
MINUTES 

MONTANA HOUSE OF REPRESENTATIVES 
52nd LEGISLATURE - 1st SPECIAL SESSION 

COMMITTEE ON TAXATION 

Call to Order: By DAN HARRINGTON, CHAIR, on January 14, 1992, at 

ROLL CALL 

Members Present: 
Dan Harrington, Chairman (D) 
Bob Ream, Vice-Chairman (D) 
Ben Cohen, Vice-Chair (D) 
Ed Dolezal (D) 
Jim Elliott (D) 
Orval Ellison (R) 
Mike Foster (R) 
Bob Gilbert (R) 
Marian Hanson (R) 
David Hoffman (R) 
Jim Madison (D) 
Ed McCaffree (D) 
Bea McCarthy (D) 
Tom Nelson (R) 
Mark O'Keefe (D) 
Bob Raney (D) 
Ted Schye (D) 
Barry "Spook" Stang (D) 
Fred Thomas (R) 
Dave Wanzenried (D) 

Members Absent: Rep. Russell Fagg (R) 

Staff Present: Lee Heiman, Legislative Council 
Lois O'Connor, Committee Secretary 

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

HEARING ON sa 1 

Presentation and Opening Statement by Sponsor: 

SEN. JOHN HARP, Senate District 4, Kalispell, stated that SB 1 
was requested by the Department of Administration. During the 
last session, SB 226 which deals with pensions was passed. All 
pensions were treated equally at a $3,600 level for private, 
state, and federal retirees. During its enactment, it was 
brought to the attention of the Department that there was some 
question about the affective date of May 24 that it also included 
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the taxable year of 1990. It was never the intent of the 
Legislature to make the adjustment payments of state employees in 
1990. SB 1 follows the intent of the 1991 session which is to 
start making payment to the retirees on June 1, 1992 for taxable 
year 1991. 

Taxes are due April 15 and the payment is due to go out June 1. 
There is a month and a half where the retirees will have to pay 
their taxes prior to receiving their reimbursement of 2.5 
percent. The 2.5 percent will not make all state and local 
people "whole". In 1993 the payment will be distributed April 1 
instead of June 1 and will be two weeks ahead of the taxes due on 
April 15. 

Proponents' Testimony: 

Bob Marks r Director r Department of Administration, stated the 
Revenue Oversight Committee had some discussion as to when the 
reimbursement payments would be made to the recipients under SB 
226. There was some confusion about this; and because the bill 
had already passed after the first payments were suppose to be 
made, the Department decided that consistent with the 
interpretation the bill required three "make whole" payments for 
state and local government retirees and only two years of tax 
assessments. Because the Retirement Divisions did not have their 
methodologies together to certify to the treasurer the amount of 
money that was needed to fulfill the payments, he elected to make 
both of the payments in May. SB 1 clarifies this and allows only 
two payments to be made back to the state and local government 
retirees consistent with the two taxable years. 

Tom Schneider r Montana Public Employees Association, stated that 
if this bill had to pass he certainly would rather it pass with 
the move up of the payment date starting in 1993. He proposed 
that the Committee reverse what we are doing in the bill and 
leave the payment as scheduled in June of 1991. This way the 
retirees receive the money before they pay their taxes. It is 
necessary to do some th"i ng" for the retirees so that they won't 
have to wait 14 to 16 months to get the 2.5 percent payment after 
they start paying the estimated tax on their retirement benefits. 

He added a simple way to do this is to make the payment in 1991 
but we don't reimburse the retirement system until a year later. 
Many people will say that this will hurt the retirement systems. 
He urged the Committee not to believe it. We are only talking 
about the interest on $2.9 million for one year. The interest is 
$290,000, we are talking about retirement funds that total above 
$1 billion. There is no actuary in the world who is going to 
notice $290,000 on a billion dollars worth of assets. We are not 
endangering anything or anyone. We are only going to the one 
place that could afford to wait a year and that is the retirement 
fund. 
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Art Whitney, Association of Montana Retired Public Employees, 
provided written testimony. EXHIBIT 1 

Tom Bilodeau, Montana Education Association Research Director, 
provided written testimony. EXHIBIT 2 

Questions From Committee Members: 

REP. O'KEEFE stated that SB 1 is changing the offset payback from 
June 1, 1991 to June 1, 1992. He asked if the Senate was looking 
at changing the due date from June 1, 1991 to January 1, 1992 and 
was answered no. He asked if anyone had numbers available on six 
months instead of a year. Lawrence Nachtsheim, Administrator, 
Public Employees Retirement Division, said he did not know the 
revenue numbers on this; but if payments were to be made in 
January, it would create an impossible situation for the 
Retirement Division. They send out reports to 450 subdivisions 
to get information back about what they are paying or what they 
paid in the previous year. It takes a month to receive the 
information, and the divisions can't return this information 
until January 1. 

REP. ELLIOTT asked Art Whitney if he knew the average tax burden 
of the members of his association. Mr. Whitney said he did not 
know. REP. ELLIOTT said under the terms of the estimated tax 
bill, no one with a tax bill of under $500 is required to pay an 
estimated tax. This would be an individual with an income of 
$20,000 for single filers and $30,000 for married filers. 

REP. HARRINGTON asked Mr. Nachtsheim what his feeling where on 
the testimony given by Mr. Schneider relating to the retirement 
system picking up a one year advancement. Mr. Nachtsheim said 
the problem with having the retirement systems pick up a years 
cost is PERD will be granting a benefit adjustment which will 
cost the Retirement Division $6.7 million. This will give the 
employee a 2 percent increase. These dollars come from their 
interest income. If 2.5 percent is taken out here and 3.5 
percent taken out there and delay payment for a year, you will 
take out the interest income that is used to pay the cost. 

REP. HARRINGTON asked Mr. Schneider what would happen if the date 
were moved from June 1, 1991 to April 1, 1992. Mr. Schneider 
said because it is after January 1 and they are in the process 
required by law to set who is qualified and who isn't, there is 
no way it can be moved up this year. 

REP. THOMAS asked Mr. Schneider how many public retirees will be 
affected by SB 1. Mr. Schneider said it is very difficult to 
come up with a figure because if a system average is used, it 
could be said that none will be affected. We all know that there 
are retirees who will be affected by the estimated tax. 
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REP. REAM stated that one of the concerns in HB 14 was that 
retirees would be making the first tax payment before they 
received the reimbursement. It appears it is being taken care of 
SB 1. He asked Mr. Schneider what his other concerns were about 
the inter-relationship between the two bills. Mr. Schneider said 
if HB 14 becomes affective in 1993, retirees will have received a 
payment this year, but there will still be people who are going 
die in the first five months of this year who will not get the 
2.5 percent payment at all. There are also people who have 
started taking money out every month starting last July because 
they would have to pay the tax this April. REP. REAM asked Mr. 
Nachtsheim to respond. Mr. Nachtsheim told the Committee that 
the way the bill is set up, a retiree has to be drawing an 
annuity on the day the Retirement Division makes the payment. If 
the payment is made in June and someone died in March, they would 
be subject to the revenue codes. The Retirement Division would 
not include this in the monthly benefit because they must be 
living at the time the payment is made. REP. HARRINGTON asked if 
that person has a beneficiary, would the beneficiary continue to 
get the payment. Mr. Nachtsheim said it is a procedural thing. 
When a member retires, they may choose an optional retirement 
that continues the payment to someone else. This as far as the 
Retirement System is concerned is the same retirement benefit for 
as many beneficiaries as it has to pay. If the benefit is 
calculated in May for a June payment, they would take into 
consideration all that was paid under that account. This would 
be reimbursed to the individual who would be receiving the 
benefit on that account. It is a benefit that stops at the point 
and time at which the member dies. If there is a beneficiary and 
it is a continuing benefit, they would receive all that was due 
last year. If there is no beneficiary, there would be no one for 
the Retirement System to pay so the account would get no credit. 

Closing by Sponsor: 

SEN. HARP closed by referring to SB 226. He said the question on 
SB 226 is a Supreme Court decision Davis vs Michigan. For a 
period of two years~ Montana was not taxing any retirees at a 
cost to the State of 70 percent of the retiree dollars. It 
became apparent at the end of the last session that this problem 
of the Supreme Court decision had to be addressed. He felt the 
courts should decide what the disposition of SB 226 should be. 

EXECUTIVE ACTION ON SB 1 

Motion/Vote: REP. ELLIOTT moved SB 1 BE CONCURRED IN. MOTION 
FAILED ON A 10 TO 10 TIE ROLL CALL VOTE. EXHIBIT 3 

Motion/Vote: REP. ELLISON moved to reconsider the motion on SB 
1. MOTION CARRIED UNANIMOUSLY 

Motion/Vote: REP. HARRINGTON moved SB 1 BE CONCURRED IN. MOTION 
CARRIED 10 TO 9 ON A ROLL CALL VOTE. EXHIBIT 4 
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ADJOURNMENT 

Adjournment: 10:30 a.m. 
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DAN HARRINGTON, Chair 
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record. On the plus side, Representative Nisbet's CD-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 ~nding 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 ,anq 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, 
.... ~cntana residen~ 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 

... I'RS retiree. 

Affiliated with \f ationai EducatiOn :'ssoc:atlon 



PENSION TAXATION: BEFORE & AFTER SB226 

Until changed by the 1991 legislature, Montana's income tax law 
treated the "typical TRS retiree" retiring in June of 1991 

(i.e. a retiree age 55, with 25 years service, entitled to an annual 
TRS benefit of $13,000, and having $7,000 in non-pension income), 
to $127 in income tax based on the $7,000 of non-pension income. 

Under SB226, the same 1991 retiree will receive an annual benefit 
adjustment of +$325 but be expected to pay $523 in Montana income tax 

on pension benefits ($13,260) plus other income ($7,000). 
The "net impact" of SB226 on this retiree is to reduce his/her 

after-tax spendable income by $72; or the equivalent of 
reducincr t!:.e value of his/her TRS oension bv -.55%. 

SB226 obscures -- but in no fashion negates -- the fact that the 
taxation of public pension benefits is seen by some as a significant 
revenue source upon which the State's budget can be balanced. Indeed, 
SB2 2 6' s pension tax TNas the one maj or "new tax" advocated by the 
governor and enacted by the 1991 legislature. It will raise more than 
$27 million in new revenue for the state during the 1991-93 biennium .. 
Approximately $8 million of this new revenue will come from TRS and 
PERS pensioners, while the +2.5% pension adjustment will cost the State 
only slightly more than $7 million. 

SB226 abrogated Montana's fifty-year promise of tax exemption for 
TRS/PERS benefits. SB226 failed to make the TRS/PERS systems and 
pensioners Whole -- over the biennium, nearly $700,000 more in revenue 
will be collected from TRS/PERS benefit receivers than will be paid-out 
to selected retirees pursuant to the 2.5% pension adjustment. 
Moreover, SB226 fails to assure many current retirees and virtually all 
fu~ure retirees of an equivalent replacement benefit in exchange for 
the imposition of taxation. . 

MEA's efforts to defeat SB226 were instrumental in assuring that 
nothing less than a +2.5% benefit adjustment was authorized for TRS and 
P~RS pensioners. We will remain vigilant to assure that the full 
intent of SB226 and continuing state funding for the adjustment are 
maintained. Nevertheless, enactment of pension taxation is a serious 
and lasting scar on the record of the 1991 legislative session. By 
playing IIbudget-balance games" on the backs of pensioners, retirees can 
-- at best -- view the 1991 legislature (and possibly the 1992 special 
or 1993 regular legislatures as well-?) as a "zero-sum" 
finance exercise. 
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1-'8 ~ Association of Montana Retired Public Employees ~:.). " 
Post OffIce Box 4721 

Helena. Montana 
59604 

TESTIMONY - JANUARY 14, 1992 

BEFORE HOUSE TAXATION COMMITTEE 

Association of Montana Retired Public Employees 

SB 1 

A non-profit 
corporation 

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

Our association does not oppose SB 1 as amended by the Senate 
Taxation Committee, provided state and local government retirees 
are allowed to continue paying their income taxes by April 15 
wi thout penalty. The Senate amendment changed the refund date from 
June 1 to April 1. That will allow our members to receive their 
"make whole" payments just prior to the time they must pay their 
taxes, provided our filing schedule is not changed by HB 14. 

SB 226 passed by the 1991 session 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 partial restitution for this change, 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, to 
be returned to each retiree in a lump sum payment. While this will 
not keep each retiree's income "whole," at least it will soften the 
blow for all of us. 

However, HB 14 will require that we pay our income taxes 
quarterly by declaration, or that we have them deducted from our 
monthly checks. In that event we will have to start paying up to 
fifteen months before receiving our payments. From our standpoint, 
the state will be holding our money for from three to fifteen 
months before returning it to us. This will constitute a taking of 
our money, not a borrowing, because we can never catch up. When 
death ends our annuity payments, each of us will have paid 
(depending on what month we die) from three to fifteen months in 
taxes more than we have received in adjustments. 

In order to keep our adjustments current with our tax 
payments, we do not oppose SB 1 provided retirees are exempted, 
along with farmers and ranchers, from the provisions of HB 14. 

If we are not exempt from the provisions of HB 14, then we are 
opposed to SB 1. If SB 1 is not passed, some feel we will be 
refunded for 1990, a year in which our pensions were not subject to 
state income tax. This is not true. Eventually, we will instead 
be paid during the year for which we are being taxed. The first 
two years (1991 and 1992) are confusing because the 1991 payment we 
should have received in 1991 now cannot be paid until 1992, and the 
pre-payment provisions of HB 14 do not take effect until the 1993 
tax year. However, from 1993 on the state will have some of "our" 
money from January 1 through June 1 and we will have some of the 
state's money for the last half of the year. We believe this would 
be more equitable than the state always having our money for from 
three to fifteen months. 
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SB226 (HARP) -- PENSION TAXATION & BENEFIT ADJUSTMENTS 
------------------------------------------------------

BEFORE THE HOUSE TAXATION COMMITTEE 
TOM BILODEAU - MEA RESEARCH DIRECTOR 

APRIL 5, 1991 

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

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

S~:26 doesn't come close to complying with the Association's position 
a~i further threatens the minimal financial security presently provided 
by retirement benefits ravaged by inflation over the last fifteen 
y~ars. (See the graph/tables appearing at the back of these rna~erials.) 
~ ~ stands in oooosition to S8226 as oresented to the House. 
'-

As amended by the Senate, S8226 will impose Montana income taxation on 
a£ 1 TRS and PERS benefit income in excess of $3,600 per year. The 
:;,..., • l- • C t l-' t ' +-' th b 1 . t . t...., F • t-;..,..,os 11..10n 0 i.. ~ a I..e . income a.<a '- ~on on ,:ese ou _lC r~ 1 remen ~ene _ 1 _s 
'll~lates the hlstorlC and ~eCU~~l~C nromlse made to state and school 
i?st~ict emolovees. Indeed, as recently as 1985 with enactment of 
II, nployer pick-up" of employee pension contributions as a pre-tax wage 
d~uction, Montana unambiguously reaffirmed the tax exempt status of 
state pension benefits as an integral component of state employees' 
c npensation package. 

i-. 

~vithout specifying a funding source, the bill also proposes a one-time 
2- upward adjustment in TRS and ?ERS benefit levels. This adjustment 
i .. sometimes described by SB226 proponents as a "make-'.vhole" or 
"hold-har:nless II off-set for this proposed ne'N' tax. Unfortunately, for 
th~ typical 1991 TRS retiree, an upward benefit adjustment of at least 
]: 5% is required to be "made-whole ll for S8226's proposed taxation 
1~e1s! (See tables on following pages.) In the very first vear of 
2.ension taxation under SB226, many TRS retirees will see taxation 
~ :ectively reduce the value of their pension by more than 1% (>-$200) . 
. ;t. time passes, and as both the aggregate level of benefits·.and quite 
li~ely the level of taxation increase, the adverse impact of taxation 
01 pension purchasing value will grew even more pronounced . ... 
Finally, SB226 fails to identify a viable funding source for the 
Qf~oosed benefit adjustment. (See: Sec.J.) As presented by the Senate, 
Sl~26 vi~ually invites increased employer contributions to fully or 
9~~ially pay for the benefit adjust~ent. S~ch a f~ndi~g ~echanism 
~ransfers the TRS benefit adjustment cost to county retirement levy 
9t Jperty taxpayers. Moreover, raising TRS employer contributions by 
l~% or more, to over 8% of payroll, will significantly diminish 
9rospects that the Legislature will ever seriously deal with the 
c:. 1t::.nu~ng adverse impact of inflation on fixed retiree pensions . .. 
- Affiliated '.vith ~;l.tional Educ:ltion .-\:)sllc::J.tiun 
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