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By EARL C, GOTTSCHALK JR.

Staff Reporter of Tux WALL STRERT JOURNAL

So you're dreaming about retiring to
some bucolic town In Florida, or Nevada or
Texas, a place where the sun shines almost
every day and you can stretch your money
along way because there is no state income
fax.

Maybe you ought to wake up.

There's an Increasing possibility that
your former homestate will find you and
demand that you pay taxes for the rest of
your life on yout pension payout or distribu-
tions from an individual retirement ac-
count,

With varylng degrees of aggressive-
ness, California, New York, Oregon, Min-
nesota, Vermont, Kansas, Arkansas :and
lowa track down retirees who earned pen-
sions while working in those states and
present them with tax bills, If peopie
don’t pay up, some states use collectlon
agencles and have selzed property and
bank accounts.

California, New York, Oregon and Mich-
igan also tax IRA payouts to former resi-
dents, according to a survey by Anthony P.
Curatola, professor of accounting at Phila-
delphia’s Drexel University. Three other
states — Loulsiana, Mississippl and
Kansas — impose a tax on people who tike
money out of an IRA the same year they
move, he says.

The states' reasoning is stimple: They
merely deferred taxes on the money bulid-
ing up in those pensions and IRAs untii it
was withdrawn. Once the withdrawais
start, they want their cut — regardiess of
where their former residents have moved,

In addition to states that currently tax
pensions, several others — Arizona, Geor-
gin, Kentueky, Louisiana, Ohio and North
Dakota - have laws allowing them to im-
pose these taxes, says the Federation of
Tax Administrators. an association of state
tax officiais.

Many tax professionals think the prac-
tice will spread. “The problem will get
worse — not better,"” says Willlam Raby,
senfor tax lecturer at Arizona State Univer-
sity, "*The retiree popuiation is increasing,
and the problems of revenue-hungry states
are increasing.”
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States, led by California and New York,
are already stepping up their enforcement
‘ctlons on runaway pensions, attorneys
#ho specialize in state taxes say. ''We are
finding a tremendous number of audits on
pension distributlons all throughout the

U.S. this year,” says Leonard Whitman,
a partner at Siegel, Whitman & Stadt-
mauer. a Florham Park, N.J., law firm
that handles 1500 qualified retirement
plans.

Getting a tax bill from the state where
you used to live ¢an be a shock. Take the
case of Gertrude Eberly, 75 years old, of
Failon, Nev., a retired unemployment in-
surance supervisor for the state of Califor-
nia.

In 1988, after she had been retired for 10
years and had moved to Nevada, she re-
ceived a tax bill from California for back
state taxes. It included interest and a 55%
penaity, and went all the way back to 1978,
she says.

The original tax blil: $8,000. ‘‘They
scared the socks off me,” she says. “1 had
1o idea I owed them money."

Ms. Eberly, whosays she lives on a fixed
income of $12,000 a year, agreed to pay $50 a
month to retire her back-tax bill. But in
October 1989, Nevada's Legislature passed
a law preventing other states from attach-
ing property or bank accounts of Nevada
retirees to pay back-tax biils. She stopped
paying the $50 2 month.

"It's taxation without representation,”

she says. "'Patrick Henry would roll over In

his grave."

The states, however, don't see it that
way. “'If you are a retiree who made your
Income In California, you were given pref-
erential treatment on the money that went
into your pension plan,” says Jim Reber,
public-affalrs officer for the Callfornia
Franchise Board. “We sald: ‘Let's not
tax these folks on ail their fringe beneflts.
Instead, we will tax them when they
receive the money and when they are in a
lower tax bracket.' '

Callfornia collects about §10 miilion to
$12 miilion a year from taxing pension
payouts of former residents, Mr. Reber
says. New York Tax Commissioner James
W. Wetzler says his state collects “very
little'" from these taxes and is primarily
targeting high-income former residents.

“Qur main Interest {s corporate execu-
tives and partners in law firms ~ people
who have the freedom to execute arrange-
ments to sheiter thelr income before they
retire," says Mr. Wetzler.

Resistance Movement

The states’ arguments don't placate
william Hoffman, a retired chief scientist
at Hughes Afrcraft Co. in Ef Segundo, Calif.
Mr. Hoffraan, who moved to Carson City,
Nev., after he retired, became enraged that
he would have to pay California a part of his
pension for life. So he founded RESIST of
America Inc. (Retirees to Eliminate State
Income Source Tax ). The group now clalms
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tens of thousands of inembers and spear-
heads a battle to enact federal legisiation to
prevent states from taxing former resi-
dents’ pensions.

Sen. Harry Reid (D., Nev. ) recently got
such a provision tacked onto the Demo-
crats' federal tax bill, but President Bush
vetoed the bill. Other retiree organiza:
tions — inciuding the Natlonal Association
of Retired Federal Employees and the
Alr Force Association — have joined the
battle.

In the_beginning, the issue of taxing
former residents’ pensions affected mostly
retired government employees such as Ms.
Eberly hecause of the easy access to their
records, Now, Increasingly sophisticated
computer systems enable states to find
private-corporation retirees as well,

Muitistate Residents

The tax situation becomes even more
complicated for employees who have
worked in several states, accumuiating
portions of pension income In each. Upon
retirement, they would have to fill out
nonresident tax forms for ail those states,
aliocating the amount earned in each state
that taxes retirerent income.

Not many people follow this rule, ac-
countants say. And Mr. Wetzler. the New
York tax commissioner, says: ‘‘No one
defends a state of affairs where you have
nonresident tax forms due from 20 different
states.” He heads a task force for the
Federation of Tax Administrators that Is
trying to unravel the multi-state problem.

Still, the law is the law. So what's a
retiree to do?

Because state tax rules on former rest-
dents' pensions, IRAs and other tax-de-
ferred retirement plans vary widely, it's
important to meet with a tax speclalist
before you move out of state.

Take the example of & New York state
retiree who moved to Florida, and took a
lump sum from his penslon to invest in a
real estate project. Paul R. Comeau, a
Buffalo, N.Y., attorney, says the man paid
federal income tax on the distribution, but
didn't think he owed New York any tax.
Two years later, New York checked his
federai tax return as part of a program to
find people who claimed to have left the
state but were stiil legal residents. The
state discovered the lump sum and as-
sessed a state tax on it,

Mr. Corneau says the man could have
avolded the tax if he had taken the pension
In monthly payments as an annuity instead
of a lump sum, because New York exempts
pension annuities from state tax.

Says Stanford T. Young, viee president
at P.R. Tayior Inc., a Palo Alto, Calif..
investment-banking and financiai-planning
fiym: "'[t's essential that you have someone
who understands these issues working with
you to establish an appropriate disciosure
and fillng position.”
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