HOUSE BILL NO. 431

INTRODUCED BY GRADY, BLAYLOCK, MAZUREK, STORY,
SIMON, PATTERSON, MERCER, QUILICI, HARPER

IN THE HOUSE

JANUARY 25, 1989 INTRODUCED AND REFERRED TO COMMITTEE
ON BUSINESS & ECONCMIC DEVELOPMENT.

JANUARY 26, 1989 FIRST READING.

FEBRUARY 7, 1989 COMMITTEE RECOMMEND BILL
PO PASS5. REPORT ADOPTED.

FEBRUARY 8, 1989 PRINTING REPORT.

FEBRUARY 11, 1989 SECOND READING, DO PASS.

FEBRUARY 13, 1989 ENGROSSING REPORT.

FEBRUARY 14, 1989 THIRD READING, PASSED.

AYES, 90; NOES, 6.
TRANSMITTED TO SENATE.
IN THE SENATE

FEBRUARY 15, 1989 INTRODUCED AND REFERRED TO COMMITTEE
ON STATE ADMINISTRATION.

FIRST READING.

FEBRUARY 27, 1989 ON MOTION, REREFERRED TO COMMITTEE
ON BUSINESS & INDUSTRY.

MARCH 3, 1989 COMMITTEE RECOMMEND BILL BE
CONCURRED IN AS AMENDED. REPORT
ADOPTED.

MARCH 4, 1989 SECOND READING, CONCURRED IN.

MARCH 7, 1989 THIRD READING, CONCURRED IN.

AYES, 47; NOES, 3.

RETURNED TO HOUSE WITH AMENDMENTS.



IN THE HOUSE
MARCH 9, 1989 RECETIVED FROM SENATE.

SECOND READING, AMENDMENTS
CONCURRED IN.

MARCH 10, 1989 THIRD READING, AMENDMENTS
CONCURRED IN,

SENT TQC ENROLLING,

REPORTED CORRECTLY ENROLLED.
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A BILL FOR AN ACT ENTITLED:
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“AN ACT PERMITTING LOZAL

GOVERNMENTS AND THE BOARD OF INVESTMENTS TO INVEST PUBLIC
FUNDS IN UNITED STATES OBLIGATIONS EITHER DIRECTLY OR IN THE
FORM OF SECURITIES OF OR OTHER INTERESTS 1IN CERTAIN
INVESTMENT COMPANIES OR INVESTMENT TRUSTS; PERMITTING
SECURITIES OF OR OTHER INTERESTS 1IN THESE COMPANIES OR
TRUSTS TO BE PLEDGED TO SECURE DEPOSITS OF PUBLIC FUNDS; AND

AMENDING SECTIONS 7-6-202, 17-6-103, AND 17-6-201, MCA."

BE IT ENMACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. section 7-6-202, MCA, is amended to read:
“7-6-202. Investment of pudblic money in direct

obligations of the United States. (1} Said A local governing
body fs--hereby--authsrized-ts may invest such public money
not necessary for immediate use by sueh the county, city, or
town in direct obligations of the United States government
and securities issued by agencies of the United States.

{2) The 1local governing beody may invest in these

obligarions either directly or in the form of securities of

or other interests in an open-end or closed-end management

type investment company or investment trust registered under

the Investment Company Act of 1940 {15 U.S5.C. 80a-1 through
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B0a-64), as amended, if:

{a) the portfolio of the investment company or

investment trust is limited to United States government

obligations and repurchase agreements fully collateralized

by United States government obligations; and

(b} the investment company or investment trust takes

delivery of the collateral for any repurchase agreement,

either directly or through an authorized custodian,”

Section 2. section 17-6-103, MCA, is amended to read:

“17-6-103. Security for deposits of public funds. The
following kinds of securities may be pledged or guarantees
may be issued to secure deposits of public funds:

(1) direct obligations of the United States;

{2) securities as to which the payment of principal
and interest is quaranteed by the United States;

{3) securities 1issued or fully guaranteed by the
following agencies of the United States or their successors,
whether or not guaranteed by the United States:

(a) commodity credit corporation;

{b) federal intermediate credit banks;

{c}) federal land bank;

(d) bank for cooperatives;

{e) federal home loan banks;

{f) federal national mortgage association;

{g) government national mortgage assoclation;

_a- INTRODUCED BILL

HE Y31



10
1l
12
13
14
15
lé
17
18
19
20
21
22
23
24

25

LC 1322701

{(h) small business administration;
(i) federal housing administration; and
{j) federal home loan mertgage corporation;

{4) securities of or other interests in an open-end or

closed-end management type investment company or investment

trust registered under the Investment Company Act of 1940

(15 U.5.C. B80a-1 through 80a-64), as amended, if:

(a) the portfolio of the investment company ot

investment  trust is limited to United States government

obligations and repurchase agreements fully collateralized

by United States government obligations; and

{(b) the investment company or investment trust takes

delivery of the collateral for any repurchase agreement,

either directly or through an authorized custodian;

+43(5) general obligation bonds of the state or of any
county, clty, school district, or cther political
subdivision of the state;

{54{6) revenue bonds of any county, city, or other
political subdivision of the state, when backed by the full
faith and credit of sueh the subdivision or when the
revenues pledged to the payment of the bonds are derived
from a water or sewer system and the issuer has covenanted
to establish and maintain rates and charges for the system
in an amount sufficient to produce revenues equal to at

least 125% of the average annual principal and interest due
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on all bonds payable for~-aueh from the revenues during the
outstanding term of such the bonds;

+6¥(?) interest-bearing warrants of the state or of
any county, city, school district, or other political
subdivision of the state issued in evidence of claims 1in an
amount which, with all other claims on the same fund, do not
exceed the amount validly appropriated in the current budget
for expenditure from the fund in the year in which they are
issued;

£7¥{8) obligations of housing authorities of the state
secured by a pledge of annual contributions or by a loan
agreement made by the United States or any agency thereof
providing for contributions or a loan sufficient with other
funds pledged to pay the principal of and interest on the
obligations when due. Subject to rules prescribed by the
department of commerce, the bonds and other obligations made
eligible for investment in 32-1-424(3) and 7-15-4505 may be
used as security for all deposits of public funds or
obligations for which depository bonds or any kind of bonds
or other securities are required or may by law be deposited
as security.

t83(9) general obligation bonds of other states and of
municipalities, counties, and school districts of other
states;

+9%(10) undertaking or guarantees issued by a surety

-4
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company authorized to do business in the state;

+363(11) first mortgages and trust indentures on real
property. The depository shall, on a guarterly basis,
certify to the state treasurer that sufficient first
mortgages and trust indentures on real property are
avallable and segregated to secure deposits of public funds.
The board of investments shall determine the amount of
security required.

t¥¥+(12) bonds issued pursuant to Title 7, chapter 12,
parts 21, 41, and 42;

+12¥(13) bonds issued pursuant to Title 90, chapter 6,
part 1;

t:333(14) revenue bonds 1ssued by any wunit of the
university system of the state of Montana;

ti4+(15) advance refunded bonds secured by direct
obligations of the United States treasury held in
irrevocable escrow; and

£153(16) linked deposit loan obligations incurred under

80-14~203. {Subsection +15} (16) terminates June 30,

1989--sec. 6, Ch. 57, L. 1987,)"
Section 3. section 17-6-201, MCA, is amended to read:
"17-6-201. Unified investment program - general
provisions. (1) The unified investment program directed by
Article VIII, section 13, of the 1972 Montana constitution

to be provided for public funds shati must be administered
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by the board of investments in accordance with the prudent
expert principle, which requires any investment manager to:

{a) discharge his duties with the care, skill,
prudence, and diligence, wunder the circumstances then
prevailing, that a prudent person acting in a like capacity
with the same resources and familiar with like matters
exercises in the conduct of an enterprise of a 1like
character with like aims;

(b) diversify the holdings of each fund within the
unified investment program to minimize the risk of loss and
te maximize the rate of return, unless under the
circumstances it is clearly prudent not to do so; and

{c) discharge his duties solely in the interest of and
for the benefit of the funds forming the unified investment
program.

{2) Retirement funds may be invested in common stocks
of any corporation provided that no investment may be made
at any time whieh that would cause the book value of asgeh
the investments in any retirement fund to exceed 503% of the
book value of smeh the fund or would cause the stock of one
corporation to exceed 2% of the book value of suek the
retirement fund.

{3) (a) Nothing contained in this section prevents
the investment in any business activity in Montana,

including activities that continue existing jobs ur create

-6~
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new jobs in Montana.

(b) The board is urged under the prudent expert
principle to invest up to 3% of retirement funds in venture
capital companies. Whenever possible, preference should be
given to investments in those venture capital companies
which that demonstrate an interest in making investments in
Montana.

(c) In discharging its duties, the board shall
consider the preservation of purchasing power of capital
during periods of high monetary inflation.

{4) The bcoard has the sole authority to invest state
funds. No other agency may invest sweh state funds. The
board shall direct the investment of state funds 1in
accordance with the laws and constitution of this state, The
board has the power to veto any investments made under its
general supervision.

{5) The board shall:

{a) assist agencies with public money to determine if,
when, and how much surplus cash is available for investment;

{b) determine the amount of surplus treasury cash to
be invested;

{(c} determine the type of investment tc be made;

{(d] prepare the claim to pay for the investment; and

{e) keep an account of the total of each investment

fund and of all the investments belonging to such the fund
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and a record of the participation of each treasury fund
account therein,

(6) The board may:

fa) execute deeds of convevance transferring all real
property obtained through foreclosure of any investments
purchased under the provisions of 17-6-211 when full payment
has been received therefor;

{(b) direct the withdrawal of any funds deposited by or
for the state treasurer pursuant to 17-6-101 and 17-6-105;

(¢) direct the sale of any securities in the program
at their full and true value when found necessary to raise
money for payments due from the treasury funds for which the
securities have been purchased-; and

{(d) invest in WUnited States government cbligations,

either directly or in the form of securities c¢f or other

interests in an open-end or closed-end mandgement_ type

investment company or investment trust registered under the

Investment Company Act of 1940 (15 U.S.C. B80a-1l through

80a-64), as amended, if:

{i) the portfolio of the investment

company = _Or

investment  trust is limited to United States government

cbligations and repurchase agreements fully collateralized

by United States government obligations; and

(ii) the investment company or investment trust takes

delivery of the collateral for any repurchase agreement,

-8-
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either directly or through an authorized custodian.

{(7) The cost of administering and accounting for each
investment fund shatt* must be deducted from the inccme

therefrom earned on the fund, except that sueh the costs of

the nonexpendable trust funds shait must be paid from income
otherwise receivable from the pocoled investment fund, and
the amounts reqguired for this purpose shaif must be
appropriated by the legislature from the respective
investment Ffunds.

(8) (a) The director of the department of
administration annually may prepare a statewide cost
allocation plan to distribute program costs incurred by
state agencies that are funded through the general fund to
the programs served by the agencies. Except as provided in
subsection (8)(b), the cost to an agency of providing
services to a program funded through an account in the state
special revenue fund as defined in 17-2-102 must be deducted
by the board from the account's investment earnings
according to the statewide cost allocation plan. Amounts
deducted by the board must be credited to the general fund.

(b) Ro deduction for program costs as provided in
subsection {8)(a) may be made if an account's cash on hand
is pooled for investment in the treasury cash account

defined in 17-6-202."

NEW SECTION. Section 4. Extension of authority. Any
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rules on the subject of the

is extended to the provisions of

-End-
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APPROVED BY COMM. ON BUSINESS
AND ECONOMIC DEVELCOPMENT
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A BILL FOR AN ACT ENTITLED: “AN ACT PERMITTING LOZAL

GOVERNMENTS AND THE BOARD OF INVESTMENTS TO INVEST PUBLIC
FUNDS IN UNITED STATES OBLIGATIONS EITHER DIRECTLY OR IN THE
FORM OF SECURITIES OF OR OTHER INTERESTS 1IN CERTAIN
INVESTMENT COMPANIES OR INVESTMENT TRUSTS; PERMITTING
SECURITIES OF OR OTHER INTERESTS 1IN THESE COMPANIES OR
TRUSTS TO BE PLEDGED TO SECURE DEPOSITS OF PUBLIC FUNDS; AND

AMENDING SECTIONS 7-6-202, 17-6-103, AND 17-6-201, MCA."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. Ssection 7-6-202, MCA, is amended to read:
"7-6-202. Investment of public money in direct

obligations of the United States. (1) Said A local governing
body ts--hereby--anthosrized-te may invest aweh public money
not necessary for immediate use by sueh the county, city, or
town in direct obligations of the United States government
and securities issued by agencies of the United States.

{2) The 1local governing body may invest in these

cbligations either directly or in the form of securities of

or other interests in an open—-end or closed-end management

type investment company or investment trust registered under

the Investment Company Act of 1940 (15 U.S.C. 80a-1 through
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B0a~-64), as amended, 1f:

{a) the portfolio of the invegtment Company or

invesktment trust is limited to United States government

obligations and repurchase agreements fully ~collateralized

by United States government cbligations; and

{b) the investment company Or investment trust takes

delivery of the collateral for any repurchase agreement,

either directly or through an authorized custedian.”

Section 2. sSecticn 17-6-103, MCA, is amended to read:

"17-6-103. Security for deposits of public funds. The
following kinds of securities may be pledged or guarantees
may be issued to secure deposits of public funds:

{1} direct obligations of the United States:

(2} securities as to which the payment of principal
and interest is guaranteed by the United States;

{3} securities issued or fully guaranteed by the
following agencies of the United States Or their successors,
whether or not guaranteed by the United States:

(a) commodity credit corporaticn;

(b) federal intermediate credit banks;

(c¢) federal land bank;

(d) bank for cogperatives;

(e} federal home loan banks;

(f) federal naticnal mortgage association;

{g) government national mortgage association;

,. SECOND READING

H 43|
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(h) small business administration;
(i) federal housing administration; and
{j) federal home loan mortgage corporation;

{4) securities of or other interests in an open-end or

ciosed-end management type investment company or investment

trust registered under the Investment Company Act of 1940

(15 U.S.C. 80a-1 through 80a-64), as amended, if:

(a) the portfolio of the investment company or

investment trust is limited to United States government

obligations and repurchase agreements Ffully collateralized

by United States government obligations; and

{(b) the linvestment company or investment trust takes

delivery of the collateral for any repurchase agreement,

either directly or through an authorized custodian;

¢43(5) general obligation bonds of the state or of any
county, city, school district, or other political
subdivision of the state;

£5+({6) revenue bonds of any county, c¢ity, or other
political subdivision of the state, when backed by the full
faith and credit of =ueh the subdivision or when the
revenues pledged to the payment of the bonds are derived
from a water or sewer system and the issuer has covenanted
to establish and maintain rates and charges for the system
in an amount sufficient to produce revenues equal to at

least 125% of the average annual principal and interest due
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on all bonds payable fer-sueh from the revenues during the
cutstanding term of suekh the bonds;

+6%(7) interest-bearing warrants of the state or of
any county, city, school district, or other political
subdivision of the state issued in evidence of claims in an
amount which, with all other claims on the same fund, do not
exceed the amount validly appropriated in the current budget
for expenditure from the fund in the year in which they are
issued;

+#¥({B) obligations of housing authorities of the state
secured by a pledge of annual centributions or by a loan
agreement made by the United States or any agency thereof
providing for contributions or a loan sufficient with other
funds pledged to pay the principal of and interest on the
obligations when due. Subject to rules prescribed by the
department of commerce, the bonds and other obligations made
eligible for investment in 32-1-424(3) and 7-15-4505 may be
used as security for all deposits of public funds or
obligations for which depository bonds or any kind of bonds
or other securities are required or may by law be deposited
as security.

t83(8) general obligation bonds of other states and of
municipalities, counties, and school districts of other
states;

€9¥(10) undertaking or guarantees issued by a surety

-4~
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company authorized to do business in the state;

t383(11) first mortgages and trust indentures on real
property. The depository shall, on a quarterly basis,
certify to the state treasurer that sufficient first
mortgages and trust indentures on real property are
available and segregated to secure deposits of public funds.
The board of investments shall determine the amount of
security required.

+3¥3{12) bonds issued pursuant to Title 7, chapter 12,
parts 21, 41, and 42;

€x24(13} bonds issued pursuant to Title 90, chapter 6,
part 1;

+¥3¥(14) revenue bonds issued by any unit of the
university system of the state of Montana:

tt44(15) advance refunded bonds secured by direct
obligations of the United States treasury held in
irrevocable escrow; and

t35¥(16) linked depcsit loan obligations incurred under
80-14-203. (Subsection ¢¥5% (16) terminates June 30,

1989--sec. 6, Ch. 57, L. 1987.)"
Section 3. sSection 17-6-201, MCA, is amended to read:
"17-6-281. Unified investment program -= general
provisions. (1) The unified invéstment program directed by
Article VIII, section 13, of the 1972 Montana constitution

to be provided for public funds shatl must be administered
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by the board of investments in accordance with the prudent
expert principle, which requires any investment manager to:

(a) discharge his duties with the care, skill,
prudence, and diligence, under the circumstances then
prevailing, that a prudent person acting in a like capacity
with the same resources and familiar with like matters
exercises in the <conduct of an enterprise of a like
character with like aims;

{b) diversify the holdings of each fund within the
unified investment program to minimize the risk of loss and
to maximize the rate of return, unless under the
circumstances it is clearly prudent not to do so; and

(c} discharge his duties solely in the interest of and
for the benefit of the funds forming the unified investment
program.

{2) Retirement funds may be invested in common stocks
of any corporation provided that no investment may be made
at any time whieh that would cause the book value of sueh
the investments in any retirement fund to exceed 50% of the
book value of saneh the fund or would cause the stock of one
corporation to exceed 2% of the book value of sueh the
retirement fund.

(3) (a) PNothing contained in this section prevents
the investment in any business activity in Montana,

including activities that continue existing jobs or create

-6~
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ney jobs in Montana.

(b) The board is urged under the prudent expert
principle to invest up to 3% of retirement funds in venture
capital companies. Whenever possible, preference should be
given to investments in those venture capital companies
whieh that demonstrate an interest in making investments in
Montana.

{c)y In discharging its duties, the board shall
consider the preservation of purchasing power of capital
during periods of high monetary inflation.

(4) The board has the sole authority to invest state
funds. No other agency may invest sweh state funds. The
board shall direct the investment of state funds in
accordance with the laws and constitution of this state. The
board has the power to veto any investments made under its
general supervision.

(5) The board shall:

{a) assist agencies with public money to determine if,
when, and how much surplus cash is available for investment;

(b} determine the amount of surplus treasury cash to
be invested:

{c) determine the type of investment to be made;

(d) prepare the claim to pay for the investment; and

{e) keep an account of the total of each investment

fund and of all the investments belonging to sweh the fund

_7_
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and a record of the participation of each treasury fund
account therein.

(6) The board may:

(a) execute deeds of conveyance transferring all real
property obtained through foreclosure of any investments
purchased under the provisions of 17-6-211 when full payment
nas been received therefor;

{b) direct the withdrawal of any funds deposited by or
for the state treasurer pursuant to 17-6-101 and 17-6-105;

{c) direct the sale of any securities in the program
at their full and true value when found necessary to raise
money for payments due from the treasury funds for which the
securities have been purchaseds; and

{(d) invest in United States government cbhligations,

either directly or in the form of securities of or other

interests in_an open-end or closed-end management type

investment company or investment trust registered under _the

Investment Company Act of 1540 (15 U.S.C. 80a-1 through

80a-64), as_amended, if:

(i) the portfolio of the investment company or

investment trust is limited to United States governmeng

obligations and repurchase agreements fully collateralized

by United States government obligations; and

{ii) the investment company or investment trust takes

delivery of the collateral for any repurchase agreement,

‘B_
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either directly or through an authorized custodian,

(7) The cost of administering and accounting for each

investment fund ahat3*¥ must be deducted £from the income

therefrom earned on the fund, except that sueh the costs of
the nonexpendable trust funds shalt must be paid from inccme
otherwise receivable from the pooled investment fund, and
the amounts required for this purpose shaltt must be
appropriated by the legislature from the respective
investment funds.

(8) (a) The director of the department of
administratjon annually may prepare a statewide cost
allocation plan to distribute program costs incurred by
state agencies that are funded through the general fund to
the programs served by the agencies. Except as provided in
subsection (8)(b), the cost to an agency of providing
services to a program funded through an account in the state
special revenue fund as defined in 17-2-102 must be deducted
by the board from the account's investment earnings
according to the statewide cost allocation plan., BAmounts
deducted by the board must be credited to the general fund.

{b) No deduction for program costs as provided in
subsection (B8){(a) may be made if an account's cash on hand
is pooled for investment in the treasury cash account

defined in 17-6-202."

NEW SECTION. Section 4. Extension of authority. Any

-9-
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existing authority to make rules on the subject of the

provisions

[this act].

of

[this

act] is extended to the provisions of
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A BILL FOR AN ACT ENTITLED: "AN ACT PERMITTING LOCAL

GOVERNMENTS AND THE BOARD OF INVESTMENTS TO INVEST PUBLIC
FUNDS IN UNITED STATES OBLIGATIONS EITHER DBIRECTLY OR IN THE
FORM OF SECURITIES OF OR OTHER INTERESTS IN CERTAIN
INVESTMENT COMPANIES OR INVESTMENT TRUSTS; PERMITTING
SECURITIES OF OR QOTHER INTERESTS 1IN THESE COMPANIES OR
TRUSTS TO BE PLEDGED TC SECURE DEPOSITS OF PUBLIC FUNDS; AND

AMENDING SECTIONS 7-6-202, 17-6-103, AND 17-6-201, MCA."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. section 7-6-202, MCA, is amended to read:
"7-6-202, Investment of public money in direct

obligations of the United States. (1) Sa#d A local governing
body ts--hereby--authorized-te may invest sweh public money
not necessary for immediate use by sueh the county, city, or
town in direct obligations of the United States government
and securitlies issued by agencies of the United States.

(2} The local governing body may invest in these

obligations either directly or in the form of securities of

or other interests in an open-end or closed-end management

type investment company or investment trust registered under

the Investment Company Act of 1940 {15 U.S.C. 80a-1 through

lénn/unﬂ Leguslativa Counci

[, B2

m o~

10
11
12
13
14
15

16

17

18
19
20
21
22
23
24

25

LC 1322/01

80a-64), as amended, if:

{a) the portfolio of the investment company or

investment trust is limited to United States government

obligations and repurchase agreements Ffully ¢ollateralized

by United States government obligations; and

(b) the investment company or investment trust takes

delivery of the collateral for any repurchase agreement,

either directly or through an authorized custodian.®

Section 2. section 17-6-103, MCA, is amended to read:

“17-6-103. Security for deposits of public funds. The
following kinds of securities may be pledged or gquarantees
may be issued to secure deposits of public funds:

(1) direct obligations of the United States:

(2) securities as ta which the payment of principal
and interest is guaranteed by the United States;

{3) securities issued or fully guaranteed by the
following agencies of the United States or their successors,
whether or not guaranteed by the United States:

{a) commédity credit corporation:

(b) federal intermediate credit banks;

(c} federal land bhank;

(d) bank for cooperatives;

(e) federal home loan banks;

(f) federal national mortgage asscciation;

{g} government national mortgage association;

-2- THIRD READING
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(h) small business administraticn;
{i) federal housing administration; and
{j) federal home loan mortgage cerporation;

{4) securities of or other interests in an open-end or

closed-end management type investment company or investment

trust registered wunder the Investment Company Act of 1940

{15 U.5.C. 80a-1 through BDa-64), as amended, if:

(a} the portfolio of the investment company or

investment trust is limited to United States government

cbligations and repurchase aqreements fully collateralized

by United States government obligations; and

(b) the investment company or investment trust takes

delivery of the collateral for any repurchase agreement,

either directly or through an authorized custodian;

t43(5) general cbligation bonds of the state or of any
county, city, school district, or other political
subdivision of the state;

t5¥(6) revenue bonds of any county, city, or other
political subdivision of the state, when backed by the full
faith and credit of seenh the subdivision or when the
revenues pledged tc the payment of the bonds are derived
from a water or sewer system and the issuer has covenanted
to establish and maintain rates and charges for the system
in an amount sufficient to produce revenues equal to at

least 125% of the average annual principal and interest due
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on all bonds payable.fer—such from the revenues during the
outstanding term of aueh the bonds;

+6%(7) interest-bearing warrants of the state or of
any county, city, school district, or other political
subdivision of the state issued in evidence of claims in an
amount which, with all other claims on the same fund, do not
exceed the amount validly appropriated in the current budget
for expenditure from the fund in the year in which they are
issued;

+7¥(8) obligations of housing authorities of the state
secured by a pledge of annual contributions or by a loan
agreemént made by the United States or any agency thereof
providing for contributions or a loan sufficient with other
funds pledged to pay the principal of and interest on the
obligations when due. Subject to rules prescribed by the
department of commerce, the bonds and other obligations made
eligible for investment in 32-1-424(3) and 7-15-4505 may be
used as security for all deposits of public funds or
obligations for which depository bonds or any kind of bonds
or other securities are required or may by law be deposited
as security.

+83(9) general cbligation bonds of other states and of
municipalities, counties, and school districts o©of other
states;

+93(10) undertaking or gquarantees issued by a surety

- -
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company authorized to do business in the state;

+38¥5(11) first mortgages and trust indentures on real
property. The depository shall, on a quarterly basis,
certify to the state treasurer that sufficient first
mortgages and trust indentures on real property are
available and segregated to secure deposits of public funds.
The board of investments shall determine the amount of
security reguired.

£3:¥(12) bonds issued pursuant to Title 7, chapter 12,
parts 21, 41, and 42;

t12y(13) bonds issued pursuant to Title 90, chapter 6,
parkt 1;

£13¥(14) revenue bonds issued by any unit of the
university system of the state of Montana;

t143(15) advance refunded bonds secured by direct
obligations of the United States treasury held in
irrevocable escrow; and

t3¥5%(16) linked deposit loan obligations incurred under
840-14-203. (Subsection €5y (16) terminates June 30,
1989--sec. 6, Ch. 57, L. 1987.)"

Section 3. sSection 17-6-201, MCA, is amended to read:

"17-6-201. Unified investment program - general
provisions. (1) The unified investment program directed by
Article VIII, section 13, of the 1972 Montana constitution

to be provided for public funds shali must be administered

-5

10
1l
12
13
14
15
16
17
18
19
20
21
22
23
24

25

LC 1322/01

by the board of investments in accordance with the prudent
expert principle, which requires any investment manager to:

{a) discharge his duties with the care, skill,
prudence, and diligence, under the circumstances then
prevailing, that a prudent person acting in a like capacity
with the same resources and familiar with like matters
exercises in the conduct of an enterprise of a 1like
character with like aims;

(b) diversify the heldings of each fund within tﬁe
unified investment program to minimize the risk of loss and
to maximize the rate of return, wunless under the
circumstances it is clearly prudent not to do so; and

{c) discharge his duties solely in the interest of and
for the benefit of the funds forming the unified investment
program.

(2) Retirement funds may be invested in common stocks
of any corporation provided that no investment may be made
at any time which that would cause the book value of such
the investments in any retirement fund tc exceed 50% of the
book value of such the fund or would cause the stock of one
corporation to exceed 2% of the book value of soch the
retirement fund.

(3} (&) MNothing contained in this section prevents
the investment in any business activity in Montana,

including activities that continue existing jobs or create

_6_
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new jobs in Montana.

(b} The board is urged under the prudent expert
principle to invest up to 3% of retirement funds in venture
capital companies. Whenever possible, preference should be
given to investments in those venture capital companies
whieh that demonstrate an interest in making investments in
Montana.

(c)y In discharging its duties, the board shall
consider the preservation of purchasing power of capital
during pericds of high monetary inflation.

(4) The board has the scle authority to invest state
funds. No other agency may invest suek state fuynds. The
board shall direct the investment of state funds in
accordance with the laws and constitution of this state. The
board has the power to veto any investments made under its
general supervision,

{5) The board shall:

{a) assist agencies with public money to determine if,
when, and how much surplus cash is available Ffor investment;

{b}) determine the amount of surplus treasury cash to
be invested;

(c) determine the type of investment to be made;

(d) prepare the claim to pay for the investment; and

{e) keep an account of the total of each investment

fund and of all the investments belonging to sweh the fund
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and a record of the participation of each treasury fund
account therein.

{6) The board may:

{a} execute deeds of conveyance transferring all real
property obtained through foreclosure of any investments
purchased under the provisions of 17-6-211 when full payment
has been received therafor;

(b) direct the withdrawal of any funds deposited by or
for the state treasurer pursuant to 17-6-101 and 17-6-105;

{(¢) direct the sale of any securities in the program
at their full and true value when found necessary to raise
money for payments due from the treasury funds for which the
securities have been purchased-; and

{d) invest in United States government cbligations,

either directly or in the form of securities of or other

interests in an open-end or closed-end management type

investment company or investment truskt registered under the

Investment Company Act of 1940 (15 U.S.C. B80a-1 through

B0a-64), as amended, if:

(1) the portfolic of the investment company ar

investment trust is limited to United States government

obligations and repurchase agreements fully collateralized

by United States government obligations; and

(i1} the investment company or investment trust takes

delivery of the collateral for any repurchase agreement,

_B_
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either directly or through an authorized custodian.

(7} The cost of administering and accounting for each
investment fund sha*} must be deducted £from the income

cherefrom earned on the fund, except that such the costs of

the nonexpendable trust funds shali must be paid from income
otherwise receivable from the pooled investment fund, and
the amounts required for this purpose shat}r must be
appropriated byl the legislature from the respective
investment funds.

{8} (a) The director of the department of
administration annually may prepare a statewide cost
allocation plan to distribute program c¢osts incurred by
state agencies that are funded through the general fund to
the programs served by the agencies, Except as provided in
subsection (8)(b), the cost to an agency of providing
services to a program funded through an account in the state
special revenue fund as defined in 17-2-102 must be deducted
by the board from the account's investment earnings
according to the statewide c¢ost allocation plan. Amounts
deducted by the board must be credited to the general fund.

{b) No deducticn for program costs as provided in
5ubseetion (8)(a} may be made if an account's cash on hand
is pooled for investment in the treasury cash account

defined in 17-6-202."

NEW SECTION. Section 4. Extension of authority. Any

—9_
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rules on the subject of the

is extended to the provisions of

-End-
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SENATE STANDING COMMITTEE REPORT

March 3, 1989

iM{R. PRESIDENT:
We, your committee on Business and Industry, having had under

consideration HB 431 ({third reading copy -- Dblue), respectfully
repcrt that HB 431 be amended and as so amended be concurred 1n:

Sponsor: Grady (Blaylock)

1. Title, line 5.

Strike: "AND THE BOARD OF INVESTMENTS"

2. Title, line 11.

Following: "T-6-292"

Strike; " .,"

Tnsert: “AND"

Strake: "AND 17-4-201,"

3. Page 5, line 21 through page 9, line 24.
Strike: section 3 in its entirety

Renumber: subsegquent section

AND AS AMENDED BE CONCURRED IN

Sig

Gene Thay

SENATE

scrhbd431. 303
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HOUSE BILL NO. 411
INTRODUCED BY GRADY, BLAYLOCK, MAZUREK, STORY,

SIMON, PATTERSON, MERCER, QUILICI, HARPER

A BILL FOR AN ACT ENTITLED: "AN ACT PERMITTING LOCAL
GOVERNMENTS ANB--PHE--DOARP-8P- INVESPMEN®S TO INVEST PUBLIC
FUNDS IN UNITED STATES OBLIGATIONS EITHER DIRECTLY OR IN THE
FORM OF SECURITIES OF OR OTHER INTERESTS 1IN CERTAIN
INVESTMENT COMPANTIES OR INVESTMENT TRUSTS; PERMITTING
SECURITIES OF OR OTHER INTERESTS 1IN THESE COMPANIES OR
TRUSTS TO BE PLEDGED TQ SECURE DEPOSITS OF PUBLIC FUNDS; AND

RMENDING SECTIONS 7-6-2027 AND 17-6-103, ANDP-}7-6-20%7 MCA."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. sSection 7-6-202, MCA, is amended to read:
"7-6-202. TInvestment of public money in direct

cbligations of the United States. (1) Said A local governing
body +s-——hereby--autherized-to may invest such public money
not necessary for immediate use by such the county, city, or
town in direct obligations of the United States government
and securities issued by agencies of the United States.

{2) The 1local governing body may invest in these

obligations either directly or in the form of securities of

or  other interests in an open-end or closed-end management

type investment company or investment trust registered under
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the Investment Company Act of 1940 (15 U.S.C. B0a-1 through

80a-64), as amended, if:

{a} the portfolio of the iavestment company or

investment trust is limited to United States government

obligations and repurchase agreements fully collateralized

by United States govermnment obligations; and

(b} the investment company or investment trust takes

deljvery of the collateral for any repurchase _agreement,

either directly or through an authorized custodian."”

Section 2. section 17-6-103, MCA, is amended to read:

"17-6-103. Security for deposits of public funds. The
following kinds of securities may be pledged or guarantees
may be issued to secure deposits of public funds:

{l) direct obligations of the United States;

{(2) securities as to which the payment of principal
and interest is guaranteed by the United States;

(3) securities 1issued or fully guaranteed by the
Eollowing agencies of the United States or their successors,
whether or not guaranteed by the United States:

(a) commodity credit corperation;

(b) federal intermediate credit banks;

(c)} federal land bank;

{d) bank for cooperatives;

(e} federal home loan banks;

(f) federal national mortgage association;

-2- HB 431

REFERENCE BILL
AS AMENDED
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{g) government national mortgage association;
(h) small business administration;

{i) federal housing administration; and

{1) federal home loan mortgage corporation:

(4) securities of or other interests in an open-end or

closed-end management type investment company or investment

trust registered under the Investment Company Act of 1940

(15 0.S8.C. 80a—-1 through 80a-64), as amended, if:

(a) the portfolio of the investment company or

investment trust is limited to United States government

obligations and repurchase agreements fully collateralized

by United States government obligations; and

{b) the investment company or investment trust takes

delivery of the collateral for any repurchase agreepment,

either directly or through an authorized custodian;

t43(5) general obligation bonds of the state or of any
county, city, school distriet, or other political
subdivision of the state:

t53+(6) revenue bonds of any county, city, or other
political subdivision of the state, when backed by the full
faith and credit of sueh the subdivision or when the
revenues pledged to the payment of the bonds are derived
from a water or sewer system and the issuer has covenanted
to establish and maintain rates and charges for the system

in an amount sufficient to produce revenues equal to at

-3- HB 431
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least 125% of the average annual principal and interest due
on all bonds payable for-such from the revenues during the
cutstanding term of suech the bonds;

¢6¥{7) interest-bearing warrants of the state or of
any county, city, school district, or other political
subdivision of the state issued in evidence of claims in an
amount which, with all other claims on the same fund, do not
exceed the amount validly appropriated in the current budget
for expenditure from the fund in the year in which they are
issued;

+#r({B) obligations of housing authorities of the scate
secured by a pledge of annual contributions or by a loan
agreement made by the United States or any agency thereof
providing for contributions or a lean sufficient with other
funds pledged to pay the principal of and interest on the
obligations when due. Subject to rules prescribed by the
department of commerce, the bonds and other obligations made
eligible for investment in 32-1-424(3) and 7-15-4505 may be
used as security for all deposits of public funds or
cbligations for which depository bonds or any kind of bonds
or other securities are required or may by law be deposited
as security.

+8%(9) general obligation bonds of other states and of
municipalities, counties, and school districts of ather

states;

-4- HB 431
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+9%(10) undertaking or guarantees issued by a surety
company authorized to do business in the state:

+304(11) first mortgages and trust indentures on real
property. The depository shall, on a quarterly basis,
certify to the state treasurer that sufficient first
mortgages and trust indentures on real property are
available and segregated to secure deposits of public funds.
The board of investments shall determine the amount of
security required.

t1:¥(12) bonds issued pursuant to Title 7, chapter 12,
parts 21, 41, and 42;

+324(13} bonds issued pursuant to Title 90, chapter &,
part 1;

+333(14) revenue bonds issued by any unit of the
university system of the state of Montana;

tt4¥{15) advance refunded bonds secured by direct
obligations of the United States treasury held in
irrevocable escrow; and

£35%(16) linked deposit loan obligations incurred under
80-14-203. (Subsection +¢%5% (16) terminates June 30,
1989--sec. 6, Ch. 57, L. 1987.)"

Section-3- - Section--F—6—201; MCh ~to-amended —to -read:

437-6-20t—-Enifted--investment--program—---—--—- generat
previstenss—--tiy-Fre-unified-tnvescment-program-directed-by

Artiéie-Viiiy—section—iav-ef—the~i9?2——Mentana——con:t&tution
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to--be--provided-for-pubiic-funda-shail must-be-administered
by-the-board-sf-investmants-in-accordance-with--the—-prudent
expert--principles-which-regurres-z2ny-investment-manager-—to:
tay--disecharge--his--duties——with--the--—care;-—-skiidy
prudencer--—and--dtitgence;--—under--the--circumstances—-then
prevatiimgry-that-s-prudent-person-acting—in-a-tike-—-capacity
with——the--same--ressureces--and--famittar-—-with-tike-matters
exercises--in--the--conduct--of--an--enterprise-——-af--a--like
character-with-iike-atmss
tby--diversify--the--heidings--of--each-fund-within-the
unified-investment-program—to-minimize-the-risk-of-tosa--and
to——~maximize---the---rate-—-pf-——returny--untess——under--the
cireumatances-itt-is-cieariy-prodent-not-to-do-ssy-and
fcy-—diseharge-his-dutiea-soiely-in-the-intarest-af-and
for-the—-benefit-of-the-funds-forming-the-unified——-investmane
program<
{24--Retirement--funds-may-be-invested-in-common-atecks
of-any-corporation-provided-chat-ne—inveatment-may--be--made
at-—any-—time--whith thet weunid-cause-the-book-vaiue-of-sueh
the invesements-in-any-retirement-fund-to-exceed-50%-of--the
book--value-cf-such the fund-er-wouid-cause-the-stock-of-one
corporation-to-exceed-2%-ef--the--book-~vatue--of--such the
retirement—fund-
{33--tai--Nething--contained--in--this-section-prevents

the--tnvestment--tn--any--business--activity --in---Montana;
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inciﬁding—~activitées—-thah—eentinue-exi:ting—jcbs—er—create
new-jobs-in-Montanas
tby--Phe--board--ia--urged--under--—the--prudent——expert
principte--to-invest-up-to-3%-of-retirement-funds-in-venture
capital-eempanieas--fhenever-possibie;-preference-shanlid--pbe
given—~to——investmenta——in——thase——venture—cupita}~companies
which that demonstrate-an-interest-in-making-investmants-—in
Moneansas
tet--fn---discharging--—-its--duties;--the—-board--shall
consider-the-preservation-cf--purchasing--power--of--caprtal
during-perioés—oé—high—mcnetary—infiationr
t4}--Fhe--board-~has-the-socie-authority-to-invest-state
fundss-Ne-sther-ageney-may--invest--such--seate--funds:—-Fhe
beard---shati--direct~-the--investment--of--state--funds--in
accordance-with-thae-taws-and-conatitution-of-this-stare<—The
beard-has-the-poewer-to-veto-any-investments-made--under——itas
generai-supervisions
t54~-Fhe-board-shatis
tay--assist-agencies-with-public-money-te-determine-if;
whens-and-how-much-surpius-cash-is-avaiiabte-for-investment:
tht--determine--the--amount-of-surplus-treasury-cash-to
be-tnvested;
{cy--determine-the-type-of-investment-to-be—made;
td)--prepare-the-ciaim-to-pay-for-the—-tnvestment;--and

tej-—hkeep--—an——aceount--of-the-totai-of-each-investment
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fund-and-of-aii-the-investments-beitonging-to-sueh the £und
and--a--record--of--the--partieipation-af-each-treasery-fund
aecount—thereins
t63-~Fhe-board-may~
tay--exeenre-decds-of-conveyance-transferring-aii--reai
property--obrained-—through--forectosure--of-any-tnvestments
purchased-under-the-provisions-of-13-6-2ti-when-£futi-payment
has-been-received-therafor;
tby--direct-the-withdrawat-cf-any-funds-deposited-by-or
for-the-state—treasurer-purduant-+o-17-6-181--and--33-6-1857
tey-—direct-—the--sate-of-any-securities-in-tne-program
at-their-fuii-and-trve-vatue-when—faund-necessnry--to--ratae
money-for-payments-due-from-the-treasury-funda-for-which-the
securities-have-been-purchased-;-and

td}--invest——-in--United--Staktes-government -obligationsy

either-directiy-or-in-the-form-of--securtties—-of--or--other

tnterests- -in--an--cpen-end--or--ciosed-end-—management-type

tnvesement-company-or-investment-trust-registered-under——-the

investement——Eompany--Act--of—-1948-¢15-Hs5-Ev—-88a--threough

B0r-64); aa-—amandedy-—tf+

ti}--che-—portfotic-——of--the--investment---company---er

inveatment-—-trust——is-—itimited-—to-Hnited-States-gavernment

obligations-and-repurchase-agreements--fully-—coltlateratizead

Qxfsnitcd—States-gcvernment—ob}igatianszﬂnnd

tiiy-the——investment--companmy-or-investment—trust-takes
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detivery-of-the-collateral-—for--any--—repurchasa——agresment;

either-directiy-or-through-an-authorized-custodians

t#y--Fhe--cost-of-administering-and-accounting-for-eaeh

invesement-fund-shatt muyat be--dedueted--from--the--income

therefrom earned-on-the-fund;-except-that-auch the coats-of
the-nonexpendabte-trust-funds-shatt must be-paid-from-income
otherwise-receivable-£rom-the-pooted—-investment——-fundy--and
the---ameunts--required--for--this--purpoae--ahai: must be
appropriated--by——the--legiastature-—-from-——the---respactive
tnvestment-fundss
tB¥--ta}-Fhe-——-divrector--—-of-—--the--—department---of
admintatration——annuatiy--may--prepare-—-a-—-scatewide---cost
attocatien-~ptan—-to-—-distribute--program--costs-ineurred-by
state-agencies—that-are-funded-through-the—-generai--fund--te
bhe——programs—;served—by-the—agencies:—Except—as—prcvided-én
subsection-t8)1{bt+y——the—-cost--te-—an--agency--of—-previding
services-to-a-program-£funded-threugh-an-account-in-the-state
special-revenne-fund-as-defined-in-17-2-162-mast-be-deducted
by---the---board--from--the--accountia--investment--esarnings
accarding-to-the-statewide—-cost--attocation—-pian---Ameunts
deducted--by-the-board-must-be-credited-to-the-generat—funds<
tbh+-—No-deduction-fer--program--coats-—as—-provided--in
subsection--{8rtay--may-be-made-if-an-mccountis-cash-on-hand
is-poocied--for--tnvestment--in--the--treasury--cash——acceunt

defiped-in-1¥7-6-2025¢

-9~ HB 431

HB 0431/02

NEW SECTION. Section 3. Extension of authority. Any

existing authority to make rules on the subject of the

provisions o©of [this act] is extended to the provisions of
[this act].
-End-~

HB 431



