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CORPORATION INCOME TAX: SUMMARY OF DIFFERENCES & ADJUSTMENTS

The table below shows the estimate contained in HJ 2, the January estimate updates provided by the
executive and LFD, and any adjustments since the January estimate.

Corporation Income Tax Revenue Estimate Differences
($ Millions)

January  January January | Adjusted Adjusted Adjusted
FY HJ 2 Executive LFD $ Diff. | Executive LFD $ Diff. |Comments
2015 $157.7 $171.8 $1771 ($5.3) $171.8 $1771 ($5.3)
2016 148.6 214.4 139.2 753 214.4 151.1 63.3
2017 152.5 197.4 149.8 47.5 197.4 163.3 34.1
Total  $458.8 $583.6 $466.1 $117.5 $583.6 $491.5 $92.1

Corporate Tax Collections
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e Extremely volatile source

e Montana allows corporations to carry back current year losses three years and carry forward losses
up to seven years

e Top 20 corporations pay approximately 50% of total corporation income tax

MODEL COMPARISON

e The LFD forecasts eleven corporate sectors individually, then combines them for a final estimate.
Models are fit using calendar year data then converted to fiscal year numbers.
e Sectors are forecast using a variety of economic variables from IHS.




Contributing variables are West Texas Intermediate (WTI), MT retail sales, MT population, MT

wholesale employment, and median home prices.
Manufacturing, retail trade, transportation, and large banks sectors make up approximately 75% of

the total corporation income tax.
OBPP estimates corporation income taxes using the three most recent completed fiscal years as

predictors.
Large driver of the difference is the LFD’s inclusion of WTI in their model to forecast the

manufacturing sector.

CY Standardized Manufacturing Tax Liability & WTI Price
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Montana Manufacturing

- Inflation adjusted value of output increasing
- Highly influenced by price of petroleum products

Value of Montana Manufacturing Shipments
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MODEL ADJUSTMENTS

e Research on the model’s error was conducted over the summer to gain insight into the bias
associated with the model.

e Results show that this model tends to underestimate revenues in the two years of the biennium. For
the 2017 biennium this amounts to an estimate of the bias on average of 8.5% and 9.0% in FY 2016
and FY 2017 respectively.

e The LFD estimates have therefore been adjusted to account for this bias in FY 2016 and FY 2017.

e Similar estimates for the bias were calculated for the OBPP model.

LFD & OBPP Corporation Income Tax Bias Adjusted Estimate
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- Actual Collections

¢ Resulting values for the bias adjusted estimates are below.

LFD OPBB Difference

FY 2015 $1771 $171.8 ($5.3)

FY 2016 1511 180.6 295

FY 2017 163.3 167.8 45

Total $491.5 $520.2 $28.7
3







