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INTRODUCTION

This report addresses two questions:

1) How have changes to Montana individual income and property tax systems made by the legislature over
the past decade affected the taxes paid by individual taxpayers?

2) How have those changes impacted revenue collections?

INDIVIDUAL INCOME TAX

In recent legislative sessions, Montana’s individual income tax structure has undergone several significant
changes. While this document is not an exhaustive list of every change that has been made to Montana’s
individual income tax code, it contains those with material fiscal impacts to the state’s general fund from

the last five legislative sessions.

On January 1, 2027, HB 337 from the 2025 Session will be fully implemented. Under the full implementation
of HB 337, there will be two tax rates, 4.7% and 5.4%, and the brackets change depending on filing status.
Tables 1and 2 below illustrate the rate tables for single and joint tax filers. Income thresholds are based
upon Montana Taxable Income (MTI).

More Than | Less Than |Tax Rate More Than |Less Than [Tax Rate
$0| $65,000 4.7% $0| $130,000 4.7%
$65,000 5.4% $130,000 5.4%
Table 1: TY 2027 rate table for single filer. Table 2: TY 2027 rate table for joint filer.

These tables are noticeably different from the tables a decade prior, when there were seven tax rates as
opposed to two. Furthermore, the brackets did not change from one filing status to another. The TY 2017
individual income tax rate tables are shown below in Table 3.

More Than Less Than Tax Rate

$0 $2,900 1.0%

$2,900 $5,200 2.0%
$5,200 $7,900 3.0%
$1,900 $10,600 4.0%
$10,600 $13,600 5.0%
$13,600 $17,600 6.0%
$17,600 6.9%

Table 3: TY 2017 rate table. The brackets were the
same for single and married filers.
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Legislative History to Arrive at Current Structure

The following pieces of legislation passed over the last five legislative sessions have changed individual taxes
and impacted general fund revenues. The estimated fiscal impact for each piece of legislation below is
based on TY 2024 individual income tax return data. As a result, estimated impacts may differ from the
fiscal note estimates, which were created on forecasted tax return data, and in some cases many years ago.

HB 391 (2017 Session): HB 391 created a state Earned Income Tax Credit (EITC) equal to 3.0% of the federal
credit. Based on TY 2024 return data, this reduced individual income tax collections by $4.2 million annually.

SB 159 (2021 Session): SB 159 reduced the top individual income tax rate from 6.9% to 6.75%. Based on TY
2024 return data, this reduced individual income tax collections by $44.0 million annually.

More Than |Less Than Tax Rate

SO $3,300 1.0%
$3,300 $5,800 2.0%
$5,800 $8,900 3.0%

$8,900 $12,000 4.0%
$12,000 $15,400 5.0%
$15,400 $19,800 6.0%
$19,800 —6:9%—> 6.75%

SB 399 (2021 Session): SB 399 changed Montana’s income tax so MTI is based on Federal Taxable Income

(FTI). It also reduced the number of tax rates from seven to two, creating a bottom rate of 4.7% and a top
rate of 6.5%, scheduled to begin in TY 2024. It was estimated that SB 399 would reduce individual income
tax collections by approximately $30 million per year.

Me Than |Less Than [Tax Ra;e/

ﬁg /.0%

2.0% Joint Filer

$6,300 3.0% ' More Than |Less Than |Tax Rate
$9,700 4.0% S0| 541,000 4.7%
5.0% $41,000 6.5%
.0%
6.7
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SB 121 (2023 Session): SB 121 reduced the top rate from a scheduled 6.5% to 5.9% at the beginning of TY
2024. It also increased the EITC to 10.0% of the federal credit. Based on TY 2024 return data, it is estimated
that SB 121 reduced income taxes by approximately $170 million annually based on TY 2024 return data.

Joint Filer
More Than |Less Than |Tax Rate
SO| $41,000 4.7%
$41,000 —65%> 5.9%

HB 337 (2025 Session): HB 337 increases the brackets for MTI that fall in the 4.7% tax rate, and, by TY 2027,
lowers the top rate to 5.4%. It also doubles the EITC, raising it to 20.0% of the federal credit (~$30 million
annually). The fiscal note estimated that this would reduce individual income taxes by approximately $265
million in the first full fiscal year of implementation.

Joint Filer Joint Filer
More Tha X Rate — More Than |Less Than |Tax Rate
4.7% $0| $130,000 4.7%
$130,000 5.4%

HR 1 (Federal Legislation, became law July 4, 2025): HR 1 included multiple changes to Federal Taxable
Income (FTI) and, in turn, impacted Montana’s individual income taxes. Each change and its associated
reduction in Montana’s individual income tax collections can be found in this memo. In total, these
provisions are anticipated to reduce Montana’s individual income tax collections by approximately $115
million annually. Most of these provisions are scheduled to sunset at the end of TY 2028.

Table 4 below shows the estimated annual impact for each piece of legislation as well as the cumulative
impact. Due to a delayed implementation date in HB 337, its impacts won’t be fully realized until FY 2028.

Legislation Impact ($ Millions) Cumulative Impact ($Millions)
HB 391 ($4) ($4)
SB 159 ($44) ($48)
SB 399 ($30) ($78)
SB 121 ($170) ($248)
HB 337 ($265) ($513)
HR 1 ($115) ($628)

Table 4: Estimated annual and cumulative impact of individual income tax legislation.
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Cumulative Impact Over Time

The following chart shows the estimated cumulative general fund effect of income tax legislation passed
over the last decade, comparing actual revenues (through FY 2025) and projected revenues.

The most notable effects are subsequent top-bracket rate cuts adopted by the 2021, 2023 and 2025
legislatures, as well as effects of federal tax code changes from HR 1.

Note that these are static estimates -- i.e., it is assumed that there was no change to taxpayer behavior as a
result of the tax legislation.

Estimated impact of individual income tax legislation assuming
legislation had no effect on taxpayer decisions or economic conditions

. Actual revenues . Projected revenues === Possible revenues under 2017 tax code
sB159 [ sB121 [ HB337
2021 2023 | 2025
B 1B 391 @ HR1
Passed 2017 ” 2025 (federal) _ ...~
(nominal impact) $628M
$2.5B - total
annual
reduction
sB399
$2.0B - Passed 2021 W
Tied Montana taxes
to federal tax code +85.8%
$1.5B - projected
post-cut
collection
growth
$1.0B since 2017

$0.5B

$0
2015 2017 2019 2021 2023 2025 2027
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Source: Legislative Fiscal Division analysis. Estimated cost of bills shown in first year of full implementation.
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Individual Income Tax Scenarios

In addition to the impacts shown above, the following scenarios illustrate how liabilities change from the
policies in place in TY 2021 to those in TY 2027. Amounts shown below are in 2025 dollars, and all tax
brackets and deductions have been adjusted to reflect 2025 dollars.

To facilitate fair comparison between taxpayers at different income levels, the magnitude of tax bill in each
year is plotted in terms of the effective tax rate, the tax bill divided by total income. Negative tax amounts
mean that the taxpayer is issued a refund.

Five Scenarios — Income Tax Bill Shifts for Individual Taxpayers
Reflecting tax cuts adopted by the Montana Legislature between 2021 and 2025

Scenario 1 Scenario 2 Scenario 3 Scenario 4 Scenario 5
$30k income $50k income $90k income $150k income $2M income
Single Single new Dual-income Dual-income High-net-worth
parent, college couple, family, individual,
two kids graduate no kids two kids no kids
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Source: Legislative Fiscal Division analysis of MT Dept. of Revenue tax data.
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Here is additional information on each scenario. Each scenario assumes constant incomes between 2021
and 2027, and that taxpayers other than the high-net-worth individual in scenario 5 take a standard
deduction:

e Scenario 1: Single parent with $30,000 income and two kids. This represents a tax situation for a
lower-income family with an income that could be generated by half-time employment at a wage of
approximately $30 an hour. While this taxpayer’s savings from top marginal rate reductions are
nominal, approximately $250 between 2021 and 2027, the expansion of the state Earned Income Tax
Credit (EITC) from 3.0% to 20.0% of the federal EITC has shifted their tax position by nearly $1,000.
Because the EITC is a refundable credit, the ensuing savings translate into a negative tax bill that
produces a refund to the taxpayer

e Scenario 2: Single college graduate with $50,000 income. This taxpayer will see their annual tax bill
reduced by $520 between 2020 and 2027 as a result of the rate shifts

e Scenario 3: Dual-income, no children couple with $90,000 in household income. These taxpayers
will have had their annual household tax liability reduced by $820 between 2021 and 2027

e Scenario 4: Dual-income family with two children. These taxpayers will have their annual tax
liability reduced by $1,716

e Scenario 5: High net worth individual with $2.0 million in taxable income and no kids. This taxpayer
is assumed to have $300,000 in deductions. They will see their annual Montana tax liability reduced
by approximately $25,000
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PROPERTY TAX HISTORY (2015-2025)

Property taxes, from a statewide perspective, are the result of market forces, legislative decisions, and local
choices working in tandem. Taxable values are assigned to every property in Montana based on the
assessed values determined by the Montana Department of Revenue and the tax rate structure as set by
the Montana Legislature. Mill levy rates are then set by state and local governments, raising revenues
proportionately to the taxable values of properties within their jurisdiction.

Most statewide mill levies are set by the legislature. Local mill levies are typically set by the governing
bodies of cities, counties, school districts, and other local entities under constraints specified by the
legislature.

The legislature has made numerous changes to the state’s property tax system over the past five sessions.
This analysis focuses on statewide levies and tax code changes that have had significant effects on state-
level finances.

State Mill Levies

The statewide 95 mill levies are composed of a 33-mill levy for elementary equalization (20-9-331, MCA), a
22-mill levy for high school equalization, and a 40-mill state equalization aid levy. Since 2023, revenues from
the 95 mills have flowed to the state’s School Equalization and Property Tax Reduction (SEPTR) Account,

where they contribute to the state’s obligation to fund K-12 school districts.
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The levies that constitute the 95 mills have been kept constant by the legislature since 1991, but collections
have increased due to new construction and rising property values. Legislation passed in 2023 and 2025
directed some of those increased collections to reduce county-level school taxes.

Growth of Assessed Property Value
vs. State-level Property Tax Revenues
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There is also a statewide 6-mill levy that funds the university system, which is voted on every 10 years, and
1.5-mill levies in Silver Bow, Cascade, Yellowstone, Missoula, and Lewis and Clark counties which fund
vocational and technical colleges in those counties.

Since the state mills revenue is directly tied to the amount of taxable value in the state, as total assessed
value rises the state’s collections will also rise unless actions are taken to change the tax rates of property
classes. The chart on the following page shows changes in assessed value statewide compared to tax
revenues from the state mills over the past decade.

Business Equipment Tax

Class 8 business equipment, such as agricultural equipment and industrial machinery, is taxed as property
when the total value of equipment owned by a business exceeds the state’s reporting threshold. Recent
business equipment tax exemption measures have raised that threshold and reimburse local governments
for the ensuing reductions in local tax collections via the entitlement share payment specified by 15-1-121 (7),
MCA.
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HB 303 (2021 Legislature) increased the class 8 business equipment tax exemption from the first $100,000
of market value to the first $300,000 of market value. This bill also required the state to reimburse each
local government, tax increment financing district, and the 6-mill university levy for losses to property tax
collections caused by the change. This reimbursement is ongoing, with a growth rate amounting to half the
average rate of inflation for the prior 3 years.

HB 212 (2023 Legislature) increased the class 8 business equipment tax exemption from the first $300,000
of market value to the first $1.0 million of market value. It also required the state to reimburse entities that
lost revenues due to these changes in a similar manner to HB 303 (2021 Legislature).

Class 8 Offset Entitlement Share Payments
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Taxable Value Rates

The tax code specifies taxable value rates that convert appraised property values to the taxable values used
to calculate property tax bills, a mechanism that gives the Legislature a way to apportion tax burden
between different property classes. The Legislature has historically adjusted those rates for residential,
commercial and agricultural properties in response to shifting real estate values reflected by the revenue
department’s periodic reappraisal cycles. Prior to the 2025 session, rate adjustments for residential
properties were last done by the legislature in 2015.

While many local mills “float” in response to taxable value changes so that their collections are the same
regardless of taxable value, fixed-mill taxes like the 95 mills increase or decrease collections when changes
to taxable value rates increase or decrease the taxable values of homes and businesses.
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SB 542 & HB 231 (2025 Legislature) made substantial changes to the tax rates of residential, commercial,
and agricultural properties. For tax year 2026 and beyond these bills in tandem reduced the tax rate for

qualified primary residences and long-term rental properties, using a marginal rate system where a tax rate

is applied based on the assessed value of the property relative to the statewide median. Previously, most

residential property was taxed at a rate of 1.35%, and the assessed value over $1.5 million for single-family

residential structures was taxed at a rate of 1.89%. The marginal rate system functions similarly to income

tax brackets in that high-value properties have lower-bracket rates applied to the lower portions of their

property value. Higher rates are applied to the amount of value over the statewide median or a multiple of

the statewide median at higher values.

The table below shows the tax rates for different types and values of residential property.

Residential Property Tax Rates (TY 2026+)

Property Type / Value Tax Rate
< median 0.76%
Homestead & | > median to < 2 times median 0.90%
Long-Term | 5 times median to < 4 times

Rentals | egian 110%
> 4 times median 1.90%

Rental multifamily dwelling unit with qualified
110%

long-term rentals

Non-principal residence or non-long-term rental 1.90%
Residence on qualified agricultural property 1.35%

For commercial properties, any assessed value that is less than six times the statewide median commercial

property value is taxed at a rate of 1.50%, and any amount greater than that receives a 1.90% tax rate.

Previously, all commercial property was taxed at a rate of 1.89%.

The tax rate for agricultural land was lowered from 2.16% to 2.05%.
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The graph below shows estimated taxes collected by each type of jurisdiction across the state.

Tax Collections by Tax Entity
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Local school district mills and county-wide education mill amounts are in large part dictated by the state’s
education funding formula. These were substantially altered in HB 587 (2023 Legislature) which established
the SEPTR account and modified the guaranteed tax base formula. HB 483 (2025 Legislature) which
modified how tax relief mechanisms and guaranteed tax base multipliers impacted school funding. These
changes contributed to the reduction of county-wide education collections in FY 2025 and FY 2026 and kept
local schools’ collections more consistent than they would have been under prior law.

The final provision of school property tax changes has not been calculated in detail at this time. This new
provision will provide equalization of mills and guaranteed tax base aid across all districts within a county.
This provision should not impact overall state obligations to schools but will equalize school Basic Amount
for School Equity (BASE) mills within a county. This analysis will be updated in the fall of 2026 to include
provisions that are effective in FY 2027.
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The graph below shows property taxes paid for all jurisdictions by groupings of property classes for all tax
jurisdictions.

Taxes Paid by Tax Class (All Jurisdictions) Agricultural &
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Individual Property Tax Scenarios

This section illustrates how SB 542 / HB 231 tax changes shift bills for a selection of individual taxpayers. We
modeled taxable values and mill rates to compare calendar year 2026 tax bills to what those bills would
have been if the 2025 legislature had left tax rates unchanged.

Our analysis used property-level and tax district-level data from the Department of Revenue on 2025
assessed values, taxable values, mill levies, and data on homestead and long-term rental applications as of
April 2026. We assumed that local mills would float in response to taxable value shifts so local governments
collect the same amount of revenue in 2026 as they did in 2025. State mills are held constant. We did not
include fees and other special assessments.

Given the complexity of the tax code and variable real estate market conditions across Montana it is difficult

to pinpoint how the property tax changes affect a “typical” taxpayer. To illustrate some of the changes
produced by the 2025 legislation, we selected six properties from a range of locations and compared 2026

estimated tax bills under the previous and upcoming tax rate structures.

To allow for comparison between different properties, tax bills are plotted according to their effective tax
rate, which is the estimated tax bill divided by the DOR-appraised property value.
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Six Scenarios — Property Tax Bill Shifts for Individual Taxpayers
Estimated 2026 tax bills with and without rate changes made by 2025 Legislature

Scenario 1 Scenario 2 Scenario 3 Scenario 4 Scenario 5 Scenario 6
$284k home $284k home $205k $2.8M apartment $3.1M $29.4M
in Great Falls, in Great Falls, farmstead complex second home second home

w/ homestead  no homestead near Glasgow in Helena on Flathead Lake in Big Sky
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Source: Legislative Fiscal Division analysis of MT Dept. of Revenue tax data.

Here is additional information on each scenario:

Scenario 1: Median Cascade County home in Great Falls, with homestead. Valued at $284,000, this
property is taxed entirely at the 0.76% homestead rate. Under the new rates, its taxable value is
reduced to $2,158, versus $3,384 under the prior rates. Similar reductions to other residential
properties reduce the overall Great Falls tax base, which requires more mills to collect the same
amount of revenue. The higher millage rate we estimate for homes in central Great Falls in 2026 is
588.19, versus 650.99 if the old tax rates had been left in place. For this scenario, that millage
increase is not enough to offset the property’s reduced taxable value. We estimate the home’s 2026
tax bill is $850 lower with the new rate structure than it would have been under the old one, a 37.7%
decrease

Scenario 2: Median Cascade County home in Great Falls, without homestead. A non-homestead
home otherwise identical to the home in scenario 1is taxed at a higher 1.90% rate, increasing its
taxable value relative to the old rate system. The resulting taxable value, $5,396, is 2.5 times the
taxable value of an identical home with a homestead designation. The higher taxable value and
higher mills combine to give the scenario 2 property a tax bill that is $1,258 higher than estimated
under the old rate system, a 55.8% increase
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e Scenario 3: A $205,000 farmstead outside Glasgow. The land beneath this 171-acre agricultural
property is taxed as farmland. The tax rate applied to the home structure remains at 1.35%. As a
result, the overall tax bill is largely unchanged

e Scenario 4: A Helena apartment building, with homestead. This 46-unit building valued at $2.8
million qualifies for the lower-rate bracket by offering long-term rental housing. Its 2026 taxable
value, $31,270, is down from $38,376 under the old tax code. That decrease is offset as local mills
increase to balance the reduced tax base size, leaving the property’s tax bill with a 3.3% reduction

e Scenario 5: A second home on Flathead Lake. Valued at $3.1 million, this home is now taxed at the
higher 1.90% non-homestead rate, increasing its taxable value by 43.3%. After accounting for a slight
change in local mills, its tax bill is $5,530 higher in 2026 than it would have been under the prior tax
law, a 40.1% increase

e Scenario 6: A high-end second home in the Yellowstone Club. Valued at $29.5 million, this home is
taxed at the higher 1.90% non-homestead rate, increasing its taxable value. Its overall 2026 tax bill is
$8,935 higher than was estimated using the old tax rates, a 10.2% increase. The effective tax rate for
this home is comparatively low because the concentration of high-value properties in this section of
Madison County produces a tax district with an abnormally low millage rate. More than half of the
property taxes paid by this property are attributable to the 101 statewide education mills?

TAXPAYER PERSPECTIVE

In most cases, the property tax changes and the income tax changes affect taxpayers separately. An
individual receives an income tax reduction, and it does not materially affect their property tax liability, and
they get a property tax reduction, and it does not generally impact their income tax liability (those
taxpayers who itemize deductions can deduct property taxes). There are some taxpayers who may
experience an interaction between the two changes.

Consider a person in another state that owns a second home in Montana. This person may be able to adjust
their lifestyle to make Montana their primary residence. This individual faces a dual incentive with reduced
income tax rates relative to previous biennia, along with higher property tax rates for non-primary
residences. While it is impossible to know how many individuals might choose this option, it may be worth
keeping this in mind as further tax policy is considered.

! Note that one additional property tax change provision may change these results. The new HB 156 also has a provision to
equalize school mills across a county. This provision may result in taxpayers residing in small high wealth pockets to pay property
taxes for schools across the county instead of just the school district.
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