Testimony in Opposition of
HB586 - Revise Police Retirement DROP
House State Administration Committee
By
Mike O'Connor, Executive Director
Montana Public Employee Retirement Administration
February 16, 2005

The Public Employees’ Retirement Board has analyzed the changes HB586 is attempting
to make to the MPORS DROP benefit and are in opposition to these changes. Allow me
to explain the reasons why.

First, [ bet you thought there couldn’t be any more acronyms in the retirement industry
that you haven’t herd. Well, not quite. What is this DROP?

e DROP Explanation from testimony when the bill was passed in 2001
e DROP pamphlet

s DROP/No DROP Value Comparison

e No Magic Money Formula

e  “Actuarial Impact Statement”

Fiscal Note

The Board’s Actuary Impact Statement states, “Based on the most recent funded status of
the Municipal Police Officers’ Retirement System, and the expectation of emerging
investment losses in the future, we recommend that all new legislative proposals include -
a provision for financing the entire cost of the proposal”.

In simple terms there is No magic money.

I urge you not to support HB 546.






D UTHOSSIUIEIUTUIOTLISE
4O FOZC-E7E 10 PN DY 1A
DL L0y 1aLoday

pies

T 51 128 00 past ap
“dany ravndopasgg sunouosy
ﬂnuh{ BINOSSIA 2} JO pedy
“BUrY YT PIBS ‘Gl [eIsaro]
Aydions sapc 93 Mes
AN FARS] 01 PANIOT AR AWOS
‘werd gowedwon Sunod Buons

{21 01 STOISIATL IROYI LA
usaaq fiim
POLT FUIUNSIAN DY} pUE AU
(1A U] S DAL T, "pIeS Ylaog
‘Bupping pnonppe 213 a3apord
0] UOISOg 1815] 251G NIPaL)
0] pored 1amb, v aq s

2191 ‘paudis s1 [BAp Y1 20U
"PIRS qINOS

RTF: I Cet R LT AT
PIES A1 PRRTIFIT 30 O)
U[RHAT 8ANSS] JUEIGEuRS Op 08
10 3224 XU A1) EIIM 2PN

&Y - 6002 ¥ ARnuep ‘Aepliy U

o1 1eap 2y) s13adxs yInog
“d1ony 1irmdofaancE
ANILLIIOT) BRI AL 2)
JO IOID3LE ‘S3IT; } AUSOY PIEs
Spdoad pagriend Aq s jea
FNI R0 AT IO RILAY) T,
JRAP D11 JO PUNIOS YL IR RIS
211 83 s12ad02A3P 2WOUOZ
“PINE GINOG , TUSUNSAAUL POOT
B IS uﬁ;ﬁ: U} DOk
G4 ISUIOUR 5101 1,08 A81])
pue uonuy ¢z up nd am ),
“Arrlndas
PAsIRI Aq JSNT | RTf) UOTITI 1§
AYY B [BIP UGIKOY I801] I8SING
NpaIdy ag) Jo 1adse Koy v

‘shps prodar

3w RHualod 1Ayl O M0 23

o) funueur or v g Leg

[roau Hodar 9y) w pauonuILLE
sarundon ¢g @ e Uy

‘skes

ycielar an) 9oy 0010 o Feraang

PUR SHOIIRIUNIUIOIIY,

100 swasis funea

6F #8ng “1¥3Q 28

31307 ixoda [RAUE 511 01 FupIooor
UOI[R ¢4 INOQE 105 IMNSNI]

DT §1 SPUDUTSIAUT FO PIROY 94,
PIBS (INOG S SpUng

211 9500y sjruolssaoxd 19 |[.2M,,
sa7medinGd Ui 159AU1
wIN] U P00 JBE) SPUnJ aImuoa
JRUOIF21 U |SIALS PINOM I0ISIALL HEOK
MAN 2 ], . SPURY JO puny,, B.AIRAII 0]

pI[Bas A[IRAU B

[BRSIA SIOSUIG JIMGUNG
It 1905 ADt]] "BINOSSITY Uf
ML pue smeiit of
2315 21 w1 soqurdwon Juidiows
M]) E0] PRPAAU S, pue  SI8a
Aunyaeddo uw, 1ey) papnpua
Luresdory Aimbg amag a1mg
-up Burpuogq b sy Ay eddg
papmua ‘Aprys Funnsak ayJ,
“Kaqlep, prATIVLT A
PUR R[NOSSI] ‘URLIAZOE] W] U]
10 1801 ‘saquedinod Surmord
GE Wiy sayad preay pue
SIAGOIAIP MWIOTOS M 1oUr
..AD——..H. ‘aels sy —..Z_:G‘_a —”_D_D>$u_
ue)s0g I8 IFENG UpAL)
:_QC wmea n uuao_uO ui [rap AL
4 praye 240w 05 JuI33I3e
renmaz 2yl Jutugis sroyag
PrEs I1N0g 1 Apnom

BEIMIIIC 24 18] TONUIRE.
Jwos 129 01 Fwod 2 9m

‘ondar ay uo Amsnacy A,
dEm:.E%B wragea
pu® yel] ‘Oyep] ‘eUEIUQy

HO SNOOY HNOM STUIUESIATT
2UOrEN 3y [ UoNa 1§l
onpeeafond v dapujour
&g uoyjejos) 831918 A1) 03
£12(11Bq SAWINITIA0 [BIP UO]SOY
1SI0L] ASIING PIIY ST,
‘pres uoiFununy |, Bung pood
© 8] 21y SL PAau 2T,
‘DA JATUUR JO JIIIUISISSE NS8e)
5100 PAIUOD VOIBUNUTNH
MOSEAT 233 IDAD I,
‘pies wosRuUNUNY CAjmgpeey
‘s oy Juuusdag sjewg,
‘SRATE URYIN JO Sjpel
03 $5200% 10 SITINIISEUL
Iy PRI 10U SRY B RO
‘SN[ "21BIS N3 1Y JUDLUIIALI
PAHIQIUL 2AEY ENNOI PUR 1iGey
PIBS 94 "HOI[UL |'7$ 1SApouT B §i
{HUNG SINJURA SSOYR “UOFFUIUOY
PIBS SIUTRISIATT] PUROT-IST)]
T3] EOWIWIOOUN JOU 918 524n7y
HRWIS E32ITR 20043047 JON]
pres nog
FRIR|[OP JO SROI||I WIAD ST

adeuew pno,

SIUAEIAU | JO PIRO)

13410 THOIJ 0T §T§ [PUCTHPPR UE
PUE pOa] 21815 31 UL} OTHM ¢7¢

S2IO0Y VIDY)TUN] PA[[RI ULITf paseq

IV 39vd WOH4

DSSING PRI 10 §][RD 10RNUED S,

‘833IN08

A JOISOF 38IL]

2SEMG PRI GOIGM Japun Juamea1de
alfl po1Rding 10U SABY WY
JUSIISIAUL PISEG-HIOL MON Y] PUE

g 218 ALY
PRINT AANYURA

-21n4T JIRIR ¥ Jo pray ‘uniuyuny

AANG pIes  CAosqe ‘sag

51194 3o polrad v xsan apqesanou

QI [PA NG O Al IpIIIIL
aiiny aq o) Bwod pedusyy 2yp 5,

JUSWISIATT AIFIS Y] Jo FORAIP

YIMOG |[O1IB) PIES ‘SAssnsnG

RURIIOJA] UE WOI|IUF Q4§ VBT 270U

0 slraumsaani neaw Aensated prnod
Juatnazide 043 PIZIRU UM

puny aINJuaA

JO SPIIPUNY DY BT S5AUISNY O
O] UL O SID)S3AEH 10} [[2IU8
00} 218 §[E2p 2, Sisipenden
AINJTHA JSOUF IOF TRPEI DL
._n._—'_:: .ﬁ—% AN PR uOpa
sapelaLs 3 uoses) ai
PHES INOG
qeaden 23muoa Jo wiey 24y
i SEEAUOD AJRIG-UL OF PAUIIST
ST 19011 SWRPY 011 NS
Kauour A1) JO SUOU Jax SIPERIIP
a1ty 3sed DY 1940 SISTINTSN
BRI 0F SECI[TUI PRUeO]
shY preOq 3U) PUR TR L,
‘sAws 1oda1 atp
RMWOUCI? RURIUQA U3 9T5|14EIS
Pue tarp Fuans AisIanp,,
O] SPUIY Y 511 OF $§ (EONSSIUT
8, paRog A Hnuwn_oi.a dunsasug
auapnid, s dopuemeu
AYTYAA UOTSSIU [POP 7 5BY
SIUAWSIANY JO pIeog] 2] Ing
PIES 1I0S 8N 0] Jarg
Sunurod dasy sigord 2y
YT SIDUIR] 199T)S SWRpPY

.ﬂ.._mcﬂ

pafjes wiy peden 2 pastq
-offeanr) v gt 1eak rad voryu
NOTE PUB BOIRIU (6§ Mg
IS2AOT AR]S .\.u;r—L ,_HOH—U‘_. [enusre
Ay o) Fuyprooow ‘761 2ouIs
preog o1 A Aem PR)IAXUOD B U]
PRISAATT B0 SR U0 -2)R1g
"HE61 uuﬂ__m wmu,_ﬁ_mu ML Ew

FUNSAAUL U23Q SR AJIS 9| ],
‘prEs Yuog  ‘enden sanguaa

w 103dx0 om Jeym S VG L,
Jitantad
§ | INoge a1e sl papedonuy
PIBS IN0S , JUIUNSIAU
arnd st sy Apisqns a1e1s

ON "PAAOATT SJIPRT) X0 OR],,
PUY
j1r1940 21y J0 JBy uey) 2sow dn

ayewa suogsuad sakdjlua 21mg,
“$N0Z “0F 2unf Jupus Jeak Eom_,\/

penupuoy

“eonapduIns 1R 5] $38EDUIENY [RIOF 18

STRT[OD BUBIHOTA TR O] $IUAUNISIAUT

0 pIvog RURTUOW YL PUR UGISOY
1SI1] ASSING P21} UIaMIY B

URIINOSSIA BUL 10
NYWYNINYLS LH3a0y Ag

JUSUGSIAUT UONIIUY 7§
JDIIUL YD 0 301G

UuDINOS

SIL

S00Z b1 Alenuer

Avaidd







WHOSE SLICE OF WHICH PIE?
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INTRODUCTION

Purpose

This paper responds to a request by the State Administration and Veterans'’
Affairs Interim Committee, 2001-2002 interim, for a statutory analysis, including a
legislative history, of the insurance premium tax and its use 1o fund pension and
disability benefits for firefighters. The Committee also requested that the
statutory analysis be compared against the actual practice of calculating the
amounts paid to the various pension trust funds. The context of this request was
a request by a representative of the volunteer firefighters’ association, whose
membership has concerns about the funding of the Volunteer Firefighters'
Compensation Act (VFCA).' ‘

Organization
This paper is presented in the following parts:

. " a current law overview;

a comparison of present practice to past history;

. a nutshell history; and
. a conclusion.

Appendices

The following Appendices offer additional information, but include unedited staff
notes:

Appendix A - full text of the relevant statutes
Appendix B - short legisiative history of the key statutes
Appendix C - a detailed chronological history of the VFCA funding statute

' This paper is a research report and analysis, not a legal brief, legal analysis, or legal opinior.
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CURRENT LAW

Overview

The State Auditor makes annual payments from the state general fund to the
following pension and disability trust funds: '

. Municipal Police Officers’ Retirement System (MPORS), under Section
19-9-702, MCA,; : a

. - Firefighters' Unified Retirement Syétem (FURS), under Section 19-13-
604, MCA; '

. Volunteer Fighters' Compensation Act (VFCA), under Section 19-17-301,
MCA; ' ‘

. local fire department relief associations, under Section 19-18-512, MCA,;

. municipalities with police department trust funds, under Section 19-19-
305, MCA; and -

. local police pension funds for a supplemental benefit, under 19-19-5086,
MCA. ‘

Although the paynzlénts made today by the State Auditor are drawn directly from’
the general fund, these payments were historically made from various -
earmarked accounts into which the insurance premium taxes were directly

deposited.
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The general insurance premium tax

The statute requiring all insurers doing business in Montana to repor'i the
premiums they collect and that imposes an insurance premium tax of 2.75% on
premiums is Section 33-2-705, MCA. This paper refers to this tax as the
"general insurance premium tax".

The fire insurance premium tax

Insurers authorized to sell insurance against certain enumerated risks pay an
additional tax of 2.5% on the fire portion of the premiumns paid against those
enumerated risks. This 2.5% tax has historically been called the Fire Marshal's
Tax because it was first enacted in 1911 for the sole purpose of funding the

. State Fire Marshal's Office. Today, the tax is deposited to the state general fund
and is often referred to as the fire insurance premium tax. Subsection (1) of |
Section 50-3-109, MCA, provides for the tax, while Subsection (2) of Section 50- -
3-109, MCA, enumerates the risks against which certain insures write pr_emiums.
The fire insurance premium‘ié imposed on the fire portion of the total premiums
paid against the enumerated risks.

Unlocking the complexities

The key to unlocking the

complex statutory - [C g The primary funding source for certain
relationships and fire and police pension benefits has

. . sy ' historically been the general insurance
determining which insurance ~ premium tax of 2.75% under Section 33-

'Apremium taxes were used to 2-705, MCA, but calculated Oniy on the
premiums paid against the risks

pay for what benefits is to enumerated in Section 50-3-109(2),
keep in mind that there are MCA.
wo dlstn“!'ct taxes: the ) = The 2.5% Fire Marshal's Tax is imposed
general insurance premium- only on the fire portion of the premiums
tax of 2.75% and an paid against the risks enumerated in

. . Section 50-3-109(2) and Is paid in
additional tax imposed only addition to the 2.75% general insurance
on the fire portion of premium tax. -

premiums paid against
certain enumerated risks.
(See text box at right.)
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Current collections

CURRENT P_RACTICE

COMPARED TO PAST HISTORY

Figure 1 presents a table showing the revenue collected in FY 2002 from the
2.75% general insurance premium taxes under Section 33-2-705, MCA, on the
risks enumerated in Section 50-3-109(2}, MCA.

Figure 1:

Source: State Auditor's Office
* All numbers are rounded

Insurance Premium Tax Collections: FY 2002

Section 50-3-109,

Section 50-3-109,
MCA. Traditionally
called the FIRE
MARSHAL'S TAX.

Total premiums Section 33-2-705,
written by MCA, 2.75% tax MCA, 2.5% tax
insurers (additional tax) °

All insurers $1.6 billion $44 million See below
covered by Section

|l 33-2-705, MCA.

‘[l insurers of risks $825 million $22.7 million See below
enumerated in {part of the $1.8 (part of the $44 -
Section 50-3- billion above) million above)
108(2), MCA.
Fire portion of $95 million See above $2.3 million
polices written by (part of the $825 (part of the $22.7 '

" insurers of risks -~ { million above) million above) *In ADDITION to
enumerated in ' : the $44 million

|

=

Thus, for FY 2002, the total tax revenue from the both the 2.75% general
insurance premium fax and the 2.5% fire insurance premium tax was '
“approximately $46.3 million, all of which was deposited to the state general

. fund.
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‘Calculations past and present

Figure 2 shows the payments made by the State Auditor in FY 2002 to certain
fire and police pension trust funds and how the amounts are caiculated and were
calculated historically. '

Figure 2:

Payments by the State Auditor
from the General Fund to the
: Police and Fire Pension Trust Funds
Source: State Auditor's Office and Montana Code Annotated
| '  *All nuiibérs are rounded :

MCA Pension - FY 2002 - Current statutory Historical statutory
|_Section Fund pPayment | language on calculation | tanguage on calculation
= e

19-9-702 { MPORS $6.5 million | State auditor mustpay - Enacted in 1977:
from the general fund Calculated as a
29.37% of the percentage of
compensation of active compensation of active
members. members but paid directly
from an earmarked
account in the State _
Auditor's Office and into
which general insurance
premium taxes collected
against the enumerated
risks were deposited.
18-13-604 | FURS : $5.8 million | State auditor must pay Enacted in 1981:
from the general fund Calculated as a
32.61%.of the percentage of
compensation of active compensation of active
members. , members, but paid directly

from an earmarked
account in the State
Auditor's Office and into
which general insurance
premium taxes collected
against the enumerated
risks were deposited.
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MCA
Section

Pension
Fund

FY 2002
Payment

Current statuiory
language on calculation

Historical statutory

language on caiculation

19-17-301

VFCA

$1.1 million

"The state auditor shall
annually pay from the
general fund to the
pension trust fund a.sum
equivalent to 5% of the
premium taxes collected
from insurers authorized
to effect insurance against
risks enumerated in
50-3-109. The sum must
be computed before the
amounts provided for by
19-13-604, and 19-18-512
are deducted. " '

Enacted in 1935:

State auditor paid 5% of
the general insurance
premium taxes collected
against the enumerated
risks after after payments
under 19-13-604 (o
FURS) and 19-18-512 (to
local fire funds) were
made.

In 1981, concurrent with
creation of FURS, the
calculation was changed
to before payments to
FURS and the locai fire
relief associations. -

" 19-18-612

Local fire
relief assoc.

$229,000

Paid by the State Auditor.
from the general fund.

"The warrant must be for
an amount equal to 1 1/2
mills of the total taxable

value of the city or town."

Enacted in 1911: originally
authorized cities to impose
the levy, with a portion of
the revenue forwarded to
the state. Later amended
to be paid from the
general insurance
premium taxes, but was
always calculated as an
amount egual to a
specified property tax mill
lovy. '

Until 1995, this was paid
by the state auditor from
the insurance prernium tax
garmarked fund. .

19-19-305

Municipalities
with police
departments

$538,000

Paid by the State Auditor
from the general fund.

*...a warrant for an amount
computed in the same
manner as the amount
paid (or that would be paid
if an existing relief
association met the legal
requirements for payment)
to cities and towns for fire
department relief
associations pursuant to
19-18-512."

Enacted in 1965: was
always to be calculated in
the same manner as
provided for the fire
department disbursements
under 19-18-512.

Until 1995, this was paid
from the general
insurance premium tax
earmarked fund.
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MCA Pension FY 2002 Current statutory _ Historical statutory

Section Fund Payment language on calculation | language on calculation
19-19-506 | Supplemental | $19,700 Paid by the State Auditor Enacted in 1977: This
' benefits under from the general fund. was based on a similar
local police " | The payment must be supplemental minimum
- dept. funds - , sufficient to provide a benefit paid for firefighters
benefit amount that may | who retired before July 1,
"not be less than one-half | 1973. The firefighters’
the salary paid in that supplemental benefit
fiscal year in the provision was enacted in

appropriate city or town to 1975 and included a new
the newly confirmed police | 1.5% fire insurance
officers.” premium tax to fund the
benefit, The tax was o be
reduced and finally
terminated as recipients
passed away. in 1977,

| amendments continued
the additional tax and
removed the reduction and
termination language to
provide supplemental
benefits to certain police
officer retirees. Further
amendments in 1981,
when FURS was created,
identified this 1.5% tax as
an earmarked source of
revenue for supplemental
benefits for members of
FURS.

*See paragraph with
historical notes
Immediately below this
table.

*Historical notes on the additional 1.5% Fire Insurance Premium Tax

In 1997, a general revision of the statutes governing administration of the state's
finances amended Section 50-3-109, MCA, by moving the enumerated risks
from Section 19-18-512, MCA, to be codified as Subsection (2} of the Section
50-3-109, MCA. Amendments in the bill also clarified the breakout of the two fire
insurance premium taxes. The 1% fire insurance premium tax (the original Fire
Marshal's Tax) was to be deposited to the general fund. Other revisions in the
act provided that the 1.5% fire insurance premium tax for supplemental benefits
also be deposited directly into the general fund. However, the State Auditor
would still pay to the local police departments and fire relief associations an
“amount equal to the proceeds of the 1.5% tax. I the money statutorily
appropriated for the benefits exceeded the cost of the benefits, the excess
armount was to be paid into the FURS trust fund to help fund a 1989 benefit that
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guaranteed FURS retirees would have a minimum pension benefit equal to 1/2
the salary of a newly confirmed firefighter in the city from which the firefighter
retired. Other bills in 1997 provided that the payments made to the FURS and
VFCA trust fuhds to be made directly from the general fund. The internal '
reference in Section 50-3-109, MCA, that tied the 1.5% fire insurance premium
tax to various supplemental benefits in FURS was stricken because payment
calculations were provided for in other sections. Thus, the internal reference
linking the special additional 1.5% fire insurance premium tax to supplemenal

pension benefits became moot. The 1929 code commissioner's bill to generally .

revise the MCA and correct erroneous internal references in the statutes,
amended Section 50-3-109, MCA, by striking the moot internal reference to
supplemental benefits and combining the two sets of fire insurance premium
taxes imposed on the fire portion of premiums into one tax of 2.5%. This
eliminated the redundancy of a 1% tax and a 1.5% tax both imposed on the
same premiums and both being deposited directly to the general fund.

The *X" million dollar question

With respect to the statutory history discussed above, did deposit of the
insurance premium tax revenue directly to the general fund rather than to special
accounts and the‘subsequent combining of the 1.5% fire insurance premium tax
with the 1% Fire Marshal's Tax short-change the pension trust funds?

And the answer is...
For the VFCA

With respect to the VFCA, the contributions to the VFCA have always been

~ calculated as a percentage of the general insurance premium tax revenue
recei\_red from the 2.75% tax imposed under Title 33-2-705, MCA, on insurers
who collect premiums against the risks énumerated in Section 50-3-1 09(2),
MCA. Providing that this tax be deposited to the general fund and that the
payment to be made from the general fund instead of an earmarked account has
had no effect on the funding of the VFCA because the statute still requires the
5% to be calculated against the specified tax revenue.

Nevertheless, Section 19-17-301, MCA, which governs this calculation needs to
be cleaned up and could be amended as follows to clarify the calculation:

19-17-301. Fire-insurance Insurance premium tax to be paid
into pension trust fund. The state auditor shall annually pay from the
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general fund to the pension trust fund a sum equivalent to 5% of the
prerium taxes jmposed under 30-2-705 and collected from insurers
authorized to effect insurance against risks enumerated in 50-3-108(2).

‘ %ﬁgﬁﬁ—ﬁﬂ-ﬁ%ﬁeﬁu@fﬂd‘ The money must be used for
the paymeht of claims, benefits, and administrative costs as provided in
this chapter. The money is statutorily appropriated as provided in
17-7-502.

This clarification would have no effect on the amount of money paid to the VFCA
trust fund but would make it easier to discern which insurance premium tax
revenue is used when the State Auditor makes the 5% calculation for the
payment.

How much money is now in the VFCA trust fund and whether the fund is healthy
enough to provide increased benefits is an important question, but beyond the
purpose-of this paper. Current VECA pension benefits for a retired firefighter
who is 55 years of age with 20 years of service, or who is 60 years of age with
10 years of service is statutorily set at $100 a month.

For the other police and fire pension funds

With respect to the other pension plan funds (the fuhding for MPORS, FURS,
and the local police funds), the amounts historically paid from earmarked
accounts into which the insurance premium taxes were directly deposited and
that are now paid from the general fund have never been calculated as a
percentage of the revenue. Rather, the amounts paid have been calculated
either as an amount equal to a mill levy or as a percentage of compensation.
Thus, statutory changes affecting whether the payment was to be made from an
earmarked fund or from the general fund did not change the amount ultimately
paid into those funds.

Does a portion of the 2.5% Fire Marshal's Tax under Section 50-3-108(1),
MCA, belong to the pension plans? ' '

The special additional 1.5% fire insurance premium tax (now part of the 2.5% fire

marshal's tax) was originally enacted in 1975 to fund one-time supplemental
benefits. As previously noted, the tax was supposed to decrease and ultimately
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terminate as the eiigible benefit recipients passed-away. (In fact, the firefighters'
supplemental benefit was repealed in 1997 because there were no remaining

gligible recipients.)

Subsequent amendments led to the 1.5% fire insurance premium tax becoming
permanent and an on-going funding source for other police and fire one-time
benefit increases. These supplemental benefit increases eventually gave way to
guaranteed minimum benefit provisions in both FURS and MPORS. The
minimum benefits themselves have now given way to a Guaranteed Annual
Benefit Adjustment (GABA) within those systems. Both the GABA and the
minimum benefit adjustments paid in MPORS and FURS are actuarially funded.
This means that contribution amounts are based on the percentage of
compensation needed to provide adequate funding for the benefits and not on
the sufficiency of the fire insurance premium taxes.

Although the entire 2.5% fire marshal's tax is now deposited to the general fund,

- thus, becoming an additional revenue source to the general fund, the total tax
amounts to only about $2.4 million in revenue while total general fund payments
for pension. beneflts now totals about $14.2 million.

The {otal general fund payments to pension plans can, of course, be sliced into
various different pieces, but determining which pieces were intended to be
funded by the general fund and which were intended to be funded by the 1975
1.5% fire insurance premium tax is like trying to follow a string of spaghetti on a
fuli plate. Nonetheless, perhaps some of the information in this paper will assist
legislators and stakeholders to sort through arguments about why there are
general fund impacts when certain FURS or VFCA pension benefits are
increased or extended to additional members.

Pieces of the pie

Of the total $46.4 million collected in general insurance premium taxes in FY
2002, $22.7 million is attributable to the premiums paid to insurers who write
policies against the risks enumerated in Section 50-3-109(2), MCA. Of this -
$22.7 million "pie", various slices have been used to fund police and fire pension
- benefits, with amounts left over being used to pay other benefits, and any
remaining amounts reverting to the general fund. Today, of the $22.7 million
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"oie", $14.2 million is paid through the State Auditor's Office to the pension

funds.- Figure 3 itlustrates how large or small the various slices of this pie were in

FY 2002.
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‘A NUTSHELL HISTORY

The history of the general insurance premium tax starts with the very First
Legislative Assembly of the Territory of Montana in 1864 when a licensing fee
was imposed on any entity who conducted business in the Territory. By 1911,
general licensing fees had been broken out by business types. For insurance
companies, licensing fees were based on the amount of premiums they
collected. In 1911, legislation created the Fire Marshal's Office and funded it
with a tax on the fire portion of the premiums collected by fire insurance
companies. This tax was in addition to and separate from the licensing fees paid
by these companies. Other legisiation assisted local fire and police disability
funds by providing that the general licensing fees were deposited directly to local
disability funds before unexgended amount were forwarded to the state treasury.

As benefits evolved and the number of retirees increaséd, costs increased.
Financially troubled local fire and police funds were consolidated into statewide
funds, each receiving a state contribution through the State Auditor's Office. The ‘
VECA was enacted in 1935, MPORS was enacted in 1977, and FURS was
enacted in 1981. Some localities elected riot 10 join the consolidated MPORS

and FURS funds and so retained their right to réceive payments from the State
Auditor. These payments continued to be calculated as a mill levy amount on

the taxable value of the city.

As statutory provisions governing state finances and accounting methods were
revised, updated, and simplified, revenue was deposited directly to-the state
general fund, then statutorily appropriated to the earmarked accounts. Most
recent revisions to state finance laws replaced many statutory appropriations
with simple fund transfers. ’

However, through all of these revisions, the calculations to determine what
amount would be paid to which pension funds remained consistent, either as a
mill levy calculation, as a percentage of compensation, or, with respect to the
'VFCA, as 5% of the general insurance premium taxes collected under Section
33-2-705, MCA, from insurers writing policies against the risks enumerated in
Section 50-3-109(2), MCA.
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CONCLUSION:
A MATTER OF PERSPECTIVE

If one takes the perspective that the premium taxes collected under Section 33-
2.705, MCA, from insurers who write policies against the risks enumerated in
Section 50-3-109(2), MCA, were originally intended only to pay firefighter and
police officer pension benefits, then an argument can be made that the pension
funds are receiving $8.5 million less than they are entitled to receive. (The $8.5
million is the difference between the $22.7 million collected in premiumn taxes on -
those insurers, minus the $14.2 million that is now paid out through the state

auditor's office).

On the other hand, if one takes the perspective that the insurance premium tax
was originally enacted as a shared revenue source or as a state general fund
revenue source and that certain portions of the state revenue were later carved
out and dedicated to assist financially troubled local funds, then an argument can
be made that the pension funds are receiving a bigger"rfslice of the pie than
originally intended. '

From the public policy perspectivé, the central issue to be debated is not which
funding source should be tapped to pay for which bengfits. Rather, the issue to
be debated is whether the benefit enhancement or membership expansion that
shows up on a fiscal note as a "hit" against the general fund is based on sound
" retirement plan principles aimed at meeting rational public policy goals.

Hopefully, this paper has provided helpful information, provoked some thought,

and responded to the research request made by the State Administration and
Veterans' Affairs Interim Commitiee.
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Appendix A:
The Full Text of Relevant MCA Sections

General Insurance Premium Tax Statute

33-2-705. Report on premiums and other consideration — tax. (1) Each
authorized insurer and each formerly authorized insurer with respect to premiums
received while an authorized insurer in this state shall file with the commissioner, on or
before March 1 each year, a report in a form prescribed by the commissioner showing
total direct premium income, including policy, membership, and other fees, premiums
pald by application of dividends, refunds, savings, savings coupons, and simitar returns or
credits to payment of premiums for new or additiona! or extended or renewed insurance,

* charges for payment of premium in instaliments, and all other consideration for insurance
from all kinds and classes of insurance, whether designated as a premium or otherwise,.
received by a life insurer or written by an insurer other than a life insurer during the
preceding calendar year on account of policies covering property, subjects, or risks
located, resident, or to be performed in Montana, with proper proportionate altocation of

. premium as to property, subjects, or risks in Montana insured under policies or contracts
covering property, subjects, or risks located or resident in more than one state, after
deducting from the total direct premium income applicable cancellations, returned
premiums, the unabsorbed portion of any deposit premium, the amount of reduction in or
refund of premiums allowed to industrial life policyholders for payment of premiums direct
- to an office of the insurer, all policy dividends, refunds, savings, savings coupons, and
other similar returns paid or credited to policyholders with respect to the policies. As to
title insurance, "premium* includes the total charge for the insurance. A deduction may
not be made of the cash surrender values of policies. Considerations received on annuity
contracts may not be included in total direct premium income and are not subject to tax.

(2) Coincident with the filing of the 1ax report referred to in subsection (1),
each insurer shall pay to the commissioner a tax upon the net premiums computed
at the rate of 2 3/4%. . ' ‘

(3) That portion of the tax paid under this section by an insurer on account of
premiums received for fire insurance must be separately specified in the reportas
required by the commissioner, for apportionment as provided by faw. When insurance
against fire is included with insurance of property against other perils at an undivided
premium, the insurer shall make a reasonable allocation from the entire premium to the
fire portion of the coverage as must be stated in the report and as may be approved or
accepted by the commissioner. , -

(4) With respect to authorized insurers, the premium tax provided by this
section must be payment in full and in lieu of all other demands for any and ali state,
county, city, district, municipal, and school taxes, licenses, fees, and excises of whatever
kind or character, excepting only those prescribed by this code, taxes on real and tangible
personal property located in this state, and taxes payable under 50-3-109.

(5) The commissicner may suspend or revoke the certificate of authority of any
insurer that fails to pay its taxes as required under this section. :

(6) In addition to the penalty provided for in subsection (5), the commissicner
may impose upon an insurer who fails to pay the tax required under this section a fine of
$100 plus interest on the delinquent amount at the annual interest rate of 12%.

(7) The commissioner may by rule provide a quarterly schedule for payment of
portions of the premium tax under this section during the year in which tax liability is
accrued. [emphasis added]
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Fire Marshal's/Fire Insurance Premium Tax Statute

50-3-109. Tax on fire insurance premiums. (1) Each insurer authorized to
effect insurance on risks enumerated in subsection (2) that is doing business in this state
shall pay to the state auditor during the month of February or March in each year, in
addition to the taxes on premiums required by law to be paid by it, taxes on the fire
portion of the direct premiums on the enumerated risks received during the previous
calendar year after deducting cancellations and retum premiums. A tax of 2 1/2% must
pe deposited in the general fund as provided in 17-2-121. ‘

(2) The risks referred to in subsection (1} are: '

(a) insurance of houses, buildings, and all other kinds of property against loss or
damage by fire or other casualty;

(b) all kinds of insurance on goods; merchandise, or other property in the course
of transportation, whether by land, water, or air;

{c) insurance against loss or damage to motor vehicles resuling from accident,
collision, or marine and inland navigation and transportation perils;

(d) insurance of growing crops against loss or damage resulting from hail or the
elements; - :

(e) insurance against loss or damage by water to any goods or premises arising
from the breakage or leakage of sprinklers, pumps, or other apparatus;

(f) insurance against loss or legal liability for loss because of damage to property
caused by the use of teams or vehicles, whether by accident or collisiors or by explosion of
any engine, tank, boiler, pipe, or tire of any vehicle; and

(g) insurance against theft of the whole or any part of a vehicle.

Jemphasis added] :

VFCA Statute

19.17-301. Fire insurance premium tax to be paid into pension trust fund.
The state auditor shall annually pay from the general fund to the pension trust fund a sum
equivalent to 5% of the premium taxes collected from insurers authorized to effect
Insurance against risks enumerated In 50-3-108. The sum must be computed before
the amounts provided for by 19-13-604, and 19-18-512 are deducted. The money must
be used for the payment of claims, benefits, and administrative costs as provided in this
chapter. The money is statutorily appropriated as provided in 17-7-502. [emphasis
added] .

FURS Statute

19-13-604. State contribution. The state shall make its contributions from the
general fund. The general fund contributions must be made annually after the end of each
fiscal year but no later than November 1. The board shall notify the state auditor by
September 1 of each fiscal year of the annual compensation, excluding overtime, holiday
payments, shift differential payments, compensatory time payments, and payments in lieu
of sick leave, paid to all active members during the preceding fiscal year. The state's
contribution Is 32.61% of this total compensation. The contributions are statutorily
appropriated, as provided in 17-7-502. [emphasis added]
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Local Fire Relief Associations Statute

19-18-512. State auditor -~ payment to association. (1) After the end of the
fiscal year, the state auditor shall issue and deliver the warrant described in this
subsection to the treasurer of each city or town that has a fire department relief

_ association entitled by [aw to receive payments. The warrant must be for the use and .
bensfit of the association. The warrant must be for an amount equal to 1 1/2 mills of the
iotal taxable value of the city or town and must be paid out of the general fund. The
payment is statutorily appropriated as provided in 17-7-502.

. (2) The payment provided for in subsection (1)-must be for at least $100.
- [emphasis added]

MPORS Statute

19-9-702. State contribution. The state of Montana shall make its contributions
from the general fund. The general fund contributions must be made annually after the -
end of each fiscal year but no later than November 1. The board shall notify the state
auditor by September 1 of each fiscal year of the annual compensation paid to all active
members during the preceding fiscal year. The state's contribution is 29.37% of
compensation paid to members. The contributions are statutorily appropriated as
provided in 17-7-502. : o

Loéal Police Fund Statute

19-19-305, Annual state payments to municipality with police department.
(1) After the end of each fiscal year, the state auditor shall Issue and deliver to the
_ treasurer of each city and town in Montana that has a police department and that is not a
participant in the municipal police officers' retirement system a warrant for an amount
comptted in the same manner as the amount paid {or that would be paid if an existing
relief association met the legal requirements for payment) to cities and towns for fire
department relief associations pursuant to 19-18-512. The payment from the genera! fund
is statutorily appropriated as provided in 17-7-502. '

(2) Each city or town that has a police retirement fund shall deposit the payment
to the credit of its police retirement fund. -

(3} Payments provided for in 19-19-205 and subsection (1) of this section are in
addition to those provided for in 19-19-301.

{ ocal Police, Supplemental, Statute

19-19-506. Supplement to certain pensions. (1} The payment for each fiscal
year to the police officers, spouses, or rminor children described in subsections (2)(a}
through (2)(c) may not be less than one-half of the salary paid in that fiscal year in the
appropriate city or town to newly confirmed police officers. '

(2) On or before April 1 of each year, the board of trustees shall make a report to
the state auditor including the following information: :

{a) the names of all police officers who are receiving payments from the police
retirement fund of the city or town as of the date of the report and who were receiving the
paymeénts prior to July 1, 1975;

(b) the names of all spouses or minor children who are receiving payments from
the police retirement fund because of the death of a police officer who was receiving
payments prior to July 1, 1875 '

{c) the names of all spouses or minor children who are receiving payments from
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the police retirement fund and who were receiving payments prior to.July 1, 1975, orin
the case of minor children, whose parent, the spouse of a police officer, was receiving
payments prior to July 1, 1975; :

(d) for the purpose of determining the base figure for the computations set forth
in subsection (4), the following information relating to the base fiscal year cornmencing
July 1, 1976:

(i) the amount of the payments made in the base fiscal year to each police officer
described in subsection (2)(a}; o

(ii) the amount of the payments made in the base fiscal year to each spouse or
minor child described in subsection (2){b) or {2}{c); :

{iii) upon the death after April 18, 1977, of any police officer on the retired list who
was receiving payments from the police retirement fund prior to July 1,1975, and who is -
survived by a spouse or minor child entitled to receive payments from the police '
retirement fund, the amount that would have been paid to an eligible spouse of the police
officer if that spouse had been receiving payments in the base fiscal year.

" (3) Each fiscal year immediately after the adoption by a city or town having a
police retirement fund of its budget for that fiscal year, the city or town shall report to the
state auditor the salary for that fiscal year of a newly confirmed police officer of that city or
town.

. (4) The state auditor shall, upon receipt of the reports referred to in
subsections (2} and (3), compute the difference between each amount reported

under subsections (2)(d)(T) through (2){d)(iii) and one-half the salary for the current
fiscal year of a newly confirmed police officer of the appropriate city or town. The
difference must be paid by the state auditor out of the general fund fo the treasurer
of the appropriate city or town at the same time as and in addition to the payment
to be made by the state auditor under 19-19-305(1). The payment is statutorily
appropriated as provided in 17-7-502. :

~ (5) The treasurer of each city or town receiving funds under subsection (4) shall
immediately deposit them to the credit of the city of town's police retirement fund. The
board of trustees of the fund shall use the funds to supplement the monthly payments to
persons described in subsections (2)(a) through (2)(c} so that the requiremeants of -
subsection (1) are met. ‘ ‘

‘ (6) If more than one minor child is entitled to supplementary payments under this
section by virtue of the death of a common parent police officer, the minimum payment to
the minor children under this section must be determined as if there were one rminor child
and the supplementary payment must be made to the minor children collectively.
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Appendix B:
Short History of Key Statutes

*Note, these are unedited staff notes offered for
added information, please excuse any errors

The key statutory provisions related to insurance premium taxes and funding for firefighter

and police officer disability and pensions are as follows:

Section 33-2-705, MCA, imposes a 2.75% tax commonly called the general
insurance premium tax. This tax is imposed on all corporations doing insurance
business in Montana. This tax was originally enacted in 1864 by the First
Legislative Assembly of the Territory of Montana as a licensing fee on all entities
doing business in Montana. In 1897 new sections of law were enacted specific to
insurance companies and the licensing fee charged was based on the premiums

collected the company.

Section 50-3-109, MCA, imposes a 2.5% tax commonly called the fire insurance
premium tax or the fire marshal's tax. This tax is on the fire portion of Insurance
premiumns reported and taxed under Section 33-2-705, MCA, and must be paid /n
addition to the 2.75% tax imposed on those premiums under Section 33-2-705,
MCA. Thus, companies that write insurance policies that include insurance
against fire damage are paying a total 5.25% tax on the fire portion of all the
premiums they collect. A portion of this tax, 1.5%, was historically used to pay for .
supplemental benefits. As these payments began to be made by the generat
fund, it was combined into the Fire Marshal's Tax of 1%, which had originally
been used to fund the State Fire Marshal's Office, but which was also de-
earmarked and deposited to the general fund. Again, the payments from the
general fund continue to be made, but are not longer made from an earmarked
account into which the taxes were originally directly deposited.

Section 19-18-512, MCA, provides for a payment from the state auditor equal to
1.5 mills of the taxable value of the city to ba paid from the state general fund to
local fire relief associations in the city. Local fire department disability funds were
originally established in 1907. The city could levy a special property tax to fund
the local fire disability funds. As statutes and funding mechanisms evolved, the
payments to the local funds began to be made through the State Auditor's Office
from insurance premium tax revenue earmarked as a firefighter disability fund. In
1981, the local fire relief association funds in first and second class cities (many
of the funds were seriously underfunded or in debt) were consolidated into the
Firefighters Unified Retirement System (FURS). Other cities had an option fo join
or not to join FURS. The local fire relief associations receiving this payment
today under Section 19-18-512, MCA, are the associations that did not elect to
join FURS, and the payment made to them is still calculated based on taxable
valuation of property. The fire refief association payments and the state
contribution to FURS were made from the same "pot” of money, which was the
insurance premium taxes collected by the State Auditor and deposited directly
into an earmarked account. :

Section 19-13-604, MCA, provides that an amount equat to 32.61% of the
salaries of current members be deposited from the state general fund to the
FURS trust fund. As mentioned above, FURS was created in 1981. This state
contribution used to be made by the State Auditor from the general insurance
premium taxes collected under Section 33-2-705, MCA, from a certain group of
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insurance companies that collected premiums against the risks enumerated in
Section 50-3-109(2), MCA.

Section 19-17-301, MCA, provides that "a sum equivalent to 5% of the premium
taxes collected from insurers authorized to effect insurance against risks
enumerated in 50-3-109" be deposited from the state general fund to the pension
trust fund established under the Volunteer Firefighters' Compensation Act
(VFCA). The VFCA was enacted in 1935, before FURS was established, to cover
firefighters in unincorporated areds. ' .

Section 19-9-702, MCA, provides that an amount equal 10 29.37% of the salaries
of current members be deposited from the state general fund to the Municipal
Police Officers' Retirement System (MPORS), which was enacted in 1977. As
with the.state contribution to FURS, the state contribution to MPORS used to be
made from insurance premium taxes paid under Section 33-2-705, MCA, but only
for taxes collécted against premiums for motor vehicle and casualty insurance.
Furthermore, the calculation had not ever been based on the amount of the taxes
collected, but was calculated as a percentage of compensation-paid to active
members of MPORS.

Section 19-19-305, MCA, provides for a state contribution from the general fund
to certain municipalities with police depariments that are not now part of MPORS.
Similar to the local fire relief associations, these departments did not consolidate
their pension and disability funds under MPORS in 1977, and so continue to
receive payments calculated as 1.5 mills of the taxable value of the city.

Although this payment is today made from the general fund, the payment had
been made from an earmarked account into which insurance premium taxes for

motor vehicle and casualty insurance was deposited.

Section 19-19-506, MCA, provides for the State Auditor to make a state
contribution from the general fund to pay for supplemental minimum bensfits:
enacted in 1977 for certain retirees of the local police pension and disability
funds. Again, these payments were originally paid from earmarked insurance
premium tax revenue.
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Appendix C: _
Detailed Chronological History Of
. Funding for the VFCA Under
Section 19-17-301, MCA

*Note, these are unedited staff notes offered for
added information, please excuse any errors

Section 19-17-301, MCA, was originafly enacted in 1935. However, 10 add more historical
perspective, below is the pre-1935 history (1865-1935) of insurance premium taxes in
general and, at various junctures, of the taxes more specific to fire insurance companies.

1864

1879

1887

1897

1911

The First Session of the Legislative Assembly of the Territory of Montana
established licensing fees for people and organizations doing business in
Montana. The fees were based on transaction amounts. Of the fees
collected, 60% was kept by the county, 40% was remitted to the Territory.
Fire insurance companies were not specifically mentioned. (See Public

Laws of the Territory of Montana, 1864, pp. 523-528.)

Licenses were specifically required for fire insurance companies to do
business in a city or town within a county. Licenses had to be obtained
from the county. The fee was $7.50 each quarter or $40 annually. The
county retained 100% of the revenue, but it had to "be applied to the
maintenance of the fire department of the town or city where such
business shall be carried on...." If there was no fire department in a city
or town where business was being conducted, the money was deposited
to the general fund of the county. (See Chapter XXXi, Insurance
Companies and Agents, Revised Statutes of Montana 1878, pp. 756-

758.)

Of the licensing fees ﬁrst imposed in 1865 on all insurance companies,
75% of licenses fees collected were kept by the county, 25% were
remitted to the Territory. (See Laws of Montana, 1887, pp. 72-77.)

House Bill No. 258 revised the licensing of all insurance companies,

associations, and societies doing business in Montana. Included in the
act were companies insuring "against loss or damage by fire". The bill
provided for licensing fees to be paid to the State Auditor based on the
amount of insurance premiums collected by the company in each year.

» To collect $5,000 or less in premiums per year, the licensing fee was

$125. To collect more than $5,000 in premiums per year, the licensing
fee was $25 for every $1,000 in premiums collected by the company.
The bill did not specify a disposition of the fees from the State Auditor to
local authorities. (See Session Laws, 50th Assembly, pp. 76-78.)

Section 24, Chapter 148, Laws of 1911, established the State Fire
Marshal's Office under the State-Auditor's Office. To fund the fire
marshal's office, a new tax was enacted ori the premiums collected by
fire insurance companies. The state fire marshal, along with the fire chief
of the city fire department and the justice of the peace presiding in areas
where a fire occurred were required by the 1911 [aw to investigate and
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1915

1921

determine the cause and circumstance of each fire, The following is
Section 24 in Chapter 148, Laws of 1911:

"For the purpose of maintaining the department of the State Fire
Marshal and the payment of expenses incident thereto, each fire
insurance company doing business in this state shall pay to the
State Auditor and Comimissioner of Insurance, ex officio, during
the month of February or March in each year, in addition to the
license fees required by law to be paid by it. . . & tax of one-
fourth {1/4) of one (1) per cent on the gross premium receipts of
such companies . .. ."

The State Auditor deposited revenue from this tax into a special fund
called the State Fire Marshal Fund. Expenditures could not exceed the
amount of money in the fund, and at the end of each fiscal year,
unexpended money in the fund was to be deposited to the state general

fund. '

Chapter 128 of the Session Laws of 1911 provided that each city or town
with an organized fire department would report to the insurance
Commissioner information about the fire department's water supply, the
number or organized fire companies in the city or town, and the
equipment used by each fire company. The cily or town was also to
report “the amount of premiums received by it". The Insurance
Commissioner was to certify to the State Auditor "the name of each city
which has had, for not less than one year, an organized fire department,
and which has been so reported to him, and the amount of premiums
received in each city in such year by each fire insurance company”. The
State Auditor was then required to issue at the end of each fiscal year a
warrant to every city or town that amounted to "25% of the licenses
collected by the state auditor under section 4017 of the revised codes of
the state of Montana, in proportion to the premium so paid, and collected
by said fire insurance companies, in such cities to the total premiums, -
paid and collected by such fire insurance companies in the entire state",
Section 4017 of the revised codes was the codification of the provision
originally enacted in 1897, when license fees on all insurance companies
were generally revised. (See Chapter 129, Session Laws, Twelfth
Legislative Assembly, pp. 353-357 and Section 4017 RCM 1907.}

Thus, at this juncture, licensing fees based on premiums collected

specifically by fire insurance companies doing business in.the city were to
be tracked separately and that 25% of the licensing fees paid pursuant to
the fire insurance premiums were to be deposited to local fire department

. disability funds.

The allocation of the licensing fees collected from fire insurance
companies and paid into to local fire department disability funds was
increased from 25% to 50%, with the balance going to the state general
fund. (See Chapter 49, Laws of Montana, 1915.)

Summary of the laws as of 1921: In the Revised Codes of Montana of
1921, Section 5127, provided that the state auditor shall “issue and
deliver to the treasurer of every city his warrant for an amount equal to
fifty per cent of the licenses collected by the state auditor under 6112 of
these codes, in proportion to the premium so paid and collected by the
said fire insurance companies in such cities to the total premiums paid
and collected by such fire insurance companies in the entire state.”
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1933

1935

Section 6112 was previously Section 4017 of the 1907 RCM, and it
provided that all insurance companies {including fire insurance
companies) needed a license 1o do business. For a license to collect
$5,000 or less in premiums a year, the licensing fee was $125. Fora
license to collect more than $5,000 in premiums a year, the license fee
was $25 for each $1,000 in premiums collected. (See RCM 1921, Section
5127 and Section 6112.) : ‘ :

Chapter 127 of the Laws of 1933 was an act “to amend Section 5127 of
the Revised Codes of Montana, of 1921, as amended by Section 9 of
Chapter 58 of the Session Laws of the Twentieth Legislative Assembly of
the Sate of Montana, Relating to State Auditor to Pay Cities and Towns
Seventy-five Per Centum (75%) of the Licenses Collected for the
Maintaining Disability and Pension fund of the Fire Department Relief
Association of a City or Town.” The act provided a formula for
calculating the amount to be paid to each city's fund. Of the total license
fees collected (under Section 6112), 50% was to be paid out to cities and
towns according to the proportion of the fire insurance premiums
collected in the city compared to the total coflected from fire insurance
companies statewide. The remaining 25% {of the 75% "earmarked” for.
Fire Relief Associations) was to be used for a second payment of an
amount sufficient to ensure all cities who received less than $100 under
the first aliocation would receive a second allocation sufficient to ensure
they received $100 minimum. For accounting purposes, the act also
established a state special revenue account called the "Disability and
Pension Fund"”, out of which these payments were made.

Summary of disbursements of revenue based on Insurance premiums:

From the licensing fees:
- 25% to state general fund
— 75% earmarked in the Disability and Pension Fund _
- 50% of the money in the Fund was paid out to fire relief
associations proportional to licensing fees paid by fire
insurance companies -
- 25% of the money in the Fund was paid out in an
amount sufficient to ensure no city received less than
) $100.
From the tax on fire company insurance premiums (paid in addition to
licensing fees:
-- 100% earmarked to fund the Fire Marshal's Office
-- Amounts not expended at the end of each fiscal year reverted
to the state general fund

Chapter 65, Laws of 1935, established what was called the Volunteer
Fireren's Compensation Act. The act provided a specified disability

" compensation for "every member of a fire company organized in an

unincorporated town or village" who was injured in the line of duty and
whose injury required a doctor’s attention. Section 2 of the act
established a fund to be know as the Volunteer Firemen's Compensation
Fund, from which the disability claims were to be paid. The payment of
claims from the fund was administered by the Industrial Accident Board.
A certain percentage of the licensing fees, by then called taxes, collected
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1947

from fire insurance companies was specified as the funding source for
the disability payments. Section 11 of the act provided that the State
Auditor and Ex-officio Commissioner of Insurance (one office) shall:

"annually causé to be deposited in the "Volunteer
Firemen's Compensation Fund*..."such sum as shall be
equivalent to 5 percent of the premium taxes collected
from fire insurance companies pursuant to-Section
6112, Revised Codes of Montana, 1921, as shall remain
after the amounts provided for by Section 5127, Revised

" Godes of Montana 1921, as amended by Chapter 127,
Laws of Montana, 1933, shall have first been deducted.”
[emphasis added]

Chapter 125, Laws of 1947, amended Section 5158.11 by clarifying that
the fire insurance premium tax was actually just a portion of the tax
(licensing fees) paid by all insurance companies to obtain a license 10
conduct business. Section 6112 based the licensing fee amounts on the
premiums collected by insurance companies for all types of insurance.

- Section 6136 specifically authorized any insurance company to provide

fire insurance. This 1947 act provided that the amount of money to be
deposited to the VCFA fund was 5% "of premium taxes collected from
insurance companies authorized to effect insurance against risks
enumerated in Paragraph 1 of Section 6136, pursuant to Section 6112,
as shall remain after the amounts provided for by Section 5127, shall
have been first deducted.” The italics highlights the new language
enacted in 1947. Paragraph 1 of Section 6136 itself was not new.
Section 6136 enumerated all the various types of insurance that
companies where authorized to sell. Paragraph one related to property
insurance. The risks to property were listed and were eventually codified
as subsection (2) of Section 50-2-109, MCA.

Another act,r Chaptér 162, Laws of 1947, updated the statutory language

" that is-aow Subsection (1) of Section 50-3-109, MCA, (i.e., the Fire

Marshal's Tax) so that rather than referring to a tax on the premiums paid
to “fire insurance companies”, the tax was imposed on each "insurance

" company authorized to affect insurance on the risks enumerated in

paragraph one of Section 6136" and instead of the tax being on all
premiums paid to the company, language was inserted stating the tax on
those companies was imposed only on the "fire portion” of the premiums
paid to them,

It is important to note that the insurance companies authorized to insure
property against certain‘risks were required to pay the licensing fees that
were now being referred to as insurance premium taxes PLUS the fire
marshal's tax, which was also calculated based on the insurance -
premiums collected by the company. Consequently, the fire portion of the
premiums collected by certain insurance companies was subject to both

taxes.
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Special
Note

1963

1969

Without retracing the entire history of what became Section 11-2022 in
the 1947 R.C.M. (formerly Section 5158.3 of the 1935 R.C.M.) or the
history of the cther relevant MCA sections, it is important to note that by
the time the 2nd Replacement Volume of the 1947 R.C.M. was published
in 1967, which composited the numerous legislative changes that had
been made since the 1935 R.C.M,, the disability benefits payable under
the VFCA had evolved significantly. Whereas initially enacted to provide
only disability benefits, by 1967, the VFCA benefits also encompassed
funeral expenses, payments to fire companies that maintained their own
group insurance plan for death or disability, and pension payments for’
firefighters who had attained a certain age and completed a certain
number of years of service. With respect to the pension benefits
payable, a volunteer firefighter who was eligible for a pension could file a
“claim" with the public employees' retirement system's administrative
hoard. Under Sections 11-2025 and 11-2526, each year, after all
disability, death, and group insurance payments had been paid, the
Industrial Accident Board would tell the retirement board how much
money remained in the VFCA fund. The retirement board would then

determine how much could be paid to each "claimant™ (i.e., retiree)
belonging to the pension fund. Claimants were entitled to remain in the
pension plan for life and recelve annual payments recalculated each year
hased on how many total retirees there were and the annual balance

availablé after the disability, death, and insurance benefits were paid.

in summary, 5% of the fire insurance portion of the insurance premium
tax revenue that remained after the allocation to the local fire relief
association pension and disability funds was deposited to an earmarked
fund for the VFCA. After disability, death, insurance, and administrative
costs were paid by the Industrial Accident Board to members of the
VFCA, the annual balance remaining in the earmarked fund was repotted
to the retirement board. The retirement board would then split that
balance among all pension “claimants” (i.e., retirees) and pay it out

monthly or in a lump sum.

Chapter 147, Laws of 1963, generally revised the fund structure of the
state treasury. Section 191 of the act amended Section 11-2030 by
inserting language providing that the fire insurance premium taxes used
to fund the VFCA (i.e., the 5% after allocations to the fire relief
associations) was to be annually deposited to the "earmarked revenue
fund” in the state treasury. It also added language 10 clarify that the
money in the fund was to be used to pay the claims under and the
administrative costs of the VFCA. )

By 1969, Section 11-022 of the 1969 Cumulative Pocket Supplement of
the 1947 R.C.M. had been amended to further described the formula for
how the pension payments due to VFCA retirees were 1o be calculated.
In essence, at the close of the fiscal year (afer the disability, death, and
insurance payments had been made) the industrial Accident Board would
reserve $1 million in their fund for future payments for those benefits.
Money in their fund in excess of the $1 million would be paid to the Public
Employees’ Retirement System administrative board. The statute then-

" directed that if the amount paid to the retirement board was sufficient,

each member of the VFCA pension fund would receive $20 a month for
the year, but if not sufficient, each member would simply receive a lump
sum payout. The language further specified that the money from the
parmarked fund (i.e. the VFCA fund) that was set aside from that fund for
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1973

1975

1977

1981

the purposes of paying pensions to VFCA retirees could not exceed the
amount required to payout a maximum of $25 per month for each retiree.
In other words, money received by the retirement board in excess of the
amount needed to pay $25 per month to each retiree was evidently
(though nat expressly stated) to be retumed to the Industrial Accident

" Board and was not "fenced” for future pension payments.

By 1973, Section 11-2022 in the 1973 Cumulative Pocket Supplement of
the R.C.M. had further evolved. Disability and death benefits had been

increased and the formula for the VFCA pension payments had been

revised. After paying the disability, death, and insurance benefits, the
Industrial Accident Board was to pay to the retirement board the amount
in the earmarked fund exceeding $1 million or 95% of the amount that
the earmarked fund had increased during the previous fiscal year,
whichever was less. Further changes included increasing the maximum
pension payment to $50 per month.

In 1975, under Chapter 32 of the Laws of 1975, an additional 1.5% tax on
the *fire portion” of insurance premiums paid by the insurers authorized to
sell insurance against the listed risks to property was imposed for the
sole purpose of funding a special supplemental retirement benefit for
firefighters who retired before1973. As enacted, the bill provided that as
the persons who received the supplemental benefits became deceased,
the tax would be reduced proportionally, and that when no one eligible to
receive the supplemental benefits survived, the tax was to terminate.
Money remaining in the special revenue account to which the tax revenue
was deposited would revert to the general fund.

Three acts in 1977 amended Section 11-2030, the section relating to 5%
of the fire insurance premium taxes being set aside to fund the VFCA.
Chapter 95, Laws of 1977, created an "agency fund” from which all the
VFCA benefit payments, including pension payments, were made. The
5% of the fire insurance premium taxes (after the other allocations) was
deposited directly to that agency fund. Chapter 157, Laws of 1877, was a
general revision bill amending numerous sections affecting both the fire
relief association disability funds and the VFCA. Section 11-2030 was
amended in a manner similar to the Chapter 95 act so that the 5% would
be deposited directly to a fund called the "volunteer firemen's fund”. The
act also clarified that money in the fund could only be used to pay for the
disability, death, insurance, and pension benefits provided for under
Section 11-2022 1o eligible members. Chapter 90, Laws of 1977,
increased the maximum pension payment from $50 to $100 per month.

Chapter 566, Laws of Montana, 1981, created the Firefighters’ Unified

" Retirement System (FURS). The disability and pension funds of local fire

relief associations in first and second class cities as well as the disability
funds from other cities who elected to join FURS were consolidated into
one pension fund administered by the Public Employees’ Retirement
Board. The act also provided for a state contribution of 12% of .
compensation of active members (increasing to 15% in 1982 and 18% in
1983) to be paid into the FURS pension trust fund from the fire insurance

premium tax.
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Composite

1985

Summary

Chapter 313, Laws of Montana 1981, amended Section 19-12-301, MCA,
(previously Section 11-2030 R.C.M. and that would later be renumbered
to Section 19-17-301) to provide that the 5% set aside for the VFCA
benefits (disability, death, insurance, and pensions) was calculated based
on the premium tax collected before the state auditor made annual
payments to the local fire relief association disability and pension funds.

Both of the 1981 enactments (summarized immediately above)} amended
the Section 19-12-301, MCA. Therefore, the composite of Section 19-12-
301 (after codification of both laws) provided that the 5% allocated to the -
VECA was to be computed before both the state contribution to FURS
and the state auditor's payment to the loca! fire relief associations that
elected to not join FURS. {See Section 19-12-301, MCA of 1981.} This
was a significant change for the VFCA because the 5% had been
calculated on amounts left after the allocation to the local "pre-FURS"
funds had been made.

Chapter 703, Laws of Montana, 1985, was a general revision bill to clarify
appropriations and provide for continuing statutory appropriations. Thus,
the money paid into the state special revenue fund from insurance
premium taxes was statutorily appropriated for the purposes specified in
statute.

In 1985, insurance premium taxes wére being used to fund the following
pension and disability benefits:

Erom the general insurance premium taxes collected under Section 30-2-
705 on insures authorized to insure against risks enumerated in 19-11-
512, MCA (later to become Subsection (2) of Section 50-3-109, MGCA,
enacted as the Fire Marshal's Tax):

{1 To local fire relief association pension and disability funds
amounting to 1.5 mills of the taxable value of property in the city

{2) To FURS for the state contribution based on a percentage of
salary of active members .

(3 To VFCA based on 5% of the total premium taxes collected from
those insurers an calculated before the disbursements under (1)
and (2) above were made

(4) - To FURS for supplemental pension benefits to certain retirees

{5) To MPORS for the state contribution based on a percentage of
salary of active members

{6) To MPORS for supplemental benefits providihg a guaranteed
minimum benefit (*paid from the portion of the premium faxes
associated with motor vehicle and casualty insurance)

(7 To MPORS for other supplemental benefits

(8) To local police officer relief associations as a state contribution

Page 28 of 29



(9) Tao local police officer relief associations for supplemental
benefits

Naote: Unexpended amounts of the revenue collected from the insurance
premium taxes were deposited to the state general fund.

From an additional special 1.5% tax on the fire portion of the premiums

paid under Section 33-2-705, MCA, by the same group of insurers
insuring property against the risks enumerated in Section 19-11-512,

MCA:

4} Supplemental benefits for the pre-1973 retirees of the local fire
relief association pension and disability funds

From the 0.75% Fire Marshal's Tax imposed in Section 50-3-109, MCA;

(1)  Forthe operation of the State Fire Marshal's Office, annual
amount

(2) Annual balance in special revenue fund to go to the state general
fund.

~

1995 Chapter 175, Laws of Montana, 1995, (HB63) significantly revised the
VFCA to provide that benefits under the plan be actuarially funded. The
"volunteer firefighters fund® designation for the account from which the
VFCA benefits were paid was changed to the "pension trust fund".
Benefit amounts were calculated based on years of service. Whereas
pension benefits paid had been based on the amount available in the
fund after disability, death, and insurance benefits had been paid, the
1895 amendments provided that recipients would receive a monthly
benefit based on years of service, with a maximum of $100 per month (a
reduction from the $120 per month sét for all recipients. This $100 full
pension was paid for 20 or more years of service. Partial pensions were
to be paid based on years of service between 10 and 20 years of service.

1997 Chapter 532, Laws of Montana, 1997, amended Section 19-17-301,
MCA, and other sections of the retirement statutes, to provide that the fire
insurance premium tax revenus used to pay pension plan benefits would
be paid into the general fund. From the general fund, the state auditor
would pay the amounts specified. The amendments did not aiter the
amounts paid. Section 19-17-3MCA, continued to use 5% of the Title 50
fire insurance premium tax before allocations to the local fire relief
associations and FURS were made to fund the VFCA.

Cl0429 2336shga.
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