Business and Personal Taxes Individual Income Tax

Individual Income Tax

Revenue Description

The tax is levied against taxable income, which is defined as Montana personal income adjusted for
exemptions and deductions. Once tax liability is determined, the amount of tax due is computed by
subtracting allowable credits.

Statutory Reference

Tax Rate — 15-30-2103, MCA through 15-30-2105, MCA

Tax Distribution — 17-2-124(2), MCA

Date Due — 15" day of the fourth month of the filer's fiscal year (15-30-2604, MCA). Withholding
taxes are due monthly, quarterly, or on an accelerated schedule depending on income (15-30-2504
MCA). Estimated taxes are due on the 15" day of the 4™, 6™, and 9" month and the month following
the close of the tax year (15-30-2512, MCA).

Applicable Tax Rates

Tax rates vary from 1.0% to 6.9%, depending on the level of taxable income. Tax brackets, personal
exemption amounts, and the standard deduction are adjusted for inflation each year. Due to the
capital gains income tax credit, the tax rate on capital gains income is less than the tax rate on
ordinary income by 2%.

Collection Frequency: Quarterly, monthly, bi-weekly and weekly
Distribution: All proceeds are deposited into the general fund.
Comparison of Legislative and Executive Forecasts

The difference between the legislative and executive forecasts due to the use of different simulation
models is offset by the RTIC adjustment.

Individual Income Tax
($ Millions)
FY 2015 FY 2016 FY 2017 Total
Executive Forecast $1,107.850 $1,199.200 $1,295.700 $3,602.750
Legislative Forecast 1,108.333  1,212.526  1,295.799  3,616.658
Difference ($0.483) ($13.326) ($0.099) ($13.908)

% Difference 0.0% -1.1% 0.0% -0.4%

Forecast Risks

e Changes to the national economic growth outlook
Changes to Montana’s economic growth outlook
Changes to the outlook for Montana wages
Oil price
Stock market activity
Housing prices and sales

Revenue Estimate Methodology

Data

The estimate for this source is based on collection data from SABHRS, individual income tax return
data supplied by the Department of Revenue (DOR), state and national historical and forecast data on
income, inflation, employment, and other economic variables from IHS.
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http://leg.mt.gov/bills/mca/15/30/15-30-2103.htm
http://leg.mt.gov/bills/mca/15/30/15-30-2105.htm
http://leg.mt.gov/bills/mca/17/2/17-2-124.htm
http://leg.mt.gov/bills/mca/15/30/15-30-2604.htm
http://leg.mt.gov/bills/mca/15/30/15-30-2504.htm
http://leg.mt.gov/bills/mca/15/30/15-30-2504.htm
http://leg.mt.gov/bills/mca/15/30/15-30-2512.htm

Business and Personal Taxes Individual Income Tax
Analysis

Overview

An individual income tax simulation model is used to forecast Montana calendar year individual
income tax liability for all residents. The calendar year state tax liability forecast is developed by
applying modeled growth rates to each resident taxpayer’s income and deduction items. The result is
a forecast of calendar year state individual income tax liability for each resident, the sum of which
produces a statewide forecast of individual income tax liability for each year.

The statewide forecast of resident liability is adjusted for the growth in resident taxpayers, and
multiplied by an all-filers percentage to include the tax liability for nonresidents and partial-year
residents. This results in a forecast of total calendar year individual income tax liability before credits.
An estimate of allowable credits is deducted, producing a calendar year individual income tax liability
for each future year.

Fiscal year collections before audit, penalty, and interest income are modeled on total calendar year
liability, and forecast fiscal year collections are then augmented by expected future audit, penalty and
interest collections to produce the total individual income tax revenue estimate.

Growth Rates CY 2013 Individual Income = $23,756 Million

Growth rates are modeled for each of the Business,

income, adjustment, addition, reduction and Farm &
deduction line items. The models for most of the Ozt&er\
income line items are highlighted in this section,
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The table below summarizes the growth rates Royalties &

used for returns, inflation and income items. Partnership

Growth estimates for all other line items— 1%

adjustments, additions, reductions and itemized deductions—are included in the revenue estimate
assumptions section, which is available online.

Individual Income Growth Rates
CY 2014 CY 2015 CY 2016 CY 2017
Full Year Resident Returns (Annual) 1.3% 1.6% 1.2% 1.0%
Full Year Resident Returns (Cumulative) 101.3% 102.9% 104.1% 105.1%
Inflation State 2.1% 0.8% 1.5% 2.2%
Inflation Federal 1.7% 1.6% 1.0% 1.4%
Wages and salaries 4.5% 4.9% 4.9% 5.2%
Interest income -0.1% 1.4% 12.0% 26.8%
Dividend income 3.7% 6.6% 3.7% 0.3%
Taxable refunds 0.0% 0.0% 0.0% 0.0%
Alimony received 4.0% 4.0% 4.0% 4.0%
Net business income -0.3% 1.9% 0.7% 2.0%
Capital gains 22.2% -6.4% 5.0% -2.5%
Supplemental gains -40.0% 2.0% 2.0% 2.0%
IRA distributions 12.7% 10.5% 8.8% 7.6%
Taxable pensions 6.2% 7.0% 6.9% 6.6%
Rents, royalties, etc. 5.4% 4.3% 1.5% -1.4%
Farm income 5.0% 0.0% 0.0% 0.0%
Unemployment compensation 0.0% 0.0% 0.0% 0.0%
Taxable social security 8.8% 8.5% 7.6% 6.9%
Other income 0.0% 0.0% 0.0% 0.0%
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Business and Personal Taxes

Individual Income Tax

Wage and salary income is the largest source of individual income and is modeled on the IHS series

for Montana wage and salary distributions.
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Rent, royalty & partnership (schedule E) income is modeled on West Texas Intermediate (WTI) oil
price, gross state product for the construction industries and before tax corporate profits.
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Capital gains income is modeled on a three-year difference of the S&P 500 stock market index, a

three-year difference of Montana median house price, and the annual

number of Montana home

sales.
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Business and Personal Taxes Individual Income Tax

Interest income is modeled on the rate of 3-month negotiable CDs and national personal interest

income.
Interest Income; r2 = 0.8491
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Dividend income is modeled on before-tax corporate profits.

Dividend Income; r2 = 0.9277
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Net Business income is modeled on national non-farm proprietor’s income, Montana farm proprietor’s

income, and gross state product for the construction industry.

Net Business Income; r2 = 0.9422
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Business and Personal Taxes

Individual Income Tax

The two of the three retirement income sources—IRA distributions and pension income—are modeled
on the S&P 500 stock market index, gross domestic product and the number of age 65 and older

Montanans.
IRA Distributions; r2 = 0.9724
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Taxable Pension Income; r2 = 0.9971
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Taxable social security is modeled on federal transfer payments to Montana and Montana population

age 65 or older.

Taxable Social Security; r2 = 0.9847
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All remaining income sources, including farm income, sum to a negative amount. These sources are
forecast individually, but are generally anticipated to remain at about the same as the level as the last

known year.
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Business and Personal Taxes Individual Income Tax
Audits and Other Assumptions
Fiscal year audit, penalty and interest revenue is assumed to remain at a recent historical average of

the prior calendar year tax liability before credits. Audit, and penalty and interest revenue added to
the modeled fiscal liability, resulting in total fiscal year collections.

Revenue Estimate Assumptions

RTIC
Total Tax GF Tax Audit, P&l Adjustment
FY $ Millions $ Millions $ Millions $ Millions
A 2002 $517.568 $517.568 $21.812
A 2003 535.831 535.831 23.627
A 2004 605.582 605.348 29.922
A 2005 707.343 706.235 37.240
A 2006 768.922 768.922 22.744
A 2007 827.145 827.145 25.475
A 2008 866.659 866.659 30.637
A 2009 815.138 815.138 34.743
A 2010 717.834 717.834 35.293
A 2011 816.090 816.090 33.468
A 2012 898.851 898.851 28.307
A 2013 1,047.790 1,047.790 31.828
A 2014 1,063.284 1,063.284 41.010
F 2015 1,108.333 1,108.333 37.029 $12.400
F 2016 1,212.526 1,212.526 39.162 51.246
F 2017 1,295.799 1,295.799 41.393 66.194
Modeled FYR  Population FYR Non-Resident Total Liability Elderly H/R All Other
Liability Adjustment Liability Factor Before Credits Credit Credits
CY $ Millions Percent $ Millions Percent $ Millions $ Millions $ Millions
A 2002 $494.216 100.0% $494.216 106.3% $525.122 $11.049 $18.955
A 2003 538.246 100.0% 538.246 106.8% 574.877 11.889 21.119
A 2004 620.965 100.0% 620.965 107.3% 666.250 12.193 26.462
A 2005 652.487 100.0% 652.487 108.6% 708.617 11.580 31.606
A 2006 731.493 100.0% 731.493 107.8% 788.762 10.726 41.553
A 2007 771.627 100.0% 771.627 107.8% 831.967 9.811 38.111
A 2008 741.689 100.0% 741.689 109.7% 813.725 10.396 38.219
A 2009 687.751 100.0% 687.751 105.4% 724.649 10.316 37.626
A 2010 739.846 100.0% 739.846 106.8% 790.464 11.355 43.461
A 2011 776.522 100.0% 776.522 106.8% 829.435 10.786 35.901
A 2012 874.595 100.0% 874.595 107.4% 939.072 9.638 39.356
A 2013 903.847 100.0% 903.847 107.2% 969.219 8.484 43.459
F 2014 947.016 101.3% 958.894 107.3% 1,028.585 8.484 50.149
F 2015 986.012 102.9% 1,014.136 107.3% 1,087.842 8.484 52.648
F 2016 1,030.108 104.1% 1,071.895 107.3% 1,149.799 8.484 55.475
F 2017 1,069.240 105.1% 1,124.140 107.3% 1,205.841 8.484 57.983
Revenue Estimates As Adopted by the 32 November 20, 2014

Revenue & Transportation Interim Committee



Business and Personal Taxes Individual Income Tax

Wage Rent, Royalty Capital Gains Interest Dividend  Net Business IRA
Income & Part. Inc. Income Income Income Income Distributions
CcY $ Millions $ Millions $ Millions $ Millions $ Millions $ Millions $ Millions
A 2002 $9,265.904  $1,014.593 $637.444 $528.959 $264.875 $620.572 $231.217
A 2003 9,649.687 1,019.724 629.701 453.025 297.423 629.701 237.257
A 2004 10,209.869 1,283.271 1,193.177 411.889 379.386 680.790 271.069
A 2005 10,840.674 1,704.629 1,554.054 480.088 463.027 749.588 308.394
A 2006 11,779.592 1,944.999 2,006.021 636.780 521.734 785.303 339.909
A 2007 12,669.894 1,976.847 2,088.579 756.826 619.819 762.060 396.199
A 2008 13,352.105 1,735.147 1,337.810 674.053 592.113 701.307 451.709
A 2009 13,136.979 1,508.400 912.041 519.760 462.423 648.187 396.729
A 2010 13,389.962 1,823.263 992.632 442.983 504.422 690.830 548.648
A 2011 13,995.864 2,075.865 1,015.745 376.777 465.230 702.187 592.390
A 2012 14,686.234 2,340.911 1,491.198 313.117 627.612 740.894 618.964
A 2013 15,189.766 2,554.830 1,314.178 294.150 550.135 820.125 623.888
F 2014 15,890.239 2,734.093 1,607.228 294.811 570.700 817.302 703.609
F 2015 16,703.694 2,812.365 1,476.148 303.189 615.439 831.646 774.019
F 2016 17,540.925 2,833.439 1,551.820 339.640 627.297 838.392 842.231
F 2017 18,468.534 2,787.626 1,510.500 429.378 626.751 855.525 906.742
Pension Social Farm Other Adjustments  Additions Reductions
Income Security Income Income to Income to Income to Income
CcY $ Millions $ Millions $ Millions $ Millions $ Millions $ Millions $ Millions
A 2002 $1,019.172 $254.249 ($157.525) ($5.377) $252.613 $441.091 $860.312
A 2003 1,070.482 267.287 (146.211) (47.936) 292.241 479.732 892.111
A 2004 1,146.455 305.542 (139.623) (78.402) 322.438 525.260 924.793
A 2005 1,216.409 359.184 (125.935) (218.921) 367.927 548.257 953.277
A 2006 1,317.954 434.518 (176.145) (204.405) 389.095 546.321 1,107.147
A 2007 1,416.590 508.637 (155.989) 41.344 427.200 526.752 1,195.607
A 2008 1,509.033 527.626 (210.131) 2.641 417.744 532.558 1,265.730
A 2009 1,567.181 540.620 (183.602) (24.918) 378.735 610.638 1,447.997
A 2010 1,658.178 603.827 (145.068) (23.266) 417.143 736.051 1,670.219
A 2011 1,752.608 651.771 (127.273) (210.837) 434.745 802.123 1,764.863
A 2012 1,840.957 721.661 (135.869) (290.953) 445.516 834.573 1,706.041
A 2013 1,945.506 803.831 (138.640) (289.325) 487.773 803.607 1,594.119
F 2014 2,067.629 872.625 (145.572) (288.722) 507.347 812.507
F 2015 2,215.486 945.996 (145.572) (288.095) 528.032 812.713
F 2016 2,368.740 1,021.588 (145.572) (287.443) 549.898 816.406
F 2017 2,525.087 1,091.758 (145.572) (286.766) 573.020 819.605
Iltemized  Montana Adj. Capital Gains FYR Returns Federal State
Deductions Gross Income Credit Annual Gr. Inflation Inflation
CY $ Millions $ Millions $ Millions Percent Percent Percent
A 2002  $3,724.249 $13,034.813 0.5% 3.3% 1.1%
A 2003 3,678.689 13,572.280 0.5% 1.6% 2.1%
A 2004 3,991.385 15,011.177 2.2% 2.3% 3.3%
A 2005 3,364.496  16,785.897 15.441 0.4% 2.3% 2.5%
A 2006 3,719.716  18,659.288 19.599 3.3% 3.1% 4.3%
A 2007 4,178.663  20,248.096 40.025 4.0% 3.9% 2.7%
A 2008 4,088.399 19,579.234 26.152 -7.6% 2.3% 5.0%
A 2009 4,072.245 18,286.742 17.974 -1.0% 4.3% -1.4%
A 2010 4,086.676 19,177.163 19.642 1.0% 0.2% 1.1%
A 2011 4,197.183  19,934.727 19.622 0.8% 1.5% 3.6%
A 2012 4,137.027 21,690.849 31.235 7.9% 2.4% 1.7%
A 2013 4,241.199 22,477.954 27.523 2.0% 2.6% 1.8%
F 2014 23,459.719 1.3% 1.7% 2.1%
F 2015 24,178.370 1.6% 1.6% 0.8%
F 2016 25,076.811 1.2% 1.0% 1.5%
F 2017 25,919.412 1.0% 1.4% 2.2%
Revenue Estimates As Adopted by the 33 November 20, 2014

Revenue & Transportation Interim Committee



Business and Personal Taxes Individual Income Tax
Revenue Projection

Individual Income Tax
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2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 (2011 | 2012 | 2013 | 2014 | 2015| 2016 | 2017
Total 518 | 536 | 606 | 707 | 769 | 827 | 867 | 815 | 718 | 816 | 899 |1,048|1,063/1,108/1,213|1,296
—&—General Fund | 518 | 536 | 605 | 706 | 769 | 827 | 867 | 815 | 718 | 816 | 899 |1,048|1,063/1,108/1,213|1,296
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