	TAXATION OF 1977 FUND DISABILITY AND DEATH BENEFITS*

	Type of Monthly Benefit
	Applicable Internal Revenue Code Provisions
	Taxation as Determined by 2001 PLR

	Disability Benefit 

(Pre-1990 Disability Schedule)

     – Line of Duty

IC 36-8-8-13.3(c)
	Section 104,

Ruling No. 5 in 2001 PLR.
	Benefits are nontaxable if 1977 Fund Advisory Committee finds that disability suffered "in the line of duty"

(IC 36-8-8-12.7 establishes process.)



	Disability Benefit 

(Pre-1990 Disability Schedule) 

     – non-line-of-duty

IC 36-8-8-13.3(d)

	Section 72 and 105,

Ruling No. 6 in 2001 PLR.
	Taxable.



	Disability Benefit 

(1990 Disability Schedule) 

     – Class 1 and 2

IC 36-8-8-13.5(b) and (c)

	Section 104.
	Non-taxable.



	Disability Benefit 

(1990 Disability Schedule)

     – Class 3

IC 36-8-8-13.5(d)

	Section 72 and 105.
	Taxable.



	Death Benefit 

    – Line of Duty Death before 8/31/82

(if Advisory Committee has found LOD status)
IC 36-8-8-13.9

	Section 104, Ruling No. 15 in 2001 PLR.
	Effective January 1, 2001, benefits paid to surviving spouse up to 60% of the minimum benefit (the benefit computed as if member was age 52, 20 yos) are non-taxable.  For spouses paid above 60% of the minimum benefit amount (would apply if member had more than 20 years of service), basis recovery applies against the balance to determine the remaining taxable amount.  

Benefits paid to non-incapacitated children of up to 20% of the minimum benefit are non-taxable.  Benefits of up to 50% of the minimum benefit paid to dependent parent(s) are non-taxable.   (Only would be taxable portion if member had more than 20 years of service).  

· Benefits Paid January 1, 2002 - forward 

Benefit to spouse or child are completely non-taxable pursuant to "Fallen Hero Survivor Act" amendment effective 1/1/02.  Parents' benefit not affected - use above rules under 2001 PLR.

	Death Benefit 

    – Line of Duty Death between 8/31/82 and 1/1/97

IC 36-8-8-14.1(c), (d), and (e)
	Section 104, Ruling No. 16 in 2001 PLR.

Section 101(h)
	· Benefits Paid Before July 1, 2000
Only the additional benefit for spouse is non-taxable, and benefits to children and parents are taxable.  

· Benefits Paid between July 1, 2000 - December 31, 2001
Effective July 1, 2000, benefits paid to surviving spouse up to minimum benefit (benefit calculated as if member was age 52 with 20 yos) are non-taxable.  For spouses paid above minimum benefit amount (would apply if member had more than 20 years of service), basis recovery applies against the balance to determine the remaining taxable amount.  

Benefits paid to non-incapacitated children of up to 20% of the minimum benefit are non-taxable.  Benefits of up to 50% of the minimum benefit paid to dependent parent(s) are non-taxable.  (Only would be taxable portion if member had more than 20 years of service).  

· Benefits Paid January 1, 2002 - forward
Benefit to spouse or child are completely non-taxable pursuant to "Fallen Hero Survivor Act" amendment effective 1/1/02 (unless self-inflicted, benefits paid to someone who caused death, or intoxication involved.  Parents' benefit not affected - use above rules under 2001 PLR.

	Death Benefit

    – Line of Duty Death after 1/1/97

IC 36-8-8-14.1(e)
	Section 101(h) and 104, Ruling No. 16 in 2001 PLR.
	All monthly benefits paid to surviving spouse and/or children are non-taxable, unless self-inflicted, benefits paid to someone who caused death, or intoxication involved under Code Section 101(h).

Benefits of up to 50% of minimum benefit paid to dependent parents would be non-taxable under 2001 PLR.

(Only would be taxable portion if member had more than 20 years of service).

(Note: Treatment same as for other classes of survivors under Fallen Hero Survivor Act)

	Death Benefit 

     – non-line of duty

IC 36-8-8-13.8(c)

	Section 72.
	Taxable.



	Death Benefit of $9,000

IC 36-8-8-16
	Section 61.
	Taxable.

	Lump Sum Line of Duty ($150,000)

IC 36-8-8-20
	Section 104, Ruling No. 4 in 1999 PLR
	Non-taxable.
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* Updated for 2001 PLR and Fallen Hero Survivor Act that becomes effective 1/1/02.  Changes to Section 101(h) effective 1/1/02 are in BOLD.
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