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BILL NO. 3‘43

INTRODUCED BY =

B BILL FOR AN ACT ENTITLED: "AN ACT PROVIDING A UNIFORM
EXEMPTION PROM TAXATION OF BENEFITS FROM FEDERAL, STATE, AND
PRIVATE RETIREMENT, ANNUITY, PENSION, AND ENDOWMENT PLANS OR
SYSTEMS; PROVIDING A SUPPLEMENTAL INCREASE FOR STATE AND
LOCAL PENSION BENEFITS GRANTED UNDER TITLE 19; AMENDING
SECTIONS 15-30-111, 15-30-136, 19-3-105, 19-4-101, 19-4-706,
19-5-704, 19-6-705, 19-7-705, 19-8-805, 19-9-10a5,
19-10--504, 19-11-612, 19-12-407, 19-13-1003, AND 19-21-212,
MCA; AND PROVIDING EFFECTIVE DATES AND A RETROACTIVE

APPLICABILITY DATE."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

NEW SECTION. Section 1. supplemental allowance -

exception -- department of revenue to provide infermation.
{1) For the purposes of this section:

{a} "B" 1is a member's or his beneficiary's total
service or disability retirement allowance or survivorship
allowance received in the previous year.

(b} "T* is the amount of income tax that would be paid
on B if B were the only income received by the member or his
beneficiary. The value of T must be determined by the

formula T={{(B-E)S)-¥)R, where:
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LC 0490/01

(i) E 1is the $3,600 exemption provided for in this
chapter and in 15-30-111;

{ii} S i3 1 minus the percentage that is the standard
deduction provided for in 15-30-122;

(iii) ¥ 1is the exemption or exemptions claimed by the
member or his beneficiary in the previous year provided for
in 15-30-112 and 15-30-114; and

(iv) R is the appropriate tax rate in the previous year.

(¢c) "A" equals a member's or his beneficiary's monthly
service or disability retirement allowance or survivorship
allowance received in the previous year,

(2) (a) Bxcept as provided in subsection (2)(b).
effective January 1, 1992, each monthly service or
disability retirement allowance payable to a member of the
retirement system under this chapter or his beneficiary must
be increased by an amount equal to A(T/B).

(b) The adjustment to the monthly allowance under
subsection (2){a) does not apply in the case where the
calculation of T is equal to or less than zero.

(3) The increase allowed in this section does not apply
to the refund of contributions on termination of service.

{4) The department of revenue shall furnish to the
board information on exemptions claimed by members,
appropriate tax rates, and other relevant information
regquired to carry out the provisions of this section.
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Section 2. sSection 15-30-111, MCA, is amended to read:

"®15-30-111. Adjusted gross income. (1) Adjusted gross
income shall be the taxpayer's federal income tax adjusted
grass income as defined in section 62 of the Internal
Revenue Code of 1954 or as that section may be labeled or
amended and in addition shall include the following:

(a) interest received on obligations of another state
or territory or county, municipality, district, or other
political subdivision thereof;

(b) refunds received of federal income tax, to the
extent the deduction of such tax resulted in a reduction of
Montana income tax liability;

(c) that portion of a shareholder's income under
subchapter S. of Chapter 1 of the Internal Revenue Code of
1954, that has been reduced by any federal taxes paid by the
subchapter S. corporation con the income; and

(d} depreciaticn or amortization taken on a title plant
as defined in 33-25-105(15)}.

(2) Notwithstanding the provisions of the federal
Internal Revenue Code of 1954, as 1labeled or amended,
adjusted gross income does not include the following which
are exempt from taxation under this chapter:

(a) all interest income from obligations of the United
States government, the state of Montana, county.,

municipality, district, or othner political subdivision
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thereof;

(b) interest income earned by a taxpayer age 65 or
older in a taxable year up to and including $800 for a
taxpayer filing a separate return and $1,600 for each joint
return;

{c) all benefits, not in excess of $3,600, received:

{i) under the Federal Employees' Retirement Act;

{ii) under the public employee retirement laws of =

Mantana or another state other-than-Mentana; or

(iii) as an annuity, pension, or endowment under any
private or corporate retirement plan or system;

(d) ali-benefita-patd-under——the--keachers*-—retirement
law-which-are-specified-as-exempt-from-taxation-by-19-4-7667

+er--ali--benefita--paid- under——Fhe--Pubiie--Employeest
Rebirement——Systeﬁnwhct——which-—are—specif%ed—as—exempt—Erom
taxation-by-19-3-385+

t£3--att--benefits--patd--under---the---highway-——patral
retirement--taw--which-are-specified-as-exempt-Erom-taration
by-19-6-785+

+g9¥% all Montana income tax refunds or credits therecf;

thy--all-benefits-paid-under-19-11-6827--19-11-664y--and
19-31-605-——to--retirad--and—-disabled--firefightersy——their
surviving-spouses-and-orphans-or-specified--as--exempt—-from
taxation-by-35-13-1003;

tiy--att-—-benefies--paid-—-nnder--the—-municipai-—-potice
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cfficarst-retirement-system-that—-are--specified--as--exempt
from-taxakion-py-19-9-16857

t3¥{e) gain required to be recognized by a liquidating
corporation under 15-31-113(1}){a)(ii):

tk¥(£) all tips covered by section 3402(k) of the
Internal Revenue Code of 1954, as amended and applicable on
January 1, 1983, received by persons for services rendered
by them to patrons of premises licensed to provide food,
beverage, or lodging;

t¥¥(g) all benefits received under the waorkers'
compensation laws;

tmy{h} all health insurance premiums paid by an
employer for an employee if attributed as income to the
employee under federal law;

tay-——atl--benefits--paid--ander——an-—optianat-retirement
program-that——are--specifiead--aa--exempt--from--taxation—-by
19-21-212+ and

toy(i} all ‘money received because of a settlement
agreement or judgment in a 1lawsuit brought against a
manufacturer or distributor of "agent orange" for damages
resulting from exposure to “agent orange”.

(3} In the case of a shareholder of a corporation with
respect to which the election provided for under subchapter
8, of the Internal Revenue Code of 1954, as amended, is in

effect but with respect to which the election provided for
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under 15-31-202, as amended, is not in effect, adjusted
gross income does not include any part of the corporation’'s
undistributed taxable income, net operating loss, capital
gains or other gains, profits, or losses required to be
included in the shareholder's federal income tax adjusted
gross income by reason of the election under subchapter S.
However, the sharehcolder's adjusted gross income shall
include actual distributions from the corporation to the
extent they would be treated as taxable dividends if the
subchapter S. election were not in effect.

{4) A shareholder of a DISC that is exempt from the
corporation license tax under 15-31-102(1)(1l) shall include
in his adjusted gross income the earnings and profits of the
DISC in the same manner as provided by federal law (section
995, Internal Revenue Ccde) for all pericds for which the
DISC election is effective.

(5) A taxpayer who, in determining federal adjusted
gross income, has reduced his business deductions by an
amount for wages and salaries for which a federal tax credit
was elected under section 44B of the Internal Revenue Code
of 1954 or as that section may be labeled or amended is
allowed to deduct the amount of the wages and salaries paid
regardless of the credit taken. The deduction must be made
in the year the wages and salaries were used to ccmpute the

credit. In the case of a partnership or small business
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corporation, the deduction must be made to determine the
amount of income or 1loss of the partnership or small
business corporation.

[6) Married taxpayers filing a joint federal return who
must include part of their social security benefits or part
of their tier 1 railroad retirement benefits in federal
adjusted gross income may split the federal base used in
calculation of  federal taxable social security benefits or
federal taxable tier 1 railroad retirement benefits when
they £file separate Montana income tax returns. The federal
base must be split equally on the Montana return.

{7} A taxpayer receiving retirement disability benefits
who has not attained age 65 by the end of the taxable year
and who has retired as permanently and totally disabled may
exclude from adjusted gross income up to $100 per week
received as wages or payments in lieu of wages for a period
during which the employee is absent from work due to the
disability. If the adjusted gross income before this
exclusion and before application of the two-earner married
couple deduction exceeds $15,000, the excess reduces the
exclusion by an egual amount. This 1limitation affects the
amount of exclusion, but not the taxpayer's eligibility for
the exclusion. If eligible, married individuals shall apply
the exclusion separately, but the limitation for income

exceeding $15,000 is determined with respect to the spouses
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on their combined adjusted gross income. For the purpose of
this subsection, permanently and totally disabled means
unable to engage in any substantial gainful activity by
reason of any medically determined physical or mental
impairment lasting or expected to last at least 12 months.

t83--A-~-persen--—receiving——-benefits---described---—in
subsections-{23tdy-throegh-{23tf$r-t23th)r-or—{21{i}-may-not
excivde---benefits———dascribed——in——subseckion——{24tet——Erom
adiusted-groas—income—unteas——-che-—-benefita——received-—under
subsectiona-—+t2Z3¢dj--through——-¢23tEyy-—-{t23thir—or—{2}3{i}-are
tess-than-537688;-in-~which--case--the-—person——may--cembine
benefits-—to-—-exciude—-up-te—a-totat-o0f-537686-Ffrom-adiusted
gross-incomes (Subsection (2)¢k}{f) terminates on occurrence
of contingency--sec. 3, Ch. 634, L. 1983.)"

Section 3. sSection 15-30-136, MCA, is amended to read:

"15-30-136, Computation of income of estates or trusts
—-— exemption. (l) Except as otherwise provided in this
chapter, "gross income" of estates or trusts means all
income from whatever scurce derived in the taxable year,
including but not limited to the following items:

{a} dividends;

{b) interest received or accrued, including interest
received on obligations of another state or territory or a
county., municipality, district, or other political

subdivision thereof, but excluding interest income from

_8_
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obligations of:

{i) the United States government or the state of
Montana:

(ii) a school district; or

{iii) a county, municipality, district, or other
political subdivision of the state;

{c) income from partnerships and other fiduciaries:

{d) gross rents and royalties;

{ey gain from sale or exchange of property, including
those gains that are excluded from gross income For federal
fiduclary income tax purposes by section 641{c) of the
Internal Revenue Code of 1954, as amended;

{£}) gross profit from trade or business; and

{g) refunds recovered on federal income tax, to the
extent the deduction of such tax resulted in a reduction of
Montana income tax liability.

(2) In computing net income, there are allowed as
deductions:

{a) interest expenses deductible for federal tax
purposes according to section 163 of the Internal Rewvenue
Code of 1954, as amended;

{b) taxes paid or accrued within the taxable year,
including but not 1limited to federal income tax, but
excluding Montana income tax;

{c) that fiduciary's portion of depreciaticn or

-9
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depletion which is deductible £for federal tax purposes
according to sections 167, 611, and 642 of the Internal
Revenue Code of 1954, as amended;

{d} charitable contributions that are deductible for
federal tax purposes according to section 642{c} of the
Internal Revenue Code of 1954, as amended;

(e) administrative expenses claimed for federal income
tax purposes, according to sections 212 and 642(g) of the
Internal Revenue Code of 1954, as amended, if such expenses
were not claimed as a deduction in the determination of
Mcntana inheritance tax;

(£) losses from fire, storm, shipwreck, or other
casualty or from theft, to the extent not compensated for by
insurance or otherwise, that are deductible for federal tax
purposes acceording to section 165 of the Internal Revenue
Code of 1954, as amended;

{g) net operating loss deductions allowed for federal
income tax under section §42{d)} of the Internal Revenue Code
af 1954, as amended, except estates may not claim losses
that are deductible on the decedent's final return;

{h} all benefits, not in excess of $3,600, received:

{1} as federal employees' retirement;

{ii) as retirement from public employment in a Montana
or another state other-than-Mentana; or

(iii) as an annuity, pension, or endowment under private

-10-
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or corporate retirement plans or systems;

(i) eii--benefits--paid--under--the-—Montana--tasacherst
retirement-system-that-are-specified-as-exempt-from-taxation
by-19-4-786;

+3y——ati--benafits——paid--under—--the——-Montana——-Publte
Empilecyees'--Retirement——System-—-Aet-—that--are—-specified-as
exempt—from-taxatian-by-39-3-1057

thy--ail-benafits-paid-under-the-Montana-highway--patroel
officersti—-retirament—-syatem-~that--are-specifiad-as-exempt
from-taxation-by-19-6-765+

£y Montana income tax refunds or credits thereofs+

tm¥--att-benefits-paid-under~:9-11-602;--19~1t-6047-—-and
ired-and-disabred-firemen-or-their-surviving
spouses-or—chitdren;

tn}——ati---benefits——paid--nunder--the-—-municipal--poliece
officersti-retirement—system-that--are--specified--as—-exempe
from-taxation-by-19-9-1665.

(3) In the case of a shareholder of a corporation with
respect to which the election provided for under subchapter
S. of the Internal Revenue Code of 1954, as amended, is in
effect but with respect to which the election provided for
under 15-31-202 is not in effect, net income does not
include any part of the corporation's undistributed taxable
income, net operating loss, capital gains or other gains,

profits, or losses required to be included in the
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shareholder's federal income tax net income by reason of the
election under subchapter S. However, the shareholder's net
income shall include actual distribution from the
corporation to the extent it would be treated as taxable
dividends if the subchapter S. election were not in effect.

(4) The following additional deductions shall be
allowed in deriving taxable income of estates and trusts:

(a) any amount of income for the taxable year currently
reguired to be distributed to beneficiaries for such year;

{b) any other amounts properly paid or credited or
regquired to be distributed for the taxable Qear;

{c) the amount of 60% of the excess of the net
long-term capital gain over the net short-term capital loss
for the taxable year.

{(5) The exemption allowed for estates and trusts is
that exemption provided in 15-30-112(2)(a) and 15-30-112(B}.

t63~~A—-trust--sr--estate-——exciuding-——benefits---under
subsections-t2¥tiy-through—-{23tkI7—2¥tmir-or-t23tny-may—not
exeinde—-benefits-~desertbed--in-—-subsection-{2}{tRy-From-net
income-untess-the-benefita-received-under—-subsectiona- {23ty
throuvgh-{2+tk¥r—t23tm}s-or—{2¥¢tny-are-tess-than--53;6807--tn
which--case--the--trust—-or--estate--may-combine-benefits-te
excliunde-up-te—a-tokat-of-51,660-From-—net-income:"

Section 4. Section 19-3-10%, MCA, is amended to read:

“19-3-105. Exemption from taxes and legal prucess. The

_12_
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right of a person to a retirement allowance or any other
benefit under this chapter and the moneys money in the fund
created under this chapter is not:

{1) subject to execution, garnishment, attachment, or
any other process;

{2} subject to state, county, or municipal taxes except
for:

{a) the amount received in excess of $3,600; or

{b) a refund paid under 19-3-703 of a member's
contributions picked up by an employer after June 30, 1985,
as provided in 19-3-701; or

(3) assignable except as in this chapter specifically
provided.™

Section 5. section 19-4-706, MCAR, is amended to read:

"19-4-706. Exemption from taxation and legal process.
The pensions, annuities, or any other benefits accrued or
accruing to any person under the provisions of the
retirement system and the accumulated contributions and cash
and securities in the various funds of the retirement system
are:

(1) exempted from any state, county, or municipal tkax
of the state of Montana except for:

{a) the amount received in excess of $3,600; or

{(b) a withdrawal paid wunder 19-4-603 of a member's

contributions picked up by an employer after June 30, 1985,
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as provided in 19-4-602;

(2} not subject to execution, garnishment, attachment
by trustee process or otherwise, in law or equity, or any
other process; and

{3) unassignable except as specifically provided in
this chapter.”

Section 6. section 19-5-704, MCA, is amended to read:

*19-5-704., Exemption from taxes and legal process. (1)
Any--money Money received or to be paid as a member's
annuity, state annuity, or return of deductions or the right
of any of these shati--be is exempt f{rom any--state--or
punteipat--tax—and-from levy, sale, garnishment, attachment,
or any other process whatacever and shaii-be is unassignable
except as specifically provided in 19-5-705,

{2) The first $3,600 received under this chapter ig

exempt from state, county, or municipal taxes."™

Section 7. Section 19-6-705, MCA, is amended to read:

*19-6-705. Exemption from taxes and legal process. Any
money received or to be paid as a member's annuity, state
annuity, or return of deductions or the right of any of
these is:

(1) exempt from any state, county, or municipal tax
except for:

(a) the amount received in excess of $3,600; or

(b) a refund paid under 19-6-403 of a member's

-14-
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contributions picked up by an employer after June 30, 1985,
as provided in 19-6-402;

{2) exempt from levy, sale, garnishment, attachment, or
any other process; and

(3) unassignable except as specifically provided in
19-6-706."

Section B. section 19-7-705, MCA, is amended to read:

*19-7-705. Exemption from taxes and legal process. Any
money received ar to be paid as a member's annuity, state
annuity, or return of deductions or the right of any of
these is:

(1) exempt from any state, county, or municipal tax
except for:

{a} the amount received in excess of $3,600; or

{b) a refund paid under 19-7-304(1) of a member's
contributions picked up by an employer after June 30, 1985,
as provided in 19-7-403;

{2} exempt from levy, sale, garnishment, attachment, or
any other praocess; and

{3) unassignable except as specifically provided in
19-7-706."

Section 9. section 19-8-805, MCA, is amended to read:

"19-8-B05. Exemption from taxes and legal process. Any
money received or to be paid as a member's annuity, state

annuity, or return of deductions or the right of any of
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these is:

{1) exempt from any state, county, or muaicipal tax
except for:

{a) the amount received in excess of $3,600; or

{(b) a refund paid under 19-8-503 of the member's
contributions picked up by an employer after June 30, 1985,
as provided in 19-8-502;

(2) exempt from levy, sale, garnishment, attachment, or
any other process; and

{3) unassignable except as specifically provided in
19-8-806,"

Section 10. Section 19-9-1005, MCA, is amended to read:

"19-9-1005. Exemption £from taxes. Any money paid in
accordance with the provisions of this chapter is exempt
from any state, county, or municipal tax except for:

(1) the amount received in excess of $3,600; or

(2) a refund paid under 19-9-204 of a member's
contributions picked up by an employer after June 30, 1985,
as provided in 19-9-601."

Section 11. section 19-10-504, MCA, is amended to read:

"19-10-504. Protection of benefits from legal process
and taxation. (1) The benefits provided for in this part are
not subject te execution, garnishment, attachment, or the
operation of bankruptcy, insolvency, or other process of law

and are unassignable except as specifically provided in

_16-_



[}

["- 2 - - B N

10
11
12
13
14
1s
16
17
18
19
20
21
22
23

24

25

LC 0490/01

19-10-505.

{2) The first $3,600 of benefits received under this

part are exernpt from state, county, and municipal taxation."

Saction 12. Section 19-11-612, MCA, is amended to read:

"19-11-612, Protection of benefits from legal process
and taxation -- nonassignability. (1) Any payments made or
to be made under this chapter are not subject to judgments,
garnishment, execution, or other legal prdcess. A person
entitled to a pension may not assign the right, and the
association and trustees may not recognize any assignment or
pay over any sum so assigned.

(2) The first $3,600 of benefits received under this

chapter are exempt from state, county, and municipal

taxation."
Section 13. Section 19-12-407, MCA, is amended to read:

®19-12-407. Payment of pension benefits -- exempticn

from taxation. (1) All payments under the volunteer

firefighters' pension plan must be approved by the board and
paié by warrants drawn upon the pension trust fund, payable
to the order of the individual gqualified wvolunteer
fFirefighter or the beneficiary as provided in 19-12-405(1).

{2) The first $3,600 of benefits received under this

chapter are exempt from state, county, and municipal

taxation."

Section 14. Section 19-13-1003, MCA, is amended to

_17_
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read:

"19-13-1003. Exemption from taxes. Any money paid in
accordance with the provisions of this chapter is exempt
from any state, county, or municipal tax except for:

(1} the amount received in excess of $3,600; or

(2) refunds paid under 19-13-602 of the member's
contributions picked up by an employer after June 30, 1587,
as provided in 19-13-601."

Section 15. Section 19-21-212, MCA, is amended to read:

"19-21-212, Exemption from taxation, legal process, and
ascessments. All contracts, benefits, and contributions
under the optional retiremsnt program and the earnings
therecn are:

(1) except for the amount received in excess of $3,600,

exempt from any state, county, or municipal tax;

(2} not subject to execution, garnishment, attachment,

or other process;

{3) not covered or assessable by an insurance guaranty

association; and

(4) unassignable except as specifically provided in the

contracts."
Section 16. Section 19~-4-181, MCA, is amended to read:
*19-4-101. Definitions. As used in this chapter, unless

the context clearly indicates otherwise, the following

definitions apply:

_18_
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{l1) “Accumulated contributions"” means the sum of all
the amounts deducted from the compensation of a member or
paid by &a member and credited to his individual account in
the annuity savings fund, together with interest. Regular
interest shall be computed and allowed to provide a benefit
at the time of retirement.

(2) "Actuarial equivalent™ means a benefit of equal
value when computed, with regular interest, on the basis of
the 1971 Group Annuity Mortality Table, with ages set back 4
years and an interest rate of 8% compounded annually.

{3) “Annuity" means the payments made to a beneficiary

for 1life which are derived from a member's accumulated

{4) "Annuity reserve" means the present value of all
payments to be made on account of a member's annuity
computed, with regular interest, on the basis of the
mortality tables adopted by the retirement board.

(%) {(a) "Average final compensation" means the average
of the earned compensation of a member during the 3
consecutive years of full-time service which yield the
highest average and on which contributions have been made as
required by 19-4-602.

{b) In determining a member's retirement allowance
under 19-4-802 or 19~4-804, the amount of each year's earned

compensation that may be used in the calculation of average
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final compensation may not exceed the member's earned
compensation from the preceding year by more than 10%,
except as provided by rule by the retirement board.

(¢} Earned compensation in excess of the amount
specified in subsection (5)(b) is considered termination pay
as provided in subsection (5)(4).

{d) If the earned compensation includes any termination
pay. the member shall select one of the following options:

{1} use the total termination pay in the calculation of
the average final compensation. The member and the employer
shall pay contributions to the retirement system as are
determined by the board to adequately compensate the system
for the additional retirement benefit. The contributions
must be made at the time the termination pay is received.

(ii) use a yearly amount of termination pay added to
each of the 3 consecutive years' salary used in the
calculation of the average final compensation, if the member
has 4 or more years of service with the employer from which
the termination pay was received. The amount of compensaticn
used in the calculation of average final compensation must
be divided by the total number of years of creditable
service to determine a yearly amount. The member and the
employer must pay contributions on the termination pay
accarding to the rates provided for in 19-4-602(1) and
19-4-605¢(1).

_20_



® o

10
11
12
13
14
15
16
17
i8
19
20
21
22
23
24

25

LC 0490/01

(iii) exclude the termination pay from the average final
compensation. No contribution 1is required of either the
employer or member, and contributions made under 19-4-602
and 19-4-605 must be refunded.

{e) For purposes of this subsection, termination pay
includes any form of termination pay or any lump-sum payment
for deferred compensation, sick leave, or accumulated
vacation credit, or any other payment for time not worked
other than compensation received while on sick leave or
authorized leave of absence.

{6) "Peneficiary" means a person in receipt of a
pension, annuity, retirement allowance, or other benefit
provided by the retirement system.

(7) "Creditable service" is that service defined by
19-4-401.

{8) "Earned compensation" means the full compensation,
pay, or salary actually paid to a member and reported to the
retirement system, including amounts paid under a salary
reduction agreement, a cafeteria plan, a tax sheltered
anpuity, a deferred compensation program, and the value of
any housing provided by the employer. The employer shall fix
the value of any housing provided. The term does not include
any other amounts paid in kind or fringe benefits not
actually paid¢ to a member, The earned compensation of a

member who had less than 3 consecutive years of full-time
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service during the 5 years preceding his retirement is the
compensation, pay, or salary which he would have earned had
his part-time service been full-time service. The earned
compensation o©of a member who 1is awarded a disability
retirenent allowance prior to the completion of a full year
is the compensation, pay, or salary which he would have
received had he completed the full year, except that any
termination pay, as defined in subsection {5)(e), received
by the member is limited to the amount actually paid and is
not the amount he would have earned had he completed the
full year.

(9) “Employer" means the state of Montana, the trustees
of a district, or any other agency or subdivision of the
state which employs a person who is designated a member of
the retirement system.

{10) "Full-time service" means service which is
full-time and which extends over a normal academic year of
at least 9 months. With respect to those members employed by
the office of the superintendent of public instruction, any
other state agency or institution, or the office of a county
superintendent, “full-time service" means service which is
full-time and which totals at least 9 months in any one
year.

(11) "Member" means a person who has an individual

account in the annuity savings fund. An active member 1is a
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person included under the provisions of 19-4-302. An
inactive member is a person included under the provisions of
19-4-3013.

{12) "Part-time service" means service which 1is less
than full-time or which totals less than 9 months in any one
year. Part-time service shall be credited in the proportion
that the actual time worked bears to full-time service,

{13} "Pension" means the payments made te a beneficiary
for 1life which are paid out of the pension accumulation
fund.

(14) “Pension reserve" means the present wvalue of all
payments to be made on account of a pension computed, with
regular interest, on the basis of the mortality tables
adopted by the retirement board.

{15) "Prior service" means employment of the same nature
as service defined 1in subsection (20) of this section but
rendered before September 1, 1937.

(16) "Regular interest” means interest at 4% per annum
compounded annually or at such other rate as may be set by
the retirement board in accordance with 19-4-501(2).

[17) "Retirement allowance” means the annuity plus the
pension.

{18} "Retirement board" or "board" means the retirement
system's governing board provided for in 2-15-1010.

{19) "Retirement system" means the teachers' retirement
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system of the state of Montana pruvided for in 19-4-102.

(20) “Service" means the performance of such
instructional duties or related activities as would entitle
the person to active membership in the retirement system

under the provisions of 19-4-302."

NEW SECTION. Section 17. cCodification instruction.

[Section 1] is intended to be codified as an integral part
of:

(1) Title 19, chapter 3, and the provisions of Title
19, chapter 3, apply to [section 1].

(2) Title 19, chapter 4, and the provisions of Title
19, chapter 4, apply to [section 1}.

{3} Title 12, chapter 5, and the provisions of Title
19, chapter 5, apply to {section 11].

{(4) Title 19, chapter 6, and the provisions of Title
19, chapter 6, apply to [section 1].

(5) Title 19, chapter 7, and the provisions of Title
19, chapter 7, apply to [section 1].

(6) Title 19, chapter 8, and the provisions of Title
12, chapter 8, apply to [section 1].

(7) Title 19, chapter 9, and the provisions of Title
19, chapter 9, apply to {section 1}.

(B) Title 19, chapter 13, and the provisions of Title

19, chapter 13, apply to [section 1].

NEW SECTION. Section 18. Retroactive applicability.
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[Sections 2 through 16] apply retroactively, within the
meaning of 1-2-109, to taxable years beginning after

December 31, 1990.

NEW SECTION. Section 19. Effective dates. (1)
[Sections 2 through 16 and this section] are effective on
passage and approval.

{2}y ({Section 1] is effective January 1, 1992.

-End-
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STATE OF MONTANA - FISCAL NOTE
Form BD-15
In compliance with a written request, there is hereby submitted a Fiscal Note for SB0218, as introduced.

DESCRIPTION OF PROPOSED LEGISIATION:

An act providing a uniform exemption from taxation of benefits from federal, state and private retirement, annuity, pension

and endowment plans or systems; providing a supplemental increase for state and local pension benefits granted under Title
19; and providing effective dates and a retroactive applicability date,

ASSUMPTIONS:
Department of Revenue;

1. Individual income tax collections under current law are $311,176,000 in FY92 and $327,201,000 in FY93 (OBPP),.

2. Limiting all pension benefit payments to a flat exclusion of $3,600 increases revenue $10.43 million in FY92, and $11.43
million in FY93, assuming the limit applies to total retirement income (DOR income tax simulations).

3. The supplemental allowance provided for in Section 1 increases state and local benefit payments $3.04 million in FY92, and
$3.34 million in FY93 (DOR income tax simulations). For purposes of this fiscal note, it is assumed that the formula
provided in section 1 approximates these amounts (see technical notes).

4. Under the provisions of the bill, the $3,600 exclusion limit 1s effective for tax years beginning after December 31, 1990;
and the increase in benefit payments provided for in Section 1 1s effective January 1, 1992, Only 6 retirement payments
will include the supplemental allowance in FY92.

5. The supplemental retirement allowance compounds through time due to the reference to the 'previous year", which results in
compounding after the first year.

6. Since section 1 is to be placed in the codes for each state and local retirement system, it would be funded from each
plan’s trust fund.

blic Em es Retirement System (PERS) and Teachers Retirement System (TRS)

1. Data processing enhancements required to calculate the supplemental allowance in Section 1 of this bill would cost PERS
about $31,000 and TRS $25,000 in FY92.

2. The retirement systems will be under funded by the amount of the supplemental allowance under Section 1,

FISCAL TMPACT:

see next page
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ROD SUNDSTED, BUDGET DIRECTOR DATE DOROTHY ECK, PRIMARY(SPONSOR DATE
Office of Budget and Program Planning
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FISCAL IMPACT:

Expenditures;
FY 92 FY 93
Current Law Propose w Difference Current Law Proposed law Difference
Supplemental Benefits 0 1,520,000 = 1,520,000 0 4,710,000 4,710,000
PERS (Operating Expenses) 0 31,000 31,000 : 0 0 1]
TRS (Operating Expenses) 4] 25,000 25.000 0 Q 9
Total 0 1,576,000 1,576,000 0 4,710,000 4,710,000
Fundipg:
Various Retirement Systems Trusts Funds (09)
Revenues:
FY 92 FY '93
Curre w Propo W Difference % t_law Proposed Law Rifference
Individual Income Tax 311,176,000 321,606,000 10,430,000 327,201,000 338,671,000 11,470,000
(General Fund)
- .CTS OF P GISLATION:

Section 1, paragraph (2), is not clear regarding whether the adjustment to the monthly retirement allowance is a "one-
time" adjustment, of if the adjustment is to be made each January, based on the previous year’'s benefit payments,
exemptions, and tax rate. If the adjustment is to be made in each year, then referring to benefit payments in the

- "previpus year" would result in ever increasing annual benefit payments to retirees, to the extent that net after tax
benefit payments would also increase above the original pension payment.

TECHNICAL NOTES:

see next page
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TECHNICAL NOTES:

Department of Revenue:

There are several areas of concern regarding technical aspects of this propesal, including the following:

1

2

. Section 1,(1)(b)(ii) refers to the standard deduction percentage provided for in 15-30-122, without referring to

the standard deduction maxima that also apply to the state standard deduction.

. Section 1,(1)(b)(iv) refers to the "appropriate” tax rate without any specifics regarding what is meant by the

appropriate rate (e.i., is this the member’s actual marginal tax rate in the previous year? the marginal rate that
would apply given the formula in Section 1 (1)(b)? does in include only the rate, or also the amount shown in rate
tables that is subtracted from tax liability? ete.)

. The supplemental adjustment to monthly benefit payments is to be made January 1, 1992 based on benefit payments,

exemptions claimed, and "appropriate tax rates" in the "previous year". If the previous year means tax year 1991
(the first year in which the $3,600 exemption applies), then the appropriate returns will not have to be filed
until April 15, 1992 precluding any possible adjustment on January 1, 1992.

. Section 1 (2) provides for an adjustment of A{T/B) to the monthly benefit payment; however, since A is equal to

B/12 this adjustment could be simplified to T/12.

. The proposal is not clear regarding the treatment of pension income from multiple sources. Is the intent to

provide a total exclusion of $3,600 regardless of pension income source, or may 53,600 be excluded from each
pension income source?

. The supplemental allowance impacts shown in assumption #3, above, were estimated using state and local retiree tax

returns, and incorporated all income sources and the taxpayers actual marginal tax rate, These impacts will vary

to the extent that actual supplemental allowances would be based solely on pension income used in the formula in
Section 1,

PERS and TRS:

1. The formula found under Section 1, page 1, line 25, contains too many sets of parentheses. If enacted with this

2.

error, the amount of the supplemental benefit would not equal the tax liability of the individual recipient.

The bill provides for a supplemental increase for state and local retirement benefits granted under Title 19;
however, the bill does not provide for funding of the benefits to be paid. Therefore, the bill will cause a large
unfunded liability to accrue to the retirement systems and the payment of these benefits is ultimately the
obligation of the State of Montana,

sB 218





