That portion of expenses for organic fertilizer and inorganic fertilizer produced as a
byproduct and not otherwise deducted in computing taxable income
(8 15-30-2131(1)(e), MCA);

(5) Subject to conditions, contributions to the child abuse and neglect prevention program
(8 15-30-2131(1)(f), MCA);

(6) The entire amount of premium payments made by the taxpayer, except premiums
deducted in determining Montana adjusted gross income, or for which a credit was
claimed for qualified elderly care expenses (8 15-30-2131(1)(g), MCA);

(7) Montana light vehicle registration fees (8 15-30-2131(1)(h), MCA);

(8) Montana per capitalivestock fees (8 15-30-2131(1)(i), MCA);

(9) Donations to the veterans services account and the state veterans cemetery program
and the patriotic license plate surcharge (8 15-30-2142, MCA).



According to the DOR's Biennia Report, some Montana itemized deductions were used
regularly, while other itemized deductions were used sparingly. The Biennial Report (page 61)

contains the following statistics based on full-year residents returns:

Moniana Individual Income Tax
Deductions Repeoried on Full Year Residents Retums

2010 and 2011

prii 4]
Count Tatal
Deduclions

Tolal medcal expenses” 133,552 545,701,936
Dadlctivie madical Bxpaness 71,855 304,435 666
Medical insurance premiums not deducted elsewhars 102,383 353,820 662
Long-tenm care insurance premivms 134714 27,300,594

Federal Income Tax
Federal income fax withhedd® 2504190 3270268 609
Federal income tax estimated payments* 47 104 530,250 626
Last year's federal income tax paid (eg. with retum* 43 675 2314,0d4 373
Federal income tax from previous years* 4 T42 14,035,603
Total faderal Incoma e daduction T, 100 1,015 380,042
[Slate or Local Sales Tays wa na
oAl Meome taoes 02 112,038
Raadl estate faxes 210973 400,710,287
Perscnal property taxes 1628911 52 671,671
Dihar deductible taxss 27,638 10,268,211
loma martgage intorast 152911 1,075,407, 210
repored home motgage interest G404 17. 245,577
mreponed points 23243 6. 774,676
[Qualified mortgage s premiums 19837 23,238 755
rivestment interest a402 Ir.or2ara
antributians by cash or check {69,405 443 302 712
ontributions other than cash or check 1,377 59 815,976
yover of contribuilons from previous yaars 3841 34,TB1,509
Iid and fependant Care SEpEnsEs 833 1,468 425
dsualty and hef 0sseE 498 4 821842

Businass Expanees
Unralmbursad smployed BUEINESS aXpEnses” 56,556 165,613,590
Other business expenses® 143315 116,661,859
Tatal business expenses® 162360 286 475640
et deductible unreimburssd business expenses o7, 08% 198644 087
Foltical confributions 9,032 622,083
All other miscellaneous deductions not subject o 2% fioar 2126 7634 006
iambling losses 119 10, Tr2 563
Total emized deductons 310,030 4 086 64 BEA
Stondord deductions 200240 FO& TOd 585
Total daductlons KI5 072 4, 795 480 251

* Indented [tems allner are part of anomer iine ar include anainer inge. They are not pan of 1he ol

2011
Counl Tatal
133,361 545,817,871
70,208 301,438,269
103,615 364 560,523
13,475 33,985 504
264,724 0654 747 196
47,233 SR2 210,945
54,015 274 760,903
4,763 27,812,278
2914383 1,132,028 532
433 446,177
305 196,093
211,586 511,428,092
167,216 52 698,081
25,435 9,200,030
160017 1,008 850204
B, 341 16,732 658
22 487 6,128,734
2D, 847 2).843 664
B, &40 33.364,845
160,378 454 476,219
72,985 4,404, 364
3,BE2 2\ 451,707
851 1,807,288
659 8,738,044
57,209 185 407,740
147,012 126,923,508
166,208 312,331,338
98,738 219574473
TB6T 720 854
2 5825034
1,248 12.302.315
11B0OBE 4,197,625 289
497,548  4.011.586,829
530,231 4,811,556, 829

Step 4: Montana Personal Exemptions

Similar to the federal income tax, Montana allows taxpayers to claim personal exemptions.
Pursuant to § 15-30-2114, MCA, the personal exemption is adjusted for inflation and is
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calculated by multiplying the dollar amount of the exemption by the number of exemptions (i.e.,
taxpayer, spouse, children, dependents, additional exemption for age 65 and above, additional
exemption for blind). Taking the inflation factor into account, the personal exemption in tax year
2013 was $2,280.

Step 5: Calculate Montana Taxable Income

Pursuant to § 15-30-2101, MCA, Montana taxable income means "the adjusted gross income of a
taxpayer less the deductions and exemptions provided for" under the Montanatax code. As such,
taxable income is calculated using Montana AGI, the higher of itemized deductions or the
standard deduction, and allowable personal exemptions.

Step 6: Montana Tax Calcul ation.

Montana uses a single rate structure for al taxpayers, regardless of filing status. Therate
structure is modified by the DOR on ayearly basis by the inflation factor for the tax year, as
rounded to the nearest $100. Montands rate structure is progressive, since taxpayers with higher
incomes pay a higher percentage of their income in tax. However, unlike the federal brackets
Montana's rates max out at afairly low level of taxable income. The easiest way to calculate total
Montanatax is to use the tax tables published by the DOR. These tables have aready taken into
account the progressive rates of tax and the inflation factor. Montana's tax table for tax year 2013
was as follows:

2013 Nontana Individual Incomea Tax Table

If Your -
Taxable | Sui ot |MUPly YU ang | Thists
ore Taxable
Income Is Than lifnins B Subtract | Your Tax
Maore Than ¥
$0 $2.800 1% (0.010) $0
$2.800 $4,900 2% (0.020) $28
$4.500 $7.400 3% (0.030) 377
$7,400| $10,100 4% (0.040) $151
$10,100| $13,000 5% (0.050) %252
$13,000] $16,700 6% (0.0680) %382

More Than $16,700| 8.9% (0.069) $532
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Step 7: Montana Tax Credits

Similar to federal income taxes, the final computation deals with applying Montana tax credits
and payments made through withholdings or estimated payments toward the tax in order to
determine the size of the refund or the amount of money due. In some situations atax credit can
reduce tax dollar for dollar. Also, unlike deductions, when Congress adds another federal tax
credit it does not generally appear automatically as a credit for Montana individual income tax
purposes.

Tax credits can be separated into three categories: nonrefundable credits with no carryover,
nonrefundable credits with a carryover, and refundable credits. When a credit is nonrefundable, a
taxpayer can only offset tax liability with the credit. In the event tax liability isless than the
amount of the credit, arefund will not be issued and the taxpayer cannot reduce tax liability
below zero. However, if a nonrefundable credit has a carryover provision, the taxpayer may be
ableto utilize the remaining portion of the credit in another tax year. Moreover, if atax creditis
refundabl e the taxpayer may actually receive arefund in situations where tax liability isless than
the amount of the credit. Some Montana tax credits are used frequently while other credits are
not as popular. The following charts from the Biennial Report (p. 63 and p. 266 of the tax
expenditure report) shed light on how often credits are used and their corresponding impact on
the general fund.

LCapital Gains Credit’

Residents Non-Residents Fart-Year Residents
N 3 N 3 N 3 N H
2005 B3, 18T 515,440, 738 979 53,5942 692 2418 B443 246 65 404 G108266T6
2D06 B1,302 510,599,422 10,474 52,931,577 2575 410008 74441 %22 950,007
2007 68967 540.025.383 10,329 53,356, 241 27 §752.115 82075 Gd4 135735
2008 41,242 $26,151,8525 8,031 53 609,630 1,442 £457 981 50,715 $35219536
2009 24 561 §17.574.296 5,346 §1.918.020 766 £175.272 31073 $20,067 588
2010 31,812 519,642 186 7,340 53,794 652 1,043 £318 107 40 195 $23, 754 954

2m 37 812 515,621,582 8,750 §2.535.063 1.260 22305 47868  §229822H4

CONTINUED ON NEXT PAGE
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http://www.revenue.mt.gov/Portals/9/publications/biennial_reports/2010-2012/BiennialReport_IndividualCorporate2010-2012.pdf
http://www.revenue.mt.gov/Portals/9/publications/biennial_reports/2010-2012/BiennialReport_TaxExpenditures2010-2012.pdf
http://www.revenue.mt.gov/Portals/9/publications/biennial_reports/2010-2012/BiennialReport_TaxExpenditures2010-2012.pdf

mMontana Iindividual Income Tax

Credits Repeorted on Full Year Residents Returns
2010 and 2011

Cradhs
Hon-Refundable and No Carrpover Credits
Cither states' income tax credit
College contriputlon t@x credit
Qualified endowment lax credit
Energy conservation tax credit
Altemative Tuel tax credit
Rural physician's tax credit
Inzurance for unirsured Mondanans credi
Eldeny care tax credit
Recvcling tax credit
il seed crushinghiodiesel facility credit
Blodiesel blending/storage tank credit
Hon-Refundable but With Carryover Credits
Contractor's gross receips tax credit
Gaotharmal systems tax credit
Alternative energy systems credit
All2Matve energy production tax credi
Dependent care assistance cradit
Historic property preservation tax credit
Infrastructure user tee credit
Empowenment zone credit
Research activities tax credit
Mineral expioration tax credit
Film production employment fax credit
Adoption credi
Total Mon-Refundable  Credis
Refundable Credits
Elderly homeownerenter t@x credit®
Film production employment tax credi
Film qualified expenditure tax credit
Insure MT small business healih insurance credit
Emergency lodging credit
Total Refundable Credits
Total Credits

Count

<10

a4
250
3476
<10
<10
>

13
<10
17

12

0

a2
45 153

17,127
<10
<10
o5

(1]

18.080

B1,807

2010
Total

20,608,363
253,119
1,737,766
10,233,928
25,281
51,712
276,066
75.912
452 609

0

0T

3,897,979
453,092
1,977,478
11,360
14,535

495 691
45,258

500
149,977
26,895

0

302 517
40,542,005

8,467,974
11,480
17.217
2,890,619
0
11,387,290

73,350,621

2011
Count Total

11471 19,090,209
2,540 256,141
o771 1.755033
16,645 5588577
17 2B 823
0 ]
262 142,670
o2 TFAeB
a4 538,163
<10 8,535
<10 46,755
6356  4.426212
247 318,928
1,584 A23.539
<10 7,280
10 26,0359
24 105214
12 24414
<10 475
<10 145,633
0 0
0 ]
289 274,849
X106 33,718,961
16,583 8167 841
<10 5,318
<10 20,087
833 2156183
<10 a8e3
1742 10330270
65928 62934220

* Crediis dalmed on tax refums. See the Property Tad secton for credits dalmed with no Income tax reium.
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Taxable Income as the Starting Point -- Senate Bill No. 282 Approach

According to the Federation of Tax Administrators, eight states use federal taxable income (FTI)
asthe first starting point to calculate state income tax liability. (See Exhibit A.) This approach
gives states the ability to rely on the same exemptions and deductions that were claimed at the
federal level. Additionaly, state taxpayers automatically receive the benefit of federal
inflationary adjustments (Montana has a statutory adjustment for inflation based on an inflation
factor as defined in § 15-30-2101, MCA).

This leads to the important question of what is FT1? Section 63 of the |.R.C. defines FTI as gross
income minus the deductions allowed by chapter 1 of the I.R.C. (other than the standard
deduction). One of the easiest ways to understand FTI isto look lines 38 - 43 of IRS Form 1040.

Form 1040 {pais) Page 2
Tax and 38  Amount from line 37 {pdjusted gross ineomey . . . . . . . . L Lo o L. ]
Credits 393 Chack | [ Yoo werz bom before Janpany 2, 1949, [] sina. } Tatal boxes
i [] Bpouse was bomn before January 2, 1048,  [] Biind, ! checked = 30a

Stondord | b [f your spouse femizes on 4 saparate refurn of you were & dual-staius alien. check hered  38b[ ]
f':,',‘;“i"'““ 40 itemized deduction (rom Schaduia A) or your standard deduction (3¢ laf margin) 40
» Peoplewho | 41 Subtract line 20 from line 38 5 49
bom mTI.L | 42 Examptions f line 38 s $150)000 o lese, mubiply E,!-I:IL‘IJ, e nur'lberanineﬁd Ctheruns.e eEa ingfruchons a2z
mfﬁ‘-’&“ l 43 Taxable inoome. Subfraat ine 42 from line 41, If line 42 is more than fine 41, enter-0- . 43
damedmsa | 44 Tar {see instructions). Check if any from: a2 [] Formis) 8844 b [] Fomda72 c [ 44
see i : L | 35  Anemative minimum t&x [ss6 NsTuctions), Aftach Form 6257 . o T 45
3RE$: | 46 Addlresd44andds . . . . . -
oo i A7 Forslgn tax credit Atiach Fomm 1 ms i raqurreﬂ 3 a7
Marned ||ng | 48  Credit for child and dependent care expenaes. Attnch Form 2441 45
ﬁ.ﬁt ! 1+ Educaiion cradie Trom Form 8863, Hne 19 : 40
Mamied fiing | B0 Retirement savings confributions oredit. Attach Form 8880 | 50
E“ﬁ," | 51 Chikd tax credit. Attach Schedule 8812, if reouired
;‘,’gﬂgg” 62  Residantial anergy credits. Attach Form 5695 o
Haad of 53  Olher predis from Forme (] 3800 B[ 8801 <[] 53
'f‘gﬁ{““d~ | 88 Audinas 4T trough 53. Thse are your 1otal credlts: e

o+ BB Subtradt ine 54 from line 46, 1ine 54 18 mors than Ine 46, antar—cl S R T T 55

Form 1040, Line 40 -- To Itemize, or Not to Itemize

In calculating FTI, ataxpayer starts out with federal AGI (line 38), and a taxpayer is given the
choice to take the itemized deductions or the standard deduction (line 40). In most cases federal
income tax will be lessif ataxpayer takes the larger of the itemized deductions or the standard
deduction. If ataxpayer does not itemize, then in standard deduction amount is listed in the left
hand margin of Form 1040. Itemized deductions are claimed on IRS Form 1040 - Schedule A:
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http://www.taxadmin.org/fta/rate/stg_pts.pdf

SCHEDULEA OME ND. 1645-0074
(Form 1040) Itemlzed Deductlons 2013
¥ Information about Schedule A and its separate inabructions is at www irs gowscheohdea_
Deparmant of the Tresaury AHTChrETt
Intarral Aaverus Sonvica {I) = Attach to Form 4040, Eaguenss Mo 07
Namaz ehown on Fom 1048 Yeur eocial ssaunty numbar
Caution, 0o not include expensas reimbursad or paid by othars.
Medical 1 Medical and dental sxpensss (seeinstructionsy . . . . . |4
and 2 Enter ameunt from Form 1040, ine38 | 2| |
Dertal 3 Mutiphy line 2 by 10% (.10 But i sither you o your Spouss was
Expenses Dom Detore January 2, 1949, muitiply line 2 Dy 7.6% [OT6 Mstead | 3
4 Subtract line 3 from line 1. ¥ lina 3 i mare than line 1, anter -0- . 4
Taxes You 5 Stiale and local [check anly ane box):
Faid a [incoms taxes, of 5
b ClGeneral sales tanes
8 Roal catale Axes (o0 instructions) ]
7 Porsonal property taxes . . T
B Other taxes. List bype amamwm h
&
B Add lines&throusgh 8. . . i g
Imterast 10 Home moerigage infersst and ;:-urﬂs rapl:l rtad‘t::u you on Forrn 109& 16
You Paid 11 Home mortgage interest not reported o yow on Form 1090, § paid
to he person from whom you bought the home, see Instructions
Hlevhe. and show that person’s nams, identifying no., and address &
Your morgage
Interast
deduciion may 11
belimited{ses 42 Paints not reported bo you on Form 1098, Ses instructions for
irstructions). special rulss . 12
13 Morigage insurance pmmums [5@9 Inslrucll:lns}l 13
14  Inuestmant Imenast. Aftach Form 4952 IT reguired. {5ee H‘lEItrLI:[IDnS 1|14
16 AOd lines 10 through 14 . 2 15
Gifts to 16 Gifta by cash ar check IF '!.-u.l mads mg,r glft esl' E.?SI:I oF mare,
Charity sea instructions . ; 16
Hyoumadea 17 Other than by cash or c:l‘nuk. Ifanygftcfﬁ?ﬁ(i ar more, 588
gift and pota Inatructions. You must attach Form S283 IF over 5500 . 1T
penaliforll. {8 Camyover from prior yesr 18
Bed MECUCIONE. 45 Add lines 16 through 18 . 19
Casualty and
Thett Losses 20 Casuaity or theft Inssies). Altanh Form 4684, (Soa Insiructiona) . 20
Job Expenses 24 Unreimbursed employse expenses—job travel, union dues,
and Certain Job education, &4, AttACH Form 2108 of 2106-EZ It required,
Miscellaneoums {See instructions.) 2
Deducions 22 Tax preparafion fees . a2
23 Other expenaes—Imvestment, saie uepnsrt boy, etc. List t}lpe
and amount k-
24 Add line= 21 through 23 . T . 24
25 Enter amount from Form 1040, Ine 38 |2s| |
28 Muttiply lins 25 by 29 [.02) . ; 28
27 Subtract line 26 from line 24. Il‘IIneEGIE rmrE 1nanIInE2-| enter -0 27
Other 28 Other—irom listin Instructions. List type and amaunt b
Miscelaneous
Deductions 28
Total 29 k& Form 1040, line 38, over $150,0007
Itemized O M. ¥our deduction is not limited, Add the amounts in the far right column
Deductians for lines 4 throwgh 28. Alag, enter this amount an Farmm 1040, ine 40 29
[ ¥es. vour deduction may be Imied. See 1he temized Deductions
Waorkshest in the instructions to figure the amount to snter.
30 K you elect to itemize deductions evan I:hm.l;h t‘l‘u;]rm less than your standard
deduction, check hare Lot
For Peperwrork Aeduction Act Notice, see Form 1040 instructions. Cot. No. 17145G Echedube A [Form 10400 2043

-14-



Form 1040, Line 42 -- Personal Exemption

In calculating FT1, most taxpayers are allowed to offset income with a personal exemption (line
42). Asthe name implies, ataxpayer is exempt from paying income tax on a certain amount of
income. The persona exemption is adjusted for inflation and is calculated by multiplying the
dollar amount of the exemption by the number of exemptions (i.e., taxpayer, spouse, children,
dependents). For example, afamily of four would be entitled to an exemption of $15,600 ($3,900
x 4) in tax year 2013. In the past this exemption has been subject to a phaseout amount whereby
ataxpayer with AGI above a "threshold amount” of $150,000 would face areduction in the
exemption. The personal exemption is essentially afloor that ensures that a taxpayer will not be
taxed unlessincome is greater than the exemption.

Form 1040, Line 43 -- Taxable Income

Taxable income is calculated using AGl, the higher of itemized deductions or the standard
deduction, and allowable personal exemptions. For example taxable income for afamily of four
filing amarried filing joint return with $100,000 AGI and $20,000 in itemized deductions would
be calculated as follows:

AGI: $100,000

Minus: Itemized Deduction -$ 20,000 (the standard Deduction was
$12,200 in 2013)

Minus: Personal Exemptions - $ 15,600  ($3,900 x 4 in 2013)

TAXABLE INCOME = $ 64,400

Senate Bill No. 282 -- Highlights

The following are some highlights regarding the enrolled version of Senate Bill No. 282:

Section 1 isanew section that is the heart of the bill (along with the definitionsin section
7). Similar to eight other states, [section 1] providesthat FTI (Form 1040, line 43) isthe
starting point, with limited adjustments.

Section 1(2) provides that certain items are added back into the definition of FT1. These
items include income that may be exempt under federal law but is still taxable in
Montana (i.e., bonds from another state).

Section 1(3) provides that certain items that are included in FTI are subtracted out of the
definition for state tax purposes in order to make the items exempt under Montana law.
The Senate Taxation Committee added exemptions for pension and annuity income and
an additional election for taxpayers age 65 or older.
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http://leg.mt.gov/bills/2013/billpdf/SB0282.pdf

Section 15-30-2110, MCA, which uses federal AGI (with various additions and
subtractions to federal AGI) was repealed.

Section 7 amends various definition in § 15-30-2101, MCA, in order to facilitate the
changes. For example, on page 13 thereis a new definition for Montana taxable income
that cites back to section 1. Additionally, section 9 amends § 15-30-2103, MCA, by
imposing atax on "Montana taxable income".

The filing status definitionsin 8 15-30-2101, MCA, mirrored federal law, which set the
framework for repealing married filing separate on the same form. For example:

. "Head of household" (8 15-30-2101(11), MCA);

. "Joint return” (8§ 15-30-2101(15), MCA);

. "Married individua" (8 15-30-2101(20), MCA); and

. "Surviving Spouse" (8 15-30-2101(34), MCA).
All sections that used AGI were amended or repealed, since the bill used FTI asthe
starting point.

. M ontana-specific itemized deductions were eliminated by the repeal of §

15-30-2131, MCA, and the Montana standard deduction was eliminated by
the repeal of § 15-30-2132, MCA.

Section 9 amends 8§ 15-30-2103, MCA, by striking the seven brackets under existing law
and adding two brackets. Additionally, there are different rates, depending on filing
status, and arate reduction of 1.5% for capital gain income (instead of the existing 2%
capital gains credit).
Section 11 amends § 15-30-2113, MCA, and requires the same filing status as the federal
return. However, there is an escape clause for nonresident filers.
Section 12 amends § 15-30-2151, MCA, and follows federal law for estates and trusts.
Section 27 reduces the corporate income tax rate from 6 ¥ to 6.5% and the water's edge
from 7% to 6.75%.
Section 57 isthe repealer that generally deletes:
. Statutes that were needed for Montana adjusted gross income cal culations; and
. Various tax credits and deductions (see the Fiscal Note for more detail). Some of

the tax credits (and deductions) that were repealed in Senate Bill No. 282 include:
Empowerment Zone Credit;
Credit for Energy-conserving Investments;
Alternative Fuel Conversion Credit;
Capital Gain Exclusion from Sale of Mobile Home Park;
New or Expanded Industry Credit;
Deduction for Purchase of Montana-produced Organic or
Inorganic Fertilizer;
Geothermal Heating System Credit;
Alternative Energy Production Credit;
Mineral Exploration Credit;
Recycling Credit and Deduction;
Biodiesel Credits, and
Contractor's Gross Receipts Tax Credit.

L 2R JE 2B 2B I 2

L 2R JE 2B 2B I 2
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http://leg.mt.gov/bills/2013/FNPDF/SB0282.pdf

Section 58 is atransition paragraph that allows carryforwards if they were allowed under
existing law before repeal .

Section 59 is atransition paragraph that gives a taxpayer an option to make an election to
account for items that are different under federal and state law. Thisincludes passive
activity losses, capital losses, IRA conversion, Net Operating Losses, adjusted basis for
assets, liabilities with different adjusted basis, and Montana refunds.

CL0425 4232]CQa.
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STATE PERSONAL INCOME TAXES: FEDERAL STARTING POINTS

(&5 of January 1, 2014)

Relation o Federal

Faderal Tax Base Used a5
Starting Polnt io Calculate

JTATE Imernal Revenue CGode Slale Taxable InCome
ALABAMA - -

ALASHKA N siate Income tex =
ARLZOMA 112 adjusted gross Income
ARKANSAS = =
CALIFORNIA 1109 adjusted gross Income
COLORADO Current taxable Income
COMNECTICUT Current adjusted gross income
DELAWARE Current adjusted gross income
FLORIDA no state Income tax -
GEORGIA 12313 edjusted greas Income
HAWAI 15213 adjusted gross Income
DA HO 171113 taxaDbie Incame
ILLINGCHS Current adjusted gross Income
INDIAMA 1113 justad gross Income
OWA, 11n3a adjusted gross income
HAMNSAS Current adjusted gross Incame
KENTUCKY 1231106 edjusted groas Income
LOUAE [AMA Current adjusted gross Income
MAINE 1213 ad}uated qross Income
MARYLAND Gurrent edjugted gress Income
MASSACHUSETTS 111105 adjusted gross Income
MICHIGAMN Currant {a) ad}usted gross Income
MINHE3OTA 15213 taxabie income
MISSISSIPPI - -
MISSOURI Gurrent edjusted greas Income
MONTARA Current adjusted gross Income
MNEBRASKA Gurrent edjusted gress Income
NEVADA no siate Income tax -

NEW HAMPSHIRE on Intersst & dividends only —

NEW JERIEY - =

NEW MEXICOT Current adjusted gross Income
MNEW TORK Gurrent adjusted greas Income
NORTH CARDLINA 15213 taxable Incame
MNORTH DAKCOTA Current taxatie Income
QHID 2313 gdjusted gross Income
OELAHOMA Current adjusted gross Income
OREGON 14313 taxable Income
PENMIYLVANIA - -

RHODE |SLAND Current adjusted gross Income
SOUTH CARCLINA 1213 taxabie Incame
SOUTH DWAKOTA no state Income tax -
TEMMESSEE an Intereat & dividends only -

TEXAS no siate Income tax -

UTAH Current adjusted gross Income
VERMOCNT 1Ana taxable income
VIRGINLA 1213 adjusted gross income
WASHINGTON na state Income tax -

WEST VIRGINIA 1/213 adjusted gross income
WISCOMNSIN 129110 adjusted gross Income
WYOIING na giate Income tax =

DIST. OF COLUMELA

Current

adjusted gross Income

Source: Compled by the Federation of Tax Administraters rom varlous sources,

Motes:

- iate does not ern%lzéﬂ federal startin

currently In effiect.

polnt. Current Indicates state has adopted |1RC as

& Indlcate state E:as adopled ARG as ammendad io that date.
{a) Michigan's taxpayers can choase 10 use eifher current or 1/1/96 federal law.

FEDERATION OF TAX ADMIMNISTRATORS -- FEBRUARY 2014
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