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Be it enacted by the People of the State of Maine as follows:

read:

557,

639,

Sec. 1. 36 MRSA §5122, sub-§1, §H, as amended by PL 1997, c.
557, Pt. B, §5 and affected by Pt. G, §1, is further amended to

H. The absolute value of the amount of any net operating
loss arising from tax years beginning on or after January 1,
1989, but before January 1, 1993, that arises from an §
Corporation with total assets for the year of at least
$1,000,000 and that, pursuant to the United States Internal
Revenue Code, Section 172, is being carried back for federal
income tax purposes to the taxable year by the taxpayer; and

Sec. 2. 36 MRSA §5122, sub-§1, §J, as enacted by PL 1997, c.
Pt. B, §6 and affected by Pt. G, §1, is amended to read:

d. The
included

amount claimed as a business expense that is
in the investment credit for the high-technology

investment tax credits~; and

Sec. 3. 36 MRSA §5122, sub-§1, JK is enacted to read:

K. _For income tax years beginning on or after January 1,
1997, all items of loss, deduction and other expense of a
financial ingstitution subiject to the tax imposed by section
5206, to the extent that those items are passed through to
the taxpayver for federal income tax purposes, including, if

the financial institution is an S corporation, the
taxpayer's pro rata share and, if the financial institution
is a____partnership or limited  liability company. __the

taxpayer's distributive share. An addition may not_ be made
under this paragraph for any losses recognized on_ the

disposition by a taxpaver of an ownership interest in a
financial institution.

Sec. 4. 36 MRSA §5122, sub-§2, JH, as amended by PL 1995, c.

§16, is further amended to read:

H. For each taxable year subsequent to the year of the

loss, an

amount equal to the absolute value of the net

operating loss arising from tax years beginning on or after
January 1, 1989, but before January 1, 1993, for which
federal adjusted gross income was increased in accordance
with subsection 1, paragraph H and that pursuant to the
Code, Section 172 was carried back for federal income tax

purposes,

(1)

but only to the extent that:

Maine taxable income is not reduced below zero:;
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639,

557,
read:

(2) The taxable year 1is within the allowable federal
period for carry-over; and

(3) The amount has not been previously used as a
modification pursuant to this subsection; and

Sec. 5. 36 MRSA §5122, sub-§2, I, as enacted by PL 1995, c.

§17, is amended to read:

I. For income tax years beginning on or after January 1,
1991, an amount equal to the amount by which federal taxable
income was reduced because of vessel earnings from fishing
operations that were contributed to a capital construction

fund+; and

Sec. 6. 36 MRSA §5122, sub-§2, §J is enacted to read:

Jo For income tax years beginning on or after January 1,
1997, all items of income, gain, interest, dividends,
royalties n her 1 m £ financial in i
subject to the tax imposed by section 5206, to the extent
that those items are passed through to the taxpayer for
federal income tax purposes, including, if the financial
institution is an S corporation, the taxpaver's pro rata
share and, if the financial institution is a partnership or
limited _liability company, the taxpayer's distributive
share, A subtraction may not be made under this paragraph
for:

(1) Income of the taxpayer earned on interest-bearing
or similar accounts of the taxpayer at a financial

institution as a customer of that financial institution;

(2) Any dividends or other distributions with respect
to a taxpayer's ownership interest in a financial
institution: and

(3) Any gain recognized on the digposition by the
taxpayer of an ownerghip interest in a financial

institution.

Sec. 7. 36 MRSA §5200-A, sub-§1, qI, as amended by PL 1997, c.
Pt. B, §8 and affected by Pt. G, §1, is further amended to

I. Interest or dividends on obligations or securities of
any state or of a political subdivision or authority, other
than this State and 1its political subdivisions and
authorities; and
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557,

548,

639,

Sec. 8. 36 MRSA §5200-A, sub-§1, JK, as enacted by PL 1997, c.
Pt. B, §9 and affected by Pt. G, §1, is amended to read:

K. The amount claimed as a business expense that is
included in the investment credit for the high-technology
investment tax credit~: and

Sec. 9. 36 MRSA §5200-A, sub-§1, L. is enacted to read:

L. For dincome tax years beginning on or after January 1,
1997 11 items of loss tion an her expen of a
financial institution subject to the tax imposed by section
5206, to the extent that those items are passed through to
the taxpayer for federal income tax purposes, in¢luding, if
the financial _ institution 's an S corporation, _the
ga nggg s _pro rata share and, the financial 1nst1§ut10n

is partnership or 11m1tgg liability company., he

X r' istributiv hare. An addition may not be made
under this paragraph for any losges recognized on the
disposition X r £ n_ownershi interes in_a
financial ingtitution.

Sec. 10. 36 MRSA §5200-A, sub-§2, G, as amended by PL 1991, c.
Pt. A, §29, is further amended to read:

G. Fifty percent of the apportionable dividend income the
taxpayer received during the taxable year from an affiliated
corporation that is not included with the taxpayer in a
Maine combined report, except that this modification must be
phased in over 5 years in accordance with the following
schedule:

Taxable year beginning Subtractable
in: , dividend income:
1989 ’ 10%
1990 20%
1991 30%
1992 40%
1993 or thereafter 50%; and

Sec. 11. 36 MRSA §5200-A, sub-§2, §H, as amended by PL 1995, c.

§20, is further amended to read:

H. For each taxable year subsequent to the year of the
loss, an amount equal to the absolute value of the net
operating loss arising from tax years beginning on or after
January 1, 1989 but before January 1, 1993 and that,
pursuant to the Code, Section 172, was carried back for
federal income tax purposes, but only to the extent that:
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(1) Maine taxable income is not reduced below zero:

(2) The taxable year is within the allowable federal
period for carry-over; and

(3) The amount has not been previously used as a
modification pursuant to this subsections: and

Sec. 12. 36 MRSA §5200-A, sub-§2, I is enacted to read:

I. For gg e tax years bgglnnlng on after January 1,
1997, all tg s of ;_g__g, gain, ;g est, di v1dend§l
royvalties an other come of a flngnglal institutio
subject to ;hg tax imposgd by_section 5206, to the exteg;
that those items are pagssed through to the taxpayer for
federal income tax purposes, including, if the financial
ingtitution is an S corporation, the taxpayer's pro rata
share and, if the financial institution is a partnership or
limited _liability company, the taxpayver's distributive
share, A subtraction may not be made under this paragraph
for:

(1) Income of the taxpayer earned on interest-bearing
institution as a customer of that financial ingtitution;

(2) Any dividends or other distributions with respect
to a taxpayer's ownership interest in a financial
institution; and

{3) Any gain recogmnized the disposition by the
taxpayver of an ownershlp 1nterest in a financial
institution.

Sec. 13. 36 MRSA §5203-A, sub-§1, §A, as enacted by PL 1991, c.
Pt. N, §15 and affected by §17:; and enacted by c. 591, Pt,

N, §15 and affected by §17, is amended to read:

A. "Adjusted federal tentative minimum tax" means federal
tentative minimum tax redueed adjusted by that portion of
the taxpayer's federal tentative minimum tax that is
attributable to income that the states are prohibited under
federal law from subjecting to income tax or incomg, loss or

items Q tax_ preference and adjustment as specified in thg
Code, Sections 56 and 57 attributable to excluded income,

loss or deductions.

Sec. 14. 36 MRSA §5206, first §, as amended by PL 1997, c¢. 404,

§2 and affected by §10, is further amended to read:
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A tax is imposed for each calendar year or fiscal year
ending during that calendar year upon the franchise or privilege
of doing business in this State of every financial institution
that has Maine net income or Maine assets and that has a
substantial physical presence in this State sufficient to satisfy
the requirements of the due process and commerce clauses of the
United States Constitution. A _financial institution is subject
to tax under this section even if it is treated as a partnership,
S corporation or eantity disregarded as separate from its owner
for federal income tax purposes under the Code. The tax is the
sum of the following: ‘

Sec. 15. 36 MRSA §5206-D, sub-§1, as enacted by PL 1997, c.
404, §5 and affected by §10, is amended to read:

1. Affiliated group. "Affiliated group" means a group of 2
or more financial institutions in which more than 50% of the
voting steek interest of each member eorperatien—-er financial
institution is directly or indirectly owned by a common owner or
owners, either corporate or noncorporate, or by one or more of
the member financial institutions.

Sec. 16. 36 MRSA §5206-D, sub-§8, /B and D, as enacted by PL
1997, c. 404, §5 and affected by §10, are amended to read:

B. A bank, savings bank, industrial bank, savings and loan
association or any other entity, excluding a credit union as
defined in Title 9-B, section 131, subsection 123-A 12 that
accepts deposits that are insured by an agency of the
Federal Govermment;

D. A corporation or other entity more than 50% of the
voting steek interest of which is owned, directly or
indirectly, by any one or more of the organizations defined
in paragraph-d,~-B-ex-6 this subsection or by a credit union
as defined in Title 9-B, section 131, subsection 12.

Sec. 17. 36 MRSA §5206-D, sub-§§12 and 13, as enacted by PL
1997, c. 404, §5 and affected by §10, are amended to read:

12. Maine assets. "Maine assets" means a financial
institution's total end-of-year assets required to be reported
pursuant to the laws of the United States on Internal Revenue
Service Form 1120, &ehedule-L 112058, 1065 or any other Internal
Revenue Service form used to report end-of-year assets or, .in the
case of an entity with a single owner that may be disregarded as

an _entity separate from_ its owner pursuant to Internal Revenue
Service regulations, the financial institution's total

end-of-vear assets determined as if the entity were required to
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file Internal Revenue Service Form 1065, multiplied by the

fraction obtained pursuant to section 5206-E,

13. Maine pet income. ''Maine net income'" means, for any
taxable year, a financial institution's net income or loss per
booksr-as required to be reported pursuant to the laws of the
United States on Internal Revenue Service Form 1120, Schedule-M,
Line--% 112 1065 or an ther Internal Revenue Service form

used to report net income or loss per books or, in the case of an
entity with a single owner that may be disregarded as an entity
separate from its owner pursuant to Intermal Revenue Service
regulations, the fipancial insti ion' n income or 1 er
books determined as if the entity were required to file Internal
Revenue Service .Form 1065, and apportioned to this State under
section 5206-E.

To the extent that a financial institution derives income from a
unitary business carried on by 2 or more members of an affiliated
group, "Maine mnet income” is determined by apportioning, in
accordance with section 5206-E, that part of the net income of
the entire group that derives from the unitary business.

Sec. 18. 36 MRSA §5206-E, sub-§1, as enacted by PL 1997, c.
404, §5 and affected by §10, is amended to read:

1. Formula applicable. All of a financial institution's
net-income-o¥r-lose- per- books,--as regquired -to -be -reperted-pursuant
teo - the- laws- of- the- Jnited -States -en ~-Fnternal -Revenue -Service -Form
1120, -5ohedulte-My-Line-1, Maine net income is apportioned to this
State by multiplying the income by a fraction, the numerator of
which is the property factor plus the payroll factor plus 2 times
the receipts factor and the denominator of which is 4.

Sec. 19. 36 MRSA §§5206-F and 5206-G are enacted to read:

§5206-F. Time and place for filing returns and paying tax

The franchise tax return required by section 5220,
subsection 6 must be filed on or before the 15th day of the 3rd
month following the end of the financial institution's fiscal
year. A financial institution reguired to make and file such a
return shall, without assessment, notice or demand, pay any tax
due to the State Tax Assessor on or before the date established
by this section for filing the return.

§5206-G. Combined reports

The combined report required by section 5220, subsection 6

must include, both in the aggregate and by entity, a list of the
net income or loss per books, the property, payroll and receipts
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in Maine and everywhere as defined in this chapter and the Maine

net income. of the unitary business. Neither the income nor the
property. payroll and receipts of an entity that is not required
to file a federal income tax return or whose income is not
subiject to federal income ‘tax as income to its direct or indirect
owners may be included in the combined report.

In determining Maine assets or Maine net income for purposes
of filing a combined report, intercompany eliminations must be

made as necegsary to avoid the duplication of income or assets.
Sec. 20. 36 MRSA §5219-G, as enacted by PL 1991, c. 546, §34,

is amended to read: :

§5219-G. Tax credits for partners and S corporation shareholders

Each partner of @& partnership or shareholder of an §
corporation is allowed a credit against the tax imposed by
chapter 803 in an amount equal to the partner or shareholder's
pro rata share of the tax credits described in this chapter,
except that in the case of credits attributable to a financial
allowable only against the tax imposed by that chapter. A
partner's pro rata share must equal the partner's percentage
interest in the taxable income or loss of the partnership for
federal income tax purposes for the taxable year. The pro rata
share of a shareholder of an 5 corporation must equal the

shareholder's percentage share of stock of the § corporation as

of the end of the taxable year.

Sec. 21. 36 MRSA §5220, sub-§6, as amended by PL 1997, c. 404,
§7 and affected by §10, is further amended to read:

6. Certain financial imstitutions. Every taxable--entity
financial institution., as defined by section 5206-B,-subseckion
4y - that--i6- -reguired-to--file -a-federal-dincome--taw -return 5206-D,
subsection 8, that has Maine assets as defined by section 5206-D,
subsection 12, or that realizes Maine net income as defined by
section 5206-D, subsection 13. The-&tate- Tax- AS56660r--May-aklow-3
A_financial institution that is a member of an affiliated group
and that is engaged in a unitary business with one or more other
members of that affiliated group shall file, in addition. a
combined report in accordance with section 5206~G. Two or more
financial institutions that are reqguired to file returns under
this subsection, that are members of an affiliated group te and
that are engaged in a unitary businegss shall file a econsolidated
single return on which the aggregate state tax liability of all
those financial institutions is reported, in _which case
intercompany eliminations must be made as necessary to avoid the
duplication of income or assets.
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Sec. 22. 36 MRSA §5227, as amended by PL 1995, c. 281, §31,

is further amended to read:
§5227. Time and place for filing returns and paying tax

The income tax return e¥--franchise--tawx-rekurn required by
this Part must be filed on or before the date a federal income
tax return, without regard to extension, is due to be filed. A
taxpayer required to make and file such a return under-this-Part
shall, without assessment, notice or .demand, pay any tax due
thereon to the assessor on or before the date fixed for filing
such return determined without regard to any extension of time
for filing the return.

Sec. 23. 36 MRSA §5241, as amended by PL 1995, c. 639, §22,

is further amended to read:
§5241. Partmership and S corporation returns

Every partnership and § corporation with a resident partner
or shareholder or with income derived from sources in this State,
determined in accordance with the applicable rules of section
5142 as in the case of a nonresident individual, shall make a
return for the taxable year setting forth all items of income,
gain, loss and deduction, the names and addresses of the
individuals whether residents or nonresidents who would be
entitled to share in the net income if distributed and the amount
of the distributive share of each individual and other pertinent
information the State Tax Assessor may prescribe. Any return,
statement or other document required of a partnership must be
signed by one or more partners. The appropriate return must be
filed on or before the 15th day of the 4th month for partnerships
or the 15th day of the 3rd month for S corporations following the
close of each taxable year. For purposes of this section,
"taxable year" means a year or period that would be a taxable
year of the partnership or S corporation if it were subject to
the tax under this Part. The assessor may elect to waive the
requirement to file a Maine return as established in this section
for a tax year and in its place require the partnership or §
corporation to file a copy of its federal partnership or §
corporation return. The requirement to file a return as
established in this section does not apply to any partnership or
S corporation that is subject to tax under chapter 819,

Sec. 24. Retroactive application. This Act applies to tax years
beginning on or after January 1, 1997,
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SUMMARY

This bill provides that an entity doing business in this
State as a financial institution is subject to the financial
institution franchise tax even if it is organized as a so-called
"pass~through" entity or as an entity disregarded as separate
from its owner for federal income tax purposes. The bill also
makes it clear that, in such cases, the income earned by the
financial institution is taxed only at the entity level, and is
not also subject to Maine's individual or corporate income tax.
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