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LEGAL COMPLIANCE MANUAL

DEPOSITORIES OF PUBLIC FUNDS
AND

PUBLIC INVESTMENTS

Introduct ion

A government entity that receives and disburses funds may deposit the funds only in
f inancial instit utions designated by its governing body.  The governing body may
authorize its treasurer or chief f inancial off icer to make such designations.  The
government entity may deposit  funds in amounts that are federally insured or, if  it
deposits more than this amount , it  must eit her have the depository furnish a bond or
assign collateral to protect  the excess deposit.

" Government entity"  for the purpose of this sect ion means:

- a county;*
- a city;*
- a tow n;
- a school district;
- a hospital district;
- a public authority;
- a public corporation;
- a public commission;
- a special district ; 
- a polit ical subdivision; or
- an American Indian tribal government entity located w ithin a reservation.

Minn. Stat. § 118A.01, subd. 2.

" Public funds"  for the purpose of this sect ion means all general, special, permanent,
trust , or other funds, regardless of source or purpose, held or administered by a
government entity, unless otherw ise restricted.  Minn. Stat. § 118A.01, subd. 4.

If  the audited governmental ent ity is one of  those listed and it has the pow er to receive
and disburse public funds, then complete this sect ion to determine if  the government
entity has properly invested it s funds or deposited it s funds in a properly designated
depository w ith appropriate collateral or bond. 

In addit ion, the depository and collateral requirements of Minn. Stat. §§ 356A.06,
subd. 8a, and 118A.03 apply to f ire relief  associat ions.  Parts I and II should be
completed for f ire relief  associat ions.

* Note: A “ city w ith a population in excess of 200,000 or a county that contains a
city of  that  size”  (current ly the tw o largest  cit ies and count ies) has addit ional
investment authority.  See Minn. Stat. § 118A.07.
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Sect ion

DEPOSITORIES OF PUBLIC FUNDS AND

PUBLIC INVESTM ENTS

Yes No W ork paper

Reference

1 1 / 0 3 1 -2

Part  I.   Designat ion of Depository

§ 1 1 8 A . 0 2,

subd. 1

§ 1 1 8 A . 0 1,

subd. 3

§ 3 5 6 A . 0 6,

subd.  8 a

A . In  the case of  a government  ent ity :

1 . Has each depository of public f unds been designated by the

government entity ’ s governing body, or by i ts treasurer or

ch ief  f inancial o f f icer , if  t he gov erning body has authorized

them t o make such a designation?

2 . Is each depository one of t he fol low ing:

a. a savings association;

b. a commercial  bank;

c. a t rust  company;

d. a credit union; or

e. an indust r ial loan and thrif t  company?

B. In the case of a relief association:

1 . Has each deposit ory  for asset s, not  held  by  the relief

assoc iat ion ’ s custod ian bank , been designated by the relief

association’s governing board?

2 . Is each depository one of t he fol low ing:

a. a nat ional  bank;

b. an insured state bank;

c. an insured credit union; or

d. an insured thrif t  insti tut ion?

       

       

       

       

       

       

       

       

                    

                    

                    

                    

Part  II.   Insuring or Securing Deposits

§ 1 1 8 A . 0 3 A . If a government entity  desires to deposit an amount in excess of

deposit insurance, it  m ust obtain a bond or col lateral w hich,

w hen computed at i ts market value, shall be at least ten percent

more t han the am ount  of  t he ex cess deposit .  If  irrevocable

standby  let t ers of  credit  f rom  Federal Hom e Loan Banks are used

as collateral, the amount m ust be equal to t he amount  of t he

excess deposit  p lus in terest  a t  the c lose o f  the day.

B. Review  the fol low ing general principles of FDIC coverage and

complete the spread sheet in this section to determine the

amount of  the government entity ’ s funds that are not insured and

thus need to be either bonded or collateral ized.  Deposits held by

credit  un ions are covered by separat e deposit  insuranc e rules

promulgated by the Nat ional Credit  Union  A dm inist rat ion  (NCUA ).
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DEPOSITORIES OF PUBLIC FUNDS AND

PUBLIC INVESTM ENTS

Yes No W ork paper

Reference

1 1 / 0 3 1 -3

Part II.   Insuring or Securing Deposits (Continued)

General Principles of FDIC coverage:

1 . Deposits are insured only i f  t he depository is a member of

FDIC.

2 . Deposits in one depository are insured separately from

deposits in another depository w hich is not a branch of t he

f irst  one.  How ever, a deposit ory  and all of  t he branc hes

assoc iated w ith it  are t reated as a sing le combined

deposito ry,  and t he f unds deposit ed in t he branches are

aggregat ed f or purposes o f  insuranc e coverage.

3 . The aggregate of a government entity’ s interest bearing

acc ount s, i. e.,  savings acc ount s, NOW  acc ount s, and t ime

deposits (CD’s) w ith the same depository are insured up to a

to ta l o f  $100 ,000.   The aggregate of  a  government  ent ity ’ s

non-interest bearing accounts, i.e., non-interest c hecking

accoun ts, are insured up t o a t ot al of  $100 ,0 00  and are

insured separately  f rom  the gov ernm ent  ent it y ’ s int erest -

bearing deposits.  This separate $1 00 ,0 00  coverage for

non -interest bearing account s only  applies if t he deposito ry

is in  the same sta te as the government  ent ity .

4 . A  public authority , public corporation, public com mission, or

spec ial dist ric t  receiv es separat e insuranc e coverage f rom  it s

parent government entity  only if  i t  w as created expressly by

sta te sta tu te and funds have been allocated for its  exc lusive

use and con t rol.   Subord inat e or nonaut onom ous div isions,

agencies, or boards do not receive separate insurance

coverage.

5 . Funds held for a special purpose and required by law  to be

paid to bondholders or beneficiaries such as members of

pension funds or relief associations are covered up to

$1 00 ,0 00  per bondholder or beneficiary w hether the

benef icial interest is vest ed or no t .  The fiduc iary nat ure

must be indicated on the account name in the bank’s

records.

6 . If m ore than one person is legal or off icial custodian of f unds

for a gov ernm ent  ent it y , each cust od ian is separately  insured

up to $ 100 ,0 00 .  A lso,  if  t he sam e person is t he cust od ian

of f unds for tw o separate government entit ies, the funds for

the tw o government entit ies are separately insured.

7 . M oneys held  by  a governm ent  ent it y  in t rust  are insured

separate ly  f rom other government  ent ity  funds only  if  the

trust is an irrevocable express trust and the account records

ind icat e the name of  both t he set t lor and t he t rust ee.

C. Has t he spread sheet  been complet ed?  (See page 1 -10 )                                   
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Reference

1 1 / 0 3 1 -4

Part III.  The Bond and Collateral

§ 1 1 8 A . 0 3,

subd. 1

§ 1 1 8 A . 0 3,

subd. 2

§ 1 1 8 A . 0 3,

subd. 7

§ 1 1 8 A . 0 3,

subd. 7

§ 1 1 8 A . 0 3,

subd. 4

A . If a bond w as furnished by the depository t o the government

entity, answ er the fol low ing question:

1 . W as the bond executed by a corporate surety com pany

aut horized t o do business in t he st ate?

B. If  the depository  assigned collateral to  the government  ent ity ,

answ er t he f ollow ing  quest ions:

1 . W as the collateral one of t he fol low ing:

a. U.S. gov ernm ent  t reasury  bills,  notes, o r bonds;

b. issues of  a U.S. gov ernm ent  agency  or inst rum ent s that

are quoted by a recognized industry quotat ion service

availab le to  the government  ent ity ;

c. a general ob ligat ion  of  a state or local gov ernm ent , w it h

taxing  pow ers, rated “ A ”  or bet t er;

d. a revenue obligation of a state or local government,

w ith t axing  pow ers, rated “ A A ”  or bet t er;

             

             e.   unrat ed general obligat ion  secu rit ies of  a local                

                   gov ernm ent  w it h t ax ing  pow ers pledged as co llateral      

                   against funds deposited by that same local government   

                   ent ity ;

f . an irrevocable standby let ter o f  c red it  issued by a

Federal Hom e Loan Bank acc om panied by w rit t en

evidence that t he Federal Home Loan Bank’s public debt

is rated “ A A ”  or bett er by M oody’ s or Standard and

Poor’s; or

g. Cert if icat es of  Deposit  insured by  the FDIC?

2 . W as the collateral placed for safekeeping:

a. in a restr ict ed account  at the Federal Reserve Bank; or

b. in an acc ount  at  a t rust  depart ment  of  a commercial

bank or other f inancial insti tut ion not ow ned or

cont rolled by the depository?

3 . Did the government entity  approve of t he selection of t he

safekeeping ent ity?

4 . W as t he collateral assignment  in w rit ing? 

5 . Did the assignment provide that,  upon default, t he

depository shall release the collateral pledged to t he

government entity  on demand?
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§ 1 1 8 A . 0 3,

subd. 3

[1 2  U.S.C.

§ 1 8 2 3 (e)]

Part III.   The Bond and Collateral (Continued)

C. Collateral pledged must equal at least ten percent more than the

uninsured and unbonded amount  on deposit .  The deposit ory

may, at  it s disc ret ion , f urn ish bot h a bond and collat eral

aggregating the required amount .

1 . W as the am ount  of  excess deposit  less than the aggregate

of t he bond?

2 . W as the am ount  of  co llateral at  least  t en percent  more t han

the uninsured  amount  on deposit ?

D. A ssignment  [Federal St atut ory  Requ irement s]

1 . Was the w rit ten assignment  approved by the depository ’s

board o f  direc tors o r loan commit t ee?

2 . Was the assignment  an of f ic ial record of  the depository?

       

       

       

       

       

       

       

       

                    

                    

                    

                    

Part IV .  Public Investments

§ 1 1 8 A . 0 5,

subd. 2

§ 1 1 8 A . 0 6

A . W ere all repurchase agreement s and reverse repurchase

agreem ent s on ly  entered into w ith:

1 . a f inancial inst it ut ion  qualif ied as a deposit ory  of  public

f unds;

2 . any other f inancial insti tut ion w hich is a member of the

Federal Reserve System and w hose combined capital and

surplus equals or exceeds $1 0,0 00 ,00 0;

3 . a primary report ing dealer in United States government

securit ies to t he Federal Reserve Bank of New  York; or

4 . a securit ies broker-dealer licensed pursuant  t o chapt er 80 A ,

or an aff i l iate of i t ,  regulated by t he Securit ies and Exchange

Commission and maintaining a combined capital and surplus

of $ 40 ,0 00 ,0 00  or more, exclusive of subordinated debt?

B. A re all  investm ents held in safekeeping?  If  so:

1 . Is the gov ernm ent  ent it y ’ s ow nersh ip o f  all securit ies in

w hich t he f und is invested ev idenced  by  w rit t en

acknow ledgments ident ify ing the securit ies by:

a. t he names of  t he issuers?

b. maturit y  dat es?

c. int erest  rates?

d. CUSIP num bers o r ot her d ist inguish ing  marks?
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Yes No W ork paper

Reference

1 1 / 0 3 1 -6

§ 1 1 8 A . 0 5,

subd. 2

§ 1 1 8 A . 0 5,

subd. 3

§ 1 1 8 A . 0 5,

subd. 5

§ 1 1 8 A . 0 5,

subd. 4

Part IV .  Public Investments (Continued)

C. W ere the securit ies sold or p ledged under t he repurc hase

agreement or reverse repurchase agreement permissible direct

inv estment s under M inn. St at . § 118A .0 4  (see L and M  below )?

D. W ere al l reverse repurchase agreements only entered into:

1 . for a period of 9 0 days or less, and

2 . on ly  to m eet  short -term cash  needs and not  t o generat e cash

for investment s?

E. W ere al l securit ies lending agreements ( including custody

agreements) entered into only w ith:

1 . a f inancial insti tut ion qualif ied as a depository having a

principal executive off ice in Minnesota; or

2 . a f inancial inst it ut ion  w hich is a m ember o f  t he Federal

Reserve System and w hose combined capital and surplus

equals or ex ceeds $10 ,0 00 ,0 00 , and w hich has a principal

execu t ive of f ice in  M innesot a?

F. Did the custodian or entity  operating the securit ies lending

program  on ly  ent er int o securit ies lending  t ransac t ions w ith t hose

ent it ies ident if ied in  Part  IV.A . (abov e)?

G. W ere all guarant eed investment  cont ract s or agreement s on ly

ent ered into w ith an issuer or guarant or:

1 . that w as a U.S. comm ercial bank, a domestic branch of a

foreign bank , a U.S.  insuranc e company, o r it s Canadian

subsidiary;  and

2 . w hose cred it  qualit y  f or long-term and short -term unsecu red

debt  w as rated in  one of  the h ighest  tw o categories by a

nat ional ly recognized rat ing agency?

H. Did all guarant eed investment  cont ract s giv e the pub lic en t it y

w ithdraw al righ t s in t he ev ent  t he issuer’ s or guaran tor’ s credit

quali ty w as dow ngraded below  “ A ” ?

I. Did the government entity  only invest in shares of a Minnesota

join t  pow ers inv estment  t rust  w hose inv estment s w ere rest ric t ed

to securi t ies described in Minn. Stat .  §§ 11 8A .04  and 118 A.0 5?

J. M utual Funds - Did the government entity  only invest in shares of

an investm ent  company  that  met  t he crit eria in either 1 o r 2

below :

1 . a. registered under the Federal  Investment Company Act

of  1 9 4 0 ;

b. w hose shares w ere regist ered under t he Federal

Securit ies Ac t of  19 33 ;
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Reference

1 1 / 0 3 1 -7

§ 1 1 8 A . 0 4

§ 1 1 8 A . 0 4,

subd. 4

Part IV .  Public Investments (Continued)

c. w hose fund received the highest c redit rating;

d. that w as rated in one of the tw o highest r isk rating

cat egories by  at  least  one nat ionally  recogn ized

stat ist ical  rat ing organizat ion; and

e. t hat  on ly  inv ests in f inancial inst rum ent s w it h a f inal

maturit y  no longer t han 13  months?

2 . a. registered under the Federal  Investment Company Act

of  1 9 4 0 ;

b. w hich holds itself out  as a money m arket f und meeting

the condit ions of  SEC rule 2a-7;  and

c. is rated in one of the tw o highest rating categories for

money market  f unds by at  least  one nat ionally

recognized statist ical rating organization?

K. Did t he gov ernment  ent it y only  invest in unit s of  a short -term

investment f und:

1 . established and administered pursuant t o regulation 9 of  the

Comptrol ler of t he Currency, and

2 . in w hich investment s are rest ric t ed t o securit ies desc ribed  in

M inn.  St at .  §§ 1 1 8 A . 0 4-. 0 5 ?

L. W ere all ot her f unds invested in  inst rum ent s w hich m et  at  least

one of  t he f ollow ing  cr it eria:

1 . In governm ent al bonds, not es, b ills, m ort gages, and o ther

securit ies, w hich w ere direct  obligations or are guaranteed or

insured issues of  t he Unit ed St ates, it s agencies,  it s

instrument ali t ies, or organizations created by an act of

Congress,  excluding m ort gage-backed  secu rit ies def ined as

“ high risk ”  (see Sect ion  L - M ort gage-Backed Securit ies);

2 . In a general ob ligat ion  of  a state or local gov ernm ent  w it h

tax ing  pow ers w hich w as rated “ A ”  or bet t er by  a nat ional

bond rat ing  serv ice;

3 . In a revenue ob ligat ion  of  a state or local gov ernm ent  w it h

tax ing  pow ers w hich w as rated “ A A ”  or bet t er by  a nat ional

bond rat ing  serv ice;

4 . In a general  obligat ion of  the Minnesota Housing Finance

A gency w hich w as a moral obligation of t he State of

M innesota and is rated “ A ”  or bett er by a national bond

rat ing  serv ice;

5 . In comm ercial paper issued by a United States corporation or

it s Canadian subsid iary  and that :
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Reference

1 1 / 0 3 1 -8

§ 1 1 8 A . 0 4,

subd. 5

§ 1 1 8 A . 0 4,

subd. 7

§ 1 1 8 A . 0 4,

subd. 8

§ 1 1 8 A . 0 4,

subd. 2

§ 118A.04,
subds. 2 & 6

Part IV .  Public Investments (Continued)

a. w as rated in  the h ighest  qualit y  cat egory  by  at  least

tw o nat ional ly recognized rat ing agencies, and

b. matures in  270  day s or less;

6 . In t ime deposit s f ully  insured by the Federal Deposit

Insurance Corporation;

7 . In bankers’  acceptances issued by United States banks; or

8 . In it s ow n t emporary  ob ligat ions issued under M inn. St at .

§§ 42 9.0 91 , subd. 7 (special  assessments),  46 9.1 78 ,

subd. 5  (t ax  increment  bonds),  or 4 75 .61 , subd. 6? 

Note:   A debt service fund can purchase any issue payable from

the fund.

M . M ort gage-Backed Securit ies

Gov ernm ent  ent it ies may on ly  purchase m ort gage-backed

secu rit ies that  are direc t  ob ligat ions or guaran teed or insured

issues of the United States, i ts agencies, i ts instrumentali t ies, or

organizat ions created by an ac t  of  Congress.

M ortgage-backed securi t ies purchased shal l not  be “ high risk.”  

M inn . St at . § 118A .0 4 , subd. 6 , st ates “ high risk  mort gage-

backed  secu rit ies”  are:

1 . int erest -on ly  or p rinc ipal-only  mort gage-backed  secu rit ies;

and

2 . any  mort gage deriv at ive securit y  t hat :

a. has an expected average li fe greater than ten years; or

b. has an expec ted av erage lif e that :

(1 ) w ill  ext end by more than four years as the result of

an imm ediate and sustained parallel shift  in the

yield curve of plus 30 0 basis points, or

(2 ) w ill  shorten by more than six years as the result of

an imm ediate and sustained parallel shift  in the

yield curve of m inus 30 0 basis points; or

c. w ill have an est imated change in  price of  more t han

17  percent  as the resu lt  of  an im mediat e and sust ained

parallel sh if t  in t he y ield curv e of  plus or m inus 300

basis poin t s.

3 . W ere al l mortgage-backed securit ies purchased by t he

government  ent it y  af t er A ugust  1 , 1993 , not  “ high risk?”
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1 1 / 0 3 1 -9

Part V .  Broker Acknow ledgment Certification

§ 1 1 8 A . 0 4,

subd. 9

A . A nnually, prior to completing an init ial investment t ransact ion

w ith each brok er, d id t he gov ernm ent  ent it y  prov ide t o t hat

broker a w rit t en st atement  of  inv estment  rest ric t ions?

B. Did the broker acknow ledge receipt of t he investm ent restr ict ions

and agree t o hand le the gov ernm ent  ent it y ’ s acc ount  in

acc ordance w ith t he rest ric t ions?

C. Did the government ent i ty retain documentat ion of  compl iance

w ith A  and B abov e?

       

       

       

       

       

       

                    

                    

                    

Part V I.  Audit Conclusion

The audit or m ust  state a conc lusion--based on t his quest ionnaire and any ot her audit  procedures perf orm ed--w het her

the c lient  has com plied w ith t he legal prov isions rev iew ed relat ing  to deposit ories o f  public  f unds and pub lic

inv estment s.

Conclusion:                                                                                                                                                    

                                                                                                                                                                    

                                                                                                                                                                    

                                                                                                                                                                    

                                                                                                                                                                    

                                                                                                                                                                    

                                                                                                                                                                    

                                                                                                                                                                    



SPREADSHEET

a b c d (a+b) - (c+d) = e e x 1.1 = f g g - f

Name of Depository * **

Funds in
Savings, CD's,

 and NOW
Accounts

Funds in
Non-

Interest
Bearing

Checking
Accounts

Amount of
Insurance
Coverage

Amount of
Bond

Deposits
Requiring
Collateral

Amount of
Collateral
Needed
(110% of
Deposits
Requiring
Collateral)

Market Value
of Collateral

Provided

Sufficient
(Insufficient)

Collateral
Coverage

1 -
10

* Put a check in this column if depository is a member of FDIC or NCUA.
** Put a check in this column if depository is not a branch of any of the other depositories here.




