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Dear Montana Taxpayer,

Thank you for filing your Montana income tax return. In the graphs below, you can see where
our Montana tax revenues come from and how they are used to support important services and
infrastructure.

We also thank taxpayers that filed their returns electronically. Last year over 83% of taxpayers filed
electronically. These taxpayers found that e-filing was easy, convenient and helped ensure that their
tax return was filed correctly. Also, remember to file early. Filing early helps to make sure your return
doesn’t get delayed in the rush of filings at the April deadline. This year, tax returns are due April 18,
2016. The extended filing date is due to the federally recognized holiday, Emancipation Day.

Tax fraud and identity theft is a growing problem worldwide. Last year alone, the department stopped approximately $1.5 million
in fraudulently filed requests for refunds. The department is committed to do all that we can to help Montanans protect their
identity and tax refunds. We accomplish this by building into our tax systems measures to identify fraudulently filed returns. But
we can'’t do this alone. There are several steps that you can take to help protect yourself. One step is to file your tax return early.
Not only does this help you beat the rush of returns filed in April, it also helps us to verify and process your return ahead of the
criminal that may have stolen your identity and is using it to file a fraudulent return. The second step is to change your username
and password regularly if you use commercial tax filing software. For all of us to win the war against these criminals we need to
work together to protect Montanans’ identity and property.

If you need more information about anything regarding your taxes, please don’t hesitate to use our website at revenue.mt.gov or
call our help line at 1-866-859-2254 or in Helena at 444-6900.

Please remember to e-file!
Best regards,

Mike Kadas, Director
Montana Department of Revenue

Your Tax Dollars at Work

The first chart shows the sources of revenue for both state and local governments in Montana for 2012, the most recent
year for which totals are compiled. The second chart shows state and local spending.
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Getting Started

These simple steps will help you complete and file your Montana tax return.

. Complete your federal tax return.

. Determine if you are a Montana resident, nonresident or part-year resident. See FAQ ® on page 39.
. If you are a nonresident, complete the tax return for your state of residency, if required.

. Determine which Montana tax return form is right for you. See FAQ @ on page 39.

a A WON -

. Before you begin, take the time to familiarize yourself with the forms, schedules, worksheets and other
documents you’ll need to complete your tax return.

6. Decide if you will file electronically or use a paper tax return. This booklet is designed to help you file by
either method.

7. If you file a paper return, remember to sign it and include any federal forms or schedules we requested on
the return. If you are a resident, you are not required to include your entire federal return when you file your
Montana return but you should keep it in your tax records and be able to provide it to us upon request. If
you are a nonresident or a part-year resident, you are required to include your entire federal return with
your Montana return.

8. File your Montana tax return (include your payment, if taxes are due) by April 18, 2016. See FAQ @ on
page 40 for information about receiving an extension.

9. When finished, please accept our thanks for a job well done!
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WHAT’S NEW?

Due Date Extended

The due date for filing a Montana income tax return is
extended to April 18, 2016 due to the District of Columbia’s
observation of Emancipation Day on April 15. This is also
the due date for any applicable payments normally due
April 15.

Form 2M Discontinued for Tax Year 2015

We discontinued Form 2M for Montana individual income
tax returns beginning with the 2015 tax year. The Form 2
and 2EZ are still available. Taxpayers that file electronically
should not see a significant difference because the
software will guide them through the process.

Discontinuing Form 2M makes it easier for taxpayers to
decide which form to use to file their taxes and it’s also
more efficient and effective for us in terms of developing
and processing the tax returns. If you need help in deciding
whether to use Form 2 or Form 2EZ, please see FAQ ® on
page 39.

Legislative Changes

Achieving a Better Life Experience Act — The Achieving
a Better Life Experience (ABLE) Act was passed by
Congress and signed into law at the end of 2014. The 2015
Montana legislature passed legislation to provide these
accounts into place at the state level. Individual taxpayers
are able to subtract deposits up to $3,000 from their
Montana income. Refer to the instructions on page 20 for
more information.

Statute of Limitations — The statute of limitations was
reduced from five years to three years beginning with the
2015 tax year. The five-year statute of limitation remains in
effect through tax year 2014.

Temporary Emergency Lodging Credit — The Temporary
Emergency Lodging Credit (TELC) has been renamed the
Emergency Lodging Credit (ELC). The Montana Legislature
also expanded the availability of the credit to include any
individual or family in immediate need of shelter based on
an imminent or existing threat to their safety or security. For
more information, see Form ELC.

Expiration of Credits — The Oil Seed Crushing and
Biodiesel/Biolubricant Production Facilities Credit and the
Film Production Credit expired as of December 31, 2014.
Only carryforward amounts from previously unused credits
are now available for tax year 2015.

STEP 1. PERSONAL INFORMATION

» Are you ready?
e Gather any updated personal information.

e Determine which filing status is best for you.

This form is Montana’s “long form,” which has to be used
by taxpayers who cannot file Montana Form 2EZ. Part-year

residents and nonresidents of Montana must file Montana
Form 2.

Part-Year Resident and Nonresident

If you are a part-year resident or a nonresident, you will
complete lines 7 through 48 as if you were a resident

using the instructions for Montana Form 2. After you

have completed your return through line 48, you will then
determine your “part-year resident or nonresident tax after
capital gains tax credit” by completing Form 2, Schedule IV.

When you file your part-year resident or nonresident Form
2, you will have to include with your Montana tax return the
following items:

e Forms W-2 issued for all wages reported on Form 2,
line 7. This includes your Forms W-2 for wages earned
in Montana and for wages earned outside of Montana.

e Montana Form 2, Schedule IV.
e Other Montana schedules, as applicable.

e A copy of your federal tax return including all federal
forms and schedules.

Heading

Print your name, mailing address and social security
number in the spaces provided. If you are married filing a
joint return or married filing separately on the same form,
enter your spouse’s name and social security number. If
your filing status is married filing separately on separate
forms or married filing separately and your spouse is not
filing a return, do not include your spouse’s information in
the heading. You will need to include your spouse’s social
security number when you select your filing status.

If either the primary taxpayer or the spouse died prior to
filing this return, enter the date of death in the field next to
his or her name. Include a copy of the federal Form 1310
unless filing status 2 (married filing jointly) or 3a (married
filing separately on the same form) is used on this return.

Filing Status — (Mark only one box)

Montana law does not require you to claim the same filing
status that you claimed on your federal tax return. For
example, if you are married and you filed your federal
income tax return jointly, you and your spouse have the
option to file your Montana tax return either jointly or
separately. See the following explanation about the filing
statuses available to you on your Montana tax return.

Box 1 — Single
You can claim this filing status if on December 31,
2015, you:

e were single,

e were legally separated according to your state law
under a decree of divorce or separate maintenance, or
e were widowed before January 1, 2015, and you did not
remarry in 2015.
If your filing status is single, report your income and
deductions in column A only.
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Box 2 — Married Filing Jointly
You can claim this filing status if:

e you were married as of December 31, 2015, even if
you did not live with your spouse at the end of 2015; or

e your spouse died in 2015 and you did not remarry in
2015; or

e you were married as of December 31, 2015, and your
spouse died in 2016 before filing a 2015 return.

You and your spouse can file a joint return even though
one of you has no income or deductions, but note that both
spouses have to sign the return. If you filed your federal tax
return jointly with your spouse, you are not required to file
your Montana tax return jointly with your spouse. Generally,
if you both have taxable income, you can benefit by filing
your return separately using filing status 3a or 3b.

If your filing status is married filing jointly, report your
combined income and deductions in column A.

Box 3a — Married Filing Separately on the
Same Form

If both you and your spouse have income, you can file
your Montana tax returns separately, even if you filed
your federal income tax return jointly. But, if you and your
spouse file separately, you will each need to report your
own adjusted gross income. You cannot arbitrarily assign
income between the two of you.

Your income from salaries, wages, bonuses, commissions
and other income from providing personal services either
as an employee or as an independent contractor should be
reported by the spouse who earned it. Any other income
that you earned from rents, royalties, dividends, etc.,

from property that is owned by only one spouse, has to

be reported by that spouse. If any income is earned from
property that is jointly owned by both spouses, that income
should be split equally, unless you and your spouse can
show a different proportional ownership. When you file
separately, both spouses must either claim the standard
deduction or itemize their deductions. You cannot file
separately on the same form when one spouse is a
resident and the other spouse is a nonresident. In this
case, you should use either filing status 3b or 3c.

When you file separately on the same form, you should
report your income and deductions for one spouse in
column A and the other spouse in column B.

:Imporfcmf
Although submitted on the same form, married

taxpayers electing to file using this status are submitting
two tax returns. If both taxpayers are entitled to refunds,
two separate checks or direct deposits will be issued. In
the event both spouses owe additional tax, penalties or
interest, we will mail separate Statements of Account.
However, if you are entitled to a refund and your spouse
owes, and you file separate returns on the same form, we
treat your election to file separately on the same form as
your direction to us to apply your refund to the amount
owed by your spouse. If you do not want your refund to be
offset against any tax due from your spouse, you and your

spouse must file on separate forms. If we discover a math
or other computational error when processing the form,
we will adjust it to correct the error and this may result in
our applying one spouse’s refund to the other spouse’s
increased tax. If you do not wish for this to occur, you will
need to file your own separate return.

REMINDER! Beginning with the 2013 tax year, Montana
law now permits department employees to discuss all
information on the form with either spouse when the couple
elects to file with this status. The department may also
discuss any subsequent adjustments with either spouse. If
you do not want to permit this, you and your spouse should
file on separate forms. However, the new law does not
permit you to make decisions for your spouse or to receive
information about an amount your spouse may owe.

Box 3b — Married Filing Separately on
Separate Forms

You and your spouse should use filing status 3b if both of
you have Montana source income and one spouse is a
resident of Montana and the other spouse is a nonresident.
You should also use this filing status if you do not want your
refund to be offset by any tax due from your spouse. When
you select this filing status, you will have to include your
spouse’s social security number in the space provided on
Montana Form 2. The rules for the assignment of income
and expenses (as explained in Box 3a) also apply when
you use filing status 3b.

When you file separately on separate forms, you should
report your income and deductions in column A.

Box 3¢ — Married Filing Separately and Spouse
Not Filing
You can use filing status 3c when:

e both you and your spouse are nonresidents and one
spouse has no Montana source income,

e you are a resident and your spouse is a nonresident
who has no Montana source income, or

e another taxpayer claims your spouse as a dependent.

When you select this filing status, you have to include your
spouse’s social security number in the space provided

on Montana Form 2. Note that when you use this filing
status, you cannot claim your spouse as an exemption on
your return.

When you file separate returns and your spouse does
not file, you should report your income and deductions in
column A.

Box 4 — Head of Household

You qualify to file as head of household on your Montana
tax return if you qualify for filing head of household for
federal income tax purposes. When you use this filing
status, include your federal Form 1040 or 1040A, pages 1
and 2, with your Montana tax return.

When you file as head of household, report your income
and deductions in column A.
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Boxes 5a through 5c — Residency Status

Mark the appropriate box that describes your residency
status. To determine your residency status, refer to FAQ ©
on page 39. If you are married and one of you is a resident
of Montana and the other is a nonresident of Montana, you
cannot claim two residency statuses on the same return.
You will have to file separate Montana tax returns and use
filing status 3b or 3c described above.

North Dakota Reciprocity

Mark the box only if you are a North Dakota resident who
is, as a result of reciprocity, filing this return solely to claim
a refund of Montana income tax.

Montana has an income tax reciprocity agreement with

the state of North Dakota. If certain conditions in the
agreements are met, a resident of Montana does not have
to pay North Dakota income tax on compensation received
for work performed in North Dakota, and a resident of
North Dakota does not have to pay Montana income tax on
compensation received for work performed in Montana.

North Dakota Residents

If you are a resident of North Dakota, wages you receive for
work performed in Montana are not taxable by Montana.

If you received wages covered by reciprocity, and your
employer withheld Montana income tax from them, you
must file a Montana individual income tax return at the end
of the tax year to obtain a refund of the amount withheld.
If this applies to you and you do not have any other

gross income from Montana sources, complete Form 2

as follows:

1. Complete the applicable items at the top of Form 2,
page 1 (through line 5¢), as instructed.

2. Mark the box for “North Dakota Reciprocity” at the top
of Form 2, page 1.

3. Leave the dependents section and lines 6a through 38
and 39 through 54 blank. Enter the federal adjusted
gross income shown on your federal Form 1040, 1040A
or 1040EZ on line 38a.

4. Fill in the amount of the Montana income tax withheld
on lines 55, 63, 65, 72 and 74.

5. File Form 2 with a copy of your federal return and
Form(s) W-2 showing Montana income tax withholding.

If your wages are covered by reciprocity and you do not

want your employer to withhold Montana income tax from

them, you must complete Form MT-R and give it to your
employer. Ask your employer for this form or you can obtain
it at revenue.mt.gov.

v/ Didyou...?
[}

Use blue or black ink if you are filing on paper.

e Ensure that the correct social security number
is entered and matches the number on your
Form(s) W-2.

e List your mailing address.

e Mark a filing status box.

e Mark the correct residency status.

e |[f filing electronically, save the tax information that
you have entered.

STEP 2. EXEMPTIONS (LINES 6A-6D)

» Are you ready?
e Gather the social security number(s) of your

dependent(s).

Line 6a — Yourself

Since you are allowed one exemption for yourself, we have
placed an “X” in the first box on line 6a for you. Even if you
are claimed as a dependent on another person’s tax return,
you are still entitled to your one personal exemption. You
are also entitled to an additional exemption if you are age
65 or older at the end of the tax year, and an additional
exemption if you are blind.

Line 6b — Spouse

If you are married and are filing jointly with your spouse,
or if you file separately on the same form, your spouse

is entitled to one exemption. Your spouse is also entitled
to an additional exemption if he or she is age 65 or older
at the end of the tax year, and an additional exemption if
he or she is blind. You are not entitled to your spouse’s
exemption if you file separately on separate forms or if you
file separately and your spouse does not file a Montana
tax return.

Line 6¢c — Dependents

You can claim a dependent exemption for each person
who qualifies as your dependent. Complete the table for
dependents located above line 6a on Form 2. List each
dependent’s first name, last name, social security number
and his or her relationship to you. If you have more than
four dependents, you will need to include a separate list
of these additional dependents and then include these
additional dependents in the total on line 6¢, columns A
or B.

A person who meets the following requirements is
considered your dependent for Montana income tax
purposes. Since some of Montana’s dependency
requirements are different from the federal dependency
requirements, you will need to meet all of the following
requirements in order to claim a dependent on your
Montana tax return.

Your dependent is an individual:

e for whom you have provided more than half his or her
support during the tax year; and

e who does not have gross income of more than $2,330,

o unless the dependent is a “qualifying child”
according to the federal rules; and
e who is not filing a joint tax return with his or her spouse
during the same tax year.
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In addition to the requirements mentioned previously, your
dependent has to be:

e a relative to you (or your spouse if you are filing a joint
return) in one of the following ways:

Child Mother Aunt
Stepchild Grandparent Son-in-law
Grandchild Stepfather Daughter-in-law
Brother Stepmother Father-in-law
Sister Nephew Mother-in-law
Stepbrother Niece Brother-in-law
Stepsister Uncle Sister-in-law
Father

or

e an individual who for the tax year has shared your
home as his or her principal home, and has been
considered a member of your household; or

e a cousin (or other descendant of your uncle or aunt)
who is receiving institutional care as a result of a
physical or mental disability, and was a member of your
household before receiving the institutional care.

Note: When the terms nephew, niece, uncle or aunt are
used, they mean a direct relative of yours. For example,
you cannot claim your spouse’s uncle (mother or father’s
brother) as a dependent, only your spouse can. Similarly,
your spouse cannot claim his or her uncle’s spouse.

A child who is under age 19 at the end of the year (or age
24 and a full-time student) and lived with you for more than
half the year can be considered a dependent even if they
have more income than is otherwise allowed.

Disabled Dependent Child Exemption

In addition to the dependent exemption, you are entitled to
another exemption for a child who is disabled. If your child
is disabled and you qualify for this additional exemption,
place an “X” in the “Mark if Disabled” column in the same
row you listed your disabled child, and add an additional
exemption to your total on line 6¢, columns A or B.

You are allowed this disabled child exemption if all of the
following requirements are met:

e You provide more than half the disabled child’s support.
e Your home is the disabled child’s principal home.

e The disabled child has a permanent disability
constituting a disability to 50% or more of the body
as a whole. Deafness and blindness do not meet
this requirement.

e Alicensed physician has certified the child’s disability.

If this is the first year that you are claiming the additional
exemption for this child, you will need to include a
physician’s certification of this qualifying disability with your
tax return.

This physician’s certification filed with us during the first
year of eligibility remains in effect in subsequent years, and
we do not require you to file it again until the circumstances
of your disabled child change.

Line 6d

Add lines 6a through 6¢ and enter the total on this line.
If you are married filing separately on the same form,
use columns A and B. If you are claiming dependent
exemptions, you can allocate these exemptions to either
spouse. If your child is disabled and you are claiming an
additional exemption for this disabled child, the spouse
claiming that dependent will also have to claim the
additional exemption.

STEP 3. FEDERAL INCOME AND
FEDERAL ADJUSTED GROSS INCOME
(LINES 7-38)

» Are you ready?

e Fill out your 2015 federal tax return.

Lines 7 through 38a

Your income on your Montana tax return begins with your
federal adjusted gross income. On lines 7 through 38, enter
the amount corresponding to your federal tax return Form
1040, 1040A, or 1040EZ. If you are married and have filed
your federal tax return jointly with your spouse but are now
filing a separate Montana tax return, apply the following
rules as you allocate the income and deductions between
you and your spouse:

e [f you are married and filing separately with your
spouse on the same form or on separate forms, you
should each report your own adjusted gross income.
You cannot arbitrarily assign income from one spouse
to another.

e Income from wages, salaries, bonuses, commissions
and other income that is earned from providing
personal services as an employee or as an
independent contractor should be reported by the
spouse who earned it.

e Income such as rents, royalties, dividends and
interest should be reported by the spouse who owns
the property from which the income was earned. If
you and your spouse jointly hold the property, you
should split the income equally between both spouses
unless you and your spouse can show a different
proportional ownership.

e Income from your or your spouse’s ownership in a sole
proprietorship (federal Schedules C or F), partnership,
S corporation or trust should be reported by the spouse
who is the owner.

If you were required to complete and include a federal
schedule for any of the items on these lines, you should
also include those schedules when you submit your
Montana tax return.

Detailed instructions for lines 7 through 38a are not
provided for all lines. You will need to refer to your federal
income tax instructions for detailed information about how
to complete these lines. Selected lines have been identified
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in these instructions to provide additional information about
specific Montana tax details.

Line 9 — Ordinary Dividends

Enter the total ordinary dividends that you reported on
your federal Form 1040, line 9a or Form 1040A, line 9a.
Montana taxes all dividends as ordinary dividends and
does not have a specific qualified dividend tax rate.

Line 10 — Taxable Refunds, Credits or Offsets of
State and Local Income Taxes

Enter the same amount that you reported on your federal
tax return. You will need to include your state tax refund
here and then report it as a subtraction from income on
Form 2, Schedule 1, line 6, to calculate your Montana
adjusted gross income.

Line 12 — Business Income or (Loss)

Enter in the box labeled “NAICS,” your North American
Industry Classification System principal business or
professional activity code. This code is located in Box B on
your federal Schedule C or C-EZ. If you are reporting your
income or loss from more than one Schedule C or C-EZ
on line 12, enter the NAICS code for the business that
recorded the greatest amount of gross income from sales.
For further information, visit www.naics.com.

Line 13 — Capital Gain or (Loss)

Enter the same amount of your capital gain or loss that
you reported on your federal income tax return. For
married taxpayers filing separate Montana tax returns,
allocate the amount of gain or loss shown on the joint
return between the spouses. The amount of capital gain
or loss is reported by the spouse who owned the property
that resulted in the gain or loss. If the property is jointly
owned by both spouses, that gain or loss should be split
equally, unless you and your spouse have a different
proportional ownership.

Lines 15a and 15b — IRA Distribution

Enter the same amount of your IRA distribution that you
reported on your federal tax return. If your Montana basis
for your IRA is different from your federal basis, you should
adjust your taxable amount on Form 2, Schedule I, line 16
or Form 2, Schedule Il, line 35. A portion may be exempt
from Montana tax. Complete Form 2, Worksheet 1V, found
on page 45 of this booklet, to determine if you are entitled
to a partial exemption.

Lines 16a and 16b — Pensions and Annuities

Enter the same amount of your pension and annuity
income that you reported on your federal tax return.
However, a portion may be exempt from Montana tax.
Complete Worksheet 1V, found on page 45 of this booklet,
to determine if you are entitled to a partial exemption.

Line 17 — Rental Real Estate, Royalties,
Partnerships, S Corporations, Trusts

Enter the same amount of your income or loss that you
reported on your federal Schedule E. For married taxpayers
filing separate Montana returns, the amount of gain or loss
is reported by the spouse to whom it is attributable. If the
gain or loss is not clearly attributable to one spouse, the
amount is split equally.

Line 19 — Unemployment Compensation

Enter the same amount of the unemployment
compensation that you reported on your federal tax return.
Unemployment compensation is exempt from Montana tax.
You should exclude this same amount by reporting it on
Form 2, Schedule Il, line 3.

Line 20b — Taxable Social Security Benefits

Enter the amount of the taxable social security benefits that
you reported on your federal tax return. You will need to
complete Form 2, Worksheet VIII, found on page 48 of this
booklet, in order to determine your Montana taxable social
security benefits. If your taxable benefits are higher or
lower than your federal taxable benefits, you should either
include or exclude the difference on Form 2, Schedule I,
line 5, or Form 2, Schedule Il, line 23.

Line 24 — Education Expenses

As of the printing of this tax booklet, the status of several
expired federal provisions which affect this line and line

35 was not finalized. Montana law automatically follows

the federal law for these provisions. Therefore, if federal
legislation was passed extending the provisions, the
provisions also apply to your Montana return. Report on the
Montana return the same amount reported on federal Form
1040, line 23 or Form 1040A, line 16.

Line 26 — Health Savings Account Deduction

Enter the same amount of federal health savings account
contributions that you reported on your federal tax return.
Be careful not to confuse this deduction with the Montana
Medical Care Savings Account exemption that you might
report on Form 2, Schedule I, line 18.

Line 33 — IRA Deduction

Enter the same IRA deduction that you reported on your
federal tax return. You are not required to recompute the
allowable deduction if you filed a joint federal tax return but
are filing separate Montana tax returns.

Line 34 — Student Loan Interest Deduction

Enter the same amount of the student loan interest
deduction that you reported on your federal tax return. You
are allowed this deduction even if you filed a joint federal
return but are filing separate Montana tax returns.

Line 35 — Tuition and Fees

As of the printing of this tax booklet, the status of several
expired federal provisions which affect this line and line
24 was not finalized. Montana law automatically follows
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the federal law for these provisions. Therefore, if federal
legislation was passed extending the provisions, the
provisions also apply to your Montana return. Report on
the Montana return the same amounts reported on federal
Form 1040, line 34 or Form 1040A, line 19.

Line 37

Add lines 24 through 36 and enter the result on this line.
Include in your total any write-in adjustments that you made
on your federal income tax return. Refer to your federal
instructions for a description of the allowable federal write-
in adjustments.

Federal Write-Ins Checkbox

Mark this box if either spouse included federal write-in
adjustments in the total on line 37.

Line 38a — Federal Adjusted Gross Income

If you are filing single (filing status 1), married filing jointly
(filing status 2), or head of household (filing status 4), enter
the amount from line 38 in line 38a. If you are using the
same filing status on your federal tax return, this amount
should correspond to the amount of the federal adjusted
gross income that you reported on your federal tax return
Form 1040, 1040A, or 1040EZ.

If you are filing married filing separately on separate

forms (filing status 3b), or married filing separately and
spouse is not filing (filing status 3c), enter the amount from
line 38, column A on line 38a. Depending on what filing
status you elected on your federal tax return, this amount
may correspond to the amount of federal adjusted gross
income that you reported on your federal tax return. In any
circumstance, your federal adjusted gross income reported
on your Montana tax return plus your spouse’s federal
adjusted gross income reported on a separate Montana
tax return, or that is not reported, should correspond to the
amount of your combined federal adjusted gross income
that you reported for federal income tax purposes.

If you are filing married filing separately on the same form
(filing status 3a), combine the amounts on line 38, columns
A and B, and enter the result on line 38a. This combined
amount should correspond to the amount of federal
adjusted gross income that you reported on your federal tax
return Form 1040, 1040A, or 1040EZ.

v/ Didyou...?

e Fillin lines 15a, 16a, and 20a if they apply.

e Include all of your federal income, even if you are a
nonresident or part-year resident.

e Report your 1099 information in the correct column
if your filing status is married filing separately on the
same form.

o |[f filing electronically, save the tax information that
you have entered.

STEP 4. MONTANA ADJUSTED GROSS
INCOME AND TAXABLE INCOME (LINES
39-45)

/
» Are you ready?

e Fill out Schedule | if you have Montana additions.

e Fill out Schedule Il if you have
Montana subtractions.

e Fill out Schedule 11l if you will be itemizing
your deductions.

Line 39 — Montana Additions to Federal Adjusted
Gross Income

You may need to add additional items of income to your
federal adjusted gross income in order to arrive at your
Montana adjusted gross income. Complete Form 2,
Schedule |, to determine the amount of additions to enter
on this line. Refer to page 14 for a detailed explanation of
these additions.

Line 40 — Montana Subtractions from Federal
Adjusted Gross Income

You may be eligible to subtract items of income from
your federal adjusted gross income in order to arrive at
your Montana adjusted gross income. Complete Form 2,
Schedule Il to determine the amount of your subtractions
that you need to enter on this line. Refer to page 16 for a
detailed explanation of these subtractions.

Line 41 — Montana Adjusted Gross Income

Add lines 38 and 39, then subtract line 40; enter the result
on this line. This is your Montana adjusted gross income.

Caution: Do not include in your calculation the amount that
you reported on line 38a.

Line 42 — Standard or Itemized Deductions

In most cases, your state income tax will be less if you
take the larger of either your itemized deductions or the
standard deduction.

When you claim your standard deduction or itemized
deductions, remember to mark the box on line 42 that
identifies which method you are using. If you do not mark
the appropriate box, this will delay the processing of
your return.

When you and your spouse file separately on the same
form or on separate forms, you will both have to use the
standard deduction or itemize your deductions. You cannot
use two different methods.

e Standard Deduction

To calculate your standard deduction, complete Form
2, Worksheet V on page 46.
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e |temized Deductions

To figure your itemized deductions, complete Form 2,
Schedule lll. You can find the instructions for Form 2,
Schedule Ill, on page 23 of this instruction booklet.

Line 44 — Exemption

You are entitled to at least one exemption (your own).
Multiply $2,330 times the number of exemptions that you
have claimed on Form 2, line 6d and enter the result on
this line.

Line 45 — Taxable Income

To compute your taxable income, subtract line 44 from line
43 and enter the result on this line.

v/ Didyou...?

e Mark the correct box on line 42 to claim either the
“standard deduction” or “itemized deductions”.

e [f filing electronically, save the tax information that
you have entered.

STEP 5. TAX, NONREFUNDABLE CREDITS
AND RECAPTURE (LINES 46-54)

» Are you ready?

e Fill out Schedule IV if you are a nonresident or
part-year resident.

e Fill out Schedule V if you are entitled to any
nonrefundable credits.

Line 46

Compute your tax using the following tax table. The tax
table is also on Form 2, page 4.

2015 Montana Individual Income Tax Table
If Your .
Taxable | ButNot [Multiply Your] 4 | Tpis 1s
More Taxable
Income Is Than Income B Subtract | Your Tax
More Than y
$0| $2,800 1% (0.010) $0
$2,800 $5,000 | 2% (0.020) $28
$5,000| $7,600| 3% (0.030) $78
$7,600| $10,300| 4% (0.040) $154
$10,300 | $13,300| 5% (0.050) $257
$13,300 | $17,100| 6% (0.060) $390
More Than $17,100 | 6.9% (0.069) $544

Line 47 — Capital Gains Tax Credit

You can claim a capital gains tax credit against your
Montana income tax of up to 2% of your net capital gains.
Your net capital gains is the amount you reported on Form
2, line 13 less any amounts reported on Schedule Il, line
26, line 29 or any capital gains included in the amount on

line 35. This credit is nonrefundable--it is applied directly

against your income tax liability and it cannot reduce this

liability below zero. This credit is applied before any other
credits and cannot be carried back or carried forward.

If you are a nonresident or a part-year resident, you must
apply this credit to your Montana income tax that you
computed on line 46 as though you were a resident.

If you are married and you and your spouse are filing
separately on the same form or on separate forms, you
each will need to calculate your capital gains tax credit.

Line 48 — Resident Tax After Capital Gains
Tax Credit

Complete line 48 if you are a resident, nonresident or a
part-year resident.

If you are a resident, this is your resident tax after capital
gains tax credit. Skip line 48a and go to line 49.

If you are a nonresident or a part-year resident, go to
line 48a.

Line 48a — Nonresident, Part-Year Resident Tax
After Capital Gains Tax Credit

If you are a nonresident or a part-year resident, you will
need to go to Form 2, Schedule IV, to calculate your
nonresident, part-year resident tax after capital gains credit.
Enter the result of this calculation on this line. See the
instructions for Form 2, Schedule IV on page 27.

Line 49 — Tax on Lump-Sum Distributions

If you qualify on your federal return for special averaging
of your lump-sum distribution and have not included it as
ordinary pension income in federal adjusted gross income,
you must pay Montana income tax on this distribution.
Your Montana tax liability on the lump-sum distribution is
10% of the federal tax calculated on federal Form 4972.
Part-year residents must calculate the tax on all lump sum
distributions received while residing in Montana. Include a
copy of federal Form 4972.

Line 50 — Total Tax

If you are a resident, add lines 48 and 49; enter the result
on this line. If you are a nonresident or part-year resident,
add lines 48a and 49; enter the result here.

Line 51 — Total Nonrefundable Credits

Enter the amount from Schedule V, line 23, but do not enter
an amount larger than the amount on line 50. This is your
total nonrefundable credits.

Line 52 — Recapture Taxes

Some statutes that allow deductions and tax credits have
provisions requiring a recapture of the tax benefit you
received in an earlier tax year (if you do not meet certain
requirements in subsequent tax years). If you are required
to report a recapture, report the appropriate two-letter code
and amount on this line. The three possible recapture taxes
are the following:

-
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e BD - Biodiesel/Biolubricant Production Facility,
Biodiesel Blending and Storage, and Oilseed
Crushing Credit Recapture Tax

If you previously claimed any of the tax credits for
biodiesel or biolubricant production, biodiesel blending
and storage, or oilseed crushing, and have ceased
operations for a period of 12 consecutive months
within five years of claiming the credit, the credit is
subject to recapture. On this line, enter the amount

of your biodiesel/biolubricant production facility,
biodiesel blending and storage, or oilseed crushing
credit recapture tax; and enter the code ‘BD’ in the
space indicated.

e EC — Endowment Credit Recapture Tax

If you previously claimed an endowment credit for

a gift that you contributed to a qualified endowment
and you now have received the gift back, you are
required to recapture that previous credit to the extent
it reduced your income tax liability in a previous year
and to include in your income any amounts that were
previously deducted as an itemized deduction.

On this line, enter the amount of your endowment
credit recapture tax and enter the code ‘EC’ in the
space indicated. If, in addition to your recapture tax,
part of the amount that is recaptured was claimed as

a charitable contribution in a prior year, you will have
to include in your income on Form 2, Schedule I, line 4
any recoveries of this prior year deduction that reduced
your tax liability in the year of that deduction. Complete
Worksheet IX to determine if you will have to recapture
any amount of your prior year deduction. You can get
Worksheet IX at revenue.mt.gov or by calling us toll
free at (866) 859-2254 (in Helena, 444-6900).

e FE — Family Education Savings Account
Recapture Tax

If you have a recapturable withdrawal from your family
education savings account, you will have to pay a 6.9%
recapture tax on this withdrawal instead of including
this withdrawal in your Montana adjusted gross income.

A recapturable withdrawal is a withdrawal that is not
used to pay for qualified higher education expenses
or for a withdrawal from your family education savings
account within three years from the date you opened
the account.

Multiply your recapturable withdrawal by 6.9%, enter
the result on this line, and enter the code ‘FE’ in the
space indicated. This is your family education savings
account recapture tax.

If you are married filing separately on the same form and
each spouse has a recapture, enter the amount and code
in the appropriate column. If you are reporting more than
one recapture in one column, enter the total recapture
amount for both and the code for the higher recapture.

STEP 6. PAYMENTS AND REFUNDABLE
CREDITS (LINES 55-65)

-

» Are you ready? You will need-
e Information about payments you made for this
tax year.
e To gather any Forms W-2, 1099 and/or Montana
Schedules K-1 you received that show any
tax withheld.

e To have Schedule V filled out if you are entitled to
any refundable credits.

Line 55 — Montana Income Tax Withheld

Enter the amount of the Montana income tax withheld from
your compensation and reported in Box 17 of your federal
Form W-2, or in Box 12 of your federal Form 1099-R. When
you claim Montana income tax withheld, you are required
to include a copy of your withholding statements (federal
Forms W-2 or 1099-R) with your return.

Income tax withheld as a result of an ownership interest in
a pass-through entity or mineral royalty payments received
cannot be reported on this line.

Line 56 — Montana Mineral Royalty Tax Withheld

Enter the amount of the Montana mineral royalty tax
withheld from royalty payments received during the year.
This is generally reported on federal Form 1099-MISC.
Royalty payments made to owners of Montana mineral
rights are subject to state tax withholding if certain
thresholds are met. This amount is no more than 6%

of your Montana royalty payments and should not be
confused with the production taxes that are also subtracted
from your royalty payments. If the mineral rights are held
by a partnership, S corporation, estate or trust in which

you have an ownership interest or from which you receive
a distribution, enter the amount reported to you as your
share of the withholding. Include a schedule detailing

the calculation of your portion of the withholding and any
supporting documents such as the Montana Schedule K-1
(issued to you by the entity) or a copy of the Form 1099
issued to the partnership, S corporation, estate or trust. For
more information, please visit “Mineral Royalty Withholding”
at revenue.mt.gov.

Line 57 — Montana Pass-Through
Entity Withholding

If you had an ownership interest in an S corporation,
partnership or disregarded entity that had Montana

source income and withheld Montana income tax, enter
the amount here. This amount is reported to you on the
Montana Schedule K-1 issued by the entity and should not
be confused with any Montana mineral royalty tax withheld
passed through to you by the S corporation, partnership or
disregarded entity.
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Line 58 — Estimated Tax Payments

If you have made estimated income tax payments for

tax year 2015, enter the amount of these estimated tax
payments. Include in this amount the 2014 refund that you
requested us to apply to your 2015 estimated income tax
payments. Do not include in this total any income taxes
paid for a previous year since these are not estimated
taxes paid for tax year 2015. You can view your payment
history on Taxpayer Access Point (TAP), available at
revenue.mt.gov.

Important
" If you are married filing separately on the same

form and have made estimated payments, you might
consider allocating the payments claimed by each spouse
so that one spouse does not owe tax and the other is due
a refund. You may wish to contact the department before
filing your return to verify that estimated payments are
applied to the intended spouse. Only estimated payments
can be allocated. Withholding must be reported by the
spouse whose name appears on the federal Forms W-2
or 1099.

Line 59 — Extension Payment

If you paid an extension payment on or before April

18, 2016, in order to qualify for an automatic six-month
extension to file your income tax return, enter that amount
on this line. To determine whether you need to make an
extension payment, complete the Extension Payment
Worksheet, Montana Form EXT-15.

Line 60 — Refundable Credits

Your refundable credits are applied against your income tax
liability with any unused credit refunded to you.

You may be eligible for one or more of the four refundable
credits that are available on Montana tax forms. Complete
Form 2, Schedule V, lines 24 through 28 to determine the
amount of the refundable credits to enter on this line. Refer
to the instructions on Montana tax credits found on page 31
for a detailed explanation of these refundable credits.

Amended Return

Use lines 61 and 62 only when filing an amended tax
return. If you are filing an original tax return, proceed to
line 63.

Line 61 — Payments with Original Return

Enter any payments made when you filed your original
return and any subsequent payments that were applied
to your 2015 tax liability. You can view your payment
history on Taxpayer Access Point (TAP), available at
revenue.mt.gov.

Line 62 — Previously Issued Refunds

Enter any refunds previously issued to you. This includes
refunds that may have been applied to another debt such
as a prior tax year or child support debt. Do not include the
overpayment amount you requested to be applied to your
2015 estimated tax payments.

Line 63 — Total Payments and Refundable Credits

Add lines 55 through 61, and then subtract line 62.
Enter the result here. This is your total payments and
refundable credits.

Line 64 — Tax Due

If line 54 is greater than line 63, subtract line 63 from line
54. This is your tax due.

Line 65 — Tax Overpaid

If line 63 is greater than line 54, subtract line 54 from line
63. This is your tax overpaid.

Important
" For married taxpayers filing separately, when

both taxpayers have an overpayment, the amount of each
overpayment will be reported to the Internal Revenue
Service. When one spouse owes and the other has an
overpayment, the amount reported to the Internal Revenue
Service will be the gross overpayment amount for the
spouse with the overpayment before netting the two
columns. For example, if spouse A has an overpayment of
$600 and spouse B owes $200, the amount reported for
spouse A on federal Form 1099-G will be $600 even though
the net refund check issued is $400.

Many taxpayers will not find this result acceptable because
it may affect their federal taxable income for the following
year. See the instructions for line 58 for suggestions about
reallocating estimated payments.

v/ Didyou...?

e Include any mineral royalty tax withheld on line 56;
not line 55.

e |[f filing electronically, save the tax information that
you have entered.

STEP 7. PENALTIES, INTEREST AND
CONTRIBUTIONS (LINES 66-70)

» Are you ready? You will need-

e Information about payments you made for this
tax year.

Line 66 — Interest on Underpayment of
Estimated Taxes

You are required to pay your income tax liability throughout
the year. You can make your payments through employer
withholding, installment payments of estimated taxes, or a
combination of both.

If you did not pay in advance at least 90% of your 2015
income tax liability (after applying your credits) or 100% of
your 2014 income tax liability (after applying your credits),
you may have to pay interest on the underpayment of your
estimated tax.

You are not required to make estimated tax payments if at
least 2/3 of your gross income is derived from farming or

\

_
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ranching operations. Mark the “2/3 farming gross income”
box if this applies to you. Mark the “estimated payments
were made using the annualization method” box if you
used the annualization method to make your estimated tax
payments for 2015.

To calculate your interest, complete either Worksheet VIl on
page 47 or Form EST-Il, 2015 Underpayment of Estimated
Tax by Individuals, Estates and Trusts. You can access this
form by visiting revenue.mt.gov or by calling us toll free at
(866) 859-2254 (in Helena, 444-6900).

Line 67 — Late File Penalty, Late Payment Penalty
and Interest

Important
" If you and your spouse are filing on separate

returns, penalties and interest are based on the amount
that each spouse owes. In order to simplify calculations for
Form 2, married taxpayers filing separately on the same
form will compute penalties and interest on the combined
tax due. If both spouses owe additional tax, penalties or
interest, they will receive individual Statements of Account
for the amount they owe. When one spouse owes tax but
the other is overpaid, penalties and interest are based on
the unpaid tax after applying the overpayment from the
other spouse.

e Late File Penalty

If you file your return after April 18, 2016—or October
17, 2016, with a valid extension—you will need to pay
a late file penalty if there is tax due on line 64. The
penalty is equal to the lesser of $50 or the amount of
tax you owe. You do not have to pay a late file penalty if
you are filing your return late and you are due a refund.
To calculate your late file penalty, compare the amount
on line 64 to $50. Your late file penalty is the lesser of
these amounts. If you and your spouse elect the filing
status “married filing separately on the same form” and
both of you owe tax and do not have a valid extension,
the late file penalty will be assessed to both of you.

o Late Payment Penalty

Unless your tax liability is $200 or less, an extension
to file your return does not give you an extension to
pay your tax. Therefore, if you have not paid all of
your income tax liability by April 18, 2016—or October
17, 2016, if your tax liability is $200 or less—you will
need to pay a late payment penalty. The late payment
penalty is equal to 1.2% per month or part of a calendar
month on the unpaid balance from April 18, 2016,
until it is paid. For example, if you do not pay your tax
due until May 10, 2016, your late payment penalty will
be 2.4% (two parts of a month x 1.2%) of the unpaid
tax. To calculate your late payment penalty, multiply
the amount on line 64 by 1.2% per month or part of

a calendar month that your payment is late. Your late
payment penalty will never exceed 12% (10 months x
1.2%) of the unpaid tax.

Note: If your tax liability is $200 or less, and you

have not filed your return and paid your tax due on or
before October 17, 2016, Montana law requires that

we assess a penalty on the amount you owe from the
original due date of the return, which is April 18, 2016.

o Interest

Unless your tax liability is $200 or less, an extension

to file your return does not give you an extension to
pay your tax. Therefore, if you have not paid 100% of
your income tax liability by April 18, 2016—or October
17, 2016, if your tax liability is $200 or less—you will
have to pay 8% annual interest, computed daily, on the
amount you still owe. To calculate your interest, multiply
the amount on line 64 by 0.02192% (0.0002192) times
the number of days after April 18, 2016, that your tax
is paid. Interest accrues from the original due date of
your return.

Note: If your tax liability is $200 or less, and you

have not filed your return and paid your tax due on or
before October 17, 2016, Montana law requires that
we assess interest on the amount you owe from the
original due date of the return, which is April 18, 2016.

If you owe more than one of the items listed above, enter
each amount you owe onto the following worksheet:

Type Amount
Late file penalty

Late payment penalty

Interest
Total

Enter the total on line 67. (You may wish to keep this
information as part of your records for future reference.)

Line 68 — Other Penalties

Include on this line any of the following other penalties if
they apply to your situation. You can get a copy of any of
these forms by visiting revenue.mt.gov or by calling us toll
free at (866) 859-2254 (in Helena, 444-6900).

e First-Time Home Buyer Savings Account
10% Penalty

If you withdrew funds from your first-time home buyer
savings account for purposes other than to pay for
eligible costs for the purchase of a single-family
residence, you are required to pay a 10% penalty on
this withdrawal unless the withdrawal is on the last
business day in December. Complete the penalty
calculation on Montana Form FTB, 2015 First-Time
Home Buyers Savings Account. Enter the amount of
the penalty on this line and include a copy of Form FTB
with your tax return.

e Medical Care Savings Account 10% Penalty

If you withdrew funds from your medical care savings
account for purposes other than to pay for eligible
medical costs, you are required to pay a 10% penalty
on this withdrawal unless you made this withdrawal

on the last business day in December. Complete the
penalty calculation on Montana Form MSA, 2015
Medical Care Savings Account. Enter the amount of the
penalty on this line and include a copy of Form MSA
with your tax return.
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e Farm and Ranch Risk Management Account
10% Penalty

If you have not distributed your deposits and income
from your farm and ranch risk management account
within five years, they are considered distributed. You

are required to pay a 10% penalty on the amount of tax

due on this amount that is considered distributed. On
this line, enter the amount of your farm and ranch risk
management account 10% penalty.

If you are required to pay more than one of the

penalties listed above, enter on line 68 the sum of your

other penalties.

Line 69 — Montana Voluntary Check-Off
Contribution Programs

Montana law provides you with the opportunity to
contribute, via your income tax return, to the following
programs. You can contribute any amount to any of these
four programs. Your contribution will increase the amount
you owe or reduce the amount of your refund.

Line 69a — Nongame
Wildlife Program

Your contributions to this program are used to ensure the
well-being of Montana’s watchable wildlife species, such
as eagles, herons, bluebirds, great horned owls, loons,
chipmunks, pikas, flying squirrels and painted turtles.

MONTANA

HILDREN’S

TRUST FUND

Line 69b — Child Abuse

Prevention Program

Your contributions to this program fund services and
activities related to the prevention of child abuse and
neglect. In addition, if you enclose a separate check with

your timely filed return, you are allowed to take an itemized

deduction for the amount of the contribution on the tax
return you are filing with this contribution.

Line 69¢c — Agriculture Literacy in
Montana Schools Program

Your contributions to this program fund the development
and presentation of educational programs. This

program ensures Montana’s young people have a better
understanding of agriculture in our state and how it relates
to the rest of the world.

Line 69d — Montana Military Family
Relief Fund

Your contributions to this program help provide funding
for grants that aid Montana families in defraying the costs
of food, housing, utilities, medical services, and other
expenses when a wage earner has been called to active
military duty.

Line 70 — Total Penalties, Interest
and Contributions

Add lines 66 through 69 and enter the result on this
line. This is your total penalties, interest and check-off
program contributions.

v/ Didyou...?

e Check the instructions about extensions to see if
you owe a late file penalty.

e |[f filing electronically, save the tax information that
you have entered.

STEP 8. AMOUNT YOU OWE OR YOUR
REFUND (LINES 71-74)

» Are you ready?
e Gather the routing and account number for

your checking or savings account if you will be
receiving a refund and would like the money to be
direct deposited.

Line 71 — Amount You Owe

If you have tax due (amount on line 64), add lines 64 and
70 OR, if you have a tax overpayment (amount on line 65)
and it is less than line 70, subtract line 65 from line 70.
Enter the result here.

Married taxpayers filing separately on the same form
should determine the amount to report on this line
as follows:

e If both taxpayers have tax due (line 64)

o Add both spouses’ tax due amounts to the total on
line 70, and enter the result on this line.

e [f one taxpayer has tax due (line 64) and the other has
a tax overpayment (line 65)

o Compare the two amounts and:

e |[f the tax due is greater than the tax overpaid,
subtract line 65 from line 64, add the result to
the amount on line 70, and enter the total on
this line.

e If the tax overpaid is greater than the tax due,
subtract line 64 from line 65 and compare the
result to the amount on line 70. If the remaining

overpayment is less than the amount on line 70,

ﬁ
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subtract the overpayment from line 70 and enter
the result on this line. Otherwise, proceed to
line 72.

e [f both taxpayers have a tax overpayment (line 65)

o Add both spouses’ tax overpayment amounts and
compare the total to line 70.

e If the combined overpayment of tax is less than
the amount on line 70, subtract the overpayment
from line 70 and enter the result on this line.

e |f the combined tax overpayment is greater than
the amount on line 70, proceed to line 72.

You can pay the amount you owe by:

e Electronic funds withdrawal when e-filing your joint
federal/state tax return. You can schedule your
withdrawal for a later date.

e E-check or credit/debit card—visit revenue.mt.gov and
click on Taxpayer Access Point (TAP) or Income Tax
Express (ITE) e-payment services.

e Personal check, money order, or cashier’s check—use
the voucher that we have provided with this income
tax booklet. Make your check payable to the Montana
Department of Revenue, sign your check, and write
your social security number and “Tax Year 2015” on the
memo line.

Note: We may need to adjust your payment if it is not in
U.S. funds.

Interest and late payment penalties will be assessed on any
amount not paid when due.

If you cannot pay the entire amount that you owe with your
tax return, we encourage you to file your return timely and
pay as much as possible. By filing and paying as much as
you can by April 18, 2016, you may not have to pay a late
file penalty and you can reduce the amount of your late
payment penalty and interest. If you need to establish a
payment plan, call us toll free at (866) 859-2254 (in Helena,
444-6900) as soon as possible to discuss your payment
options and make arrangements.

Line 72 — Your Overpayment

If you have a tax overpayment (amount on line 65) and it is
greater than line 70, subtract line 70 from line 65 and enter
the result on this line.

Married couples filing separately may have a combined
overpayment. This results when either both spouses
report a tax overpayment (line 65), or one spouse reports
a tax overpayment (line 65) that is greater than the other
spouse’s tax due (line 64). If this is true for you, and the
combined overpayment is greater than the amount on line
70, subtract line 70 from the combined overpayment and
enter the result on this line.

Line 73

Enter the amount of your overpayment from line 72 that you
want to be applied to your 2016 estimated taxes.

Line 74 — Your Refund

Subtract line 73 from line 72 and enter the result on this
line. This is the amount of your refund.

If you would like to use direct deposit, enter your financial
institution’s routing number (RTN#) and your account
number (ACCT#) in the space provided. Your routing
number will be nine digits and your account number can be
up to 17 characters, including numbers and letters. Mark
whether your account is a checking or savings account
and if your refund will go to a bank outside of the United
States and its territories (Midway Islands, Puerto Rico,
American Samoa, U.S. Virgin Islands, Federated States of
Micronesia, and Guam).

If you and your spouse are due a refund, each of you will
get a direct deposit.

If your financial institution does not accept the direct
deposit, we will mail you a refund check. If you and
your spouse are due a refund, both of you will get
separate checks.

A sample of a personal check is provided for
your convenience.

John Taxpayer

Jane Taxpayer

23 Main Street
Anyplace, MT 59000
Pay to the

Order of

Anyplace Bank .
Anyplace, MT 5900¢” Routing ) Account
Number /A\Number

1:A23456789) 1 :@876543210 )= 1234

v/ Didyou...?

e Check your return to ensure you have no
mathematical errors.

e Make sure that your refund or amount due is
reported on the correct line.

e [f filing electronically, save the tax information that
you have entered.

1234

s |

Dollars

Do not include the
check number in the
account number.

STEP 9. SIGN, ASSEMBLE AND FILE
YOUR RETURN

Sign Your Return

Your tax return is considered incomplete unless you sign
it. If your filing status is married filing jointly or married
filing separately on the same form, your spouse must also
sign. Incomplete returns cannot be processed and require
us to contact you for additional information. If you have
someone prepare your return, you are still responsible for
the correctness of the return. If you are filing a joint return
as a surviving spouse, see FAQ @ on page 42.

Electronic Return Signatures

If you are filing your return electronically, you are not
required to actually sign your return. The act of filing your
return electronically signifies your declaration, under the
penalty of false swearing, that:
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e You are the taxpayer identified in the return; and

e The information in the return is true, correct
and complete.

Your filing electronically, with this declaration, is
your signature.

Daytime Phone Number

Providing your daytime phone number may help speed
the processing of your return. We may have questions
about items on your return and if you are able to answer
our questions over the phone, we may be able to continue
processing your return without mailing you a letter. If you
are filing a joint return, you can enter either your or your
spouse’s daytime phone number.

Paid Preparer

Anyone you pay to prepare your return must sign it and
include his or her Preparer Tax Identification Number
(PTIN) in the space provided. Preparers should have a
PTIN, but the preparer’s Social Security Number (SSN)
may be used when the paid preparer does not have a
PTIN. The paid preparer must also include his or her
firm’s Federal Employer Identification Number (FEIN), if
applicable. The preparer must give you a copy of the return
for your records. Someone who prepares your return but
does not charge you should not sign your return or include
their PTIN or SSN.

Third Party Designee

If you want to allow your preparer, friend, family member,
or any other person you choose to discuss your 2015

tax return with the department, mark the “Yes” box in the
bottom of the signature block. You will also need to enter
your designee’s printed name and phone number. If you
are married filing separately on the same form or filing a
joint return, review the following instructions carefully.

e [f you and your spouse are filing separately on the
same form, and the “Yes” box is marked, each of you is
authorizing us to discuss the return with the third party
designee to answer any questions that arise while we
are processing your 2015 tax return.

e If you are filing a joint return, you are automatically
authorizing us to discuss the joint return with either
spouse, but you will still need to complete the third
party designee section if you wish to allow another
person, such as a tax preparer, to discuss your return
with us.

If you do not complete the third party designee section
according to these instructions, we cannot discuss your
return with another person. By completing this section, you
are authorizing the designee to:

e Give us any information that is missing from
your return;

e Call us for information about the processing of your
return or the status of your refund or payment(s); and

e Respond to notices from us about math errors, offsets
and return preparation.

You are not authorizing the designee to discuss any other
tax year, receive any refund check, bind you to anything or
otherwise represent you before the department. If you want
to expand the designee’s authorization, view information
about granting someone power of attorney at revenue.
mt.gov.

The authorization will automatically end no later than the
due date (without regard to extensions) for filing your 2016
return. This is April 17, 2017, for most people.

For additional information, see FAQ © on page 39.

Assemble Your Return

If you are filing your return on paper, include with your
return all Forms W-2 and 1099 reporting Montana
withholding you were issued. If you forget to send your
Forms W-2 or other withholding forms with your return, do
not send them separately or with another copy of your tax
return. Wait until we request them from you.

If you are filing your return on paper, you are required to
include any applicable federal forms and schedules we
requested on the return. You are not required to provide

us with your entire federal return when you file your
Montana return unless you are a nonresident or part-year
resident. However, you should retain your federal return

in your tax records and be able to provide it to us upon
request. Assemble your return, without using staples, in the
following order:

6 "
Q
S
5 2
c| S
=1 (%]
4 z| =
© = (7]
[ © ©
3 g J] L
Y
S o c
= a 2
2o 5| S
'l = 8— v
2 el gs| ©

5 (]

Form(s) W-2 L S <

and/or 1099 n a

1
Payment with voucher
(if applicable)

Please Do Not Use Staples

File Your Return

We encourage you to e-file your tax return. To see the
e-filing options available to you, see FAQ @ on page 40 or
visit revenue.mt.gov. If you have chosen to file your return
on paper, you will need to mail your return to us.

If your tax return does not include a payment or shows
you are due a refund, mail your tax return to the
following address:

E Montana Department of Revenue

PO Box 6577
Helena, MT 59604-6577

-
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If your tax return includes a payment, mail your tax return
and check to the following address:
PO Box 6308

@ Helena, MT 59604-6308

v/ Didyou...?
[ ]

Get a confirmation that your Montana return was
accepted, if you are filing electronically.

e Sign your tax return if you are filing on paper. Have
your spouse sign the return if you are married filing
a joint return or filing separately on the same form.

e Fill out the third party designee section if you
want to allow someone else to discuss your return
with us.

e Include all schedules that support information on
your tax return. You do not need to include blank
schedules or any worksheets.

e |[f filing electronically, save the tax information that
you have entered.

Montana Department of Revenue

SCHEDULE | — MONTANA ADDITIONS TO
FEDERAL ADJUSTED GROSS INCOME

-

» Are you ready? You will need—
e Supporting documents for items on Schedule |
that apply to you, such as:

o Worksheet Il if you received a federal tax
refund in 2015 and you itemized deductions on
your 2014 Montana tax return.

o Worksheet VIl showing the amount of your
social security benefits taxable to Montana.

o Premiums paid to the Insure Montana small
business health insurance program.

Line 1 — Interest and Mutual Fund Dividends from
Other States’ State, County, or Municipal Bonds

Enter the interest and mutual fund dividend income that
you received from bonds and obligations of another state,
territory, or political subdivision of another state (county,
municipality, district, etc.).

Line 2 — Dividends Not Included in Federal
Adjusted Gross Income

Enter the amount of any dividends that you received
that are not already included in your federal adjusted
gross income.

Line 3 — Taxable Federal Refund

If you received a 2014 federal income tax refund in 2015
and you claimed federal income taxes paid as an itemized
deduction on your 2014 Montana tax return, you may need
to report a portion or all of your federal refund as income on
your 2015 Montana tax return.

To the extent that the federal tax deduction that you
claimed on your 2014 Montana tax return reduced the
amount of your 2014 Montana income tax liability, any
subsequent refunds from this deduction are considered
income in the year that you received them.

You will need to complete Worksheet Il, Tax Benefit Rule
for Federal Income Tax Refund, found on page 44 of
this booklet to determine whether your federal income
tax refund is taxable in 2015, unless one of the following
scenarios applies to you:

e If you claimed the Montana standard deduction when
you filed your 2014 Montana return (instead of itemized
deductions) in 2015, none of your federal income tax
refund is taxable and you do not need to complete
Worksheet II.

e Your deduction for federal taxes paid in 2014 may
have been limited on your Montana tax return to
$5,000 ($10,000 if filing a joint return). Because of
this limitation, your refund may or may not be taxable.
A simple way to check this is to subtract the refund
that you received in 2015 from the total federal
income taxes paid in 2014 (Form 2, Schedule |,
lines 7a through 7d or Form 2M, Schedule |, lines 7a
through 7d).

o If the result is more than $5,000 ($10,000 if you filed
a joint return), none of the refund is taxable and you
do not need to complete Worksheet Il.

o If the result is less than $5,000 ($10,000 if you filed
a joint return), complete Worksheet Il to determine
whether your federal income tax refund is taxable.

If you and your spouse filed your federal tax return jointly
and are now filing your Montana tax return separately,

you will each need to complete a separate tax benefit

rule worksheet. Prorate your federal income tax refund
between you and your spouse by applying the ratio of
your 2014 federal income tax deduction to the total federal
tax deducted.

Line 4 — Other Recoveries of Amounts Deducted
in Earlier Years that Reduced Montana
Taxable Income

If in 2015, you received a reimbursement of an amount
that you previously deducted on your Montana tax return
and this deduction originally reduced the amount of your
Montana income tax liability in the year of the deduction,
you may need to report as income a portion or all of the
reimbursement that you received on your 2015 Montana
tax return. For example, you may have recovered amounts
from more than one year, such as a federal income tax
refund from 2010 and a casualty loss reimbursement for a
loss claimed as a deduction in 2011.

To the extent that these deductions reduced your income
tax liability in 2010 and 2011, you are required to include
these reimbursements as income in 2015. If you have a
reimbursement from a prior year deduction other than your
2014 federal income tax refund, call us toll free at (866)
859-2254 (in Helena, 444-6900) or visit revenue.mt.gov
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to get Worksheet IX, Tax Benefit Rule for Recoveries of
Itemized Deductions.

Line 5 — Addition to Federal Taxable
Social Security

Your social security benefits taxable to Montana may be
different from the amount of taxable benefits that you
reported on Form 2, line 20b. You should determine your
Montana taxable social security benefits by completing
Worksheet VIII, Taxable Social Security Benefits, found
on page 48 of this booklet. Before you can complete your
social security worksheet, you will need to complete your
partial pension and annuity income exemption worksheet,
Worksheet 1V, found on page 45 of this booklet.

If, after you have completed your social security worksheet,
you find that your social security benefits taxable to
Montana are greater than those that you reported on

Form 2, line 20b, enter that difference on this line. If your
social security benefits taxable to Montana are less than
those that you reported on line 20b, you should report that
difference as a subtraction from federal adjusted gross
income on your Schedule I, line 23.

Line 6 — Sole Proprietor’s Allocation of
Compensation to Spouse

If you are a sole proprietor reporting net income on your

federal Schedules C or F, you have to report the full amount

of your income in column A or B to determine your federal
adjusted gross income on Form 2. However, if your spouse
regularly and systematically provides substantial personal
services in the operations of your business and is not paid
a salary or wage, you can allocate a reasonable amount
of compensation to your spouse. You need to base this
allocation on an amount that is equivalent to the services
that your spouse provides. It is considered taxable income
to your spouse. This allocation will further reduce your
taxable income as the sole proprietor of the business.

Services that your spouse provided for operating your
household or services that are incidental to your operations
cannot be used as a basis for allocation of income to

your spouse. When you claim this addition to income, you
should be prepared to provide us with verification of those
services performed and the substantial contribution made
by your spouse.

Report on this line the amount of income allocated to your
spouse and report the offsetting subtraction on Schedule Il,
line 27 in your column.

Line 7 — Medical Care Savings Account
Nonqualified Withdrawals

Your nonqualified withdrawal from a Montana medical
care savings account is a withdrawal that you made during
the tax year for any purpose other than to pay for eligible
medical expenses or long-term care. You can refer to
Montana Form MSA for detailed instructions. You should
report any nonqualified withdrawals from your Montana

medical care savings account as an addition to federal
adjusted gross income on this line.

Please note that you may also be charged a penalty for
making any nonqualified withdrawal. See the instructions
for Form 2, line 68 and Montana Form MSA for more
information on the Montana medical care savings account
10% penalty.

Line 8 — First-Time Home Buyer Savings Account
Nonqualified Withdrawals

Your nonqualified withdrawal from a Montana first-time
home buyer savings account is a withdrawal that you
made during the tax year for any purpose other than to
pay for the eligible cost of purchasing your single family
residence. You can refer to Montana Form FTB for further
detailed instructions. You should report any nonqualified
withdrawals from your Montana first-time home buyer
savings account as an addition to federal adjusted gross
income on this line.

Please note that you may also be charged a penalty for
making any nonqualified withdrawal. See the instructions
for Form 2, line 68 and Montana Form FTB for more
information on the Montana first-time home buyer savings
account 10% penalty.

Line 9 — Farm and Ranch Risk Management
Account Taxable Distributions

A distribution from your Montana farm and ranch
risk management account is taxable in either of the
following situations:

e The distribution is from a fund that was previously
excluded from Montana adjusted gross income as a
farm and ranch risk management account deposit; or

e The distribution was not distributed within five years
from the date the original deposit was made.

You can refer to Montana Form FRM for detailed
instructions. You should report your Montana farm and
ranch risk management account taxable distributions as an
addition to federal adjusted gross income on this line.

You may also be subject to a penalty on your farm

and ranch management account distribution if it is not
distributed within five years from the date of the original
deposit. See the instructions for Form 2, line 68 for more
information on the farm and ranch risk management
account 10% penalty.

Line 10 — Addition for Dependent Care Assistance
Credit Adjustment

If you have claimed business expenses for providing
dependent care assistance on your federal Schedules C,
E or F and now are claiming the Montana dependent care
assistance credits on Form 2, Schedule V, line 15, you will
have to add the amount of the dependent care assistance
expenses used to calculate your Montana dependent care
assistance credits on Montana Form DCAC as an addition
to federal adjusted gross income on this line.
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Line 11 — Addition for Smaller Federal Estate and
Trust Taxable Distributions

Differences between Montana’s laws and the federal laws
may mean that the Montana taxable distribution that you
received from an estate or trust is greater than your federal
taxable distribution from the same estate or trust. If so, the
difference is an addition to federal adjusted gross income
and you should report it on this line.

Line 12 — Federal Net Operating Loss Carryover

The federal net operating loss carryover that you reported
on your Form 2, line 21 may be different from the amount of
your Montana net operating loss carryover. On this line, you
should enter the amount of your federal net operating loss
carryover from line 21, and then compute your Montana

net operating loss carryover using Montana Form NOL.

The Montana net operating loss carryover is reported on
Schedule Il, line 28.

Line 13 — Share of Federal Income Taxes Paid by
Your S Corporation

If you are a shareholder in an S corporation that is required
to pay a federal income tax on its income, you will have to
add to your federal adjusted gross income that portion of
your income that has been reduced by the federal income
taxes paid by your S corporation. Refer to your federal
Schedule K-1 to determine the amount of income that

you are required to include as an addition to your federal
adjusted gross income.

Line 14 - Title Plant Depreciation and Amortization

If you are taking a federal deduction for depreciation
and amortization on a title plant, you have to add back
to your federal adjusted gross income the amount of this
depreciation and amortization when you determine your
Montana adjusted gross income.

Line 15 — Premiums for Insure Montana Credit

If you were the owner of a business that received a tax
credit from the Insure Montana small business health
insurance program, you are not allowed a deduction for the
premiums used to calculate the credit. Because the credit
cannot exceed 50% of the premiums, multiply the amount
of credit you are claiming by two and enter the result on
this line.

Line 16 — Other Additions

Enter any other additions to federal adjusted gross income
not described in lines 1 through 15. Some examples of
other additions include:

e You may have a passive or rental loss carryover that is
larger for federal purposes than for Montana purposes
because of differences in state and federal filings in
prior years. If this results in a larger passive or rental
income reportable on your Montana tax return, enter
the additional amount here.

e You may have a larger capital loss carryover for
federal purposes than for Montana purposes for a

similar reason. If this results in larger reportable capital
gains, enter the additional amount. Note that when
computing your Montana adjusted gross income, you
are allowed to carryover capital losses incurred prior to
becoming a Montana resident or losses from activity in
another state.

SCHEDULE Il — MONTANA
SUBTRACTIONS FROM FEDERAL
ADJUSTED GROSS INCOME

-

» Are you ready? You will need-
e Supporting documents for items on Schedule Il

that apply to you, such as:

o Information about any federal interest or
dividends from bonds, notes or obligations.

o Worksheet IV if you have taxable income from
a pension or annuity on line 15b or 16b.

o Information about income from tips.

o Information about your Montana medical

savings account if you used the account
this year.

o Worksheet VIl showing the amount of your
social security benefits taxable to Montana.

Line 1 — Exempt Interest and Dividends from
Federal Bonds, Notes, and Obligations

If you received interest on United States government
obligations and mutual fund dividends attributable to that
interest, you can subtract these amounts from your federal
adjusted gross income as long as they are included in your
federal adjusted gross income on Form 2. In addition, if
you received interest on obligations from U.S. territory or
government agency obligations that are specifically exempt
by federal law or any mutual fund dividends attributable

to this interest, you can subtract these amounts from your
federal adjusted gross income as long as they are included
in your federal adjusted gross income on Form 2.

Interest on obligations that are only guaranteed by the
United States government is not tax exempt. If you
received interest or mutual fund dividends attributable to
Government National Mortgage Association (Ginnie Mae)
bonds, Federal National Mortgage Association (Fannie
Mae) bonds, or Federal Home Loan Mortgage Corporation
(FHLMAC) securities, you cannot subtract this interest or
mutual fund dividends.

United States obligations that are exempt include:
e Series E, EE, F, G and H savings bonds
e U.S. treasury bills
e U.S. government notes
e U.S. government certificates

Refer to your federal Form 1099-DIV to determine what
percentage of your dividends qualifies for this exemption.
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Line 2 — Exempt Tribal Income

If you are an enrolled member who lives and works on the
reservation governed by your tribe, you can subtract from
your federal adjusted gross income all reservation source
wages and income that you have earned. If your wages or
other income was earned from both reservation sources
and nonreservation sources, you can exclude from your
federal adjusted gross income only those wages or other
income that you received while you lived and worked within
the exterior boundaries of the reservation governed by your
tribe. If you did not reside on your own reservation for the
entire year, you can subtract only those wages or other
income that you earned while you lived and worked on your
own reservation.

If you reside outside the boundaries of the reservation
governed by your tribe, or if you live on another reservation
that is not governed by your tribe, there is no special
exemption for income that you earn unless that income is
derived directly from allotted or restricted lands that are
held in trust by the United States.

If you are a tribal member whose federal gross income
meets the filing requirements listed in FAQ @ on

page 38, you have a Montana individual income tax
filing requirement even though your income may be
exempt income.

Starting with the 2013 tax year, you no longer have to file a
Montana income tax return if you are a tribal member and
all of your income is exempt from Montana income tax.
Form ETM can serve as your return if all of your income

is exempt tribal income or if your remaining non-exempt
income is below the threshold for your filing status. In this
case, simply submit a completed Form ETM. If your non-
exempt income exceeds the threshold for your status,
complete and submit your Montana Form 2 and include
Form ETM.

Line 3 — Exempt Unemployment Compensation

If you have received unemployment benefits from Montana
or from another state, these benefits are exempt from
Montana tax. If you reported taxable unemployment
benefits on your Form 2, line 19, enter the same amount of
these benefits on this line.

Line 4 — Exempt Workers’ Compensation Benefits

Benefits received under the workers’ compensation laws
are not taxed by Montana. If you reported taxable workers’
compensation benefits in your federal adjusted gross
income, enter the amount of these benefits on this line.

Line 5 — Exempt Capital Gains and Dividends from
Small Business Investment Companies

If you have capital gains or dividend income from an
investment in a small business investment company (SBIC)
included in your federal adjusted gross income, you are
allowed to exempt these capital gains or dividends in
arriving at your Montana adjusted gross income. In order

for you to exempt this income, the SBIC has to meet the
following conditions:

e The SBIC has to be organized for the purpose
of diversifying and strengthening employment
opportunities of companies in Montana.

e Within one year of being licensed by the federal
Small Business Administration, 75% of the SBIC’s
investments have to be in manufacturing or timber
companies located in Montana.

e The SBIC’s manufacturing and timber companies have
at least 50% of their employees working in Montana.

Line 6 — State Income Tax Refunds

If you are required to include your state income ta