
MINUTES 

MONTANA SENATE 
52nd LEGISLATURE - 1st SPECIAL SESSION 

COMMITTEE ON TAXATION 

Call to Order: By Chairman Mike Halligan, on January 8, 1992, at 
8:03 a.m. 

ROLL CALL 

Members Present: 
Mike Halligan, Chairman (D) 
Dorothy Eck, Vice Chairman (D) 
Robert Brown (R) 
Steve Doherty (D) 
Delwyn Gage (R) 
John Harp (R) 
Francis Koehnke (D) 
Gene Thayer (R) 
Thomas Towe (D) 
Van Valkenburg (D) 
Bill Yellowtail (D) 

Members Excused: none 

Staff Present: Jeff Martin (Legislative Council) 

Please Note: These are summary minutes. Testimony and 
discussion are paraphrased and condensed. 

Announcements/Discussion: Senator Halligan announced that the 
liquor bill would probably be heard on Friday, January 10, 
1992. 

BEARING ON SENATE BILL 1 

Presentation and Opening Statement by Sponsor: 

Senator John Harp, District 4, said Senate Bill 1 clarifies 
the unintended tax benefit for taxable year 1990, created by 
Senate Bill 226, passed during the 52nd Legislature. He 
explained that the original intent of Senate Bill 226 applied to 
adjustments in taxable year 1991, but the language of the bill 
did not reflect this. 

Proponents' Testimony: 

Bob Marks, Director, Department of Administration, advised 
the Committee that the wrong effective date, with respect to the 
timing of the reimbursement payments to retirees, slipped by in 
Senate Bill 226 during the final days of the 52nd Legislature. 
He explained that Greg Petesch, Director of Legal Services, 
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Legislative Council, issued an op~n~on that the law, as passed, 
would require the Legislature to make three payments. Mr. Marks 
stated that if Senate Bill 1 passes, the first payment would be 
made in May, 1992. He further stated that if the bill did not 
pass, two payments would be made that date, at a cost of $2.9 to 
$3 million. Mr. Marks commented that he believes Senate Bill 1 
clears up the oversight in Senate Bill 226. 

Opponents' Testimony: 

Art Whitney, Vice Chairman, Association of Montana Retired 
Pubic Employees, read from prepared testimony in opposition to 
the bill (Exhibit #1). 

Questions From Committee Members: 

Tom Bilodeau, Research Director, Montana Education 
Association, referred to a graph on Teacher Retirement System 
(TRS) and Public Employee Retirement System (PERS) pensions 
(Exhibit #2). He explained that TRS retirees have one half the 
buying power of 1975 dollars, and that 1975 PERS retirees receive 
less than $300 per month. Mr. Bilodeau told the Committee that 
this is a serious, long term problem, and needs to be addressed 
because Senate Bill 227 doesn't have a guaranteed funding source. 

Tom Schneider, Montana Public Employees Association, said he 
has the same problem as the other opponents. He offered a 
solution that dollars come out of the pension system, if someone 
has to wait to be made whole. Mr. Schneider explained that he 
believes the actuary of the retirement system would probably say 
that dollars taken from that system would not have an effect on 
it. He stated that he doesn't believe people would be made whole 
under Senate Bill 226. 

Senator Towe referred to section 5, on page 18, of Senate 
Bill 226, and asked if payments could be done around April 15, 
before June 1 of each year. Bob Marks asked that Larry 
Nachtsheim, Public Employees Retirement Division (PERD), respond. 
Mr. Nachtsheim replied that payment would be set up as part of 
payroll checks. He explained that the Division has sent nearly 
450 forms to individual retirement systems to get information 
from political subdivisions by February 15. Mr. Nachtsheim 
further explained that the Division would receive the funds from 
the treasurer's office on April 1, and would pro-rate them back 
to the systems,making it difficult to send payments out by April 
15. He stated he was not opposed to Mr. Schneider's suggestion, 
but cost-of-living increase (COLA) dollars would be reduced, 
because the system would not be earning as much interest. 

Senator Towe asked what would happen if payments came out 
before the April 15 deadline. Bob Marks replied he would agree 
to that, if it were possible and would not impact the system, but 
he wanted to rely on information from the retirement system. 
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Senator Towe asked if May 1 could be changed to March 1, and 
June 1 to April 1. Larry Nachtsheim replied he did not believe 
such a change could be made this year, but could be done in 
future years. He explained that he did not know what dollars are 
available in the treasurer's tax fund, but that a COLA is being 
paid to 11,000 people this month. David Senn, Executive 
Director, Teacher's Retirement System, replied that he would rely 
on lSD, who is geared to meet the June 1 deadline, but must meet 
many other deadlines this year, as well. 

Senator Doherty asked what the projected fiscal impact of 
Senate Bill 226 is. Senator Harp replied that there was no 
fiscal note for taxable year 1990, but he believed it to be about 
$5.5 or $6 million for the biennium. 

Senator Harp, asked if dollars would be withheld for 16 
months, or 6 weeks, for returns filed by April 15. Dennis Adams, 
Director, Department of Revenue, replied that a proposal on 
estimated tax payments was drafted to be effective January 1, 
1993. He said all retirees owing more than $500 in tax, would 
have to make estimated tax payments and be reimbursed 14 months 
later, or June 1 of the following year. 

Senator Towe asked what would happen if the bill were 
amended to take money out of principal, and it did not affect 
income. Larry Nachtsheim replied that changing where the dollars 
come from won't change the problem. 

Senator Towe asked if the state could sign a promissory note 
if money were taken from the retirement fund. Larry Nachtsheim 
replied that it would still be reaching amortization reserves. 

Senator Towe asked if the fund could stand this kind of hit. 
Larry Nachtsheim replied it probably wouldn't hurt as much as it 
would have a few years ago. He explained that retirees received 
a 2.13 percent payment increase in 1990, 2.26 percent in 1991, 
and would receive an anticipated 2 percent in 1992, affecting the 
fund by .5 percent over this period. 

Senator Towe asked David Senn the same question. Mr. Senn 
replied he could account for interest income. He explained that 
teacher retirements distributions would be about 1.64 percent 
this year, on 34 years on the amortization scale. He further 
explained that the scale would probably hit about 40 years for 
$600,000 debt in amortization liability. Mr. Senn advised the 
Committee that other states are robbing their pension plans, and 
that he did not want to do the same in Montana. 

Closing by Sponsor: 

Senator Harp made no closing comments. 
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EXECUTIVE ACTION ON SENATE BILL 1 

Motion to Amend: 

Senator Van Valkenburg made a motion to amend by requirement 
payment by April 1, beginning in calendar year 1993, instead of 
June 1. 

Discussion: 

Senator Towe advised the Committee that, according to Larry 
Nachtsheim's plan, the payment schedule would be on the date of 
regular payments. He asked if the motion proposed separate 
payments, or a payment on the last day of March. Senator Van 
Valkenburg replied he assumed the benefit would be put in by the 
end of March. Larry Nachtsheim commented that he must send 
notices to 1500 people to ascertain whether or not they are state 
residents. 

Recommendation and Vote: 

The motion to amend, made by Senator Van Valkenburg, carried 
unanimously. 

Senator Harp made a motion that Senate Bill 1 DO PASS AS 
AMENDED. The motion carried unanimously. 

ADJOURNMENT 

Adjournment At: 8:37 a.m. 

~~rman 

MH/jtb 
( \ 
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ROLL CALL 

SENATE TAXATION COMMITTEE 
DATE/-t-1~ 

LEGISLATIVE SESSION 

NAME PRESENT ABSENT EXCUSED 

ATOR BOB BRmvN ~ 

SEN ATOR STEVE DOHERTY ~ 

SEN ATOR DELWYN GAGE 
~ 

SEN ATOR JOHN HARP ---............ 

SEN ATOR FRANCIS KOEHNKE ~ 

ATOR GENE THAYER ~'-"""""; 
- . 

1 .... 0 \ SEN 
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SEN ATOR BILL YELLOWTAIL "-J 

SEN ATOR DOROTHY ECK, V CHR -----..; 
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Each day attach to minutes. 



SENA'l"E Sl'AND INt; I~OHHI'l"!'EE HEPOH'P 

tiR. I?HESIDENT: 

Pa;;je ~ :;f J 
.JanUal:Y e, 1992 

We, your cammi t te~ on Taxa t ion ha 'I in~j had lll\de r conl! ider a tion 
~ 2 1" d t (; D; I 1 !I \). ~ ': f t .~. ~~; '.. r ~ :t d t !.~ :,d r: I; ;} Y ~; Lit, - :' r- -:, ;:; r1 0 ;-: t f ~.l1 1 ~} 
report that Senate Bill No. 1 be amended and as so amended do 
pass: 

1. Titl.::, line 3. 
I" .) 1 1 <) win q : " ACT; " 
Insert: ~REVISING THE DATE ON WHICH THE STATE TRE~3URER TRANSfERS 

FUNDS TO THE PUBLIC EMPLOYEES' RETIREMENT BOARD AND ~H£ 
TEACHERS' RETIREMENT BOARD AND THE DATE ON WHICH ADJUSTMENT 
PAYMENTS AR£ MADE;" 

F v 11 0 ~i in;;;; .f ll.Hl!am I ~ G .. 
Insert: "SECTION:3 19-15--101 AND l'J'-1':i"'1~32, tiCA, AND" 

2. Title, line 9. 
Strike; HAN IMMED!ATE" 
Strike: "DATE" 
Insert: "DATES" 

3. Page 2. 
~ollowing: line 25 
Insert: "Section 2. Section 19-15-101. MeA. is amend~d to read: 

"19-15-101. RetireMent adjustMent -- annual deposit -­
statutory appropriation. (11 Ther~ are statutorily appropriated. 
as provided 1n 17-7-502. from the general fund to the public 
employees' retirement board and the teachers' retirement board 
the amounts provided in subsection (2) far distribution to 
members of retirement systems as provided in 19-15-102. 

(2) On or betore tts-y- March 1 of eat:h year, th~ stat...; 
tre3sur~r shall pay to the public employees' r~t1r~ment board and 
the teachers' retirement board an amount equal to 2~' of the 
total benefits paid by both systems during the prior calendar 
~e3r. !n 1!stributin; !h~ appropri~tions to +h~ ~0~rd~, the 
treasurer shall consult with the boards to determine the amounts 
necessary for uniform payments to members. The amount of the 
benefits must be certified to the treasurer by the public 
employees' retirement board and the tea~hers' retirement board no 
later than April 1 of eaCh year. For the purpose of this section, 
the public employees' retirement board shall collect information 
dod cdctify thd amount of bdneflt~ ~aiJ pur~uant to ~itle 19, 
chapters 10 and 11. Not later than February 15 of eaCh year, the 
boards of trustees of local police retirement funds, provided in 
19-10-201, and boards of trustees of local fire department relief 
associations, provided 1n 19-11'-104, shall submit reports on 
benefit payments containing information requested by the public 
employees' retirement board." 

'~]{1'}0! 3C . S j 1 
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Section 3. Section 19-15-102, HeA, is amended to re3rt; 
"19-15-102. Hontanaretireaent ad1ustment payaen.ts:-- .. ' 

public ellployees' retireillent board. {l) Not later than fun-e April 
1 of each year, the public employees' retirement board and the 
teachers' retirement board shall fix and pay to those members 
entitled to it an annual adjustment payment. The adjustment 
payment is determined for each system based upon the benefits 
paid by the system in the prior calendar year and on the annual 
benefit to which each Montana resident member of the system is 
entitled. 

(2) (a) The public employees' retirement board shall 
~llocate ~oney appropriated for retirement adjustm~nt to the 
public retirement systems in Title 19, chapters 3 and 5 through 
13. The allo~ation to each system must be made based upon the 
annual amount each system's benefits payments uears to the amount 
~aid by all of the systems specified in this subs~ction. 

(b) The teachers' retirement board shall administer the 
money appropriated for retirement adjustment to the teachers'. 
retirement system 1n Title 19, chapter 4. 

(3) (a) Each member ~f a system listed in subsection (2) 
who is a resident of the state and who is entitled to an annual 
'ben~f1t is entitled to a retirement adjustment payment. Each 
ret1rement system specified in subsection (2), through the public 
employees' retirement board, the teachers' retirement board, or a· 
localreti rement board of . trustees • as appropriate, shall·" 
distribute its allocation of the Bloney appropriated for 
retirement adjustment to its members entitled to adjust.ent 
payments. The governing board of each system set forth in 
'subsection(2) shall provide an annual adjust.ent pay~en~ tha~is 
a percentage of annual ben~fits. 

. (b t . The meth~doloqy that the public employees' ,retirement .... ;;·.c , 

- board and the- teachers ',:retirement board .use .. to calculate. __ " ._.'_' .. ~" .. _.,.;.:_. _ ..... :~ 
adjustments for systems ~dm1nistered by them mu~tbe.dop~ed by .' . " 
rule pursuant to Title 2, chapter 4. 

(c) For th~ purposes of thi~ section, a "Montana ~esld~nt" 
means a person domiciled in' the state and any person who ... , .,"'. 
lIaintains a perllanent place of abode witJl1n the 'state •• " .. 
Renumber: ~ubsequent section' 

4. Page 3, lino 1. 
Strikes -date" 

___ ,_ ... Jnsert: -dates .. , 
.~.~~ ;;~:~r:~:~~"-~:;:<, '.' .-' <"~-: 

..5. Page 3,·line. 2> . , ... :: ........ _ . 
. . __ ___ rol.lo'f..ing I.~applicability.'~· 

.. Strike s • ['rh1s act11s· .... ~.-- ---., .. 
Insert: -(1) (Section i and this section} are" 
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6. Page 3, line 3. 
Strike: "and" 
Insert:" (Section 1) n 

7. Page 3. 
F"'llnwtng~ line 4 

Page .3 of 3 
,Tanuary 8,1992 

Insertl "(2) [Sections 2 and 3) are effective July 1, 1992." 

_.....--_=---.... J 0 :sO 
Sec.·of Senate 
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Association of Montana Retired Public Employees 
Post Office Box 4721 

Helena. Montana 
59604 

TESTIMONY - JANUARY 8, 1992 

Association of Montana Retired Public Employees 

SB 1 

A non-profit 
corporation 

of P.E.R.S. Retirees 
for P.E.R.S. Retirees 

AMRPE's position on the provision of SB 1 that would delay the 
payment of our 1991 retirement adjustment until June 1992 is 
dependent upon whether we remain able to make our tax payments by 
April 15 of the following year without penalty. 

SB 226 broke an agreement of over 40 years between state and 
local governments and their employees that had exempted the 
pensions of those employees from state income tax. In lieu of 
this, SB 226 authorized a transfer of money equal to 2-1/2 percent 
of the previous year's pension payments from the general fund to 
the retirement funds in an effort to keep the retirees income 
"whole." It will not accomplish this for all retirees but at least 
it softens the blow. 

Under the present system which assesses no penal ties for 
paying one's entire tax on April 15, we would be "loaning" the 
state the money for only one-and-one-half to two months. However, 
if the bill to assess penalties for not paying taxes throughout the 
year (LC0005/01) is passed, we will either have to pay them 
quarterly by declaration or, more likely, will have them withheld 
from our pension checks. 

In that event, we will start paying each.year's taxes one-and­
one-half years before receiving our adjustment for that year, and 
we will never have less than six months of our taxes loaned to the 
state. Those of us now retired will never catch up. When death 
ends our annuity payments, each of us will have paid (depending on 
what month we die) from six to eighteen months more in taxes than 
we have received in adjustments. ' 

In order to keep our adjustments as current as possible to our 
tax payments, we do not oppose SB 1 provided retirees are exempted, 
along with farmers and ranchers, from the provisions of LC0005/01. 

I 

i 
I 
I 
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Montana Education Association 1232 East Sixth Avenue • Helena, :Vlontana 59601 • -W6--I,.l·2--l-2S0 

SBl -- HARP 

--- ~992 RETIREMENT ISSUES FACTSHEET ---

---- ~99~ RETIREMENT LEGISLATION ---­
THE "ZERO SUM (OR WORSE)" TAXATION GAME! 

On retirement issues, the 1991 legislature produced a very mixed 
record. On the plus side, Representative Nisbet's (D-Great Falls and a 
GFEA member) bill to allow educators to buy lost service time due to 
illness, strike or other reason was passed and signed by the governor. 
MEA was also successful in working with TRS to prevent Montana's 
university system from ending employer contributions to TRS in respect 
to the long-term liabilities associated with the "Optional Retirement 
Program." If this legislation (SB264) would have passed as originally 
introduced, the TRS would have had· its contribution base cut by 
$700,000 per year. 

On the negative side, the legislature tabled MEA's bills to establish a 
"Guaranteed Annual Benefit Adjustment" (GABA) for both TRS and PERS. 
Ignoring the obvious and substantial adverse impact of inflation on 
retirees' pensions (see separate "GABA Factsheet"), the legislature 
decided to continue to let retirees fend for themselves. MEA will be 
back in 1993 with follow-up GABA, or similar inflation-protection 
pension legislation. 

Finally, on the final day of the 1991 session and in the face of MEA 
opposition, the legislature enacted and later the governor signed into 
law SB226 -- TRSjPERS pension taxation. 

SB226 eliminated the fifty-year old income tax exempt status of TRS and 
PERS pension benefits. In its place, SB226 provided each individual a 
pension exclusion of the first $3,600 in benefits per year if that 
individual's total income from all sources is less than $30,000. 
Following a rapid phase-out of the total income threshold, even the 
$3,600 exclusion is lost if individual annual income exceeds $31,800. 
As a purported "make-whole" adjustment for the imposition of tax, 
Montana resident TRS and PERS retirees will have their pensions boosted 
upwards by +2.5%. Unfortunately, SB226's "make-whole" adjustment isn't 
enough to fully cover the cost of the new tax for even the typical 1991 
TRS retiree. 

Affiliated with :'-Iational EducJtion Association 
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SB226 (HARP) -- PENSION TAXATION & BENEFIT ADJUSTMENTS 
------------------------------------------------------

BEFORE THE HOUSE TAXATION COMMITTEE 
TOM BILODEAU - MEA RESEARCH DIRECTOR 

APRIL 5, 1991 

MEA's position statement on PERS & TRS pension taxation is explicit: 

"MEA opposes efforts to tax school employees' retirement benefits 
without an equivalent replacement benefit." (MEA Leg.Program #59) 

5B226 doesn't come close to complying with the Association's position 
and further threatens the minimal financial security presently provided 
by retirement benefits ravaged by inflation over the last fifteen 
years. (5ee the graph/tables appearing at the back of these materials.) 
MEA stands in opposition to 58226 as oresented to the House. 

As amended by the Senate, 5B226 will impose Montana income taxation on 
all TR5 and PERS benefit income in excess of $3,600 per year. The 
imposition of state income ta:<ation on these nublic retirement benefits 
violates the historic and recurrinq promise made to state and school 
district emolovees. Indeed, as recently as 1985 with enactment of 
"employer pick-up" of employee pension contributions as a pre-tax wage 
deduction, Montana unambiguously reaffirmed the tax exempt status of 
state pension benefits as an integral component of state employees' 
compensation package. 

~ithout specifying a funding source, the bill also proposes a one-time 
2% upward adjustment in TRS and PERS benefit levels. This adjustment 
is sometimes described by 58226 proponents as a "make-rtlhole" or 
"hold-harmless" off-set for this proposed new tax. Unfortunately, for 
the typical 1991 TRS retiree, an upward benefit adj,ustment of at least 
3.5% is required to be "made-· .... hole ll for 5B22 6' s proposed taxation 
levels! (See tables on following pages.) In the very first year of 
nension taxation under 5B226. many TRS retirees will see taxation 
effectively reduce the value of their pension bv more than 1% (>-S200). 
As time passes, and as both' the aggregate level of benefits·,and quite 
likely the level of taxation increase, the adverse impact of, taxation 
en pension purchasing value will grow even more pronounced. 

Finally, SB226 fails to identifY a viable funding source for the 
crooosed benefit adjustment. (See: Sec.3.) As presented by the Senate, 
SB226 virtually invites increased employer contributions to fully or 
partially pay for the benefit adjustment. Such a funding mechanism 
tra.nsfers the TRS benefit adjustment cost to county retirement levy 
property taxpayers. Moreover, raising TRS employer contributions by 
1/2% or more, to over 8% of payroll, will significantly diminish 
prospects that the Legislature will ever seriously deal with the 
continuing adverse impact of inflation on fixed retiree pensions. 

Arfiliated with ~:l.tiunal Educ:ltiun .-\!)!)oci:ltiun 
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