MINUTES

MONTANA SENATE
52nd LEGISLATURE - REGULAR SESSION

COMMITTEE ON TAXATION

Call to Order: By Senator Mike Halligan, Chairman, on March 11,
1991, at 8:00 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: None

HEARING ON HOUSE BILL 481

Presentation and Opening Statement by Sponsor:

Representative Wallin, District 78, sponsor, said auctions
on property acquired by tax deed are conducted every six months.
The bill would allow the Board of County Commissioners to sell
the property between the first auction and the next scheduled
auction if there were no qualifying bids submitted for the
property at the first auction. The Board may sell the property
by negotiated sale at a price that is not less than the fair
market value that was fixed for the original auction.
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Proponents' Testimony:

There were no proponents.

Opponents' Testimony:

There were no opponents.

Questions From Committee Members:

There were no questions.

Closing by Sponsor:

Representative Wallin closed.

EXECUTIVE ACTION ON HOUSE BILL 481

Recommendation and Vote:

Senator Eck moved HB 481 Be Concurred In.

The motion CARRIED unanimously.

HEARING ON SENATE BILL 378

Presentation and Opening Statement by Sponsor:

Senator Harding, District 25, sponsor, said the bill exempts
from execution a judgment debtor's property in this state when
judgment is in favor of another state for failure to pay that
state's income tax on a pension or retirement plan. The bill has
been heard in the Judiciary committee and was transferred to this
committee. Senator Harding said there are concerns regarding
reciprocal tax collections between states. She noted there are
bills in both houses of Congress which will address the problem
on a nationwide basis.

Proponents' Testimony:

Ed Sheehy, Retired Federal Employees, said several states
have been seeking out retirees who earned their retirement in one
state, but moved to another state when they retired. This is
called source taxing and basically amounts to taxation without
representation (see Exhibit #1).
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Opponents' Testimony:

There were no opponents.

gpestions From Committee Members:

Senator Van Valkenburg asked Denis Adams to respond to the
reciprocity problem.

Mr. Adams replied Montana has reciprocal agreements with
almost all the states, including California. He said DOR feels
the bill may be unconstitutional in that if the judgment 1is
reduced to a monetary amount under the U. S. Constitution, the
states are required to enforce the other state's judgment. This

is supported by case law. There are many ramifications other
than the pension issue.

Senator Eck said this issue came up during the pension
bills.

Mr. Adams said states can tax source income. Montana can
require non-residents who draw Montana retirement to pay a tax if
the legislature sees fit to enact such a tax.

Senator Van Valkenburg asked how a taxpayer can avoid double
taxation if Montana were to tax it the retirement which was

earned here and California taxed the income because the person is
a resident.

Mr. Adams replied all states allow a credit for taxes paid
in another state. The only difference would be if the tax rates
were different - higher or lower taxes would result in paying
more or less than the base amount.

Closing by Sponsor:

Senator Harding closed by saying she thought this was a
simple bill. It was introduced with the intention of avoiding
taxation without representation. She said she has no intention
of creating problems with other states and their taxes, however,
she felt people shouldn't be taxed where they cannot vote.

EXECUTIVE ACTION ON SENATE BILL 378

Recommendation and Vote:

Senator Eck moved SB 378 be Tabled.

The motion CARRIED with Senators Harp and Brown voting no.
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EXECUTIVE ACTION ON HOUSE BILL 151

Amendments, Discussion, and Votes:

Jeff Martin, Council Researcher, presented the proposed
amendments to the bill (Exhibit #2).

Senator Doherty moved the amendments be adopted.

The motion CARRIED unanimously.

Recommendation and Vote:

Senator Eck moved HB 151 Be Concurred In As Amended.

The motion CARRIED unanimously.

Senator Doherty asked to be quoted as saying, "Contrary to
some suggestions in printed material, these amendments do not
appear to be dilatory or an attempt to forestall corrective

action on an immediate problem. They appear to make the bill a
lot better."

HEARING ON SENATE BILL 416

Presentation and Opening Statement by Sponsor:

Senator Williams, District 15, sponsor, said the bill allows

a tax credit over a five year period for installing a geothermal
system.

Proponents' Testimony:

Gene Phillips, Pacific Power and Light, said the bill was
introduced at the request of PP&L. The geothermal system uses
the earth's heat to heat a house in the winter and cool it in the
summer. He said in the Libby area 21% of the homes are heated by
wood stoves and 1% by heat pumps. As a result, there is a
substantial air quality problem in that area. PP&L commissioned
an air quality study for the area, the results of which are
contained in Exhibit #3. Use of a ground source heat pump would
alleviate the air quality problem measurably. He referred to the
chart in Exhibit #4 for the proportion of contributing factors in
the air pollution. Heat pumps are not inexpensive, he noted.
They cost anywhere from $6,000 to $12,000. He presented a chart
of comparative fuel prices (Exhibit #5).
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Kelly Goosey, Energy Recon, said he has worked with the
Ravalli and Flathead Electric Cooperatives on a survey to
determine heat loss, home insulating efficiency and pollution
factors. He has installed 50 performing heat pumps in the
Flathead area. He said a ground source system will operate at
300-350% efficiency. One installation in a 4000 square foot home
with a ground source system yields killowat usage of $45 per
month. Electric companies have established incentives for their
customers who install geothermal devices. The public has a real
concern about clean air and energy conservation and is making the
change, even with the relatively high cost factor. The
incentives are helping with those conversions.

Rudy Kratofil, Ravalli Electric Cooperative, said the
geothermal systems make "super good sense" and are workingivery
well in his area. He has worked closely with Mr. Goosey in
training and education programs. He submitted information to the
committee on the geothermal systems (Exhibit $6).

Jim Jensen, Montana Environmental Information Center, spoke
in support of the bill. He noted the incentives are taxed,
a concern that some people have expressed when they have
considered purchasing the heat pump.

Opponents' Testimony:

There were no opponents.

Questions From Committee Members:

Senator Harp said the bill enacts a tax credit and he
wondered what would happen if the legislature passed a flat tax.

Denis Adams replied he would have to research the offset and
flat tax possibility.

Senator Yellowtail asked for clarification of the "open" and
"closed" loop application.

Mr. Goosey explained the closed loop is an underground
source and the open loop utilizes open water.

Senator Gage said there may be a problem in that this heat
source is realistically only available to those who own their own
home. It would be prohibitively expensive for owners of rental
units to install and certainly renters, themselves, would not
invest in that system.
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Closing by Sponsor:

Senator Williams said this project will cost some money at
the beginning, but the savings certainly will offset that cost.
Northwest power use has grown 4% per year for the last 3 years.
The power surplus of the '80's is gone and new power sources must
be developed. He urged the committee to give serious
consideration to the bill.

HEARING ON HOUSE BILL 313

Presentation and Opening Statement by Sponsor:

Rep. McCaffree, District 27, sponsor, said the bill has been
introduced at the request of the Montana Treasurers Association.
The bill revises the procedures for issuance of a tax deed. If
the county takes a tax deed, it must notify all interested
parties. When an individual takes tax deed, he must notify all
interested parties. If he fails to do so, the County Treasurer
must complete the notification and then charge the individual
$500. The $500 is often uncollectible and results in claim
against the tax title. The bill relieves the Treasurers of the
obligation of notifying the interested parties if the individual
who took tax title does not complete the notification.

Proponents' Testimony:

Court Harrington, Montana Treasurers Association, said this
creates an obligation to follow through with procedures when you
take a tax assignment. If you do not complete the process, then
the interest in the tax assignment is lost.

Opponents' Testimony:

There were no opponents.

Questions from Committee Members:

There were no questions.

Closing by Sponsor:

Rep. McCaffree said this bill is another attempt to

streamline the process and make it easier to apply to current tax
deed assignments.
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EXECUTIVE ACTION ON HOUSE BILL 313

Recommendation and Vote:

Senator Gage moved HB 313 Be Concurred In.

The motion CARRIED unanimously.

EXECUTIVE ACTION ON SENATE BILL 226

Discussion:

Senator Van Valkenburg said it is important to discuss the
retirement bills in light of budget balancing concerns as the
Senate gets closer to the transmittal date. He suggested
providing a $3600 across the board exemption to all retirees. He
also said it is important to recognize the historical
relationship between Montana public employees and the rest of the
population employed in the state. The Montana public employees
have been paid at a lower level than the private sector or
federal employment. The situation of the Montana public
employees has been recognized by the fact that the state
affirmatively decided not to tax any of their retirement
benefits. Because of the Davis decision and the loss of revenue
with respect to retired federal employees, Senator Van Valkenburg
felt it would not be possible to continue to provide a total
exemption to Montana public employees. His solution is to
provide an offsetting increase in benefits to the Montana public
employees. He said there may be some legal problems with that
provision. The Montana Public Employees Association feels that a
- bill can be drafted which would withstand any legal challenges.

Senator Van Valkenburg presented a list of options prepared
by the Department of Revenue (Exhibit #7). He said in order to
get the process moving, he would like to present amendments to
Senator Harp's SB 226 which would give a $3600 across the board
exemption to all retirees. The amendments would also include a
2% across the board retirement benefit increase to Montana public
employees. The net revenue effect. of that will be to generate an
additional $16.25 million per biennium. He said that is somewhat
close to what the Governor's budget envisions.

Senator Harp said he agreed to those provisions in the
spirit of bipartisanship. He said it is necessary to make it
clear that the intent is to recapture the federal dollars. He
felt there would be strong support from the Republicans and,
although it is not the approach the Governor prefers, it comes
close to accomplishing the same purpose.

Senator Thayer expressed concerns about the lawsuit

threatened by the federal retirees. He said he felt the military
retiree is entitled to the same treatment as the state employees.
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Senator Eck said she felt there would be an advantage to
considering two separate bills. One bill would provide a $3600
exemption and another, which could be tied to it, would deal with
increases in the retirement benefits. She said this is not a
bill to balance the budget and provide revenue to the state. It
is o0ld business from two years ago and needs to be resolved now.

Various suggestions were made for different approaches to
the bill. Senator Harp said it is impossible to create a perfect
package at this point. He felt it would be back to the Senate in
one form or another at least one more time as it will be tied to
the budget balancing process as it moves ahead.

Amendments, Discussion, and Votes:

Senator Towe moved to amend the bill as per the amendments
in attached Exhibit #8. This is essentially a substitute bill.

Leo Barry said the chances are the bill would not survive a
legal challenge as the amendments propose.

Senator Harp was concerned with allocating money from the
general fund as it is too early to determine where the money will
be found. He asked the committee to strike the reference to the
general fund. :

Senator Towe reviewed the amendments and amended his motion
to adopt the amendments presented in the attached standing
committee report on SB 226 (Exhibit #9).

The motion CARRIED unanimously.

Recommendation and Vote:

Senator Towe moved SB 226 Do Pass As Amended.

The motion carried on a roll call vote.

ADJOURNMENT

Adjournment At: 10:00 a.m.

A
“D. ROHYANS, retary
MH/jdr
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National Association of Refired Federal Employees

RiLL NO.

S8 37K

1533 New Hampshire Avenue NW
Washington, DC 20036-12789
(202)234-0832 FAX:797-9698

ISSUE: STATE INCOME SOURCE TAXATION

Several states, California being the most aggressive, have been seeking
out former residents and taxing them on retirement income earned while a

resident of that state. For example, an individual who works in California
retires and moves to Nevada. California is able to tax that individual's

pension, annuity or IRA on the basis that the pension was earned in the
state of California. This is called "source-taxing" and is legal. 1If

the non-resident does not pay the source taxes states can hire collection

agencies to reposses cars and put leins on homes. 1In addition, Californ
includes a 55% penalty and daily interest in the tax assessment.

PROSPECT

Companion bills have been introduced in the House and the Senate. Rep.
Barbara F. Vucanovich (R-NV) sponsored H.R. 431, and in the Senate,

S. 267 was introduced by Senator Harry Reid (D-NV). The bills would
prohibit a state from taxing the pension income of individuals who are
not residents or domiciliaries of that state.

The same bills had been introduced in the 10lst Congress. Neither bill
moved out of committee, nor were hearings held.

NARFE'S POSITION

States should not be allowed to tax the annuities or pensions of non-

residents. NARFE fully supports legislation that will prohibit states
from taxing the retirement income of individuals who are no longer
residents or domiciliaries of such states.

It is unfair that non-resident retirees should have to pay taxes to a

state when they no longer can vote in, or receive benefit from, such
state. This is true taxation without representation.

National Association of Retired Federal Employees

ia



SENATE TAXATION

EXHIBIT K022

Amendments to House Bill No. 151 B&LNO__ljlé——l:zl"'

Third Reading Copy

For the Committee on Taxation

Prepared by Jeff Martin
March 7, 1991

1. Page 3, line 7.
Strike: "THE RATIO"

2. Page 3, line 8.
Strike: the first "QF"

3. Page 3, lines 8 and 9.
Strike: "REMAINING" on line 8 through "REMOVED" on line 9
Insert: "that the property was in the state"

4. Page 3, line 9.

Strike: "i2"

" Insert: "the number of months from when the property was first in
the state to the end of the year. The refund may not exceed
the amount of the tax paid"

5. Page 3.
Following: line 9

Insert: "(4) For the purposes of this section, "month" means any
part of a calendar month."

1 hb015101.ajm
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Yap Into Nature’s Energy Source
For Total Heating And Cooling
Comfort Year’'Round...

Geo-Thermal“Heat Pumps by Climate Master Cui Utiliiy Cosis |
Using The Most Efficient Technology Available Today!

ClimateMaster |




There'’s A Perfect
HeatPumpin

You can enjoy the comfort and economy of a
Geo-Thermal” Heat Pump in your home.

The concept of drawing energy for heating and
cooling from the earth is practical, clean and saff
while costing far less to operate than conven-

tional systems. Climate Master has pioneered
this concept and designed systems that have
been operating in every part of the country for

It's“A Natural” For Cutting
Heating/Cooling Costs

Save both ways—heating and cooling—with a Geo-Thermal
Heat Pump by Climate Master.

When you heat using nature’s own energy source, your savings
over the operation of conventional heating systems can be as
great as 70%. Basically, the only energy cost you pay is the
power it takes to pump water from a well or through the earth
loop, and to operate a blower fan and compressor.

In cooling, the savings over other types of air conditioning units
ranges between 25% to 50%. The comfortis total, and the cost is
downyear’round.

More Savings In Operation

Geo-Thermal Heat Pumps by Climate Master are more
economical from every angle. They are easy to instali and easy
to maintain. Rugged Climate Master construction keeps your
unitin dependable running condition for years of comfort at top
efficiency. The required unit doesn't take any abuse from
weather extremes, either. It's located completely indoors,
resulting in extended equipment life.

Clean As Electricity Without The High Cost

A Geo-Thermal Heat Pump circulates clean indoor air with no
pilot lights, no burners—no flame at all. Since these attractively
designed units are installed indoors, venting is not necessary,
and there is no loss of heat to the outside. Safety is enhanced
because there are no pilot lights, burners or flames in the system.
Your home’s interior stays cleaner because the Geo-Thermal
Heat Pump produces no waste by-products normally associated

overd40years. If you're tired of high heating
and cooling bills, turn to the natural
' comfort solution: a Geo-Thermal Heat
Pump from Climate Master.

with fossil-fuel heating systems. Your home’s exterior and
landscaping are not marred by unsightly outside units that are
subject to damage by harsh weather. They are amazingly efficien
as well, with EERs as high as 15.0 when cooling and COPs as
high as 3.98 when heating. The energy that is used is made to
yield maximum results. From every perspective, a Geo-Thermal
Heat Pump by Climate Master provides total comfort at substan-
tial savings over older, conventionai methods. It is the proven
technology of today.

Geo-Thermal™Heat Pump Cost Savings

80%

70%

20%

10%

0%

Based on the following heating seasonal performance
factors (HSPF)

Comparative Energy Costs

Electricity End Rate: 1988 Average of
4.97 cents/Kilowatt Hour
Gas. 22 to 24 cents/Cubic Metre

1. Electric Furnace HSPF: t

2. Conventional Gas Furnace HSPF: 0.6
3. HighEfheiency Gas Fuinare HSPF: 0.9
4 Grour: oeconit o HSPF 2 8



bo-Thermal

Ation ForYour Home...

The Working ConceptIs Simple And Proven

The Geo-Thermal Heat Pump works much the same as an air conditioner or air-source
heat pump. The difference is that a constanttemperature water is the primary source for
heating and cooling—instead of varying air temperatures as in conventional systems.

Earth And Water Beneath Your Home Are The Source

The ground and water beneath your home remains at a constant temperature year
'round... typically 45to 75 degrees ... depending on your geographical location. When
heating, the Geo-Thermal Heat Pump circulates water coming from the earth and uses
itas a heatsource. Heat is extracted from the water and transferred to a refrigerant
supply. The refrigerant is then compressed to a higher temperature. When air is passed
over the hot coils it becomes hot and then moves on to warm the airin your home.
When cooling, heat is removed from your home to the refrigerant, exchanged to the
outside water, and expelled into the earth.

There's A Geo-Thermal Heat Pump
Designed To Fit Inside Your Home

Slimate Master offers a large range of Geo-Thermal Heat Pump
capacities to fit the needs of virtually every size and style of home.
Most houses require just one unit. Square footage or layout may
dictate the use of more. However, whether in a northern or
southern location, there isa Geo-Thermal
Aeat Pump system that offers home
owners high EER* and COP* ratings.

Climate Master units are available in
‘hree basic styles: horizontal,
vertical and split systemmodels.
The versatitity of these com-
Jactunits permits installation
almost anywhere—in base-
ments, utility rooms, attics,

crawl spaces, closets, or

aven concealed in ceilings. e
Aslong asthe spaceis temper-
ature controlled and no cold
extremes occur in the winter
nonths, a Geo-Thermal Heat
Pump can be put to work
effectively.

Vertical, Down Flow, and Horlzontal Models
are available in various capacities up to 5
tons of heating/cooling. (60,000 Btu/Hr.)

* EER s the ratio of cooling capacity in BT Us per Hour
(BTUH) comparedto the watts of eleclricity used.
COP s the ratio of heafing capacily in BTUH to the
inpul watts expressed in BTUH (3,413 8TUs per watt).

Climate Master Quality

Every unit is ruggedty built from the highest quality materials and
components, then subjected to rigorous testing at the factory.
The Climate Master record of performance and durability assures
you of years of comfort with little or no maintenance.

Vertical Models. Avail-
able in many sizes, this
unitis ideal for basement,
utifity room or closet
installation for where
ducting is below the floor.

Down Flow Models. Vertical
units designed for where
ducting is below the floor.

Horizontal Models.
Install in ceilings, utility
rooms, crawl spaces and
attics—wherever ambient
temperatures are
controlled.

Split System Models.
Smaller capacity units,
perfect for add-on to oil,
gas, or electric furnaces.




Choose FromTwo
Efficient, Proven Systems

Outside your home, two types of Geo-Thermal Heat Pump
systems are available. Each uses the same principle of drawing
energy from the earth to provide ideal indoor temperatures ata
far lower cost than typical heating/cooling equipment. Both
offer the advantages of total heating, cooling, air circulation,
airfiltration and dehumidification for your home.

Closed Loop System. To capture the constant temperatures stored below the earth’s surface, water (sometimes treated with a
non-freezing solution) is recirculated through special pipe installed in the ground, using the warmer earth temperature during the
winter, and transferring heat to the cooler earth temperature in the summer.

Ground Water System. To retrieve the even temperatures stored in the earth, ground water is pumped to the Geo-Thermal Heat
Pump. In the winter, the water supplies a constant heat source much higher than low temperature outdoor air. In the summer, the
same temperature water is much cooler than the air on hot days, providing for more efficient removal of heat.

For more information, contact your local Geo-Thermal™
Heat Pump dealer:

Hg

Printed inU.S A Oklahoma City, OK731 25
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THE GEO-THERMAL" HEAT PUMP SYSTEM
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“TYPICAL VERTICAL
" CLOSED LOOP
-+ HEAT EXCHANGER

FOR MORE INFORMATION CONTACT:

" POLYBUTYLENE OR
POLYETHYLENE HEAT
EXCHANGER - BORES ARE
4"DIAMETER MINIMUM, 10
FOOT MINIMUM SPACING
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ClimateMaster

THE GEO-THERMAL' HEAT PUMP SYSTEM

'HIGH TECH. The latest high tech, high performance system that is revolutionizing the way
we heat and cool our homes.

The Climate Master Geo-Thermal™ Heat Pump System is the latest high performance home environment
system available and has established itself as the best system value for many reasons. It provides:

+ Extremely high efficiency » Virtually free hot water

+ Low operating cost » Low maintenance costs

+» No outdoor equipment » No hazardous flames or fumes
+ Longer equipment life » Clean operation

» Energy conservation » Excellent return on investment

GEOTHERMAL. Borrowing the heat energy from the earth to heat and cool our homes.

The Climate Master Geo-Thermal™ Heat Pump System is an electrically powered device that uses the natural
heat stored in the earth. The system simply moves heat from one place to another. By tapping the free

geothermal heat stored within the earth under your own backyard, the System transfers the heat into your
home to give you comiortable warm air in the winter.

In the summer the heat moving process is reversed, taking the heat out of your home and returning it to the
earth, leaving your home cool and refreshingly comfortable.

HEAT EXCHANGER. Opening the door to free geothermal energy.

The Climate Master Geo-Thermal™ Heat Pump System collects heat from fluid that is circulated through a
special "closed loop” pipe "heat exchanger" buried in the earth. Through extensive research by The Shell Oil
Company and Phillips Petroleum Company, the pipe resins "Polybutylene" and "Polyethylene" were
developed. These long life high density resins made the "heat exchanger” possible. They are the key to
unlocking the earth's energy resources - free geothermal energy found in your own backyard.

SUBSTANTIAL SAVINGS. Savings up to 65% on your total heating, cooling and hot water
costs.

Did you know that heating and cooling your home and your hot water requirements make up apprbximately
70% of your utility consumption? The Climate Master Geo-Thermal™ Heat Pump System can substantially
reduce your operating costs in all three areas.

Proven savings up to: 70% on domestic hot water - - - - - - - 65% on heating------ - 35% on cooling

SAFETY FIRST. Simply the safest heating and cooling system available.

NO vents NO flames NO fumes

CLIMATEMASTER GEO-THERMAL"
HEAT PUMP SYSTEMS

7300 S.W. 44th Street - Oklahoma City, OK 73179 . (405) 745-6000 - FAX (405) 745-6058
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PROJECTED COST TO "KEEP WHOLE" STATE/LOCAL GOVERNMENT
RETIREES AT ALTERNATIVE PERCENTAGES OF BENEFITS

Percentage
2.0%

2.5%
3.0%
3.5%
4.0%
4.5%
5.0%
5.5%
6.0%

(millions of dollars)

FY92
2.67
3.34
4.01
4.68
5.35
6.02
6.68
7.35
8.02

3.73
4.47
5.22
5.96
6.71
7.45
8.20
8.94

Bicnnium
5.65
7.07
8.48
9.90

11.31
12.73
14.13
15.55
16.96
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REVENUE IMPACTS OF ALTERNATIVE RETIREMENT INGbME—S¢5/ 32/ N

BLANKET EXCLUSION LEVELS
(millions of dollars)

Exclusion FY92 FY93 Biennium

$ 0 18.91 20.80 39.71
$ 3,600 10.43 11.47 21.90
$ 4,000 9.70 10.67 20.38
$ 4,500 - 8.89 978 18.68
$ 5,000 8.19 9.01 17.20
$ 6,000 ‘ 6.81 7.49 14.31
$ 7,000 5.61 6.18 11.79
$ 8,000 ' 4.55 5.00 9.55
$ 9,000 3.36 3.99 7.62
$10,000 2.82 3.10 5.92
$11,000 2.14 2.36 4.50

$12,000 1.55 1.70 3.25



REVENUE IMPACTS OF ALTERNATIVE RETIREMENT INCOME

BLANKET EXCLUSION LEVELS
(millions of dollars)

Exclusion FY92 FY93
$ 4,000 9.70 10.67
$ 4,500 8.89 9.78
$ 5,000 8.19 9.01

5.61 6.18

$ 7,000

At

Y TR
SA2R4

Biennium

20.38
18.68
17.20
11.79
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BILL NO__ :SAS 7&T{L

Amendments to Senate Bill No. 226
First Reading Copy

For the Committee on Taxation

Prepared by Jeff Martin
March 7, 1991

1. Title, lines 7 through 9.

Strike: "A" on line 7 through "LESS" on line 9

Insert: "AN EXEMPTION OF $3,600 FROM TAXATION OF BENEFITS FROM
FEDERAL, STATE, AND PRIVATE RETIREMENT, ANNUITY, PENSION,
AND ENDOWMENT PLANS OR SYSTEMS; TO PROVIDE FOR AN ADJUSTMENT

PAYMENT TO RETIREES OF STATE, LOCAL, AND TEACHER RETIREMENT
SYSTEMS WHO ARE MONTANA RESIDENTS"

2. Title, line 9.
Strike: "15-30-101,"

3. Title, line 11.
Following: "19-8-805,"

Insert: "19-9-1005, 19-10-504, 19-11-612, 19-12-407, 19-13-1003,"

4, Title, lines 11 and 12.
Strike: "REPEALING" on line 11 through "MCA;" on line 12

5. Page 1.
Following: line 15
Insert: " WHEREAS, the State of Montana desires to tax federal,
state, and private retirement benefits equally; and

WHEREAS, the State of Montana has in the past provided its
employees with a benefit of employment through its tax system;
and

WHEREAS, the Legislature desires and encourages qualified
employees to enter and remain in public service; and

WHEREAS, it is the policy of the State of Montana to
encourage public employees who become superannuated or
incapacitated to retire and, to that end, to provide sufficient
benefits to provide for retlrement' and . ﬂﬂ p\) OA[LO

' WHEREAS, the Legislature wlshes to encourage retired state,

IocaI—~and~sehee}~employees to remain within Montana to pfov1de a
critical mass of retired persons who use certain services ahd
facilities that are impor nt to retired persons and that may™
keep and perhaps entice Avstired persons into the state; and

WHEREAS, the Legislature has in the past granted increases
in retirement benefits in a manner designed to provide relatively
greater increases to those retirees who were employed during the
years of low wages and whose benefits are relatively small; and

WHEREAS, the Legislature therefore grants an increase in
benefits to its former public employees who are residents of the
state to provide compensation to encourage them to remain in
Montana; and ,

WHEREAS, the Legislature is ~concerned about the-
"qompre551on" of retirement-benefits and desires to provide
-.relatively greater increases-to-those-with higher-retirement

1 sb022601.ajm



benefits.

STATEMENT OF INTENT

A statement of intent is required for this bill because the
public employees' retirement board and the teachers' retirement
board must establish a percentage rate to provide a uniform
adjustment payment rate to all members of public retirement
systems as provided in ([section 43}."

6. Pages 1 through 20.
Strike: everything after the enacting clause
Insert: "Section 1. Section 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 gross
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 on the income; and

(d) depreciation 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 labeled 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 other political subdivision 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 & Montana
or another state ether—than-Mentana; or

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

+£)—all-benefita—paid—under—the-highway-patrel—retirement

pt—frem—taration-by—39-6~765¢4
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4g¥(d) all Montana income tax refunds or tax refund credits

43)>(e) gain required to be recognized by a liquidating
corporation under 15-31-113(1) (a) (ii);

He)y(£f) 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;

3)-(g) all benefits received under the workers'
compensation laws;

4#)y(h) all health insurance premiums paid by an employer

for an employee if attributed as income to the employee under
federal law; and

4e)>(i) all money received because of a settlement agreement
or judgment in a lawsuit 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 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,
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 shareholder'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) (1) 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 Code) for all periods 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 compute the credit. In the case of a partnership or
small business corporation, the deduction must be made to
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determine the amount of income or loss 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 equal amount. This limitation 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 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.

(8) A person receiving benefits described in aabsee%ieas.

may sgbsegtion (2) (c) shall comblne benefits sgeglgied in
subsections (2)(c) (i) through (2)(c)(iii) to exclude up—te
more than a total of $3,600 from adjusted gross income.
(Subsection 2)-Q¢) (2) (f) terminates on occurrence of
contingency--sec. 3, Ch. 634, L. 1983.)"
Section 2. Section 15-30-136, MCA, is amended to read:
"15-30-136. Computation of income of estates or trusts --
exemption. (1) Except as otherwise provided in this chapter,
"gross income" of estates or trusts means all income from

whatever source 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 obligations of:

(i) the United States government or the state of Montana;
(1i) 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;

e
ct
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(e) gain from sale or exchange of property, including those
gains that are excluded from gross income for federal fiduciary
income tax purposes by section 641(c) of the Internal Revenue
Code of 1954, as amended;

(f) 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 Revenue Code of 1954, as
amended;

(b) taxes paid or accrued within the taxable year,

including but not limited to federal income tax, but excluding
Montana income tax;

(c) that fiduciary's portion of depreciation or 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 Montana
inheritance tax;

(f) 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 according
to section 165 of the Internal Revenue Code of 1954, as amended;

(g) net operating loss deductions allowed for federal
income tax under section 642(d) of the Internal Revenue Code of
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:

i (1) as federal employees' retirement;

(ii) as retirement from public employment in & Montana o
another state e%her—%han~uea%aﬂa, or

(iii) as an annuity, pension, or endowment under prlvate or
corporate retirement plans or systems;
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retirement—system—-that-are—-speeified—-as—exempt-from-tayxation—by
+9-8--3005.

(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 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
required to be distributed to beneficiaries for such year;

(b) any other amounts properly paid or credited or required
to be distributed for the taxable year;

(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(8).

(6) A trust or estate excluding benefits under subseetiens

er—estate—may subsection (2) (h) mus; combine benefits specified
in subsections (2) (h) (i) through (2 )(g)(;ll) to exclude up—te not
more than a total of $3,600 from net income."

NEW SECTION. Section 3. Retirement adjustment -~ annual
deposit -~ legislative appropriation. (1) There is allocated from-
the-general-fund to the public employees' retirement board and
the teachers' retirement board the amounts provided in subsection
(2) for distribution to members of retirement systems as provided
in (section 4].

(2) On or before May 1 of each year, the state treasurer
shall pay to the public employees' retirement board and the
teachers' retirement board an amount equal to z,zﬁ(of the total
benefits paid by both systems during the prior calendar year. In
distributing the appropriations to the boards, 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 teachers' retirement board no later than April 1 of
each year. For the purpose of this section, the public employees'
retirement board shall collect information and certify the amount
of benefits paid pursuant to Title 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
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of trustees of local fire department relief associations,
provided in 19-11-104, shall submit reports on benefit payments
containing information requested by the public employees'
retirement board.

(3) This section provides for the allocation of money from .
the—general fund to the public employees' retirement board and
the teachers' retirement board for distribution to members. An
allocation may not be made from the general fund until
appropriated by the legislature.

NEW SECTION. Section 4. Montana retirement adjustment
payments -- public employees' retirement board. (1) Not later
than June 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
allocate money appropriated for retirement adjustment to the
public retirement systems in Title 19, chapters 3 and 5 through
13. The allocation to each system must be made based upon the
annual amount each system's benefits payments bears to the amount
paid by all of the systems specified in this subsection.

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

(3) (a) Each member of a system listed in subsection (2)
who is a resident of the state and who is entitled to an annual
benefit is entitled to a retirement adjustment payment. Each
retirement system specified in subsection (2), through the public -
employees' retirement board, the teachers' retirement board, or a
local retirement board of trustees, as appropriate, shall
distribute its allocation of the money appropriated for
retirement adjustment to its members entitled to adjustment
payments. The governing board of each system set forth in
subsection (2) shall provide an annual adjustment payment that is
a percentage of annual benefits.

(b) The methodology that the public employees' retirement
board and the teachers' retirement board use to calculate
adjustments for systems administered by them must be adopted by
rule pursuant to Title 2, chapter 4.

(c) For the purposes of this section, a "Montana resident"
means a person domiciled in the state and any person who
maintains a permanent place of abode within the state.

Section 5. Section 19-3-105, MCA, is amended to read:

¥19-3-105. Exemption from taxes and legal process. The
right of a person to a retirement allowance or any other benefit

under this chapter and the mereys money in the fund created under
this chapter is are not:

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

(2) subject to state, county, or municipal taxes except
for:

a a retirement allowance received in excess of $3,600; or
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{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 6. Section 19-4-706, MCA, 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 tax of
the state of Montana except for:

(a) a retirement allowance received in excess of $3,600;: or

{b) a withdrawal paid under 19-4-603 of a member's
contributions picked up by an employer after June 30, 1985, 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 7. 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
shall—be is exempt from any—state-er—munieipal-—tayx—and—frem levy,
sale, garnishment, attachment, or any other process whatzeever

and shall-be is unassignable except as specifically provided in
19-5-705.

e firs 3,600 received und is chapter is e t
from state, county, or municipal taxation."

Section 8. 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:

ent wance received in excess o 00: o

(b) a refund paid under 19-6-403 of a member's
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 9. Section 19-7-705, MCA, is amended to read:
"19-7-705. 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:
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(1) exempt from any state, county, or municipal tax except
for:

ement allowanc eceived in excess o 3,600;

(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 process; and

(3) unassignable except as specifically provided in 19-7-
706."
Section 10. Section 19-8-805, MCA, is amended to read:
119-8-805. 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:

etirement allowance received in excess o 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 11. 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:

a retirement allowance receiv excess o 3,600; or

{2) a refund paid under 19-9-304 of a member's
contributions picked up by an employer after June 30, 1985, as
provided in 19-9-601."

’ Section 12. Section 19-10-504, MCA, is amended to read:
i"19-10~504. Protection of benefits from legal process and
« (1) The benefits provided for in this part are not
subject to execution, garnishment, attachment, or the operation
of bankruptcy, insolvency, or other process of law and are
unassignable except as specifically prov1ded in 19-10-505.

e st 600 of benefits ece ived under th s t
a exempt 0 tate t a i taxatio

Section 13. 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 process. A person entitled to a pension
may not a581qn the right, and the association and trustees may
not recognize any assignment or pay over any sum so assigned.

e of bene ved unde t
are exempt from state, county, and municipal taxation.,"

Section 14. Section 19-12-407, MCA, is amended to read:
"19-12-407. Payment of pension benefits -- exemption from
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e

taxation. (1) All payments under the volunteer firefighters!'
pension plan must be approved by the board and paid by warrants
drawn upon the pension trust fund, payable to the order of the
individual qualified volunteer firefighter or the beneficiary as
provided in 19-12-405(1).
e t $3,600 of benefits received u this
a e om state, county, a unici ation."
Section 15. Section 19-13-1003, MCA, is amended to read:
"319-13-1003. 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:
t etirement allowance 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, 1987, as
provided in 19-13-601."

Section 16. Section 19-21-212, MCA, is amended to read:
¥19-21-212. Exemption from taxation, legal process, and
assessments. All contracts, benefits, and contributions under the

optional retirement program and the earnings thereon are:

(1) except for a retirement allowance received in excess of
$3,600, exempt from any state, county, or municipal tax;

(2) not subject to execution, garnlshment attachment, or
other process;

(3) not covered or assessable by an insurance guaranty
association; and

(4) unassignable except as specifically provided in the
contracts."

NEW SECTION. Section 17. —Nemseverability. It is the intent

' of the legislature that each part of [this act] is essentially

™~

dependent upon every other part, and if one part is held
unconstitutional or invalid, all other parts are invalid.

NEW SECTION. Section 18. Codification instruction.
[Sections 3 and 4] are intended to be codified as an integral
part of Title 19, and the provisions of Title 19 apply to
[sections 3 and 4].

NEW SECTION. Section 19. Effective date -- retroactive
applicability. [This act] is effective on passage and approval
and applies retroactively, within the meaning of 1-2-109, to
taxable years beginning after December 31, 1990."

10 sb022601.ajm
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HR. PRESIDENT:
We, your committes op Taxation haviang had undesr congideypyat oy
Senate Rill No. 226 (first reading copy white), 1enpactintiy
report that Senate Rill No. 226 he amended and as =0 amendsd o

Pass:

1. Title, lines 7 Lthiough 9,

Strike: "A" on Jione 7 through "LESHT on bine 2

Ingert: "AN EXEBHDTION OF $3,600 FRON TAKATION OF REMPFITS FION
FEDERAL, STATE, AND PRIVATE RETIRRHENT, ANNUITY, PRENOTON,
AND FNDOWMENT PLANS OPR SYSTEHS. TO PROVIDE FOD AR ADTSTHENT
FAYHENT TO RETIRERS OF STRTE, LOCRL, AND TRACHEPD RETIERHENY
SYSTEMS WHO APRE MONTANDN RESHEORENTOS

2. Title, line o
Strike: "15-2¢ t101,"

3. Title, line 11.

Following: "19 8- 80y~

Insevt: "19:9 1005, 19 J0 504, 12 1] o), 1o o AT, 19 0 gy v
4, Title, lines 11 awd (2.

Strike: "REPREALING" on ltina 11 thrangh "HOA; " on line 12

5. Pages 1.
Following: lipne 15
Insert: " WHRREAS, the Slhate of Montans desiveg vy dax fedeal.
state, and private retirement benetits ogqually; and

WHEREAS, the State of Montana bhas i the past praovided itg
employees with a banefit of employment. through itus tag syotem;
and

WHEREAS, the Legislatare degives and encouncages gualitied
employees to anter and yemain in ypublic geyvics, apd

WHEREAS, 1t iz the policy of the S1ate of Hantana to
enconrage public employeos who become saporannvatad or
incapacitated to reticre and, to that enid, to provide gsufficient
benefits to provide for retijpoement;

WHEREAS, the Legislatine wisher 1o enconrage all) rebiged
persons to remain within Montana to praovidan 4 o critical mas:s of
retived persons who nee certain sevvices and facilities that 4.
important to retiraed personn and thad moy beep and pevhaps ention
other rvetired pergong into the otale: and

WHERFEAS, the Legizlature bhas in the past grantoed inogeames
in retivement benefits in a manney decigued 1o pyoyide rolatively
gqieatey Increascs to thoge pretireer ubo werpe s layed duying the
years of low wages anid whose heuetite aye 1eolatively amaltl: nd

WHEREAS, the Legislatore Lhovefore grante an ineroase ju
benefite to ite formaor public employens whao are pooidentys af Ly
state Lo provide componsation to cpcourage thom Yo pewnyin i
Montana

anda
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STATEHENT OF INTENT

A statement of intepnt is recuived for this Lill becauvee the
public employees’ retirement bhoard and the teachevs’ retipement
hoard must establich a percentage rate to pravide a unifaorm
adjustment payment rate to all memberas of pubilie vetirement
systems ag provided in (section 41."

6. Pages 1 through 20.
Strike: everything after the enacting clause
Insert: "Section 1. Section 15-30-111, MCA, 1z amended to raad.

"15-30-111. Adjusted grogs income. (1) Adjusted grasso
income shall be the taxpayer's federal income Laxn adjusted grons
income as defined in section 62 of the Internal Revenue Code of
1954 or as that section may be labeled or amendad and in addition
shall include the following:

{a} interest teceived oun ohligations of anaother state oy
territory or county, municipality, dirtrict, or other political
gsubdivisgion thereof;

{(b) refunds received of fsdeval income tax, to the ertant
the deduction of such tax resulted in & reduction of Montaua
income tax liability:

{¢) that portion of a sharehalder' s income nnder pubobapteny
S. of Chapter 1 of the Internsl Revenue Code of 1954, that hasas
been reduced by any federal tazes paid by the gsubehaptey &
corporation on the income; and

(1) depreciation or amortiration taken on a title plant ar
defined in 32-2%-105(1%).

(2) Notwithstanding the provisgions of the f{ederal Toternal
Revenue Code of 12%4, ag labeled or amended, adjueted grocs
Income does not include the following which arr exempt frow
taxation under thig chapter:

(a) =all intevest income from ohligations of the United
States government., the state of Hontana, county, wmunicipality,
district, or other political subdivision theveof;

{b) interegt income earned by a tayxpayer age 6% or oldexr in
a taxable yvear up to and including 3800 for a taxpayer filing a
separate return and 51,600 for each joint retwinp;

(c) all benefits, not in excens of 53,600, received:

{i) undey the Federal Bmployvees’ RBetijyemant Act;

(ii) under the public employee retirement lawe of a Honbtana
or another state other-thanr-Montana; or

{iii) as an annuity, pengion, or spdowment uander any private
01 corporate retirement plan or system:

-k rene ft teepast-ander ~the - begoherg-l-pet frement: - b
vhich-are-specified-am-exenpt-from-taxatton-by - 9cg T ey

Sertarane gt
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the same manner as provided hy fedeyal law {(section 99%, Inteyjnal
Revenue Code) for all periods for which the DISC election is
affective.

{%) A taxpaver wvho, in detevmining federal adjusted grons
income, has reduced hiz husiness deductions by an amount for
wages and salaries for which a fedeval tax credit was elected
under section 448 of the Internal Reveunue Code of 19%4 or as that
gsection may be labheled oy amended ia allowed to Jdeduct the awmount
of the wages and salaries paid regardless of the credit taken,
The deduction must be made in the yvear the wages and salarinns
were usad to compute the credit. Tn the case of a partnership or
small business corporation, the deduction must he made to
determine the amount of income or loss of the partnership o)
small businesgg corporation.

(6) MHMarried tagpayers {1ling a joint federal retuvn vho
must include part of their social security benefilts or part of
their tier 1 railroad retivement henefits in federal adjusted
grosgs income wmay split the federal base used In calceulabion of
federal taxable gocial gecurity benefita ov federal taxable tieg
1 railroad retirement benefits when they flle separate Montana
income tax returng. The federal base must be split 2qually on Uhe
MHontana return.

{7) A taxpayer receiving retirement disability benefits whe
hag not attalned age 6% by the end of the taxable year and who
has retired as permanently and totally disabhled may exclude from
adiusted gross income up to 5100 pay vweek received as wages or
payments in lieu of wages for a period during which the emplnyee
s abgent frow work due to the disability. If the adinsted groes
income before this exclusion and hefore apyplication of the two-
earner married couple deduction axceeds 515,000, the excess
reduces the exclusion by an equal amount, Thig limitation affects
the amount of exclugion, but not the taypayer’s eligihility for
the exclusion. If eligible, married individaals shall apply the
exclusion separately, but the limitation for income exceeding
515,000 is determined with regpect to the spouges on their
combined adjurted gross income. For the purpose of this
subhgection, permanently and totally disabled means unahle to
engage In any substantial gainful activity hy reason of any
medically determined physical or mental impairment lastiung or
expected to last at least 12 months.

{R} A persgon receiving benefite degcoribed in sabeections
+24{H—throvgh {2yt £t 2H-th )y —or- 62y FHHy—may -not-ex e bade drenefo-boe
derertbed--tr-wubheee o2 fromorrd us te g g rom et orme— vy b e
the—trene f4tn-recetyead-vrder—subreectitone —2(-A—throwahr -2 -F )+
2ty err -t 3 are-tesrthan- 4230606t whitch-voase—thr - prreon
may gubsection (2)(c¢) shall comhine benefits gpecified in
subsectlons (2)(c) (i) _through (2)fa)(ili) te exelude wp-to pnot
more than a total of £3,600 from adiuated ygroge income.

5213108C.811
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{f) logges from five, storm, aehipwieck, or other casualty
or from theft, to the extent not compansated for by itnsurance oy
otherwige, that are deductible forv federal tax purposes acoording
to section 16% of the Tnternal Revenue Code of 1954, asn amonded;

{g) net operating logss deductions allowved for faderal
income tax under section 642(d}) of the Internal Revenue Code i
1954, as amended, excoept egtates may not claim loseses that e
deductible on the deceadent’'s final return:

(h) all benefits, not in excoens of 53,000, received;

(1) as federal amployeas’ retivement;

(il) as retirement from public employment in a Hontana ov
another state sther  than-Montans; ot

(111} as an annuity, pengion, or endowment under private or
corporate retirement plansg or zystems;

+y—att-hrene 4t tmpatd-nderothe- Hantana—tose oot
reti-rement--myaten-thnt-aee-spent Fiad oqe-asempt-from e gnt on- by
1+ —A— PR Gy

4 —abt--hene f44wpaid--ander-fhe—Honbeans—Pabdd eHBmp-d o p et
Retirement—System—fot-that--are--specifiad-ge -sgampt--fyom—taxatidon
19— 1

+HF-—ati-venefita-paid-under--the - -Hantana--highvay--patrol
offtenrspetirement-syntem—that--nre--ppesi fiad--as -exempr—framn
raxatiton—hy—19-6—105;

(1) Montana iuncome tax refnude or tag refund credite
thereofs

ftmy——ati-bepafite-patd-under 10-31 168331011 -H24 At -]
THt-685—to—retired-and--disabled ftr emen—or—thetr-marviving sponses
or—ehitdren;—

{r-—att-hHene fitt-paid-ander Lhe-mintetpat o potiee-afficayrna’
retirement-systen-that-are—spectfirsd as-exenpt—Ffrom-tagatidan-by
+9—0-1085

{3) In the case of a shareholder of a corporation with
respect to which the election provided for under subchapter 3. of
the Intfrnal Revenue Code of 1254, »nsg amended, ig In effect but
with respect to which the election provided for under 1%-31 207
i8 not in effect, net income does not. includs any part of the
corporation’s undistribvted taxable income, net operating less,
capital gains or other yains, prefits, or lossges regquired to he
included in the shareholder’'s fedaral income tay net dincome by
reason of the election under subchapter 3. HWowever, the
shareholder’s net income zhall include actual distribution from
the corporation to the extent 1t wonld be treated ag tawahle
dividends if the gubchapter 5. electLion wers pot in effect

{4) The following additional daductions ghall be alloawed in
deriving taxahle income of eptates and traste,

(a) any amount of income for the taxable year currently
required to be distriboted to beneficiaries for such year:

R21:

PO g
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{h) any other amovuts properly paild or credited or vesgquirped
to be digtributed for the taxahle year;

{cr)  the amount of 2% of the excensga of the net Jong-tarm
capital gain over the net short-trarm capital logs for the tayvabhle
year,

{5) The exemption allowed for estates and trusts is that
exemption provided in 15%-30-112(2){(a) and 15-30-112(8).

(6) A trust or cgstate excluding henefits undey gubsectdaps
21t t-throvwgh—(2 4tk (2t b2 frr)omay-an ke ge bude—heone f 4+
deneriped—innabsest{on-{ 2 Hthb-feom- petincome urliese-the
benef it -recetved-nader-snbeecttonse (P} { - -theotah -2 3 ¢y
{2 H ot 2t are —tesm-than- 235660t -which- came-tie b raey
or-estate-may subsection (2)(h) wmunt combive benefita gpecified
in subsections (2)(h) (i) through {(2)(h)(1ii) to exclude wp-ro nol

more than a total of $3,600 from nat income.”

NEW SECTION. Sectiop 3, Retirement adjustment -~ annoal
deposit. (1) There ig allocated to the public employees’
retirement hoard and the teachers’” retirement hoard the amoupte
provided in subsection (2) for digtyibution to memhers of
retirement systems ag provided in [section 4].

{2) On or before Hay | of each year, the satate treasurey
shall pay to the public employees’ retirvement hboard and the
teachers’ retirement haoard an amouut equal to 2% of the total
benefits paid by both systems during the prior calendar year. Tu
distributing the appropriations to the hoardr, the treasgurery
shall consult with the boarvds to determine the amounts necegsary
for uniform paymentsg to members., The amount of the henefits must
be certified to the treasurer by Lhe puhlic employeess’ rebirament
hoard and the teachevrs’' vetirement board no later than Apeil | of
each year. For the purpose of thig section, the public employeoosg’
retirement board shall collect information and certify the amound
of benefits pald pursuant to Title 19, chapteras 10 and 11. Not
fater than February 15 of each year, the bhoards of trustees of
local police retirement. funds, provided fn 19-160-201, and hoards
of trustees of local ftire department relief asgociations,
provided in 19-11-104, shall submit reports an benefit. payments
containing information requested by the publiv employeen’
retirement bhoard.

NEW SECTION. Section 4. Montana cetirement adjoustment
payments -- public employees’ retirement bhoard. (1) Not latery
than Juns 1 of each year, the public enployaeg’ retirement hoard
and the teacherg’ retirement board phall fix and pay to those
members entitled to it an annual adjustment payment, The
adjustment payment is determived for each system based upon the
henefits paid by the system in the priorv calendar year and on the
annual henefit to which each Montana resident meabsr of the
system ig entitled.

52121080, 841
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(2}  (a) The public employvees” retirement. hboard ehall
allocate money appropriated for retivemant adijnstment ta the
public retirement systems in Title 17, chapters 3 and 5 through
13. The allocation to each syvatem munt be made hased npon the
annual amount each gystem’'s benefits payments beare to the amount
paid by all of the systems specified in this subsection,

(b} The teachers’ retirement bhoatd gshall administer the
money appropriated for retirement adjuctment to the tescheors’
retirement system in Title 19, chapter 4.

{3) {a) Bach member of a system listed in subgection (2)
wvho im a resident of the state and vhe ig entitlod to an annnal
benef{it is entitled to a retirement adjustwent payment. EBach
retirement. system gpecified in mubzection (7), throngh the publie
employees’ retirement board, the teachers’' ratirement bhoard, or a
Iocal retirement board of trustees, as appropriate, shall
distribute its allocation of the mopey appropriated for
retirement adjustment to itg memhers entitled to adjustment
payments, The governing hoard of each ayatem set forth in
subhgection (2) shall provide an annual adjustment payment that is
a percentage of annmal henefits,

(b) The methodology that the public employeen’ retirement
board and the teachers’ retirement bosard use to caleulate
adjustments for systems administered hy them mvet be adopted hy
rule pursuant to Title 2, chapter 4.

(c}  For the purposesg of this section, a "Hontana residont®
means a person domiciled in the s=tate and any person who
maintaing a permanent place of abode within the state,

Section . Section 19-3-10%, MCA, ie amended to read.
"19-3-105. Exemption from taxen and legal process. The
right of a person to a retirement. allowance or any other henefit
under this chapter and the wensys noney in Lhe fund created undey

this chapter 4# are not:

(1) subiject to execution, garuishment, attachment, or any
other pronasgs;

{2) subject to state, county, or municipal taxes excopt
for:

{a) _a retirement allowange_ received in ezcess of §3,0600: or

{b) a refund paid under 19-7-703 of a membery's
contributions picked up by an employer after Juns 30, 198%, aw
provided in 19-3-701; oy

{3) assiynable except as in this chaptey specifically
provided . "

Sectlon 6. Section 19-4-706, HCOA, 1o amended to read,;

"19-4~746 ., FExemption from taxation and legal process. The
pensions, annuiting, or any other bhenefits accrued or acceruing to
any person under the provisions of the retirement system and the
accumulated conptributions and cash and securities in the various
funds of the retirement zystem are.

R
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{1) exempted from any state, coupty, orn munjocipal tax of
the state of Montana except fogr:

{(a) _a_retirement allovance received in excess of §3,000; o1

{b) a withdrawal paid woder 19 4683 of a member's
contributionsg picked up by an ewmployer aftey June 3@, 198%, ne
provided in 19-4-602;

{2) not subiject to execution, garvishment, attachment by
trustee process or othervise, in Jaw or equity, or any othey
process: and '

{3) wunassignabie except as epecifically provided in thile
chapter.”

Section 7. Section 19-5-704, H'p, is amended to read:

"19-5-704. Fxemption from taxes and legal process. (1) dny
money Honey received or Lo be paid as a member’'s annulty, srate
annuity, or return of dJdeductions or the right of any of thase
shalt-be ig exempl from any-gtate-er-murbetpat--bag-and-frar Jovy,
sale, garnichment, attachment, or any other process whatgeever
and shatl-be ig unassigpable except ar speciflcally provided in
19-5-705,

£2)._The first §3,0600 recelved under this chaptey is czempt
from state, county, or wmunicipal taxa

Sectlon 8. Section 19-6-70%, MCA, {18 amenderd to read:

"19-6~705, FExemption from taxes and legal procesgs. Any
money received or to be paid ags a menber’'s annuity, gtate
annuity, or return of deductions or the right of any of theoe jeo

PSR

{1) exempt from any state, connty, or municipal tax except

for;

{a}) a retirement allowance recaived in excess of §3,600; or

{b) a refund paid under 19-6-103 of a memher’'s
contributions picked up by an employver after June 30, 199%, ag
provided in 19-6-402;

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

{3) unassignable except as sgpecifically provided in 19 6
106"

Section 9, Section 19-7-7a%, HOA, is amended to read:

"19-7-705. FExemption from taxes and legal processn. Any
money received or to be pald ag a member’'s annuily, state
annulity, or return of deductions or the right of any of thece jg.

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

{a) _a retirement allowvance receld )

(k] a refund pald under 19-7-204(1) of A member’'s
contributions picked up by an employey after June 30, 198%, Aane
provided din 19-7-403;

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

S2L3Lenr 89
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{3} unaggignable except as ocpecifically provided in 19-7-
706 . "

Section 10. Section 19-8-805, MCA, is amended to read:

"19-8-805. Fxemption from taxes and legal process. Any
money received or to bhe paild ag a member’'s annuity, state
annuity, or return of deductions or thn pright of any of these s

{1) exempt from any state, county, or municipal tax excapt

5
H

for:

{a) _a retirement allowance received in oxcess of 353,000, o

(b) a refund paid under 19.-82-5%02 of the member’'s
contributions picked up by an employer after June 360, 198Y%, as
provided in 12-8-502;

{2 exempt from levy, cale, garnizhment, attachment, or any
other procegs; and

{3) unassignable except as sapeclfically provided in 17 8

8a6. "

Section 11. Section 19-9-100%, MCOA, iz amended to read;

"19-9-1@05. Exemption from taxes, Any money patid in
accordance with the provisions of this chapter jig exenpt from any
state, county, or munic¢ipal tax ewcapt fol:

(1) A retirement allovance received in excess of $3,600; or

(2) a refund paid undey 19 2-304 nf a memhey'n
contributions picked up by an employer after June 30, 198%, ap
provided in 19-9-601."

Section 12. Sectijon 19-160-%04, MOCA, is amendad tao rand:

"19-10-%94. Protection of bhenafits from legal process and
taxation. (1) The benefits provided for in this part are not
subject to execution, garnishwment, attachment, or the operation
of bankruptcy, insolvency, or other procegs of law and ate
unassignable except as gpecifically provided in 19-10-50%,

{2)__The first $3,600Q of benefits received under this part
are exempt from state, counly, and municipal taxation.”

Section 13, Section 12-131-612, HCOA, da amended to raad:

"19:-11-612. Protection of henefits from legal process and
taxation' -- nomnassgignability. (1) Any payments made or to he made
under this chapter are not subiject t¢ judgments, garnishment,
execution, or other legal process. A pergon entitled to a pennion
may not assign the right, and the association and trivstres wmay
not recognize any agsignment or pay over any sum #mo assigned,

(2)...The first £3,629 of benefits rpeceived under this part
are_exempt from state, county, and munjicipal Laxation,”

Section 14, Section 19-12-407, MCA, is amendad to read:

"19-12-407. Payment of pension benefite - exemption from
taxation. (1) All paymeptz under the volunteer firefighters’
pension plan must be approved by the hoard and patd by warrants
drawn upon the pension trust fund, pavable to the order of the
individual qualified volunteer firefighter ov the bheneficinry arm
provided in 19-12-405(1).

5212108, S
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{2)_ The first $3,0600 of bevefits reveived undexr this parl
are exempt from state, counbly, and municipal taxation,”

Section 1%, Section 12-17 1003, HCA, ig amended to vead,

"19-13-1003. Exemption from taxes., Any mopney pald in
acceordance with the provisgiong of this chaptey ieg exempt from any
gstate, county, or municipal tax except Lor:

(1) _._the retirement allowance rececived in excegs of §$3.,600;
or
{2) refunds paid under 19 13-4602 of the member's

runtribntions picked up by an employer after June 20, 1987, as
provided in 19-13-6601."

Section 16. Section 19-21-212, HCA, dis amended to read;
"19-21-212. Exemption from taxation, legal procegs, and
aagegaments. All contractsg, benefits, and contributions under tha

optional retirement program and the earnings thereon are:

(1) except for a retirement allowance recelved in excess of
53,600, exempt from any state, county, or municipal tax;

(?2) not subject to executlon, garnishment, attachment, or
other process;

{3) not covered or assgessahle hy an insurance guaranty
asgociation; and

{4) unassignable except ag specifically provided in the
contracts.”

NEW _SECTION. Section 17. Severabhlility. I1f » part of [thig
act] is invalid, all valid parts that are severahle from the
invalid part remain in effect. T{ a part of [this act] is invalid
in one or more of itse applications, the part vemains in effect in
all valid applications that are geverahble from the invalid
applications.

NEW SECTION. Section 18, Cedification ipstruction.
[Sect.ioneg 3 and 4] are intended to be codified ags an integral
part of Title 19, and the provigtons of Title 19 apply to
[sections 3 and 41.

NEW_SECTION. Section 19, Ftf{ectlive date . retroactive
applicability. [This act] s effective on passaye and approval
and applies retyroactively, within the meaning of 1-2-109, to
taxable yveara beginning after Dacembor 31, 1926.°

Sigued: I

¢£}4, ,E;f/OZfZ/ o nikn"”?f%¥fﬁiw Chairman
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ROLL CALL VOTE

SENATE COMMITTEE _ ON TAXATION

Date jﬁ/////ﬂ/ 549 Bill No._ P2/  Time

SEN. HALLIGAN

SEN. BROWN

><F<><

SEN. ECK

SEN. GAGE )

SEN. VAN VALKENBURG

SEN. HARP

SEN. YELLOWTAIL

b P b

SEN. THAYER J/

SEN. TOWE )(

SEN. KOEHNKE

SEN. DOHERTY [k

J . \
A ARSI, 1// p iy U i
Secretary // i Chairman 4

Motion: J;/ £ mefz//z \/4\(71///<(',, \////Zf/ YA
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SERATE STANDIHG

MR, PRRSTDENT:

We, vour committes on Tazation havin
Houpe Bil1l No, 151 {(third reading copy
report that Housge Bill No. 151 bhe amen
concurred in:

1. Page 3, line 7.

Strike: "THE_RATI1O"

2. Page 2, line 8,

Strike: the first "OQF"

2. Paye 2, ltinesg 8 and 9,

Strike: "REMAINING™ on line £ tLhrough

Ingert: “"that the pioperty was in the

4. Page 3, line
Stvike: "12"
Insert: "the numbev of months {rom whe

3

the state tn the and of the ywear,
the amount. of the tayx pald”

5. Paye 3,

Following: line 9

Insert: "(4) For the purposes of thig
patrt of a calendar month."

Siguad:

g 3T

ISR] Co
ol Dl L

Sec. of Sepate

COMNITTER REPORT

Page |+ f 1
Harch 11, 19971

4 had under cousideration
hlue), respectfully

ded and as 2o amended bhe
OVED" on line 9

W

o

n the property was fivet in
The refund may not excend

gection, "month™ mesans any
4
I
;/.’
K /f”:y o /7,/‘1
ide COX

ke Ballligany Chairman

5213060 5



& IR N

SENATE STANDING COMHMITTEERE REPORY

Fage 1 of 1
Harch 11, 1991

MR. PRESIDENT;:

We, your committer on Tazation having had noder consideration
Housme Bi1ll No. 481 {third reading copy - blue}, regspectfully
report that Housge Bill No. 421 he copcurred in.
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SENNTE STANDING COMMITTRE REPORT

i Page 1 of 1}
March 11, 1991

MR. PRESIDENT:
We, your committee on Taxvation
House Bill Ne. 313 (third veading
report that House Bill No. 213 he

having had undetr consideration
c¢opy -~ blue), teppectfully
concurred in. ; .
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