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SENATE BILL NO. 4 

INTRODUCED B~ ____ M=EY~E=R~------------------------------------

B~ REQUEST OF THE GOVERNOR 

A BILL FOR AN ACT ENTITLED: "AN ACT ESTABLISHING A UNIFORM 

METHOD FOR THE TAXATION OF ALL TYPES OF PENSION, ANNUITY, 

RETIREMENT, AND ENDOWMENT PLAN OR SYSTEM BENEFITS; DEFINING 

PENSION AND ANNUITY TO INCLUDE INTEREST AND DIVIDEND INCOME 

TAXABLE BY MONTANA THAT IS RECEIVED BY PERSONS 62 YEARS OF 

AGE OR OLDER; EXCLUDING FROM TAXATION AN AMOUNT OF BENEFITS 

BASED UPON THE PERCENTAGE OF YEARS IN WHICH THE EMPLOYEE 

PAID MONTANA INCOME TAXES ON THE CONTRIBUTIONS TO THE 

PENSION OR ANNUITY; EXEMPTING FROM TAXATION $12,000 IN 

BENEFITS AFTER ADJUSTMENT FOR INFLATION; AMENDING SECTIONS 

15-30-101, 

19-5-704, 

15-30-111' 

19-6-705, 

15-30-136, 

19-7-705, 

19-3-105, 

19-8-805, 

19-4-706, 

19-9-1005, 

19-10-504, 19-11-612, 19-12-407, 19-13-1003, AND 19-21-212, 

MCA; PROVIDING AN IMMEDIATE EFFECTIVE DATE FOR THIS ACT AND 

FOR CHAPTER 532, LAWS OF 1'89, AND SECTION 3, CHAPTER i17, 

LAWS OF 1989; AND PROVIDING A RgfRQACTIVE APPLICAaiLITY 

DATE." 

BE IT ENACTED ay TaE LEGISLATURE OF THE STATE OF MONTANA: 

NEW SECTION. Section 1. Deter•ift<ltion of retire•ent 

benefits exe8Pt fra. tazation -- liaitatians. (l) For the 
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LC 0007/01 

purposes of 15-30-111 and 15-30-136, the amount determined 

in subsection ( 1) (a l plus the amount determined in 

subsection (l)(b), subject to the limits in subsection {2), 

may be excluded from the amount of benefit income derived 

from pensions and annuities as defined in 15-30-101. The 

taxpayer is entitled to: 

(a) the total amount of all Montana income tax 

adjustments for pensions and annuities paying benefits to 

the taxpayer. The tax adjustment for each pension or annuity 

is the amount of benefits received from the pension or 

annuity received during the year multiplied by the product 

of 35\ times a fraction with a numerator that is the number 

of years Montana income taxes were paid on contributions the 

employee made to the pension or annuity over a denominator 

that is the number of years the employee made contributions 

to the pension or annuity. 

(b) twelve thousand dollArs in benefits, Adjusted by 

the department of revenue by the inflation factor in 

15-30-111(1), for each taxpayer retard1ess of the number of 

pensions or annuities paying benefits to the tAxpayer. 

(2) The allowable exclusieR amount calculAted in 

subsectien (1) is subject to the fellowin, limitAtions: 

(a) for taxpayers who are un4er i2 years of a9e, the 

allowaDle exclusion amount is liaited to the lesser of: 

(i) the exclusion amount calculated pursuant to 
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subsection (1); or 

(ii) benefits received from pensions and annuities as 

defined in 15-30-101; 

(b) for taxpayers who are £2 years of age or older, 

the allowable exclusion amount is limited to the lesser of: 

(i) the exclusion amount calculated pursuant to 

subsection (1); or 

(ii) the benefits received from pensions and annuities, 

plus amounts from interest and dividends as provided in 

15-30-101(13)(d). 

(3) For married persons filing joint returns or 

married persons filing separate returns, each spouse shall 

calculate his own excludable pension or annuity amount. 

Section 2. Section 15-30-181, MCA, is amended to read: 

"15-31-111. Definitions. For the 

chapter, unless otherwise required by 

following definitions apply: 

purpose of 

the context, 

this 

the 

(1) "aase year structure" Means the followin~ elements 

of the incoMe tax structure: 

(a) the tax brackets established in 15-36-113, but 

unadjusted by subsection (2) of 15-31-113, in effect on June 

31 ef the taxable year; 

(B) the exemptions containe4 in 

unadjusted by subsections (7) ana (8) 

effect on June 30 of the taxable year; 

-3-

15-30-112, but 

of 15-31-112, in 

1 

2 

3 

4 

5 

6 

7 

8 

9 

HI 

11 

12 

13 

14 

15 

1i 

17 

11 

19 

20 

21 

22 

23 

24 

25 

LC 0007/01 

lc) the maximum standard deduction provided in 

15-30-122, but unadjusted by subsection (2) of 15-30-122, in 

effect on June 30 of the taxable year. 

(2) uconsumer price index" meilns the consumer price 

index, United States city average, for all items, using the 

1967 base of 100 as published by the bureau of labor 

statistics of the u.s. department of labor. 

(3} "Department" means the department of revenue. 

(4) "Dividend" means any distribution made by a 

corporation out of its earnings or profits to ita 

shareholders or members, whether in cash or in other 

property or in stock of the corporation, other than stock 

dividends as herein defined. "Stock dividends" means new 

stock issued, for surplus or profits capitalized, to 

shareholders in proportion to their previous holdings. 

(5) "Fiduciary• aeans a guardian, trustee, executor, 

••ministrator, receiver, conservator, or any person, whether 

individual or corporate, acting in any fiduciary capacity 

for any person, trust, or estate. 

C'l "Foreign country" or "foreign government" 11teans 

any jurisdiction other than the one e~braced within the 

UniteC States, its territories and possessions. 

(7) "Gross income" means the taxpilyer's gross incOMe 

f&r federal income tax purposes as defined in section 61 of 

the Internal ~evenue Code of 1954 or as that section may be 
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labeled or amended, excluding unemployment compensation 

included in federal gross income under the provisions of 

section 85 of the Internal Revenue Code of 1954 as amended. 

(B) ''Inflation factor'' means a number determined for 

each taxable year by dividing the consumer price index for 

June of the taxable year by the consumer price index for 

June, 1980. 

( 9) "Information agents" includes all individuals, 

corporations, associations, and partnerships, in whatever 

capacity acting, including lessees or mortgagors of real or 

personal property, fiduciaries, brokers, real estate 

brokers, employers, and all officers and employees of the 

state or of any municipal corporation or political 

subdivision of the state, having the control, receipt, 

custody, disposal, or payment of interest, rent, salaries, 

wages, premiums, annuities, compensations, remunerations, 

emoluments, or other fixed or determinable annual or 

periodical gains, profits, and income with respect to which 

any person or fiduciary is taxable under this chapter. 

(10) "Knowingly" is as defin~d in 45-2-101. 

(11) "Net income" means the adjusted gross income of a 

taxpayer less the deductions allowed by this chapter. 

( 12) 11 Paid", for the purposes of the deductions and 

credits under this chapter, means paid or accrued or paid or 

incurred, and the terms ''paid or incurred'' and 11 paid or 
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accrued" shall be construed according to the method of 

accounting upon the basis of which the taxable income is 

computed under this chapter. 

(13) "Pension or annuity 11 means: 

(a) retirement benefits that are periodic payments 

attributable to personal services performed by an individual 

prior to retirement from employment and that arise from an 

employer-employee relationship, from service in the 

uniformed services of the United States, or from 

contributions to a retirement plan that are deductible for 

federal income tax purposes: 

(b) lump-sum distributions from pension and profit 

sharing plans to the extent that such distributions are 

subject to taxation by Montana; 

(c) distributions from individual retirement, deferred 

compensation, and self-employed retirement plans recognized 

under the Internal Revenue Code to the extent that the 

distributions are not considered to be premature 

distributions for federal income tax purposes; and 

(d) for persons 62 years of age or older: 

(i) amounts received from fully matured, privately 

purchased annuities; and 

(ii) interest and dividends subject to taxation by 

Montana. 

tl3tl!.!l "Purposely 11 is as defined in 45-2-101. 
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tl-4t.i.!ll "Recll!ived", for the purpose of computation of 

taxable income undll!r this chapter, means r@ceived or accrued 

and the term "received or accrued" shall be construed 

according to the method of accounting upon the basis of 

which the taxable income is computed under this chapter. 

tl::Stiill "Resident" applies only to natural persons and 

includes, for the purpose of determining liability to the 

tax imposed by this chapter with reference to the income of 

any taxable year, any person domiciled in the state of 

Montana and any other person who maintains a permanent place 

of abode within the state even though temporarily absent 

from the state and has not established 

elsewhere. 

a residence 

t%6ti!l.l "Taxable income" means the .ildjust~d gross 

income of a taxp~yer less the deductions and exemptions 

provided for in this chapter. 

tT~t i_ill "Taxable year •• Means the t&xp•yer 's taxabl~ 

year for federal income tax purposes. 

tiltl.!..!l ''Taxpayer•• includes any person or fiduci~ry, 

resident or nonr•sident, subject to a tax imposed by this 

chapter and does not include corporations.•• 

Section 3. Section 15-31-111, MCA, is amended to read: 

"15-31-111. A~justed tross incoae. (1) Adjusted gross 

income shall be the taxpayer's federal income tax adjusted 

gross income .ils defined in section 62 of the Internal 
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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 

1'54, 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 1'54, as labeled or amended, 

adjusted gross inco•e does not include the following which 

are exempt fro• tcxction under this chapter: 

(«) all int•rest income froM· oblig~tions of the United 

States governJRent, the state of Montana, county, 

11.unicip~lity, 

thereof; 

district, or other political subdivision 

(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 
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return; 

(c) a%% the allowable exclusion amount of the 

benefitsr-ftet-±n-exeess-of-$3,699,-received~ from a pension 

or annuity, as defined in 15-30-101, determined pursuant to 

{section 1}; 

t%t--ttftder-the-Pederal-Employee~i-Retiremen~-Aet7 

t±±t-Hnder-the-pablie-empleyee--~etirement--laws--ef--s 

stete-other-t~an-Montana;-or 

tiiit-as--an--annaityr--pen~~enr-er-endowment-ttnder-any 

~rivate-or-eorperate-retirement-plan-or-system7 

tSt--all-henefits-paid-ander-the--teaehers~--retirement 

lav-whieh-are-spe~ified-as-exempt-from-taxation-by-l9-4-T967 

tet--a%l--hene£its--paid--~nder--The--Pubiie-Bmpioyees~ 

Retirement-System-Act-which-are--speeif~ed--a~--exemp~--r~em 

~aKation-by-%9-3-%95; 

tft--a%%---benefits---paid--ttnder--the--highway--pa~ro~ 

ret±reme~~-iaw-whieh-are-speei£ied-as-e~~mp~--£~em--taxatieft 

by-%9-6-~95; 

tgtiil all Montana income tax refunds or credits 

thereof; 

tht--a%%-bene£i~s-pai8-ttnder-%9-~%-69i,-%9-i%-694 7--and 

%9-%~-695---to--retired--and--disabled--firefigh~ers,--~heir 

sttrviviftg-~podses-aftd-erphafts-or-speei£ied--as--exempt--frem 

~aKa~ion-by-%9-%3-%993; 

tit--all--bene£its--paid--~~der--the--mttnieipal--po%iee 
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ef£ieers~-retiremeftt-system-that--are--s~eei£ied--as--exempt 

from-~aKation-by-%9-9-%995; 

t;t~ gain required to be recognized by a liquidating 

corporation under 15-3l-ll3(l)(a)(ii); 

tktifl 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; 

Htill all benefits received under the workers• 

compensation laws; 

tmt~ all health insurance premiums paid by an 

employer for an employee if attributed as income to the 

employee under federal law; and 

tftt--all-beneEits-paid--ttnder--an--optionai--~e~iremen~ 

pre~ram--~hat--ar@--speeif~ed--ae--exempt--frem--~axation-by 

l9-ii-%H7-SI'tc:l 

totiil 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". 

13) 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 

-10-
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under 15-31-202, as amended, is not in effect, adjusted 

gross income does not include any part of the corporation's 

undistributed taxable income, net operating loss, capital 

gains or other gains, profits, or losses required to be 

included in the shareholder's federal income tax adjusted 

gross income by reason of the election under subchapter s. 

However, the 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 s•laries ~id 

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 C«se of a partnership or small business 
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corporation, the deduction must be made to 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 

federal they file separate Montana income tax returns. The 

base must be split equally on the Montana return. 

(7) A taxpayer receiving retirement 

benefits who has not attained age 65 by the 

disability 

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 

-12-
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on their combined adjusted gross income. For the purpose of 

this subsection, permanently and totally disabled means 

unable to engage in any substantial gainful activity by 

reason of any medically determined physical or mental 

impairment lasting or expected to last at least 12 months. 

t8t--A---pe~~on---~eeeivin~---~ene£~~a---deaeribed---in 

~~b~@etion~-tittdt-throHgh-tittEt,-tittht,-or-tittit-may-not 

exe%~de---beneEits---deseribed--in--e~bseetion--t%ttet--from 

aa;~sted-~reee-ineo~e-~niese--the--benefite--reeeived--ttnder 

~HbS@etions--tittdt--throHgh--tittEt•--tittht,-or-tittit-are 

less-than-$376997-in--whieh--eftee--the--pereen--may--eembine 

benerite--to--exe%ttde--ttp-te-a-total-ef-$3r699-£rem-ad;~eted 

on gross--ineome~ (Subsection t~ttkt 11l1fl terminates 

occurrence of contingency--sec. 3, Ch. 634, L. 1983.)" 

Section 4. 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 

-13-

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

ll 

12 

l3 

14 

15 

16 

17 

16 

19 

20 

2l 

22 

23 

24 

25 

LC 0007/01 

obligations of: 

(i} the United States government or the state of 

Montana; 

(ii) a school district; or 

(iii) a county, municipality, district, or other 

political subdivision of the state; 

(c) income from partnerships and other fiduciaries; 

(d) gross rents and royalties; 

(e) gain from sale or exchange of p[operty, including 

those gains that a[e excluded from gross income for federal 

fiduciary income tax purposes by section 64l(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 

-14-
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tax purposes 

the Internal 

(d) charitable contributions 

federal tax purposes according to 

that are deductible for 

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) a%% the allowable exclusion amount of the 

benefitsT-ne~-ift-exeess-o£-$3,6teT-reeeived~ from a pension 

or annuity, as defined in 15-30-101, determined pursuant to 

[section 1]; 

tit--a~-£ederai-empioyees~-re~iremeftt; 
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t~it-as-re~irement-Erem-p~ei±e-empieymene--in--a--stete 

eeher-than-Mentafta;-or 

t±iit-as---an--annttity,--pension,--or--endewment--ttnder 

private-or-eorporate-retirement-p~ans-or-system~~ 

t±t--aii-benelits--peid--~nder--the--Montana--teaehers~ 

ree±rement-system-tkat-are-speeif±ed-as-exempt-£rom-taxat±on 

&y-%9-4-T96~ 

t;t--nii---bene£±~s---paid--~nde~--~ke--Menten8--Pnblie 

Bmp!oyee~~-Reti~ement--Sy~tem--Aet--that--a~e--~pee±£±ed--as 

exempt-rrom-taxation-by-19-3-165: 

t~t--all-bene£i~s-paid-ander-the-Montana-highvay-patro% 

o£fieers~--retiremeftt--system--that--are-speei£~ed-as-exempt 

frem-taxation-by-19-6-795; 

titlil Montana income tax refunds or credits thereof7~ 

tmt--all-benef~t~-pa~d-~nde~-%9-±l-66%,-±9-%1-694,--and 

l9-li-695-to-retired-and-di8abled-£iremen-or-their-sttrviv±ng 

spo~ses-or-eh±iOren~ 

tnt--all--benefits--paid--under--the--m~nieipa~--poiiee 

o££±cers~-retirement-system-that--are--speei£ied--as--exempt 

from-taxat~on-by-%9-9-1885• 

(3) In the case of a shareholder of a corporation with 

respect to which the election provi~ed 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 

-16-
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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 

allowed in deriving taxable income of estates and trusts: 

be 

(a) any amount of income 

currently required to be distributed 

such year; 

for 

to 

the taxable year 

beneficiaries for 

(b) any other amounts p~operly 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), 

t6t--A---tr~~t---or--estate--exc%nding--bene£its--nader 

s~bseetiens-tittit-thre~gh-tittkt,-tittmt,-er-tittnt-may-net 

exel~de-benefits-deseribed-in--s~bseetien--titfht--frem--net 

income-nnless-the-bene£its-received-nnder-~nbsect~ons-t~ttit 

thre~gh--tittktT--tittmt,-er-tittnt-are-less-than-$37699,-in 
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wftieft-eese-the-trnst--er--estate--may--eembine--bene£its--te 

exeinde-np-to-a-totai-of-$37 6&&-frem-net-incomeo" 

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 meneys 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) benefits paid in excess of the exclusion provided 

in [section 1]; or 

ill a refund paid under 19-3-703 of a member 1 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. 11 

Section 6. Section 19-4-706, MCA, is amended to read: 

•19-4-706. Exemption fro. taxation and legal p~ocess. 

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: 

-18-



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

LC 0007/01 

(1) exempted from any state, county, or municipal tax 

of the state of Montana except for~ 

(a) the amount received in excess of the exclusion 

provided in {section 1]: or 

~ 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. Ezeaption fra. tazes and legal process. AftJ 

moftey (1) Money received or to be paid as a member's 

annuity, state annuity, or return of deductions or the right 

of any of these sha%%--be is exempt E~em-afty-state-or 

m~ftieipal-tax-aftd from levy, sale, garnishment, attachment, 

or any other process wha~soev~r and sha%%-be is unassignable 

except as specifically provided in 19-5-705. 

(2) Benefits received under this chapter are exempt 

from state, county, or municipal taxation to the extent 

authorized under [section 1]." 

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

•19-6-705. Ezeaption froa taxes and legal process. Any 
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money received or to be paid as a member's annuity, state 

annuity, or return of deductions or the right of any of 

these is: 

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

except for~ 

(a) the amount received in excess of the exclusion 

provided in (section 1]; or 

1E1 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 p~ocess. 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: 

(l) exempt from any state, county, or municipal tax 

except for~ 

(a) the amount received in excess of the exclusion 

provided in [section 1); or 

1El a refund paid under 19-7-304(1) of a member's 

contributions picked up by an employer after June 30, 1915, 
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as provided in 19-7-4031 

(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: 

"19-8-805. Ezemption froa taxes and legal process. Any 

money received or to be paid as a member's annuity, state 

annuity, or return of deductions or the right of any of 

these is: 

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

except for~ 

(a) the amount received in excess of the exclusion 

provided in [section 11; or 

~ 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. EKemption from taxes. Any money paid in 

accordance with the provisions of this chapter is exempt 
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from any state, county, or municipal tax except for: 

(1) the amount received in excess of the deduction 

provided in [section 1]; or 

ill 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: 

•19-10-504. Protection of benefits fra. legal process 

and taxation. l!l 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 provided in 

19-10-505. 

(2) Benefits received under this part are exempt from 

state, county, or municipal taxation to the extent 

authorized under [section 1]." 

Section 13. Section 19-ll-612, MCA, is amended to 

read: 

"19-11-612. Protection of benefits from legal process 

and taxation -- nonassignability. 1!1 Any payments made or 

to be made under this chapter are not subject to judgments, 

garnishment, execution, or 

entitled to a pension may not 

other legal process. A person 

assign the right, and the 

association and trustees may not recognize any assignment or 
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pay over any sum so assigned. 

(2) Benefits received under this chapter are exempt 

from state, county, or municipal taxation to the extent 

authorized under [section 1]." 

Section 14. Section 19-12-407, HCA, is amended to 

read: 

•19-12-407. Payment of pension benefits -- exemption 

from taxation. 1!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). 

(2) Benefits received under this chapter are exempt 

from state, county, or municipal taxation to the extent 

authorized under {section 1]." 

Section 15. Section 19-13-1003, HCA, is amended to 

read: 

~19-13-1003. Exemption from taies. Any money paid in 

accordance with the provisions of this chapter is exempt 

from any state, county, or municipal tax except for: 

(1) the amount received in excess of the exclusion 

provided in {section 1]; or 

111 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." 
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Section 16. section 19-21-212, HCA, is amended to 

read: 

•19-21-212. Exemption from taxationr le9al process, 

and assessments. All contracts, benefits, and contributions 

under the optional retirement program and the earnings 

thereon are: 

(1) to the extent authorized in [section 1], exempt 

from any state, county, or municipal tax; 

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

or other process; 

(3) not covered or assessable by an insurance guaranty 

association; and 

(4) unassignable except as specifically provided in 

the contracts." 

NEW SECTION. Section 17. Codification instruction. 

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

of Title 15r chapter 30, and the provisions of Title 15, 

chapter 30, apply to [section 1]. 

NEW SECTION. Section 18. Effective dates 

retroactive applicability. (1) (a) [This act] is effective 

on passage and approval. 

(b) Chapter 532, Laws of 1989, and section 3, Chapter 

617, Laws of 1989, are effective on passage and approval of 

[this act]. 

(2) [This act] applies retroactively, within the 
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STATE OF MONTANA - FISCAL NOTE 
Form BD-15 

In compliance with a written request, there is hereby submitted a Fiscal Note for SB4, as introduced 

DESCRIPTION OF PROPOSED LEGISLATION: 
An act establishing a uniform method for the taxation of all types of pension, annuity, retirement, and endowment 
plan or system benefits; defining pension and annuity to include interest and dividend income taxable by Montana 
that is received by persons 62 years of age or older; excluding from taxation an amount of benefits based upon the 
percentage of years in which the employee paid Montana income taxes on the contributions to the pension or annuity; 
exempting from taxation $12,000 in benefits after adjustment for inflation; providing an immediate effective date 
for this act and for Chapter 532, Laws of 1989, and Section 3, Chapter 617, Laws of 1989; and providing a 
retroactive applicability date. 
ASSUMPTIONS: 
1. Individual income tax collections are projected to be $256,617,000 in FY90, and $274,732,000 in FY91 (HJR13). 
2. The pension exclusion limitations provided for in this proposal, including the interest and dividend income of 

persons age 62 or older, are estimated to decrease revenues $7.9 million annually (Department of Revenue). 
(Allowing persons age 62 or older to include interest and dividend income within the $12,000 limitation is 
estimated to reduce revenue approximately $4 million per year. This cost is included in the total revenue 
reduction shown below.) 

3. This proposal applies to taxable years beginning after December 31, 1988. 
4. This proposal does not provide for a repeal of the current law elderly interest exclusion, MCA 15-30-

111(2)(b). Repeal of this provision of current law would reduce the revenue loss in each year by approximately 
$1.5 million. 

5. There is no impact on Department of Revenue administrative expenditures. 
6. The Teachers' Retirement System will require additional funding for operating costs. The costs are $10,000 in 

FY90 and $2,000 in FY91. 
7. The Public Employees' Retirement Division will require additional administrative expenses. The costs are 

$10,000 in FY90 and $3,000 in FY91. 
FISCAL IMPACT: 
H.evenue Impact: 

FY90 FY91 
Current Law Proposed Law Difference Current Law Pro:Posed Law Difference 

Ind. Income Tax $256,617,000 $248,717,000 $(7,900,000) $274,732,000 $266,832,000 $(7,900,000) 
Fund Information: 
General Fund $149,351,094 $144,753,294 $(4,597,800) $159,894,024 $155,296,224 $(4,597,800) 
Foundation Program 81,604,206 79,092,006 (2,512,200) 87,364,776 84,852,576 (2,512,200) 
Debt Service 25 1 661 1 700 24:871,700 (790,000) 27,473,200 26,683,200 (790,000) 

Total $256,617,000 $248,717,000 $(7 ,900,000) $274,732,000 $266,832,000 $(7,900,000) 

~ DATE c=.;wsr 
DY EYER, PRIMARY SPONSOR 

Fiscal Note for SB4, as introduced 

SIJ 1,1 



Fiscal Note Request, SB4 as introduced 
J;'orm BD-15 
Page 2 

ADDITIONAL EXPENDITURE IMPACT FY90 
Current Law Proposed Law Difference 

Teachers' Retirement System (Pension Fund Interest Earnings) 
Operating Expenses $ -0- $ 10,000 $ 10,000 

Public Employees' Retirement Division (Pension Fund Interest 
Operating Expenses $ -0- $ 10,000 $ 10,000 

Current Law 

$ -0-
Earnings) 

$ -0-

FY91 
Proposed Law Difference 

$ 2,000 $ 2,000 

$ 3,000 $ 3,000 

~a r 
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APPROVED BY COMMITTEE 
ON TAXATION 

SENATE BILL NO. 4 

INTRODUCED BY MEYER 

BY REQUEST OF THE GOVERNOR 

A BILL FOR AN ACT ENTITLED: "AN ACT ESTABLISHING A UNIFORM 

METHOD FOR THE TAXATION OF ALL TYPES OF PENSION, ANNUITY, 

RETIREMENT, AND ENDOWMENT PLAN OR SYSTEM BENEFITS FOR 

PERSONS 62 YEARS OF AGE OR OLDER; DEFINING PENSION AND 

ANNUITY TO INCLUDE INTEREST AND DIVIDEND INCOME TAXABLE BY 

MONTANA THAT IS RECEIVED BY PERSONS 62 YEARS OF AGE OR 

OLDER; EXCLUDING FROM TAXATION AN AMOUNT OF BENEFITS BASED 

UPON THE PERCENTAGE OF YEARS IN WHICH THE EMPLOYEE PAID 

MONTANA INCOME TAXES ON THE CONTRIBUTIONS TO THE PENSION OR 

ANNUITY; EXEMPTING FROM TAXATION $±%,699 $16,000 IN BENEFITS 

AP~BR-ABaHS~MEN~-P9R-%NPbA~l9N; AMENDING SECTIONS 15-30-101, 

15-30-111' 15-30-136, 19-3-105, 19-4-706, 19-5-704, 

19-6-705, 19-7-705, 19-6-605, 19-9-1005, 19-10-504, 

19-11-612' 19-12-407, 19-13-1003, AND 19-21-212, MCA; 

PROVIDING AN IMMEDIATE EFFECTIVE DATE FOR THIS ACT AND FOR 

CHAPTER 532, LAWS OF 1969, AND SECTION 3, CHAPTER 617, LAWS 

OF 1989; AND PROVIDING A RETROACTIVE APPLICABILITY DATE AND 

A TERMINATION DATE." 

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

NEW SECTION. Section 1. Determination of retirement 
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benefits exempt from taxation -- limitations. (1) For the 

purposes of 15-JO-lll and 15-30-136, the amount determined 

in subsection (l)(a) plus the amount determined in 

subsection (l)(b), subject to the limits in subsection (2), 

may be excluded from the amount of benefit income derived 

from pensions and annuities as defined in 15-30-101. The 

taxpayer is entitled to: 

Ia) the total amount of all Montana income tax 

adjustments for pensions and annuities paying benefits to 

the taxpayer. The tax adjustment for each pension or annuity 

is the amount of benefits received from the pension or 

annuity received during the year multiplied by the product 

of 35\ times a fraction with a numerator that is the number 

of years Montana income taxes were paid on contributions the 

employee made to the pension or annuity over a denominator 

that is the number of years the employee made contributions 

to the pension or annuity. 

{b} ~we~v~---~hottsend--doitars $18,000 in benefits, 

adjtteeed-by-ehe--depareme~t--o£--~eve~tte--~y--tfte--iftE%ation 

factor--in-t5-36-±0ttBt, for each taxpayer regardless of the 

number of pen·sions or annuities paying benefits to the 

taxpayer. 

( 2) The allowable exclusion amount calculated in 

subsection (1) is sttbjeet LIMITED to the---Eol:lew~l'l:g 

;-trn~tat-i-e~!!l-:-

-2- SB 4 
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tat--~or--ta~payer8--wno-ar~-~ft~er-6%-year~-of-ager-the 

aiiowabie-exeitt~ieft-amoHn~-is-lim±ted-to-the-ie~ser-of~ 

tit--ehe--exeitte±oft--amoHnt--ee±ettlated---~tlrsttant---to 

~ttb~eet~on-tit7-or 

tiit-beftef±t~--reeei~ed--from-pensione-and-anntt±tie~-a~ 

eer~nee-~n-±5-39-±9±7 

t~t--£er taxpayers who are 62 years of age or older,~ 

the ~ allowable exclusion amount is limited to the lesser 

of: 

tit~ the exclusion amount calculated pu~suant to 

subsection (1); or 

tiit~ the benefits received from pensions and 

annuities, plus amounts from interest and dividends as 

provided in l5-30-101(13)(d). 

(3) For married persons filing joint returns or 

married persons filing separate returns, each spouse shall 

-~lculate his own excludable pension or annuity amount. 

Section 2. Section 15-30-101, MCA, is amended to read: 

"15-30-101. 

chapter, unless 

Definitions. For 

otherwise required 

following definitions apply: 

the purpose of 

by the context, 

this 

the 

(1) "Base year structure 11 means the following elements 

of the income tax structure: 

(a) the tax brackets established in 15-30-103, but 

unadjusted by subsection (2) of 15-30-103, in effect on June 

-3- SB 4 
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30 of the taxable year; 

(b) the exemptions contained in 

unadjusted by subsections (7) and (8) 

effect on June 30 of the taxable year; 

15-30-112, but 

of 15-30-112, in 

(c) the maximum standard deduction provided 

15-30-122, but unadjusted by subsection (2) of 15-30-122, 

effect on June 30 of the taxable year. 

in 

in 

(2) "Consumer price indexn means the consumer price 

index, United States city average, for all items, using the 

1967 base of 100 as published by the bureau of labor 

statistics of the U.S. department of labor. 

(3) 11 Department" means the department of revenue. 

(4) ''Dividend'' means any distribution made by a 

out of its earnings or profits to its corporation 

shareholders or members, whether in cash or in other 

property or in stock of the corporation, other than stock 

dividends as herein defined. ''Stock dividends'' means new 

stock issued, for surplus or profits capitalized, to 

shareholders in proportion to their previous holdings. 

(5) 1'Fiduciary'' means a guardian, trustee, executor, 

administrator, receiver, conservator, or any person, whether 

individual or corporate, acting in any fiduciary capacity 

for any person, trust, or estate. 

(6) nForeign country'' or ''foreign government'' means 

any jurisdiction other than the one embraced within thE 

-4- SB 4 
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United States, its territories and possessions. 

( 7) "Gross income" means the taxpayer's gross income 

for federal income tax purposes as defined in section 61 of 

the Internal Revenue Code of 1954 or as that section may be 

labeled or amended, excluding unemployment compensation 

included in federal gross income under the provisions of 

section 85 of the Internal Revenue Code of 1954 as amended. 

(8) ''Inflation factor" means a number determined for 

each taxable year by dividing the consumer price index for 

June of the taxable year by the consumer price index for 

June, 1980. 

(9) "Information agents'' includes all individuals, 

corporations, associations, and partnerships, in whatever 

capacity acting, including lessees or mortgagors of real or 

personal property, fiduciaries, brokers, real estate 

brokers, employers, and all officers and employees of the 

state or of 

subdivision 

any municipal 

of the state, 

corporation 

having the 

custody, disposal, or payment of interest, 

or political 

control, receipt, 

rent, salaries, 

wages, premiums, annuities, compensations, remunerations, 

emoluments, or other fixed or determinable annual or 

periodical gains, profits, and income with respect to which 

any person or fiduciary is taxable under this chapter, 

(10) 11 Knowingly'' is as defined in 45-2-101. 

{11) "Net income" means the adjusted gross income of a 
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taxpayer less the deductions allowed by this chapter. 

( 12) "Paid 11
, for the purposes of the deduct ions and 

credits under this chapter, means paid or accrued or paid or 

incurred, and the terms '1paid or incurred'' and ''paid or 

accrued" shall be construed according to the method of 

accounting upon the basis of which the taxable income is 

computed under this chapter. 

i!ll (A) EXCEPT AS PROVIDED IN SUBSECTION (13)(B), 

"Pen!!lion PENSION or annuity" means: 

tat(I) retirement benefits that are periodic payments 

attributable to personal services performed by an individual 

~~or to retirement from employment and that arise from an 

employer-employee relationship, from service in the 

uniformed services of the united States, or from 

contributions to a retirement plan that are deductible for 

federal income tax purposes; 

tbt(II) lump-sum distributions from pension and profit 

sharing plans to the extent that such distributions are 

subject to taxation by Montana; 

tet(III) distributions from individual retirement, 

deferred compensation, and self-employed retirement plans 

recognized under the Internal Revenue Code to the extent 

that the distributions are not considered to be premature 

d~stribu~ions for federal income tax purposes; and 

td_ti_~L--~O_!_~_~sons 62 years of age or older: 

-6- SB 4 
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t-i:t(A) amounts received fr_om fully matured, privately 

purchased annuities; and 

tiit(B) interest and dividends subject to taxation by 

Montana. 

(B) FOR THE PORPOSES OF THIS SOBSECTION (13),~PENSION 

OR ANNUITY DOES NOT INCLUDE BENEFITS RECEIVED UNDER SOCIAL 

SECURITY OR RAILROAD RETIREMENT. 

tl3ti..!...!l 11 Purposely" is as defined in 45-2-101. 

tl4t~ 11 Received", for the purpose of computation of 

taxable income under this chapter, means received or accrued 

and the term 11 received or accrued" shall be construed 

according to the method of accounting upon the basis of 

which the taxable income is computed under this chapter. 

ti5tl!._§j_ "Resident" applies only to natural persons and 

includes, for the purpose of determining liability to the 

tax imposed by this chapter with reference to the income of 

any taxable year, any person domiciled in the state of 

Montana and any other person who maintains a permanent place 

of abode within the state even though temporarily absent 

from the state and has not established a residence 

else~here. 

tl6ti.W. "Taxable income" means the adjusted gross 

income of a taxpayer less the deductions and exemptions 

provided for in this chapter. 

tl'ltj18_) ••Taxable year means the taxpayer's taxable 
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fiduciary, 

resident or nonresident, subject to a tax imposed by this 

chapter and does not include corporations." 

Section 3. Section 15-30-111, MCA, is amended to read: 

"15-30-lll. 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 1 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 195~, as labeled or amended, 

adjusted gross income does not include the following which 
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a~e 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; 

tbt--±~~ere~t-~ft~om@-earn@d-by-a--taxpaye~--a9e--65--or 

oider--±ft--a--texabie--year--~p--to-a~d-±ftelHd~n9-$866-fo~-a 

tax~ayer-£±i~n~-e-~eparate-retHrn-and-$%,66e-£or-eaeh--jo±nt 

rett:lrf'\~ 

tet~ ftii FOR TAXPAYERS 62 YEARS OF AGE OR OLDER, the 

allowable exclusion amount of the benefits,-not-±n-exee~~-of 

$~7699 7 --reee±~ed~ from a pension or annuity, as defined in 

15-30-101, determined pursuant to [section 1); 

t±t--Hnder-the-Pederai-Employee~~-Reti~eme~e-Aet; 

t±it-ttnder-the-p~b~ie-emp~oy@e--reti~eme~t--law~--of--e 

~ta~e-otbe~-th~~-Mo~~e~a;-or 

tiiit-a~--en--ann~ity,--pen~io~.-o~-@~~owm@nt-~nd@r-any 

~r±~ate-or-eorporate-~etirement-~len-or-system; 

tdt--a~i-bene£it~-pai~-ttnder-the--teaehers~--retirem@nt 

iaw-wh±eh-are-~peci£ied-as-exempt-from-taxetion-by-i9-4-196; 

tet--all--benefit~--pa±d--ttnde~--~he--Pttbiie-Empioyee~i 

Ret~rement-Sy~tem-Aet-whieh-are--~pee±fied--as--exempt--£rom 

taxation-by-19-3-165; 

tft--all---benef±t~---peid--tlnd~r--the--h±~hway--patrol 

retirement-iaw-whieh-are-~peei£±ed-a~-exem~t--·£rom--taxet±on 
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by-l9-6-T85; 

tgt~ all Montana income tax refunds or credits 

thereof; 

tht--all-benef±t~-pa±d-~nder-l9-li-69~,-T9-ll-694r--and 

i9-ll-695---to--retired--and--di~abled--firefi9hters,--their 

sttr~i~in9-spotlses-and-orphans-or-speeified--as--exemp~--£rom 

taxfttio~-by-l9-i3-i663r 

t~t--ail--bene£its--paid--nnder--the--mtln±e±pai--poi±ee 

o££~eer~i-ret~reme~t-~y~tem-that--8r@--~p@ei£ied--as--exempt 

r~om-taxation-by-19-9-1965; 

t;t~ gain required to be recognized by a 

liquidating corporation under 15-31-ll3(l)(a)(ii); 

fkt~ 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; 

fiti3±1Kl all benefits received under the workers' 

compensation laws; 

tmt~ all health insurance premiums paid by an 

employer for an employee if attributed as income to the 

employee under federal law; ~~d 

tnt--all--ben@fit~--~a±d--tlnder--a~-opt±onat-ret±rement 

progr6m-tnat--ar~--speei£ied--a~--exempt--from--texat±on--by 

±9-?±-?i?r-ft~d 
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totf!ilgl 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 11 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 195~, 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 

subcQapter 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 earni11gs 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 det~rmirting federal adjusted 
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gross income, has reduced his business deductions by an 

amount for wages and salaries for which a federal tax credit 

was elected under section 448 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 determine the 

amount of income or loss of the partnership or small 

business corporation. 

(6) Married taxpayers filing a joir.c 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 railroad retire~e~t 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 :ieu of wages for 

d period during which the employee is ab5~nl from work due 
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to the disability. If the adjusted gross income before this 

exclusion ar.d 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 

reason of any 

in any substantial 

medically determined 

gainful activity by 

physical or mental 

impairment lasting or expected to last at least 12 months. 

t8t--A---person---reee±v±n~---ben~f±~s---ae~e~ibed---in 

subseet±o~s-t%ttdt-tnrou9h-t%ttft,-t%ttnt,-or-t~tt±t-msy-~ot 

exe~~de--bene£±t~--rle~eribe0--in--~~bseetion---tittet---from 

a0j~s~ed--9ro~s--ineeme--~n~ess--the-eene£its-reee±ved-~nder 

subseet±o~s-t%ttdt-througn-t~ttft,--t~ttnt,--or--titt±t--sre 

~e~~--t~en--$3,699,--in--whieh--case--the-persen-may-eombtne 

bene£±es-to-exelnde-ttp-~e-a-total-ef--$37699--from--adjttsted 

9ross-±~eome~ (Subsection t~ttkt fiii!i ~ terminates on 

occurrence of contingency--sec. 3, Ch. 634, L. 1983.)'' 

SectiJn 4. Section 15-30-136, MCA, is amended to read: 

"15-30-136. Computation of income of estates or trusts 

exemption. {l) Except as otherwise provided in this 
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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; 

{ii) a school district; or 

(iii) a county, municipality, district, or other 

political subdivision of the state; 

(c) income from partnerships and other fiduciaries; 

ld) gross rents and royalties; 

(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 64l{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 
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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 

depletion which is deductible for 

according to sections 167, 611, and 

of depreciation or 

federal tax purposes 

642 of the Internal 

11 Revenue Code of 1954, as amended; 

12 

13 

14 

15 

16 

17 

18 

(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 

19 Montana inheritance taxi 

20 

21 

22 

23 

24 

25 

(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 
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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) ell the allowable exclusion amount of the 

benefits,-"ot-i"-e~ee~~-of-$3,699,-~~eeived~ from a pension 

or annuity, as defined in 15-30-101, determined pursuant to 

{section l]; 

tit--as-federai-employee~i-ret~remeftt7 

tiit-as-retirement-£rom-p~bi~e-empioyment--±n--a--~~e~e 

10 e~her-ehan-Mo"~a"e;-or 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

t±ii7-es---e"--a~"~ityT--pe"~i0~7--e~--e~dowme~~--tt~de~ 

p~i~ete-o~-eo~pora~e-retirement-plen~-er-~y~tem~~ 

t±t--ail-b~nefit~--pa±d--~"der--the--Montane--teaehers~ 

retirement-system-~het-a~e-s~eeified-as-exempt-£rom-taxaeion 

by-19-4-106; 

tjt--all---benefits---peid--ttnder--the--Montane--Ptlbiie 

Bmpioyeesi-Retirement--System--Aet--that--are--speeified--e~ 

exempt-from-texation-by-19-3-195; 

t~t--eil-benefit~-peid-ttnde~-the-Montana-highway-petrol 

offiee~~~--reti~ement--~y~tem--that--ere-~peei£ied-e~-exempt 

rrom-taxatio~-by-%9-6-,95; 

tltl!l Montana income tax refunds or credits thereof;~ 

tmt--ail-benefits-paid-Hnder-l9-ll-69~r-l9-ll-684,--and 

%9-il-665-to-retired-and-disabied-firemen-or-thei~-stlr~iving 

25 spott~es-e~-ehiidren; 
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t~t--a%%--b~ft~£tts--paid--Hftder--tne--mnnieipa%--po%±ee 

e~rieersi-re~trement-system-that--are--speei£ied--as--exempt 

from-t5xation-by-l9-9-!995' 

(3) In the case of a sha~eholder of a corporation with 

respect to which the election provided for under subchapter 

Sa 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 

allowed in deriving taxable income of estates and trusts: 

be 

(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 
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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). 

t6t--A---trnse---er--e~~aee--exeittdin9--benef~t~--ttnder 

~~b~eetion~-tztt~t-t~roHg~-tzttkt•-tzttmt,-or-tzttnt-may-net 

exe%ttde-beftefie~-descr±bed-~n--~ttb~ection--t~tt~t--£rom--nee 

ineome-ttniess-tbe-benef±t~-reee~ved-ttnder-sttb~eet±eft~-t~ttit 

t~roHg~--tzttkt,--tzttmt,-or-tzttnt-are-ies~-t~an-$3,6697-±n 

whieb-ea~e-the-trttst--or--estaee--may--eemb~ne--bene£i~s--to 

exeittde-~p-te-a-tetai-o£-~3,699-frem-net-ineomeT" 

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 moneys 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~ 

~benefits paid in excess of the exclusion provided 

in [section 11; or 

ill a refund paid under 19-3-703 of a member's 

contributions picked up by an employer after June 30, 

as provided in 19-3-701: or 

1985, 

{J) assigndble except as in this chapter specifically 
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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) the amount received in excess of the exclusion 

provided in [section 1]; or 

~ 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. Any 

me~ey (1) Money received or to be paid as a member's 

annuity, state annuity, or return of deductions or the right 

of any of these ~na!l--be is exempt £rom-any-e~ate-or 
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mttnie±pai-tax-and from levy, sale, garnishment, attachment, 

or any other process wha~eeever and eharr-ee is unassignable 

except as specifically provided in 19-5-705. 

(2) Benefits received under this chapter are exempt 

from state, county, or municipal taxation to the extent 

authorized under [section 1].'' 

Section 8. Section 19-6-705, MCA, is amended to read: 

•19-6-705. Exemption from tazes 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, 

except for~ 

or municipal tax 

~ the amount received in excess of the exclusion 

provided in [section 1]; or 

1£1 a refund paid under 19-6-403 of a member's 

contributions picked up by an employe~ 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 fcom taxes and legal process. Any 

morley received or to be paid as a member's annuity, state 

-20- SB 4 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

ll 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

SB 0004/02 

annuity, or return of deductions or the right of any of 

these is: 

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

except for~ 

(a) the amount received in excess of the exclusion 

provided in [section 1]; or 

1£1 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. 11 

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

•19-8-805. 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~ 

(a) the amount received in excess of the exclusion 

provided in [section 1]; or 

1£1 a refund paid under 19-8-503 of the member's 

contributions picked up by an employer after June 30, 

as provided in 19-8-502; 
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(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: 

!1) the amount received in excess of the deduction 

provided in [section 1]; or 

ill a refund paid under 19-9-304 of a member's 

contributions picked up by an employer after June 30, 

as provided in 19-9-601." 

1985, 

Section 12. Section 19-10-504, MCA, is amended to 

read: 

"19-10-504. Protection of benefits from legal process 

and taxation. l!l 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 provided in 

19-10-505. 

(2) Benefits received under this part are exempt from 

state, countYL_ or municipal taxation 

authorized under [section 1]." 
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Section 13. Section 19-ll-612, MCA, is amended to 

read: 

•19-11-612. Protection of benefits from legal process 

and taxation nonassignability. 1!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 assign the right, and the 

association and trustees may not recognize any assignment or 

pay over any sum so assigned. 

(2) Benefits received under this chapter are exempt 

from state, county, or municipal taxation to the extent 

authorized under [section 1].'' 

Section 14. Section 19-12-407, MCA, is amended to 

read: 

•19-12-407. Payment of pension benefits exemption 

from taxation. 1!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). 

(2) Benefits received under this chapter are exempt 

from state, county, or municipal taxation to the extent 

authorized under [section 1).'' 

Section 15. Section 19-13-1003, MCA, is amended to 

read: 
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•19-13-1003. Exemption from taxes. Any money paid in 

accordance with the provisions of this chapter is exempt 

from any state, county, or municipal tax except for: 

(1) the amount received in excess of the exclusion 

provided in [section 1); or 

~ refunds paid under 19-13-602 of the member's 

contributions picked up by an employer after June 30, 

as provided in 19-13-601.'' 

1987, 

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) to the extent authorized in (section 1], exempt 

from any state, county, or municipal tax; 

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

or other process; 

(3) not covered or assessable by an insurance guaranty 

association; and 

(4) unassignable except as specifically provided in 

the contracts." 

NEW SECTION. Section 17. Codification instruction. 

[Section 1} is intended to be codified as an integral part 

of Title 15, chdpter 30, and the provisions of Title 15, 
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chapter 30, apply to [section 1]. 

NEW SECTION. Section 18. Effective dates 

1 

2 

3 retroactive applicability. (1) (a) [This act] is effective 

4 on passage and approval. 

5 (b) Chapter 532, Laws of 1989, and section 3, Chapter 

6 617, Laws of 1989, are effective on passag@ and approval of 

7 [this act]. 

8 (2) [This act] applies retroactively, within the 

9 meaning of 1-2-109, to taxable years beginning after 

10 December 31, 1988. 

11 NEW SECTION. SECTION 19. TERMINATION. [THIS ACT] 

12 TERMINATES JANUARY 1, 1991. 

-End-
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