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Executive Summary
The Task Force to Study the Financial Impact of Retired Military Service
Personnel (RMSP) on the Economy of the State met on four occasions to research
and discuss their corresponding results for the ten inquiries in Section 1, (f) of
Senate Bill 480 enacted in May 2003 as Chapter 94 of the Annotated Code of
Maryland. In addition, the Task Force conducted a Public Hearing on October 16,
2003, in Annapolis, MD to solicit comments from interested citizens.
Approximately 20 individuals, representing more than 26 military and veterans’
organizations and more than 500,000 veterans and their families in Maryland,
presented their views. The central theme of those testifying was underscored by an
active duty Air Force physician, who resides in Crofton and is currently serving at
Bethesda Naval Hospital. His message was powerful and succinct, “I’d like to stay
here but that is probably going to be a business decision!” In other words, if
Maryland does not exempt military retirement pay from State and local income
taxes, he and countless others will opt to move to military retiree-friendly states.
Thus, Maryland will lose on two counts: the State will lose the skills of highlyqualified and expensively trained service personnel who are essential to
Maryland’s continued economic development; the State will also lose considerable
tax revenue (sales taxes, real estate taxes, income taxes on second career
employment) as RMSP migrate to tax-friendly states.
There are approximately 500,000 veterans in Maryland and approximately 42,577
RMSP. Although there is currently some State income tax relief exemption, the
number of RMSP eligible to receive this benefit is unknown. Additionally, the
Task Force was not able to establish any additional benefits specifically for RMSP
individuals.
Military retirees total income was approximately $3 Billion in tax year 2000,
paying approximately $168 Million in state and local income tax. Their median
income was approximately $71,000 compared to the Maryland median income of
approximately $42,000. RMSP households spent over $2.2 Billion on goods and
services generating nearly $25 Million in sales tax and another $59 Million in real
estate taxes. Time was not available to fully explore the economic impact of the
increase in disposable income RMSP personnel would provide to businesses and
employment.
A recent presentation by the Maryland Department of Legislative Services to the
Senate Budget and Tax Committee in September 2003 showed Maryland has the
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fourth highest income tax burden in the country. Maryland’s high income tax rate
may be a significant reason why Maryland has lost retirees to surrounding states.
A recent newspaper article in the Washington Post indicated that while Virginia
gained nearly 7,000 retirees and Delaware gained over 2,500 retirees between 1995
and 2000, Maryland lost over 4,000 retirees.
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Introduction
During the 2003 session of the Maryland Legislature, two bipartisan bills
were introduced to increase the State income tax base by attracting more
retired military service members to reside in Maryland. This was to be
accomplished by exempting military retirement pay from Maryland State
and local income taxes, effective January 1, 2004. Over 26 Veterans
organizations supported legislation to phase in the tax exemption over a fiveyear period to enhance the potential economic impact and permit favorable
tax treatment of military retirees to increase the number of military retirees
who will select Maryland as a permanent retirement location. This
legislation would have begun the phase-in on January 1, 2004 with a 20
percent exemption, followed by an additional 20 percent each year until all
military retirement pay would be fully exempt in 2008. However,
Maryland’s current budget deficit caused the Governor and the General
Assembly to enact legislation for a State-sanctioned Task Force to perform a
detailed analysis of the potential benefits and impact of exempting military
retirement pay from Maryland State and local income taxes.

Statement of Purpose
SB 480 (Attachment 1), which was subsequently enacted as Chapter 94 of
the Annotated Code of Maryland, directed that a Task Force be formed to
“Study the Financial Impact of Retired Military Service Personnel on the
Economy of the State.”
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Task Force Report
SB 480 directed the Task Force to answer 10 questions. However, before
identifying these questions and their answers, the Task Force considered it
important to define military retirees (hereafter referred to as a Retired Military
Service Personnel or RMSP).
RMSP – An individual who has served in one or more of the uniformed
services for a sufficient length of time to meet the eligibility requirements for
non-disability military retirement pay. A service member is required to serve a
minimum of 20 years on active duty or complete a minimum of 20 years of
combined active duty and Reserve service to qualify for and receive nondisability retirement pay. (For a short time in the 1990s during the massive
draw down, 15-year retirements were offered.)

Questions Required by SB 480
1. Determine the number of RMSP in the State of Maryland.
There are 42,577 persons with Maryland addresses who received retirement pay in
2000 from the Defense Financial and Accounting Service office in Cleveland,
Ohio that pays all military retirement benefits. (Office of the Comptroller)
2. Determine the number of RMSP engaged in a second career or secondary
employment of any kind.
The Comptroller's Office collected the following data from 36,385 tax year 2000
federal income tax returns with Maryland addresses matched to the 42,577
individuals (note that the number of federal returns with Maryland addresses is
smaller than the number of individuals receiving military retirement pay for several
reasons, including that military retirees could be married to each other and
therefore only file one return, that retirees could move out of the State, and
therefore receive a 1099 form with a Maryland address but file a federal tax return
from another state, and that retirees could have income that does not meet the
federal filing requirement).
• There were 11,640 RMSP who received a W-2 form (for wage and salary
income).
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• There were 26,293 tax returns claiming wage and salary income (this could
have been for the RMSP, or his or her spouse or dependent; this figure is
inclusive of the 11,640 individuals who received a W-2 form).
• There are 3,174 returns with Schedule C (self-employment) income or loss
but no wage or salary income.
• There are 2,219 returns with partnership income or loss, but no Schedule C
or wage or salary income.
Thus, the total number of RMSP with a second career or secondary employment is
a maximum of 43,326, and is lower to the extent that income reported on the
returns is earned solely by the retirees’ spouses or other dependents. More
directly, there are 43,326 households in the State with a military retiree and with an
employed individual, who may or may not be the retiree.
There are a number of reasons for the discrepancy between the number of W-2
forms for military retirees and the number of returns with wage and salary income.
In many cases the reason would be that the RMSP’s spouse earned the income (the
Comptroller’s Office cannot easily distinguish between the two). There also may
be some data problems, including incomplete W-2 information and misreporting of
self-employment income as wage or salary income. This last issue is not
uncommon, particularly with contract employees, and RMSP are likely to be
disproportionately contract employees. (Office of the Comptroller)
3. Average total income of RMSP, including any secondary employment
income or secondary career income, military retirement income or other
retirement income.
Total income of $3,035,816,399 was reported on 36,385 income tax returns for tax
year 2000 where one or more people had military retirement income. [Average
household income $83,435] The number of returns is smaller than the number of
1099s issued by DFAS because some individuals may not have met filing
requirements (mostly due to low income), some may report a different state of
record for tax purposes, and some RMSP may be married to each other and thus
filing joint returns.
The median household income was $71,484. For comparison purposes, the Census
Bureau estimate of median household income for all Maryland households in 2000
was $42,151.
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In tax year 2000, RMSP paid $163,882,098 in State and local income taxes
($104,364,455 State; $59,517,643 local). For comparison, the average State
income tax paid by RMSP was $2,342 and for all Marylanders that owed State tax,
the average was $2,300. RMSP taxpayers that owed local income tax paid an
average of $1,791 in local income tax, and for all Marylanders that owed local
income tax the average was $1,589.(Office of the Comptroller)
4. The value of any additional benefits or programs available to Retired
Military Service Personnel.
After extensive research, the Task Force determined there was no data available to
quantify the benefit.
5. The average expenditures by RMSP on an annual basis for goods and
services and the estimated sales tax generated by RMSP in the State.
Based on expenditure patterns of various income classes in the Consumer
Expenditure Survey, RMSP households spent an estimated $2,239,884,788 in
2000. Of that amount, an estimated $495,983,641 was spent on taxable goods,
generating $24,799,182 in sales tax revenue. (Office of the Comptroller)
6. Average expenditures in the form of state, county and local government
services provided to Retired Military Service Personnel and their families.
See response to Question 4.
7. The cost of health care services provided by the State to Retired Military
Service Personnel and their families.
The health care costs paid by the State to Retired Military Service Personnel
(RMSP) are negligible (except possibly for those employed by the State, who take
advantage of coverage provided to them as employees). The only direct payment
the State might be liable for is if a uniformed services beneficiary became
Medicaid-eligible. This would be rare because RMSP receive military retirement
pay.
The Department of Defense TRICARE program or the U.S. Department of
Veterans Affairs covers the vast majority of retirees under 65 and their families.
TRICARE offers these beneficiaries three health care options that, except for a
deductible and co-payments, are virtually fully funded. The options are TRICARE
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Prime (an HMO-like program), TRICARE Extra (employs a preferred-provider
network with reduced co-payments) and TRICARE Standard with a 25% copayment. After a $3,000 family catastrophic cap is met, there is no further liability
for co-payments. TRICARE supplemental insurance policies are available through
more than 30 military associations.
Retirees over 65 and their families are entitled to Medicare coverage as first payer.
(In this regard, by law, service personnel have been participating in Medicare since
1966, and with few exceptions – some WW I and older WW II veterans - are fully
covered. In addition, due to legislation enacted by the U.S. Congress in 2000,
retirees 65 and older and their families are entitled to TRICARE–for-Life, which
serves as second payer to Medicare and covers 100% of the co-payments and
deductibles for services that are covered by both Medicare and TRICARE.
Conversely, because TRICARE relies heavily on the services of private sector
physicians, laboratories, drug stores and hospitals, retirees generate hundreds of
millions of dollars in revenue for Maryland health care providers. As an example,
in Fiscal Year 2002, the Defense Department contracted with and paid the Johns
Hopkins University, Uniformed Services Family Health Plan, more than $89
million to provide health care to the families of active duty service members,
Retired Military Service Personnel and their families and survivors. Data on
similar Department of Defense expenditures for RMSP under the various
TRICARE programs was not available, but is estimated to be in the hundreds of
millions of dollars. (Department of Defense TRICARE Management Activity)
8. Determine the average State, county, and local real estate taxes paid by
RMSP on an annual basis.
On tax year 2000 federal tax returns, 24,675 RMSP taxpayers in Maryland claimed
$59,119,277 in real estate taxes paid, an average of $2,396. For comparison, the
average for all Maryland taxpayers was $2,370. There is no way to determine how
much of that amount was paid on Maryland property. Assuming the full amount
was paid on Maryland property, and using weighted average tax rates, the
distribution would be:
County:
84.5%
Municipal:
8.0%
State:
7.0%
Total:
100.0%

$49,955,746
5,025,135
4,138,346
$59,119,227(Office of the Comptroller)
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9. Review a comparison of the total tax burden in the State for military
retirees as compared to other states.
The Comptroller’s Office provided the Task Force an extract from the “ 2003
Retired Military Almanac” that details the income tax practices of the 50 States,
Puerto Rico and the District of Columbia (Attachment 2).
According to the Almanac, 23 states do not tax military retirement pay (9 states
have no personal income taxes and 14 others exempt all military retirement pay).
Another perspective is to examine the policies of the Mid-Atlantic States. Most of
the Mid-Atlantic States provide better tax relief to RMSP than Maryland. Note,
while existing Maryland law purports to provide an income deduction for enlisted
retirees age 55 and older, the deduction is reduced for Adjusted Gross Income
(AGI) in excess of $17,500 and eliminated when AGI reaches or exceeds $22,500.
Maryland had the fourth highest income tax burden in the country, measured as a
percentage of personal income. The income tax burden, therefore, is likely to be
higher on military retirees in Maryland than in other states (although the sales tax
burden in Maryland is 45th highest, and property tax burden is 33rd highest).
[Department of Legislative Services presentation to the Senate Budget and
Taxation Committee, September 10, 2003] This disparity is exacerbated by the
fact that fourteen states exempt all military retirement pay, and additional states
provide a deduction for some portion of military retirement pay that is much
broader than Maryland's existing benefit. Thus, the relative income tax burden on
military retirees is even greater than the general statistics indicate. (Office of the
Comptroller)
10. Review a comparison of the total tax burden in the State including
provisions of state law exempting retirement income and military income
from taxation and any other property tax or other tax benefits for military
retirees as compared to other states.
The International Association of Assessing Officers surveys every state
periodically on property assessment practices and policies. According to the latest
version of the "IAAO Assessment Administration Practice Survey," three states
grant property tax exemptions to retired military service personnel without regard
to disability status:
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1. California exempts up to $4,000 of property value for non-disabled veterans, and
up to $450,000 for disabled veterans. About 9,000 veterans claim exemptions
totaling $521 million (given the low number of claimants, one may reasonably
assume they must be retired to receive the exemption). Assuming a 2% average
effective property tax rate, the lost revenue is about $10.4 million (about $600,000
excluding the disabled veterans).
2. Idaho has exemptions for low-income homeowners, seniors, widows, veterans,
and disabled veterans. All together 21,000 exemptions are claimed, abating tax on
$4.2 million of property. Again, it is unclear how retirement status affects
eligibility.
3. New Hampshire gives veterans a tax credit of $50 to $100 ($700 if disabled).
There were 73,491 veteran's tax credits (presumably, this includes all veterans, not
just retired veterans), which result in an estimated revenue loss of approximately
$6 million.
Maryland had the 33rd highest state and local property tax burden in the country,
measured as a percentage of personal income. The tax benefits for veterans
provided by these three states would not appreciably change the property tax
burden in those states relative to Maryland, and would have a marginal impact
when considering the circumstances of individual military retirees. (Office of the
Comptroller)
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Findings
• There are approximately 500,000 veterans in Maryland of which 42,577 are
RMSP. Enlisted retirees comprise 71% of RMSP; officers comprise the rest.
• The State income tax base and tax revenues will be enhanced if legislation is
enacted to exempt military retirement pay from State and local income taxes,
thereby attracting more RMSP to reside in Maryland.
• At a Public Hearing on October 16, 2003, approximately 20 individuals,
representing 26 military and Veterans organizations and more than 500,000
veterans and their families in Maryland, presented their views. The central
theme of those testifying was that the decision to retire in Maryland or
elsewhere will likely be a financial decision, based in large measure on the
taxation of military retirement pay.
• In tax year 2000, the average income reported by RMSP was $83,435, of
which $18,266 was attributable to military retirement pay. The remaining
$64,869 was derived from second career employment, and other sources of
income.
• RMSP health care costs to the State are negligible because the Department
of Defense TRICARE program covers the vast majority of RMSP. Those
under 65 are liable for a deductible and co-payments. However, after a
$3,000 annual family catastrophic cap is met, there is no further liability for
co-payments. Those 65 and older are entitled to Medicare as first payer,
after which TRICARE-for-Life covers 100% of the co-payments and
deductibles for services that are covered by both Medicare and TRICARE.
• RMSP generate numerous jobs for physicians, hospitals and other health
care providers.
• In addition to income taxes on non-military income, RMSP pay significant
taxes on real estate, purchases of taxable goods, gasoline, etc. For example,
in tax year 2000, RMSP paid $59,119,277 in real estate taxes and more than
$24,799,182 in sales tax revenue.
• RMSP place minimal demands on K-12 schools and the social infrastructure,
although they may derive some very limited benefits from educational
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subsidies for students, in-state college tuition rates and, if impoverished,
Medicaid coverage.
• 23 States exempt all military retirement pay from income taxes, including
the nine that have no personal income tax.
• Most of the Mid-Atlantic States provide greater tax relief to RMSP than
Maryland.
• While the current law in Maryland law provides an income deduction for
enlisted retirees age 55 and older, the deduction is reduced for Adjusted
Gross Income (AGI) in excess of $17,500 and eliminated when AGI reaches
or exceeds $22,500.
• The RMSP population will peak in 2010, after which the population will
continue to decline for the foreseeable future.
• Without providing better incentives, Maryland will not attract its fair share
of RMSP.
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Recommendations
To increase the State income tax base through the attraction of more RMSP to
Maryland, the Task Force recommends that the current law be amended to exempt
military retirement pay from State and local income taxes.
The Task Force further recommends that this be accomplished by phasing in the
exemption at the rate of 20 percent per year for a period of five years beginning on
January 1, 2005.

13

Additional Information
The dollar amount of military retirement income reported on the 42,577 federal
Form 1099s reported by DFAS was $777,692,424, or an average of $18,266.
About 15% of these 1099 forms were sent to RMSP that did not file a federal tax
return with a Maryland address. Assuming these RMSP were not actually
Maryland residents, the total distributions to Maryland residents would have been
about $664,592,124.
Additionally, Maryland has over 16,000 Disabled Veterans who received
approximately $11 Million of non-taxable disability payments annually. Congress
has recently passed, and the President has signed into law, the 2004 Defense
Budget. Included in the Budget is language authorizing many Disabled Veterans
retirement income that was denied under concurrent receipt. The amount of
additional income is unknown at this time.
In tax year 2000, there were 13,031 returns (35.8%) from RMSP where at least one
of the taxpayers was age 65 or older.
In tax year 2000, there were 15,393 1099-SSA forms issued by the Social Security
Administration to RMSP with Maryland addresses. The Social Security payments
totaled $151,534,058. To the extent that married RMSP have earned Social
Security benefits independent of each other and were issued separate 1099-SSA
forms, the number of returns involved is likely to be overstated.
An article, “Virginia Popular Spot for Retirees State in Top 10” carried in The
Washington Post on August 6, 2003, suggests that there is more than one side of
the coin to consider, retention. (Attachment 3)
As indicated in the article, based on data from the U.S. Census Bureau, “ a broad
reshuffling of the top retirement destinations means that a growing number of older
people are moving to the Southwest and a swath of mild-weather Atlantic Coast
states that include Virginia and Delaware.” A table in the article shows that
between 1995 and 2000 Virginia (ranked 9th) gained 6,937 elderly; Delaware
(ranked 12th) gained 2,679 elderly; and Maryland (ranked 38th) lost 4,388 elderly.
It goes on to stipulate that state officials and others are studying the shifts closely,
hoping for clues to what the post-World War II baby boomer generation will do as
it ages (the oldest baby boomers will turn 62 in five years).
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Another vital consideration is the impending decline of the RMSP population,
which as indicated in the chart below, will peak in 2010. After that, as the deaths of
our aging World War I, World War II and Korean War Veterans exceed the
numbers of new RMSP on the rolls, the population will continue to decline for the
foreseeable future. The message here is clear. There will not be increased numbers
of RMSP to sustain Maryland’s economic development. Therefore, unless
Maryland does something to attract more RMSP to the State, the highly skilled and
expensively trained military personnel needed to help sustain our economic growth
will not be available.
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