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HOUSE BILL NO. 96

2 INTRODUCED BY R. JOHNSON
3 BY REQUEST OF THE DEPARTMENT OF ADMINISTRATION
4
5 A BILL FOR AN ACT ENTITLED: "AN ACT INCREASING THE NUMBER AND KIND OF INVESTMENT
6 CPTIONS AVAILABLE IN THE STATE AND POLITICAL SUBDIVISIGN DEFERRED COMPENSATION PLANS;
7 AMENDING SECTION 19-50-102, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE AND A
8 _RETROACTIVE APPLICABILITY DATE ."
9
10  BEIT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
11
12 Section 1. Section 19-50-102, MCA, is amended to read:
13 "19-50-102. Deferred compensation programs permitted -- rules. (1) The state or a political
14  subdivision may establish deferred compensation plans that are eligible under section 457 of the Internal
15 Revenue Code of 1954, as amended or superseded, and in compliance with reguiations of the U.S.
16  department of the treasury. Eligible deferred compensation plans for employees may be established in
17 addition to any retirement, pension, or other benefit plan administered by the state or a political subdivision.
18 (2) An employee may enter into a written agreement with the state or a political subdivision to
19  defer a part of his the employee’s compensation to one or mare of the investment options provided in
20  subsection {4} for the purpose of investment as provided by this chapter. The total amount deferred may
21 not exceed the employee’s annual salary and may not exceed the amounts permitted under applicable
22  sections of the Internal Revenue Code.
23 (3) Compensation deferred pursuant to this chapter is included as compensation for the purpose
24 of computing retirement or pension henefits.
25 {4) The ameun asa department
26  or an appropriate officer of a political subdivision shall from time to time select the type of investment
27  options and the financial institutions ar entities in which state or political subdivision employee deferred
28  compensation pian funds may be invested. The investment options and entities may include:
29 (a) shares—n a state deferred compensation investment fund established pursuant to Title 17 for
30 the purpose of administering a state-invested deferred compensation plan. All contributions made by
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participants in the state deferred compensation investrment fund and all interest or increase in the fund shal
must be credited to the fund. These state-invested funds may be commingled with ather state investment
funds, but separate aeeewRts accounting must be maintained fer—participapis—ia—the—state—deferred
compensatior—avestmentfupnd. The assets of the fund must be maintained for the benefit of participants

and may not be diverted except for paying the reasonable expenses for administering the state deferred
compensation investment fund. ‘

{b) savings accounts in federally insured financial institutions; 7

{c) life insurance contracts and fixed annuity and variable annuity contracts from companies that
are licensed to do business in the state and subject to regulation by the insurance commissioner; o+

{d) investment funds managed pursuant to investment services contracts maintained by the

department or an appropriate officer of a political subdivision with investment managers reqistered with the

United States securities and exchange commission;

(e} mutual funds provided through contracts maintained by the department or an appropriate officer

of _a political subdivision with mutgal fund companies regulated by the United States securities and

exchange commission; or

{di{f) any a combination of subsections (4)(al—{bl—or{e} abeve—as-specified-bytheparticipant
through {4}{e}.
(B6) The

pursuant to this section and the income from those funds must be held in a trust, custodial account, or

insurance contract for the exclusive benefit of participants and their beneficiaries.

{6}(6) The administrator may allocate any necessary costs against the assets and interest earnings
accumulated in funds, accounts, or contracts established under this chapter,

{6}4{7) The department or zppropriate officer of a political subdivision shall pramulgate rules not
inconsistent with this chapter for the proper administration of deferred compensation plans established

under this chapter.”

NEW SECTION. Section 2. Retroactive applicability. [This act] applies retroactively, within the

meaning of 1-2-109, to compensation deferred by employees, as defined in 19-50-101, and to deferred
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compensation plans established before [the effective date of this act].

2
3 NEW SECTION. Section 3, Effective date. [This act] is effective on passage and approval.
4 -END-
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STATE QF MONTANA - FISCAL NOTE

Fiscal Note for HBR0Q96, as introduced

DESCRIPTION OF PROPOSED LEGISIATION:

An act 1increasing the number and kind of investment options available in the state and
political subdivision deferred compensation plans; and incorporating federal requirements
that funds be held for the exclusive benefit of participants.

ASSUMPTIONS:
1. Since the State Deferred Compensation Plan 1s entirely funded by participant

contributicons and interest earnings, there is no fiscal impact to state government
expenditures or revenues. The only impacts will be to the State Deferred Compensation
Plan custodial account.

xS

If the bill is passed and approved, the Department of Administration plans to offer
independent mutual funds to State Deferred Compensaticn Plan members as variable
investment options rather than the current arrangement under which members are invested
in an insurance company variable annuity {(with underlying mutual funds selected by the
insurance ceompany). This will eliminate the variable annuity mortality and risk charge
which will be between 0.33% to 0.60% on deferred compensation assets 1invested in
variable options -- depending cn the underlying mutual funds.

3. The William M. Mercer Company, which has been retained by the Department of
Administration to provide deferred compensation plan consulting services, estimates
additional savings on mutual fund company fees and enhanced returns of between 0.20%
and 0.35% from directly offering mutual funds as variable options rather than a
variable annuity.

4. The amendment will reduce expenditures (paid entirely by plan members) for variable
fund investment services and increase net investment returns by an estimated range of
$.55¢ (0.35% plus 0.20%) to 0.95% (0.60% plus 0.35%)

variable fund assets have lncreased by an average of 33% per year over the past three
fiscal years to a total of $24,275,205 at the end of fiscal 199%e¢. If the assets
continue to grow at this rate, the projected total assets will reach $42,940,000 by the
end of fiscal 1998 and 557,110,000 by the end of fiscal 1999.

[¥3]

6. If the provisions of the bill are applied to variable fund asset projections for fiscal
1998, deferred compensation plan expenditures will be reduced/net investments increased
by an estimated range of $5236,170 (0.0055 x $42,940,000) to $407,930 (0.00395 x
542,940, 000) .

-]

If the provisions of the bill are applied to variable fund asset projections for fiscal
1999, deferred compensation plan expenditures will be reduced/net investments increased
by an estimated range of $314,105 (0.0055 x $57,110,000) to $542,545 (0.0095 x
557,110,000).

FISCAL IMPACT:

Expenditures:
There is no 1lmpact on state government expenditures.

ETFECT ON CQUNTY OR COTHER LOCAL REVENUES OR EXPENDITURES:

The biill would allow counties and local governments to obtain independent mutual fund
investment services for their deferred compensation plans and make similar savings on
mortality and risk and mutual fund fees/increases in net returns for participants in the
plans.

/ |
A Y4
- 2‘8‘77 £ 1
DAVE LEWIS, BUDGET DIRECTOR DATE ROYHi JQHNEON, PRIMARY SPONSOR DATE

Office of Budget and Program Planning
Fiscal Note for HBO00S6, as _introduced
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APPROVED BY COM ON
STATE ADMINISTRATICN

HOUSE BILL NO. 96
INTRODUCED BY R. JOHNSON
BY REQUEST OF THE DEPARTMENT OF ADMINISTRATION

A BILL FOR AN ACT ENTITLED: "AN ACT INCREASING THE NUMBER AND KIND OF INVESTMENT
OPTIONS AVAILABLE IN THE STATE AND POLITICAL SUBDIVISION DEFERRED COMPENSATION PLANS;
AMENDING SECTION 19-50-102, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE AND A
RETROACTIVE APPLICABILITY DATE

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

Section 1. Section 19-60-102, MCA, is amended to read:

"19-50-102. Deferred compensation programs permitted -- rules. (1) The state or a political
subdivision may establish deferred compensation plans that are eligible under section 457 of the Internal
Revenue Code of 1954, as amended or superseded, and in compliance with regulations of the U.S.
department of the treasury. Eligible deferred compensation plans for empioyees may be established in
addition to any retirement, pension, or other benefit plan administered by the state or a political subdivision.

(2) An employee may enter into a written agreement with the state or a political subdivision to

defer a part of his the employee’s compensation to one or more of the investment options provided in

subsection (4} for the purpose of investment as provided by this chapter. The total amount deferred may
not exceed the employee’s annual salary and may not exceed the amounts permitted under applicable
sections of the Internal Revenue Code.

(3} Compensation deferred pursuant to this chapter is included as compensation for the purpose
of computing retirement or pension benefits.

{4} The arre

¢ department

or an appropriate officer of a political subdivision shall from time to time select the type of investment

opticns and the financial institutions or entities in which state or political subdivision employee deférred

compensation plan funds may be ihvested. THE DEPARTMENT OR AN APPROPRIATE OFFICER OF A

POLITICAL SUBDIVISION_SHALL NOTIFY AFFECTED PLAN MEMBERS OF POTENTIAL CHANGES iN

INVESTMENT OPTIONS AND FINANCIAL INSTITUTIONS BEFORE THE CHANGES ARE MADE. The
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investment options and entities may include:

{a} shares—n a state deferred compensation investment fund established pursuant to Title 17 for
the purpose of administering a s{ate-invested deferred compensation plan. All contributions made by
participants in the state deferred compensation investment fund and all interest or increase in the fund shal
must be credited to the fund. These state-invested funds may be commingled with other state investment
funds, but separate aseeurts accounting must be maintained fer—participanis—in—the-state—deferred
compensation-tvestment-fund. The assets of the fund must be maintained for the benefit of participants

and may not be diverted except for paying the reasonable expenses for administering the state deferred
campensation investment fund.

(b) savings accounts in federally insured financial institutions;

(¢} life insurance contracts and fixed annuity and variable annuity contracts from companies that
are licensed to do business in the state and subject to regulation by the insurance commissioner; e

{d} investment funds managed pursuant to investment services contracts maintained by the

department or an appropriate officer of a political subdivision with investment managers registered with the

United States securities and exchange commission;

{e) mutual funds provided through contracts maintained by the department or an appropriate officer

of a political subdivision with mutual fund companies requlated by the United States securities and

exchange cormmission; of

{di(f) any a combination of subsections (4)(a)—tbh—otte} abever—as—spesified-bytheparteipant
through (4}{e}. ‘ '

deferred compensation plan funds invested

pursuant to this section and the income from those funds_must be held in a trust, custodial account, or

insurance contract for the_exciusive benefit of participants and their beneficiaries.

{6}(6) The administrator may allocate any necessary costs against the assets and interest earnings
accumulated in funds, accounts, or contracts established under this chapter.
61(7) The department or appropriate officer of a political subdivision shall promulgate rules not

inconsistent with this chapter for the proper administration of deferred compensation plans established

under this chapter.”

TLegislative
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1 NEW SECTION. Section 2. Retroactive applicability. {This act] applies retroactively, within the
2 meaning of 1-2-109, to compensation deferred by employees, as defined in 19-50-101, and to deferred
3 compensation plans established before [the effective date of this act].
4
5 NEW SECTION. Section 3. Effective date. [This act] is effective on passage and approval.
6 -END-
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HOUSE BILL NO. 96
INTRODUCED BY R. JOHNSON
BY REQUEST OF THE DEPARTMENT OF ADMINISTRATION

A BILL FOR AN ACT ENTITLED: "AN ACT INCREASING THE NUMBER AND KIND OF INVESTMENT
OPTIONS AVAILABLE IN THE STATE AND POLITICAL SUBDIVISION DEFERRED COMPENSATION PLANS:
AMENDING SECTION 19-50-102, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE AND A
RETROACTIVE APPLICABILITY DATE ."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

Section 1. Section 19-50-102, MCA, is amended to read:

"19-60-102. Deferred compensation programs permitted -- rules. (1) The state or a political
subdivision may establish deferred compensation plans that are eligible under section 457 of the Internal
Revenue Code of 1954, as amended or superseded, and in compliance with regulations of the U.S.
department of the treasury. Eligible deferred compensation plans for employees may be established in
addition to any retirement, pensian, or other benefit plan administered by the state or a political subdivision.

{2) An employee may enter into a written agreement with the state or a political subdivision to

defer a part of kis the employee’s compensation to_one or more of the investment options provided in

subsection {4) for the purpose of investment as provided by this chapter. The total amount deferred may
not exceed the employee’s annual salary and may not exceed the amounts permitted under appiicabie
sections of the Internal Revenue Code.

(3) Compensation deferred pursuant to this chapter is included as compensation for the purpose
of computing retirement or pensicn benefits.

(4) The arme

8 department

or_an appropriate officer of a political subdivision shall from time to_time select the type af investment

options _and the financial institutions or entities in which state or political subdivision employee deférred

compensation plan funds may be invested. THE DEPARTMENT OR AN APPROPRIATE QFFIiCER OF A

POLITICAL SUBDIVISION SHALL NOTIFY AFFECTED PLAN MEMBERS OF POTENTIAL CHANGES IN
INVESTMENT QPTIONS AND FINANCIAL INSTITUTIONS BEFORE THE CHANGES ARE MADE. The

[Legislative THIRD READING
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investment options and entities may include:

(a) shares—n a state deferred compensation investment fund established pursuant to Title 17 for
the purpose of administering a s.tate-invested deferred compensation plan. All contributions made by
participants in the state deferred compensation invastment fund and all interest or increase in the fund shah
must be credited to the fund. These state-invested funds may be commingled with other state investment
funds, but separate aeeewPts accounting must be maintained for—participants—in—the—state—deforred
componsation-ipvestmentfund. The assets of the fund must be maintained for the benefit of participants
and may not be diverted except for paying the reasonable expenses for administering the state deferred
compensation investment fund.

{b) savings accounts in federaily insured financial institutions;

{c) life insurance contracts and fixed annuity and variable annuity cantracts from companies that
are licensed to do business in the state and subject to regulation by the insurance commissioner; e

{d} _investment funds managed pursuant to investment services contracts maintained by the

department or an appropriate officer of a palitical subdivision with investment managers registered with th
United States securities and exchange commission;
¢) mutual funds provided through contracts maintained by the rtment or an appropriate officer

of a political subdivision with mutual fund companies requiated by the United States securities and

exchange commission; or
{d}{f} amy a combinaticn of subsections (4)(al—bl—erte} abeveas-spesifiedby-thepartisipant
through (4){e). ' ' -.
(8] The

deferred compensation plan funds invested

pursuant to this section and the income from those funds must be held in a trust, custodial account, or

insurance contract for the exclusive benefit of participants and their bengficiaries.

+54{6] The administrator may allocate any necessary costs against the assets and interest earnings
accumulated in funds, accounts, or contracts established under this chapter.

- {8)(7) The department or appropriate officer of a political subdivision shall promulgate rules not

inconsistent with this chapter for the propar adrﬁinistration of deferred compensation plans established

under this chapter.”

islative

I'_L?
| -2 -
\é"pﬁﬁn 2 HB 96



55th Legislature HB0096.02

1 NEW SECTION. Section 2, Retroactive applicability. [This act] applies retroactively, within the

meaning of 1-2-109, to compensation deferred by employees, as defined in 19-50-101, and to deferred

compensation plans established before [the etfective date of this act].

NEW SECTION. Section 3. Effective date. [This act] is effective on passage and approval.

-END-
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APPROVED BY COM ON
STATE ADMINISTRATION

HOUSE BILL NO. 96
INTRODUCED BY R. JOHNSON
BY REQUEST OF THE DEPARTMENT OF ADMINISTRATION

A BILL FOR AN ACT ENTITLED: "AN ACT INCREASING THE NUMBER AND KIND OF INVESTMENT
OPTIONS AVAILABLE IN THE STATE AND POLITICAL SUBDIVISION DEFERRED COMPENSATION PLANS:
AMENDING SECTION 19-50-102, MCA; AND PROV!DING AN IMMEDIATE EFFECTIVE DATE AND A
RETROACTIVE APPLICABLLITY DATE ."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

Section 1. Section 19-50-102, MCA, is amended to read:

"19-50-102. Deferred compensation programs permitted -- rules. (1) The state or a political
subdivision may establish deferred compensation plans that are eligible under section 457 of the Internal
Revenus Code of 1954, as amended or superseded, and in compliance with regulations of the U.S.
department of the treasury. Eligible deferred compensation plans for empioyees may be established in
addition to any retirement, pension, or other benefit plan administered by the state or a political subdivision,

(2) An employee may enter into a written agreement with the state ar a political subdivision to

defer a part of hie the employee’s compensation to_one or mare of the investment gptions provided in

subsection (4} for the purpose of investment as provided by this chapter. The total amount deferred may
not exceed the employee"s annual salary and may not exceed the amounts permitted under applicable
sections of the Internal Revenue Code.

{3) Compensation deferred pursuant to this chapter is included as compensation for the purpose
of computing retirament or pension banafits.

(4) The ameur

g department

or an appropriate officer of a political subdivision shail from time to time select the tvpe of investment

options and the financiai institutions or entities in_which state or political subdivision employee deferred

compensation plan funds may be invested. THE DEPARTMENT OR AN APPRQOPRIATE OFFICER OF A

POLITICAL SUBDIVISION SHALL NOTIFY AFFECTED PLAN MEMBERS QF POTENTIAL CHANGES IN
INVESTMENT OPTIONS AND FINANCIAL INSTITUTIONS BEFORE THE CHANGES ARE MADE. The
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investment options_and entities may include:

{a) shares—+h a state deferred compensation investment fund established pursuant to Title 17 for
the purpose of administering 2 siate-invested deferred compensation plan. All contributions made by
participants in the state deferred compensation investment fund and all interest or increase in the fund shaH
must tre credited to the fund. These state-invested funds may be commingled with other state investment
funds, but separate aeeegnts accounting must be maintained fer—patticipante—in—the—state—deferred
eempensaﬁen-wwes%man-t»#und The assets of the fund must be maintained for the benefit of participants
and may not be diverted except for paying the reasonable expenses for administering the state deferred
compensation investment fund.

{b) savings accounts in federally insured financial institutions;

(c) life insurance contracts and fixed annuity and variabie annuity contracts from companies that
are licensed to do business in the state and subject to regulation by the ingsurance commissioner; ef

{d) investment funds managed pursuant to_investment services contracts maintained by the
department or an appropriate officer of a political subdivision with investment managers registered with the

United States securities and exchange commission;

{e} mutual funds provided through contracts maintained by the department or an appropriate officer
of a political subdivision with mutuai fund companies requlated by the gnited.States securities and
exchange commission; or

{{f) amy a combination of subsections (4)(al—bl—orte} abeveras-speseifiod-by-tho-participant
through {4})(e).
(B} The g

deferred compensation plan funds invested
pursuant to this section and the income from those funds must be held in a trust, custodial account, or

insurance contract for the exclusive benefit of participants and their beneficiarigs.

+8}4{6) The administrator may allocate any necessary costs against the assets and interest earnings
accumulated in funds, accounts, or contracts established under this chapter.

£8+{7) The department or appropriate officer of a political subdivision shall promulgate rules not
inconsistent with this chapter for the proper adrr;inistration of deferred compensation plans established

under this chapter.”

Legisiative
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1 NEW SECTION. Section 2. Retroactive applicability. [This act] appiies retroactively, within the
2  meaning of 1-2-109, to compensation deferred by employees, as defined in 19-50-101, and to deferred
3 compensation plans established before [the effective date of this act].
4
5 NEW SECTION. Section 3. Effective date. [This act] is effective on passage and approval.
6 -END-
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HOUSE BILL NO. 96
INTRODUCED 8Y R. JOHNSON
8Y REQUEST OF THE DEPARTMENT OF ADMINISTRATION

A BILL FOR AN ACT ENTITLED: "AN ACT INCREASING THE NUMBER AND KIND OF INVESTMENT
OPTIONS AVAILABLE IN THE STATE AND POLITICAL SUBDIVISION DEFERRED COMPENSATION PLANS:
AMENDING SECTION 19-50-102, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE AND A
RETRCACTIVE APPLICABILITY DATE ."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

Section 1. Section 19-50-102, MCA, is amended to read:

"19-50-102. Deferred compensation pragrams permitted -- rules. (1) The state or a political
subdivision may astablish deferred compensation plans that are eligible under section 457 of the Interna|
Revenue Code of 1954, as amended or superseded, and in compliance with regulations of the U.S,
department of the treasury. Eligible deferred compensation plans for employees may be established in
addition to any retirement, pension, or ather benefit plan administarad by the state or a political subdivision,

(2) An employee may enter into a written agreement with the state or a political subdivision to

defer a part of kis the empioyea’s compensation to one or_more of the investment options provided in

subsection {4) far the purpose of investment as provided by this chapter. The total amount deferred may
not exceed the employee’s annual salary and may not exceed the amounts permitted under applicable

sactions of the Internal Revenue Code.
(3} Compensation deferred pursuant to this chapter is included as compensation for the purpose

of computing retirement or pension bansfits.

(4) :"':.' H-00FRPeREaHS O+ O-04d REHE R6-0RaELeFFRa S8-H50d Za- dengftmen[

or an appropriate aofficer of a political subdivision shall from time to time select the type of investment

options and the financial institutions or entities in which state or political subdivision employee defarred

compensation plan funds may be invested. THE DEPARTMENT OR AN APPROPRIATE OFFICER OF A

POLITICAL SUBDIVISION SHALL NQTIFY AFFECTED PLAN MEMBERS OF POTENTIAL CHANGES IN
INVESTMENT QPTIONS AND FINANCIAL INSTITUTIONS BEFORE THE CHANGES ARE MADE. The
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investment options and entities may nclude:

lal shetes—+h a state deferred compensation investment fund established pursuant to Title 17 for
the purpose of administering a state-invested deferred compensation plan. All contributions made by
participants in the state deferred compensation investment fund and all interest or increase in the fund skak

must be credited ta the fund. These state-invested funds may be commingled with other state investment

funds, but separate aeseurts accounting must be maintained for—poarteipanis—in—the-stategoferred
compansationpvestmentfund. The assets of the fund must be maintained for the benefit of participants
and may not be diverted except for paying the reasonable expenses for administering the state deferred
compensation investmant fund,

(b} savings accounts in federally insured financial institutions;

(c) life insurance contracts and fixed annuity and variable annuity contracts from companies that
are licensed to do business in the state and subject to regulation by the insurance commissiones; e

(d} investment funds managed pursuant to investment services contracts maintained by the

department or an appropriate officer of a political subdivisign with investrnent managers raqistered with the

United States securities and exchange commission;

(e) mutual funds provided through contracts maintained by the department or an appropriate officer

of a political subdivision with mutual fund companies regulated by the United Statss securities_and

exchange cemmission; of
t}{f) any a combination of subsections (4](a)——eto} above—ae-specified-bytho-partiaipant
through {4}(s).
(B) The

deferrad compensation plan funds invested

pursuant to this section and the income from those funds must be held in_a trust, custodial account, or

insurance contract for the axclugive benefit of participants and thsir benaficiaries.

+83(6) The administrator may allocate any necessary costs against the assets and interest earnings
accumulated in funds, accounts, or contracts astablished under this chapter.

{84{7) The department or appropriata officer of a politicat subdivision shall promulgate rules not
incansistent with this chapter for the proper adrr;inistration of deferred compensation plans established
under this chapter.”
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1 NEW SECTION. Section 2. Retroactive applicability. [This act] applies retroactively, within the

2 meaning of 1-2-109, to compensation deferred by employees, as defined in 18-50-101, and to defarred

3 compensation ptans established befare [the effective date of this act].
4
5 NEW SECTION. Saction 3. Effective date. {This act] is effactive on passage and approval.
6 -END-
:{' ;lica -3- HB 96
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