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NOTICE OF DECISION:
FINDINGS OF FACT AND
CONCLUSIONS OF LAW

The State Board of Tax Appeals, having considered all evidence and arguments presented, and

having taken the matter under advisement, finds and concludes as follows:

FINDINGS OF FACT

In 1953, the Arizona Legislature created the Arizona Retirement System ("the System") to provid

retirement benefits for state employees. Participants in the System subsequently voted the Arizona Stat,

Retirement Plan ("the Plan") into effect in 1971. Each retirement plan contained language promisin

exemption from state taxation for the annuities, benefrts,and pensions provided under the plan. In 1978,

legislation was enacted that exempted the annuities, benefits and pensions of State employees under th

Arizona income tax statutes. No similar statutory exemptionwas afforded federal employees.

In 1989, the United States Supreme Court decided Davis v. Michigan Dep't of Treasury, 489 U.S.,

803 (1989), holding that an income tax exemption granted to a state's own retirees, but not extended t,

federal retirees, violates the intergovernmental immunity doctrine, which prohibits discrimination again

federal employees because of the source of their income or compensation. 4 U.S.C. § 111. That sam

year, Arizona amended its income tax statutes to comply with the Davis ruling. Laws 1989, Chapter 312.

Under the amended statute, State retirement benefits received after December 31, 1988 are subject t,
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