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I. Summary:

Committee Substitute for 1992 provides uniform guidelines for investment of public funds by
school districts, counties, municipalities and special districts. The bill creates investment policy
guidelines for the investment of the assets of retirement plans subject to chapter 112, Florida
Statutes.

This bill substantially amends the following sections of the Florida Statutes:  218.415, 112.661, 
112.662, 28.33, 159.46, 219.075, 230.23, and 236.24. The bill repeals the following sections of
the Florida Statutes: 237.161(5), 125.31, 166.261, and 218.345.

II. Present Situation:

Pursuant to ss. 125.31, 166.261, 218.345, 219.075, and 236.24, F.S., counties, cities, special
districts, county officers, and district school boards are authorized to invest surplus public funds.
All of these statutes specify that the government entities may choose to invest in the Local
Government Surplus Funds Trust Fund administered by the State Board of Administration (SBA),
or they may invest the funds themselves in certain federal obligations and in specified types of
securities.

Under part IV of chapter 218, F.S., the “Investment of Local Government Surplus Funds Act”
(the Act), the Local Government Surplus Funds Trust Fund is created to serve as a repository for
funds deposited by units of local government to be invested by the SBA, in the same manner and
subject to the same restrictions as apply to investment of moneys in the Florida Retirement
System Trust Fund (s. 215.47, F.S.). The SBA is also authorized to provide technical assistance
to local governments in the investment of surplus funds.

Section 218.415, F.S., requires local governmental entities that have custody of public funds, but
which choose not to deposit them in the Local Government Surplus Funds Trust Fund for
investment by the SBA, to conduct other investment activity in accordance with a written
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investment plan, or alternatively, to invest in specified low-risk instruments. According to
subsection (15), units of local government without an investment plan are limited to investing in
the following:

- The Local Government Surplus Funds Trust Fund, or any intergovernmental investment pool
authorized pursuant to the Florida Interlocal Cooperation Act.

- Securities and Exchange Commission registered money market funds with the highest credit
quality rating from a nationally recognized rating agency.

- Savings accounts in state-certified qualified public depositories.

- Certificates of deposit in state-certified qualified public depositories.

- Direct obligations of the U.S. Treasury.

- Federal agencies and instrumentalities.

“Federal agencies and instrumentalities” include all securities issued by agencies of the federal
government or corporations created by Congress, e.g., obligations of the Federal National
Mortgage Association, the Federal Home Loan Mortgage Corporation, etc.

Section 218.415, F.S., provides a blueprint for a written investment plan, spelling out required
and recommended investment policies to be developed by units of local government to apply to
funds under the control of the local government in excess of those required to meet current
expenses. The investment policy must contain certain elements which include, for example:

< the investment objectives of the local government which must include safety of capital,
liquidity of funds, and investment income, in that order of priority;

< a list of authorized investments, including whether investments in derivative products are
expressly authorized;

< a description of how the portfolio is structured to match liquidity to pay obligations with
investment maturities;

< arrangements for the holding of the assets of the local government;

< a system of internal controls; and

< requirements for the chief financial officer to report to the governing body of the local
government on the performance of the investment portfolio.

The Auditor General conducted a survey of the implementation of s. 218.415, F.S., by local
governments, which is described in Report No. 13283, issued on July 16, 1998. Based on the
results of the survey, the report concludes that “many local governments have not fully complied
with the requirements set forth in Section 218.415. Florida Statutes.” With respect to local
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governments which limit their investment activities to those investment options listed in
subsection (15) of s. 218, 415, F.S., the report finds that these local governments not only
unnecessarily limit their investment options, but also, do not benefit from the investment
safeguards afforded by a written investment policy.”

However, in its review of local governments with an adopted investment policy, the results of the
survey of local governments indicate that not all local governments follow their investment policy. 
Specifically, the Auditor General’s report finds that the internal controls contemplated by s.
218.415(13), F.S., “have not been effectively implemented to promote compliance with s.
218.415, Florida Statutes.”  For example, the investment plans of 13 percent of the 95 local
governments surveyed did not include a system of internal controls and operational procedures
and 41 percent of the plans did not require that the controls and procedures be reviewed by
independent auditors as part of the local government’s financial audit.  

Sections 125.31 and 219.075, F.S. (counties), 166.261 (municipalities), 218.345 (special
districts), and 236.24 (school boards), F.S., impose requirements on the investments of counties,
municipalities, special districts, and school boards that are in some cases inconsistent or
duplicative with the requirements of s. 218.415, F.S.

III. Effect of Proposed Changes:

SB 1992 provides uniform guidelines for investment of public funds by school districts, counties,
municipalities and special districts.

Section 1 amends s. 218.415, F.S., to modify the requirements for an investment plan to be
developed by a unit of local government and substantially changes the list of authorized
investments for units of local governments which elect not to adopt a written investment policy.

Investment Policy

C The bill clarifies that all pension funds, including those governed by chapters 175 and 185, are
not subject to the investment policy in s. 218.415, F.S. 

C The bill prohibits investments not authorized by the investment policy (for those units of local
government who adopt a policy).

C If the investment policy authorizes investments in derivative products, the bill requires
officials responsible for making investment decisions to have sufficient expertise to manage
them.

C The investment policy must list the use of reverse repurchase agreements as an authorized
investment and such policy must limit the investments to transactions in which the proceeds
are intended to provide liquidity.

C The investment policy must provide that where the unit of local government competitively
bids a specific type of security, the most economically advantageous bid must be selected.
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C The investment policy must provide for 8 hours of continuing education, annually, for the
local government officials responsible for making investment decisions.

Authorized Investments for Local Government Units with Written Investment Plan

The bill adds a new subsection listing the specific investments authorized for those units of local
governments adopting a written investment policy. These investments include:

< The Local Government Surplus Funds Trust Fund.

< Securities and Exchange Commission registered money market funds.

< Savings accounts or certificates of deposits in banks and savings and loan associations.

< Direct obligations of the United States Treasury.

< Securities registered under the Investment Company Act of 1940, as amended, under certain 
conditions.

Authorized Investments for Local Government Units with No Written Investment Policy
 
The bill modifies the list of investments authorized for local governments which do not have a
written investment policy to include:

< The Local Government Surplus Funds Trust Fund.

< Securities and Exchange Commission registered money market funds.

< Savings accounts or certificates of deposit in banks and savings and loan associations.

< Direct obligations of the U. S. Treasury.

Securities

The bill includes a set of safekeeping  procedures for local governments to follow regarding
securities purchased under section 1, and provides that the governing body of the unit of local
government may receive bank trust receipts in return for investment of surplus funds in securities.
In addition, the section authorizes the governing body of the unit of local government to sell the
security at the prevailing market rate and to deposit the proceeds of the sale into the proper
account of the unit of local government.

Audits
 
The bill provides that certified public accountants conducting audits of units of local government
pursuant to s. 11.45, F.S., are required to review, as part of the audit, whether the local
government has complied with the investment policy requirements of s. 218.415, F.S.  The
Auditor General is required to notify the Joint Legislative Auditing Committee of any unit of local
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government that does not comply with the investment policy requirements of s. 218.415, F.S. The
Auditor General may request that the Department of Revenue or Department of Banking and
Finance withhold the payment of funds to a governmental entity determined out of compliance
with these requirements and to notify the Department of Community Affairs in the case of special
districts.

Sections 2 amends s. 112.625, F.S., to add the definition of plan sponsor to mean the local
governmental entity which has established a local retirement system. In addition, the definition of
“Statement value” is modified to provide that assets for which a fair market value is not provided
are not included in the valuation of assets defined by section 302(c) of the Employee Retirement
Income Security Act of 1974.

Section 3 amends s. 112.661, F.S., to define an investment policy for retirement systems
governed by chapter 112. The investment plan must contain many of the same elements as the
investment plans authorized by s. 218.415, F.S. However, the retirement system investment
policies must also include the following:

C a description of fiduciary standards, including a requirement that the board comply with
fiduciary standards set forth in the Employee Retirement Income Security Act of 1974;

C a determination, for each actuarial valuation, of the total expected annual rate of return for
the current year, the short term and the long term;

C a requirement that the plan be filed with the division of retirement and the plan’s sponsor; and

C a valuation of illiquid investments for which a recognizes market value is unavailable. 

Section 4 amends s. 28.33, F.S.,  to provide that the investment of surplus funds of the clerk of
the court must be invested as described in s. 218.415, F.S.

Section 5 authorizes the investment of bond proceeds, and money held for the payment of debt
service on bonds to be invested as provided in s. 218.415, F.S. 

Section 6 allows the investment of surplus funds by county officers, including the tax collector, as
provided in s. 218.415, F.S.
 
Sections 7 and 8 of the bill require the investment policies of school boards to comply with the
provisions of s. 218.415, F.S. The list of authorized investments for school board surplus funds
set forth in s. 236.24(2)(a), F.S., 1998 Supp., is repealed. 

Sections 9 and 10 repeal certain sections of law which set individual investment policies for
specific units of local government including: 

C the investment by a school board of accumulated cash assets, not required for a current
budget year;

C the investment of county surplus funds;
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C the investment of municipal surplus funds; and 

C the investment of special district surplus funds.

Section 11 provides an effective date of October 1, 1999. 
 

IV. Constitutional Issues:

A. Municipality/County Mandates Restrictions:

None.

B. Public Records/Open Meetings Issues:

None.

C. Trust Funds Restrictions:

None.

D. Other Constitutional Issues:

None.

V. Economic Impact and Fiscal Note:

A. Tax/Fee Issues:

None.

B. Private Sector Impact:

None.

C. Government Sector Impact:

The bill affects the investment conduct of units of local governments, including: counties,
municipalities, special districts and school boards. To the extent the investment plan
requirements improve the quality of the investment decisions made by the units of local
government, local governments might achieve improved investment revenue. Some of the
requirements reduce a local governments discretion in making investment decisions, while
other provisions of the bill increase their flexibility. 

However, those units of local government adopting a written investment policy will incur
costs in complying with the auditing, continuing education and other requirements of s.
218.415, F.S. 
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VI. Technical Deficiencies:

None.

VII. Related Issues:

None.

VIII. Amendments:

None.

This Senate staff analysis does not reflect the intent or official position of the bill's sponsor or the Florida Senate.


